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Preface

G LOBAL DEVELOPMENT FINANCE WAS For the convenience of readers, charts on pages
formerly published as World Debt Tables. ix to xi summarize graphically the relation between
The new name reflects the report's ex- debt stock and its components; the computation of

panded scope and greater coverage of private fi- flows, aggregate net resource flows, and aggregate
nancial flows. net transfers; and the relation between net resource

Global Development Finance consists of two flows and the balance of payments. Exact defini-
volumes: Analysis and Summary Tables and Coun- tions of these and other terms used in Global De-
try Tables. Analysis and Summary Tables contains velopment Finance are found in the Sources and
analysis and commentary on recent developments Definitions section.
in international finance for developing countries, The economic aggregates presented in the ta-
with particular focus on the global financial crisis. bles are prepared for the convenience of users;
Summary statistical tables are included for selected their inclusion is not an endorsement of their value
regional and analytical groups comprising 150 for economic analysis. Although debt indicators
countries. can give useful information about developments in

Country Tables contains statistical tables on debt-servicing capacity, conclusions drawn from
the external debt of the 137 countries that report them will not be valid unless accompanied by care-
public and publicly guaranteed debt under the ful economic evaluation. The macroeconomic in-
Debtor Reporting System. Also included are tables formation provided is from standard sources, but
of selected debt and resource flow statistics for in- many of them are subject to considerable margins
dividual reporting countries, as well as summary of error, and the usual care must be taken in inter-
tables for regional and income groups. This year's preting the indicators. This is particularly true for
report includes the external debt obligations of the the most recent year or two, when figures are pre-
Republic of Korea, a high-income country. liminary or subject to revision.

ix
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Overview

A CCESS TO GLOBAL CAPITAL MARKETS PRO- since the onset of the debt crisis in 1982. Growth
vides significant benefits to borrowing fell in all regions, but the decline was especially

i-icountries, but also poses risks. Volatile pri- sharp in East Asia and Latin America, the two re-
vate capital flows, and booms and busts in capital gions that had earlier benefited most from the
receiving countries, have long been a familiar fea- emerging markets boom of the 1990s.
ture of the international economic landscape. This This report begins with an analysis in chapter
pattern, which has characterized the 1990s, also 1 of the near-term growth prospects in developing
appeared at several other times in the past century countries two and a half years after the outbreak
during episodes of surging private capital flows to of the crisis, in an environment of depressed inter-
emerging markets. It will likely continue to pose a national capital market flows and heightened risk
challenge in the new millennium. aversion. Chapters 2 and 3 then analyze in more

Together with vulnerabilities in countries' detail some recent developments in global develop-
macroeconomic policies and weaknesses in their ment finance and its prospects, both in the aggre-
banking and financial sectors, the large, sudden, gate and for its various private and public compo-
and rapid withdrawal of financing by interna- nents. Chapter 4 examines the special benefits and
tional capital markets contributed to the spate of risks of short-term capital flows: as the most easily
recent financial crises in developing countries and reversible and volatile component of recent private
amplified their severity between 1997 and 1999. capital flows to developing countries, these have
Ten countries that had accounted for one-half of attracted more attention since the recent crisis.
all international capital market flows to develop- This is followed, in chapter 5, by a review of pol-
ing countries saw a sudden halving of their gross icy options for the design and adoption of safe-
capital inflows compared to precrisis levels. They guards-both incentives and controls-that may
also suffered a crisis of confidence that led to large help protect countries from external vulnerability
outflows by domestic residents, deepening the fi- to systemic crises. The final chapter steps back to
nancial crises. Other developing countries, af- take a longer historical view of more than a cen-
fected by contagion, saw their gross capital market tury of booms and subsequent busts in private
inflows fall by about a quarter from precrisis lev- capital flows to emerging markets, and draws out
els. At a time when countries needed access to the principal lessons for the new millennium.
more, not less, external financing in order to ad- Growth in developing countries is starting to
just to falling world trade and commodity prices, recover from the global financial crisis of 1997-99,
the withdrawal of flows from international capital as predicted in Global Development Finance 1999
markets amplified the downturn in their economic and Global Economic Prospects 2000. The recovery
growth. Last year's Global Development Finance is now based on a stronger-than-anticipated growth
report concluded that the cumulative effect of in a broader group of industrial countries, on excep-
these developments in external financing was a tional strength in the recovery of global trade, and
slowdown in aggregate growth in developing on the firming of commodity prices. All these ele-
countries to 1.6 percent in 1998-the slowest rate ments will permit more "self-financing" of develop-

1
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ment and a more sustainable recovery in developing from fiscal stimulus to private demand-led growth

countries that should lift all boats, rather than one in Japan; to healthier financial and corporate sec-

based on a selective and uncertain recovery in flows tors in Asia; and to adjustment in the oil-exporting
from international capital markets. Given the recent countries. Higher oil prices in the near term also

strength of world trade and growth in industrial pose some additional risk.
countries, this report revises the 1999 growth out- Trends in private capital flows to developing
turn in developing countries upward by 0.6 percent- countries in 1999 underwent three fundamental

age points, to 3.3 percent. The growth prospects of changes. First, a retreat in international capital mar-

developing countries are likewise revised upward by ket flows is evident, to levels last seen in the early

0.4 percentage points in 2000, to 4.6 percent, and 1990s. This reflects heightened risk aversion after

by 0.1 percent between 2001 and 2002, to 4.8 per- the events of 1997-99, which shut off access to cap-

cent, compared with the forecasts of Global Eco- ital flows for many borrowers in the private sector

nomic Prospects 2000. and shifted bond markets to the public sector (sover-

Not all developing countries will participate eign borrowing). Second, the reduction in private

equally in this recovery, however. A differentiated capital flows also reflects a collapse in demand for

pattern is likely, with the fastest growth expected external financing in rapidly adjusting countries in

in those countries that rely more heavily on trade, East Asia and elsewhere. Third, and in marked con-

are more diversified, and attract more foreign di- trast, FDI flows, which remained resilient during

rect investment (FDI), as well as those that have this crisis, have now become the single largest source

achieved recent gains in competitiveness; several of more stable and reliable long-term development

economies in East Asia, EU-accession countries in finance for all developing countries. These flows

Eastern Europe, Brazil, and Mexico exhibit two or have expanded from about $35 billion in 1991 to

more of these attributes. China and India, with 46 $131 billion in 1996 and $192 billion in 1999.

percent of developing country population and 55 Trends in private capital markets thus appear

percent of the poor, are also expected to sustain to be moving toward the end of a cycle: from an

fairly rapid growth while grappling with domestic increasingly easy credit boom from 1990 to 1996,

reform issues. Growth is likely to be slower for oil- to a collapse in supply from 1997 to 1999, to an

exporting countries (largely because of their debt expected gradual recovery between 2000 and
overhang and a prospective moderation of oil 2002. The gradual nature of that recovery reflects

prices), and for agricultural commodity exporters lingering credit constraints in some cases and a re-

(which face more depressed terms of trade). Nor is turn to sounder underlying and more sustainable

the adjustment to the effects of the global financial demand for borrowing (and its more efficient use)

crisis complete. Growth in the near term (2000-02) in many developing countries, as firms reduce

is likely to remain below precrisis trends, except in their leverage, banking supervision and regulation

countries with exceptionally rapid adjustment and improve, and governments adopt better macroeco-

recovery. Countries and regions that are adjusting nomic policies. FDI is also expected to see more

faster because of reforms forced by the crisis will modest growth than in the past, easing from the

gain in the long term, but the crisis exposed frail- recent spurt that was partly based on accelerated

ties that will take time to address. A larger number privatization and increased mergers and acquisi-

of developing countries will see a return to positive tions of distressed firms.
per capita growth in 2000, compared with the cat- Trends in official finance in 1999 included a

astrophic situation in 1998-99. But some 41 de- modest (likely temporary) upturn in aid flows, and

veloping countries, with more than 1 billion peo- the launching of an enhanced debt relief program

ple, will have barely crossed the threshold to for the heavily indebted poor countries. Last year

positive growth per capita; most of these countries also saw a sharp fall in official nonconcessional fi-

are low-income countries. This underscores the still nancing, following on the heels of a record year in

fragile path of adjustment and recovery ahead. And 1998 when rescue packages were extended to sev-

although the systemic risks in the global environ- eral countries in crisis.
ment have lessened, downside risks remain. These Aid flows face several major challenges. One is

arise from the need to achieve four transitions si- declining volumes of aid due to the end of the Cold

multaneously: to a soft landing in the United States; War, budget cuts in donor countries, and percep-

2



OVERVIEW

tions that past aid has been ineffective. Other chal- borrowing. These distortions stemmed in part
lenges include a proliferation of aid agencies and of from the rapid liberalization of domestic banking
nongovernmental organizations involved in aid systems and the opening of capital accounts in
programs, ineffective allocation and use of aid, and borrowing countries without adequate supervision
high levels of aid dependency in some countries, and risk management practices in place. Other fac-
along with growing demands for humanitarian as- tors included the sterilization of capital inflows
sistance. A new partnership between donors and re- seeking to defend pegged exchange rates, and cap-
cipients is needed to ensure that aid monies are ital adequacy regulations in source countries that
spent more effectively. Steps should be taken to bet- favored short-term lending. Cyclical influences,
ter allocate aid to countries pursuing more effective such as lower interest rates in source countries and
development policies and poverty reduction pro- asset market booms in borrowing countries, also
grams, and to address new challenges, such as mea- stimulated more risky and rapid growth in short-
sures to reduce the spread of infectious diseases term borrowing. Short-term lending to developing
across borders and the provision of other global countries also tends to be highly procyclical, rising
public goods. during favorable times and falling even more

The enhanced Heavily Indebted Poor Countries sharply following adverse shocks. As a result, such
Debt Initiative (HIPC) promises to deliver faster and lending often amplifies booms and busts rather
deeper debt relief and to achieve better results in than helping to smooth consumption. Policy-
poverty reduction than did past debt relief pro- induced risky borrowing and procyclical behavior
grams. Substantial progress has been made, but have meant that excessive short-term borrowing
major challenges remain. A large number of coun- (relative to reserves) in developing countries has
tries will need to be reviewed for debt relief pro- been strongly associated with sudden reversals and
grams to be agreed upon in the coming year. The has induced or amplified financial crises. An ex-
support of all donors will also be needed to maintain amination of major crises in the 1990s-including
new aid flows alongside debt relief to the poorest Mexico in 1994, Thailand and Korea in 1997, and
countries (the principle of "additionality"), as has Russia in 1998-suggests that such liquidity fac-
been agreed. Some regional multilateral agencies will tors played a prominent role in triggering, induc-
also need financial support from outside to enable ing, or amplifying these crises, interacting with
them to write down past debts. Perhaps the greatest other domestic sources of vulnerability such as do-
challenge of all will be to ensure that that the coun- mestic asset booms, excessive current account
tries' poverty reduction programs associated with deficits, and pegged or overvalued currencies. Ade-
the HIPC Initiative work effectively, as intended. quate monitoring and reporting of short-term debt

Official nonconcessional financing to crisis also remains a major problem.
countries is falling as this crisis abates. The role of Safeguard measures, implemented alongside
such financing has raised concern over the moral long-term measures to reduce the risks of crisis,
hazard it may engender. Consequently, the private are likely to be important. An analysis of recent
sector is being asked to share more in the costs of proposals suggests three main conclusions. First,
financing countries in crisis-for example, in Ecua- all such measures impose costs (whether by re-
dor, Pakistan, and Ukraine. This should encourage stricting access to foreign borrowing or by raising
better risk management practices in the future on its price), but these costs are likely to be less than
the part of both lenders and borrowers, but it may those of a full-fledged financial crisis. Such inter-
also increase the costs of new borrowing, espe- ventions are especially valuable when they protect
cially for less creditworthy countries. the poor by reducing the likelihood of a deep re-

Short-term borrowing by developing countries cession and by shifting the cost burden onto those
from international banks nearly tripled between who benefit more directly from foreign borrowing.
1990 and 1997, with especially fast growth in East Second, all such measures have their limita-
Asia and Latin America. Some of this rapid rise tions and may need to be combined and adapted
was associated with significant benefits: it helped to each country's circumstances. "Chilean-style"
finance growing trade and supported faster eco- taxes on short-term borrowing are no panacea,
nomic growth. However, policy-induced distor- and to be effective, they require comprehensive
tions also contributed to the boom in short-term coverage of all short-term inflows. Prudential capi-
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tal controls on the banking sector's international Third, all these past episodes of surges in

exposure are a more targeted form of control, but capital flows to emerging markets ended in inter-
they raise costs for borrowers and may be difficult national financial or political crises-"hard land-

to implement. Restrictions on capital outflows ings" rather than "soft landings." (By contrast, fi-

may be useful in times of crisis, but they are even nancial crises and debt overhangs were relatively

more difficult to implement. Increasing the level of rare during the Bretton Woods era, when fixed ex-

international reserves provides liquidity to deal change rates, controls on capital movements, and

with sudden capital flow reversals but imposes sig- stringent financial sector regulation were the order
nificant fiscal costs, which are higher for countries of the day.)

with weaker current accounts and fiscal balances. Fourth, the next decade may well see another

Privately contracted contingent credit lines provide boom in capital flows to emerging markets, accom-
optional liquidity at lower costs than an increase in panied again by high volatility, and the potential

reserves, but they require expensive collateral, may for crises. The recent pause in capital flows notwith-

be offset by reduced lending, and are likely to be standing, continued technological progress, rapid

available only to the relatively creditworthy. In the economic growth, and a favorable political climate

short run, multilateral institutions can also support are likely to support a full resumption of capital

such measures through new financial instruments, flows to emerging markets at some time in the next

such as their own contingent credit facilities and decade, and perhaps yet another boom. However,

partial credit guarantees, but these, too, may re- flows are expected to remain volatile. The great

duce access to other forms of capital. differences in incomes, and in legal and institu-
Third, none of these measures can substitute tional frameworks, between creditors and borrow-

for the need for better macroeconomic fundamen- ers will tend to exaggerate the effects of asymmetric
tals. For example, they cannot protect countries information and herding by lenders. The growing
against the consequences of large fiscal deficits or role of banking systems in emerging markets could

overvalued currencies. lead to greater risk for financial systems. And con-
The history of international capital flows over tinued financial innovation is likely to facilitate

the past 130 years offers some lessons for the new speculative flows and the rapid shifting of capital

millennium, even though conditions have changed in and out of emerging markets.
dramatically since the late nineteenth century. Nevertheless, countries are likely to learn the

First, surges in capital flows to emerging markets lessons of history-as today's industrial countries

(during four such previous episodes) have typically did earlier-and can be expected to take steps to

been part of a larger process of rapid expansion of reduce the impact of capital flow volatility. A
the global economy. These periods of expansion greater understanding of the links between capital
are associated with technological changes that im- surges and crises is likely to encourage a more cau-

prove communications and transport. They are tious approach to the pace and sequencing of the

also associated with buoyant growth, expanding opening of capital accounts commensurate with

world trade, rapid financial innovation, and a sup- the institutional capacity of countries to manage
portive political climate. attendant risks. It should also increase interest in

Second, the boom in capital flows of the 1990s policy measures designed to improve the safety

was similar to earlier episodes in terms of its size and soundness of domestic banking and corporate

(relative to the borrowing countries' economies) institutions and policies. Finally, the threat of fu-
and its close relationship with rapid economic ture crises should focus the attention of govern-

growth and technological progress. But it was also ments on building and adequately funding domes-
strikingly different in the variety of instruments tic safety nets for the poor. There is reason to hope
and recipients, the increasing importance of equity that these changes will result in developing coun-
rather than debt flows, and the greater differences tries finally realizing more of the promised benefits

between creditor and debtor countries both in in- of access to global capital markets, while suffering

comes and in other characteristics. fewer of the associated risks.
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Prospects and Risks for
Developing Countries

Introduction: an improved outlook dress. Moreover, the contours of the recovery areG ROWTH IN DEVELOPING COUNTRIES changing as it matures, and the effects vary greatly
continues to recover from the global finan- from country to country. The main messages of
cial crisis, underpinned by stronger and this chapter are the following:

more broadly based growth in industrial country
output and in world trade, both of which have sig- * World output growth has become more broadly
nificantly exceeded earlier expectations in recent based and stronger (figure 1.1). Growth in the
months. The main drivers of the recovery have in- United States was stronger than expected in
cluded stimulative policy measures in the industrial 1999, and its projection has been revised up-
countries (widespread interest rate cuts in late ward for 2000, reflecting in part surprising ad-
1998 and, in Japan, fiscal stimulus), the return of vances in productivity that have contributed to
confidence in East Asia, and a gradual easing of fi- containing core inflation. Growth in Europe ac-
nancial conditions throughout virtually the entire celerated through 1999 and is expected to top
developing world. The renewed confidence in East 3 percent in 2000, enhancing export prospects
Asia was prompted by an unprecedented current for developing countries in the European pe-
account adjustment, strengthening currencies, riphery and reducing risks implicit in excessive
lower domestic interest rates, and expansionary reliance on U.S. domestic demand growth alone.
fiscal policy. While primary commodity prices have And recovery in industrial output growth con-
firmed, overall inflationary pressures in the world tinues across developing regions (figure 1.2). In
economy remain contained, reflecting cautious this more buoyant global environment, projec-
monetary policies, significant potential output tions for world trade growth have been raised,
gaps in many parts of the world, and unexpectedly to top 8 percent in 2000, and projections for the
rapid increases in productivity in the United States. recovery in primary commodity prices have also

This report revises upward the estimate for been modestly raised.
developing country growth in 1999 by 0.6 per- * Strengthening world activity is likely to be ac-
centage points to 3.3 percent, from the forecast in companied by a modest rise in policy interest
last fall's Global Economic Prospects.' Given the rates in key industrial countries aimed at pre-
strengthening momentum of the world recovery, empting a resurgence of inflationary pressures.
it revises upward developing country forecast The real six-month U.S. dollar LIBOR rate is
growth in 2000 by 0.4 percentage points to 4.6 expected to average from 3.5 to 4 percent in
percent, and in 2001-02 by 0.1 percentage points 2000-01, before slipping back below 3 per-
to 4.8 percent. Nevertheless, adjustment to the ef- cent in 2002, compared with an average of
fects of the recent financial crisis is still far from 2.9 percent in 1994-97, the period of sus-
complete in the developing world. Growth in tained global expansion preceding the finan-
2000-02 is projected to remain somewhat below cial crisis (table 1.1). However, spreads on
precrisis trends, as underlying fragilities exposed lending to developing countries fell by over
and exacerbated by the crisis will take time to ad- 600 basis points in 1999 as risk perceptions
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Figure 1.1 World industrial production
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Note: Figures are three-month moving averages. Figure based on sample of countries comprising 83 percent of world GDP.
Source: Datastream; World Bank staff estimates.

abated, a process that is expected to underpin trough of the financial crisis, to 3.3 percent in
a recovery in capital flows to developing 1999, and is now projected to strengthen fur-

countries that is gradual in 2000 but faster ther to 4.6 percent in 2000. Substantial in-
thereafter, despite the deterrent effect of creases in 2000 growth of one percentage
higher interest rates and increased demand for point or more are expected for all regions
savings in industrial countries. (Reflecting a other than East Asia, where it had already
widening U.S. current account deficit and reached a robust 6.5 percent in 1999. A large
falling surpluses in Europe, the current ac- number of developing countries will see a re-
count position of the G-7 countries has moved turn to positive per capita growth in 2000.
from balance to a deficit of 1 percent of GDP.) The crisis of 1998-99 had resulted in falling

0 Developing country growth is estimated to per capita incomes in 45 developing countries
have doubled from 1.6 percent in 1998, the with some 1.6 billion people, nearly a third of

Figure 1.2 Developing country industrial production
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Mexico, and Peru.
Source: Datastream; World Bank staff estimates.
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Table 1.1 Growth, current account balances, and real interest rates, 1991-2002

Hisstory Forecasts

1991-97' 1998 1999 2000 2001 2002

GDP growth, G-7 countries (percent per year) 2.1 1.8 2.7 3.1 2.4 2.5
Current account balance, G-7 countries (percent of GDP) 0.0 -0.3 -1.0 -1.2 -1.0 -0.9
Current account balance, developing countries

(percent of GDP) i -2.0 -0.5 0.3 0.3 -0.2 -0.4
Real U.S. dollar LIBORb 2.1 3.9 3.1 3.7 3.8 2.8

a. Annual averages.
b. London interbank offered rate, deflated by the U.S. consumer price index.
Source: Datastream; World Bank.

the world's population. In 2000, that number and Central America-will benefit less than
is expected to fall to 14 countries with 140 other countries as the recovery in agricultural
million people. prices is anticipated to be gradual, yet their im-
Nevertheless, while the improved external envi- ports have been boosted by high oil prices.
ronment should tend to lift most boats, the costs * Short-term risks to this outlook are less than
of crises can be longer lasting, and the path of they were a year or even six months ago be-
recovery from the crisis is likely to be differenti- cause of the momentum and broadening of
ated. The fall in real incomes and employment the current global expansion. Indeed, in some
during 1998-99 will take some years to reverse sense the risks are now partly on the upside:
in the worst-affected developing countries. for example, growth in Europe may be
Some 41 countries with nearly 1 billion peo- stronger, rapid productivity advances in the
ple-more than one-half of whom are low- United States may continue, and growth of
income-will have barely crossed the threshold world trade may be faster than expected. But
to positive gains in income in 2000-underlin- the risks on the downside are also not negligi-
ing the still fragile path of recovery and adjust- ble, especially as one looks farther out. These
ment ahead. The fastest recovery in 2000-02 is risks originate from the need to achieve four
likely to occur in newly industrializing middle- transitions: bringing the high-flying U.S. econ-
income countries that experienced substantial omy to a "soft landing"; shifting from fiscal-
real exchange rate devaluations, that are signifi- stimulus-led to private-demand-led growth in
cant diversified exporters, and that attract high Japan; achieving healthier financial and corpo-
levels of foreign direct investment (FDI) inflows, rate sectors in Asia; and, finally, achieving an
for example middle-income East Asian coun- adjustment by oil exporters to an expected fu-
tries, countries in Eastern Europe eligible for ac- ture fall in oil prices. In the near term, these
cession to the European Union (EU), Brazil, and are also risks originating from higher oil
Mexico. China and India, with 46 percent of prices. Except for the possibility of a major
developing country population and 55 percent stock market and growth correction in the
of the poor, are also expected to sustain fairly United States, failure to smoothly achieve one
rapid growth while grappling with large domes- or more of these transitions is unlikely to de-
tic reform agendas. Other middle-income di- rail the current expansion of the global econ-
versified exporters that are more reliant on ex- omy, but may weaken it and severely affect
ternal savings for their growth (as in Latin specific developing regions.
America) will also gain, but these gains may be
constrained by still-hesitant capital flows. Oil
exporters in the Middle East and elsewhere will
experience income gains because of higher oil Industrial countries: recovery spreads
prices, but are expected to show below-average to Europe
output growth, reflecting adjustment to past rowth in the industrial countries in 2000 and
borrowing and fiscal deficits. Non-oil commod- G2001 is now expected to be significantly faster
ity exporters-mostly in Sub-Saharan Africa than predicted in Global Economic Prospects 2000
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Table 1.2 Global conditions affecting growth in developing countries, 1999-2002
(percentage change from previous year except where stated otherwise)

Cutrent Global Economic Prospects 2000

| Estimate Forecasts Estimate Forecasts

1999 2000 2001 2002 1999 2000 2001 2002

GDP growth
World 2.9 3.5 3.1 3.1 2.6 2.9 2.8 3.0

G-7 countries' 2.7 3.1 2.5 2.5 2.6 2.4 2.1 2.4
Low- and middle-income countries 3.1 4.6 4.8 4.8 2.7 4.2 4.5 4.8

Excluding Eastern Europe and former
Soviet Union 3.5 5.0 5.0 5.1 3.0 4.5 4.8 5.0

Low- and middle-income countries GDP
per capita j 1.7 3.2 3.3 3.5 1.2 2.8 3.1 3.4

World trade volume 1 5.2 8.3 6.9 6.5 5.0 6.4 6.3 6.3
Inflationb

G-7 countries i 1.3 1.8 1.9 2.0 1.3 1.6 1.8 2.0
United States 2.2 2.7 2.5 2.6 2.2 2.5 2.5 2.6

Commodity prices,
Except oil -11.2 5.6 3.9 3.3 -9.8 3.0 4.6 3.8
Oil (weighted average) 38.3 27.3 -17.4 -5.3 37.7 2.8 -2.7 0.0
Manufactures export unit valued - .6 2.5 2.5 2.6 -0.6 2.5 2.5 2.6

Interest rates
Six-month U.S. LIBOR (percent per year) 1 5.5 6.5 6.5 5.5 5.5 6.0 6.0 5.5

Exchange rates f
Dollars per deutsche mark' -4.4 ... ... ... -2.9 ... ... ...
Dollars per yen 15.1 ... ... ... 14.1 ... ... ...

a. Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States.
b. Change in consumer prices in local currency, aggregated using 1988-90 GDP weights.
c. Prices in nominal dollars.
d. Unit value index of manufactures exports from the G-S (France, Germany, Japan, the United Kingdom, and the United States) countries to
developing countries, in dollars.
e. A positive figure denotes appreciation of the local currency against the dollar.
Source: World Bank.

(table 1.3), reflecting a sharp acceleration of growth growth for a third successive year. Low unemploy-
in Europe throughout 1999 and the continuation ment, significant gains in earnings and disposable
of strong but noninflationary growth in the United income, rising stock market wealth, record high
States. G-7 growth is now expected to rise from 2.7 consumer confidence, and rising personal credit
percent in 1999 to 3.0 percent in 2000, 0.6 per- all continued to support solid gains in consumer
centage points faster than earlier envisaged. After spending. Business inventories also accumulated at
2000, a slowing in the United States from the ex- a hefty pace and contributed about 1 percentage
ceptionally rapid pace of growth of recent years, point to growth in the quarter. On the downside,
and a gradual revival of economic activity in Japan, business and residential investment slackened
should bring about greater convergence in indus- somewhat as Y2K-related investment spending
trial country growth (figure 1.3). Such a conver- tapered off and as long-term interest rates on
gence would represent a more broadly based course 30-year T-bonds rose to 6.50 percent from July's
of recovery in industrial country growth that is less 5.95 percent. Large and rising budget surpluses,
susceptible to a decline in any single country-sup- however, increase room for maneuvering of policy-
porting stronger world trade, firmer commodity makers in the event of an economic downturn,
prices, and a smoother adjustment of current exter- place downward pressure on long-term interest
nal imbalances among G-7 countries. G-7 growth is rates, and may contribute to increased confidence
expected to average a longer term trend rate of 2.5 as both consumers and investors anticipate possi-
to 2.6 percent from 2001 onward. ble tax cuts.

In the United States, GDP growth in the Improved productivity performance was a
fourth quarter of 1999 (seasonally adjusted annu- central factor in supporting the strong-growth,
alized rate, saar) was estimated at an exceptional low-inflation environment. Productivity growth
6.9 percent, yielding around 4 percent output persists at rates well above the average for the
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Table 1.3 Growth of real GDP by major world region, 1999-2002
(percentage change from previous year)

Current Global Economic Prospects 2000

Estinate Porerass Estimate Forecasts
1999 2000 2001 2002 1999 2000 2001 2002

World I 2.9 3.5 3.1 3.1 2.6 2.9 2.8 3.0

High-income countries 2 2.7 3.2 2.7 2.6 2.6 2.5 2.3 2.5
OECD high-income 2.7 3.0 2.6 2.5 2.6 2.5 2.3 2.5

G-7 countries 2.7 3.1 2.5 2.5 2.6 2.4 2.1 2.4
United States 4.1 3.8 2.7 2.8 3.8 2.8 2.2 2.6
Japan 1 0.7 1.2 1.4 1.6 1.3 0.9 1.1 1.5
G-4 Europea 1.8 3.3 3.0 2.6 1.6 2.7 2.8 2.6

Other OECD industrial 3.0 3.4 3.2 3.0 2.9 3.1 3.1 3.0
Non-OECD high-income 3.7 4.6 4.8 5.1 3.0 4.0 4.6 5.1

Asian NIEsb 4.6 5.5 5.4 5.7 3.6 4.9 5.2 5.7

Low- and middle-income countries j 3.3 4.6 4.8 4.8 2.7 4.2 4.5 4.8
Excluding Central and Eastern

Europe and former Soviet Union 3.5 5.0 5.0 5.1 3.0 4.5 4.8 5.0
Sub-Saharan Africa 2.5 3.2 3.7 3.8 2.3 3.1 3.4 3.4

Excluding South Africa and Nigeria 312 3.5 4.0 4.0 3.2 3.6 3.9 3.9
Asia and Pacific 6.3 6.4 6.1 5.9 5.4 6.0 5.9 5.9

East Asia anid Pacific 6.5 6.6 6.3 6.1 5.5 6.2 6.2 6.2
Excluding China 5.6 5,7 5.4 5.1 4.3 5.3 5.1 5.1

East Asia Crisis-5c 5.8 5.7 5.4 5.1 4.4 5.3 5.1 5.1
South Asia 5.8 5.9 S.8 5.5 5.4 5.5 5.3 5.3

Europe and Central Asia 1.0 2.5 3.4 3.6 0.3 2.5 3.3 3.6
Central and Eastern Europe 1.5 3.4 4.1 4.4 1.0 3.2 4.3 4.4
Former Soviet Union 2.3 1.3 2.3 2.6 0.7 1.3 2.3 2.6

Middle East and North Africa 2.2 3.5 3.6 3.6 2.0 3.2 3.5 3.6
Maghreb 3.4 4.7 4.1 4.3 2.6 4.0 4.1 4.2
Mashreq 3.3 4.5 4.4 4.5 3.2 4.6 4.2 4.3

Developing GCC countriesd 0.5 2.7 2.4 2.1 -0.3 1.7 2.1 2.3
Latin America and the Caribbean 0.0 3.6 3.8 4.4 -0.6 2.7 3.5 4.4

Memo items

Oil exporters 1.2 2.6 3.1 3.2 0.5 2.4 3.1 3.2
Primary commodity cxporters 2.3 3.8 4.2 4.3 2.2 3.7 4.1 4.3
Other (diversified) exporters 4.1 5.4 5.3 5.4 3.5 4.9 5.1 5.3

a. France, Germany, Italy, and the United Kingdom.
b. Newly industrializing economies-Hong Kong (China), Singapore, and Taiwan (China).
c. Indonesia, Malaysia, the Philippines, the Republic of Korea, and Thailand.
d. Gulf Cooperation Council (Bahrain, Oman, and Saudi Arabia).
Source: World Bank.

1990s and is contributing to a moderation of unit and structural reforms will also be increasingly felt
labor costs (figurc 1.4). High-technology indus- in other industrial countries (as well as in certain
tries account for a large share of the acceleration developing countries that possess the necessary
of productivity, growth in equipment investment, skills, access, and other preconditions). This repre-
and GDP growth in recent years.2 The greater sents an upside risk to the forecast over the
weight of these industries in economic activity, as medium and the long term.
well as the diffusion of their products through the The carryover of the strong momentum from
rest of the economy, is likely to have been reflected the second half of 1999 makes it more likely that
in an acceleration of potential output, although U.S. growth in 2000 will be faster than expected a
the magnitude is difficult to assess with any confi- few months ago. The growth projection for the
dence. Productivity growth is also likely to have year has been revised upward from 2.8 to 3.8 per-
benefited from the extensive structural and regula- cent. Concerned about the robustness of growth
tory reforms undertaken in the United States dur- sparking a revival of inflation, the Federal Reserve
ing the 1980s and 1990s. The likelihood is that, is expected to continue to tighten monetary policy
over time, the effects of high-technology diffusion in 2000. The base case scenario of a soft landing
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Figure 1.3 Convergence of industrial country growth rates in the early 2000s
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for the U.S. economy looks to an appreciable from a short-lived near-recession at the end of
slowing in 2001-02, toward 2.7 percent, in re- 1998 and is estimated to have grown by 3.1 per-
sponse to Fed tightening. Nevertheless, there exist cent (saar) in the fourth quarter of 1999. Growth
significant downside risks associated with the re- in large Euro area countries registered a sharp ad-
markable U.S. expansion and the run-up of equity vance in the third quarter of 1999, including 3.9
values. These are briefly discussed in the conclud- percent growth in France, 3.8 percent in Italy, and
ing section of this chapter. 3.5 percent in Germany. Some of Europe's smaller

Europe too experienced accelerating momen- countries-Belgium, the Netherlands, Portugal,
tum over the course of 1999, with growth rising to and Spain-were recording annualized growth be-
a near 4 percent seasonally adjusted annual rate tween 4 and 5 percent. Although fourth quarter
(saar) in the second half, drawing strength in par- data suggest a modest slowing from these rapid
ticular from a strong export rebound that reflected rates, consumer and business confidence remains
both acceleration in world trade and devaluation high across the Euro area, and strong growth mo-
of the euro (8 percent by the end of the year in real mentum is expected to be sustained through 2000.
effective terms). The United Kingdom rebounded The German economy had been lagging behind

Figure 1.4 U.S. productivity and wages
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that of the broader Euro area, recent increases in Table 1.4 Measures of volatility of GDP growth,
export order volumes have been brisk, rising at 30 1983-99
to 40 percent annualized rates in the three months iStandard deviation of Beta relative to world

through October, and export shipments have ad- Countryorregion annualgowthrate growhrate !
vanced at rates approaching 20 percent through East Asia Crisis-5b 4.0 1.1

September. Latin America 2.2 -0.1
United States 1 1.5 1.0

These largely positive developments have led Japan 2.3 1.4

to an upgrading of forecasts for growth in the Euro European Unionc 1.0 0.7

area in 2000 to 3.4 percent, following estimates of a. Calculated from a regression of the country or regional growth
a 2.2 percent advance in 1999. Incipient signs of rate on the world growth rate.

greater efficiencies stemming from the launch of b. Indonesia, Malaysia, the Philippines, the Republic of Korea, andgreater fficienies steming frm the lunch of Thailand.

the euro-evidenced, for example, in large-scale c. The 15 current members.

mergers and acquisitions (M&A) activity in the Source: World Bank.

area-hold promise of medium-term gains in pro-
ductivity and a catch-up relative to the United
States. For the 2001-02 period, Euro area growth terms by year end) is expected to dampen the con-
has been upgraded modestly to near 3.0 percent. tribution of net exports in 2000.
The European economy is expected to contribute Recent indicators nevertheless suggest that a
about 27 percent of the growth of global output in modicum of growth will be maintained in the near
2000 and 37 percent of world trade growth, mak- term, based on an increase in industrial production
ing continuation of the global recovery less depen- (despite yen appreciation), and resumption of fis-
dent on the United States. Europe is still in the cal stimulus in the run-up to elections. In addition,
early phase of its recovery, and its contribution to the recent Tankan survey (Japan's most influential
world import demand is likely to persist for some survey of business expectations) was surprisingly
time. The region is also less susceptible to a large upbeat for 2000, particularly in the area of invest-
correction in equity prices, since stock market val- ment intentions. These factors, together with an
uations are lower in proportion to GDP than in the eventual stabilization in consumer markets, should
United States, or than they were in Japan during support modest output growth within a 1 to 1.5
the "bubble" period in the late 1980s.3 Impor- percent range over the next two years. The expec-
tantly, Europe also exhibited the lowest volatility tation that Japan will not achieve growth above 2
of growth among the world's large economic re- percent (its estimated potential growth rate) for
gions in the 1980s and 1990s and the lowest corre- some time is related to two principal factors. First,
lation between its growth rate and that of the the overhang of government debt (equal to 105
world as a whole (table 1.4). percent of GDP), built up over a decade of fiscal

Running counter to trends in the United States stimulus measures, will require financing over the
and Europe, Japan's third quarter 1999 CDP fell a coming years, and this will tend to keep interest
sharp 3.9 percent (saar), followed by a sharper 5.5 rates high. Second, the corporate and financial re-
percent contraction during the fourth, due in large structuring now getting underway and gaining mo-
measure to a decline in fiscal stimulus. Other miss- mentum-while a positive medium-term develop-
ing ingredients include the consumer-retail sales ment-will exact costs in the short term in terms of
remain volatile and stand some 2 percent below bankruptcies, redundancies, and generally adverse
year-earlier levels-and investment. One positive effects on consumer sentiment.
element in the picture was a resurgence of Japanese
exports, concentrated on shipments to the reviving
countries of developing Asia and the newly indus-
trialized economies (NIEs), which grew 30 to 40 World trade: a faster and more
percent over the course of 1999 from the depths of broadly based expansion
the crisis. Weakness in consumption and in both harp swings in world trade growth have been one
public and private investment has offset this posi- 3of the most important channels through which
tive element. Further, the appreciation of the yen in the impacts of the recent financial crises have been
the latter part of 1999 (12 percent in real effective transmitted through the world economy, both dur-
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ing the descent into crisis in 1997-98, and now, dur- months to June 1999 (table 1.5). In general, world
ing the recovery from crisis. World import volume exports and imports showed an even more marked
growth slumped to less than 4 percent in 1998 as 1999 upswing in U.S. dollar value terms than in
import levels contracted in Japan, the crisis coun- volume terms. This was due to cyclical recovery in
tries of East Asia, and in Russia and other transition prices for primary comrnodities such as oil and
economies of the former Soviet Union, pulling down metals, and for manufactures such as semiconduc-
world export growth by a similar magnitude. Only tors, as well as to a more general rise in dollar
continued strong import demand growth in the prices for tradables resulting from a fall in the ef-
United States and Europe prevented an even more fective exchange rate of the U.S. dollar, after sev-
severe downturn in world trade, and, with it, a fur- eral years of appreciation. East Asian countries'
ther downward twist in world demand and output. dollar export revenues rose especially quickly in

World import volumes rebounded sharply the second part of 1999, buoyed in particular by
over the course of 1999 and are now estimated the sharp upturns in intraregional trade and in
to have grown 6.4 percent, about 2.7 percentage world demand and prices for semiconductors and
points faster than in 1998. The principal compo- other electronics, both of which comprise impor-
nent of the rebound was a sharp recovery in Japan- tant shares of these countries' exports. In general,
ese and East Asian import growth that began in the rising trade prices and dollar export revenues will
first quarter of 1999, in response to fiscal stimulus benefit developing countries with substantial dol-
in Japan, strong output recovery in most of the cri- lar debt servicing commitments.
sis countries, and real appreciation of currencies in Looking forward, world imports are now pro-
the region (table 1.5). East Asian regional import jected to grow significantly faster than anticipated
volumes are estimated to have jumped 16 percent in Global Economic Prospects 2000, rising by a
in 1999 after slumping 16 percent in 1998. The projected 8.6 percent in 2000 and a further 6.9
Japanese and East Asian recovery was comple- percent in 2001-02, fueled by stronger growth in
mented by the continued voracious double-digit the industrial countries and by the recovery in de-
pace of import growth in the United States. veloping Asia and the larger Latin American

Due to a variety of statistical discrepancies, economies. Among industrial countries, the broad-
data for world exports in 1999 do not yet fully re- ening of strong import growth in Europe and in
flect the rebound in imports.4 Nevertheless the re- Japan is helping reduce overdependence on the
covering trend over time is apparent from data on United States as the engine of world demand (fig-
world exports expressed in U.S. dollars, which in- ure 1.5). In addition, the contribution to overall
creased by about 5.6 percent in the second half of world trade growth of the developing countries
the year, after falling for the 12 consecutive and the Asian NIEs is anticipated to increase-

Table 1.5. Growth in export and import volumes, 1998-99
(percent year-on-year)

Merchandise import volumes Merchandise export volumes

1998 1999 1998 1999

Wtiglh 1st half 2nd half 1st half 2nd half' Weight Ist half 2nd half 1st half 2nd halfl

North America 1 20.3 11.7 9.0 10.4 12.1 16.2 4.8 2.7 3.2 6.7

Europe' 22.4 10.7 8.4 4.9 7.4 26.4 9.9 2.9 -0.4 4.3
Asiad 17.4 -4.6 -9.1 3.9 15.0 18.9 5.5 -2.1 1.4 9.7
Total 60.1 6.6 3.6 6.3 11.4 61.5 7.2 1.2 1.1 6.6

Memo itern

World trade
valuc in current
U.S. dollars 79.0 -0.5 -2.5 1.3 2.7 79.5 1.4 -1.5 -1.1 5.6

a. Weights are the shares of world imports or exports in 1997 for countries with reliable monthly trade data.
b. Average for July through November.
c. France, Germany, Italy, Spain, Sweden, and Switzerland. Figures in bold exclude France.
d. Japan, Hong Kong (China), the Republic of Korea, Singapore, and Taiwan (China).
Source: World Bank staff estimates.
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Figure 1.5 Industrial countries' import volume growth
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Source: Datastream and World Bank staff estimates.

from a net contraction in 1998, to a 25 percent growth in both the United States and Japan, while
contribution in 1999, to over 40 percent in 2000. the incipient recovery in Latin America is now also
Among developing regions, the largest increase in contributing to growth in U.S. shipments. In Eu-
growth contribution between 1999 and 2000 is rope, the pickup in export growth reflects the real
likely to come from Latin America and from devel- depreciation of the euro, resulting in double-digit
oping Europe and Central Asia. In the latter re- growth to the industrial countries outside of the
gion, the sharp decline in CIS (Commonwealth of Euro area, as well as (for Germany) to the Central
Independent States) countries' imports that began European countries.
in 1999 is likely to abate this year. Strengthening world import demand is also re-

Industrial country exports are responding to sulting in higher export volumes and higher prices
the revival in world and developing country im- for exports of developing countries (see next sec-
port demand (figure 1.6). Markets in developing tion). However, the extent of export gains at the
Asia are providing an important driver for export individual-country level will be affected by the

Figure 1.6 Industrial countries' export volume growth
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Table 1.6 Growth of world merchandise trade, 1991-2002
(percentage change frotn previous year)

Forecasts

Indicator and region 1991-98' 1998 1999 2000 2001 2002

World trade growth 6.5 4.2 5.2 8.3 6.9 6.5
World output growth 2.3 1.9 2.9 3.5 3.1 3.1

Import growth
High-income countries 5.9 5.8 6.8 8.2 6.5 6.2

OECD countries 5.5 7.4 7.0 8.1 6.3 6.0
United States 8.1 11.4 11.7 10.5 6.0 5.9
European Unionb 4.7 8.2 5.1 7.5 6.9 6.3
Japan 4.6 -6.3 9.7 8.5 6.5 6.0

Non-OECD high-income countries 9.7 -5.7 4.9 8.8 8.2 8.0
Developing countries 8.2 -2.7 5.1 10.1 8.9 7.8

Sub-Saharan Africa | 4.8 3.2 0.3 6.2 4.9 4.7
East Asia and Pacific 9.1 -16.0 16.0 14.5 11.9 10.3
South Asia 11.3 9.8 5.4 7.9 7.8 8.2
Europe and Central Asia 5.5 2.1 -3.8 6.4 8.3 6.7
Latin America and the Caribbean 14.0 8.3 -0.7 9.3 7.2 6.0
Middle East and North Africa 0.9 3.5 6.0 5.9 5.0 5.1

Export growth

High-income countries 5.8 3.8 3.3 7.8 6.3 6.1
OECD countries 5.4 4.1 3.0 7.7 6.1 5,9

United States 6.5 2.0 3.6 9.7 6.5 6.1
European Union 5.8 6.9 2.9 7.3 6.2 6.1
Japan 1.9 -1.8 2.1 8.1 6.3 5.7

Non-OECD high-income countries i 9.1 2.1 5.9 8.3 7.7 7.6
Developing countries 9.3 6.7 5.9 8.5 7.7 7.4

Sub-Saharan Africa 2.5 -1.1 3.5 7.1 5.6 5.7
East Asia and Pacific 15.2 10.0 9.4 10.5 9.5 8.9
South Asia 9-5 1.7 6.0 7.5 7.8 7.7
Europe and Central Asia ! 516 6.0 -0.5 6.0 6.2 5.8
Latin America and the Caribbean 9.2 5.6 6.3 9.1 7.2 6.8
Middle East and North Africa 4.3 3.6 2.5 3.5 4.0 4.6

Memo items
East Asia Crisis-5 imports' i 6.7 -23.8 15.6 15.9 12.4 10.9
East Asia Crisis-5 exportsc 14.7 12.3 9.7 10.0 8.9 8.5

a. Annual averages.
b. The 15 current members.
c. Indonesia, Malaysia, the Philippines, the Republic of Korea, and Thailand.
Source: World Bank data.

large shifts in real effective exchange rates that port markets but have seen smaller changes in real
have occurred since the crises of 1997-99. Some exchange rates since 1997. (Brazil, Chile, Colom-
countries have seen large real devaluations of 20 bia, and Pakistan are exceptions.) Export growth
percent or more (the East Asia Crisis-5, Russia, for these regions are expected to be in the range of
and others), and most of these countries are likely 7.5 to 8.0 percent in 2000-02.
to see large export revenue increases reflecting Central European countries and Turkey should
higher world demand, improved export prices, and experience an export boost from faster import de-
greater international cost-competitiveness (figure mand growth in the Euro area. In addition, import
1.7). The East Asian countries are poised to benefit demand from Russia and some other CIS countries
the most from a near doubling in the growth of should stabilize after declining precipitously in
their export markets in 2000-02 and are expected 1999, helping stabilize market prospects for coun-
to register the fastest export growth (9.6 percent) tries in the immediate region. Exports from Sub-
among developing regions. Latin America and Saharan Africa are expected to grow by 7.1 percent
South Asia will also see faster growth in their ex- in 2000 and by an average of 5.6 percent in
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Box 1.1 World trade post-Seattle
The Seattle meeting of the World Trade Organization least developed countries, and the accession of China into

(WTO), held in early December 1999, did not achieve the WTO. Confidence will also need to be rebuilt in the
expectations for agreement on an agenda to begin a new public mind about the benefits of world trade. Although it is
round of trade liberalization. Disagreement centered on understood that the impacts of a new successful trade round
agricultural policies, the practice of antidumping mea- would take some years to be fully felt and ratified-for ex-
sures, the role of developing countries in the process, and ample, it took eight years to negotiate the Uruguay Round-
the linking of trade policies with labor and environmental the failure in Seattle threatens to slow or even reverse the
standards. Consensus on these issues could not be reached momentum toward freer trade established over eight trade
among industrial countries or between industrial and rounds since 1947. This is especially true for final imple-
developing countries. In addition, the effect of public mentation of the Uruguay Round, scheduled to be com-
protests in Seattle certainly influenced the atmosphere and pleted in 2005, and the continuation of trade reform at the
the public's perception of failure. unilateral, bilateral, and regional levels that is currently un-

Initiatives are currently underway to revive the talks. derway. Nonetheless, with world trade recovering robustly
The WTO is proposing to start negotiations on the so-called from the recent global financial crisis, the short-term impli-
built-in agenda focusing on agriculture and services. Poten- cations of the outcome of these negotiations for global trade
tial agreement on other measures are also intended to re- growth are unlikely to be major. However, in the longer
build confidence in the process, notably efforts to eliminate term, agreement on a broad-ranging round will be critical to
trade barriers in industrial countries on imports from the sustain higher world trade and economic growth.

2001-02, reflecting the coming onstream of a large their troughs and began to recover during the
natural gas project in Nigeria, the signing of a trade course of 1999, due to rising demand for commodi-
agreement between the EU and South Africa, and ties closely linked to industrial production, such as
efficiency gains in the reforming countries. The metals and petroleum products, and to cuts in sup-
Middle East and North Africa region-where ply by producers, most notably of oil, whose price
countries tend to have a high export dependence on surged nearly 40 percent. The prices of most major
oil and other primary commodities-is projected to commodity groups are expected to strengthen fur-
see relatively slow export volume growth (4 per- ther in 2000, but, except for oil and metals, few of
cent in 2000-02), though export revenue gains will these increases are expected to be especially robust.
be boosted by higher export prices. Prices are expected to rise even more mutedly from

2001. Thus, while commodity exporters are in gen-
eral expected to be spared the burden of adjustment
to further terms of trade declines, they would not

Commodities: prices becoming firmer be justified in expecting any significant windfallS harp declines in world demand in the wake of gains in income from this source either.
Sthe international financial crises contributed to The recent recovery in commodity prices was
very large falls in many primary commodity prices, led by petroleum, which reached a low in December
exacerbating the burden of adjustment on many 1998 of $10.40 per barrel, then rose to a nine-year
commodity-exporting developing countries. The high of $27.22 per barrel in February 2000. The
index of nonenergy commodity prices fell 11.2 per- combination of supply reductions and rising demand
cent in 1999, on the back of a 15.7 percent decline sharply depleted stocks in 1999 and early 2000. Un-
in 1998. Oil prices also slumped by over 30 percent certainty about the timing and magnitude of higher
in 1998, the trough year of the crisis. Taken in per- oil production kept oil prices high, and the outlook
spective, non-oil commodity prices deflated by the for prices in 2000 has been raised to $23 per barrel,
manufactures unit value (MWV) index have fallen 27 percent above the average price in 1999. Stocks
by about 50 percent since 1980, and oil prices are for most metals remain stubbornly high (nickel is an
down over 70 percent over the same period. Never- exception), but strengthening demand should out-
theless, the prices of most commodities did reach strip supply, boosting prices in 2000 beyond what
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Agricultural goods witnessed the sharpest
Figure 1.7a Asian real effective exchange rates price decline during 1999: the overall index was
Index (1996=100) down 13.6 percent. Unlike metals and petroleum,
120 the supply of agricultural commodities did not con-

Chinese remnimbi Japanese yen tract substantially in response to lower prices, and
therefore stocks of many commodities remain high.

100 = ---- Although agricultural prices have likely bottomed
out (average prices rose 5 percent between July and

80 \ X i e _ e December 1999), they are expected to remain
80 N \ e _r\ volatile over the course of the projection period as

\ I/ \ Korean won Thai baht/ markets react to news about possible supply cuts.
60 Within agriculture, grains prices are expected to

60, rise a reasonably robust 8 percent in 2000 (after
Jan. 1997 July 1997 Jan. 1998 July 1998 Jan. 1999 July 1999 Jan. 2000 fing nearly 40 percent in the pasttr

lfalling nearly 40 percent during the past three
years), as market fundamentals are improving and

Figure 1.7b European real effective exchange rates stocks are expected to continue declining in 2000.
Beverage prices are, however, expected to decline in

Index (1996= 100) 2000 because of market surpluses for cocoa (pro-

Hungarian forint duction will increase 8 percent) and coffee (produc-
tion will again exceed consumption by some 4 to 6

100 - ° million bags). Tea prices are expected to retain

Euro Polish zloty their 1999 levels. Prices for agricultural raw mate-
rials such as rubber and cotton are expected to

80 mount a mild recovery in 2000-01 from the ex-

tremely low prices of recent years. However, in

Russian ruble general, exporters of foodstuffs and raw materials
60, , , , ^ , , ~~~~~~~~~~are unlikely to see prices in the forecast period re-

Jan. 1997 July 1997 Jan. 1998 July 1998 Jan. 1999 July 1999 Jan. 2000
cover to their 1990-96 averages (figure 1.8).

The rather skewed pattern of recovery in com-

Figure 1.7c Americas' real effective exchange rates modity prices has impacted developing countries
differently. Oil exporters have gained substantially:
while terms-of-trade changes reduced their real in-

140 Mexicanpeso comes (expressed as a share of GDP) by about 3

U.S. dollar _-- -f percent in 1998, they generated a 5 percent in-
120 ~R crease in 1999 and are projected to yield another 3

_ - -.... <L Argentine peso percent gain in 2000 (figure 1.9). Terms-of-trade
100 _ shifts among non-oil commodity exporters have

80 /also been significant, amounting to an income loss
80 Brazilian real of over 1 percent of GDP in 1999, although certain

countries that export agricultural commodities suf-
60 fered much larger losses. Taking 1999 and 2000

Jan. 1997 July 1997 Jan. 1998 July 1998 Jan. 1999 July 1999 Jan. 2000 together, several agricultural commodity exporters

Source: J.P. Morgan. in Sub-Saharan Africa and Central America could
see terms-of-trade-based income losses amounting
to 5 percent of GDP in some cases. The expected

was previously expected (prices are now projected to decline in prices for beverages in 2000 will affect
rise 11.7 percent, compared with 6 percent in Global countries in Latin America (Brazil, Colombia, and
Economic Prospects 2000). The outlook for gold is several Central American countries) and in Sub-
less robust, because supply will be bolstered by cen- Saharan Africa (C6te d'Ivoire, Ghana, Ethiopia,
tral banks' sales, albeit at lower levels than in the Kenya, and Uganda, to name a few). Diversified
past year. developing-country exporters, on the other hand,
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Table 1.7 Changes in commodity prices, 1981-2002
(percentage change from previous year)

Forecasts

Commodity group 1981-90 1991-97 1998 1999 2000 2001 2002

Non-oil commodities -2.3 17.6 -15.7 -11.2 5.6 3.9 3.3
Food -3.3 16.1 -9.8 -16.6 6.4 3.8 3.6

Grains -2.9 12.1 -9.7 -14.7 7.7 6.4 5.1
Beverages -5.8 70.7 -17.7 -23.4 -1.9 4.6 3.2
Raw materials -0.5 13.7 -23.2 1.3 6.4 5.0 3.4

Fertilizers -2.5 19.7 2.0 -6.6 -1.9 0.0 2.2
Metals and minerals 0.6 -9.8 -16.2 -2.3 11.7 2.7 3.0

Petroleum -4.7 -16.2 -31.8 38.3 27.3 -17.4 -5.3

G-S MUVa 3,3 1.1 -3.9 -0.6 2.5 2.5 2.6

Note: Data are changes in World Bank commodity price indexes calculated from prices in nominal dollars.
a. Manufactures Unit Value Index.
Source: World Bank data.

have seen relatively small changes in their terms of Prospects 2000, by about 20 basis points in 2000.
trade, and this pattern is expected to continue as Nevertheless, an element of uncertainty continues to
higher commodity import prices are offset by a be attached to the expected path of policy interest
modest rise in the price of manufactures exports. rates, depending on the future evolution of inflation.

In the United States, economy-wide wage
gains have remained moderate, while productivity
growth in manufacturing continued at over 6 per-

Interest rates: on an uptrend cent during 1999, yielding declines in unit labor
Jnflation is picking up moderately among the in- costs. These factors have restrained consumer
ldustrial countries (except Japan), and market ex- prices. Nonetheless, external pressures stemming
pectations are for policy interest rates to continue from higher import prices (especially for petro-
their upward movement in 2000. Real short-term leum) are feeding into the U.S. production pipeline
U.S. dollar interest rates5 are expected to average and are likely to underpin somewhat higher in-
3.5 to 4 percent over the projection period, com- flation in 2000. In the three months through
pared with an average of 2.9 percent in 1994-97. November 1999, import prices advanced by 9 per-
The current projections for real interest rates are cent (figure 1.10; all data are seasonally adjusted),
only marginally higher than in Global Economic producer prices by 4.5 percent, and consumer

Figure 1.8 Commodity price indices, 1996-2002

Index (1990-96=100) Projection

120

Oil

100

80-- - - - - - -- --

I aw materials,
I except timber

60 I

1996 1997 1998 1999 2000 2001 2002

Source: World Bank.

19



G LO BA L D EVE LO PM ENT F INA NC E

Figure 1.9 Change in terms of trade as a share of GDP
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prices by 2.9 percent. Given the backdrop of a The European Central Bank (ECB) is now re-
prospective acceleration of inflation, continued examining its accommodative monetary stance
strong domestic demand growth, and a burgeon- against a background of firming activity, prospec-
ing external imbalance, financial markets have dis- tive higher wage settlements in key German indus-
counted at least a 50 basis-point increase in the tries, a weak exchange rate, and higher oil and
Federal Funds rate over the first half of 2000. In- other commodity prices. Signs of incipient inflation
flation in the 1990s has remained subdued com- pressures have appeared, with harmonized price in-
pared with similar long expansions in the 1960s creases moving toward 1.9 to 2.0 percent (year-on-
and 1980s, and in part this reflects a more pre- year) in December, up from only 1.0 percent as re-
emptive stance in monetary policy. Figures 1.11a- cently as July. Higher interest rates in the United
Ilc show that the real Federal Funds rate has States and a 25-basis-point hike by the Bank of
consistently exceeded the rate of inflation since England in early January may elicit a modest tight-
1997 despite the decision to reduce interest rates ening response from the ECB in the spring. At the
in the fall of 1998, during the worst of the finan- same time, the Bank of Japan is expected to main-
cial crisis. tain the cost of funds to the banking system at ef-

Figure 1.10 U.S. consumer, producer, and import prices, 1997-2000

Percent year-on-year

10

Producer prices

5 \_

PI 

-5 \0 \ U.S. import prices

-10 I I I I

Jan.1997 July 1997 Jan.1998 July 1998 Jan. 1999 July 1999 Jan.2000

Note: Figures are three-month moving averages.
Source: U.S. Bureau of Labor Statistics.
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Figure 1.11a U.S. inflation and real interest rates, March 1961-December 1969
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Figure 1.11b U.S. inflation and real interest rates, December 1982-July 1990
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Figure 1.11c U.S. inflation and real interest rates, April 1991-December 1999
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fectively zero, until stronger signs of private-sector Private capital flows to developing
recovery emerge. Long-term interest rates in Japan countries: a gradual recovery
are likely to trend higher, however, as the massive apital flows to developing countries from in-
financing requirements of a succession of public ternational capital markets fell by 14 percent
stimulus programs begin to be met in the domestic in 1999 on a gross basis, and by much more on a
bond markets. net basis. (See chapter 2 for a more detailed analy-
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sis of trends in capital flows.) As a result, the Private capital flows to developing countries
share of emerging markets in global capital market are likely to recover moderately in 2000, as fore-
financing fell to 4.5 percent in 1999 compared cast in GEP 2000, but at a slightly faster pace. In-
with 6.4 percent in 1998 and 11 percent in 1997. terest rate increases in the U.S. are not expected to
Nevertheless, as figure 1.12 indicates, gross capital adversely affect capital flows to developing coun-
market flows in the second half of 1999 appeared tries. Gross capital flows from international capital
to be at least stabilizing around year-earlier levels. markets are now projected to rise from $161 bil-

The outturn for the latter part of 1999 might lion in 1999 to around $185 billion in 2000, and to
seem lower than could have been expected given $220 to 230 billion in 2001. This would represent
the reduction in risk perceptions during the year, re- a return in the ratio of capital flows to developing-
flected in a fall in emerging market spreads of al- country GDP to the relatively high levels of 1995,
most 600 basis points since the start of the year and itself the result of a strong rise in private flows over
of around 200 basis points since September. How- the first half of the 199 0s (figure 1.13). The projec-
ever, demand for foreign borrowing in East Asia tion for 2001 would remain below the extraordi-
remained muted by a substantial decline in invest- nary levels of private capital flows experienced
ment, as reflected in large current account surpluses. during the speculative bubble of 1996 and 1997, in
Demand for external capital in oil exporting coun- the run-up to the outbreak of the financial crises.
tries that had previously been active borrowers in But, given the current absorptive capacity of devel-
capital markets is also likely to have been reduced oping countries, that may be more appropriate.
by the rise in oil prices, combined with a need to At the same time, FDI to developing countries,
rein in fiscal deficits. Financial conditions in devel- which proved resilient in 1998 and 1999, is likely
oping countries continued to loosen, reflecting to increase to about $200 billion in 2000 and $215
these still soft aggregate demand conditions, as well billion in 2001, from an estimated $183 billion in
as increased investor confidence. In most emerging 1999. This reflects better growth prospects for de-
markets, currencies strengthened, real interest rates veloping countries and acceleration of world trade.
declined, and the real value of stock markets con- The relatively modest pace of increase in FDI flows
tinued to rise, as they have since the fourth quarter to developing countries represented by these num-
of 1998 (table 1.8). bers may reflect in part a natural stock-adjustment

Figure 1.12 Gross capital flows to emerging markets
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Table 1.8 Movements in real effective exchange rates, real stock prices, and real interest rates in selected devel-
oping countries, 1998-2000

Real effectsve exchange rate indices Real stock market indices Real interest rates indices
(Sncal currency, Jtne 1996-97 100) (in local currency, June 1997=100), (3-month interbank, June 1997.100)i

Sept. Sept. Jan. Sept. 30 Sept. 30 Jan. 31 Sept. Sept. Jan.
1998 1999 2000 1998 1999 2000 1998 1999 2000

Indonesia 47 64 75 20 40 45 80 104 104
Korea, Rep. of 77 82 87 38 103 115 96 99 98
Malaysia 75 73 73 33 58 78 97 96 95
Philippines 75 75 74 40 63 59 102 100 103
Thailand 81 76 80 43 67 82 93 94 93
Argentina 104 107 106 46 66 70 105 105 104
Brazil 99 75 88 51 81 116 115 99 97
Mexico 98 122 123 67 82 103 120 105 105
Russia 68 68 67 17 36 78 137 76 96
Turkey 105 108 115 52 73 153 106 104 78

a. End of period, deflated by CPI inflation.
b. Three-month interbank rates, monthly averages, deflated by CPI inflation.
Source: Bloomberg, J.P. Morgan for real effective exchange rates.

process in which multinational corporations have Outlook for developing countries:
moved closer to their desired capital stock in devel- generally improving but highly
oping countries that have been recipients of large differentiated
FDI flows for many years. FDI flows in the next aster growth of exports (and, in many in-
few years may also be restrained by a somewhat stances, firming export prices), looser financial
reduced pace of mergers and acquisitions activity conditions, and the return of investor confidence
in the crisis-affected East Asian countries, as well should bolster developing-country growth over the
as lower privatization proceeds in Latin America forecast period. Developing countries in East Asia
and in Eastern Europe, where most blue-chip en- are expected to see a gradual decline in their large
terprises have already been privatized. current account surpluses as domestic demand con-

Figure 1.13 Gross capital market flows as a ratio of developing country GDP and spreads
on Emerging Market Bond Index (EMBI)
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tinues to recover. The region is also likely to revert * Real incomes of non-oil commodity-exporting
to greater reliance on the expansion of intra- countries were less adversely affected by the
regional trade to fuel growth. If, as assumed, U.S. crisis than were those of the oil producers, as
imports continue to grow at fairly rapid rates, cap- declines in key commodity export prices were
ital flows recover gradually, and commodity prices more than offset by the initial sharp fall in oil
are firmer, then the Latin American countries will prices. Nonetheless, the slowdown in export
see a large improvement in their external environ- market growth (stemming particularly from
ment, and their growth recovery will strengthen. In the collapse of demand in Asia but also from
Central Europe, the improved prospects of several the slowing of growth in Europe) exacted some
countries for EU accession should spur reforms and toll. Out of a sample of 57 non-oil commodity
stimulate the interest of foreign direct investors. exporters, 22 experienced declines in income
In addition, the cyclical acceleration in the Euro per capita during 1998-99. In 2000 the num-
area will contribute significantly to growth in de- ber of these countries experiencing falling in-
veloping countries that are highly dependent on comes per capita is expected to drop to 7. Still,
European markets; these include virtually all devel- only moderate gains in commodity prices,
oping countries in Europe and Central Asia, the combined with surging oil prices, imply a dete-
Middle East and North Africa, and Sub-Saharan rioration in their terms of trade. Historically,
Africa. However, the outturn is likely to be dif- short-term fluctuations in the terms of trade
ferentiated across countries, depending on their have had little measured impact on output
progress on domestic reforms and on their struc- growth in non-oil commodity exporters in
tural characteristics: Sub-Saharan Africa, perhaps because of the

long lags involved in adjusting production in
* Despite benefiting from the highest oil prices the agricultural and mining sectors, which ac-

since 1990, oil exporters are still adjusting to count for the largest share of output in these
the effects of the Asian crisis. The crisis con- economies. Furthermore, adverse shocks to the
tributed to a collapse of oil prices, which dras- terms of trade have usually been accompanied
tically cut both foreign currency receipts and by a widening of the current account deficit,
tax revenues and followed a protracted period which suggests that countries have been able to
of low and declining oil prices extending (with finance consumption and investment spending
a few brief interruptions) back to the 1980s. to some extent. In light of these considerations,
Unlike the oil price hikes of the 1970s, the cur- the performance of per capita growth among
rent surge in oil prices is widely expected to be non-oil commodity exporters is forecast to im-
temporary. This reinforces the need to sustain prove with rising export volumes, but is likely
efforts at fiscal consolidation and structural re- to be held below 2 percent.
forms to create the preconditions for success- * Exporters of manufactures and diversified
ful diversification of the economy. Oil produc- goods are likely to see the largest output accel-
tion and export volumes have been restrained eration in response to rising export demand,
in an effort to boost prices, and this was re- reflecting both the greater sensitivity of their
flected in output growth outturns in 1999 for exports to world income and demand and, in
several OPEC members. Out of 17 developing several cases, real depreciation of their curren-
countries that are oil exporters, 7 are antici- cies. Several of these countries (which tend to
pated to experience negative growth in per be middle-income developing economies) are
capita GDP in 2000, contrasted with 13 coun- dependent on capital flows and some are im-
tries during the 1998-99 crisis period. But plementing the most comprehensive reforms
even those exporters showing a rise in GDP of any developing countries in the wake of the
per capita are likely to see only a modest accel- crisis. Although 10 out of 30 diversified ex-
eration (less than 2 percent). Several oil ex- porters experienced negative growth in in-
porters (among them several CIS countries, come per capita during the crisis period, cur-
Ecuador, and Indonesia) are among the worst- rent projections suggest that only a few will
affected by the crisis, and their recovery will be see further declines during 2000. Virtually all
even more difficult and protracted. the most trade-dependent diversified exporters
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(those with trade-GDP ratios greater than 70
percent) are expected to register advances in Figure 1.14 Real GDP growth for
GDP per capita of 2 percent or more, con- developing countries
trasted with 60 percent of those economies Percentyear-on-year

that are less dependent on world trade. 6

H November forecast I Current forecast
Developing country output is estimated to 5

have grown by 3.3 percent in 1999; it is now pro-
jected to advance by 4.6 percent in 2000 and by an 4

annual average of 4.8 percent in 2001-02 (figure
1.14). However, revisions to these numbers are not
uniform across regions: Europe and Central Asia 2

and Sub-Saharan Africa received only modest up-
grades (figure 1.15). Although the revisions may 1

appear moderate given the recent very encouraging
news on industrial countries and world trade, and 0
given that one might expect recovery to be rapid 1999 2000 2001 2002

after a severe downturn, three factors suggest cau- Souirce: World Bank (February 2000); Global Econonic

tion in anticipating a more rapid acceleration in Prospects 2000 (November 1999).

developing country growth.
First, domestic adjustment to the effects of the

recent crisis is far from complete, especially in the
financial sector, in a number of Asian and Latin ing sector in Mexico remains weak four years after
American countries. Although rapid growth in the tequila crisis, despite rapid growth during the
some East Asian countries is improving conditions interim, and the potential cost to the government
in their financial sectors, stress indicators such as of its bailout of the sector in 1995-96 continues to
the level of nonperforming loans (NPLs) remain increase. Despite their encouraging recent progress,
high in Indonesia and Thailand, and complacency the process of fiscal consolidation in the crisis
could slow the unfinished restructuring. The bank- countries and in some of the largest developing

Figure 1.15 Revisions to GDP growth in developing regions, 1999-2000
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Note: Revisions in both years are to the forecasts in Global Economic Prospects 2000 (November 1999).
Source: World Bank.
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economies less affected by the crisis is likely to be 6.5 percent, as the considerable output gap that re-
difficult and drawn-out. mains within the crisis countries is partly closed.

Second, growth in several of the larger highly Estimates of the output gap across the five crisis
indebted developing countries remains vulnerable countries vary from 10 to 20 percent; even in
to the incomplete recovery and continued volatility Korea the gap is substantial. This should prompt
of private capital inflows. Although average spreads monetary authorities in the region to continue ac-
on emerging market debt have declined sharply in commodative policies in the foreseeable future and
the last year, they remain above their precrisis levels, allow for only a modest renewal of investment,
and private sector borrowers' access to external cap- particularly for capital equipment; recovery in the
ital is still limited in many countries. construction sector will take longer. Growth

Third, as mentioned above, the terms of trade prospects for 2001-02 remain in line with earlier
are likely to worsen in the short term for develop- forecasts despite a major development since that
ing countries that export primarily agricultural time, namely, the signing of a trade agreement (still
products, because prices for these commodities are to be ratified) between the United States and
expected to recover more slowly than prices for oil, China that will facilitate China's entrance into the
metals, and manufactured goods. Although a large WTO. In the very short term, China's eventual
effect on growth is not expected, the implied dete- WTO accession is unlikely to lead to a significant
rioration in the balance of payments and (in some acceleration of growth, because improvements in
cases) fiscal balances will make these economies the private investment climate-including inward
more vulnerable to other adverse shocks and will FDI-could be offset by an increase in unemploy-
reduce policymakers' room to maneuver. ment as restructuring progresses and private con-

A synopsis of regional outlooks follows (more sumption slows. Among the crisis-affected coun-
detail is included in appendix 5). tries, the forecast for 2001-02 remains largely

East Asia. The recovery in this region is pro- unchanged, as developments in corporate and fi-
gressing as broadly anticipated in GEP 2000, but nancial restructuring are unfolding as expected-
growth in the five crisis economies was faster making progress, but at a relatively slow pace.
than estimated in 1999: 5.8 percent compared with Latin America. Various strands of recent evi-
4.4 percent expected previously. Stronger-than- dence suggest that the recovery here will be stronger
anticipated growth in the United States and a rapid than earlier expected. Output is now estimated to
rise in domestic demand in the crisis countries, par- be flat in 1999 (an upward revision of 0.6 percent-
ticularly for consumer durable goods (notably age points) and is likely to grow 3.6 percent in 2000
automobiles), are major factors in the upward revi- (up by 0.9 percentage points). A stronger U.S. mar-
sion, combined with the effect of strong intra- ket and improvement in the prices of the region's
regional trade multipliers. The strengthening of con- commodities are key factors behind the upward re-
sumer demand was abetted by the persistence of visions for 1999-2000. These external factors have
low interest rates and a relatively rapid turnaround combined with benign inflation performance, de-
in labor markets. For example, the unemployment spite depreciating currencies in several countries
rate in Korea (where the recovery has been most and more accommodative monetary policies to
spectacular) fell from a postcrisis peak of 8.6 per- buoy the business climate.
cent in February 1999 to 4.5 percent by November. Industrial production in Argentina, Chile,
Booming exports and imports (both enjoying about Mexico, and, to a lesser extent, Brazil rebounded
2 percentage points more-rapid growth than earlier sharply in the second half of 1999. Although un-
expected) resulted in a slight increase in the region's employment rates remain high in a number of
current account surplus and a further rise in re- countries (ranging from 9 to 18 percent in Ar-
serves of some $50 billion-about 16 percent more gentina, Chile, and Colombia), they have begun to
than at the end of 1998. Despite the sharp rise in oil recede, most rapidly in Chile and Colombia (by
prices, inflation remained relatively benign thanks over two percentage points between September
to the combination of a substantial output gap and and December), signaling that recessions have bot-
appreciation of local currencies against the dollar. tomed out. Despite the devastating mudslides in

The growth forecast for the broader region in the Republica Bolivariana de Venezuela in Decem-
2000 has been raised by 0.4 percentage points, to ber, and despite political turmoil in Ecuador, rising
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oil prices have restrained output declines in these turned out better than expected in the first half of
countries. Brazil's macroeconomic indicators have the country's fiscal 1999, and Bangladesh has
been positive, especially in light of the crisis condi- largely recovered from the devastation caused by
tions that prevailed at the beginning of 1999. Infla- floods in 1998. Debt restructuring agreements have
tion has dropped below 9 percent and the fiscal been concluded in Pakistan, and investor confidence
primary surplus target of 3.1 percent of GDP was is slowly recovering. Growth of the region's exports
met, allowing a sharp reduction in nominal interest and imports has been broadly in line with earlier es-
rates over the course of the year. These rates fell timates, averaging about 6 and 5.5 percent respec-
from 43 percent in February to 19 percent in De- tively in 1999. Reserves increased in most countries
cember, or in real terms from a range of 25 to 35 with the exception of Bangladesh and Sri Lanka
percent to about 10 percent. Negotiations aimed at (which suffered from a sharp decline in their terms
revitalizing trade among the Mercosur countries- of trade as the price of tea fell sharply in 1999).
which fell sharply in 1999-are underway. Growth prospects for 2000 have been revised

Prospects for the region's recovery remain mod- upward by 0.4 percentage points, to 5.9 percent,
erate in 2000, as a number of factors will tend to largely in response to favorable developments in
offset the strong acceleration in growth that the domestic policies and better-than-expected indica-
boost from world trade would normally imply. tors of short-term activity. India's newly elected
First, the expected rise in U.S. LIBOR (normally a government initiated a country-wide value added
benchmark for dollar debt)-to 100 basis points tax. India is also pursuing liberalization of its in-
above the average for 1999-will tend to increase surance industry and the conversion of nontariff
the cost of debt servicing and of new borrowing, un- trade barriers to tariffs. These steps have con-
less offset by a reduction in risk perceptions through tributed to improved investor confidence. In Pak-
lower spreads. Second, the region's net oil-import- istan, sentiment improved following the new gov-
ing countries will be facing significant deterioration ernment's announcement of a reform of the tax
in their terms of trade, which could widen their system and efforts to resolve a long-standing dis-
trade deficits and translate into higher imported in- pute with a foreign-owned power company. Al-
flation. Third, food prices are likely to recover after though the region is expected to see export market
large declines in 1998-99-a contributing factor to growth return to precrisis rates over the forecast
relatively low inflation in Brazil-putting additional period, its international cost-competitiveness has
upward pressure on inflation rates. Finally, the re- been eroded by large depreciations in Southeast
gion-wide current account deficit will remain above Asia (by 10 to 25 percent between 1997 and 1999,
3 percent of GDP in 2000 and beyond, a sizeable compared with virtually no change for India in
downward adjustment from 4.5 percent in 1998, real effective terms). In addition, reflecting India's
but still at a level that may keep foreign investors large weight in the region, South Asia's trade as a
from accelerating their investment in the region. share of GDP is among the lowest of all develop-
Nonetheless, the overall improvement in world ing regions, implying that the effects of the recov-
trade in 2000 is expected to allow faster growth of ery of world trade on domestic activity will be
output in the region than earlier expected. The re- modest. Rising crude oil prices are estimated to
gion's GDP growth in 2001 is projected at a conser- add over $900 million (0.17 percent of GDP)
vative 3.8 percent, largely reflecting the anticipated to the region's import bill in 2000, but this is likely
slackening of demand in the United States together to be partly offset by a gain of $230 million from
with high international interest rates. In 2002, rising prices for edible oil exports. Projections for
growth is expected to accelerate to near 4.5 percent growth in 2001-02 have been revised upward by
as countries progressively overcome factors that 0.3 percentage point from the previous forecast.
have restrained past growth-high debt and low The need to correct large fiscal deficits in India
saving rates. and Pakistan is likely to continue to hold the re-

South Asia. GDP growth estimates for this gion back from the even faster economic growth
region for 1999 have been revised upward by 0.4 of which it is capable.
percentage point to 5.8 percent, reflecting stronger Middle East and North Africa. The dramatic
growth in the agricultural sector and improved rise in oil prices in the second half of 1999 led to
investor confidence. Agricultural output in India an improvement in short-term fiscal positions and
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growth outturns for many countries in this region. GDP growth in the diversified exporters is expected
The net upward revision of the region's GDP was to recover to more than 4.5 percent per year in
limited to 0.3 percentage points in 1999, to 2.2 2001-02, as the effects of policies already underway
percent, as much of the growth impact of the oil to comply with EU association agreements con-
price rise had been anticipated in previous fore- tribute to improved confidence and spur efficiency.
casts. Growth in the region's oil-exporting coun- As several countries in the region recover from se-
tries is estimated to have reached 0.5 percent in vere drought conditions, as privatization progresses,
1999, reflecting restrictions on oil production. The and as reforms to product markets and regulatory
continued buoyancy of oil prices over the forecast regimes continue, output is expected to accelerate
period is expected to underpin a modest recovery gradually over the forecast period. Growth in in-
of GDP growth. However, several oil exporters are come per capita is expected to reach 1.5 percent per
expected to maintain a rather tight fiscal stance year over 2001-02, a respectable outcome compared
despite the increase in revenue from the oil price with those of the 1980s and 1990s, which were gen-
rise, in an effort to balance the significant foreign erally characterized by oil price weakness and hesi-
and domestic debt incurred to smooth consumption tant reforms in many countries.
when oil prices reached their trough. Additionally, Europe and Central Asia. Real GDP in 1999 in
public expenditure reforms are underway in several this region is estimated to have expanded slightly
countries, and these may contribute to limiting fis- by 1 percent, about 0.7 percentage points higher
cal loosening. In the high-absorption oil exporters than previously forecast-with offsetting changes
(Algeria, the Islamic Republic of Iran), growth is at the subregion level. The impact of the August
likely to be constrained by the impact of drought, earthquake in Turkey was greater than earlier an-
particularly on private consumption. However, in ticipated: GDP is now estimated to have fallen by
Algeria the prospects of recovery in 2000 and a about 4 percent. Growth in Romania and the
first wave of foreign investment in the oil sector Balkans has also been revised downward slightly,
should cause growth to accelerate from the very as political consensus to pursue reforms has not yet
low levels registered in the 1990s. Among the re- been achieved. These disappointing results were
gion's diversified exporters, drought conditions in offset by faster-than-expected growth in several
several countries (including Jordan, Morocco, the Central European economies, including Bulgaria,
Syrian Arab Republic, and Tunisia) will dampen Hungary, and the Slovak Republic, facilitated by
agricultural incomes in 1999-2000. The region's stronger growth in Western Europe. Growth for
current account has improved markedly, with the the CIS as a group also turned out higher, at just
1998 deficit of $8 billion turning into more than over 2 percent, because of firm oil prices and faster-
$20 billion surplus in 1999. This turnaround re- than-expected growth in Russia.
flects large-scale gains in terms of trade and higher The region's GDP forecast for 2000 of a mod-
receipts from tourism and worker remittances. est recovery to 2.5 percent is in line with the previ-

Prospects for growth in 2000 remain broadly in ous forecast, albeit with offsetting subregion re-
line with, but slightly higher than, the Global Eco- visions. The higher growth forecast for Western
nomic Prospects 2000 forecast, at 3.5 percent. The Europe and improved investor confidence in the
improved external environment and steady oil prices region are the primary reasons for upward revi-
will support faster growth in the short term despite sions. The improvement in confidence is partly
steps toward fiscal consolidation (which should also due to the Helsinki Summit agreement to invite
improve the sustainability of growth at higher lev- five more Central and Eastern European countries
els). Better performance is expected in the high- and Turkey to apply for EU membership. In addi-
absorption exporters, where the opening to foreign tion, Turkey's $4 billion standby agreement with
investment and reforms in domestic markets and in- the IMF will focus that government's attention on
stitutions should contribute to improved confidence. long-standing structural problems, including high
No significant loosening of monetary policy is as- and unsustainable public sector domestic debt, in-
sumed in the forecast; it is expected that countries- efficient state enterprises, and entrenched infla-
especially those importing agricultural commodities tion. The comprehensiveness of the program and
to compensate for drought conditions-will seek to the front-loading of reforms are boosting investor
contain inflationary pressures from external sources. confidence, as evidenced by the booming stock
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market. However, in some Central European approximately balanced out, leaving growth un-
economies, such as Poland, more restrictive fiscal changed overall at 2.5 percent.
and monetary policies aimed at curbing inflation For 2000, GDP growth is expected to rise
and stemming the widening current account moderately to 3.2 percent, 0.1 percentage points
deficits are expected to partly offset the gains gen- higher than the Global Economic Prospects 2000
erated through greater external demand in 2000. forecast. Fueling the growth will be expected better
The outlook for Russia and a number of other CIS performance in the agricultural sector and stronger
countries has not changed substantially, despite export demand as a result of Asia's rebound and
the upward revision of the oil price forecast. This robust growth in the G-7 countries. Oil exporters
is because the import-substitution-led recovery in in particular will contribute to the stronger perfor-
Russia may be short-lived, as the effects of the mance, as will South Africa, which should benefit
August 1998 devaluation are receding, and has from faster trade growth and more investment
not translated into a recovery of domestic de- from abroad. The unanticipated strength of oil
mand. Significant structural imbalances remain, prices will generate higher export receipts and tax
and capital flight from Russia (estimated at about revenues and translate into faster growth for major
$1.5 billion per month in the latter part of 1999) oil exporters (and for new entrants' such as Sudan).
remains a serious problem. Reforms of the finan- However, for most non-oil commodity producers,
cial and corporate sectors, and several other as- the external environment is actually less favorable
pects of institutional reform, are still in the initial than envisaged earlier. West Africa will be particu-
stages. larly affected by weak cocoa, coffee, and cotton

The region's growth projection for 2001-02 prices. Nevertheless, agricultural output should con-
(3.5 percent per year) has not been revised signifi- tinue to recover throughout eastern and southern
cantly, although there are now clear upside risks. Africa following two years of severely disrupted
Investor confidence outside of the CIS countries weather patterns. By contrast, metals and minerals
has been boosted by the Helsinki agreement and prices are firming, but various constraints on ex-
should bring about a steep increase in capital panding production will limit the ability of produc-
flows to these economies over the medium term. ers to take full advantage. Gold production con-
However, the accession process will prove chal- tinues on a path of progressive decline in South
lenging for many countries and will engender sig- Africa, and Ghana's Ashanti Goldfields remains in
nificant adjustment costs as these countries seek to deep financial distress. The restoration of Zambian
align fiscal deficits and inflation rates with EU copper mining needs more time and substantial
standards. Among the downside risks to the fore- new investment. Political instability in the Demo-
cast, Russia in particular is vulnerable to an even- cratic Republic of Congo is impeding any immi-
tual softening of oil prices. nent resurgence of mining activity there.

Sub-Saharan Africa. A number of factors com- In 2001-02, growth in Sub-Saharan Africa is
bined to slow growth in Sub-Saharan Africa in expected to strengthen to 3.7 percent a year-im-
1999: low commodity prices and weak export de- plying an annual rise of 1.3 percent in per capita
mand, poor weather conditions, renewed civil terms-on the assumption that governance im-
strife, and higher interest rates in South Africa in proves and policy reforms continue. Current ac-
the wake of the Asia crisis. Events in the region's count deficits, which had been compressed sharply
two largest economies, Nigeria and South Africa, in 1999, are expected to widen as a result of a mod-
were largely anticipated. Both countries achieved a erate increase in official aid, including debt relief
peaceful political transition, and South Africa's from the Heavily Indebted Poor Countries (HIPC)
economic slump is proving short-lived, with a Debt Initiative. A number of civil conflicts moved
strong upward trend apparent in official data toward resolution in 1999, although a swath of in-
available through the fourth quarter. Nevertheless, stability continues to cut across the north and cen-
for 1999 as a whole, growth in both countries, like ter of the region. This will differentiate performance
that more generally throughout the region, was be- sharply as countries experiencing civil unrest fare
tween two and three percentage points below that significantly worse than others. The December coup
in 1996-97. Although minor adjustments were in Cote d'Ivoire has refocused attention on stability
made to the country-level forecasts for 1999, these and governance in the region.
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Risks to the forecast: four transitions latter has risen from $144 billion in 1997R isks to the outlook presented here are less to $233 billion for the first three quarters of
R[than they were a year or even six months ago; 1999 and is likely to reach $390 billion in
they are also pushed out in time, reflecting the mo- 2000.) The increase in the deficit to date, how-
mentum of the recovery in world output, the ever, has been easily financed-mainly by for-
broader base of world import demand, and the eign purchases of U.S. corporate bonds and by
containment of global inflationary pressures. FDI, which has risen sharply from a slight out-
Whereas after the outbreak of the crisis the pre- flow in 1997 to a more than $100 billion in-
ponderance of risks to the forecast was clearly on flow in 1999-and indeed the dollar has con-
the downside, those risks are now more balanced. tinued to strengthen, but sentiment could
Upside risks include the possibility of stronger change. As mentioned earlier, the spread of re-
growth in Europe, perhaps reinforced by increased covery to Europe, which absorbs 30 percent of
investment in high-technology industries, more developing country exports and accounts for
good news on productivity in the United States, 16.5 percent of world imports (excluding intra-
and faster world trade growth as the recovery European trade), significantly reduces the risk
spreads to developing countries. But the risks on that a sharp U.S. slowdown will abort the
the downside are still significant, and they origi- world recovery. Furthermore, the severity of
nate from the need to achieve four transitions over any U.S. slowdown would depend on the pol-
the forecast period: icy response, which is likely to be vigorous

given that budget surpluses are mounting and
- The transition to a soft landing in the United real policy interest rates are currently high.

States. The hard-landing scenario depicted in * The transition from fiscal stimulus to private
Global Economic Prospects 2000 contained demand-led growth in Japan. Japan's currently
several key elements. One was continued anemic growth is still heavily reliant on fiscal
strong growth in domestic demand in 1999 stimulus. Estimates for 1999 suggest that the
and into 2000, outstripping the rise in econ- contributions to the country's 0.7 percent GDP
omywide productivity in the context of tight growth for the year were highly uneven: gov-
labor markets and firming commodity prices, ernment spending contributed 1.4 percentage
and raising inflationary expectations. A second points, stock-building accounted for 0.1 per-
element was a market overreaction to the 100- centage points, net exports accounted for -0.2
basis-point increase in the Fed Funds rate, percentage points, and private domestic demand
which caused equity prices to fall by some 30 (which accounts for 80 percent of Japanese
percent, which in turn led to a sharp fall in output) contributed negatively to the growth
both consumption and investment. In this sce- rate, on the order of -0.6 percentage points.
nario a recession would ensue, contributing to Gross private fixed investment declined by 5.5
a severe slowdown in world economic activity percent, the seventh year of falling investment
and an aborted recovery of capital flows to de- since 1991. Continuation of this pattern of
veloping countries. In light of the U.S. econ- growth is not sustainable: the government is
omy's continued very rapid growth, the pros- running a fiscal deficit of 7.6 percent of GDP,
pects for a large policy-induced interest rate and the national debt is 105.4 percent of
shock depend in part on whether recent strong GDP.6 Although the financial markets have ex-
productivity gains continue. However, the Fed- pressed their confidence in the Japanese recov-
eral Reserve has also indicated that it may act ery so far, the eventual implications of further
preemptively, in anticipation of overall supply fiscal stimulus may be a rise in real long-term
and demand imbalances, and not only in reac- interest rates, which would further reduce the
tion to (as-yet tame) changes in price indices. likelihood of a recovery in private investment.
Closely related sources of risk are the decline in Essential to the recovery of private demand is
the private savings rate (which reflects wealth continued progress on financial and corporate
effects from the booming stock market) and restructuring, which will set the stage for
the ballooning of the U.S. current account defi- restoring investor confidence and an adequate
cit and external financing requirement. (The flow of private credit. While the recovery of
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Box 1.2 A higher oil price scenario
Qit prices rose sharply in the first three months of 2000 S30/bbl oil price scenario

and this has been reflected in the baseline to average (difference in growth rates from baseline, %)

about $23/bbl in 2000 before easing toward $19/bbl in 2000 2001

2001. However potential developments on the supply
side-should major oil producers attempt a regime shift to- World -0.2 -0.4
ward a target of $25/bbl in the medium term-and contin- G-7 -0. 0.3

ued rapid growth in world demand could plausibly lead oil Asian NIEs
prices to average $30/bbl in 2000 and $25/bbl in 2001. Developing countries -0.3 0.6
Under this scenario, and using a simulation model, growth Sub-Saharan Africa -0.4 -0.8
of world output would be expected to be lower than the East Asia -0.2 -0.4
base scenario by 0.2 percentage points in 2000 and by 0.4 South Asia -0.2 -1.4

Europe and Central Asia -0.4 -0.7
percentage points in 2001, and would also reduce non-oil Middle East and North Africa -0.3 -1.7
commodity prices by 0.3 percentage points in 2001. This Latin America and the Caribbean -0.3 4.4
would result primarily from the combined effects of terms Memo
of trade-based income loss in oil-importing countries, and Non-oil commodity exporters -0.3 -1.1

global interest rates induced higher by about 25 basis Note: The Oxford Economic Forecasting model (OEF) was used in this
points in both years because of rising imported inflation (by exercise on a $20/bbl baseline for 2000-01. The results were validated
0.3 percentage point in each year) in industrial countries. against analysis prepared by the OECD, JP Morgan and other institutions
This scenario would be much less adverse than previous and analysts.Source: The World Bank, March 2000. 
episodes of sharp oil price increases that triggered global re- i

cessions due to three factors: (a) much lower oil depen-
dence in the industrial countries (as a share of output);
(b) lower core inflationary expectations; and (c) real oil prices
that are still only half the levels of the early 1980s. Neverthe- Output growth of the oil exporters, especially those
less, a fall in consumer and investor confidence could result in in the Middle East and North Africa region, would be af-
more adverse consequences than modeled here. fected in the short term-as curtailment of oil production

In this lower oil price scenario, developing country would be necessary to sustain the $25/bbl target-though
GDP would be expected to fall significantly with respect to national income would rise substantially. Growth outturns
the base, by 0.3 percentage points in 2000 and by a further for oil exporters in two of three previous episodes of sharp
0.6 percentage point in 2001. Oil-importing commodity ex- increases in oil prices support these results. GDP growth
porters, mostly in South Asia and in Sub-Saharan Africa, slowed two years after the 1974 and 1979-80 shock com-
would fare worse-growth slipping by about 1.4 percentage pared with the two preceding years. These shocks (consid-
points or more over two years-as they experience an in- ered as a permanent increase in oil prices) produced a large
come loss, higher inflation, and lower world demand for expansion of domestic demand but were offset by large in-
their exports. Those that export mainly agricultural com- creases in imports that, in conjunction with the curtailment
modities are at greatest risk in this scenario-agricultural of oil production, reduced GDP growth. The 1990 episode,
prices are 0.4 percentage point more affected than the aver- however, was very different. The sharp rise in oil prices
age of all commodity prices. Middle-income economies with was induced by a shortfall in oil supply caused by the Gulf
a more diversified export base (largely in East Asia, Central war and was viewed as a temporary phenomenon. Major
Europe, Latin America and South Africa) would fare some- oil producers expanded production sharply while invest-
what better. But the high-debt countries among this group ment and import shares to GDP remained stable, leading
are potentially more vulnerable, should interest rate risk pre- to an acceleration in growth. Under a higher oil price sce-
mia rise in response to incipient balance of payments diffi- nario for 2000, the growth effects are expected
culties against a background of higher international interest to be somewhere in between, but with healthier fiscal and
rates. external balances for oil exporters.

world trade helps Japanese exports, its loco- to stagnation or recession in Japan would have
motive effect on the Japanese economy is lim- adverse implications for developing countries
ited in light of the relatively small share of in Asia, although slow growth in Japan (which
Japanese output that is exported, as well as by has been the norm throughout much of the
the recent appreciation of the yen. A reversal 1990s) is unlikely to severely dent the Asian
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recovery unless it is accompanied by a sharp as they have spent a large share of the proceeds
U.S. slowdown. of high oil prices and failed to reduce con-

* The transition to healthier financial and cor- sumption when oil prices declined. Several of
porate sectors in Asia. The transformation of these countries are suffering from a legacy of
the strong cyclical recovery in the Asian crisis delayed adjustment to the large price declines
countries into sustained high growth will de- that preceded the recent production agree-
pend heavily on the improving health of the ment: they have achieved little success in ex-
banking sector and the associated restructur- port diversification, their state sectors and
ing of companies that cannot repay their debts budget deficits remain large, and their policy
(see chapter 3 of Global Economic Prospects frameworks continue to be inadequate.
2000). Although bad debts have begun to de-
cline in most of the crisis countries, they re- In the absence of a severe hard landing in the
mained high in late 1999, representing over United States, failure to achieve any one of these
45, 41, and 18 percent of GDP respectively in transitions is unlikely to derail the current expan-
Malaysia, Thailand, and Korea.7 Furthermore, sion of the global economy. However, until each of
corporate restructuring, as measured by bank- these transitions is achieved, several countries re-
ruptcies, mergers, and acquisitions, appears to main vulnerable to various adverse shocks, and the
be progressing slowly. Although the origins of problems can accumulate. In the near term, how-
the problems in the state-owned enterprise and ever, the recent surge in oil prices-if sustained at
state banking sectors in China are quite differ- current high levels-would be an element of con-
ent from those in the Asian crisis countries, cern. Risks are discussed in box 1.2, page 31.
they nevertheless represent a brake on China's
growth and are a cause of large-scale capital
misallocation. As long as the developing coun- Notes
tries in Asia remain in the midst of this painful 1. Forecasts were completed in early October 1999.
transition, they will be vulnerable to a turn in 2. High technology is defined here as the information
investor sentiment in the wake of external and telecommunications (IT) sectors, which now account
investor sentiment in the wake of external for 8.2 percent of U.S. GDP, compared with 5.8 percent in

shocks or a major bankruptcy at home. 1990. Value-added in these sectors rose an average of 10.4
* The transition to lower oil prices. Oil prices percent per year from 1990 to 1997, compared with 0.5

reached their highest levels in nine years percent in other industries. Between 1993 and 1998, IT

(about $28 a barrel for Brent crude in Febru- equipment contributed more than 50 percent of growth in
ary 2000) but are expected to ease substan- equipment spending and accounted for 35 percent of real
tially over the forecast period. The reason is economic growth over 1995-98, despite its much lower
that agreements to limit production will be- share of GDP.that agreements to limit production Nvill be- 3. Stock market capitalizations in October 1998 were
come difficult to sustain in the face of long- 127.5 percent of GDP in the United States, 99.2 percent in
term market fundamentals that are not espe- Japan, and 55.3 percent in the Euro area.
cially favorable. Technological improvements 4. The second half of 1998 and the first half of 1999
and investments are expanding supply, while saw a widening of the gap between the growth rates of world
demand is growing at a rate below that of export volumes and world imports (see table 1.5). The annual
world output. Although a fall in oil prices figures for 1999 show a discrepancy of about 2.5 percentage

plemarices points between export and import growth, in contrast to a
w-percentage-point difference in 1998. One possible explana-

large importers (for example, India), it would tion is the large swings in exchange rates, making quantifica-
severely affect the recovery prospects of oil ex- tion of trade prices difficult. Others may include difficulties in
porters that are currently still feeling the after- tracking trade flows due to the start of the European mone-
shocks of the global crisis, including Indone- tary union and the possibility of overinvoicing of imports
sia, Russia, Nigeria, the Republica Bolivariana (and underinvoicing of exports) for purposes of capital flight.

de Venezuela, and Ecuador (which have been This is especially likely to have happened in countries that ex-
benefiting from currently higher oil prices). In perienced crises. The discrepancy has led to an increase in the

world current account deficit by $120 billion in 1999, com-
recent years the saving rates of many develop- plicating the forecasting of global capital flows.
ing country oil exporters have declined (see 5. Nominal 6-month LIBOR deflated by contempora-

chapter 4 of Global Economic Prospects 2000), neous CPI inflation.
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6. These figures are for general government financial Bank: http://aric.adb.org/indicators/all/rnpl.asp. These figures
balance and gross financial liabilities respectively (OECD include NPLs purchased by asset management companies
Economic Outlook, December 1999). J.P. Morgan estimates (AMCs) created in response to the crisis. NPL to GDP ratios
that the fiscal deficit for fiscal 1999 (which ends in March excluding those held by AMCs are 12 and 32 percent for
2000) will be 10.7 percent of GDP and that gross debt will Korea and Malaysia, respectively. Note that in Indonesia the
reach 115 percent of GDP. cost of bank recapitalization is estimated to range from 50 to

7. Estimates are for September 1999, and are taken 60 percent of GDP (Global Economic Prospects 2000, and
from the World Wide Web site of the Asian Development J.P. Morgan Asian Financial Markets, First Quarter, 2000).
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Private Capital Flows to
Developing Countries

L AST YEAR'S GLOBAL DEVELOPMENT FINANCE try population) suffered deep financial crises
described a sharp fall in long-term financial in 1997-99. But whereas the decline in flows

L flows to all developing countries in 1998, re- in 1998 reflected a generalized retreat from
flecting a sharp decline in capital market flows- emerging markets, the decline in flows in 1999
bank loans, bonds, and portfolio equity flows-to masked a more complex story. Some borrow-
these countries following the crises in East Asia ing countries (and their private sectors) con-
and Russia. Amid uncertainty surrounding the out- tinue to be severely constrained in their access
come of Brazil's currency crisis, the report painted to capital markets. Among them are a few
an uncertain near-term outlook for 1999, with a countries in deep crisis or facing difficult
further decline in private capital flows likely as the macroeconomic or political challenges. At the
credit ratings of many developing countries were same time, however, perceptions of risk in sev-
lowered. Foreign direct investment, however, was eral countries appear to be improving, and
expected to remain resilient. Events since then have their access to capital markets is returning to
broadly confirmed this assessment. more normal levels, as reflected in substantial

The overall trends and prospects in private- declines in interest rate spreads. Nevertheless,
source external financing for developing countries a few of the countries whose access to capital
described in last year's report reflect a sharp markets has improved (for example, Korea
change from the mood of the early and mid-1990s, and Thailand) have also experienced a sharp
when booming inflows of private capital eased ex- decline in their demand for funds, which con-
ternal financing constraints on development and tributed to the decline in overall flows in 1999.
provided greater access to improved technology * By contrast, foreign direct investment (FDI) has
and markets. The generalized retreat in private remained buoyant and continues to help boost
capital flows that followed marked a return to a the transfer of technology to developing coun-
much more cautious stance regarding the benefits tries and strengthen their links with interna-
and the risks of global capital markets for develop- tional markets. FDI is now the largest single
ing countries. source of capital flows to developing countries.

This year's report continues to underscore However, the growth in FDI has slowed from
that shift in emphasis: its rapid pace during the early 1990s despite

some rise in privatization transactions (particu-
* Net long-term flows from international capital larly in Latin America) and increased mergers

markets to developing countries as a group and acquisitions activity in the crisis countries.
continued to fall in 1999, from the low levels FDI is expected to increase moderately over the
reached in 1998 to levels last seen in the early next few years as the global economy continues
1990s. Ten of the 27 countries that account for to recover from the financial crises of the late
more than 90 percent of private flows to all 1990s. Nevertheless, the rate of growth of FDI
developing countries (and over 90 percent of is expected to remain below that in the 1990s,
GDP but 65 percent of total developing coun- when several developing countries reduced re-
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strictions on foreign investment, growth in de- Recent trends in capital flows
veloping countries was more robust, and rapid he recent financial crises have led to a sharp
increases in demand in industrial countries en- T decline in net long-term capital flows to devel-
couraged export-oriented FDI. oping countries (table 2.1). Net long-term flows

* Capital market flows are expected to recover totaled $291 billion in 1999, down $28 billion
gradually in the beginning years of the new from the year before and $53 billion below the
century. The supply of funds to the riskier peak in 1997.1 Sharp declines in private debt and
emerging market borrowers is likely to remain portfolio flows from international capital markets
restrained for the next few years in the wake of in both 1998 and 1999 account for virtually all of
the recent crises. Nevertheless, credit rationing this decline. Net debt flows from the international
should ease for many borrowers as their eco- capital markets fell to only $19 billion in 1999,
nomies continue to recover. The demand for fi- compared with $103 billion at their 1997 peak.
nance in the crisis countries should rise as well, This reflects a sharp retrenchment in lending by in-
although the expected, relatively slow recovery ternational banks, more modest falls in net bond
in investment will likely continue to constrain flows (see below), and also a fall in demand for
flows to some extent. Flows are likely to re- funds. Official flows also fell slightly from their
main volatile, and individual countries will face high level of 1998, when large financing packages
substantial uncertainty in their ability to main- were extended to several crisis countries. In sharp
tain access to funds. contrast to these developments, net FDI flows sta-

* Some have proposed that private credit ratings bilized in 1998 and rose by $21 billion in 1999. At
be used to determine the amount of capital that the same time, net short-term flows continued the
banks must hold relative to their lending to de- decline initiated with the financial crisis. Outflows
veloping countries. These proposals need to be on developing countries' short-term debt equaled
carefully reviewed. The evaluation of sovereign $24 billion in 1999 (excluding the impact of debt
credit risk inevitably involves subjective judg- restructuring) after an outflow of $31 billion in
ments concerning governments' willingness to 1998. In East Asia, short-term outflows have to-
repay. Credit ratings have tended to react to taled $54 billion over the past two years, and in
changes in creditworthiness rather than accu- Latin America, $20 billion.
rately predict them; hence their use in determin-
ing capital requirements could accentuate the Flows from international capital markets
procyclical nature of capital flows to emerging The drop in net private flows to developing coun-
markets. In any case, credit agencies today tries in 1999 was driven by a collapse in gross
cover only a small fraction of emerging market flows from international capital markets (bond
borrowers, particularly in the private sector. issues, syndicated bank lending, and portfolio

Table 2.1 Net long-term resource flows to developing countries, 1990-99
(billions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999'

Total 98.5 124.0 153.7 219.2 220.4 257.2 313.1 343.7 318.3 290.7
Official flows 55.9 62.3 54.0 53.4 45.9 53.9 31.0 39.9 50.6 52.0
Private flows 42.6 61.6 99.7 165.8 174.5 203.3 282.1 303.9 267.7 238.7

International capital markets 18.5 26.4 52.2 99.8 85.7 98.3 151.3 133.6 96.8 46.7
Debt flows 15.7 18.8 38.1 48.8 50.5 62.2 102.1 103.4 81.2 19.1

Bank lending 3.2 5.0 16.4 3.5 8.8 30.4 37.5 51.6 44.6 -11.4
Bond financing 1.2 10.9 11.1 36.6 38.2 30.8 62.4 48.9 39.7 25.0
Other 11.3 2.8 10.7 8.7 3.5 1.0 2.2 3.0 -3.1 5.5

Equity flows 2.8 7.6 14.1 51.0 35.2 36.1 49.2 30.2 15.6 27.6
Foreign direct investment 24.1 35.3 47.5 66.0 88.8 105.0 130.8 170.3 170.9 192.0

Note: Net long-term resource flows are defined as net liability transactions or original maturity of greater than one year. Although the Republic
of Korea is a high-income country, it is included in the developing country aggregate since it is a borrower from the World Bank.
a. Preliminary.
Source: World Bank Debtor Reporting System.
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Box 2.1 Limitations on long-term flows data
The data on net long-term flows are subject to some larly difficult to estimate. Data on international equity
I limitations. First, data on private flows to developing placements are readily available, but estimates of direct

countries are available only on an annual basis, al- foreign purchases in developing country stock markets
though certain components (for example, loan commit- are based on reports from the exchanges themselves and
ments and bond issues) are reported more regularly. differ in accuracy and coverage. Third, the data include
The annual data on net flows cannot fully reflect sudden only long-term liability transactions, that is, gross dis-
breaks in market financing (as occurred after the Rus- bursements minus repayments. Capital outflows such as
sian debt moratorium, for example). Second, the quality net lending or acquisition of assets abroad by developing
of estimates for the most recent year varies enormously country residents are not reflected. This results in a sub-
by category. Fairly accurate information is available on stantial difference between net long-term flows as shown
both a net and a gross basis for official flows, and, from in this report and net external finance as shown in the
market sources, on gross disbursements from bond mar- balance of payments (see below). Other sources of this
kets and commercial banks. Debt repayments are calcu- discrepancy include short-term flows, time lags in data
lated from information on the terms of debt contracts, reporting, discrepancies in reporting, cash versus accrual
although actual payments may vary from what the con- accounting, difficulties in accounting for derivatives, and
tracts specify. Data on portfolio equity flows are particu- inadequate data from offshore financial centers.

equity). Gross flows averaged only $11 billion in they were 14 percent below 1998 levels and half
the first quarter of 1999 (figure 2.1), the period the peak level reached in 1997.
that witnessed the sharp devaluation in Brazil. However, unlike 1998, when investors with-
This figure is just above the low point reached in drew from emerging markets as a group, the de-
the fourth quarter of 1998 following the Russian cline in flows in 1999 was sharply differentiated
crisis. Flows recovered slowly over the course of by borrower-country circumstances. Investors con-
the next three quarters, but for the year as a whole tinued to retreat from several of the riskier bor-

Figure 2.1 Gross capital market financing to emerging markets, 1997-99
Volume (billions of U.S. dollars) Percent
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rowers. These included countries in severe finan- dominated by East Asian borrowers until 1997.
cial crisis and those facing particularly difficult The almost 65 percent fall in bank lending to the
macroeconomic or political challenges. Losses in- region in 1998 largely reflected creditors' decisions
curred by banks since mid-1997 through un- to cut back on new lending. In 1999, however, the
hedged exposures in emerging markets have had gross flows to the East Asian crisis countries (In-
significant valuation effects on banks' balance donesia, Korea, Malaysia, and Thailand) rose only
sheets, which has drastically reduced their appetite marginally to $29 billion, compared with $71 bil-
for high-risk assets. Institutional investors, an im- lion in 1997, largely because of low demand. The
portant source of capital in the mid-1990s, have fall in gross flows to these four countries between
reduced their participation in the markets, and -1997 and 1999 accounted for about one quarter
even some of the higher risk macro and relative- of the total fall in flows to emerging markets.
value hedge funds have shifted their investments to The regional distribution of flows does not fully
industrial country markets.2 Perceptions of in- reflect the distinction between supply-constrained
creased risk were further supported by concern and demand-constrained countries, but it does give
over the international policy on burden sharing, some indication of how both factors combined to
by debt servicing pressures on some Latin Ameri- reduce flows to emerging markets over 1998-99.
can countries, by the overhang of corporate debt Gross flows to East Asia peaked in mid-1997 and
in Korea, and by the possibility of technological then plummeted as investors withdrew from the cri-
glitches resulting from the year 2000 (Y2K) com- sis countries (figure 2.2). The recovery of flows to
puter bug. this region was limited in 1999, despite the strong

At the same time, several countries have seen output recovery (GDP growth averaged 5.5 percent
an improvement in market access as they have re- in the East Asian crisis countries in 1999), as the de-
covered from the financial crisis. A few of the East mand for funds remained low. Flows to Latin Amer-
Asian crisis countries have experienced a return in ica and to developing countries in Europe and Cen-
investor confidence, but the continued low level of tral Asia remained high through mid-1998 but then
investment and reductions in the degree of lever- dropped steeply with the investor response to the
age by several corporations in the wake of the Russian debt moratorium. Although the rate of de-
problems experienced during the crisis have kept scent has slowed significantly (and flows to Europe
their external borrowing limited. Syndicated bank and Central Asia actually began to recover in late
lending to emerging markets had historically been 1999), several of these countries continue to experi-

Figure 2.2 Quarterly gross capital market flows by region, 1990-99

Billions of U.S. dollars
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Figure 2.3 Regional secondary market spreads on international bond issues
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ence difficulties in obtaining funds from interna- abovc the admittedly low levels of late 1996. In
tional capital markets. Latin America, spreads on Brazilian Eurobonds

The differences in access of major developing have narrowed sharply (to 540 basis points in mid-
country borrowers to the capital markets are also January 2000 compared with 1,220 basis points in
seen in the data on secondary market spreads. In- January 1999) and spreads on Mexican debt have
vestors' heightened risk perceptions as a result of fallen to about 200 basis points, while spreads on
the financial crises were reflected in the rise in sec- the debt of Argentina, Colombia, and the Repub-
ondary market spreads on Brady bonds from 500 lica Bolivariana de Venezuela are 140 to 300 basis
basis points at the end of 1997 to over 1,100 basis points above the levels of late 1996. Eastern Euro-
points in late 1998. Almost every major sovereign pean borrowers also have seen a fall in spreads
borrower experienced a rise in secondary market
spreads on its outstanding bonds from December

1997 to December 1998. Spreads on Brady bonds
rose further in the wake of the Brazilian crisis, to Figure 2.4 Share of private sector borrowers
over 1,400 basis points, among the highest levels in bank lending and bond financing
since the Mexican crisis.3 Average spreads on bench- Percentage of total

mark international bonds from Latin America also 75
rose, from 580 basis points in November 1998 to |U Bank lending U Bond financing|

almost 700 basis points in January 1999, although *0
premiums outside the region rose by less than in 60
Latin America.4

By contrast, secondary market spreads for 45
most borrowers narrowed over the course of 1999
from the high levels of the early part of the year, but
the extent of improvement differed significantly by 30
country, indicating a greater degree of differentia-
tion by investors after the generalized retreat from 15

emerging markets in 1998. Spreads dropped sharply
in all major East Asian borrowers through January 0
2000, further evidence that reduced demand is driv- 0 o 1996 1997 1998 1l991 995 196 19 198 99
ing the low level of flows to the region. Neverthe-
less, spreads on Indonesian debt remained over 500 Source: Euromoney Bondware and Loanware; World Bank.

basis points and spreads in the region remain well
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Figure 2.5 Quarterly change in bond market financing
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since late 1998. Countries that remain in severe cri- vate to the public sector, which in most cases pro-
sis (Ecuador, Pakistan, Russia, and Ukraine) con- vides a ceiling to credit ratings in the private sec-
tinue to have spreads that vary from one to several tor. The volume of bond issues by public sector
thousand basis points. borrowers in developing countries dropped by 46

The decline in gross flows in 1999 was accom- percent from 1997 to 1999, but flows to private
panied by a massive shift in finance from the pri- sector borrowers plummeted to only one-third of

their 1997 level. Fully 60 percent of bond finance
went to sovereign issues in 1999, compared with
40 percent in 1997. Thus, the effects of the capital

Figure 2.6 International equity placements flow reduction on economic activity, and espe-
from emerging markets, 1998-99 cially private investment, were direct and rapid.

Billions of U.S. dollars Unlike bank and bond flows, the volume of

8 gross international equity placements from emerg-
I Others ing markets recovered strongly in 1999, to more
E Latin America than double the 1998 level, but remained at only

6 Europe & Central Asia 70 percent of the 1997 level. This surge in equity
6 U East Asia flows reflected the sharp recovery of equity mar-

kets in emerging market economies in 1999 from
the low levels of late 1998. Stock market prices in

4 East Asia rose by 71 percent on average from De-
cember 1998 to December 1999, and those in
Latin America bv 57 percent (figure 2.7). Never-
theless, market conditions were less robust later in

2 the year in several countries, and several issues out
of Asia were postponed whereas others were of-
fered at discounts. Equity flows were primarily

I o supported by large privatization transactions in
1998 1998 1998 1998 1999 1999 1999 1999 East Asia, which accounted for 65 percent of total
Ql 02 Q3 Q4 01 Q2 Q3 04 placements in 1999. Apart from privatization, in-

Source: Euromoney Bondware; World Bank. vestments for new capitalization showed little in-

crease over 1998. International equity placements
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Figure 2.7 Performance of emerging market stock markets, by region

Price index

150
Latin America 4

100

AEurope and Middle EaaI

50

0 I l l I I _ I

Jan. May Sept. Jan. May Sept. Jan. May Sept. Jan. May Sept. Jan.
1996 1996 1996 1997 1997 1997 1998 1998 1998 1999 1999 1999 2000

Source: IFC Emerging Market Database.

from Latin America bordered on nonexistent. In- in 1999, equal to 2.8 percent of GDP, up from
ternational equity placements in the aggregate $171 billion in 1998 (figure 2.8). About half of the
continued to account for only 10 percent of gross increase in 1999 is accounted for by one-time pay-
capital market flows. ments under Argentina's privatization program.

The modest rise in FDI flows is in sharp contrast
Foreign direct investment to the experience of the mid-1990s, when net FDI
FDI flows have remained resilient over the past inflows jumped from 0.8 percent of developing
two years, despite the series of financial crises, al- country GDP in 1991 to 1.8 percent in 1994, and
though their rate of increase has slowed consider- then rose to 2.7 percent by 1997. Slower growth
ably from that of the mid-1990s. FDI flows to de- prospects in developing countries and increased
veloping countries are estimated at $192 billion uncertainty in the global economy have discour-

Figure 2.8 Total FDI to developing countries
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aged foreign investors from continuing this rapid ogy, skills training, increased domestic competi-
increase in new long-term commitments. tion, and increased exports.

The greater resilience in FDI flows than of FDI flows are important in both low- and
capital market flows in the face of the financial middle-income countries. Indeed, the average ratio
crises is partly due to the fact that FDI is more re- of FDI to GDP in 1997-99 was almost the same in
sponsive to long-term growth trends than to short- the two groups, 2.7 percent in middle-income coun-
term changes in financial returns. FDI flows are tries and 2.6 percent in low-income (table 2.2). But
also determined in part by access to natural re- the latter number reflects the influence of China, the
sources and human capital, which were not imme- largest developing country recipient of FDI. Exclud-
diately affected by the crises. Moreover, currency ing China, FDI equaled only 1 percent of low-
depreciations in the crisis countries reduced their income countries' GDP in 1997-99, in large part
production costs and asset values in foreign cur- because of the very low level of FDI to South Asia
rency terms.5 This, together with opportunities for (0.7 percent of GDP). By contrast, FDI to the low-
profitable corporate restructuring through mergers income countries in Sub-Saharan Africa was rela-
and acquisitions in crisis-affected countries, pro- tively robust, just under 1.5 percent of GDP. FDI to
vided additional incentives to foreign investors.6 Sub-Saharan Africa has in the past been driven by
Nevertheless, FDI flows are also subject to slow- access to raw materials. In 1990-92, FDI equaled
down or reversal in the event of economic difficul- 1.3 percent of GDP in low-income Sub-Saharan
ties. For example, increased uncertainty with eco- African countries that export minerals or oil, and
nomic crises may cause investors to reduce new only 0.2 percent of GDP in countries that export
commitments, accelerate affiliates' repayments of agricultural products. However, by 1997-99, sev-
debt to home offices, or take offsetting positions eral agricultural exporters had achieved very sub-
through derivatives. In the latter case, the decline stantial increases in FDI, which had risen to 1.2 per-
in investors' exposure to the country is not even cent of GDP.
recorded in the data on FDI flows. In a limited The rise in FDI to agricultural exporters has
number of countries, investment financed by joint been associated with improvements in policy
ventures' external borrowing may be incorrectly regimes in many of these countries. Countries that
classified as FDI, and thus may tend to behave substantially improved the stability of macroeco-
similarly to capital market flows. But such cases nomic policies, opened their economies to external
make up only a very small fraction of total FDI trade, and strengthened their legal and institutional
flows to developing countries. frameworks experienced a significant rise in the

Since the mid-1990s, FDI has become the ratio of FDI to GDP. The agricultural exporters with
largest component of external financing to devel- better-than-average policy performance increased
oping countries. Its growth has been facilitated by the ratio of FDI to GDP to 1.4 percent in 1997-99,
the liberalization of many developing economies while the countries with worse-than-average poli-
and the growth of global trade and output in a con- cics increased the FDI ratio to only 0.9 percent.8

text of rapidly falling costs of transport and com- This result is consistent with a recent study showing
munications. The share of developing countries in that strengthening the legal framework governing
global FDI flows grew rapidly in the 1990s, from FDI can have a significantly positive impact on FDI
24 percent in 1991 to 36 percent in 1997, before (Gastanaga, Nugent, and Pashamova 1998).
declining to an estimated 25 percent in 1998. The
decline in that year was due to large increases in
mergers and acquisition activity in industrial coun-
tries (UNCTAD 1999). FDI plays a significant role Table 2.2 Foreign direct investment in the 1990s
in economic growth of the host country when ac- (percentage of GDP averageoverperiod)

companied by sound domestic policies and greater 1990-92 1995-96 1997-99

openness (Dasgupta and Imai 1997).7 It also tends Middle income 0.7 1.5 2.7

to crowd in rather than displace other investments, Low income 0.9 2.9 2.6

(Bosworth and Collins 1999), and it promotes g C 13 1.0
growth even more through spillovers of technol- Source: World Bank.
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Figure 2.9 FDI to East Asian crisis countries
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FDI in developing countries is dominated by the Net external finance and
construction of new facilities (greenfield projects), capital outflows
unlike in industrial countries where FDI has largely espite the sharp rise in capital inflows to devel-
taken the form of mergers and acquisitions (M&A) Di oping countries over the 1990s, the amount of
between existing entities. Nevertheless, cross-border external finance actually channeled to domestic in-
M&A transactions rose in the 1990s in develop- vestment and consumption declined from $89 bil-
ing countries. The share of developing countries in lion in 1991 to only $24 billion in 1999 (table
global majority-owned, cross-border M&A sales 2.3).9 Thus a growing share of capital inflows has
increased from 5 percent in 1991 to 11 percent in financed outflows of capital from developing coun-
1998. The share of M&A sales in total FDI flows to tries, although the size of these outflows is difficult
all developing countries rose from 7 percent in 1991 to measure precisely, given the poor quality of the
to 28 percent in 1998 (UNCTAD 1999). Much of data.'0 Capital outflows appeared to have been par-
this M&A activity in developing countries involved ticularly important in reducing net external finance
privatization of state enterprises. Privatization rev- to Sub-Saharan Africa and, in 1997-98, to East
enue through FDI transactions contributed $67 bil- Asia and Russia. The impact of higher capital out-
lion to FDI flows in developing countries in 1998, flows in the crisis countries on domestic demand
accounting for 21 percent of their total FDI (see ap- was actually greater than might be suggested by
pendix on privatization transactions). the ex post balance of payments data. Without the

Table 2.3 Net resource flows and net external finance to developing countries, 1991-99
(billions of U.S. dollars)

1991 1992 1996 1997 1998 1999 j

Net long-term resource flows 124.0 153.7 313.1 343.7 318.3 290.7
Net short-term flows 20.1 38.2 42.9 20.4 -47.6 -11.2
Total net flows (liabilities) 144.1 191.9 356.0 364.1 270.7 279.5
Net external finance 88.8 111.6 175.8 106.9 71.1 24.0

Current account deficit 51.1 68.3 85.6 80.1 41.4 -10.0
Change in reserves 37.7 43.3 90.2 26.8 29.7 34.0

Capital outflows and errors and omissions -55.3 -80.3 -180.2 -257.2 -199.6 -255.5

a. Estimated.
Source: World Bank Debtor Reporting System and staff estimates; IMF, International Financial Statistics.
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Box 2.2 FDI flows during the global crisis:
lessons from four countries
The financial crises of 1997-99 underlined the impor-p

Ttance of both a favorable policy environment and sta- FDI flo'vs:r China, Mexico, Poland, and Vietnam
bility in source countries for continuing access to FDI
flows. Poland and Mexico have maintained high levels of Billions of US. dollars Billions of US. dollars

FDI thanks to strong economic policies, and they have also 14: China rg axi 50

benefited from integration with industrial country neigh- (right axis

bors. By contrast, China has achieved very rapid growth 12
but has seen FDI flows slow with economic distress in 10 _
source countries in the region and continuing difficulties in exico

China's policy environment for FDI. Vietnam has seen a 8 X

sharp decline in FDI flows due to failure to reform key 6

administrative constraints on foreign investment. 620

Poland and Mexico have been highly successful in 4 - Poland

attracting FDI inflows despite the financial crises (see fig- 10
ure). In Poland, the transition to a market economy, the 2 , Vietnam

liberalization of policy toward foreign investment (Ladyka _____________-____

1997), rapid export-led growth, and declining inflation led 0o c- 0
to an upsurge in FDI flows, particularly after the country's 1991 1992 1993 1994 1995 1996 1997 1998 1999

agreement with the London Club in October 1994 pro- Source: World Bank Debtor Reporting System.
vided large-scale debt relief. In Mexico, FDI responded to
a move toward more market-friendly policies initiated in
the 1980s. FDI to Mexico has also benefited from the
North American Free Trade Agreement, and FDI to Bank 1993). However, actual disbursements have re-
Poland was buoyed by the country's prospects for admis- mnained well below expected levels; only about 14 to 30
sion to the European Union. percent of the total licensed in foreign-invested projects

FDI to China may have added as much as 17 percent over the :1988-95 period was actually disbursed. FDI
to GDP in the last few years (Sun 1998; Dees 1998). How- peaked at $2 billion in 1997and then fell to only $1.1 bil-
ever, the economic difficulties facing source countries in lion in 1999 (approved FDI projects fell by 46 percent in
East Asia and continued problems with the policy environ- January to August 1999 from the same period in 1998) as
ment in China itself led to a 12 percent fall in FDI flows in a result of little progress in eliminating time-consuming
1999. New FDI commitments in January through October and expensive administrative processes. In July 1999 the
1999 were 21 percent below their levels in the same period government began to take steps to improve the investment
of 1998. Foreign investors continue to face significant re- environment, including the elimination or reduction of
quirements for exports, localization, and technology trans- licensing fees, cuts in telecommunications and electricity
fer, as well as restricted access to domestic markets, particu- rates, a simplification of hiring procedures, and the grant-
larly in the nontradable sector (EIU 1999). China has ing of new tax incentives. Stronger privatization measures
announced further measures to ease constraints on foreign and improved physical and administrative infrastructure
investment, and its potential entry into the World Trade Or- would appear to be key to resuscitating FDI flows. In
ganization is also expected to boost FDI flows. Still, further addition, a reduction in trade barriers would help ensure
policy reforms may be necessary to maintain the high level that FDI flows are used efficiently. More than 70 percent
of FDI flows that China experienced in the mid-] 990s. of foreign investment is directed to sectors with effective

FDI in Vietnam has increased since the mid-1980s as protection rates above 50 percent, which has led to exces-
a consequence of high economic growth, macroeconomic sive investment in inefficient and overly capital-intensive
stability, and some easing of restrictions on FDI (World activities (Poverty Working Group 1999).

sharp rise in interest rates (which depressed domes- tance of capital outflows can be seen by separating
tic demand), the large real currency devaluations, out China, which appears to have experienced
and (in some countries) controls on outflows, capi- particularly large outflows. China far exceeds all
tal outflows would have been even larger. other developing countries in its acquisition of ex-

These averages conceal marked differences ternal financial assets, in part because of transac-
among countries. Further insight into the impor- tions with its territory of Hong Kong. China also
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flows in 2000-01. Total net private capital flows
Figure 2.10 Net capital inflows and are projected to average about 4 percent of devel-
outflows in all developing countries oping country GDP in 2000-01, above the 3.3
(excluding China), 1991-99 percent of GDP level of 1999 but well below the

Percentage of GDPin developing countries peak of 4.8 percent in 1997 (figure 2.11).11 Fore-
7 casting private flows is extremely difficult, given
6 the frequency of sharp turning points in the data

Net inflows \ and changes in market sentiment that are not nec-
5 essarily explicable in terms of underlying eco-
4 nomic trends. The forecasts presented below,

which are partly based on a model incorporating
Net outflows the "pull" and "push" factors widely discussed in

2 the literature, should be treated as indicating likely

trends in the data, absent any further, dramatic
surprises. (Box 2.3 describes the methodology

0o used in developing the private flows forecasts.)
1991 1992 1993 1994 1995 1996 1997 1998 1999

Source: World Bank. Capital market flows
It is estimated that capital market flows (bonds,
bank loans, and portfolio equity) will increase to 1.5
percent of developing country GDP in 2000-01,

is the largest developing country source of FDI, al- compared with 0.6 percent in 1999 (figure 2.11).
though this in part reflects round-tripping to take This increase principally reflects the expected
advantage of FDI incentives (World Bank 1997b). progress toward normalization of developing coun-
Estimates of capital outflows are extremely uncer- tries' access to international capital markets. Flows
tain, however, and may reflect various inconsisten- will remain below the 1995-97 boom (as a share of
cies in the balance of payments accounts rather GDP), which may reflect better use of capital and
than actual transactions. Excluding China, the thus be supportive of long-term growth (see box
shifts in capital outflows (that is, the rise through 2.4). It is assumed that another major crisis will not
1997 and the subsequent fall) for developing materialize and that the continuing recovery in de-
countries roughly match the parallel rise and fall veloping countries will encourage renewed investor
in capital inflows over the period (although the es- confidence. Nevertheless, lending to the riskier bor-
timated change in inflows and outflows varies rowers will continue to be constrained, in part by
considerably in individual years, particularly in the memories of the market turbulence of 1997-99.
1999 estimates). One possible explanation for this Flows to Eastern Europe, traditionally a relatively
relationship is that capital outflows and inflows in small borrower, may accelerate with strong eco-
many cases reflect the same transaction, as individ- nomic performance and the increased number of po-
uals borrow abroad to on-lend externally. Another tential entrants to the European Union (EU), only
is that a rise in capital inflows (absent offsetting somewhat offset by the continuing and severe prob-
policies such as sterilization) tends to reduce do- lems affecting recovery in Russia. In East Asia,
mestic interest rates or cause the currency to appre- which accounts for a substantial proportion of capi-
ciate, thus encouraging capital outflows, or both. tal market flows to developing countries, the recov-

ery of demand in the crisis countries is expected to
be moderate, as the growth in investment is expected
to be slow despite the strong cyclical recovery. Flows

Forecasts of net long-term flows should recover in Latin America, the other majorC ontinued concern over the risks of lending to borrowing region. Mexico and Uruguay, where sec-
_ some emerging markets, the slow recovery of ondary market spreads are relatively low, should
demand in the crisis countries, and more moderate have relatively easy access to loans. Brazil, too,
increases in FDI flows than in the past are likely to should retain substantial access to the markets. On
result in only a gradual recovery of net private the other hand, the crisis in Ecuador, continuing
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Figure 2.11 Net flows to developing countries

Percentage of GDP

5.0 Projection

4.5

4.0

3.0

2.5FD
2.0 -10

1.5 ~~~~~~~~~~~~~~~~~~~Non-FDI

0.5

0.0 I

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Source: World Bank staff estimates.

slow growth in Argentina, uncertainties surrounding Eaton and Tamura 1994). In the immediate after-
policy in the Republica Bolivariana de Venezuela, math of the financial crises of 1997-99, world trade
and the political conflict in Colombia will continue growth slowed to 4.2 percent per year (from an av-
to limit flows to those countries. erage of 6.9 percent from 1990 to 1997), and this

may help explain the recent slowdown in FDI flows.
Foreign direct investment World trade is expected to accelerate to more than 6
FDI to developing countries should continue to in- percent in 2000-01 with the acceleration of world
crease in 2000-01, roughly in line with growth of GDP, and this, too, will support a renewed increase
their GDP. FDI is directed at servicing the local or in FDI flows. Continued progress toward the inte-
regional markets by, for example, crossing tariff gration of Eastern European countries into the EU
barriers, reducing transportation costs, and taking will also encourage increased FDI to that region.
advantage of lower costs of production. Thus, the Other factors will tend to constrain FDI flows
prospects for host-country growth are an impor- over the next two years, however. Mergers and ac-
tant determinant of FDI. Developing countries' quisition activity in the East Asian crisis countries is
GDP growth is expected to increase to 4.6 percent likely to slow as exchange rates and asset prices re-
in 2000-01, compared with 3.1 percent in 1999, cover, although this may be balanced by increased
and this rise should provide some support for con- investor confidence over continued growth in these
tinued growth in FDI flows. economies. Privatization activity in Latin America

The acceleration of world import demand and Eastern Europe is also expected to decline after
should also help to boost export-oriented FDI flows. the high levels in 1998-99.'4 On balance, FDI to
In recent years, the fall in transportation and com- developing countries is projected to remain at 2.8
munication costs and the lowering of trade and percent of developing country GDP in 2000-01,
other barriers to cross-border investments have in- roughly the same as the peak level reached in 1999.
creased the share of FDI directed toward global This would represent a break from the rapid
production networks-evident, for example, in the growth of FDI during the 1990s, when growth in
rising volume of exports that represent intrafirm GDP and world trade was more robust. FDI in-
transactions. Thus FDI is increasingly seen as deter- creased relative to developing country GDP in every
mined by global demand, and hence is highly corre- year of that decade, rising from 0.8 percent in 1991
lated with world trade.13 Empirical support for the to 2.8 percent in 1999. An improved policy envi-
link between FDI and exports can be found in coun- ronment toward foreign investment, improved in-
try studies of Austria (Pfaffermayr 1996) and Japan frastructure, and greater access to domestic as well
(Wakasugi 1994; Kawai and Urata 1998; Goldberg as regional markets in developing countries may en-
and Klein 1997; Bayoumi and Lipworth 1998) as hance the effects predicted by the model, leading to
well as the United States (Lipsey and Weiss 1981; some further increase in FDI flows.
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Box 2.3 Model-based forecast of capital market flows
The table below provides a quantitative estimate of the changes in creditworthiness due to external shocks, the

Timpact of risk aversion and cyclical factors on capital availability of new information, and changes in investors'
market flows in 1999 and the forecast period (2000-01). appetite for risk. This approach builds on a series of arti-
Only about one-third (0.6 percentage point of developing cles, including World Bank 1997a; Calvo, Leiderman,
country GDP) of the decline in capital market flows in 1999 and Reinhart 1993; Taylor and Sarno 1997; Chuhan,
(from the 1996-97 average) can be attributed to the specific Claessens, and Mamingi 1993; Montiel and Reinhart
factors used in the model. Of this amount, about half is at- 1999; and Claessens, Oks, and Polastri 1998. In the first
tributable to higher risk aversion and a quarter to persis- stage, a global pool of flows to all developing countries is
tence in flows from the earlier period; the rest results from determnined by investors in the industrial countries, taking
slightly higher interest rates and stronger growth in indus- into account conditions in the global financial markets and
trial countries and weaker growth in developing countries. in developing countries as a whole. (This is done because
Of the two-thirds of the decline in capital market flows that developing country assets are not easily substitutable for
the model does not explain, some 40 percent is probably industrial country assets given their different risk charac-
due to the collapse of domestic demand in the East Asian teristics.) This pool is then allocated in the second stage to
crisis countries. The remainder may be due to a rise in risk specific developing countries depending on a second set of
aversion that is not captured by the dummy variable or a country-specific determinants of such flows. One difficulty
demand decline in other large crisis countries undergoing with this approach is that the anticipated rise in capital
recession, such as Russia, or both. Changes in several of the market flows in 2000-01 reflects a very differentiated
factors used to forecast capital market flows are expected to story, with some countries remaining supply constrained
support a modest rise in flows over 2000-01. The forecast and others seeing a slow recovery of inflows due to slow
assumes that developing countries avoid a major crisis over growth of demand. Since the model begins with a forecast
the next two years, that developing country GDP growth of aggregate flows, it may miss important changes in flows
rises relative to industrial country growth, and that demand that reflect individual country characteristics.
from the East Asian crisis countries increases. Together, The first stage of this model is estimated for FDI,
these influences are projected to increase capital market capital market flows, and official flows to all developing
flows to 1.5 percentage points of GDP, higher than in 1999 countries from 1978 to 1997. The explanatory variables in-
but well below the 2.3 percent average for 1996-97. clude industrial country GDP growth, real interest rates (the

The model results are based on a blend of cyclical London interbank offered rate adjusted for inflation) and
factors; structural factors such as global trade integration, GDP growth in developing countries (cyclical factors); pri-
technological innovations, and deregulation; and abrupt vatization and world trade (structural factors); the presence

Decomposition of changes in capital market flows
(percentage of developing-country GDP, except where stated otherwise)

Effect of change Effect of change
Level, from 1995-97 to Forecast from 1999 to

Factors explaining changes in 1996-97 Level, 1999 on capital average, forecast average on
capital market flows average 1999 market flows 2000-01 capital market flows

Risk aversion and crisis effects 0. 1. -0.32 0 0.32
Real LIBOR (percent per year) 3.0 3.3 -0.02 3.7 -0.03
Developing-country growth rate

(percent per year) 4.4 3.1 -0.08 4.6 0.10
Industrial-country growth rate

(percent per year) 2.5 2.7 -0.02 2.7 0.00
Persistence (lagged dependent

variable) 1.77 1.55 -0.16 1.22 -0.23
Estimated capital flows 1.92 1.31 -0.61 1.47 0.15
Actual capital flows 2.3 0.61 -1.69 0.86
Unexplained residual 0.38 -0.70 -1.08 0.70
Of which: fall in demand in Asia 0.9 0.5 -0.4 0.7 0.2
Other unexplainedb -0.52 -1.20 -0.68 -0.7 0.5

a. The index for crisis in developing economies is set equal to I during crisis and 0 otherwise.
b. Other factors may include additional risk aversion not captured in the model or a fall in demand in other crisis countries.
Source: World Bank staff estimates.
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Box 2.3 (continued)
or absence of financial crisis; and the lagged dependent vari- oping countries and several country-specific creditworthi-
able to capture the persistence of flows.1 2 The results track ness indicators, including the current account balance
the turning points, cycles, and the volatility of FDI and (lagged one year), income per capita, and GDP growth.
non-FDI flows quite well. The persistence of capital market We also assume that each type of capital flow is influenced
flows is evident in the size of the coefficient (close to 1) and by the other types. This second-stage model is estimated
positive sign and significance of the lagged dependent vari- using panel data for 37 developing countries for the
able. Despite the short time series, statistical tests confirm 1978-97 period. This model should be viewed as a prelim-
that the ordinary least square estimates are consistent. imary approach to forecasting private flows. Substantial

In the second stage, each type of capital flow is as- scope exists for improving the specification, the variables
sumed to be a function of total capital flows to all devel- selected, and the data used for estimation.

The impact of sovereign credit ratings Greater attention to differences in risk levels
on capital flows could indeed improve the regulation of sovereignfhe decline in lending to emerging markets has lending, but the proposed reliance on credit agen-

T been accompanied by an increased role for credit cies' ratings raises several issues. Given the lack of
rating agencies in determining developing countries' a legal framework for enforcing claims, the evalu-
cost of funding and access to capital.'5 Recently, the ation of sovereign credit risk inevitably involves
Basel Committee on Banking Supervision has sug- difficult and inherently subjective judgments about
gested relying (in part) on these ratings when deter- governments' willingness to repay. Most recently,
mining banks' capital requirements for exposure to the agencies have been criticized for failing to spot
sovereign and commercial borrowers (Bank for Inter- the warning signs of recent crises. More generally,
national Settlements [BIS] 1999). This proposal re- because credit ratings have tended to react to
sponds to criticisms that the present risk-wveighted changes in creditworthiness rather than accurately
capital requirements set forth by the BIS do not ade- predict them, their use in determining capital re-
quately reflect differences in the riskiness of different quirements could accentuate the procyclical nature
borrowers. For example, sovereign loans to all non- of capital flows to emerging markets. Finally,
OECD (Organisation for Economic Co-operation credit agencies cover only a small fraction of cur-
and Development) borrowers carry the same capital rent emerging market borrowers, and their cover-
requirement (relative to the size of the loan), despite age of private sector borrowers is particularly thin.
the widely varying risk in sovereign lending to differ- Depending on how the proposal is implemented,
ent developing countries. the reduction in access of nonrated borrowers (as

Box 2.4 Improvements in uses of foreign capital
C apital market flows to developing countries are rates also prompted large capital outflows that coincided

expected to recover only gradually over the next two with periods of surging borrowing from abroad. Reforms
years, but, insofar as this reflects a more efficient use of and adjustments forced by the crisis should lead to better
capital in borrowing countries (in part due to adjustments use of foreign capital, for example, through improve-
after the crisis), a lower level of flows than during the ments in fiscal policies, correction of overvalued exchange
1995-97 boom is not necessarily bad. Some of the uses rates, and improved corporate governance and financial
of capital during the previous boom did not contribute to regulations. But the same crisis that has forced these
growth, including the financing of high budget deficits, adjustments and reforms has had large human costs and
asset market booms, and imprudent lending associated lingering economic costs: past accrued losses requiring
with low-quality investments. In some countries, political bank recapitalization, higher fiscal costs, and distressed
uncertainties and concerns about overvalued exchange corporations.
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banks shift to higher-rated borrowers) and the and willingness to pay. The ratings reflect an evalu-
costs they would incur to obtain ratings could be ation of a host of issues, generally divided into cat-
significant. egories, including, for example, social and political

issues, economic structure, fiscal and monetary
How credit ratings for sovereign policies, recent economic performance, and the size
debt are determined and structure of external debt (Standard & Poor's
In assigning credit ratings to sovereign debt, credit- 1998). Willingness to pay is a qualitative issue,
rating agencies assess the likelihood that the coun- heavily dependent on political outcomes, and
try in question will default on its debt service obli- makes sovereign credit analysis far more compli-
gations. They view the ratings as a forward-looking cated than corporate credit analysis.
estimate of the relative risks surrounding a govern- Rating agencies report that they do not attach
ment's ability and willingness to service its financial fixed weights to the economic and political vari-
commitments according to the terms of the con- ables used in determining a country's rating. They
tract. Sovereign ratings are primarily based on pub- stress that analytical variables are interrelated and
licly available information; the conventional belief that the emphasis can change. However, empirical
that they are based on advance knowledge or supe- studies have identified a set of common economic
rior information is questionable. These ratings are variables that play a key role in determining credit
strongly correlated with credit spreads in the mar- ratings. In particular, sovereign credit ratings are
ket, because market participants interpret this pub- closely related to GNP per capita (Cantor and
licly available information similarly; however, this Packer 1996). Dadush and Dasgupta (1999) find
relationship is stronger for speculative grade issues that the sovereign debt of more than three-fourths
than for investment grade issues (BIS 1998). of 51 developing countries is rated below minimum

The major rating agencies do not employ spe- investment grade (that is, in the "junk-bond" cate-
cific statistical models to assess sovereign default gory), whereas the debt of most mature industrial
risk.16 Their analyses are more subjective, based on countries is rated in the safest category. Neverthe-
both quantitative and qualitative criteria. They ex- less, the relationship between income and rating
amine global factors that can influence a country's category is not perfect. Several developing coun-
default risk and domestic determinants of ability tries have investment grade ratings, while some

Figure 2.12 Credit ratings: selected countries
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higher-income countries, mostly oil exporters in the Sovereign ratings have been fairly stable his-
Middle East, Israel, Hong Kong (China), and torically, with the upgrades generally balanced by
Greece, appear to have special characteristics that the downgrades (figure 2.14). However, the Asian
raise their risk profile in the market despite their crisis resulted in sharp downgrades of ratings for
relatively high incomes. the countries involved. Thailand was downgraded

by an average of four rating notches, Indonesia by
The historical record an average of six, and Korea by an average of nine.
It is difficult to evaluate the success of credit rating Russia, too, experienced a sharp rating downgrade
agencies in predicting defaults by developing in 1998. Reisen and von Maltzan (1998) suggest
country sovereigns. Rating of emerging market that sovereign credit ratings are more reactive than
sovereign debt is a relatively recent phenomenon, preventive and that they lag rather than lead finan-
and no sovereign bond issuer defaulted on foreign cial markets. The rating agencies have been criti-
currency debts rated by rating agencies between cized for being too lax in their initial ratings or too
1975 and 1997.17 The last major round of sover- negative in their adjustments, or both. The agen-
eign defaults occurred in the 1980s-in the wake cies have vigorously defended their rating systems,
of the Mexican debt crisis in 1982-but most were although they did identify (either explicitly or im-
by unrated sovereign borrowers. As a result, it is plicitly) inadequacies in their rating methodologies
impossible to tell whether the differences among prior to the crisis, and they acknowledge having
rating levels are empirically related to a higher learned from the recent crisis (BIS 1999). It should
probability of default. On the other hand, defaults be noted that many official institutions undertake
on unrated debt have been frequent, indicating analyses similar to those by credit rating agencies
that the eligibility for a rating may have been a (in terms of evaluating the strength of developing
useful indicator of reduced likelihood of default. country policies and institutions with a view to
Figure 2.13 shows the share of unrated short- and judging credit risk), and most of these institutions
long-term bank loans, privately placed debt issues, also failed to foresee the East Asian crisis.
and unrated public bonds-most of them consid- The recent downgrades may have had some
ered below investment grade-that have been in role in the high volatility of spreads over the past
default since 1975.18 Also, there is a high negative few years. Figure 2.15 shows a close relationship
correlation between the ratings of a corporate between low credit ratings and volatility in spreads
bond and the issuer's frequency of default, which (as measured by the standard deviation of spreads
demonstrates that credit ratings are useful indica- between January 1996 and February 1999) on sov-
tors of the likelihood of default in the corporate ereign bonds. This relationship prevails even after
sector. controlling for income per capita, which proxies for

Figure 2.13 Sovereign default rates on unrated debts, 1975-97
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Figure 2.14 Sovereign rating stability, Figure 2.15 Credit ratings and spread volatility
1975-98
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other sources of volatility such as changes in the
terms of trade and commodity dependence. Omit-
ting the four countries currently in deep crisis (Pak-
istan, Romania, Russia, and Ukraine), which are clients for fear of losing business. On the other
also outliers in the sample, does not affect the re- hand, agencies have a strong incentive to maintain
sults and indeed improves the significance of the their reputations, as compromising standards
regression. However, it is not clear whether this re- would lead lenders to reduce the use of their rat-
lationship is due to the independent influence of ings and thus ultimately reduce demand for ratings
credit ratings, in part because it is unclear whether by borrowers. In support of this view, a Federal
credit ratings add information that is not already Reserve study found that "over the years, the dis-
known to the markets. The relationship between cipline provided by reputational considerations ap-
credit ratings and spreads may simply reflect pears to have been effective"(Cantor and Packer
greater volatility of spreads for less creditworthy 1994). Nevertheless, current fee arrangements do
borrowers. Ratings may have an independent influ- increase the incentive for each rating agency to
ence on spreads if investors tend to herd on the avoid downgrades if other agencies are not taking
basis of ratings announcements (OECD 1998). similar actions. Also, the incentive for agencies to
Cantor and Packer (1996) present evidence that engage in herd behavior is increased by the fact
positive ratings announcements tend to be followed that following other agencies' leads reduces the cost
by declines in bond yields, although they find no of analysis, which is a large part of the agencies'
statistically significant relationship for negative rat- cost base.
ings announcements.

Concerns have been raised about whether The use of credit ratings to determine
credit rating agencies are truly independent: their capital requirements
reliance on fees from borrowers seeking ratings Several issues thus should be considered before re-
could make agencies reluctant to downgrade lying on credit-rating agencies to determine capital
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requirements for bank loans to emerging markets. 6. Short-term determinants of FDI are discussed in de-
Credit ratings are based largely on publicly avail- tail in World Bank 1999b. World Bank 1999a provides fur-
able information, which is presumably already ther discussions of corporate restructuring in East Asia.7. World Bank 1999a provides a theoretical discussion
captured in secondary market spreads. Credit rat- anal case studies of the benefits of FDI to the host country.
ings are lagging indicators, so that their use could 8. Policy performance is measured by an index devel-
amplify boom-bust cycles in lending to emerging oped at the World Bank. Each year, World Bank country
markets and lead to herd behavior on the part of economists rate, on a scale of 0 to 5, the countries they deal
lenders.19 Indeed, the removal of the present regu- with for the quality of economic policies. Each country's

overall rating is a weighted average of ratings for individual
categories (macroeconomic policy, legal and regulatory

ance companies and pension funds limit their in- framework, effectiveness of social programs, and so on).
vestments to investment-grade borrowers might 9. Other sources report a similar decline in developing
help smooth the boom-bust cycle in emerging mar- colntries' combined current account deficit, although the
ket assets and stabilize investors' returns. levels are not strictly comparable with the estimates in this

In addition, ratings cover a very small fraction report because of differences in country classification.
10. See World Bank 1999b for a discussion of the data

of the borrowers currently in the market: not even issues. Capital outflows are not directly reported, but rather
the sovereign ratings are complete, and the cover- are calculated as a residual in the balance of payments.
age of private borrowers is much more limited. Hence the measured level of capital outflows also includes
Implementation of the BIS proposal could either various discrepancies and unreported transactions.

lead to a curtailment of capital flows to nonrated 11. In nominal terms, these translate into forecast netlead to a curtailment of capital flows to nonrated long-term flows of $285 billion and $324 billion in 2000
borrowers or require these borrowers to incur sub- and 2001 respectively, compared with $221 billion in 1999.
stantial costs to obtain ratings. Forecasts from other sources also anticipate a modest recov-

ery of net capital flows. These forecasts for net capital flows
are consistent with the projections of gross flows presented
in chapter 1.

12. The effects of persistency are also supported in vir-
Notes tually all financial markets (Cochrane 1999).

1. Other comparator reports (Institute of International 13. New trade and investment theories (Helpman
Finance 1999; J.P. Morgan 1999; IMF 1999) use different 1984; Helpman and Krugman 1985; Grossman and Help-
definitions of flows and country classifications and thus re- man 1989; Grossman and Helpman 1991) based on differ-
port different levels of flows. However, all sources show entiated goods, imperfect competition, and falling barriers
a substantial decline in private flows from 1997 to 1999, to cross-border production suggest that FDI and exports
ranging from $84 billion to $170 billion, compared with the could be complements, and hence will rise together over
$68 billion reported in table 2.1. The compositional shifts time (Markusen 1983).
are also in the same direction, suggesting a sharp decline in 14. Other potentially significant explanations for FDI
flows from international capital markets, with FDI flows are not discussed here. For example, official flows are ex-
relatively unchanged. pected to act as a catalyst for private capital flows in devel-

2. Hedge funds are collective investment vehicles, often oping countries with increasingly sound macroeconomic
organized as private partnerships with offshore residency policies (World Bank 1997). They have had a positive im-
for tax and regulatory purposes. Their legal status places pact on FDI in Central and Eastern Europe during the 1992-
few restrictions on their portfolios and transactions, leaving 96 period (Claessens, Oks, and Polastri 1998).
their managers free to use short sales, derivative securities, 15. Several of the issues discussed in this section are
and leverage to raise returns and cushion risk (IMF 1998). also reviewed in the IMF's International Capital Markets
Macro hedge funds take positions on changes in global eco- 1999 (IMF 1999). This section draws on that study as well
nomic conditions and relative value hedge funds focus on as other sources.
arbitrage opportunities between securities. 16. The rating agencies assign probabilities to risk fac-

3. Spread refers to the EMBI+ index of J.P. Morgan. tors for some dynamic emerging market countries. But they
One basis point equals one-hundredth of a percentage point. do not conduct rigorous scenario analysis and stress testing,

4. Average spreads refer to benchmark international and they rarely assign probabilities to specific risk factors and
bonds of 20 major emerging markets. Spreads for Pakistan, scenarios when assigning and monitoring ratings (IMF 1999).
Romania, Russia, and Ukraine have not been included in 17. However, there were defaults on rated foreign cur-
the sample because their extremely high levels distort the rency debt in Russia and Ecuador in 1999. To date, Indone-
overall average. sia, Pakistan, and Russia have defaulted on their unrated

5. In addition to reduced prices of imported materials, foreign currency debt.
real manufacturing wages and property prices and rents fell 18. The data do not include defaults by sovereigns on
significantly, as discussed in World Bank 1999a and World loans from other governments and their agencies. Sovereign
Bank country reports. loans in arrears from multilateral institutions (such as the
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Trends in
Official Finance

T HE PAST YEAR WITNESSED A SMALL UPTURN to ensure that aid money is well-spent, to
in aid flows from donors to developing coun- allocate aid toward more effective poverty-
tries. Another positive development was the reduction programs, and to shift donor prac-

agreement on an enhanced Heavily Indebted Poor tices toward a capacity-building partnership
Countries (HIPC) Debt Initiative to provide debt re- with recipient countries. Some evidence of
lief for some of the world's most impoverished greater effectiveness of aid within a new cli-
countries. At the same time, however, official non- mate for aid flows is beginning to emerge.
concessional lending fell as the need for special fi- * An enhanced HIPC framework was endorsed
nancing packages for countries in financial crisis de- by the international community during the an-
clined and as such financing itself came under much nual meeting of the World Bank and the Inter-
greater scrutiny. This chapter reviews the principal national Monetary Fund in September 1999.
trends and developments in these three areas in the The enhanced program lowers the qualifying
past year, and discusses some related policy and ana- criteria for debt relief and speeds the delivery
lytical questions. The main messages of the chapter process, while also bringing poverty reduction
are the following: to the center of the exercise. The program is

likely to provide significant gains in external
* A small increase in aid flows to developing financing for a number of very poor countries

countries from donors, as measured by net of- (about 36 countries are eligible, mostly in Sub-
ficial development assistance from countries Saharan Africa). It is expected that HIPC debt
that are members of the Development Assis- relief, together with traditional debt relief
tance Committee (DAC) of the Organisation mechanisms, could cut in half the outstanding
for Economic Co-operation and Development debt and significantly reduce the annual debt
(OECD), was evident in 1998. But this in- servicing costs. There is also now an explicit
crease reflected temporary factors and did not link between debt relief and a comprehensive
signal a reversal of the trend decline in aid program of poverty reduction in recipient
flows during the 1990s.1 countries. By early 2000, packages amounting

* Aid flows have declined over the years for a to $7 billion in debt service relief ($3.4 billion
number of reasons, but principally because in net present value terms), had been agreed
donors have reordered their budget priorities, to for seven countries-Bolivia, Burkina Faso,
and because the effectiveness of such aid has C6te d'Ivoire, Guyana, Mali, Mozambique,
been widely questioned. More effective use of and Uganda. By end 2000, an additional 15
development assistance is imperative to meet countries are expected to reach a decision
the challenges of growing numbers of the point under the enhanced framework-
world's poor, sharply rising humanitarian and Cameroon, Chad, Ethiopia, Guinea, Guinea-
emergency needs, and an accelerated provi- Bissau, Honduras, Laos, Malawi, Mauritania,
sion of global public goods. A new partner- Nicaragua, Niger, Rwanda, Sierra Leone, Tan-
ship between donors and recipients is needed zania, and Zambia. Greater country "owner-
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ship" of programs, wider consultation with multilateral institutions fell steadily from 0.33 per-
civil society, and closer monitoring of the cent of their combined GNP to a record low of
poverty reduction programs associated with 0.22 percent. Data from the OECD3 show a tem-
HIPC debt relief should achieve better results porary reversal of this trend in 1998 when aid
than under past debt-relief programs. flows rose by $3.6 billion (8.9 percent in real

* Official nonconcessional lending has fallen as terms) to $51.9 billion. This represented 0.24 per-
the need for immediate, crisis-related funding cent of DAC members combined GNP (table 3.1).
in developing countries abated in 1999. Ques- The 1998 data seem to mark a temporary end
tions have been raised about the role and effec- to a five-year fall in ODA (usually explained in
tiveness of official debt flows during times of terms of "donor fatigue"). Fourteen of the 21 DAC
global financial crisis. These questions came to member countries reported a rise in ODA in real
the fore with the recent crises in countries as terms in 1998; the most significant increases came
disparate as Ecuador, Pakistan, and Russia. from Italy, Japan, and the United States. Neverthe-
The trend is clearly toward efforts to reduce less, much of this increase is expected to be transi-
the role of large official bailouts of countries in tory, due in part to the timing of contributions to
crisis, and thus to reduce the moral hazard multilateral agencies and to other factors such as
they create for both borrowers and private the Asian crisis. Japan reported a $1.2 billion rise
creditors. As a related matter, the private sec- in net aid flows, reflecting a surge of loans to coun-
tor is being asked to share in the costs of future tries affected by the Asian crisis. The United States
bailouts. The effects are likely to be positive in likewise increased its aid budget by $1.9 billion, re-
the longer run: putting more of the burden of flecting increased deposits of promissory notes
risk management back on the shoulders of with multilateral development banks and rises in
borrowers and private lenders should reduce food and emergency aid, especially to Africa. Italy
the incidence of such crises in the future. In the reported a recovery of its aid outflows to $2.4 bil-
near term, however, it is likely to raise the cost lion, partly reflecting increased flows to multilat-
of new borrowings or reduce access to new eral agencies. Some part of the rise in ODA, on the
private capital flows for developing countries, other hand, reflects the commitment by some coun-
or both, especially for countries with poorer tries to increase their aid flows. The firmest com-
credit ratings. mitment seems to be that of the United Kingdom,

which has pledged to raise its aid budget by 25 per-
cent by 2001; its aid in 1998 rose by 7.8 percent in

Recent trends and issues in aid flows real terms. It remains to be seen, however, whetherA id flows as measured by official development this year's increase in development assistance will
assistance (ODA) from donors rose in 1998. be maintained, since several other countries are still

Between 1992 and 1997, total ODA from DAC in the process of tightening their budgets. Canada,
member countries2 to developing countries and France, and Germany, for example, reported a de-

Table 3.1 Net official development assistance (ODA) flows from DAC countries, 1990-98
(billions of U.S. dollars, except where stated otherwise)

Percent of
United United combined

Year | rance$: Germany Japan Kingdom States Others Total GNP

1990 7.2 6.3 9.1 2.6 11.4 16.4 53.0 0.33
1991 7.4 6.9 to.0 3.2 11.3 17.0 56.7 0.33
1992 8.3 7.6 11.2 3.2 11.7 18.9 60.9 0.33
1993 7.9 7.0 11.3 2.9 10.1 17.3 56.5 0.31
1994 8.5 6.8 13.2 3.2 9.9 17.5 59.2 0.30
1995 8.4 7.5 14.5 3.2 7.4 17.9 58.9 0.27
1996 7.4 7.5 9.4 3.2 9.1 18.5 55,1 0.25
1997 6.3 5.9 9.4 3.4 6.9 16.3 48.3 0.22
1998 j 5.7 5.6 10.6 3.9 8.8 17.3 51.9 0.24

Source: OECD Development Assistance Committee (DAC) 1999.
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cline in aid outflows in real terms of 11.4 percent, cent (figure 3.1). Only two other countries can
6.2 percent, and 4.1 percent, respectively. The re- claim aid efforts above the unweighted average:
duction inn Canada's aid was due to the prepayment Luxembourg with 0.61 percent and France with
in 1997 of some scheduled 1998 contributions to 0.41 percent. The remaining 14 donors made allo-
multilateral agencies. cations to aid ranging from 0.35 percent of GNP

The United Nations (UN) has advocated that (Belgium) down to 0.10 percent (United States).
donor countries set a target level of aid equal to Aid flows received by poor countries, as mea-
0.7 percent of GNP. The actual unweighted average sured by their receipts of concessional finance, in-
country effort in 1998 was 0.40 percent, and the creased in 1999 (see table 3.2). Thus,-net conces-
weighted average effort of DAC member countries sional finance totaled $39.4 billion in 1999, an
was 0.24 percent. In 1998 only the Netherlands increase of $2 billion over the $37.3 billion in 1998,
and the Nordic countries reached or surpassed the but some $7 billion below the 1994 level.
UN target: Denmark contributed 0.99 percent of The regional allocation of concessional flows
its GNP in that year, Norway 0.91 percent; the in 1999 (table 3.3) shows rising flows (in absolute
Netherlands 0.80 percent, and Sweden 0.71 per- terms) to East Asia, the Middle East and North

Figure 3.1a Net official development assistance flows from DAC countries
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Table 3.2 Concessional net flows to developing countries, by type, 1988-99
(billions of U.S. dollars)

Type of flow 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999.

Concessional finance 34.0 34.3 43.8 50.8 44.0 41.6 46.2 45.2 39.4 33.6 37.3 39.4
Grants (excl. technical

cooperation) 18.2 19.2 28.2 35.1 30.5 28.4 32.7 32.7 28.0 26.0 27.1 26.4
Loans 15.8 15.1 15.6 15.7 13.5 13.2 13.5 12.5 11.4 7.6 10.2 13.0

Bilateral concessional 10.4 10.0 9.6 9.3 7.0 6.7 5.7 5.3 3.2 0.2 3.3 5.7

Multilateral concessional 5.4 5.0 6.0 6.4 6.5 6.5 7.8 7.2 8.2 7.4 6.9 7.3
Memo item
Technical cooperation grants 12.2 12.1 14.2 15.5 17.6 18.2 16.8 20.1 18.5 15.5 16.1 15.9

a. Estimated.
Source: World Bank Debtor Reporting System and staff estimates.

Africa, and Latin America, and falling flows to ing better poverty reduction programs through the
Europe and Central Asia, South Asia, and Sub- HIPC Initiative (see discussion below).
Saharan Africa. The regional rises were driven by
an upturn in flows from bilateral institutions to
East Asia, by increased emergency aid to Latin
America (after floods struck Central America), Challenges facing development
and by support of the peace process in the Middle assistance
East. In Europe and Central Asia, emergency assis- espite some of the positive recent trends
tance to the Balkans was offset by a continued DLJnoted above, the future of development assis-
shift to market-based financing in those countries tance today faces profound challenges from five
that are not members of the Commonwealth of In- principal, interconnected sources:
dependent States (CIS). Still, virtually every region
has experienced a long-term trend decline in con- (a) Aid is declining for several reasons: the end of
cessional aid flows relative to its GNP since 1990, the Cold War has diminished the strategic im-
and this is especially notable in the case of Sub- portance of aid, public opinion in donor
Saharan Africa. Past poor performance of aid to countries has become more skeptical about
Africa has partly resulted in reduced longer-term the effectiveness of aid, and governments in
aid flows and aid allocations to countries in that these countries are increasingly preoccupied
region. A reallocation of aid in favor of countries with domestic issues and striving to tighten
with better policy performance, accompanied by a their general budgets.
large cutback to others, is indeed apparent (box (b) Even as the volume of aid has declined, the
3.1). Another positive development in 1998-99 number of aid agencies has increased, from
was renewed attention and effort at raising re- about 7 in 1960 to some 50 in the 1990s, as
source flows to those very poor countries in Sub- has the role of international nongovernmental
Saharan Africa and elsewhere that are implement- organizations. This expansion in the number

Table 3.3 Regional allocation of concessional flows, 1990-99

Percentage of total concessional flows Percentage of regional GNP

Region 1990 1997 1998 1999 1990 1997 1998 1999

East Asia 17.0 14.2 18.4 20.5 0.8 0.2 0.4 0.3
Latin America and the Caribbean j 10.2 9.4 9.4 9.8 0.4 0.2 0.2 0.2
Middle East and North Africa 1 19.9 13.5 11.11 12.3 2.0 0.8 0.7 0.8
South Asia } 12.2 8.1 12.6 12.1 1.3 0.5 0.8 0.8
Sub-Saharan Africa 37.2 37.5 33.0 31.2 5.8 3.8 3.9 4.2
Europe and Central Asia 3.5 17.3 15.5 14.1 0.1 0.5 0.6 0.6
All developing countries 100.0 100.0 100.0 100.0 1.0 0.5 0.6 0.6

Source: World Bank Debtor Reporting System and staff estimates.
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Box 3.1 Reduced aid flows but more
efficient allocaton
M any studies, including several by the World Bank, haveM concluded that aid in the past was often allocated to Responsiveness of ODA allocation to gSzO eo akj y

countries with poor policy performance, and that this pat- policy, 1990 and 1997-98
tern of allocation contributed to the ineffective use of such .cl
aid. Some recent research, however, points to more encour- Percentage
aging conclusions, even as aid flows have been falling (Dol- 70

lar 2000). One finding is that the impact of both total ODA o0
and International Development Assistance (IDA) aid flows 50
on poverty reduction increased significantly over the 1990s 40

because funds were being allocated to countries with better
policies. A second finding was that much of the improved 30
allocation of aid between 1990 and 1998 came about 20
through sharp cuts in aid to countries with poor policies. 10

Following a wave of recent reforms, a growing num- o
ber of low-income countries now have reasonably good 1990 1997-98
policies in place: examples are Ghana, India, Uganda, and S

Vietnam. Recent research finds that the 1990s saw a sig- Source: Dollar 2000.
nificant shift in the allocation of aid in favor of countries 
with "good" policies: whereas the statistical relationship
between aid and policy was small and insignificant in
1990, it was strong and positive in 1997-98. The shift is Republic of the Congo) experienced cuts of at least 50 per-
summarized by the figure below, which shows that the re- cent in their aid per capita. On the other hand, countries
sponsiveness of aid to better country policies-measured such as Bolivia, Ghana, and Uganda saw only modest
in terms of the increase in marginal dollar of aid allocated changes in aid per capita. As a result, by 1997-98 the
to countries with better policies (corresponding to a 1 per- overall allocation of aid favored the good policy countries,
centage point change in a overall measure of country pol- whereas it did not in 1990. For IDA aid, the allocation in
icy that incorporates 20 sub-indicators)-increased from favor of good policy countries was even stronger than in
9 percent in 1990 to 64 percent in 1997-98. The shift was 1990.
even greater for IDA flows. The implication is that more people were being lifted

Much of the improved allocation of aid between 1990 out of poverty under the 1997-98 allocation of ODA than
and 1997-98 resulted from sharp cuts in aid to countries under the 1990 allocation. But there remains scope for fur-
with poor policies compared to modest cuts in aid to ther improvements, this time not through cuts in aid but
countries with good policies. In the former, net ODA allo- by increasing the number of countries with better perfor-
cation fell from an average of $44 per capita in 1990 to mance. Such improvements are needed to meet the interna-
$17 in 1997-98, whereas in the latter it fell only from tional development goal of reducing world poverty by 50
$39 per capita to $28. Several countries, including Kenya, percent over the next 15 years, especially in Sub-Saharan
Nigeria, Pakistan, Togo, and Zaire (now the Democratic Africa (Collier and Dollar 1999).

of players has come in response to increased of aid by donors remains distorted, as do re-
public accountability and delivery needs, but wards for better policies in recipient countries.
it has also often resulted in administrative (d) Many of the poorest countries in the world
overload and in a proliferation of projects and have become highly dependent on aid, which
donor issues in recipient countries. now accounts for very large shares of their

(c) Aid flows need to be redirected to those coun- government budgets and GNP. These coun-
tries and purposes where it can have the great- tries cannot be quickly weaned from aid with-
est impact on poverty and human welfare,4 and out forcing them into economic distress.
greater attention needs to be paid to issues such (e) Even as aid flows are falling, humanitarian
as good governance. Yet the current allocation needs are growing and becoming more complex.
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__ tic unemployment and the social safety net. Third,

Box 3.2 W hy were donors less public opinion is increasingly skeptical about the
effectiveness of aid.' The public debate about aid

generous in the 1990s? is shaped by domestic conditions in donor coun-
I tries, and aid budgets are often more a reflection

A study of trends between 1970 to 1996 in aid budgets in of these internal conditions than a response to the
ts five major donor countries-France, Germany, Japan, the needs of developing countries. Fourth, the end of
United Kingdom, and the United States-examined such fac- the Cold War has brought about a decline in cer-
tors internal to donor countries as fiscal balances, economic r cg
growth, current account balances, interest rates, and exchange peinou bered aid flows. Meanwil the si-
rates (Dasgupta and Pezzini 1999). To reflect external struc- mteous sure in flows to dv-
tural factors shaping the aid environment, private capital
flows and aggregate growth, as were variables reflecting the oping countries may have reduced the perceived
end of the Cold War and income growth per capita in Sub- need for development assistance, even though few
Saharan Africa, to proxy for perceived effectiveness of aid. of the world's poorest countries have benefited
(For Japan, growth in Asia alone was included instead of ag- from these flows (box 3.2).
gregate developing-country growth.) For each donor, different Rising public accountability for aid flows and
factors turned out to be significant. Some general conclusions the role of NGOs. Two other fundamental changes
are possible but must be made with caution because of data over the past several decades have been rising pub-
and methodological issues: lic accountability and an increasing role of non-

government organizations (NGOs) in aid projects.
* Budget deficits, shrinking budgets, or both were generally The pace of both of these changes accelerated in

strongly associated with falling aid flows in France and the 1990s. Donors and aid agencies are now work-

. ., . ing more closely both with local organizations in
* The end of the Cold War (for Germany and the United i m 

Kingdom) and a surge in private capital flows (for France, the recipient countries and with international
Japan, and the United States) also appear to have played NGOs. The greater participation of civil society
an important role in reducing aid budgets. brings many advantages, in recipient and donor

* There is also evidence of some countercyclicality in aid countries alike. It promotes the perception, at least,
budgets, with respect to the growth cycle of Asian that aid projects are being based on a more accu-
economies in the case of Japan and with respect to do- rate assessment of need. It increases pressure on
mestic growth in the United Kingdom. governments to be more accountable. It helps ease

* Fluctuations in real interest rates were positvel associ- their human and financial resource constraints.
ated with the size of aid budgets in France and Germany. And it builds recipient communities' capacity to pre-
Given the general trend toward lower interest rates in the
1990s, this may have reflected a reduced need for aid pare for and cope with emergencies.
flows to refinance developing countries' budgets in order NGOs differ in size, field of interest, and effec-
to allow them to service their external debt. tiveness. In 1995 a UN commission on global gov-

I ernance found some 28,900 active international
NGOs, up from only 1,600 in 1980. More official
aid is being channeled through these NGOs, and a
falling share comes from personal contributions
and donations. Whereas official sources accounted

There is also growing demand for global public for less than 10 percent of NGO budgets in 1980,
goods to address the spread of diseases and dete- by 1990 that figure had risen to 35 percent, their
rioration in the quality of the environment. share apparently stabilizing or slightly declining

from then until 1997, according to OECD data. In
Declining development assistance in the some countries NGOs may provide or implement

1990s. Several factors account for the shrinking of more than a fifth of total aid flows, compared with
aid budgets. First, there has been a general tighten- less than 1 percent 20 years ago.6
ing of government budgets in donor countries The greater involvement of civil society and
since the early 1990s. Second, past recessions in greater public scrutiny in development cooperation
many of these countries have shifted the attention are changing the rules of the game in a way that
of public opinion inward to such issues as domes- will ultimately be beneficial. NGOs have suc-
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ceeded in bringing to public awareness and public Dealing with aid dependency: the case of Sub-
judgment several development projects that proved Saharan Africa. Foreign aid can become an impor-
to be inefficiently designed or implemented. The tant source of revenue for recipient governments,
shift toward a greater proportion of funding being which may then come to rely on it indefinitely.
supplied by NGOs has also changed the relation- Often such aid cannot be cut drastically without
ship between them and governments, and between forcing the country into economic distress. For
aid organizations generally and the media. Partly instance, in 7 of the 13 most aid-dependent coun-
as a result, NGOs are now becoming more directly tries,'1 aid in 1992 averaged 90 percent of gov-
involved in broader aid effectiveness issues. But ernment revenue. During 1995-96 aid was equiv-
greater NGO involvement also raises problems, alent to more than a fifth of GNP in Eritrea,
such as an increasing and more complicated role of Tanzania, and Zambia (International Federation
special interests, limited accountability on the part of Red Cross and Red Crescent Societies 1999,
of some NGOs themselves, and in some cases, p. 103). Sub-Saharan Africa has the highest aid de-
weaknesses in technical capacity and an overbur- pendency (as measured by the ratio of aid to GNP)
dening of government capacity to coordinate aid among a sample of mainly low-income countries
projects. In some Sub-Saharan African countries, in different regions (table 3.4) and receives three
for example, a single development project may times more foreign aid per capita than other devel-
sometimes involve 30 to 40 different donor aid oping regions.
agencies and some 75 to 125 NGOs. It is sometimes argued that cutting aid may

The distorting influence of strategic and com- not impose as great a burden as these numbers in-
mercial interests. The end of the Cold War has di- dicate, given the fungibility of aid and the fact that
minished but not eliminated the importance of public spending in recipient countries is often un-
strategic and commercial interests that often domi- productive. A dollar in net aid flows for a particu-
nated aid allocation decisions of donors in the lar project in a desirable sector may, in this view,
past.7 Distortions caused by these influences per- simply allow a dollar of unproductive government
sist, and a number of studies point to the contin- spending somewhere else or may replace efficient
ued use of foreign aid as an instrument of foreign domestic tax revenues. But a recent study shows
or commercial policy.8 For example, Schraeder, that there are limits to fungibility. Devarajan, Raj-
Hook, and Taylor (1998) studied aid allocation to kumar, and Swaroop (1999) find little evidence
Sub-Saharan Africa by major donors between that more aid leads to more tax relief in Africa.
1989 and the mid-1990s and found that humani- They also find that an additional dollar of aid
tarian need does not appear to be a significant mo- leads to an increase in government expenditure of
tive; commercial ties are often more important. A 90 cents, divided equally between current and cap-
parallel effect is that aid recipients have less incen- ital spending, and that a notable portion of that
tive to pursue better policies. Aid allocation deci- expenditure goes toward repaying the principal on
sions by donors, for example, have not only tended past loans. Aid to Africa is thus only partially fun-
not to reward better country policies, but paradox- gible: "Governments do not spend all sectoral aid
ically, to reward worse performance.9 Collier and in that sector, nor do they treat such aid as merely
Dollar (1999), for example, find that, after con- budgetary support""2 (Devarajan, Rajkumar, and
trolling for poverty levels, aid is lower in countries Swaroop 1999). Cutting aid drastically in such cir-
with better policies and that "aid is tapered out cumstances could have significant negative reper-
with reform when it should be tapered in with re- cussions and raise debt burdens. In this context, a
form." Aid allocation decisions also need to deal targeted debt-relief program like those under the
better with needs in countries that face greater HIPC Initiative may be a better way to reduce
vulnerability to economic shocks. Guillamont and longer-term aid dependency in these countries, by
Chauvet (1999) suggest, for example, that aid redirecting debt relief toward programs of poverty
should constitute not only a reward for good poli- alleviation in countries that are improving their
cies but also a form of insurance against large neg- polices (the HIPC Initiative is discussed further
ative shocks such as terms-of-trade shocks and cli- below).
matic shocks. The IDA has an important role to Rising humanitarian needs. Developing coun-
play in this regard (box 3.3).1O tries are becoming increasingly vulnerable to nat-
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Box 3.3 IDA's role in counteracting economic shocks
hi poor countries
IDA is an important vehicle for transferring aid flows to ular circumstances appear to elicit significant IDA lending:
I poor countries through World Bank's operations. IDA an- the need for countercyclical lending in response to changes
nual commitments are driven primarily by the availability in primary commodity prices, and (in Sub-Saharan Africa)
of resources within multiyear commitments of donors. Its the need for countercyclical lending in response to unex-
efforts are targeted to the needs for external financing in pected growth collapses (see figure). This suggests that ex-
the poorest countries of the world that have been deter- ternal vulnerability and stabilization goals are important
mined to use such aid well. Within these settings, IDA detminants, in practice, of IDA aid-flow decisions to the
lending also appears to respond positively to vulnerability poorest countries in the world, which are often prone to
to external economic shocks in poor countries. Two part c- external shocks.

IDA commitments as couritercyclical to collapses in girodwh In Sul: iSaharan Africa, 197l--99
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ural disasters simply because more of the develop- every year in the past decade. The 1999 World
ing world's population now lives in economically Disasters Report13 (International Federation of
and environmentally marginal areas. UN estimates Red Cross and Red Crescent Societies 1999) finds
suggest that natural disasters have killed around that the number of natural catastrophes world-
128,000 people and affected another 136 million wide has tripled in the past decade, and developing
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Table 3.4 Ratio of aid to GNP, 1976-95, in a sample
of mainly low-income countries Figure 3.2 Total humanitarian assistance
Region' 1976-80 1991-95 from OECD countries

Asia and Pacific 8.6 7.4 Billions of US. dollars
Middle East and North Africa 12.4 4.5 4
Sub-Saharan Africa 9.4 21.2 35
Latin America and the Caribbean 3.6 10.5 3.5 3.s

a. Asia and Pacific includes Bangladesh, Nepal, Pakistan, Papua 32
New Guinea, and Sri Lanka; Middle East and North Africa covers 2.7
the Arab Republic of Egypt, Jordan, Lebanon, Morocco, Oman, the 2.5 -
Syrian Arab Republic, Tunisia, and the Republic of Yemen; Sub- 2.1
Saharan Africa embraces 34 African countries; Latin America and 2 -
the Caribbean includes Bolivia, Costa Rica, Dominican Republic, El
Salvador, Guatemala, Haiti, Honduras, Jamaica, and Nicaragua. 1.5 - _
Data are simple averages of the countries in the regional sample.
Source: Tsikata 1998. 1 -

countries may be suffering the greatest costs: 96 o --- I

per cent of all deaths from natural disasters occur 1994 1995 1996 1997

in the developing world. Some poorer countries Source: International Federation of Red Cross and Red
are becoming chronically vulnerable: disaster- Crescent Societies World Disasters Report 1998;
prone areas often share a combination of low in- Organisation for Economic Co-operation and Development.

comes, low agricultural productivity, inadequate
infrastructure, and governments that lack the re-
sources to invest in disaster prevention measures
or provide basic social safety nets. The UN esti- of world hunger. As of May 1999, a total of 39
mates that by 2025 eighty percent of the world's emergency operations of the World Food Pro-
population will live in developing countries, over gramme were facing shortfalls of greater than 60
half of which will be "highly vulnerable" to floods percent, and 20 operations were facing a 100 per-
and storms (the most frequent cause of natural dis- cent shortfall.
asters, accounting for about 40 percent of the The other major and growing humanitarian
total). Civil strife and wars also tend to be more need is for assistance to refugees. One in every 265
common in poorer countries. persons worldwide-more than 22 million peo-

At a time when more emergency aid is needed, ple-are refugees, having fled or been forced out
funding is becoming tighter: overall spending on of their home countries by war or civil conflict.
such aid has been falling since 1994, mirroring the Women and children make up the majority in
fall in overall development aid (figure 3.2). The refugee camps: in 1993, for example, some 80 per-
seven largest donors of humanitarian aid,'4 which cent of the refugees who crossed from Burundi into
account for three-quarters of total assistance, have Rwanda were women, children, and elderly people,
all seen a sharp fall in their assistance in recent according to data from the United Nations Devel-
years (International Federation of Red Cross and opment Programme (UNDP). The UNDP also re-
Red Crescent Societies 1999, p. 104 and 109).'5 ports that about 135 million people worldwide are
Emergency assistance fell from 8.4 percent of DAC in danger of becoming environmental refugees.17

donors' bilateral ODA in 1994 to 6.7 percent in Humanitarian assistance also suffers from
1997-a smaller slice of a shrinking pie.'6 problems of ineffectiveness. It is less costly to pre-

Food aid is the most common form of human- vent and prepare for a disaster than to respond to
itarian aid. Shortfalls of relief food aid have in- one that has already occurred, but government
creased by 300,000 tons since the beginning of budgets in poor countries are often too tight to fi-
1999, however, as new emergency needs continue nance serious disaster prevention. On the donor
to outpace contributions (figure 3.3). The war in side, emergency relief may often involve the un-
the Balkans, severe food shortages in the Demo- loading of surplus products and an excessive pre-
cratic People's Republic of Korea, and continuing occupation with short-term crises: disasters with
crises in Africa have combined to drive up the level high immediate death tolls (such as major earth-
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civil society. Structured debt relief, as in the HIPC

Figure 3.3 Food aid needs versus Initiative, is an important part of the longer-term
shorffalls, 1999 solution to the debt trap in many low-income coun-

Millions of US. dollars tries, to wean them away from aid dependency.

700 These solutions cannot be sought one country
or one donor at a time. Instead, a renewed global

600 partnership to harmonize programs, policies, and

500 * * * Shorfalls practices of donors and recipients alike (under the
U Contributions aegis of the DAC or another similar forum) may be

400 required. Several proposals for reform are on the

300 table. They range from a focus on a "common
pools" approach (Kanbur and Sandler 1999),18 to

200 targeting aid by poverty and country performance

100 (Collier and Dollar 1999),19 to building implemen-
tation capacity in recipient countries, especially in

0 | Africa (Lancaster 1999). The enhanced HIPC
arrangements for debt relief in the poorest coun-

o3/ S,Sv dF §K- weN dtries are also encouraging a new approach to en-

. ,§> S6,0o hanced donor coordination and country policy
improvements. None of these approaches are, of

Source: World Food Programme. course, mutually exclusive, and some of the ele-

ments may need to be combined in different de-
grees, taking into account differing country circum-
stances and global priorities for poverty reduction.

quakes) often obtain a quicker humanitarian reac-
tion than silent, ongoing calamities, such as
droughts. The attention of the media often influ-
ences the generosity of aid allocation as well. For Recent developments in the Heavily
example, in August 1999, the United Nations Indebted Poor Countries (HIPC) Debt
High Commissioner for Refugees appealed to Initiative
donor countries for $164 million to provide assis- The Heavily Indebted Poor Countries (HIPC)
tance to 6.5 million refugees of war and displaced l Debt Initiative is an agreement by the interna-
people in Africa; the response amounted to $82 tional community designed to help poor countries
million. At the same time, an appeal to assist 3.4 with good policies escape from unsustainable debt
million refugees in Bosnia and other countries of by providing comprehensive debt relief. Unsus-

the former Yugoslavia (including the province of tainable debt (conventionally identified when a
Kosovo) collected $350 million. country's ratio of debt service to exports exceeds

Meeting the challenges. Analysis of the five 25 percent) has increasingly been recognized as a

main challenges to development assistance under- constraint on the ability of poor countries to pur-
scores the fact that more effective utilization of sue sustainable development. In response, in fall
these limited and falling resources is vital. More ef- 1996, the World Bank and the International Mon-
fective utilization would both free up resources for etary Fund (IMF) launched the HIPC program, en-
other needs-for humanitarian needs and the pro- dorsed by some 180 governments. In 1999 an en-
vision of global public goods-while helping to halt hanced HIPC program was adopted to provide
and reverse the decline in aid flows by favorably in- debt relief that is "broader, deeper, and faster." A
fluencing public opinion in donor countries. Better number of changes from the original framework
utilization, in turn, will require reducing distortions were endorsed. As a result, the pace of implemen-

in the ways that donors allocate and coordinate tation of HIPC debt relief has improved, more re-
their aid, as well as policy improvements in recipi- lief is being granted, and the link between debt re-
ent countries-including greater public account- lief and sustainable poverty reduction programs in

ability and a more effective role and contribution of recipient countries is potentially stronger.
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Box 3.4 New challenges in internationalp
and development cooperation
Financial contagion, commodity price volatility, the partnerships, involving national:'g -

spread of disease across borders, and many environmen- tional organizations, civil .societya t r .tx
tal and security concerns have one aspect in common: they Networks among these playes inc easiIi;; de ^
represent development challenges that cannot be efficiently velopment cooperation and outcomes, dng t'
addressed solely at the national level. For example, key de- ture, magnitude, and direction of aid' .
terminants of health status cross national borders in part The World Bank grouplhas been asoi w;
because more people do-over 1 million people travel eral such initiatives Involving ac6 tion dft#di
across borders each day. International airline travel is up technical advice, and interniational c'ordn'i; n '
from 2 million passengers in 1950 to 1.4 billion a year the more successful past and currentples i .,1u' .
today, potentially enabling the rapid spread of airborne and Consultative Group on International Ag.iulri 'e'
infectious diseases. Trade in harmful substances (tobacco, search (CGIAR) whose research has ievedaor sce S
alcohol, psychoactive drugs, and contaminated foodstuff tific advances in increasing crop yieds, i e
and feed) and unsafe or ineffective use of pharmaceuticals to make food available in develpping coutis at ;.ices
are similarly affecting health adversely. The overuse of the affordable to the poor. The eldeed oor m-
global commons in the form of depletion of the ozone layer tries (HIPC) Debt Initiative is,anot ft a j -

allows more ultraviolet radiation to reach the planet's sur- HIV/AIDS includes cooperation' iuder tNID$, a u !n ;

face. Global warming may be nurturing ecosystems that are brella program providingJiformationand' tehii,al issi'-
more hospitable to deadly diseases such as malaria. The tance on AIDS prevention, and the IJtrtional AID ;
rapid integration of developing countries through trade and Vaccine Initiative (IAM), a prograrm promotithe devel-
investment, and their rising weight in world economic ac- opment of vaccines that are affordable' to the por ob .
tivity, has greatly increased the need to include them in the Environment Facility (GIEF) is'a gran`4mdi`gfu uehani 
provision of international public goods. that facilitates new initiatives to pr,'es'eveiol_

Cooperation on transnational challenges is most vent global warming and destrucio,nf the o
needed in two interrelated types of situations: when coor- and manage internatonaters. AdteCltiye
dination and harmonization of procedures lead to greater Group to Assist the Poores .s CGAP)is ,
legitimacy, efficiency, and effectiveness than would sponta- tive that aim;s to reduceoet t 4 6W
neous, uncoordinated national initiatives, and when indi- households' access:to inanc iwe gh l
vidual countries lack sufficient incentive to act because sustainable ricrofinanee injino 
they cannot capture the full rewards of doing so. Conse- tiatives are multiactor ede 
quently, there are new implications for international coop- ment of the private sedtot lad ,t i Xn
eration-and for global governance. The most likely solu- priorities are commnicable X f 
tion lies in flexible multi-country and multi-stakeholder peace, security, and cnflkt p 4 j

The earlier HIPC framework age. During those three years, countries were re-
The principal objective of the HIPC Initiative was to quired to establish a good track record of imple-
bring the poorest, most heavily indebted countries' menting economic and social reform through pro-
debt burden to sustainable levels in exchange for grams supported by IMF and World Bank. Up to
better policies in those countries, so as to ensure three more years of proven policy implementation
that adjustment and reform efforts were not put at would bring countries to their "completion point,"
risk by continued high debt and debt service bur- when debt relief would actually be provided.
dens. Under the original HIPC Initiative, countries Much has happened in the three years since
were eligible for HIPC relief if, after full application the initiative was launched. By early 2000, debt-
of traditional debt-relief mechanisms, external debt relief packages amounting to $7 billion in debt-
remained above defined sustainable levels.2 0 Coun- service relief ($3.4 billion in net present value
tries underwent a three-year reform process before terms), had been agreed to for seven countries-
reaching a "decision point" on the sustainability of Bolivia, Burkina Faso, C6te d'Ivoire, Guyana, Mali,
their debt and, if appropriate, on a debt-relief pack- Mozambique, and Uganda. An effective coordina-
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tion mechanism between official bilateral and The enhanced HIPC framework
multilateral creditors and the HIPC governments Encouraged by the progress made under the origi-
themselves is in place. Finally, and perhaps most nal HIPC, in 1999 the international community
important, an open and transparent dialogue with reaffirmed its support and encouraged a broader,
civil society has been developed. Today, HIPCs deeper, and faster extension of debt relief. Accord-
have their own champions. A dynamic network of ingly, new enhancements were designed. The
church groups, NGOs, academics, and citizens in changes also shifted the focus of resources away
every part of the world has championed poor from delivery of basic social services to comprehen-
country debt relief onto the front pages, and gov- sive poverty reduction. Programs adopted under the
ernment leaders have responded. initiative would be "owned" by the recipient coun-

The external debt of all HIPCs combined was tries, adopted after wider consultation, and would
some $200 billion in external debt at end 1998. Al- be outcome-oriented, with measurable goals. The
though small in nominal amount compared with improved HIPC Initiative incorporates the follow-
the more than $2 trillion owed by developing coun- ing principal enhancements and simplifications:
tries overall, the debt of the HIPC countries was, on
average, more than four times their annual export * The maximum ratio of net present value of
earnings, and 120 percent of GNP. Behind these fig- debt to exports considered sustainable has
ures is a deep human dimension that cannot be ig- been lowered from 200-250 percent to a fixed
nored. HIPCs are among the poorest countries on level of 150 percent. This increases both the
earth. Of the 600 million people in HIPC countries, amount of debt relief available to each coun-
more than one-half live in absolute poverty, defined try and the number of eligible countries. The
as living on less than one dollar per day. The aver- sustainable level for the ratio of the net pres-
age person in a HIPC lives some 13 years less than ent value of debt to fiscal revenue was also low-
in developing countries overall, and 7 years less ered from 280 to 250 percent for countries
than in other low-income countries. Many more in- meeting qualifying thresholds. These qualifying
fants will die either at birth or before they reach the thresholds were lowered from 40 to 30 percent
age of five than in other developing countries, and in the case of the export-to-GDP ratio, and
far fewer will go to school. Unlike much of the rest
of the developing world, the vast majority of people
living in HIPCs have seen no improvement in their Figure 3.4 The effect of the HIPC Initiative
lives for more than two decades. on reducing the debt burden in

HIPCs had already been receiving substantial seven countries
debt relief through traditional channels such as the Billions of US. dollars Percent

Paris Club debt relief operations, forgiveness of 35 350

aid debts, and commercial bank debt buy-backs
(at discounts of about 85 percent). The HIPC Ini- 30 - Ratio of net present value - 300

* n r r s s s _ sO~~~~~~~~~~~~~~~~~~~~f debt to exports (right axis)tiative reflected a decision to undertake deeper 25 o d t e 250

cuts, in a shorter time frame, and attached to sig-
nificant policy redirection, yielding a significant 20- -- 200

reduction in debt burdens. In Bolivia debt service
after the original HIPC Initiative (and additional 15 - - 150

Japanese ODA relief) fell from 28.4 percent of ex- 10 - Net - 100

ports of goods and services in 1998 to an esti- present
mated 19.3 percent in 2001. Concomitantly, social 5 - vldebt f - 50

spending rose from 13.9 percent of GDP in 1996 0 0
to 16.1 percent of GDP in 1999, largely thanks to 1996 1998 2000

debt relief. For Uganda total assistance under the
original and enhanced framework combined will Note: The seven countries are Bolivia, Burkina Faso,

C6rte d'lvoire, Guyana, Mali, Mozambique, and
reduce the debt-service ratio to an estimated 6 per- Uganda. These are estimates based on data from 1999

cent in 2000-01 (compared to 18.7 percent before and are subject to change.

HIPC debt relief).
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from 20 to 15 percent in the case of the public Initiative still represents difficulties for some partic-
revenue-to-GDP ratio. ipants, especially the regional multilaterals. Fourth,

* The test date for debt sustainability and for and perhaps most important, the challenge of de-
the fixing of debt relief is now defined to be veloping and designing effective poverty-reduction
the latest date for which actual data are avail- programs in the participating countries will need
able at the decision point, instead of at the considerable attention by the countries themselves
projected completion point. and by their partners. Some of these issues, espe-

* To allow faster implementation, a floating cially the challenge of developing an effective
completion point process now allows debt re- poverty-reduction exercise, are discussed further
lief to be triggered by actual policy perfor- below.
mance rather than by a strict time require- Paying for the debt relief. The enhanced initia-
ment. That is, completion point is tied to the tive has more than doubled the cost of the HIPC
fulfillment of a set of reform commitments; Initiative. The total costs are now estimated at
if those commitments are met in less than $28.2 billion in 1999 net present value terms di-
three years, the country need not wait the full vided approximately equally between bilateral and
three years to receive debt relief. multilateral creditors. The increased costs of multi-

* Multilateral institutions can now provide in- lateral creditors reflect their rising share of new
terim debt relief between the decision and lending as bilateral creditors have shifted their offi-
completion points. cial development assistance to grant funding. The

World Bank's share of cost has risen to $6.3 billion
Progress with the HIPC Initiative. By early in 1999 NPV terms. The funding of such costs has

2000, 16 countries had been reviewed for eligibil- come in the case of the World Bank from special
ity, and 14 had qualified for relief.2 1 In 1998-99 transfers from its net income, and in the case of the
relief has been agreed to for seven countries: Bo- IMF, from similar transfers (and from proposed
livia, Burkina Faso, C6te d'Ivoire, Guyana, Mali, profits from a revaluation of its gold reserves). In
Mozambique, and Uganda. These countries have December, the IMF undertook the first off-market
qualified for debt relief totaling $3.4 billion in net gold sales necessary to meet its funding of the en-
present value terms (equivalent to nominal debt- hanced initiative. However, not all multilaterals
service relief of about $6.8 billion). Under the en- (some 23 such institutions) will be able to afford the
hanced framework, final decision points were cost of these debt write-downs. To support these in-
reached in February 2000 by Bolivia, Mauritania, stitutions' efforts, a HIPC Trust Fund has received
and Uganda, resulting in debt reduction packages substantial bilateral contributions and pledges to-
totaling a further $2.1 billion in net present value taling $2.1 billion from over 20 countries.
(NPV) terms. By end 2000 the aim is to have pre- The poverty-reduction program. The original
pared debt relief packages for a total of 23 coun- HIPC Initiative proposed three approaches: (a)
tries, including reassessment under the enhanced tying the program to recipients that had estab-
framework for nine retroactive cases-that is, lished a track record of implementing structural
those countries that have already reached their re- and social reforms; (b) attaching some significant
spective decision points. The total cost of these part of the financial gains to governments to make
retroactive cases could reach $7.7 billion in NPV additional resources available specifically to
terms. strengthen social programs, especially in primary

education and primary health; and (c) ensuring a
Challenges ahead high degree of participation and coordination be-
The enhanced HIPC program faces several chal- tween all actors involved-debtor governments,
lenges. First, a large number of additional countries creditors, and donors-as well as NGOs, churches,
will need to be reviewed and supporting programs and other groups.
prepared to enable adequate progress on faster and In the enhanced HIPC Initiative, some major
deeper debt relief. Second, the principle of addi- new changes have been incorporated. First, a com-
tionality of resources to be ensured in the HIPC prehensive and participatory poverty-reduction
program, as was agreed, would need the strong strategy would normally be required to be in place
support of all donors. Third, paying for the HIPC in countries before a decision point. The implication
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is that instead of tying the HIPC to social programs,
there is now an explicit link to a broader and more Figure 3.5 Social spending and debt
comprehensive poverty reduction strategy. Second, service in HIPC countries, 1993-97
this poverty strategy paper and intent, to be updated Percentage of GDP

annually, is to be owned and developed by the coun- 16

try itself, following wider consultations by govern-
ments. Third, because all countries may not be fully 14

ready with their poverty-reduction strategies, in- 12 E Seven.... ctrie
terim poverty-reduction strategies are possible. I Cs

Fourth, there is also an explicit intent to integrate 10
the HIPC debt relief with other sources of external
financing to fund the overall poverty-reduction 8

strategy. Fifth, monitorable indicators of intermedi- 6

ate and outcome indicators of poverty reduction
consistent with overall macroeconomic targets are 4

to be developed. 2

Additionality of resources for poverty allevia-
tion. An important buy-in of the HIPC program is 0

Social Debt service External
therefore on freed resources (amounting to some 2 spending paid financing

percent of GDP in the seven countries where deci-
sion points have been reached) being targeted at Note dTlvosre, cuyantris alreBolvia, Burkina Faso,

the poor in a comprehensive manner (figure 3.5). Uganda. These are estimates based on data from 1999

In potential HIPC countries, the incidence of and are subject to change.

poverty is more than 40 percent on average. The
integration of debt relief with an overall country
strategy for poverty alleviation is therefore a po- At a narrow level, one question from these ex-
tentially important development. For example, periences is whether debt relief will get translated
Uganda is using the financial gains from the HIPC into improved social spending that is a key to over-
Initiative to help finance the country's universal all poverty reduction. In general, external transfers
primary education program, and has achieved a in the past have only been weakly associated with
37 percent increase in funding of the program in better social spending. There also remain other
the 1997-98 budget, resulting in a significant in- broader questions and debates-ranging at one ex-
crease in primary school enrollments. A specific treme from too little too late, to the moral hazard
Poverty Action Fund (PAF) has been established to issues of bailing out failed policies.2 2 There are also
direct funds made available from the debt relief concerns that funding of debt relief may not pro-
initiative and donor resources more broadly to- vide true additionality of resources, as agreed, if
ward the implementation of programs under donors cut back on new aid flows (other than the
poverty reduction (IMF and World Bank 1999). debt-relief component that may be agreed), and
Some recent experiences with other countries that therefore strong and continued future support of
have also reached decision points in the HIPC Ini- donors to the countries will be essential. It is clear
tiative also suggest progress: (a) targets for public that debt relief is, however, not an end in itself, and
spending for education and access to primary edu- during the HIPC review there was widespread sup-
cation were generally met in Mozambique, but port for a stronger link between debt relief and
quality problems have persisted while both health poverty reduction. This link is intended not only to
sector budgets and outcomes (vaccination coverage strengthen the poverty focus of the reform pro-
of 77 percent) were well ahead of targets (60-65 grams pursued by HIPCs, but also to provide a
percent); (b) despite delays, Bolivia's progress has framework for determining the most effective de-
also been generally satisfactory; and (c) in Guyana, velopmental uses of the additional resources that
social spending has exceeded targets set at decision will be available as a result of debt relief, such as a
point, but weaknesses in implementation persist (as framework that integrates debt relief with other ex-
in Bolivia) (IMF and World Bank 1999). ternal assistance as well as domestic resources.
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Looking forward, the challenge is to support This decline is even more pronounced when flows
countries in developing poverty reduction strate- from the IMF are taken into account: by this defi-
gies aimed at reaching the international develop- nition the net inflow of nonconcessional financing
ment goal of cutting poverty levels in half by the falls dramatically, to negative $0.2 billion in 1999
year 2015. Realizing this ambitious agenda will re- from $32 billion in 1998. The sharp turnaround in
quire a commitment from all participants. Debtor net inflows from the IMF (from $19 billion in
countries will need to pursue and implement their 1998 to negative $13 billion in 1999) reflects sev-
economic and poverty-alleviation programs on a eral factors, including delays in implementation of
sustained basis, while the international community the programs in Russia and Indonesia, and a large
will need to remain committed to the poorest coun- prepayment on the part of Korea.
tries. This means commitment by donors not only
to fully finance the HIPC Initiative, but also to re-
verse the declining trend of development assistance.

The new HIPC Initiative aims at a decisive Debt restructuring
break from the design of past relief programs and Jn 1999 the Paris Club concluded multicountry
therefore past history may be a poor guide for the l rescheduling agreements with seven countries
future. Both the explicit links to better policies and covering a total of $16 billion. Five of these agree-
to poverty alleviation are promising, as the aid se- ments were with low-income countries (Guyana,
lectivity literature suggests. Therefore, in the end, Honduras, Mozambique, Pakistan, and Zambia)
much will depend on the specific successes or fail- and two were with middle-income countries (Jor-
ures in implementation of policies-and since there dan and Russia). The agreement concluded with
is a significantly long lag between such policies and Russia in August 1999 accounted for over half of
outcomes, the program's successes cannot be mea- all debt rescheduled in 1999. Under this arrange-
sured by quick outcomes but by a process of learn- ment Paris Club creditors agreed to reschedule $8
ing over a number of years. The HIPC Initiative billion in principal and interest falling due be-
also has some critical elements of country owner- tween July 1, 1999, and December 31, 2000, and
ship, consultations, and monitoring of poverty- arrears as of June 30, 1999, on loans contracted
reduction efforts (through performance indicators) by the former Soviet Union. Repayment of the
to assess progress-that have been some key ele- rescheduled amounts will be over a 20-year period
ments of past successful programs (IMF and World on a graduated payment schedule.
Bank 1999). The agreement reached with Pakistan in Janu-

ary 1999 covered $3.2 billion in principal and in-
terest payments falling due between January 1,
1999, and December 31, 2000, on medium-term

Official nonconcessional flows loans contracted before September 30, 1997, andN onconcessional flows from both bilateral and extended to or guaranteed by the government of
N multilateral creditors declined in 1999 fol- Pakistan. A unique feature of this agreement was
lowing the unusually high level reached in 1998, its comparability-of-treatment clause, which for
when rescue packages were assembled for the the first time was extended to all categories of pri-
Asian countries, Brazil, and Russia (table 3.5). vate creditors, including bondholders. Pakistan

Table 3.5 Official net nonconcessional flows to developing countries, 1988-99
Type of flow 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999|

Official nonconcessional 6.1 7.3 12.2 11.5 10.0 11.8 -0.3 8.7 -8.5 6.3 13.1 12.6
Bilateral nonconcessional 0.1 0.6 2.9 3.9 4.5 3.4 -2.6 5.0 -12.7 -7.1 -5.7 -0.1
Multilateral nonconcessional 6.0 6.7 9.3 7.6 5.5 8.4 2.3 3.7 4.2 13.4 18.8 12.7

Memo item |
Use of IMF | -5.0 -2.3 0.0 3.2 1.2 1.7 1.6 16.8 1.0 14.7 19.2 -12.8

a. Estimated.
Source: World Bank Debtor Reporting System and staff estimates.
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was asked to restructure its $600 million of Eu- tively defaulted on its international bonds. In the
robonds on terms comparable to those provided case of Pakistan, official creditors required compa-
by the Paris Club. A bond exchange offer was suc- rable action on the part of private creditors-both
cessfully concluded in December 1999 to exchange banks and bondholders-and agreements have now
existing instruments for 10 percent US$ notes been concluded with both (through the London
due in 2002-05. The agreement concluded in May Club in the case of the banks). For Ukraine, private
1999 with Jordan covered $821 million in princi- creditors agreed to restructure existing bonds, but
pal and interest falling due between April 1, 1999, only after protracted negotiations.
and April 1, 2000. In this case the comparability- The effects of these developments are likely to
of-treatment clause did not extend to Eurobonds be positive in the longer run. By putting more of
because they did not fall due within the consolida- the burden of risk management back on the shoul-
tion period. ders of borrowers and private lenders, they reduce

The four other low-income countries that con- the likelihood of such crises in the future. At the
cluded an agreement in 1999 are all countries eligi- same time, however, they are likely to raise the
ble for concessional rescheduling arrangements. The cost of new borrowings or to reduce access to new
agreements for Honduras and Zambia provided private capital flows for developing countries, es-
for a flow rescheduling on Naples terms (67 per- pecially the less creditworthy, in the near term.
cent NPV reduction) and covered $0.4 billion and A recent examination of the effects of "collec-
$1.1 billion, respectively. In the context of the HIPC tive action clauses" (Eichengreen and Mody 2000)
Initiative, two more countries reached the comple- supports this conclusion. One way to bail in pri-
tion point, and the Paris Club concluded stock-of- vate investors and lenders is to include collective
debt operations on Lyon terms with Guyana ($0.2 action clauses in bond contracts like those typi-
billion) and Mozambique ($1.9 billion). cally included in syndicated commercial bank loan

Moral hazard and bailing in of private credi- contracts. Proposals along these lines are now
tors in official financing packages. Two major and being discussed. Collective action clauses, in effect,
closely related issues arose during the past year with allow for an easier rescheduling of debt-should
regard to official financing. They are, first, the issues the need arise-by allowing for less than 100 per-
concerning moral hazard with regard to large offi- cent of bondholders to take decisions on behalf
cial financing packages, and second, the "bailing- of all bondholders, by ensuring that the proceeds
in" of private creditors in official financing for crisis from recovery are shared (so that individual bond-
countries. In a small number of cases, private bond- holders do not have an incentive to seek repay-
holders have been called upon recently to accept ment on their own), and by providing for collec-
rescheduling and to contribute to the costs of finan- tive representation of bondholders.
cial restructuring. These departures from past prac- The concern with such provisions that permit
tice reflect increasing concerns with respect to offi- rescheduling is that they may raise the costs of
cial financing for countries in distress and the moral borrowing. However, this need not always be so.
hazards to which these might give rise on the part of Two opposing forces operate. By making resched-
lenders and after Mexico's 1995 bailout and the an- uling easier and more predictable, collective action

nouncement of large official financing packages for clauses may actually lower borrowing costs. On
several Asian crisis countries in 1997. A significant the other hand, they may increase the risk that
turning point was reached in Russia, where official borrowers will seek rescheduling when, in the ab-
financing was curtailed and an external payment sence of such clauses, the alternative would have
crisis was allowed to develop (see Global Economic been a reputed costly default that would have
Prospects 1998/99 for details). created the incentive to continue to service the

Following on this much greater scrutiny, a case- debt. Eichengreen and Mody (2000) find that both
by-case approach has now been outlined. Brazil re- forces operate, but their weight varies according to
ceived extended lines of credit and official financ- the creditworthiness of the borrowers. For bor-
ing, but these were conditioned on private creditors' rowers with low creditworthiness, the risk of will-
rolling-over short-term debts and improvements in fully engineered rescheduling dominates, and the
country policies. By contrast, in Ecuador no rescue costs of borrowing are significantly increased.
package was agreed upon, and the country effec- However, for more creditworthy borrowers, even
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Box 3.5 How countercycical have official and World
Bank lending been to private capital flows?

R esults at an aggregate level tend to suggest that be- below shows the behavior of annual commitments of l
R tween 1978 and 1997, official flows (which do not in- lending by the International Bank for Reconstruction and
clude IMF) tended to be countercyclical to private capital Development (IBRD) and of private non-FDI flows, with
(non-FDI) flows-falling when private flows are rising, and growing adjustment lending playing a large role. Of course,
vice versa (see box figure). Multilateral lending (other than this is past behavior and not necessarily indicative of future
the IMF), a component of official flows, also tended to be behavior. Recent scrutiny is likely to reduce the counter-
strongly countercyclical to volatile private flows. The figure cyclical role of official lending (other than IMF).

IBRl commitments and private non-FDI capital flows, 1 97897l

Percentage of GDP of low- and middle-income countries Percentage of GDP of low- and middle-income countries
0.50 - 3.00
0.45--

IBRD commitments 2.500.40--

0.35 - - 2.00
0.30 - -

0.25 1 - /.50
0.20 Private non-FDI ~~~capital flows (right xs 1.00

0.15 

0.10 _ ,

0.00 -0.00
1978 1980 1982 1984 1986 1988 1990 1992 1994 1996

Source: World Bank.

though the risk of default is low, the prearrange- chapter 4. The first, official development assistance (ODA)
ment of orderly rescheduling has a positive value by DAC members, principally measures donor country ef-
and the costs of borrowing may be lowered, fort by counting their bilateral disbursements of conces-

sional financing to developing countries and that to multi-Many developing countries, unfortunately, are lateral institutions, such as IDA. The second is concessional
marginally creditworthy (see chapter 2): roughly finance from official sources received by developing coun-
75 percent have less than investment-grade credit tries (World Bank Debtor Reporting System [DRSI), which
ratings. This suggests that .many developing coun- counts bilateral disbursements of ODA plus actual disburse-
tries are likely to see increased borrowing costs ments of concessional finance by multilateral institutions.

The latter differs from the former because: (a) concessional(and reduced access to credit) if collective action finance received from donor sources by multilateral institu-
clauses are introduced, although this need not al- tions does not match those institutions' disbursements to
ways be so. Exact thresholds are difficult to deter- developing countries in any given year; (b) the OECD defi-
mine. But these effects are likely to be especially nition of aid recipients is broader, and the data sources are
significant for countries with poorer credit ratings. also different; and (c) technical cooperation grants cover theprovision of services and are counted as aid by the OECD,

but the World Bank DRS does not include them in its mea-
sure of concessional resource flows (see Global Develop-
ment Finance 1999).

Notes 2. They are grouped in the Development Assistance
1. Aid flows have two main measures, as discussed Committee.

more fully in Global Development Finance 1999, annex 1, 3. OECD News Release, June 10, 1999.
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4. In Burnside and Dollar (1997), the recipient country 15. World Disasters Report 1999, pp. 104 and 109. The

characteristics that are envisaged to enhance the impact of single largest donor of emergency aid in 1997 was the Euro-

aid on growth are institutional quality, inflation, and trade pean Commission, which provided assistance valued at $784

openness. million. The other six of the top seven are Japan, the Nether-

5. This is not valid for all countries. In the Nether- lands, Norway, Sweden, the United Kingdom, and the United

lands, for instance, the aid budget is set to be a fixed per- States. Despite the historical leadership of the United States,

centage of the total budget every year. which has chaired the DAC since its foundation, U.S. aid, as

6. The greater channeling of official aid through a percentage of U.S. GNP, is now half what it was a decade

NGOs is not, however, a factor in the decline in official ago. The 1990s have seen the European countries emerging

aid, since the final accounting of official aid includes as the most generous in the field of emergency assistance. In

NGO-channeled official aid. 1999 the DAC will be chaired for the first time by a Euro-

7. Alesina and Dollar (1998) find, for example, that pean country.

each of five principal donors appears to follow a different 16. Even at this level, emergency spending is substan-

distortion. The United States targets one-fourth of its aid to tially higher as a share of total aid than it was in the mid-

the Arab Republic of Egypt and Israel, strategically impor- 1980s. It rose slowly from US$600 million in 1985 to just

tant partners in the Middle East, whereas France and the over a billion dollars in 1990, but it did not climb above 3

United Kingdom allocate most of their aid budget to former percent of bilateral ODA until 1991. This is a consequence

colonies (North Africa, and India and Pakistan, respectively), of the increased number of disasters affecting poor countries

Japan's aid is largely directed to other Asian countries, and in this decade.

Germany evidently targets the economies of Central and 17. UNDP data.

Eastern Europe, mirroring its own commercial interests. 18. Under the common pools approach, recipient

8. See Schraeder, Hook, and Taylor (1998). Alesina cni Uldop the ir ows a nd re-

and Dollar (1998), for example, suggest that the motives countnes wou own and develop their own plans and pre-
that donors followed in the past in allocating aid were sent them to donors, which would then fund them based on

that donors followed in the past in allocating aid were teronassmns hr ol en amrigo
mainly strategic. They find that political, historical, and their own assessments Thn nd control of specfic projects

strategic connections play a bigger role in screening coun- rather assistance would be built around a sector strategy de-

tries for aid than their economic needs or performance. ' . .
9. Alesina and Weder (1999), for example, using an in- signed by the recipient country itself. This would avoid the

dependent measure of the extent of corruption across coun- problems of lack of ownership and aid coordination. The

tries, found no evidence that the less-corrupt countries re- common pools approach would also include special funding
ceived more aid; to the contrary, the more corrupt countries for programs such as disaster prevention and global public

received more aid, from both multilateral and bilateral goods such as prevention of diseases, development of vac-

sources. The term corruption and the use of cross-country cines, and interventions against environmental problems.

comparisons need to be treated with great care, however. 19. Targeting by performance involves allocating more

Burnside and Dollar (1997) find that aid has a positive im aid to those countries with greater numbers of poor people

pact on growth and poverty reduction only in countries with and better policies. Collier and Dollar (1999) estimate that

good fiscal, monetary, and trade policies, and no impact in 75 percent of the world's poor live in such countries but re-

countries with poor policies. They also find no evidence that ceive only 53 percent of total aid. These authors estimate

foreign aid encourages the adoption of good macroeconomic that, under present allocations, aid flows bring about 16

policies. The commitment of governments to sound and ap- million people per year sustainably out of absolute poverty.

propriate policies thus appears independent of the eventual With a more efficient allocation, this could nearly double to

reward of more aid. Kaufmann, Kraay, and Zoido-Lobaton some 30 million people. Even with the introduction of polit-

(1999) report findings that suggests a strong association be- ical constraints, a better allocation of aid monies could

tween the quality of governance-popular voice and ac- achieve sustainable annual poverty reduction of around 25

countability, political instability and violence, government million. The same target could only be achieved under the

effectiveness, regulatory burden, rule of law, and graft-and present system of allocations by tripling the current aid bud-

development outcomes and a strong positive causal relation- get. The 1997-98 experience suggests that aid allocations

ship from improved governance to development outcomes. are becoming more efficient (see box 3.3).

These findings thus link aid to governance questions as well. 20. To qualify, countries also must be eligible for

10. By negative shocks we mean here exogenous World Bank and IMF concessional assistance, pursue an

factors affecting negatively the economic environment, economic reform program supported by the World Bank

such as terms-of-trade instability, climatic shocks, and so on. and IMF, and face an unsustainable debt situation after the

11. All seven-Burkina Faso, Madagascar, Mongolia, application of traditional debt relief mechanisms.

Nicaragua, Rwanda, Sierra Leone, and Zambia-received 21. Two countries reviewed, Benin and Senegal, were

aid amounting to more than 15 percent of their GNP. deemed not to require assistance under the initiative. Debt

12. Devarajan, Rajkumar, and Swaroop 1999, conclu- sustainability analyses have confirmed that debt relief

sions. through existing mechanisms was sufficient for these coun-

13. International Federation of Red Cross and Red tries to attain a sustainable debt position, but eligibility will

Crescent Societies 1999. be reassessed.
14. United States, the European Commission, the 22. One recent study (Easterly 1999), for example,

Netherlands, Norway, Sweden, the United Kingdom, and reviewed debt relief programs implemented over the last 20

Japan. years and found that the same countries are heavily in-
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debted now. The author reports that total debt forgiveness Easterly, William. 1997. "The Ghost of Financing Gap."
for 34 HIPC-eligible countries over 1989-97 totaled Policy Research Working Paper 1807. World Bank,
US$31.5 billion, while over the same years their new bor- Washington, D.C.
rowing was US$30.6 billion. The hypothesis is that waves of Eichengreen, Barry, and Ashoka Mody. 2000. "Would Collec-
debt relief may have created moral hazard incentives, such tive Action Clauses Raise Borrowing Costs?" Processed.
that "countries borrow in anticipation of debt forgiveness Guillamont, Patrick, and Lisa Chauvet. 1999. "Aid and Per-
and delay policy reforms waiting for the best deal." The evi- formance: A Reassessment." Paper presented at the
dence is apparently supportive, since many African coun- 11th Annual World Bank Conference on Development
tries did not abandon poor economic policies while Economics, World Bank, Washington, D.C.
receiving adjustment loans. At the same time, since these IMF (International Monetary Fund) and World Bank. 1999.
countries had not improved their policies, their creditwor- "The HIPC Initiative-Strengthening the Links Be-
thiness on the private lending side has remained low. Gradu- tween Debt Relief and Poverty Reduction." Washing-
ally, private lending and foreign investment have flown out, ton D.C.
being substituted by official lending. Fortunately, the evi- IMF (International Monetary Fund) and World Bank. 1999.
dence is that the more recent HIPC debt relief initiatives "Modifications to the HIPC Initiative." Washington
seem to have been more successful than earlier debt relief ef- D.C.
forts-although there are too few years of data to draw def- International Federation of Red Cross and Red Crescent So-
inite conclusions. cieties. 1999. World Disasters Report. Geneva.

Kanbur, Ravi, and Todd Sandler, with Kevin M. Morrison.
1999. "The Future of Development Assistance: Com-
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The Benefits and Risks
of Short-Term Borrowing

T HE RECENT FINANCIAL CRISES IN EAST influences also contributed to the buildup and
Asia, Russia, and elsewhere, and the earlier to higher risks. The recession of the early 1990s
crisis in Mexico, have heightened interest in and lower interest rates in industrial countries

the subject of short-term borrowing by developing encouraged international banks to lend more
countries and the benefits and risks associated short-term to developing countries. Source-
with such debt.' This chapter examines the growth country policy factors such as capital adequacy
and determinants of short-term debt from interna- regulations tended to favor shorter-term lend-
tional banks, the behavior of such debt during eco- ing by banks, and international rescue efforts
nomic shocks, and its association with financial (as in Mexico in 1994) tended to give prece-
crises in the 1990s. The chapter's key messages are dence to short-term banking claims. In devel-
the following: oping countries, cyclically rapid growth in the

1990s (in East Asia, in particular) contributed
* In the 1990s, the maturity structure of bank to rapid growth in short-term financing that

lending flows to many developing countries was linked to unsustainable domestic asset
shortened. Between 1990 and 1997, the out- booms. Domestic policies, especially the rapid
standing short-term claims by Bank for Inter- opening and liberalization of financial sectors
national Settlements (BIS) banks on developing (such as in the Republic of Korea and Thai-
countries nearly tripled, from $176 billion to land) without strong prudential regulations, to-
$454 billion. Short-term claims held by banks gether with sterilization efforts in support of
reporting to the BIS rose from 12 percent of pegged exchange rates and imbalances in
total developing-country debt in 1990 to 20 macroeconomic policies, also encouraged do-
percent in 1997, at the onset of the recent fi- mestic banks to borrow short-term from
nancial crises. Short-term lending by interna- abroad.
tional banks increased rapidly despite a falling * Short-term bank lending to developing coun-
share of international bank lending in total tries is procyclical, rising during favorable
private debt flows to all developing countries, periods and reversing more sharply in times of
and despite flat or declining indebtedness of adverse shocks. This pattern is observed
developing countries relative to their exports across cyclical domestic demand shocks as
and GDP. The fastest growth in short-term well as external terms-of-trade shocks. While
debt occurred in East Asian countries, fol- the procyclical response of short-term debt to
lowed by Latin American countries. changes in demand from a borrowing country

* A combination of factors-on both the lenders' need not be a cause for concern, such behav-
side and the borrowers' side-caused this rapid ior in response to external shocks can sub-
buildup in short-term bank lending. Although stantially accentuate the impact of the shock.
this lending was associated with some signifi- The evidence contradicts the conventional
cant benefits, such as the financing of growing wisdom that external financing may help
trade, policy-induced distortions and cyclical countries smooth consumption or temporarily

77



G LO B AL DE V EL O PM ENT F IN AN C E

adjust to economic shocks. While longer-term debt)3 grew nearly 160 percent, from $176 billion
debt (and perhaps equity) flows may also tend to $454 billion. Consequently, the share of short-
to be procyclical, such response is more pro- term claims by BIS-reporting banks in total debt
nounced in the case of short-term banking increased from 12 percent in 1990 to 20 percent in
debt. And credit ratings, which influence the 1997, before declining to 15 percent in 1998, as
quantity and price of capital flows, tend to be short-term debt flows reversed dramatically in the
downgraded more rapidly during adverse aftermath of the recent financial crises (table 4.1).
shocks than they are upgraded during favor- Short-term debt also rose relative to other critical
able ones, exacerbating crises. variables indicating liquidity and debt-servicing

* Short-term debt in excess of short-term liquid- capacity, namely, exports and reserves. The ratio
ity (as measured by holdings of foreign re- of short-term debt to exports in developing coun-
serves) increases developing countries' vulner- tries increased from 21 percent to 27 percent dur-
ability to financial crises. The risk of crises also ing the 1990-97 period. And whereas the average
appears to rise with the share of short-term ratio of short-term debt to reserves declined
borrowing by domestic banks. The interaction markedly in the late 1980s for all developing
of deteriorating fundamentals (such as over- countries and remained relatively stable in the
valued currencies and excessive public borrow- 1990s-largely because of the decline in short-
ing) and high levels of short-term debt appears term debt to Latin America after the Brady bond
to have played a significant role in recent conversions, and higher additions to reserves-it
crises. For countries with open capital ac- remained precariously close to 1 (the critical safe
counts and high levels of financial intermedia- threshold as will be discussed later in this chapter).
tion, the level of broad money, and high levels In East Asia, in contrast, short-term debt not only
of domestic short-term debt, relative to inter- exceeded the safe threshold but increased dramati-
national reserves is also important, because of cally during the 1990s until the crisis of 1997.
the potential for domestic capital flight. The fastest growth in short-term debt oc-

* Given these risks, close monitoring and effec- curred in East Asia and Pacific, where the share of
tive management of short-term debt (in partic- short-term debt in total debt outstanding rose
ular, of that intermediated by domestic banks) from 20 percent to a peak of about 32 percent be-
are essential in developing countries to avoid tween 1990 and 1996. The rapid buildup of short-
currency and liquidity crises. Existing report- term debt by this region is also evident from the
ing systems fail to capture a significant part of ratio of short-term debt to exports, and even more
potentially reversible short-term components dramatically from the ratio of short-term debt to
of capital flows.2 Therefore, developing coun- reserves. The latter ratio increased from 124 per-
tries need to make a greater effort to monitor cent in 1990 to 214 percent in 1997. Short-term
short-term borrowing by their banks and fi- debt also grew rapidly in Latin America between
nancial institutions. Chapter 5 discusses some 1990 and 1997, although at a slower pace than in
incentives and controls designed to limit vul- East Asia. But unlike in East Asia, larger additions
nerability to crisis in the short term. to reserves in Latin America helped to hold down

the ratio of short-term debt to reserves there. Dur-
ing 1994-97, East Asia and Pacific received 45
percent, and Latin America and the Caribbean re-

Growth of short-term ceived 31 percent, of all short-term debt flows to
debt in the 1990s developing countries. The top 10 recipients of
T he 1990s marked a boom in short-term lend- short-term loans during this period were Korea
T ing by international banks to developing (with 15 percent of the total), Thailand (11 per-

countries that lasted until the series of crises that cent), Brazil (10 percent), Indonesia (8 percent),
began in 1997. The total debt of developing coun- Mexico (8 percent), China, Argentina, Russia,
tries rose around 60 percent, from about $1.5 tril- South Africa, and Malaysia.
lion in 1990 to $2.3 trillion in 1997. During the Short-term lending by international banks to
same period, outstanding short-term debt by re- developing countries increased rapidly despite a
maining maturity (the BIS definition of short-term falling share of their lending in total private debt
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Table 4.1 Short-term debt of developing countries, 1986-98

1986 1990 1994 1995 1996 1997 1998

Short-term debt, GDF definition (billions of U.S. dollars) 1 154.2 244.6 360.5 424.4 460.8 469.3 411.9
Short-term claims by BIS-reporting banks,

BIS definition (billions of U.S. dollars) 159.9 175.6 293.9 351.9 410.6 454.1 369.1
Short-term debt (GDF) as percent of total dcbt 14 17 18 20 21 20 16|
Short-term debt (BIS) as percent of total debt 14 12 15 16 18 20 15|

East Asia and Pacific 16 20 25 29 32 30 18
Latin America and the Caribbean 19 14 17 17 19 22 20

Short-term debt (BIS) as percent of exports 33 21 25 25 26 27 23
East Asia and Pacific 26 24 28 30 33 29 ..
Latin America and the Caribbean 76 39 44 39 42 45 44

Short-term debt (BIS) as percent of reserves 198 119 91 91 88 91 68
East Asia and Pacific 181 124 123 143 153 214 92
Latin America and the Caribbean 257 143 101 86 84 91 93

Memo items (billions of U.S. dollars)
Total debt outstanding of low- and middle-

income countries 1,132.4 1,460.3 1,969.1 2,139.5 2,229.4 2,326.4 2,536.1
Exports of goods and services of developing countries 483.7 818,2 1,154.6 1,414.1 1,566.0 1,693.4 1,633.0 I
Gross international reserves of developing countries 180.5 245.4 433.9 543.0 624.2 650.6 699.1

Note: The Global Development Finance (GDF) definition uses the original maturity concept of short-term debt, while BIS uses remaining ma-
turity. The GDF estimate of short-term debt also includes suppliers' credits. See endnote 3.
Source: World Bank; Bank for International Settlements.

flows, and despite flat or declining ratios of in- Figure 4.2 shows the shortening of maturity
debtedness to exports and GNP in the developing of international bank lending to all developing
countries.4 This was very different from the 1970s, countries during the 1990s, at least until the spate
when borrowing from international banks was the of global financial crises that began in 1997. (The
main source of private capital flows to all develop- data on remaining maturity of bonds also show a
ing countries, and bank lending rose sharply in the rising trend in the proportion of short-term bonds
years of the oil price increases as international for all regions between 1985 and 1998; see Mussa
banks recycled petro-dollars from oil-exporting to and others 1999.) By 1997 close to 60 percent of
oil-importing countries (see box 4.1). Following all outstanding international bank claims on de-
the collapse of such lending in the wake of the debt veloping countries had a remaining maturity of
crisis in the early 1980s, international bank lending less than 1 year, and some 50 percent of all new
to developing countries fell precipitously. The loans from international banks were being con-
1990s witnessed a renewed upsurge in private capi- tracted on original maturity terms of a year or less.
tal flows, but this time in the form of foreign direct Among other factors, regulatory distortions and
investment (FDI), international bond placements, cyclical influences were important reasons for this
and portfolio equity flows (see World Bank 1993, shift (see the next section). The result was that de-
chapter 1; Mussa and others 1999). As a result, the veloping countries, especially in East Asia, became
share of bank lending in total debt outstanding to increasingly reliant on short-term external debt
developing countries fell continuously until about flows being rolled over, and, therefore, became par-
1995 (figure 4.1). Developing-country indebtedness ticularly susceptible to liquidity crises originating
surged in the 1970s and the first part of 1980s, but from any sort of shock to international investors'
the debt-to-GNP ratio has remained virtually flat confidence.
since 1988, whereas the debt-to-exports ratio has The other noteworthy trend in flows of bank
declined sharply since the mid-1980s. The growth debt in the 1990s was a substantial increase in the
in the short-term debt of developing countries in share of private sector borrowings, especially inter-
the 1990s thus reflected the fact that international bank transactions. Unfortunately, although the BIS
banks were lending more short-term even as they publishes the allocation of total bank claims to
were reducing their overall loan portfolios to devel- public agencies, commercial banks, and the private
oping countries and even as they were reducing nonbanking sector in developing countries, very lit-
their exposure in terms of their capital at-risk. tle information is available on the sectoral alloca-
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Box 4.1 Dej'a vu? Surges in short-term bank lending
and crises in the 1970s and the 1990s
A n association between excessive growth in short-term state enterprises. The short-term debt of the 1990s, on the

A banking debt and subsequent financial crises can be other hand, went primarily to the private sector in develop-
observed in the late 1970s as well as in the 1990s. In both ing countries and was largely intermediated by local com-
episodes there was a rapid shortening of maturities of in- mercial banks. Third, whereas in the 1970s international
ternational bank lending to developing countries prior to banks became highly exposed in terms of capital at risk in
the crises (see figures). their lending to developing countries, international banks in

There were also important differences, however. The the 1 990s carried much less risk capital exposure. This was
surge in short-term lending in the late 1970s to a large ex- largely the result of their divestment of such risks during
tent reflected the recycling of petro-dollars that could not the 1980s, but also because of BIS prudential banking regu-
find higher returns in the industrial countries; in the 1990s, lations and in part the substitution of bonds, equity, and
in contrast, the cyclical downturn in interest rates in indus- FDI flows for bank loans. However, domestic banking sys-
trial countries was only one driving force behind the surge tems in developing countries now became exposed to signif-
in short-term lending. Second, lending in the 1970s was pri- icant currency and liquidity risks through their short-term
marily from private banks to the public sector in develop- borrowing in foreign currency and their onlending to do-
ing countries for the purpose of financing fiscal deficits and mestic corporations to finance longer term investments.
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Figure 4.1 Debt stock of developing countries, 1971-99
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tion of short-term debt. However, an examination has always been small, even though there was
of the subset of syndicated loan transactions re- rapid growth in domestic credit to this sector in re-
veals that, in recent years, more than 42 percent of cent years. This is consistent with the view that in-
short-term syndicated loans to emerging markets termediation by international banks across borders
went to financial institutions (table 4.2). Almost to high-risk property sectors is very rare, because
one-third of short-term syndicated debt was con- of information and enforcement problems. Instead,
tracted by commercial banks. Compared with a domestic banks in emerging markets-especially in
decade earlier, the shares of short-term debt con- East Asia-borrowed short-term foreign debt at
tracted by oil and gas enterprises and by govern- relatively low interest rates and onlent to property
ment agencies fell significantly, while that of finan- companies (and others) at significantly higher
cial institutions increased. rates. Such borrowing and lending activities in-

Interestingly, external short-term debt (as a volved risks of currency devaluation and maturity
share of international bank lending to developing mismatch between assets and liabilities, but these
countries) going directly into the property sector were indirectly encouraged by pegged exchange

Figure 4.2 The share of short-term loans rose in the 1990s
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Table 4.2 Sectoral composition of short-term ing by banks may also simply reflect the fact that a
syndicated lending to emerging markets, 1980-99 large share of the liability side of a bank's balance
(percentage of total) ______________________________ ! sheet consists of short-term deposits. From the per-
Borrower 1980-84 1985-S9 1990-94 1995-99 spective of borrowers in a developing country,

Financial institutions 8.1 24.7 32.7 42.2 short-term borrowing provides the advantage of
Commercial banks 7.8 23.8 19.2 29.5 lower interest rates. And to the extent that such

Commercial and industrial 55.7 53.4 46.2 36.3 short-term borrowing is used to finance short-term
Oil and gas 15.8 31.4 17.2 12.7
Property 0.3 0.0 0.9 0.7 working capital needs-such as trade financing-
Agribusiness 5.5 10.5 10.8 3.5 the associated risks are low. Short-term lending

Utilities 14.1 0.0 3.2 7.2 then provides both benefits to borrowers and rea-
Transportation 1 217 3.8 7.1 2.3 p
Government/agencies 11.1 18.0 10.2 11.8 sonable returns to lenders. But in practice, lending
Other 8.4 0.0 0.6 0.2 and borrowing decisions may also reflect the influ-
Source: Capital Data Loanware. ence of policy-induced distortions and cyclical fac-

tors that may lead to excessive risk-taking and
short-term borrowing.

rates and the belief that economic growth and The analyses of this section suggest three cen-
asset booms would continue for a long time. tral messages:

* The growth of short-term debt in the 1990s
seems to have accompanied some desirable

Causes of the shortening of banking developments in borrowing countries, such as
debt maturity in the 1990s higher incomes, stronger GDP growth, and
A number of factors may have influenced the greater opening to trade. But these factors ex-

Al shortening maturity structure of international plain only a part of the rapid growth in short-
bank lending to developing countries in the 1990s. term debt flows in the 1990s.
An examination of these factors allows an evalua- * Short-term borrowing by developing countries
tion of the relative benefits and risks of the growth from international banks was also strongly as-
in external short-term debt. The clearest benefits sociated with high levels of borrowing by do-
flow from the ability to match the maturity of an mestic banks and financial institutions, which
asset and the currency in which it is denominated may have fueled speculative asset booms in
(for example, inventories of imported ravw materi- Asia and elsewhere. Domestic policy factors,
als or export accounts receivable in foreign cur- especially accelerated financial deregulation
rency). But if short-term debt is used for invest- and capital account liberalization without
ments of longer maturity and in domestic currency, stronger prudential regulations, contributed
the liquidity and currency risks associated with to the shortening of maturities and to over-
such borrowing rise correspondingly. Furthermore, borrowing by banks and financial institutions.
it is the final use to which the money is put at the Short-term borrowing was also encouraged
margin that determines the ability to repay the by sterilization of inflows to support pegged
debt and is therefore relevant for risk assessment. exchange rates. Other macroeconomic imbal-

Many factors may influence international ances may have also contributed potentially to
banks' preference to lend at shorter maturity and a shortening of maturity.
borrowers' willingness to borrow on such terms. * External "push" factors were also responsible
One reason for banks in industrial countries to for higher levels of short-term lending to devel-
lend short-term to emerging markets is that longer oping countries. Cyclically lower interest rates in
maturities carry greater risks. (This is true from the industrial countries in the 1990s pushed interna-
standpoint of an individual bank, but there is an tional banks to lend more short-term, exposing
externality: bank loans may become collectively borrowing countries to greater liquidity risks.
more risky if their maturity becomes excessively And policy factors such as capital adequacy reg-
short relative to uses.) This is reflected in the pric- ulations (and the moral hazards created by past
ing of debt: typically, the shorter the term of a international regulatory behavior) favored rising
loan, the lower the interest rate. Short-term lend- short-term lending by international banks.
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Table 4.3 Possible determinants of the shortening maturity of bank lending to developing countries

Stenmral factors Cyclical factors lnstinutional and policy factors

Push factors iNew technology and telecommunica- *Low interest rates and slow growvth *B[S regulation on capital adequacy
tions improve information sharing in industrial countries encourage encourages short-term exposure.
and reduce transactions costs. investment in developing countries. *Rescue packages (as in Sweden in

Technical innovation and new finan- Regional push factors may also play 1992 and Mcxico in 1995) target
cial instruments improve risk a role, as in the case of bank lending short-term loans first, leading to
monitoring and mnanagement of to East Asia. moral hazard.
complex portfolios.

Pull factors IGreater openness to trade increases *High interest rates and rapid growth *Tax and other incentives (e.g., the
1 trade volumes and leads to higher in emerging markets, often accom- Bangkok International Banking

trade credits. panied by high returns from asset Facility) encourage short-term
Deregulation of domestic sectors booms, attract short-term capital borrowing.

permits foreign investment and leads inflows. 'Rapid capital account liberalization
to greater requirements for working Larger current account deficits and enables domestic borrowers to
capital. faster economic growth lead to access international capital markets.

Rising incomes per capita and declin- increased demand for external debt. Deregulation of domestic banks
ing indebtedness improve market 'Substitution of foreign borrowing for ptompts borrowing from abroad.
access. domestic loans allows borrowers to Sterilization of capital insflows main-

IFinancial development leads to a take advantage of lower interest tains a high interest rate differential
deeper domestic debt market. rates. while preventing nominal currency

depreciation.

Note: Asterisks denote policy-induced distortions or cyclical influences that may have contributed to overborrowing short-term.

Table 4.3 outlines a number of factors that in Public borrowing (viewed as more secure) also
principle may affect the maturity structure of lend- gave way to private debt, as a number of public
ing by international banks and borrowing by de- enterprises were privatized and as governments in
veloping countries. Within each of these cate- emerging markets, particularly East Asia, began to
gories, the table identifies those policy-induced pay off debt out of their fiscal surpluses. This
distortions or cyclical influences that may have led switch from public to private borrowing reduced
to excessive and more risky forms of short-term longer-term borrowing; it also involved a more de-
borrowing, as distinguished from other factors centralized decisionmaking and increased the
that were more structural and market-driven. chances of over-borrowing. At the same time, fi-
Many of these push and pull factors have been nancial innovation and competition may have in-
shown to have influenced the level of debt and duced more short-term lending by international
nondebt capital flows to developing countries.5 banks. These banks faced greater competition
The following discussion shows that these factors from FDI, bonds, and portfolio equity at the long
may have also affected the maturity of bank debt end of the maturity spectrum. They also shifted
flows to developing countries, by causing a larger away from more traditional, relationship-based
change in short-term debt than in longer term business to the use of new financial instruments
debt.6 that enabled portfolio diversification to a wider

Structural and market factors. Since the mid- range of asset classes and encouraged wholesal-
1980s, many emerging market economies have un- ing. This, too, favored shorter-term investments.
dergone significant structural changes, including New technology and telecommunications improved
greater opening to trade, rising incomes, and fi- information sharing, risk monitoring, and man-
nancial deepening. These changes induced greater agement of complex portfolios on a real-time basis
short-term borrowing. Increased opening to trade with reduced transaction cost, thus enabling and
was an especially important factor, and a strong encouraging frequent, short-term trading in finan-
positive (and beneficial) relationship between cial instruments.
trade openness and short-term debt is expected Cyclical influences. The early 1990s saw a fall
and supported by the recent evidence.7 Faster in inflation and interest rates in industrial coun-
growth, rising incomes per capita, and financial tries (figure 4.3), accompanied (and partly caused)
deepening were other factors structurally associ- by recession in 1991. Lower interest rates were an
ated with rising short-term borrowing in the 1990s. important push factor for short-term lending to
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Figure 4.3 U.S. interest rates declined and the spread between 10-year and 3-month rates
widened in the early 1990s
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developing countries. A scarcity of opportunities couraged excessive risk-taking by banks, especially
at home and high short-term interest rates in with regard to short-term loans to other banks. The
emerging market economies prompted rapid maturity structure of debt may also have been influ-
growth in short-term cross-border bank flows. enced by BIS regulations on minimum capital ade-
Conversely, many developing countries used short- quacy for banks which uses a risk weight of 20 per-
term credit from abroad to finance cyclically high cent for short-term lending to non-OECD countries
investment rates (which were in excess of already compared to 100 percent for lending of over one
high savings rates, particularly in Asia), taking ad- year maturity (figure 4.4).9

vantage of the relatively low interest rates in the
industrial countries.

Policy-induced distortions. Domestic policies in
developing countries and developments in pruden- The response of short-term capital
tial regulation in the Group of 10 (G-10) industrial flows to economic shocks
countries also affected the maturity structurc of ne potential advantage from financial inte-
debt. The deregulation of financial sectors and the OJgration is consumption smoothing (Obstfeld
liberalization of capital accounts in the absence of 1994, 1998). The estimates of the benefits of
sufficient prudential regulation and supervision may consumption smoothing in industrial countries
have prompted more short-term borrowing by do- vary widely, from nearly 0 percent of lifetime con-
mestic banks, reflecting their shorter-term lending sumption (Cole and Obstfeld 1991; Backus,
patterns (to domestic customers) and the unwilling- Kehoe, and Kydland 1992; Mendoza 1995; Tesar
ness of international banks to lend long-term to 1995) to a very significant fraction of lifetime con-
these new borrowers. Tax and other incentives (such sumption (van Wincoop 1994; Obstfeld 1995)-
as Thailand's BIBF facility) further encouraged this.8 indicative of the methodological problems in mea-
The potential for maturity and currency mismatches suring such gains. Still, when the global capital
and systemic risks was also encouraged by the ten- market allows countries to smooth consumption,
dency of many central banks in developing countries one would expect that the growth path of aggre-
to peg exchange rates and engage in sterilization ef- gate consumption is less volatile than that of ag-
forts (World Bank 1998; Calvo 1991, 1998; Montiel gregate income. Secondly, growth of consumption
and Reinhart 1999). In source countries, the moral across countries that are financially integrated
hazard associated with recent experiences (Swedish should show a much higher correlation than growth
banking crisis, Mexican crisis) may also have en- of income. These two implications of models of
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Figure 4.4 Debt maturity shortened in non-OECD countries after the BIS regulations in 1988
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international risk-sharing are, however, rejected in country borrowers between 1987 and 1998. The
practice, which sheds some doubt on whether fi- principal findings:
nancial markets are sufficiently integrated to allow
consumption smoothing through a countercyclical o Short-term capital flows appear to be pro-
response of international capital flows.10 cyclical in developing countries, growing

From the standpoint of a borrowing country, when economic growth is cyclically faster, and
the benefits of integration discussed above arise slowing when growth rates falter. This, by it-
mainly when short-term debt is countercyclical self, is not necessarily a cause for concern, as
and determined by demand side (pull) factors. How- it may be responding to changes in demand
ever, if lender decisions and other factors make from developing countries. Short-term capital
access to short-term capital flows procyclical, a fa- flows tend to be more procyclical than
vorable shock may attact large capital inflows and medium- and long-term capital flows.
encourage consumption and investment that are . However, when the procyclicality arises from
unsustainable in the longer term (see World Bank external supply-side factors, it can substan-
1993, p. 20); or, on the downside, countries may be tially accentuate the impact of a shock. A pro-
forced to overadjust to adverse shocks when capital cyclical response is found when countries face
flees. This is also consistent with findings in the lit- adverse external economic shocks, such as ex-
erature that public debt (and fiscal policy) in devel- ternal terms-of-trade shocks. The procyclical
oping countries, especially in Latin America, tends response is typically twice as large when a de-
to be highly procyclical (in sharp contrast to indus- veloping country faces adverse shocks than
trial countries) because access to international bor- when it faces favorable shocks. And creditwor-
rowing is tighter under adverse conditions and vice- thiness ratings are downgraded more rapidly
versa (Easterly, Islam, and Stiglitz 1999). during adverse shocks (than they are upgraded

Do short-term capital flows to developing during favorable ones), thereby exacerbating
countries, in particular, behave more procyclically effects.
than countercyclically? Is this behavior exacerbated
in the face of different types of shocks? And how do Short-term capital flows are procyclical to
risk-ratings (which influence the quantity and price growth. The relationship between growth in short-
of capital flows) change in the face of favorable or term debt and growth rates in developing countries
adverse economic shocks? The evidence in answer is positive and significant in virtually all develop-
to these questions is examined below, using data on ing countries, although this relationship is stronger
short-term capital flows to 20 major developing- in some countries than in others (see figure 4.5).
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Box 4.2 The determinants of maturity structure of
borrowing from international banks
tFlhe main text has identified a number of factors that tions (a variable that takes the value 1 in the presence of

i may influence the maturity structure of borrowing by restrictions and 0 otherwise, based on IMF 1997), and a
developing countries from international banks in the variable for BIS capital adequacy regulations (that takes
1990s. This box provides an empirical assessment of the the value 1 during 1992-98 when it became effective,
significance of some of these factors. There are a number and 0 earlier). Results are presented in the box table. In-
of well-known problems with such an exercise. In particu- clusion of a time trend was not significant. The evidence
lar, the cause and effect relationships between maturity tends to support the discussions in the main text. Per
structure and some of the explanatory variables (such as capita incomes and trade structural variables appear to
growth, income levels, and trade) are often difficult to dis- account for about half of the increase in short-term bor-
cern, demand and supply factors are both involved, and rowing, suggesting the beneficial association of short-term
measures of some of the policy variables (for example, debt with these factors; the other half appears to be ac-
capital account openness or effects of prudential regula- counted for by policy and cyclical factors (approximately
tions) are problematic. Therefore, these results need to be 30 percent and 20 percent respectively). Among cyclical
treated with caution and as indicative. variables, faster GDP growth in borrowing countries

The analysis (following Rodrik and Velasco 1999) is seems to attract more short-term flows, while a decline in
based on panel data for 33 developing countries that ac- interest rates in industrial countries appears to provide an 
counted for over 80 percent of short-term borrowing by incentive for short-term lending and borrowing. Among
developing countries between 1986 and 1998. The share policy factors, an increase in short-term loans tends to
of short-term debt (based on the BIS remaining maturity be associated with the growth in interbank lending (re-
concept) in total claims by BIS-reporting banks on these flecting financial deregulation), the opening of capital
countries is regressed against a set of variables: (a) struc- accounts, and with the effect of BIS regulations. When
tural-the (log of) per capita GNP as a proxy for the level borrowing by domestic banks is replaced by a more direct
of development and trade openness; (b) cyclical-the dif- financial liberalization indicator, the results are again
ference between the growth rate of each developing coun- significant for seven major countries for which informa-
try and that of industrial countries as a group, U.S. dollar tion is available; this is consistent with other findings
3-month LIBOR; and (c) institutional and policy factors- that financial liberalization shortened the maturity of cor-
borrowing by domestic banks (reflecting, imperfectly, porate debt in these countries (Schmukler and Vesperoni
effects of financial deregulation), capital account restric- 2000).

Determinnt ef the ma-urity structilu of deb:, -1986-981

(A) (B)

Per capita income (log GNP) 10.439"-* i 10.9521**i
Trade openness (trade/GDP, lagged) 0.0905* 0.119**
Borrowing by domestic banks from BIS banks as a share of GDP (reflecting financial deregtilation) 0.792*** 0.740- 
Borrowing by public sector from BIS banks as a share of GDP -0.270** -0.281'|
Difference between growth rate of each developing country and that of inidustrial countries as a group 0.281-
International interest rates (U.S. dollar LIBOR) -0.543*
BIS/capital adequacy regulation dummy (1992-98=1) 1.936*
Capital account restrictions dummy -3.473* -4.619*'
Adjusted R

2
0.31 0.30< X

Number of observations 413 414 

significant at the 1 percent level; " significant at the S percent level; ' significant at the 10 percent level.
Note: The dependent variable is share of short-term claims (using remaininig maturity) in total BIS bank claims. Results are from fixed effectsispecification.
Columns (A) and (B) report altemative specifications to account for some collinearity between cyclical variables (growth and interest rates). Thie panel cov-
ers the period 1986-98 and includes 33 countries-Algeria, Argentina, Bangladesh, Brazi, Bulgaria, Cameroon, Chile, China, Colombia, Ecador, rthe Arab
Republic of Egypt, Ghana, Hungary, India, Indonesia, Jordan, the Republic of Korea, Malaysia, Mexico, Morocco, Nigeria, Pakistan, Panama, Peru, the
Philippines, Poland, Romania, South Africa, Thailand, Tunisia, Turkey, Republica Bolivariana de Venezuela, and Zambia.
Source: Botman, Dasgupta, and Ratha 1999.
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Figure 4.5 Short-term debt is procyclical to growth
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This appears to be partly a function of the impor- times and then looking at the behavior of short-
tance of the domestic banking system and its rel- term debt flows within each partition.'" Two typcs
ative openness to foreign flows, although other of economic shocks, in turn, are considered: (a)
factors may also be important. Short-term flows shocks to GDP growth and (b) shocks to terms of
are usually more procyclical than medium- and trade facing a country. The key indicator used is
longer-term debt flows. The finding here is consis- the estimated elasticity of short-term debt with re-
tent: elasticity of short-term debt with respect to spect to GDP growth rate. Cyclical response of
GDP growth rate is 2.1 compared to 0.9 for long- short-term debt to the different types of shocks is
term debt. then inferred from the size and sign of this esti-

Short-term flows are procyclical to economic mated elasticity during favorable or adverse
shocks, especially adverse shocks. For the pur- times.12 The behavior of risk perception by foreign
poses of measuring the behavior of short-term investors (such as credit ratings) in response to
flows during good or bad times, economic shocks economic shocks is also investigated.
are defined as periods of either favorable or ad- Short-term debt is procyclical, and especially
verse outcomes relative to the mean values of the so during adverse growth shocks. When GDP
economic variable under consideration. This in- growth experiences a positive shock (one-half
volves partitioning the sample into good or bad standard deviation higher than mean growth rate),
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the partition with negative terms-of-trade shock.13

Figure 4.6 Short-term lending declines Separating the oil-exporting countries from the
more during adverse shocks to GDP growth others in the panel of 20 countries does not alter
than it increases during favorable shocks this conclusion-the elasticity of short-term debt

Elasticity with respect to GDP to growth in either case is higher during below-

1.5 average growth in terms of trade than during
Posiv above-average growth-although procyclicality in

0.9 short-term flows is greater in the non-oil-exporting

0.5 countries (table 4.4 and figure 4.7). This asymme-
try in procyclicality between oil-exporting and

O non-oil-exporting developing countries may be ex-
plained in terms of the generally better access of the

-0.5 g l l l l l l g former countries to international capital markets.

-1 | | | | llilFinally, there is evidence of a nonlinear rela-
tionship between risk perception by creditors and

-1.5 economic shocks in developing countries, which
lies at the heart of the greater procyclical response

-2 1.8 of short-term debt to adverse shocks. Perceived
Negative shock risk may increase more during a large adverse

Source: World Bank staff estimates. shock than it may decline during a small adverse

or even positive shock. The following table pre-
sents estimates of the responsiveness of one mea-

the elasticity of short-term debt growth with re- sure of risk perception, the Institutional Investor
spect to GDP growth is about 0.9, but in adverse Risk Rating, to shocks in GDP growth.
shock (when GDP growth is lower than the mean The responsiveness of risk ratings is signifi-
by one-half standard deviation), short-term debt cantly adverse during times when GDP growth is
growth falls twice as fast with an elasticity of 1.8 below the average than it is positive when growth is
in the latter case (figure 4.6). By way of contrast,
the elasticity of medium- and long-term debt with
respect to GDP growth rate is negative (although
statistically not significant) for both positive and Figure 4.7 Short-term debt declines more
negative shocks to GDP (at -0.41 and -0.3 respec- during adverse shocks to terms of trade
tively), suggesting weak countercyclical behavior than it increases during favorable shocks
to shocks to GDP. However, it is difficult to distin- Elasticity of growth of short-term debtwith respect to GDP
guish between demand and supply effects in the 2.0

procyclical response of short-term debt to growth . l Favorable shocks 1.6

shocks. Therefore an examination of terms-of- l Adverse shocks

trade shocks is important, since they tend to be | o- 
more exogenous. 0.0

An analysis of terms-of-trade shocks reveals a
similar pattern of procyclicality as in the case of l 1 0l
growth shocks, and greater procyclicality during
adverse shocks. The panel data is once again parti- -2.0
tioned according to positive and negative terms-of-
trade shocks, which are defined respectively as -3.0

greater than the mean growth rate plus half the l33
standard deviation of terms-of-trade growth, and l 4.0 .6

Oil-exporting Non-oil-exporting
less than the mean minus half the standard devia- countries countries

tion. The estimated elasticity of short-term debt I l
with respect to GDP for the partition with positive Source: World Bank staff estimates.

terms-of-trade shock is 0.8, compared to 1.8 for

88



T HE BEN E F ITS AND RI S KS OF S HO RT- T E RM BO RR O WI N G

Table 4.4 Elasticity of short-term debt with respect
to the GDP growth rate during terms-of-trade shocks Figure 4.8 Risk ratings are downgraded

Periods with Periods with more during adverse shocks than the
above-average below-average upgrades during favorable shocks to
growth in the growth in the GDP growth

Country group terms of trade terms of trade

Oil-exporting countries 0.52 3.29' Elasticity with respect to GDP
Non-oil-exporting countries 1.58*' 3.62*** 1.5

1.1 E Favorable shocks 1.1
significant at the 1 percent level; significant at the 5 percent 1.0 - - E Adverse shocks _

level; * significant at the 10 percent level.
Note: Results are from a panel of 20 countries for the period 0.5- 0.4
1987-98. For list of countries, see note to figure 4.8.
Source: World Bank staff estimates. ° -_

-0.5

above average. This is also consistent with other -1.0
findings (see chapter 2) that credit rating down- -1.5
grades are associated with high volatility in loan I2.
spreads, and that the behavior of credit rating agen- -2.0 -1.8

cies aggravated the East Asian crisis-by downgrad- -2.5

ing countries more than would have been justified 20countries adthe East Asia

by fundamentals alone, and thereby raising spreads Caribbean

and reducing access to capital sharply (Ferri, Liu, a. Argentina, Brazil, Chile, China, Colombia, Ecuador,

and Stiglitz 1999). Risk rating goes up (creditwor- Arab Rep. of Egypt, Hungary, India, Indonesia, Rep. of Korea,
thiness improves) if GDP growth is above the mean, Malaysia, Mexico, Pakistan, Peru, Philippines, Poland, Souththiness Improves) if GDP growth IS above the mean, Africa, Thailand, and Republica Bolivariana de Venezuela.

but it falls even more (that is, creditworthiness Source: World Bank staff estimates.

worsens) when the growth rate dips below the aver-
age. This nonlinear response to change in growth
rates is more pronounced in East Asia than in Latin 4.9), reflecting their narrower economic bases and
America. Although not shown in the table, this rela- greater dependence on primary commodity exports,
tionship has become more important during the pe- and often resulting in marginal creditworthiness.
riod 1993-98 compared to 1986-92 (table 4.5 and Thus, changes in risk perception and rating down-
figure 4.8).

There may be two principal reasons behind the
finding of procyclical behavior of short-term capi- Figure 4.9 Developing countries are prone
tal flows: (a) the prevalence of large and frequent to bigger external shocks, 1973-91 I
economic shocks in developing countries; and (b) PercentageofGDP
information asymmetry problems between lenders P 10
and borrowers. Economic shocks tend to be larger 8 L Developing countries
and more frequent in developing countries (figure | High-income countries

Table 4.5 Elasticity of risk rating with respect to 2
shocks to the GDP growth rate 5th percentile Median

Periods with Periods with Median 95th percentile
sabove-average below-average -2 M t i

Country group growth in GDP growth in GDP |

All 20 countries, 1.14 1.98... -6 -

Latin America and the Caribbean 0.38 0.99'* -8 -

East Asia and Pacific l1.09 1.83** 1
-10 -

significant at the 1 percent level; significant at the 5 percent -12
level. Adverse shocks Favorable shocks
Note: The dependent variable is the growth rate of the Institutional
Investor risk rating. Source: World Bank, Global Economic Prospects 1993.
a. For the list of the 20 countries, see the note to figure 4.7.
Source: World Bank staff estimates.
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grades under adverse shocks can lead to credit- Table 4.6 Short-term debt flows to developing
rationing to such marginally creditworthy borrow- countries, 1997 and 1998
ers with such changes worsening, rather than (billions of U.S. dollars)

smoothing, their adjustment (Dadush and Dharesh- Country or region 1997 1998

war 1993; World Bank 1993). Such negative effects All developing countries 43.5 -85.0

are exacerbated in the presence of information East Asia and Pacific 0.8 -68.0
asymmetry problems between borrowers and Korea, Rep. of -8.0 -29.9

Thailand -6.9 -15.1
lenders, which may cause herding and panic with- Indonesia 1.1 -11.8

drawal of capital in response to an adverse shock. Malaysia 3.4 -5.3
Latin America and the Caribbean 24.1 -5.7

Note: Negative numbers denote outflows.
Source: Bank for International Settlements.

Short-term debt and
vulnerability to crisesS hort-term flows are potentially the most re-
Sversible component of private capital flows. Evidence
This is because shorter maturity enables the in- Some early studies on crisis prediction did not find
vestor to withdraw quickly, and because with- any strong evidence that maturity profile of exter-
drawal of other types of capital can be costly dur- nal debt mattered for a crisis."8 More recently,
ing difficult times. For example, liquidating FDI however, evidence is accumulating to the contrary
may involve selling plants and machinery, and sell- (Furman and Stiglitz 1998)19 -both because the in-
ing stocks or bonds usually involves loss for the in- fluence of liquidity crises has become stronger in re-
vestor. In contrast, short-term bank loans can be cent years and because of greater methodological
reversed at relatively minimal costs.14 Many coun- attention to the subject. Radelet and Sachs (1998a),
tries suffered large reversals in short-term capital for example, find that the ratio of short-term debt
flows during the recent financial crises, precipitat- to reserves is significantly associated with nine
ing external liquidity crises. Short-term debt flows cases of crisis between 1994 and 1997 for a sample
to all developing countries from BIS banks declined of 19 emerging markets. Using a larger sample, Ro-
from an inflow of $43.5 billion in 1997 to an out- drik and Velasco (1999) find that when the ratio of
flow of $85 billion in 1998 (table 4.6).15 Quarterly short-term debt to reserves exceeds one, there is a
data suggest an even more dramatic swing. 10-percentage point higher probability of crisis

The potential reversibility of short-term debt than when the ratio is below that level. They also
predisposes borrowers to the phenomenon of li- find that the probability of crisis increases with
quidity runs (and also to greater effects of conta- total debt, the current account deficit, and real ap-
gion, as discussed in Kaminsky and Reinhart preciation of the currency, suggesting that both li-
2000). The risks of such liquidity runs are greater quidity and fundamentals factors play a role in in-
the higher the level of short-term debt relative to ducing crises. This conclusion is also supported by
international reserves. Such runs and expectations Bussiere and Mulder (1999a). Their study finds
can be self-fulfilling, because the chances of a bor- that the ratio of short-term debt to reserves is not
rower being repaid declines rapidly once a run has only a strong indicator of crises (table 4.7), hut also
started.'6 High levels of short-term liabilities in- significantly superior to alternative liquidity risk
volving the financial system also involve risks of specifications such as the ratio of imports to re-
bank runs and systemic crisis. Therefore, the risk serves and three different specifications of the ratio
of financial crisis is greater where the level of of money (MO, Ml, and M2) to reserves.20

short-term debt to reserves is excessive and the There are potential tradeoffs between liquidity
banking system is heavily involved in intermediat- and fundamentals factors (figure 4.10).21 A safe
ing such flows.17 Since residents may opt to liqui- threshold of short-term debt to reserves appears to
date their short-term assets in the banking system be about one: the crisis index would be zero with
and move them abroad in the event that risks rise, that level of short-term debt to reserves, no over-
the level of broad money relative to reserves is also valuation of the currency, and the current account
an additional vulnerability indicator, in modest surplus. But countries that have signifi-

90



T HE BEN E F ITS AND RI S KS OF S HO RT-T E RM BO RR OWI NG

Table 4.7 Determinants of financial crises

Variable Specification I Spedfication 2 } Figure 4.10 Tradeoff between liquidity and

Constant -15.38es -17.22... fundamentals
(-2.06) (-2.80) Reserves/short-term debt

Real exchange rate index -0.32' -0.33* 3_0

(-1.9) (-1.98) 3.0
Current account as a percent 1 1.65 1 55** 2.5 Total short-term debt

of GDP (2.03) (2.05) 2.0
Short-term debt as a percent 0.27- 0.28* 1.5

of reserves (4.23) (4.75)
Export growth -0.10 l 1.0

(-0.70) 0.5
Change in reserves I 0.00 0

R2
f (0.05) -6 -4 -2 0 2 4 6 8

R ~~~~ ~~~~0.43 0.43
Adjusted R

2 0.36 0.38 Current account/GDP (+=deficit)

significant at the 1 percent level; ' significant at the 5 percent Note: The figure shows the equilibrium relationship
level; *significant at the 10 percent level. between the ratio of reserves to short-term debt and current
Note: The sample includes 20 developing countries for the 1994-97 account deficit as a share of GDP when the crisis index is
period. The dependent variable is the crisis index, defined as the zero and the real exchange rate is not overvalued.
weighted average of a loss in reserves and exchange rate deprecia- Source: Bussiere and Molder 1999b.
tion. t-statistics are in parentheses.
Source: Bussiere and Mulder 1999a.

cant current account deficits, some overvaluation robust to an extension of the analysis using a
of the currency, or both, need much larger reserves. broader definition of the crisis index and a larger
Any country whose ratio of short-term debt to re- number of countries, both developing and devel-
serves significantly exceeds unity appears to be oped (Dasgupta and Narain 1999).22 The crisis
much more vulnerable to the onset of financial index is found to be strongly associated with the
crises. These vulnerability windows are particu- ratio of short-term bank debt (under the BIS defi-
larly important for private-to-private capital flows nition) to reserves (figure 4.11, note the case of
intermediated by the banking systems of the 1990s Thailand in the third quarter of 1997 and Mexico
(Bussiere and Mulder 1999b). These findings are at the beginning of 1995).

Figure 4.11 The liquidity ratio and the crisis index peak at the same time in Thailand and Mexico

Thailand Mexico

Percent Percent Percent Percent

7 1.6 3
6 - Short-term debt/reserves 1.6
6 - (right axis) 1.5 2 Crisis index 4

4 1.4
1 3

3 Crisis index 1i .
2 0 2
2 - / \ -1.2

I I 1_ 1- 1 1 
-1 - - 1.1 Short-term debt/reserves

(tight axis)
-2 1.0 -2 ( I 0

01 Q2 03 Q4 01 02 03 04 Q1 02 Q3 04 Q1 02 03 Q4 01 02 03 Q4 01 Q2 03
1995 1995 1995 1995 1996 1996 1996 1996 1997 1997 1997 1997 1993 1993 1993 1993 1994 1994 1994 1994 1995 1995 1995

Souirce: World Bank staff estimates.
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Box 4.3 Shortcomings in the reporting of short-term debt
G iven the large risks that developing countries run with the rapid growth of derivatives transactions in devel-

G when borrowing short-term, improvements are oping countries in foreign exchange and interest rates.
needed in the reporting systems for short-term debt flows. During the Mexican peso crisis of 1994, swap and
Incomplete and partial information can provide a false forward contracts on tesobonos (short-term local-currency
sense of security. The three main debt reporting systems- bonds) increased by 40 percent before the end of 1994, at
operated by the BIS, the OECD, and the World Bank-re- which point Mexican institutions held some $16 billion in
port the short-term debt positions of developing coun- swaps (Nussbaum 1997). Similarly, before the Russian
tries. The BIS collects information on the international d ebt moratorium, both foreign and domestic creditors
positions of banks in the reporting areas from the na- tradied in over-the-counter derivatives amounting to per-
tional banking authorities in 18 major industrial countries haps as much as $90 billion. And U.S. data for nine East
plus six offshore centers23 that report their claims on a Asian ccountries ssuggest that, as of June 197, be the
worldwide consolidated basis. The creditor reporting sys- onset of the crisis in that region, off-balanc-sheet claims
tem of the OECD provides semi-annual data on offi- represented some 9 percent of total U.S. bank caims, Ty
cial and officially guaranteed nonbank export credits had risen to 28 percent of total claims by December 1997,
from 21 OECD member countries, aggregated at the clearly illustrating the importance that such transactions
borrowing-country level. The World Bank uses this infor- can have in crisis countries (BIS 1999). In addition to these
mation to obtain its own estimates of short-term debt factors, a serious challenge to estimating the potentially re-
outstanding for some countries. The World Bank debtor versible componert of capital arises from the use-of e put"
reporting system obtains debt information from 129 options in debt contracts, which allows investors to reduce
debtor countries; this information is published annually in or recall loans prior to maturity.
Global Development Finance and relies heavily on BIS A second shortcoming is that the current system does
and OECD information. not provide information on the nonresident holde,rs of

However, existing reporting systems may significantly short-term liabilities owed by the private sector and, in par-
understate the true extent of reversible short-term liabili- ticular, by the domestic banks. Without such informatilon,
ties. Existing information systems rely primarily on BIS - - naal ahorities have no way of forestalling potentially
banking statistics and do not adequately capture short- Cocessive grwth ofsuch cross-border liailties. nse-
term flows outside the banking sector. Significant omis- systsq,ntly, improves in national debt reportems,
sions include investments in developing-country assets by eseial withregato short-termliailisfthe na-
international mutual funds, and non-BIS banks, cross- t toa rbankisyst, are equallyimpornBteole
border deposits held by nonresidents, and interfirm cross- -of hedge fund ffshore financial centers,adcross-border
border flows. Off-balance-sheet exposures are also omitted : deriatives transac s wll limit the exteto which ira-
from the BIS definition, which may be especially significa 

Conclusions tend to underestimate the size of potentially re-
R apid growth in short-term bank debt to devel- versible capital flows (box 4.3). Chapter 5 dis-
R oping countries in the 1990s was associated cusses the policy challenges of managing short-
with some significant benefits, such as the financ- term debt and avoiding a liquidity crisis.
ing of growing trade. But this growth was also as-
sociated with policy-induced distortions and cycli-
cal influences, leading to riskier accumulation of Notes
high levels of short-term borrowing. Short-term 1. International policymakers have concluded, for ex-
debt is also procyclical to economic shocks, ag- ample, that "countries are courting trouble when they reach
gravating rather than smoothing adjustment. Ex- for short-term capital ... (as) in Mexico and Russia. Longer-
cessive levels of short-term debt relative to liquid term debt is the simplest and best kind of insurance ... and
international reserves raise the vulnerability of when the subject of excessive and destabilizing capital flows
countries to liquidity crises and were a major fac- comes up (it is evident that) ... many of the countries that

counties o liuidiy crses ad wee a ajorfac- have experienced financial crises have in fact sought and
tor in the recent crises. Developing countries need reached for the very short-term capital flows that prove to be
to monitor their short-term debt closely, and exist- destabilizing" (Summers 1999). Similarly, others have con-
ing reporting systems for short-term debt may cluded that "virtually any country that has excessive levels of
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short-term debt relative to reserves can suffer a self-fulfilling also Demirgiiu-Kunt 1992). Even though this effect is be-
balance of payments crisis if its creditors refuse to roll over lieved to be small, pair-wise comparisons of lending to
these loans" (Furman and Stiglitz 1999) equally rated OECD and non-OECD countries do indicate a

2. An Inter-Agency Task Force on Finance Statistics greater concentration of short-term lending to the latter (BIS
(with participation by the BIS, the International Monetary 1999a, p. 25). In table 4.2, the dummy variable for BIS reg-
Fund, the Organisation for Economic Co-operation and De- ulation is positive and significant, lending some support to
velopment, and the World Bank) has recently been estab- this argument.
lished to improve the quality, frequency, and coverage of 10. Bayoumi (1997) studied consumption and growth
debt information. See also box 4.3. paths in 21 OECD countries and concluded that there was

3. Short-term international debt is defined as all cross- little evidence in support of consumption smoothing in these
border debt that has less than or equal to 1 year maturity. countries.
Currently, there are two conventions for defining short-term 11. See Botman, Dasgupta, and Ratha (1999) for de-
debt. The BIS uses the remaining maturity concept, by tails of the methodology. In the results reported below, those
which all cross-border debt becoming due within a year is for all 20 countries relate to the partitions obtained using
counted as short-term debt. This includes liabilities with an the mean plus or minus one-half standard deviation of the
original maturity of one year or less, plus repayments falling variable in question. However, the results for specific re-
due within the next 12 months on liabilities with an original gions (East Asia and Latin America) relate to a broader par-
maturity of more than a year This concept is useful for eval- titioning rule using above or below the mean (to obtain suf-
uating a country's total short-term external payments obli- 12. With the dependent variable as well as all explana-
gations (in other words, the liquidity position). In the defi- 1 i e n variablesas wel as all elana-
nition adopted by this report, on the other hand, short-term tory variables expressed as annual growth rates, the elastic-nitin aopte bythi reprt,on he oherhan, shrt-erm ity with respect to a particular variable can be read directly
debt comprises all cross-border liabilities with an original from the estimated coefficient. The model specified is a va-r
maturity of one year or less. This definition highlights the ant of the one reported in the table in box 4.2 in the sense
amount of short-term debt contracted at the margin. This that, in addition to the variable of interest such as the terms
definition also includes trade credits reported by the Orga- of trade or the risk rating, other explanatory variables for
nisation for Economic Co-operation and Development. short-term debt are drawn from that model. Again, it is

4. While external indebtedness remained flat or declined worth noting the simultaneity bias that may arise, for exam-
in developing countries in the 1990s, it increased significantly ple, from the two-way relationship between growth and
in most transition economies during the same period, short-term debt.

5. See Dasgupta and Ratha (1999), Eichengreen and 13. The direct relationship between short-term debt
Mody (1999), Chuhan and others (1993), Mussa and others flows and terms-of-trade indices is not significant. The rela-
(1999). tionship seems to operate through the GDP growth variable.

6. For example, the effect of cyclical drivers (interna- 14 Withdrawal of short-term bank lending may in-
tional interest rates) on the share of short-term debt in total volve a setback in the relationshipe be n tebank and its
debt is much stronger than its effect on the level of longer- clients, which would impact the bank's business in the fu-
term debt in the 1990s (respective coefficients being -0.5 ture, but the immediate pecuniary cost is relatively small.
and -0.01). The remaining maturity definition of short-term 15. The outflow of short-term debt reported here is
debt used here complicates this conclusion, but does not based on the BIS remaining maturity definition. This results
alter it. in higher numbers than those reported in chapter 2, which

7. See also box 4.2. Just as short-term debt rose in as- are based on the original maturity definition.
sociation with growing trade during 1990-97-indicating 16. Furman and Stiglitz (1998), Diamond and Dybvig
the beneficial effects of trade credit-its reversal during the (1983), Rodrik and Velasco (1998), Eichengreen and Mody
financial crisis and the lack of financing for critical imports (1999).
was one of the reasons behind the exports slowdown and re- 17. Short-term borrowing by corporations also in-
cession in Asia (in particular, Thailand) in 1998. This indi- volves significant risks, but the implications of such risks for
cates that the behavior of private trade credit is not very dif- systemic crisis are typically less than in the case of banks.
ferent from that of other forms of private short-term debt. The reason is that, unlike a commercial bank, a typical pri-

8. In the case of Korea, corporations were not allowed vate corporation tends to be small, and its foreign currency
to borrow long-term from abroad, so they borrowed from liabilities tend to be hedged by export receivables or by real
domestic banks that in turn funded the loans with short- assets. However, unhedged foreign currency borrowings by
term borrowing from foreign banks. large corporations may pose more serious risks as was the

9. Thus, for example, a bank complying with BIS regu- case in the recent crises in Asia.
lations could extend short-term debt up to five times the 18. For example, Frankel and Rose (1996); Sachs, Tor-
original amount of a longer-term loan (and realize signifi- nell, and Velasco (1996); Kaminsky, Lizondo, and Reinhart
cantly higher profits with much lower risk) by reducing the (1998).
loan maturity from over 12 months to less than 12 months. 19. Furman and Stiglitz (1998) note that, at the end of
This differential treatment of short-term debt was designed 1996, 11 of the 42 developing countries for which data were
to reflect the greater risk associated with longer-term com- then available had short-term debt to BIS-reporting banks
mitments. However, there is some evidence that this regula- that exceeded the level of reserves. Several countries from this
tion may have encouraged short-term debt contracts (see group subsequently faced severe financial difficulties, includ-
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ing Indonesia (with a ratio of short-term debt to reserves of Calvo, G.A., 1991. " The Perils of Sterilization." IMF Staff
1.9), Korea (2.0), Thailand (1.2), South Africa (11.6), Pak- Papers 38. International Monetary Fund, Washington,
istan (5.1), Russia (2.1), Bulgaria (2.1), and Zimbabwe (1.3). D.C.

20. It is also the case that a rise in short-term lending . 1998. " Capital Flows and Capital-Market Crises:
before an imminent crisis is partly endogenous to the rising The Simple Economics of Sudden Stops." Journal of
risks of a crisis, so that more fundamental causes of a crisis Applied Economics 1: 35-54.
remain important. Chuhan, P., S. Claessens, and N. Mamingi. 1993. "Equity

21. Since the probability of crisis is measured for a and Bond Flows to Latin America and Asia: The Role
given year rather than over several years, these regressions of Global and Country Factors." Policy Research
may overstate the importance of proximate triggers as op- Working Paper 1160. International Economics Depart-
posed to fundamental factors. ment, World Bank, Washington, D.C.

22. Dasgupta and Narain (1999) define the crisis index Cole, H. L., and M. Obstfeld. 1991. "Commodity Trade
as a weighted average of the nominal depreciation and loss and International Risk-Sharing: How Much Do Finan-
in reserves (similar to Bussiere and Mulder 1999a), as well cial Markets Matter?" Journal of Monetary Econom-
as an increase in domestic interest rates, weighted by the in- ics 28: 3-24.
verse of the standard deviation of these series. Interest rates Dadush, Uri, and Ashok M. Dhareshwar, 1993. "External
are introduced as an added factor, since a rise in domestic Shocks and Financing in Developing and Industrial
interest rates is also closely associated with financial crises. Countries." World Bank, Washington D.C. Processed.
Their sample period is 1986 to 1997. Dasgupta, Dipak, and Ashish Narain. 1999. "Short-term

23. Industrialized reporting countries are: Austria, Bel- Banking Debt and the Potential for Liquidity Runs and
gium, Canada, Denmark, Finland, France, Germany, Ire- External Financial Crises: Theory, Evidence, and Thresh-
land, Italy, Japan, Luxembourg, Netherlands, Norway, olds." Background paper.
Spain, Sweden, Switzerland, United Kingdom, and United Dasgupta, Dipak, and Dilip Ratha. 1999. "What Factors Drive
States. Other banking centers are: Bahamas, Bahrain, Cay- Private Capital Flows? And How Does IBRD Lending Re-
man Islands, Hong Kong (China), Netherlands Antilles, and spond?" World Bank, Washington, D.C. Processed.
Singapore. These offshore banking centers are not covered Demirgiuc-Kunt, Asli. 1992. "Creditor Country Regulations
in the semi-annual or consolidated series, and Commercial Bank Lending to Developing Coun-

tries." Policy Research Working Paper 917. World
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Safeguarding against Crisis:
The Near-Term Agenda

T O REDUCE THEIR RISK OF CRISIS, DEVELOP- and weaknesses of specific measures that govern-
ing countries need to pursue financial safe- ments can use to prevent or contain crises. More
guards that they can implement in the short detailed analysis begins with capital control mea-

term alongside their longer-term development ini- sures-taxation of short-term capital inflows, pru-
tiatives. Internationally triggered financial crises dential controls on capital inflows, and controls on
became more frequent and more severe in the capital outflows during crisis episodes, followed
1980s and 1990s. Although the susceptibility to by liquidity-enhancing measures (higher foreign
crisis varies from country to country, studies sug- currency reserves and contingent access to interna-
gest about a 10 percent average likelihood of crisis tional credit). The chapter's main conclusions are
in any given year (Kaminsky and Reinhart 1999; the following:
Bordo and Eichengreen 1999).1 Volatile interna- The proposed safeguards would impose costs
tional capital flows have also been associated with on the domestic economy either by restricting the
a greater number of costly domestic banking quantity of foreign borrowing or by raising its
crises. Reforms of the international financial archi- price. The costs, however, are likely to be less than
tecture, together with continued improvements in the cost of a full-fledged financial crisis. Safeguard
countries' macroeconomic policies and their bank- measures are valuable also because they help insu-
ing systems, are the best protection against crises. late the poor by reducing the likelihood of a deep
Such reforms will also provide developing coun- recession and instead shift the burden of crises on
tries the foundation to benefit from international to those who benefit more directly from foreign
capital flows. But, in most countries, these interna- borrowing.
tional and domestic reforms will take time to be- All safeguard measures have their limitations,
come effective. Until then, banking and financial and their applicability depends upon the conditions
systems will likely remain susceptible to externally prevailing in the country in question. They should,
induced shocks and liquidity crises. That is why therefore, be employed with care and in combina-
short-term safeguards are needed. tions suited to each country's circumstances:

Proposals for domestically initiated near-term
financial safeguards are of two types: controls on * A Chilean-style reserve requirement on short-
capital flows and measures that improve countries' term capital inflows would place a portion of
access to international liquidity. The former are the externally acquired funds in non-interest-
designed to dampen the volatility of capital flows bearing reserves for a fixed period (e.g., a year).
and hence keep crises from occurring; the latter Such a requirement effectively acts as a tax,
can help contain crises when they do occur. In as- because the central bank rather than the bor-
sessing these proposals, this chapter first briefly ex- rower receives the interest on the funds held in
amines the new sources of vulnerability to crises, reserve. The tax shifts a country's external lia-
namely, fragile banking systems exposed to sudden bilities toward longer maturities and reduces
and rapidly reversible international capital flows. its vulnerability to sudden shifts in investor
This is followed by an overview of the strengths sentiment. It can also partly defray the govern-
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ment's costs of holding additional reserves of stances. Private contingent credit lines may also
its own. However, to be fully effective, imple- be offset by a decline in other flows, require ex-
mentation requires comprehensive coverage of pensive collateral, and may be available only to
all inflows. And a country's short-term repay- those countries perceived as relatively credit-
ment obligations can nevertheless become high worthy. Multilateral institutions can support
as longer-term obligations approach maturity. country risk-management strategies by offering
Therefore, taxation of short-term inflows of- new financial instruments such as contingent
fers no panacea. credit facilities and partial credit guarantees,

* Taxation of capital inflows may need to be but these, too, could reduce a country's access
combined with quantitative controls. The to other capital.
most important are prudential controls on the
banking sector's international short-term lia- Finally, it bears reiterating that none of the
bilities. These are an extension of domestic proposed measures can protect against large fiscal
prudential controls to an open economy set- deficits, imprudent external debt strategies, over-
ting. They are also prone to evasion and im- valued currencies, severe terms-of-trade shocks, or
plementation problems. mismanaged financial sectors. Better macroeco-

* Restrictions on capital outflows are even more nomic management (including choice of appropri-
difficult to implement, but may be appropriate ate exchange rate regimes), deep financial sector
in certain circumstances, especially in a liquid- reforms, and continued innovations in the interna-
ity crisis and provided a country's fundamen- tional financial architecture are required for safer
tals are relatively sound. The precise causes of and more productive capital flows.
a crisis, however, may not be evident while it is
ongoing and opportunistic imposition of con-
trols risks deterring long-term capital inflows.

* A larger cushion of reserves provides greater The new sources of vulnerability
international liquidity to deal with sudden cap- A s documented in a large and growing literature,
ital flow reversals. One proposal is that coun- Adeveloping countries are subject to new sources
tries maintain reserves at least equal to ex- of vulnerability. Crises have increased in frequency
pected debt servicing in the coming year. and severity, and they have an especially large impact
However, reserve needs are likely to exceed on the poor (box 5.1). Liberalized domestic bank-
this rule of thumb when current account ing sectors now intermediate a growing share of
deficits are large, when the variability of the developing-country resources and are increasingly
balance of payments is high, when the ex- the counterparties to international financial transac-
change rate is relatively fixed, and when un- tions, which throughout the mid-1990s declined in
derlying information on reserves and short- maturity. These domestic and international factors,
term debt is deficient. And because the yield on in combination, create a "combustible mix" (Eichen-
reserves is lower than a country's cost of funds, green 1999). Thus, although traditional sources of
reserves are expensive to hold and can create a vulnerability-large budget deficits, excessive inter-
significant fiscal burden. Higher banking sec- national borrowing, and overvalued currencies-re-
tor liquidity requirements can effectively shift main important in recent crises, but the focus of this
the burden of holding reserves onto the private chapter is on the new sources of vulnerability.
sector and also have potentially beneficial
long-term effects through making banks safer. Financial sector liberalization and capital

* Privately contracted contingent credit lines pro- account opening
vide, in the event of a liquidity crisis, optional As domestic financial sector liberalization has pro-
access to foreign currency borrowing at pre- ceeded in parallel with capital account liberaliza-
determined interest rates. Such arrangements tion, banking and balance of payments crises have
are attractive because of their relatively low become more closely intertwined. Since foreign
fees. Their lower cost, however, reflects the fact capital is-directly or indirectly-leveraged by the
that, unlike reserves, contingent credit lines can domestic financial system, the sudden withdrawal
only be used under certain well-defined circum- of foreign funds contributes to systemic disruption
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Box 5.1 The frequency and severity of crises-and their
implications for the poor
ncreased openness to international capital flows has been rate by 2 percentage points. for the East Asian crisis coun-
associated with a high and increasing frequency of finan- tries, the increase in poverty was less than originally ex-

cial crises (Kaminsky and Reinhart 1999; Bordo and pected and varied significantly across countries, but it was
Eichengreen 1999). Kaminsky and Reinhart (1999) find, far in excess of what one might have expected from the
for 5 industrial and 15 major emerging market economies modest decrease in average consumption per capita (World
in the 1980-95 period, a 10 to 15 percent annual proba- Bank 2000, table 2.1). Lustig notes, moreover, that the mea-
bility of a balance of payments crisis. A third of these sured increase in poverty understates the human cost, since
crises are "twin" currency and banking crises, which have rising poverty is associated with a deterioration in school at-
the most severe effects of all. Pure currency crises have de- tendance, and in health and nutrition indicators.
clined in frequency as countries have moved to more flexi- The key to reducing the social costs of crises lies in
ble exchange rate regimes in the post-Bretton Woods era. preventing crises through better economic management,
However, banking crises, which had been few in number and a propoor response. The 1990s witnessed significant
thanks to extensive capital controls and regulations intro- progress in incorporating social protection in adjustment
duced during the Bretton Woods era, have reasserted programs, for example in Argentina and Mexico after
themselves, especially in the 1990s. The average cost of an 1995 and in the East Asian crisis. These experiences offer
emerging market currency crisis is estimated at 8 percent several lessons for future crises. One is the need to protect
of cumulative forgone GDP, rising to 18 percent when a government spending that benefits the poor, and especially
banking crisis occurs simultaneously (World Bank 1998, spending on primary education, preventive health care,
p. 127). The costs of banking-cum-currency crises can rise water and sanitation, rural infrastructure, and housing.
to more than 30 percent, as reflected in the cumulative, Another need is to maintain general food subsidies on
three-year shortfall in growth in the case of Mexico in basic staples in the short run-even if their benefits leak to
1982 and of Indonesia in 1997. the nonpoor-unless they can be replaced by targeted pro-

Crises cause large increases in poverty and have longer- grams. Finally, social programs put in place before a crisis
term consequences for the country as a whole. They hurt strikes are of more value than ad hoc emergency measures.
both the poor and the nonpoor, but the decline in income is To be effective, safety nets should consider a wide range of
more devastating for the poor because of their typically programs: scholarships for poor children, public works
meager savings and lack of access to social or market insur- programs, cash transfers, food-related transfers, food sub-
ance. Risk-averse workers benefit less from the gains of cap-', sidies, social funds, and fee waivers for various essential
ital account openness in good times than they lose during a services, The appropriate mix of safety-net programs will
crisis. The fact that the poor have limited access to capital depend on the demographic and other characteristics of a
markets for smoothing their consumption during bad times country's poor, on the type of crisis, and on the govern-
makes their situation even worse (Rodrik 1999). Lustig ment's institutional and administrative capacity. The inter-
(1999) estimates that each percentage-point decline in national cornmmuity. can and is playing an important sup-
growth from an adverse economic shock raises the poverty portyve and financing role. l

with a large and persistent impact on domestic in- of payments crises. In Thailand, for example, the
vestment and growth prospects.2 Kaminsky and expansion of domestic credit led to a speculative
Reinhart (1999) show that of 23 domestic banking boom in property prices, overvaluation of the
crises between 1980 and 1995, 18 were associated baht, and eventual balance of payments pressures.
with balance of payments crises. Recent history in
East Asia, Mexico, and Russia shows that the Short-term capital flows
fragility of the domestic banking system can inter- The interaction between the domestic financial sys-
act powerfully with volatile international capital tem and external capital flows has been amplified
flows. Causation may work in both directions: by the rise in foreign currency denominated bor-
from balance of payments to domestic banking rowing-much of it short-term-by financial insti-
crises, or from domestic bank failures to balance tutions in emerging markets. The average maturity
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was precipitated by the inability of the corporate

Figure 5.1 Interest rate deregulation and sector to roll over its short-term debt. In Mexico
growth of credit to the private sector the government's inability to roll over the short-

Ratio of private sector credit to GDP (percent) term paper it had issued contributed to the severity

0.45 - of the 1994-95 crisis. Derivatives and other offset-
ting transactions can transform apparently longer-

0.40 0 term liabilities into short-term liabilities (Garber
1995 1998). In addition, foreign capital may be subject

0.35 to rapid reversal even when the contracted matu-
40 rity is not short. For example, Maxfield (1998)

0.30 1990 notes that mutual funds are subject to rules of op-
* eration that lead to rapid withdrawal even when

the investors must absorb significant capital losses.
0.25 1985

Because many financial crises have an interna-
tional dimension-and because financial crises may

0.20 15 20 25 30 35 extend beyond the country where the crisis origi-
10mber 15 20untries 25regulating 30terest rates nates-there is a justification for internationally co-
Number of countries deregulating interest ratesoriae acon.Udrteubcofhe"w

ordinated actions. Under the rubric of the "new
Note: Demirguc-Kunt and Detragiache (1998) considered international financial architecture," a number of
33 emerging market countries that liberalized interest rates proposals for action have been developed (Eichen-
starting in 1980. The first observation on the horizontal
axis refers to the number of countries that initiated green 1999; Rogoff 1999). These proposals address
deregulation between 1980 and 1985; the second and the in different Some would pursue
third observations refer to the cumulative number that problem ways.
liberalized by 1990 and 1995 respectively. The vertical a fundamental reduction of countries' vulnerability
axis presents the average ratio of private sector credit to crisis, for example, through higher standards for
to GDP for all 33 countries in each of the three years.
Source: IMF, International Financial Statistics; Demirguc- corporate governance and banking regulation and
Kunt and Detragiache 1998. supervision. Others focus on prevention and con-

tainment of crises, through creation of an interna-
tional lender of last resort and mechanisms to "bail
in" the private sector. Still others would develop ap-

of their international borrowing in the syndicated propriate responses to crises, for example, through
loan market is about two years (Eichengreen and norms for international debt standstill agreements
Mody 1999); even shorter-term borrowing occurs or "superbankruptcy" procedures. Recognizing that
directly, on the basis of ongoing relationships be- these international initiatives will take time to ma-
tween banks (see chapter 4 for further discussion of ture and become effective, a near-term agenda of
short-term capital flows). Between the late 1980s domestic initiatives has also been proposed.
and 1996, the foreign currency liabilities of domes-
tic banks in the crisis countries of East Asia rose
from relatively negligible levels to about 6 percent
of GDP in Indonesia, 9 percent in Korea, 12 percent Volatility management:
in Malaysia, and 27 percent in Thailand. Although the national agenda
in Korea's case these liabilities were matched by for- omestic policy options may be classified into
eign assets, a mismatch of maturities (the liabilities D two broad groups: those that limit certain
were largely short-term, whereas the assets were types of capital flows, and those that provide li-
mostly long-term) caused domestic banks to run quidity to tide countries over periods of capital
short of liquidity in the second half of 1997, as for- flow reversals. In Chile, for example, taxes on
eign banks began to withdraw their credit lines. short-term inflows have been used to lengthen the

The problem of short-term debt is tied most average maturity of debt. The Argentine emphasis,
closely to interbank lending, but other short-term in contrast, has been on a sophisticated liquidity
flows may also render the economy vulnerable to management strategy.
sudden shifts in investor confidence and with- Of the several proposals advanced, five are
drawal of capital. In Indonesia the recent crisis considered here in some detail. Three of them are
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measures aimed at limiting capital flows: Chilean- principal, self-protection measures can be revenue-
style reserve requirements to contain short-term neutral. Revenues from capital inflow taxes can fi-
capital inflows, prudential controls on foreign bor- nance the liquidity measures. Indeed, the Chilean
rowing by banks, and controls on capital outflows. mechanism creates reserves directly, enhancing li-
The other two-increased reserves and private quidity. Prudential capital controls are, as already
contingent credit lines-seek to manage liquidity. noted, the open economy counterpart to domestic
If a crisis that leads to a 20 percent loss in GDP is prudential regulations. Controls on capital outflows
expected to occur once every 10 years on average, are the easiest to evade and, hence, the most diffi-
the expected cost is about 2 percent of GDP per cult to implement on any sustained basis, but they
year. The costs of the measures discussed here ap- may be useful in certain circumstances in countries
pear to be significantly less than that. Distribu- facing massive crises.
tional considerations make the case for safeguard A more general limitation of all these mea-
measures even more compelling. As discussed in sures is that they can not substitute for better eco-
box 5.1, the costs of crises fall heavily on the poor, nomic fundamentals or guarantee against large
whereas these safeguard measures shift these costs shocks to the fundamentals. Instead they are in-
to the government (and hence to the taxpayer) or tended to insulate an economy from speculative
to borrowers in the form of higher costs of debt. attacks that are unrelated to-or that may mag-

The various measures complement each other. nify-fundamental economic shocks. For example,
Whereas Chilean-style reserve requirements oper- although Argentina's comprehensive program of
ate to increase the maturity of outstanding debt, risk management has succeeded in protecting the
and hence reduce the country's vulnerability to country's currency board arrangement, Argentina
short-term capital inflows that may be easily re- was unable to avoid a severe recession in 1999
versed, contingent credits and reserves create when prices of its commodity exports fell and its
greater liquidity to manage those reversals that may major trading partner (Brazil) underwent a large
nevertheless occur (table 5.1). Both of the liquidity- depreciation of its currency. Chile, which has man-
enhancing measures examined here are easier to aged a relatively successful form of capital inflow
implement than capital inflow taxes, but they also taxation, also suffered a recession in the wake of
create greater costs for the government. In contrast, the East Asian crisis as the prices of its export
reverse requirements on inflows act as a tax, which commodities, especially copper, fell and interest
by definition provides income to the government. In rates rose sharply.3

Table 5.1 Advantages and disadvantages of selected short-term safeguards

Capital controls Liquidity enhancement

Chilean-style Reserves to
reserve Prudential Controls on cover short- Contingent

requirements controls outflows term debt credit lines

Costs and their Raise domestic Raise interest costs to Lower interest costs Fiscal costs are borne Generally lower
incidence interest rates, but domestic borrow- but raise adminis- by taxpayers and costs of commit-

government ers, as supply of trative costs can be quite high ment borne by
obtains revenue funds is restricted government
and liquidity

Ease of Complex: require Complex: require Most complex: Require strategy for Easiest: market-
implementation comprehensive careful monitor- incentives to evade managing foreign based contrac-

coverage of all ing to ensure are strong, espe- reserves and tual undertaking
inflows to be compliance cially if controls spillover effects on but feasibility
effective are permanent domestic monetary may depend on

policy perceived credit-
Effectiveness Increase maturity of Directly reduce Have typically More effective than worthiness

outstanding debt exposure to short- proved ineffective, contingent credits Provide a liquidity
but do not insulate term debt and although recent but require active cushion, which
economy from hence to vulnera- outcomes in reserves may, however,
large international bility on account Malaysia are con- management be partly
price and interest of currency sistent with stated negated if credi-
rate shocks mismatches goals tors take offset-

ting positions
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Managing the capital account because of measurement problems (quantitative
Capital accounts have become more open in most measures of controls are difficult to construct) and
developing countries since the mid-1980s. The because of the need to control for other policy
number of "liberalizing measures" has significantly changes that are typically undertaken at the same
exceeded the number of "tightening measures" time (IMF 2000). Reinhart and Smith (1997) have
(IMF 1999a, p. 16). These measures have facili- proposed examining the effects on certain key indi-
tated capital inflows; outflows, typically, remain cators before and after the imposition of controls.
more restricted but are also on a liberalizing trend. Extending their analysis, table 5.2 presents the ef-
Even Chile, whose reserve requirement is often fects on capital flows following five episodes of cap-
held up as an example of a successful form of capi- ital inflow controls (Brazil in August 1994, Chile in
tal control, has over the 1990s dismantled several June 1991, Colombia in September 1993, the Czech
quantitative controls, especially those on outflows, Republic in August 1995, and Malaysia in January
making its economy more financially open.4 This 1994) and one episode of capital outflow controls
trend toward capital account openness can be ex- (Malaysia in September 1998). Bearing in mind the
pected to bring long-term benefits, even though the earlier caveats, three conclusions are possible:
exposure to external shocks has increased. More
open capital accounts facilitate portfolio diversifi- * Capital inflow controls do not seem to affect
cation: risks in different projects can be offset and the level of flows: aggregate capital inflows
more risky projects therefore undertaken, leading fell immediately following the imposition of
to a potentially higher rate of investment and a controls, but rose soon thereafter.
higher average rate of return on projects (Obstfeld * Inflow controls do seem to affect the composi-
1994). Klein and Olivei (1999) find that capital ac- tion of flows by extending their maturity
count openness provides long-term benefits in in- structure. Short-term inflows declined sharply
dustrial countries with mature financial systems. in the year controls were imposed-the nega-
But because developing countries do not similarly tive sign implies that the stock of short-term
benefit-investment is not necessarily higher, debt fell in the majority of the cases after the
longer-term growth is not necessarily greater, and imposition of controls-and tended to rise
the risks of crisis are higher-a more careful path much more slowly thereafter compared with
toward that goal has to be traversed.5 other flows.6

Capital controls were motivated in the 1990s * Protection against liquidity crises is likely to
by concerns that rapid inflows lead to loss of au- be stronger where capital controls are com-
tonomy in macroeconomic policy and that their re- bined with measures to increase reserves rela-
versals have significant follow-on effects through- tive to short-term debt (as in the case of Chile,-
out the economy. In the early and mid-1990s, the Malaysia in the most recent episode, and
major concern with rapid capital inflows was infla- Brazil earlier).
tionary pressure, generated by the creation of high-
powered money through the direct or indirect Chilean-style reserve requirements
transfer of foreign currency reserves into the bank- In June 1991 the Chilean government imposed a
ing system. However, since the Mexican crisis of requirement that 20 percent of all newly entering
December 1994, a more overriding concern has portfolio capital be deposited with the central
been the rapid outflow of capital and the inability bank in a non-interest-bearing account for up to
to access new capital inflows. The reversibility of one year. This in effect imposed a tax, which fell
capital flows-and the "sudden stop" in new particularly heavily on inflows of short maturity.
flows-has led to the consideration of policies that This unremunerated reserve requirement has been
slow down inflows during boom times and restrict modulated several times since its introduction. The
outflows during a crisis. requirement was raised to a peak of 30 percent in

But do capital account controls achieve their August 1992. However, in June 1998, during the
intended objectives of affecting the volume and worst of the global financial crisis, the require-
composition of capital flows and making countries ment was lowered to 10 percent, and in September
less vulnerable to crises? An overall assessment of it was lowered again to zero in order to attract
the efficacy of capital controls has proved difficult capital into the country.
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Table 5.2 Capital flows and reserves before and after implementation of capital controls

Period,

t-Iyear t t+Iyear t+2years

Capital account balance (percent of GDP)
Brazil (August 1994) 1.7 1.5 4.2 4.3
Chile (June 1991) 9.4 2.8 7.5 6.7
Colombia (September 1993) 0.4 s.3 4.3 5.1
Czech Republic (August 1995) 11.0 15.8 7.3 2.1
Malaysia (January 1994) 16.8 1.8 8.7 9.4
Malaysia (September 1998) 2.2 -3.5 -3.6b

Short-term flows (percent of GDP)
Brazil (August 1994) 1.1 -0.8 1.0 1.4
Chile (June 1991) 0.0 -2.6 4.2 0.6
Colombia (September 1993) 2.1 0.9 2.0 0.8
Czech Republic (August 1995) ) .. 4.2 1.6 1.2
Malaysia (January 1994) 5.2 -1.1 1.5 3.3
Malaysia (September 1998) 3.4 -7.4 _1.8b

Change in reserves (billions of U.S. dollars)
Brazil (August 1994) 8.1 6.5 12.7 8.6
Chile (June 1991) 2.5 1.0 2.1 0.5
Colombia (September 1993) 1.3 0.2 0.2 0.4
Czech Republic (August 1995) 2.4 7.7 -1.5 -2.7
Malaysia (January 1994) 10.0 -1.8 -1.6 3.2
Malaysia (September 1998) -6.2 4.8 4.2c

Ratio of reserves to short-term debt
Brazil (August 1994) 1.0 1.5 1.6 1.4
Chile (June 1991) 1.5 2.2 1.9 1.9
Colombia (September 1993) 2.4 2.2 1.5 1.4
Czecli Republic (August 1995) 3.8 3.6 2.6 1.8
Malaysia (January 1994) 3.7 3.9 3.0 2.4
Malaysia (September 1998) 1.4 2.8 3.8b

a. Period t refers to the year in which controls were imposed.
b. World Bank staff estimate.
c. As of November 1999.
Sources: IMF, International Financial Statistics, various issues; Bank for International Settlements; Ministry of Finance, Government of
Malaysia. Based on Reinhart and Smith ( 1997).

The more important changes have occurred in (1999). On the level and maturity of capital flows,

the increasing range of inflows covered by the tax. the various studies reach similar conclusions: the

Gallego, Hernandez, and Schmidt-Hebbel (1999) total value of capital flows typically fell immedi-

argue that the tax periodically lost its effectiveness ately after the tax was raised or made more effec-

as loopholes were discovered. Investors were able tive, but the long-term impact on aggregate flows

in the earlier years to evade the tax by relabeling has been minimal. However, the taxes were effec-

the inflows, for example characterizing portfolio tive in lengthening the contracted maturity of capi-

flows as trade credits or loans supporting foreign tal inflows. Once comprehensive coverage was

direct investment (Edwards 1999). The coverage achieved, the average maturity of newly contracted

of flows to which the tax applied was therefore debt rose significantly: the share of debt with a

steadily increased, and by 1995 virtually all forms contracted maturity of one year or less fell from

of inflows were subject to the tax. In August 1997 96.3 percent in 1988 to 28.9 percent in 1992 and

the unremunerated reserves-equivalent was $2.3 to 2.8 percent in 1997.

billion, or 30 percent of the year's capital inflows. 7 However, Chile's short-term debt repayment

The Chilean authorities' vigilance in detecting eva- obligations, although declining, remain high (Ed-

sion and enforcing more comprehensive coverage wards 1999). Here the distinction between short-

may not be easily replicated in countries with less term debt defined by originating maturity and by

administrative capacity. remaining or residual maturity is important. Even

The impact of the Chilean policy been exten- though loans may be contracted at maturities of

sively analyzed, most recently by Gallego, Hernan- greater than a year, these loans eventually become

dez, and Schmidt-Hebbel (1999) and by Edwards due, and it is the amount to be repaid within the
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coming year that is relevant. Chile's short-term usage of the funds received. For these reasons, pru-
debt by remaining maturity stood at 50 percent of dential controls on capital inflows may be needed to
all the country's international bank debt at the end limit foreign borrowing by banks (especially where
of 1997. This was lower than in Indonesia (61 per- they are ineffectively regulated and supervised) and
cent), Korea (63 percent), Malaysia (53 percent), by domestic corporations. Also, governments them-
or Thailand (66 percent), but higher than in Mex- selves may do well to limit their exposure to short-
ico recently (44 pcrcent), despite the absence of term foreign debt.
capital controls there. Also, Chile maintained a The rationale for prudential controls on capi-
high level of reserves relative to its short-term debt tal flows arises when excessive international bor-
(two to three times higher than in East Asia, for rowing by a few banks or companies has negative
example), partly as a built-in feature of the unre- spillover effects on others within the economy. For
munerated reserve requirement. Gallego, Hernan- example, risky and imprudent borrowing (or on-
dez, and Schmidt-Hebbel (1999) note that, during lending) decisions by one bank or firm may lead to
the period, Chile maintained a high level of foreign a sudden loss of investor confidence about the
currency reserves partly because of concern that safety and soundness of the domestic banking sys-
the periodic loss of effectiveness of the implicit tax tem as a whole, and this may trigger a much
on inflows would render the economy vulnerable broader panic. In such a situation, even domestic
to speculative inflows. Although these authors residents may determine it wise to take their funds
conclude that the controls and the accumulation offshore. That, in turn, can sharply reduce domes-
of reserves reduced Chile's vulnerability to tic liquidity and trigger a systemic banking crisis.
spillover effects from the crisis of 1997-98, they The rationale for prudential regulations on inter-
note that the cost of holding reserves was high national transactions is thus essentially the same
(about 0.5 percent of GDP annually). as for domestic prudential regulations. Since the

Other limitations of the Chilean system have systemic disruption following a banking crisis has
been noted. The reserve requirement tends to raise huge social costs and control through market-
domestic interest rates, for example, and this cost based incentives is difficult, most countries place
may have fallen disproportionately on small- and prudential limits on domestic banking activities.
medium-size firms, which are least able to bypass These limits take the form of capital adequacy
the capital controls. In 1997 the cost of capital to standards, provisioning for bad loans, limits on
small- and medium-size firms was 19 percent per lending to a single borrower or to particular sec-
year in dollar terms (Edwards 1999). Gallego, tors, and deposit rate ceilings (for recent discus-
Hernandez, and Schmidt-Hebbel (1999) conclude sions see Hellman, Murdock, and Stiglitz 1998;
that the higher interest rates lowered Chile's Barth, Caprio, and Levine 1988; Rossi 1999).
growth rate by about half a percentage point every Banks. Several prudential measures are pos-
year, principally by lowering investment. sible. It may be appropriate to place limits on short-

term flows, particularly short-term external bor-
Prudential capital controls rowing by domestic banks, since market-based
New analysis of the dynamics of capital flows pro- approaches such as the Chilean-style reserve re-
vides some support for a prescription of quantitative quirement may not be fully effective (Stiglitz and
controls on capital inflows on prudential grounds Bhattacharya 1999). Similarly, limits (or disincen-
(Calvo and Mendoza 1999; Krugman 1999). Capi- tives such as higher capital and reserve require-
tal inflows may be driven by considerations other ments) may also be imposed on the net foreign ex-
than the economic fundamentals of the economy posure (including swap transactions) of banks and
and, indeed, may sometimes be attracted for the financial institutions. Finally, tighter supervision
wrong reasons. International investors are often un- may be required where banks are believed to em-
willing to incur the costs of investigating the eco- ploy inadequate risk management techniques, espe-
nomic basis for the country's external borrowings cially with respect to borrowers who have signifi-
and may be driven more by market psychology. Fur- cant foreign currency liabilities. Box 5.2 presents
thermore, where investors perceive implicit guaran- some examples of prudential controls and their
tees on the returns on their investment, the lack of value in stemming crises. However, Garber (1996),
due diligence may be reinforced, leading to poor citing the example of Mexican banks following lib-
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Box 5.2 Examples of prudential capital controlson
short-term flows
ndia applied and reinforced extensive controls during the On the other hand, in the early 1990s, BraziPls com-

I East Asian crisis, particularly on short-term debt held by plex system of prudential safeguards was easily circum-
banks. Together with other policies such as flexible ex- vented' by well-developed financial markets and over-the-
change rates and ample foreign reserves, these measures counter derivatives. In addition, the Brazilian safeguards,
may have helped protect the country from contagion (IMF which'included rjestrxction's onor outright bans on certain
2000). Similarly, Indonesia's use of tight limits on external transactions and narrow entrance taxes and other' fiscal
commercial borrowing by its banking system in the early disincentives (differentiated taxes on certain investments)
1990s also helped stem and successfully manage a surge in were not directed' specifically at the banking systerm 'The
external borrowing during that period. The repeal of this experience of most cou,ntries shows that capital controls
prudential control may have been a factor in the subse- used for purposes other than prudential banking'safe-'
quent surge of short-term borrowing. The prudential t guards-su as fr protectig fixed exchange rates or
capital control measures that Malaysia introduced in macroeconomic imnba,ancswere less'successfual and
1994-including ceilings on banks' net foreign liability often distortionary ((E '2000). I a brea frorm the 'est,
positions-were also apparently effective in sharply during its.recent currency-crisis, BrAzil did not imppo$e any
reducing the volume and increasing the maturity of flows. additional capital co.ntrols. ,

eralization in the early 1990s, cautions that banks approaches (Stiglitz and Bhattacharya 1999). For
can cvade such requirements through the use of de- example, limits may be placed on the tax de-
rivative instruments where prudential controls have ductibility of foreign currency debt. Offshore fund-
not yet been extended to cover derivative positions. ing may be restricted to firms deemed to meet a

In addition to direct controls on foreign ex- minimum creditworthiness requirement, as re-
change exposures, stronger prudential regulation flected in their credit ratings. More intrusive-and
may be required on overall exposures. Risks to the hence more controversial-controls would limit
banking sector's solvency may be reduced either by external borrowing on the basis of the financial
limiting the range of activities undertaken (such as characteristics of firms, such as their overall lever-
lending to real estate or highly leveraged firms) or by age or their ratio of foreign to domestic borrowing.
increasing the amount of capital required as a cush- Controls on the public sector. Public sector
ion against the possibility of default on loans made. external borrowing can also be usefully subjected
For Central and Eastern Europe, for example, Tal- to quantitative constraints. Again, an extreme pro-
ley, Giugale, and Polastri (1999) argue that although posal would have governments contract no exter-
the countries in the region comply with the Euro- nal debt (Dooley 1998). A more conservative pro-
pean Union's guidelines, these are insufficient given posal would require, for example, a minimum
their-direct or indirect-exposure to volatile inter- three-year contracted maturity for public borrow-
national capital flows. In Latin America, several ing. Recent bond offerings of the Argentine gov-
countries have raised capital adequacy requirements ernment have had maturities in excess of 15 years,
above the 8 percent required by the Basel guidelines. compared with average maturities of less than five
In Argentina, banks are also required to issue a cer- years a decade ago. However, as discussed above,
tain proportion of their liabilities in the form of this would not avoid higher short-term debt repay-
uninsured subordinated debt. Unlike insured depos- ment obligations as the maturity dates draw closer.
itors, holders of this debt have an incentive to moni- More generally, a government should not
tor the bank's lending. This arrangement thus cre- choose a borrowing strategy that simply minimizes
ates additional market discipline for banks. short-term costs, but should also be sensitive to re-

Controls on corporations. Foreign currency funding risk, view its asset and liability manage-
denominated borrowing by corporations may be ment on a consolidated basis, and take into ac-
controlled indirectly through restrictions on do- count the potential of contingent liabilities that
mestic banks, as described above, or through direct might arise from the inability of the private sector
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to honor some of its obligations. In the process due to a deterioration in fundamentals but repre-
of consolidated asset and liability management, sent speculative flight. With a limited supply of
policymakers have several traditional tools to limit ringgit offshore (as a result of the policy change in
risk, including the amount, maturity, and currency August 1997), the interest rate differential between
composition of the country's liabilities and re- offshore and onshore markets had been very high
serves. But modern financial engineering can pro- since early 1998, at around 11 percent. Such a
vide policymakers with additional tools to hedge large interest rate differential intensified speculative
risk, in effect purchasing insurance by buying or activities, which the Malaysian authorities sought
selling options, arranging contingent lines of to curtail by means of capital controls. Malaysian
credit, including call provisions in debt, and using capital controls also followed from the traditional
regulatory and tax policies to encourage equity, as aim of achieving greater autonomy in domestic
opposed to debt, financing. Modern financial engi- policy. Faced with rapid capital outflows, the
neering also suggests that authorities should per- Malaysian government's alternatives included rais-
form stress tests to gauge residual exposure to risk. ing domestic interest rates, allowing the ringgit to
Continued work is required to determine if simple depreciate, or imposing capital controls. Higher
rules provide useful benchmarks for good debt and domestic interest rates risked aggravating corpo-
reserve management. Proposals made by Greenspan rate and financial sector distress; similarly, a major
(1999) and Guidotti (1999) for reserve holdings, devaluation would have added to the problems of
which are discussed in the next section, should be the banking sector, which had considerable foreign
viewed in this broader context. currency-denominated liabilities (equivalent to 12

percent of GDP in 1996).
Restrictions on capital outflows How effective were the controls? Malaysia's
Studies of capital outflow restrictions (Edwards risk premium in international bond markets
1999; Khan and Reinhart 1994; Edison and Rein- widened substantially after the introduction of ini-
hart 1999) have been skeptical of this form of con- tial blanket capital controls in September 1998,
trols because they are prone to evasion and tend but it then improved significantly after the Febru-
to outlive their usefulness. Moreover, the evidence ary 1999 policy shift to exit taxes. Indeed,
suggests that investor concerns about capital flight Malaysia's risk premium was almost comparable
can be self-fulfilling. The imposition of outflow to Korea's when it issued sovereign bonds in May
controls increases the incentive to evade, but when 1999. A recent analysis concludes that of all the
controls on outflows are relaxed, net inflows may episodes of capital outflow controls studied, the
actually increase, as investors perceive greater flex- outcomes following the recent Malaysian controls
ibility in their decisions to bring money in and come closest to the stated objectives of lowering
take money out of the country. interest rates, achieving interest rate and exchange

The possibility of useful temporary controls on rate stability, and ensuring greater policy auton-
capital outflows has, however, bcen revived follow- omy (Edison and Rcinhart 1999). Although these
ing their use by Malaysia in the recent crisis.8 In Sep- achievements have not been judged against a coun-
tember 1998, nonresidents were prohibited from terfactual (what would have happened in the ab-
repatriating investments in ringgit-denominated fi- sence of controls), it is evident that some earlier
nancial assets for a 12-month period. These quanti- predictions of massive costs have not been borne
tative controls were largely replaced in February out. The comprehensive design of the controls and
1999 with graduated exit levies. At least some aca- their strict implementation did succeed in closing
demic opinion has been cautiously supportive of all loopholes, making implementation more effec-
their deployment (Krugman 1998; Barro 1998; Edi- tive (IMF 1999b). Two and a half years after the
son and Reinhart 1999). A key objective of capital onset of the East Asian crisis, it is evident that the
controls was to close the offshore ringgit market in fall in Malaysian output was less than in the other
Singapore, which was offering much higher interest crisis countries. Moreover, Malaysia's recovery has
rates for ringgit deposits than those prevailing in occurred at a more rapid pace than in Indonesia,
Malaysia. and about the same as that in Thailand, although

Malaysian-style taxes on outflows can be justi- more slowly than in Korea (World Bank 2000,
fied if the analysis shows that the outflows are not chapter 3). In judging the pace of recovery, how-
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ever, it should be noted that the Malaysian econ- portant, moreover, not to abandon the traditional
omy (like Korea's, and more than Indonesia's or concern with reserve adequacy in relation to im-
Thailand's) has been helped by rapid growth in ports, although when reserves are adequate from a
world trade in electronics products. short-term debt point of view, they tend to provide

Malaysian capital controls were employed to sufficient cover for imports as well.
contain an ongoing massive crisis. As noted above, Taking all these considerations into account,
controls of a permanent nature are likely to be for some countries the appropriate level of re-
evaded, especially in the presence of poor funda- serves-and hence the costs of holding them-may
mentals. But with good fundamentals, some pre- be considerably higher than simple rules would
vention may be achieved if a government imposes dictate. Such countries may need to take innova-
specific constraints on certain types of large out- tive approaches to reserves management to reduce
flow transactions that, for example, are directed at the fiscal costs. Of special importance may be in-
tax avoidance, and those that require improved re- creased liquidity requirements in banks, with an
porting and disclosure by the banking system. Even emphasis on the holding of high quality foreign as-
industrial countries routinely employ such controls sets. The government's costs of holding reserves
and reporting requirements. Volatile, short-term decline and so would the moral hazard arising
outflows for the purpose of tax avoidance or other from the imbalance between rising private short-
inefficient objectives may then be deterred. How- term debt and growing government reserves.
ever, such a policy runs risks. If imposed oppor- Reserves and the current account deficit. Re-
tunistically, capital controls may deter new long- serves may be required not just to repay maturing
term inflows.9 debt that is not rolled over but also to meet obliga-

tions from a large current account deficit. In an em-
pirical analysis, Bussiere and Mulder (1999) show
that the Greenspan-Guidotti rule of reserves equal

Managing national reserves to short-term debt will work best to limit crisesT he traditional view on reserve adequacy fo- when the country also runs a current account sur-
Tcuses on the current account and recommends plus of about 2 percent of GDP.10 However, where

that reserves should be sufficient to finance three to the current account is just in balance, the level of
six months of imports. More recently, however, as reserves required to avert a crisis rises to about
capital account transactions-trade in assets rather twice the level of short-term debt. With higher cur-
than in goods and services-have become more im- rent account deficits, the required reserves may rise
portant, monetary authorities are being advised to nonlinearly to very high levels. The estimates of ad-
maintain adequate reserves to protect against the ditional reserves needed, taking into account the
withdrawal of short-term liabilities that may not be current account deficit, vary considerably across
rolled over. Guidotti (1999) and Greenspan (1999) countries. For several countries, the adjustment re-
suggest that reserves should at least equal the quired by the current account deficit would lead to
amount of foreign capital that may contractually additional reserves of between 10 and 20 percent
leave within a year. Lenders and invcstors, thus re- of GDP. These estimates, however, should be
assured by the cushion of reserves, would then be treated as illustrative, since they may be offset by
less inclined during periods of turmoil to take their other factors discussed below.
money out as a preemptive measure. Reserves and the exchange rate regime. In

Although such rules of thumb can provide a general, a fixed exchange rate regime will require a
useful benchmark, they can sometimes be widely higher level of reserves than one that is flexible.
off the mark. A country's optimal reserve level will The trend toward greater flexibility in exchange
vary as a function of various factors (Roger 1993). rate regimes (figure 5.2) should therefore reduce
For example, in addition to short-term debt, other the required level of reserves.
factors to be considered include the size of the cur- However, most currencies are not fully flexible.
rent account deficit, the exchange rate regime, the "Fear of floating" has led many central banks to
variability of the balance of payments, and the un- maintain nominal exchange rates within bands
certainty associated with the measurement of the (Calvo and Reinhart 1999). Such arrangements
country's short-term debt and its reserves. It is im- represent an uneasy compromise in achieving the
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Figure 5.2 Trends in exchange rate regimes
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goal of domestic policy independence. Tradition- the past variability in reserves is used as a proxy
ally, the policy autonomy discussion has centered for the variability in the balance of payments. Fig-
around the incompatible "trinity" or the "tri- ure 5.3 shows the level (right-hand side) and stan-
lemma." If capital is mobile, then a fixed exchange dard deviation (left-hand side) of the ratio of re-
rate precludes monetary independence. However, serves to short-term debt for a group of 20
Frenkel and Mussa (1981) and Frenkel (1983) countries. The levels are those of June 1999, and
point out that floating the exchange rate may not the standard deviations are calculated over the
be enough, since the true limitation to achieving do- period from June 1994 to June 1999. As earlier
mestic policy goals arises from the openness of the studies suggested, the two measures are highly cor-
economy. A floating exchange rate itself may im- related across this sample of countries, with a cor-
pose constraints if, for example, a nominal depreci- relation coefficient of 0.85.
ation of the domestic currency leads to real effects Other issues in determining the adequacy of
on account of sticky domestic prices. If such exter- reserves. Implementation of the Greenspan-
nally generated influences go against domestic pol- Guidotti rule also raises some practical questions,
icy objectives, policymakers will wish to contain which imply that liquidity protection may require
movements in nominal exchange rates. This ex- higher reserves than proposed.
plains the continued existcnce of regimes intermedi-
ate between floating and fixity. But such regimes, * Adequate measures of short-term debt-that
in turn, require safeguards such as sufficient inter- is, of all debt that has to be repaid in the com-
national reserves to defend the exchange rate."1 ing year-are not always readily available.
Frenkel (1983) finds, however, that the demand for Short-term debt reported by the Bank for In-
international reserves remained unchanged after ternational Settlements (BIS) covers only debt
the shift from the fixed exchange rates of the Bret- owed to BIS-reporting banks and hence does
ton Woods period to more flexible exchange not cover other short-term liabilities-sup-
rates.12 plier credits, bonded debt, and equity out-

Reserves to manage variability. A traditional flows-that create demand for the country's
reason for holding reserves is to deal with varia- foreign exchange earnings and reserves. Though
bility in the balance of payments (excluding the equity holders face severe losses when they
change in reserves). Indeed, empirical studies withdraw funds during a crisis, large holders
(Frenkel 1983; Frenkel and Jovanovic 1981) find such as mutual funds are driven to move money
that the higher this variability, the greater the ob- by predetermined rules that can cause a mass
served level of reserves. In these empirical studies exit (Maxfield 1998).
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Figure 5.3 The level and variability of reserves/short-term debt
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* Short-term obligations can fluctuate sharply, the Thai authorities had undertaken forward
for example when the principal repayment on contracts to buy baht at a fixed exchange rate.
a bullet bond comes due.13 Ukraine's debt re- * For reserves to serve as a buffer, a conserva-
payment schedule, for example, calls for large tive approach is also desirable because of pos-
repayments in certain years (figure 5.4). This sibly adverse market reactions. If perceptions
implies either the continued ability to roll over develop that reserves are insufficient, that
the debt, or a large holding of reserves against view can become self-fulfilling. Lenders and
these peak requirements, which is expensive, investors alike may be tempted to withdraw
or a rapid build-up of reserves just before re- funds in anticipation of others making the
payment, which may not be feasible. same decision. Since the withdrawal of funds

* Reserves can deplete rapidly. For example, is most feasible when the country still holds
Korea's reserves, already relatively low in the reserves, a rapid withdrawal may occur when
early part of 1997, fell sharply just bcfore the reserves are still modestly high, but not high
crisis in November, when the Korean central enough to instill confidence that repatriation
bank began using its foreign exchange reserves of funds will be feasible later.
to provide liquidity to the foreign branches of
Korean banks. Similarly, the level of Thai re- Other indicators of reserve adequacy. Although
serves had been implicitly precomiuitted, since the recent policy focus has been on the adequacy of
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Figure 5.4 Ukraine: total external debt service, 1999-2001
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reserves to meet debt payment obligations, the tradi- In addition, it would be prudent also to track
tional concerns with maintaining sufficient liquidity reserves in relation to measures of the domestic
to finance imports remain important. The reserves- money stock (M2). The reserves-to-M2 ratio is not
to-imports ratio is also more precisely measured and highly correlated with reserves to short-term debt.
available in a more timely manner than the ratio of Hence, prudence on one of the measures does not
reserves to debt repayments in the coming year. necessarily imply prudence on the other. For in-
However, since these two ratios are correlated stance, prior to the 1997 crisis, Malaysian reserves
across countries (figure 5.5), the reserves-to-imports were substantially larger than the country's short-
ratio can also serve as a leading proxy for the ratio term debt but were only about one-third of M2.
of reserves to short-term debt. The axes in figure 5.5 The importance of reserves to M2 is greatest where
intersect at a reserves-to-imports ratio of four domestic capital flight is a possibility, where do-
months and a ratio of reserves to short-term debt of mestic banking systems are weak, or where the
unity. Thus, any point to the right of the vertical axis credibility of a fixed exchange rate system is likely
represents reserves in excess of a year's repayment of to be tested. However, the costs of holding reserves
outstanding short-term debt, and any point above are likely to be especially high when the bench-
the horizontal axis represents import coverage mark is M2 rather than just the country's short-
greater than four months. Using these two widely term debt or four months of import cover.
accepted benchmarks as a reference, any point in the Costs of holding reserves. The costs of holding
upper right quadrant represents adequate reserves, reserves can be substantial. For example, if addi-
and any point in the lower left quadrant represents tional reserve requirements are about 20 percent of
inadequate reserves. Of the 36 countries represented GDP, and a 5 percentage-point premium (over the
in the figure, 27 are in either the upper right or the risk-free rate at which reserves are typically in-
lower left quadrant. In addition to its role as a vested) is required to hold them, the cost of holding
proxy, the reserves-to-imports ratio has independent these additional reserves is 1 percent of GDP annu-
relevance where countries drive down short-term ally. Fortunately, methods exist to contain these
debt through, for example, capital controls. This costs. Feldstein (1998) has proposed one such strat-
will raise the level of reserves to short-term debt, but egy. At present, most countries are liable to take ex-
reserves may be insufficient in relation to imports. treme positions: they either hold significant reserves
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Figure 5.5 Reserves to short-term debt versus reserves to imports, 1996
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that are then invested in low-return but risk-free to bypass the banking system and use other means
and highly liquid assets, or they hold inadequate re- of financial intermediation.
serves. An intermediate solution is possible: where Despite possible drawbacks in implementa-
a higher level of reserves is desirable, costs may be tion, increased banking sector liquidity-especially
reduced by investing them in higher return and the reliance on high quality foreign assets-merits
higher risk securities. The added risk is likely to be serious consideration because of its other signifi-
less than that of having inadequate reserves. cant advantages. Liquid assets are easier to super-

Another approach is to require the private vise than bank capital, and thus liquidity require-
sector (especially the banking sector) to hold more ments economize on the need for prudential
liquid foreign assets. The government's costs of regulation. Banks become safer when they hold
holding reserves are thus reduced-and so is the more liquid assets that are of high quality (such as
risk that the private sector may accumulate short- foreign currency assets) and that maintain their
term debt, creating crisis-like conditions, which value even when domestic currency loans fail to
then have to be contained through the use of the perform. Although greater liquidity might reduce
government's reserves. This imbalance could be the extent of intermediation, safer banks are likely
addressed in part by limiting, in the first place, the to attract more resources, so in fact intermediation
acquisition of short-term debt by the banking and may increase. Table 5.3 shows that, in select coun-
corporate sectors, as discussed in the previous sec- tries, a shift has occurred in bank liquidity to
tion. In addition, reserve requirements for banks greater reliance on foreign assets, while at the same
could be increased in a procyclical manner (more time claims on governments (which often subsidize
reserves during periods of rapid capital inflows). government borrowing) are low or declining. A re-
The burden of holding reserves is then shifted inforcing trend is greater foreign ownership of
from the government to depositors and borrowers. banks, which potentially increases financial stabil-
Reinhart and Reinhart (1999) caution that deposit ity through the ability of domestic institutions to
rates fall and lending rates rise when reserve re- draw on the deeper pockets of foreign owners. For-
quirements are increased. This creates incentives eign participation, by increasing competition, is

111



G LOB AL D EVE LO PM ENT F I NAN C E

Table 5.3 Banking sector liquid assets in select period; also, the money can be invested in a diver-
emerging markets sified portfolio that can be optimized continually.
(percentage of outstanding liabilities) The contractual gain comes about as follows.

1991 t995 1999 If the contingent credit is triggered, the borrower

Argentina Reserves 7.5 3.5 2.4 pays a precontracted interest rate, which, in prac-
Foreign assets 7.2 8.3 15.0 tice, has had a lower spread over the relevant risk-
Claims on government 27.3 21.1 20.7 free rate than sovereign bond borrowings. This re-

Chile Reserves 5.6 5.0 2.2 b
Foreign assets 3.3 1.4 11.6 flects the fact that contingent credit lines have
Claims on government 0.4 0.6 0.6 been arranged with commercial banks, which may

Korea, Rep. of Reserves l 6-1 S.8 2-0) 5 charge a lower rate than bondholders, or that the
Foreign assets 6.0 8.9 9.4
Claims on government 4.0 2.2 4.4 agreement was arrived at in more "tranquil" times

Thailand Reserves 2.9 2.5 1.6 rather than during a crisis.
Foreign assets 3.5 4.9 9.7 The transactional gain arises because a contin-
Claims on government 4.0 0.8 3.9

t } gent credit agreement specifies only the maximum
Source: IMF, International Financial Statistics. amount that the country may borrow in the event

of an emergency. But in an emergency the country
may need to borrow only a fraction of that maxi-

also seen to improve the efficiency of the domestic mum. Indeed, if the maximum amount is set large
banking sector (Claessens and Glaessner 1998). enough, the knowledge that this large pool of li-

quidity exists may be sufficient to avert a crisis,
and the facility may need never be drawn upon.
This is not only cheaper than holding reserves but

Contingent lines of credit also reduces the risk that the (expensive) reservesA n alternative to incurring the substantial fiscal may, in the end, prove insufficient. However, re-
A cost of holding reserves is to negotiate contin- cent crises events may lead banks to reprice access
gent lines of credit from private sector lenders. to such contingent credit lines.
Under this arrangement, international lenders com- Argentina established a $6.1 billion contin-
mit to lend to a country (or to specific borrowers, gent credit line with 13 banks in December 1996.
such as banks, in the country) a predetermined This was a substantial amount in comparison with
amount under certain contingencies. Thus, in an Argentina's $18.1 billion in foreign exchange re-
emergency, countries have the option of drawing serves and its $23.0 billion in short-term debt to
on an additional-and potentially cheaper-source BIS-reporting banks. Thus the contingent line took
of liquidity if their reserves prove inadequate. Argentina over the Greenspan-Guidotti threshold,
However, costs may be higher or access more diffi- at least if short-term debt is measured only in
cult to obtain after the recent crisis events. terms of commercial bank debt. The line of credit

Benefits. Contingent credit lines, which have has not been utilized to date, and since the original
been contracted by Argentina, Indonesia, and negotiation it has been rolled over once, with an
Mexico in recent years, can be cheaper than bor- increase in the commitment fee from around 30 to
rowed foreign reserves on three counts: countries 60 basis points. This increase reflected heightened
realize an efficiency gain, a contractual gain, and a risk aversion on the lenders' part in the wake of
transactional gain. First, when contracted, a con- the East Asia crisis. The line of credit backstops
tingent credit line incurs a commitment fee (for the liquidity to the domestic banking sector in the
right to borrow under specified circumstances) event of a crunch. In effect, the Argentine govern-
that is typically less than 1 percent of the con- ment acts as an intermediary, channeling reserves
tracted amount and, thus, much smaller than the into the banking system, with the timing, extent of
cost of holding reserves, which, as noted above, is usage, and cost determined by need.'4

approximated by the sovereign spread on the bor- The Mexican and Indonesian lines of contin-
rowed reserves. This large difference reflects an ef- gent credit were smaller both in absolute amount
ficiency gain. By holding the money on behalf of and in relation to the two countries' reserves and
the potential borrower, the international lender short-term debt than in the Argentine case. The
does not incur sovereign risk during the holding Mexican facility ($2.5 billion) was exercised in
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Box 5.3 The role of multilateral institutions in
contingent credit lines and credit guarantees
M ultilateral institutions have been sometimes criticized not needed) or be used only to meet margin calls, that is,M for providing large financial rescue packages to coun- to provide collateral should the market value of the origi-

tries in time of international crisis. These packages, it is ar- nal collateral fall below certain thresholds. The intent
gued, increase moral hazard, and hence the probability of of the loan was to reduce the probability of default by
future crises, by providing incentives for imprudent risk- Argentina on its contingent borrowing, thereby making
taking behavior among both lenders and borrowers. One the private contingent credit facility more attractive to
way to reduce moral hazard is to charge penalty rates for lenders and lowering costs.
emergency funding. But another approach is to develop Partial credit guarantees. Partial credit guarantees are
new financial products-and augment old ones-that can another mechanism that multilateral institutions can use to
help either prevent crises or restore market access follow- improve a government's liquidity position in a "normal"
ing a crisis. Prevention is achieved when resources pro- period or to restore market access following a crisis. In
vided in "normal" rather than in turbulent times help April 1999 the World Bank approved the issuance of
create a liquidity cushion. Restoration of market access by policy-based guarantees to extend the existing partial
leveraging multilateral resources can reduce the fallout credit guarantee program beyond investment projects to
from crises. However, these new instruments are not with- sovereign borrowing. The objective is to facilitate access to
out their drawbacks. Three examples illustrate their private capital markets for sovereign borrowers that have a
strengths and their limitations. strong track record of performance and a strategy for gain-

Contingent credit lines. In April 1999 the Interna- ing or regaining access to international markets. In Septem-
tional Monetary Fund (IMF) announced its contingent ber 1999 the Bank extended a rolling partial credit guaran-
credit facility. The intent of this facility is to provide mem- tee to support a $1.5 billion borrowing by Argentina.
bers with protection against "circumstances that are Significant leverage of World Bank resources was achieved
largely beyond the member's control and stem primarily by structuring the borrowing into six series, each equal to
from adverse developments in international capital mar- $250 million. The rolling feature in the guarantee caps the
kets consequent upon developments in other countries' World Bank's exposure at any given time to repayments on
(IMF 1999d, p. 1). To be eligible to access the facility, only one of the series. It is in this sense that the guarantee
member countries are required to follow sound policies is partial. However, if-Argentina continues to service the
and maintain "constructive" relations with private credi- debt, the guarantee is rolled forward. The guarantee, al-
tors (to facilitate private sector participation in mainte- though only partial, pushed the credit rating of the entire
nance of liquidity). Commitments under the contingent debt above the Argentine sovereign ceiling, and hence
credit line are not subject to IMF general access limits but brought down the cost of funding to the government.
are likely to be in the range of 300 to 500 percent of the The resources of the multilateral institutions are lim-
member's quota. No country has used the contingent ited, however, and the preferred creditor relationship they
credit facility thus far, possibly because of such factors as enjoy with borrowing governments needs to be carefully
the eligibility requirements, the fee structure, and the pres- preserved for high-priority and high-impact lending. For
ent state of financial markets. this reason, these instruments are likely to be used in select

Collateral for private contingent lines of credit. and strategic operations where such instruments bind pol-
Rather than provide a contingent credit line of their own, icy commitments and, thereby, signal reduced vulnerabil-
multilateral institutions can facilitate the private contract- ity. Litan (1999), however, has cautioned that contingent
ing of such liquidity. In November 1998, as a component multilateral instruments could also send the wrong signals.
of a Special Structural Adjustment Loan to Argentina, the Both when countries enter into such agreements and when
World Bank provided a contingent loan of $505.05 mil- they exercise them, markets may perceive weakness, which
lion to support the contingent credit line that Argentina private actions may then amplify. Ultimately, the role of
had contracted with private lenders. The loan may be signaling policy soundness to private investors is probably
drawn only if the private contingent facility itself is trig- best left to private agents, including credit rating agen-
gered. The proceeds would then be made available to the cies-despite their less-than-exemplary performance in re-
central bank (and invested in highly liquid securities when cent years.

113



G LO B AL DE V EL O PM ENT F INA NC E

September 1998 (IMF 1999c, p. 33). The partici- approaches, lenders may incur significant costs in
pating banks objected, as there was no emergency doing so. Moreover, participation by private finan-
in Mexico at the time. Arguably, the action con- cial institutions in contingent facilities limits the
formed to the letter of the agreement. The action ability of these institutions to reduce their expo-
also conformed to the spirit of such arrangements, sure to the country during a crisis. As the private
since by adding to the country's liquidity, the gov- sector seeks to reduce its net lending to the coun-
ernment was further able to signal its commitment try in crisis, the contingent loans may offset the re-
to meeting its foreign payments obligations. A duction in other claims against the country. A pri-
total of $1.9 billion of the country's debt was con- vate run is met, therefore, to the extent of private
verted to a combination of five-year floating rate participation in contingent funds, by the new pri-
notes and two-year commercial paper, and a fur- vate loans they provide rather than by the sale of
ther $0.5 billion was repaid from the proceeds of a central bank foreign reserves or by loans from
$1 billion, 10-year bond issued in February 1999. multilateral institutions.
The Indonesian facilities were fully drawn down The provision of collateral to back the credit
following that country's crisis in the second half of line has the effect of precommitting certain re-
1997. sources for repayment of the debt. In the case of

Potential drawbacks. The uses of contingent Argentina's $6.1 billion contingent credit, the
credits, although important, are contractually lim- agreement commits participating banks to pur-
ited. Whereas reserves can be used for transac- chase Argentine government securities from the
tions, contingent credit lines can be used only for central bank as collateral; the value of the collat-
specified precautionary purposes. In addition, eral, which is marked to market, has to be main-
there are some other drawbacks: two of these are tained above the level of the contingent credit line.
the possibility of offsetting cutbacks in other credit Since the collateral held by the beneficiary banks
and the high cost of collateral necessary to back consists of Argentine government securities, the
the credit line. government is under an obligation to repay fol-

Contingent credit lines may not represent an lowing the triggering of the credit. The credit risk
increase in the overall availability of credit to a of such a repayment has led to the Argentine Gov-
country because foreign banks may choose to limit ernment obtaining backstop funding from the
their exposure by cutting back on other forms of World Bank (box 5.3). Feldstein (1998) has sug-
lending to compensate. Creditors can reallocate gested the use of export receivables as collateral.
their asset portfolios at the time that a contingent The amount of steady receivables (such as interna-
fund is drawn upon, so that their net exposure to tional receipts of the telephone company) that can
the country does not change. For example, a bank be precommitted is, however, typically small.
can reduce its holdings of bonds issued by a coun- Moreover, their use as collateral may tie up valu-
try in crisis by the same amount that it lends able export earnings and limits the broader uses to
through the contingent facility. Hedging against which they could be put.
the contingent liability-taking short positions on
other credits to that country, or so-called dynamic
hedging-may also reduce the net new provision Notes
of credit. For instance, in the case of Mexico, par- 1. This would imply that over a 10-year period

ticipating banks warned against exercising the the probability of not having a crisis is (0.9),1O or only 35

credit line because that could reduce bank lending percent.

to Mexican corporations (IMF 1999c, p. 33). 2. The claims of BIS-reporting banks on Thailand de-
But the fact thtcotcreased by 14 percent in 1998 compared to 1997 and by be-

But the fact that contingent credit lines may tween 5 and 7 percent for the other three Asian crisis coun-

be offset by a reduction in other lending does not tries (Indonesia, Korea, and Malaysia). Investment in these

negate their most important purpose, which is countries fell by an average of 30 percent over the same pe-

to inhibit a sudden contraction of credit. In any riod. See Dadush, Riordan, and Wolfe (1999).

case, it is not evident that the incentives exist for 3. Moreover, where capital markets work reasonably
lenders to takofsetingpoitinefficiently, sudden shifts in sentiment are unpredictable, bylenders to take offsetting positions at the same definition. As a result, measures to prevent crises may not

time as they enter into the contingent agreement. always work, because they fail to anticipate the new forces

And if the offsetting position is taken as a crisis driving the crises.
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4. See Gallego, Hernandez, and Schmidt-Hebbel international financial markets. The level of Japanese for-
(1999) for a comprehensive discussion. eign exchange reserves, for example, fell to a small fraction

S. See World Bank 1999, Collins and Bosworth 1999, of imports and short-term liabilities even as early as the
and Rodrik 1998, which provide analyses and evidence on mid-1970s.
measuring the benefits of capital account openness in devel- 13. A bullet bond is structured to require interest pay-
oping countries. A technical problem with both the Klein ments during the life of the bond and the entire principal re-
and Olivei and the Rodrik studies is that they measure capi- payment at the very end, creating a spike in the debt repay-
tal account openness as a binary variable (open or not) ment profile.
when in practice the measure needs to be more nuanced. As 14. By thus arranging for additional resources for
a result of measurement error, the estimated benefit from banks, the Argentine government is, in Fischer's (1999) ter-
openness may be biased downward. minology, taking on the role of crisis manager rather than

6. However, even for short-term flows, the effects may crisis lender.
tend to be temporary (see the description of the Chilean con-
trols by Gallego, Hernandez, and Schmidt-Hebbel 1999). In
the Malaysian episode of capital outflow controls, aggregate
net capital outflows, as well as short-term outflows, contin- References
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Private Capital Flows in
Historical Perspective

T HE PAST 130 YEARS HAVE SEEN AT LEAST financial innovation is rapid, and the political cli-
four major surges in private capital flows rnate is supportive.
to emerging markets.' The first, from about Expansion of the global economy raises de-

1870 to the outbreak of World War I, was a mand for emerging markets' exports. Increased ex-
boom in bond finance, largely to labor-scarce and port volumes improve these countries' creditwor-
resource-abundant economies of recent European thiness and help establish banking relationships
settlement. The second was the post-World War I that can facilitate longer-term finance. At the same
recovery, lasting until the Great Depression, of time, domestic economic expansion raises emerging
bond lending to finance public sector deficits. The markets' demand for loans, both to finance invest-
third was the surge in international bank lending ment and to allow residents to consume part of the
to developing country governments from the 1973 anticipated increases in their incomes in advance.
oil price shock until the 1982 Mexican crisis. The Technological progress that improves the
most recent surge was the 1990s boom in private- timeliness, accuracy, and analysis of information
to-private portfolio flows and foreign direct in- has often helped encourage capital flows to more
vestment in emerging market economies. All four distant parts of the world. Lack of access to good
episodes were accompanied by solid growth in information has always been a constraint on cross-
world trade and investment, were punctuated by border lending and investment, especially to
currency and financial instability in the capital re- emerging markets that are at some distance from
ceiving countries, and eventually ended in global the world's financial centers. Thus the develop-
political or economic crisis. ment of the telegraph and the telephone and the

Although the economic, technological, and in- laying of the transatlantic cable may have facili-
stitutional settings changed dramatically over tated capital flows in the nineteenth century, as did
those 130 years, the last of these booms was no the invention of the microprocessor and the use of
less beset by crisis than the first. This historical re- fiber optics in telecommunications in the late
view asks what has changed and what has re- twentieth century.
mained the same over this span of history. It also The capital flows boom of the 1990s was sim-
examines the implications for the future of capital ilar to earlier episodes in terms of its size (relative
flows-and asks what policies and institutional to the borrowing countries' economies) and its
arrangements are required at the dawn of the new close relationship with rapid growth and techno-
millennium to achieve greater stability. The chap- logical progress. But it was strikingly different in
ter's main messages are the following: the variety of financial instruments used and the

Capital surges to emerging markets have typi- variety of recipients, in the increasing importance
cally been part of a larger, periodic process of of equity flows, and in the greater differences be-
rapid expansion of the global economy. They tween creditor and debtor countries.
occur when the worldwide diffusion of technologi- A series of technological advances that have
cal changes improves communications and trans- improved communications and the processing of
port, growth is buoyant, world trade is expanding, information contributed in the 1990s to a rise in
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portfolio equity and foreign direct investment flows. World War I and the Great Depression were
flows, compared with earlier episodes. Technologi- driven by events and decisions at the center of the
cal innovation, coupled with the spread of educa- global economy, although the heavily indebted re-
tion and increasing cultural ties between develop- cipients of capital were particularly affected by the
ing and industrial countries, has increased the depression-induced fall in demand and rise in real
range and variety of participants among emerging interest rates. The 1980s crisis reflected both high
market countries in recent cross-border capital levels of debt in major borrowers and a severe
flows. In addition, the growing importance of the macroeconomic shock, namely, the abrupt tighten-
private sector in many developing economies has ing of monetary policy in key creditor countries.
increased the share of total capital flows that go to Finally, the 1997 financial crisis in East Asia had
private borrowers. its roots in excessive private sector debt and weak

All past episodes of surges in capital flows to financial and corporate institutions in the coun-
emerging markets have ended in severe interna- tries most affected, as well as abrupt changes in
tional financial crises. Hard landings rather than risk perceptions on the part of creditors.
soft landings have been the rule. The next decade may well see another capital

Booms in private capital flows to emerging boom to emerging markets, accompanied again by
markets have been punctuated by frequent banking high volatility of capital flows.
and exchange rate crises in the capital-receiving The current pause in capital flows could last
countries, and have usually ended in severe eco- for some years. But continued technological prog-
nomic dislocation or political conflict. By contrast, ress, rapid economic growth, a favorable political
financial crises and debt overhangs were relatively climate, and the aging of industrial country popu-
rare during the Bretton Woods era, when capital lations (compared to the much younger age struc-
controls and stringent financial sector regulation ture of most emerging markets) are likely to sup-
limited capital flows to emerging markets (al- port a renewed boom in capital flows to emerging
though several exchange rate crises did occur). markets over the next decade. However, if these

It remains extremely difficult to determine to inflows continue to be as volatile as they have
what extent these periodic reversals of capital been in the past, their benefits to the developing
flows have been themselves the cause of crises or a world may be reduced. Also, the spread of capital
response to fundamental economic problems in the flows to countries with weak institutional capacity
borrowing economies. Certainly such reversals may increase the likelihood of crises in those
have responded to excessive levels of debt, terms-of- economies. The great differences in incomes, legal
trade shocks, or other events that reduce the and institutional frameworks, and cultural back-
prospects for economic growth in the borrowing grounds between creditors and borrowers will
countries. However, actions by creditor countries tend to heighten the effects of asymmetric infor-
or lending institutions also have contributed. mation and encourage herding among lenders. The
Crises have been sparked by monetary tightening growing role of banking systems in emerging mar-
in creditor countries and sudden changes in toler- kets in intermediating volatile capital flows could
ance for risk on the part of lenders. Creditors have lead to greater risk to financial systems and could
also contributed to crises by continuing to lend intensify the devastating effects of crises on eco-
even in the face of evidence that funds were being nomic output, particularly given the weakness of
directed to activities that could not generate suffi- banking systems in many countries. Finally, con-
cient returns with which to repay the debts created. tinued financial innovation is likely to facilitate
Motivations for such apparently irrational lending speculation and the rapid shifting of flows in and
booms include institutional investors' desire to out of emerging markets.
gain market share and the expectation that creditor Greater understanding of the link between
governments, debtor governments, or multilateral capital surges and crises is likely to lead to changes
institutions would make good any losses. in countries' policies. It may encourage a more

The crises that ended these capital booms cautious approach to the opening of capital ac-
tended to have their origin in systemic shocks to counts, increase interest in measures designed to
the global economic or political system, and were reduce the volatility of flows (for example, the use
not exclusively the result of excessive capital of taxes to discourage short-term flows), and spur
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efforts to strengthen financial institutions and im- about half British levels. By 1913 nearly one-third
prove corporate governance. Crises tend to have a of British-owned assets were overseas (Harley
severe impact on the poor, since the poor's ability 1995, pp. 26-28). The current account deficits of
to borrow to sustain their consumption during a the borrower countries averaged 3.8 percent of
crisis is limited, and the alternative, reducing con- GDP from 1890 to 1913 (table 6.1), peaking at
sumption, is most painful when incomes are al- more than S percent shortly before World War I.
ready low. Thus the potential for crises should Capital inflows financed fully a third of domestic
focus governments' attention on building domestic investment in Canada and New Zealand and a
safety nets and funding them adequately. quarter in Australia. By contrast, capital flows fi-

nanced less than a tenth of investment in develop-
ing countries in the first half of the 1990s. Other
indicators of financial integration, including corre-

Patterns of booms in private capital lations between savings and investment, interest
flows before 1990 rate differentials, calculations of covered interest
T he twentieth century witnessed a sharp rise in parity, and measurements of capital mobility, gen-
T the volume of private capital flows to emerg- erally find that the pre-World War I period and the

ing markets. In volume terms (that is, correcting 1990s exceeded all other periods in the extent of
for inflation but not for changes in the size of global financial integration (Bordo, Eichengreen,
economies), capital flows to developing countries and Kim 1998; Hogendorn 1998; Obstfeld 1998).
increased eight-fold from 1914 to 1995, or by 2.6 The pre-1914 boom. The boom in capital
percent per year (Twomby 1998).2 But this pro- flows to emerging markets that began in the 1870s
gression was not smooth; rather it came in succes- ended, not due to financial crisis or excessive debt,
sive waves of investment, each of which was fol- but rather in the collapse of the European political
lowed by financial or political crisis. system with the onset of World War I. Recipients of

capital flows in that period were mainly relatively
Timing, size, and composition of capital flows advanced economies and overseas regions of recent
duning booms settlement-reasonably high-income countries all-
By some criteria, global financial integration has that shared cultures and institutions with the capital-
never been greater than it was during the gold exporting countries. Prominent examples included
standard era (1880-1913). British capital exports Australia, Canada, New Zealand, and the United
averaged 5 percent of GDP during those years and States. Many borrowers also were experiencing
reached nearly twice that level toward the end of large waves of immigration from the creditor coun-
the period. The capital exports of the other leading tries, so that the boom in capital flows in effect sup-
creditor countries, France and Germany, were ported an expansion of European populations and

Table 6.1 Selected economic indicators of major borrowing countries during lending booms
(percentage of GDP)

Indicator 1890-1913 1920s 1975-81 1993-97

Current account deficit 3.8 3.01 3.5 2.3
Long-term private flows . . .. 3.9 4.3

Exports 4.Ob 6.2b 10.1 17.3
Memo items
World output (average annual percent change) 2.7 4.0, 4r0d 3.0!
World trade (average annual percent change) 3.4 6.0 9.0 7.7
Current account deficit (percent of investment) .t . . 15.3 9.3

Note: Major borrowing countries are defined differently for each lending boom.
a. Data are for 1919-26.
b. As of the end of rhe period.
c. Data are for 1920-29.
d. Data are for 1973-81.
e. Data are for 1990-97.
f. Comprehensive data are not available; the figure is about 33 percent for Canada and New Zealand and 25 percent for Australia.
Source: Maddison 1995; World Bank staff calculations.
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institutions to the recently settled territories.3 These
waves of immigration were strongly associated Figure 6.1 Expansion of railroads, 1870-1913

with capital inflows to the countries receiving the Thousands of kilometers

immigrants. By contrast, Japan (which did not wel-
come immigrants) was not a significant recipient of 8450

foreign capital inflows during this episode, despite 400 F 1871

its relatively high income and rapid technological 350

advancement during this period. 300

Twomby (1998) shows that income per capita 250

in 1913 has a positive, large, and statistically signif-
icant effect on the level of capital inflows, after con- 200

trolling for other factors. This is a different pattern 150

than that of the 1990s, when large amounts of cap- 100
ital went to middle-income countries as well as to a _ 

few low-income countries such as China, India, and 50

Indonesia. The only significant low-income recipi- 0

ents of capital inflows in the earlier episode were o e 4< _s

colonies of the European empires, such as India and %; qc7'4 o

Indonesia.

Infrastructure and railway investment were the Source: DeLong 1999.

preeminent use of foreign capital in the period be-
fore World War I (figure 6.1). According to Davis
and Gallman (1999), 90 percent of British invest- tailed and current information about projects.

ment in Argentina, Australia, Canada, and the This led investors to favor debt instruments, with

United States between 1865 and 1890 went into their fixed repayment streams, over equity, with its

railroads or government bonds.4 As late as 1913, 70 more variable and difficult to calculate returns

percent of British overseas investment was in issues (Bordo, Eichengreen, and Irwin 1999). FDI was

of governments, municipalities, or railways (Bordo dominated by purchases of controlling equity in-

and others 1998). Twomby finds that "railroadiza- terests in foreign companies by European corpora-

tion" (the number of kilometers of railroads in oper- tions and individual investors. The higher cost of

ation divided by GDP) was a significant determinant communication, especially before the laying of the

of both total and portfolio capital inflows in this pe- transatlantic cable, impeded the close coordina-

riod, although one can argue that causality also ran tion of branch operations. In addition, the insecu-

in the opposite direction. Railroads and other infra- rity of property rights in many newly independent

structure (electric power, water, tramlines and, to a countries gave direct investors an understandable

lesser extent, mining) were particularly attractive to preference for chartering or incorporating their

foreign investors because the assets of these compa- foreign investments as free-standing companies

nies were transparent and easier to monitor, com- under source-country law (Wilkins 1998).6

pared, for example, with those in manufacturing. At The 1920s. Capital flows increased again fol-

the same time, the enormous improvement in cost, lowing the hiatus of World War I, and then col-

speed, and reliability of transport implied by the lapsed with the Great Depression. The volume of

new technology promised high returns, and the local lending during the 1920s was less than before (bor-

monopoly captured by a successful railroad reduced rowers' current account deficits averaged about 3

business risks compared with more competitive sec- percent of GDP; table 6.1) and not as neatly inte-

tors such as manufacturing. grated into the larger process of economic develop-

FDI played a smaller role in capital flows be- ment. Nearly two-thirds of new capital issues in

fore 1914 than it does today. Dunning's (1983) es- the United Kingdom and 80 percent in the United

timates suggest that the stock of FDI was less than States were for governments.7 Only in a relatively

a third of total overseas investments on the eve of few cases-such as China, Cuba, and the Repub-

World War I.s The still relatively slow speed of lica Bolivariana de Venezuela-was a large part of

communications made it difficult to obtain de- foreign investment not in the form of government
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bonds. Many governments ran substantial budget activities, under pressure from the growth of the
deficits in the 1920s, and they borrowed to finance Eurodollar market, allowed them to expand into
public consumption and investment. Frequently this new business even before the first oil shock.
that investment did not translate into an increase in The flood of petrodollars then provided them with
export capacity or generate the foreign exchange resources to lend. With slowing growth in the in-
needed to service and repay these debts. Latin dustrial countries, banks had an even stronger in-
American governments superficially continued to centive to search out higher-return investment op-
adhere to the nineteenth century developmental portunities in other parts of the world.
model, borrowing for the construction of railways
and ports and, increasingly, for schools, hospitals, Determinants of lending booms
gas and electrical works, sewer systems, and street Capital flows to emerging markets have typically
and highway paving. But the resulting investments been part of a larger process of development of the
were often ill planned. In Peru, for example, streets global economy. Lending and other forms of capi-
were paved "out in the desert" (Lewis 1978, tal flows have tended to surge when technological
p. 383); two paved roads were sometimes built changes improve communications, growth is
where only one was required. These inefficiencies buoyant, trade is expanding, financial innovation
reflected the more prominent role of politics in allo- is rapid, and the political climate is supportive.
cating foreign finance, and in particular the use of Technology. Lack of adequate and timely in-
foreign loans to consolidate the power of incum- formation is an important constraint on foreign in-
bent politicians (Marichal 1989, p. 190). Nor were vestment, which can involve long distances and
the increased output and exports that were sup- lack of familiarity with local institutions and cus-
posed to result from these capital inflows supported toms. Overseas investors may be further deterred
any longer by complementary flows of labor, as the by the difficulty of monitoring and controlling man-
capital importers restricted immigration. agement's actions, of detecting malfeasance, and of

The 1970s. The surge of capital flows in the preventing owner-managers from devoting bor-
1970s ended when a shift in international eco- rowed funds to excessively risky projects (Bordo,
nomic conditions-the rise in real interest rates in Eichengreen, and Irwin 1999). Technological im-
response to disinflationary policies in key industrial provements in the transmission and organization of
countries-made it clear that debt levels in several information, including the increasing use of the
developing countries were unsustainable. The telegraph, the laying of the transatlantic cable, and
boom of that period was comparable to the earlier the radio telephone, greatly increased investors' ac-
episodes in size but was different in its purpose: to cess to timely information and thus may have con-
finance the balance of payments adjustment in de- tributed to the pre-1914 surge in private capital
veloping countries, in part driven by the oil price flows. The cable, for example, cut the time involved
shock. Current account deficits of major develop- in asking a question and receiving a response from
ing country recipients of private-source flows aver- weeks to a single day. Nevertheless, the information
aged about 3.5 percent of GDP from 1975 to 1981 problems remained greater before World War I
(table 6.1), peaking at 7 percent in 1981.' The cur- than they are today, and this had a significant im-
rent account deficit was equivalent to 15 percent of pact on the composition of capital flows. Lending
domestic investment in the major borrowers. Bank tended to be directed to enterprises with tangible
loans made up more than half of all capital flows assets (such as railroads) or to governments.
to emerging markets. The international bond mar- Financial innovation. Lending booms have
ket had remained quiescent since World War II, re- been accompanied by innovations that increased
flecting both the lenders' experience in the 1930s, the efficiency of financial intermediation. The late
when two-thirds of all foreign dollar loans lapsed nineteenth century saw the construction of an intri-
into default, and the strict controls placed on secu- cate institutional matrix to channel capital flows.
rities markets in developing and industrial coun- These institutions acquired information on invest-
tries. This memory encouraged the belief that insti- ment opportunities, signaled the creditworthiness
tutional investors (in this case, banks) had an of borrowers to potential lenders, monitored the
informational advantage over individual investors. agents who carried out the investment, and sanc-
And the deregulation of the banks' international tioned opportunistic behavior. At the same time,
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they provided diversification services to small expanded rapidly as well. After 1973, capital flows
savers, who would have otherwise found it impos- to Latin America and Asia responded to improving
sible to acquire diversified portfolios. An example growth performance in both regions. Growth of
is the growth in the United Kingdom, starting in global GDP averaged 3 percent per year from 1973
the late 1880s, of investment trusts, which catered to 1981, despite being interrupted by major world
to a clientele of high-income investors. As of 1914, recessions in 1973-75 and 1980. But the oil shocks
as much as 90 percent of the assets of British in- prompted rapid borrowing and lending.
vestment trusts were overseas holdings (Cassis Lending booms have tended to occur during
1990, p. 145). The lending boom also strengthened periods of expanding international trade. Expand-
ties between the banking systems in creditor and ing export markets help debtors earn the foreign
debtor countries. Each of the seven leading London exchange they need to service their debts and pro-
merchant banking houses established a North vide them an incentive to stay on good terms with
American counterpart to gather market intelligence their creditors, who are also their customers. The
and arrange local transactions. Australian banks free-trade era of the nineteenth century was ush-
opened branches in the United Kingdom to raise ered in by the United Kingdom's elimination of tar-
deposits. The boom was also associated with en- iff barriers after 1840, which was followed by tariff
hanced dissemination of information on emerging reductions by France and Germany. Trade was not
markets through both general and specialized pub- entirely free during this period, however: the pro-
lications and the development of rating agencies. tection of infant industries in the United States and

The capital boom that began in the 1870s was the alliance of iron and rye in Germany and France
also marked by the development of new insurance were prominent counterexamples. Nevertheless,
products, with new premium and payout struc- Western European exports rose from 10 percent of
tures designed to attract working-class customers. GNP in 1870 to 16 percent by 1913 (Maddison
From the 1870s on, British insurance companies 1995, table 2.4); over the same period a group of
increasingly invested in marketable securities and 10 industrial countries increased their manufac-
abroad. Thus a growing number of working-class tured exports from 8 percent to 12 percent of GDP
savers held foreign securities indirectly, through the (figure 6.2).
agency of their insurance companies. Furthermore, the expansion of trade helped

The resumption of portfolio capital flows to to create a financial infrastructure with which for-
emerging markets at the beginning of the 1970s de-
rived its impetus from the growth of the Eurodollar
market and the relaxation of capital controls. This Figure 6.2 Manufactures exports as a share
prompted the rise of the syndicated bank loan, of GDP, 1870 and 1913
which became the principal vehicle for capital Percent

transfer to emerging markets for the better part of 14

a decade.
Growth in world trade and output. Lending 12

booms have tended to occur during periods of eco- I
nomic expansion worldwide. In the late nineteenth 10

century, the economic context was the spread of 8

modern forms of industrial organization and the in-
corporation into the world economy of new regions 6

producing mainly raw materials and agricultural
goods. Following World War I, the reconstruction of
Europe and the infrastructure requirements of pro- 2

duction stimulated by the collapse in European out-
put and trade during the war gave some impetus to 0 o
capital flows. Global manufacturing production, ac- 1870 1913

cording to data collected by the League of Nations, Note: Sample is comprised of 10 industrial countries.

increased by 6 percent per year from 1924 to 1929. Source: DeLong 1999.

Primary production (agriculture and raw materials)
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eign investment opportunities could be identified of non-oil developing countries rose by a striking
and funds disbursed (O'Rourke and Williamson 21 percent per year in dollar terms from 1974
1999, chapter 13). By discounting bills of exchange through 1980, while the nominal interest rates
for exporters, banks gained familiarity with for- they paid averaged less than 13 percent.
eign markets. Providing financial services to British A supportive political and institutional envi-
exporters led to providing analogous services to ronment. Lending booms have tended to occur
foreign importers. And from providing trade cred- under supportive political conditions. In the nine-
its, it was a short step to underwriting foreign teenth century, the government of the leading cred-
investments. itor country, the United Kingdom, took a hands-off

The expansion of trade was more limited policy toward overseas lending. Nevertheless, the
from 1924 to 1929, when world trade rose no political context shaped capital flows. Default by
faster than world manufacturing production.9 Ef- the colonies was not an option, and default by the
forts to roll back many of the trade barriers self-governing dominions was virtually inconceiv-
adopted during World War I and the early 1920s able. Analogous links did not tie the other leading
came to naught. The decade saw increased pres- lenders-France, Germany, and, after 1890, the
sures for protection, due in part to increased sup- United States-to their borrowers, but in their ab-
ply: new sources of agricultural and industrial sence, Paris, Berlin, and Washington sometimes ap-
goods (from the Americas, Asia, and Australia), plied political pressure for the counterparties to
encouraged by the interruption of production dur- meet their contractual obligations. Whether finan-
ing the war, competed with the resurgent tradi- cial problems merely provided a pretext for inter-
tional European producers. Also, the postwar set- vention desired on strategic grounds is disputed,
tlement created new nation-states in Central and but the convergence of political and economic in-
Eastern Europe, which tended to rely on import terests is clear (Nearing and Freeman 1925, p. 133).
taxes for public-sector revenues. The overhang of The debt overhang created by World War I meant
$33 billion in German war reparations and of $27 that postwar lending was more politicized than be-
billion in Allied war debts weakened the debtors' fore. In the early 1920s the U.S. and British govern-
balance of payments, augmented gold outflows, ments used reconstruction and development loans
and threatened exchange-rate stability. Countries to strengthen the competitive position of their
became "balance-of-payments conscious," as one banks and firms. The post-1973 surge of syndi-
study put it (United Nations 1965, p. 15). cated bank lending did not develop under equally

Although the two oil shocks of the 1970s active encouragement by the U.S. government, but
caused serious balance-of-payments dislocations, when the developing-country debt crisis of the
world trade still expanded by 9 percent per year 1980s threatened the stability of the U.S. banking
from 1973 to 1981, more than twice as fast as system, officials stepped in to orchestrate a solu-
world income. The Tokyo Round of negotiations tion designed to protect the money-center banks.
(1973-79) under the General Agreement on Tariffs
and Trade (GATT) led to substantial reductions in
trade barriers. These measures were agreed to only
at the end of the 1970s and phased in over several The 1990s surge in private
years, but the fact that negotiations were ongoing capital flows
discouraged backsliding (Winham 1986, p. 363). apital flows boomed once again in the 1990s,
Latin American countries had already begun turn- C until the crises in East Asia and Russia led to
ing away from the policies of import substitution a general retreat from emerging markets. During
to which they had been driven in the 1930s. The the surge in capital flows from 1993 to 1997, the
1960s saw the birth of the East Asian "miracle," current account deficits of the major developing
with the shift from import substitution to export country private-source borrowers averaged 2 per-
promotion, and with growth in countries like cent of GDP, a large rise compared with the last
Korea and Taiwan (China) accelerating dramati- decade of the 1980s, but well below the average of
cally (see Rodrik 1995 for details). At the same the gold standard era (table 6.1). The determi-
time, high and rising commodity prices increased nants of the 1990s surge in private capital flows
developing countries' export receipts. The exports were similar to those of previous episodes in some
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respects. Technological improvements reduced the constraints in developing countries on portfolio eq-
costs of communications, permitted the almost in- uity flows. Some hedge funds and investment banks
stantaneous transfer of large blocks of data, and have assumed large exposures to developing coun-
increased the power of computers by reducing try risk through the use of derivatives. Securitiza-
processing time and upgrading software. These ad- tion helped borrowers enhance their access to inter-
vances improved investors' ability to analyze in- national financial markets, for example through
formation, enhanced the control of branch opera- collateralized obligations, under which unrated
tions in far-distant places, and facilitated the developing-country bonds or loans are packaged
outsourcing to developing countries of stages in together and used as collateral for notes. Multilat-
the production process that previously could only eral institutions and governments used innovative
be located close to home. guarantee arrangements to encourage capital flows,

Global output and trade expanded rapidly particularly for infrastructure projects.
during the 1990s, supported by further progress in The political climate for capital flows was ex-
trade liberalization. Lending responded to the re- tremely favorable. The Cold War had ended, and
sumption of growth in Latin America following the several developing countries had implemented
lost decade of the 1980s and the further ratcheting policies that strengthened the environment for pri-
up of growth rates in East Asia. Global output ex- vate investment and had taken steps to loosen reg-
panded at an annual rate of 3 percent, despite a ulation of financial markets and reduce or remove
persistent slump in the world's second-largest econ- capital controls.
omy, Japan, and the collapse of the old, state-led Finally, like previous episodes, the 1990s were
heavy industrial sectors in the transition economies punctuated by currency and banking crises and
of Eastern Europe and the former Soviet Union. ended in severe financial collapse in East Asia,
Multilateral and regional trade liberalization initia- which affected much of the developing world.
tives, together with unilateral liberalization on the These crises were of comparable severity to those
part of many developing countries, created another of the gold standard but were milder and appar-
boom period in trade. World exports expanded as ently more short-lived than the Great Depression.
rapidly as world output, facilitated by the Uruguay Several crises were initiated by the withdrawal of
Round of GATT negotiations and a series of re- external finance, particularly short-term outflows.
gional free trade agreements. The Uruguay Round The past 10 years also saw important differ-
reduced average tariff rates on imported manufac- ences from earlier periods of globalization. First,
tured goods to 3.6 percent in the European Union the composition of private capital flows is greatly
(compared with 5.7 percent before the Round) and altered. Whereas bonds had dominated the gold
3 percent in the United States (versus 4.6 percent standard era, and syndicated bank lending the
before the Round). These tariff rates were well 1970s, the technological changes outlined above
below those in most major industrial countries in have made equity flows (direct and portfolio) the
1913 (44 percent in the United States and 18 to 20 dominant form of long-term private flows to de-
percent in France, Germany, and Italy), although veloping countries in the 1990s (table 6.2). The
the United Kingdom's tariff rate was zero in 1913 form of equity has also changed considerably.
(Bordo, Eichengreen, and Irwin 1999). Portfolio equity flows, negligible before 1990, ac-

The 1990s were also marked by significant fi-
nancial innovation. Derivatives markets mush-
roomed (including in developing countries), with Table 6.2 Composition of private capital flows,
the development of numerous products that sup- 1973-81 and 1990-97
ported or substituted for cross-border flows (such (percentage of total)

as different forms of swaps). Mutual funds special- Type of flow 1973-81 1990-97

izing in emerging markets enabled investors to Bonds 3.5 15.2

more easily diversify their holdings, and in conjunc- Bank lending 63.9 11.7

tion with depositary receipts on foreign stocks, they Foreign direct investment 16.8 50.3

helped moderate the impact of poor clearance and Portfolio equity 0.3 16.4

settlement procedures and other administrative Source: World Bank.
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Table 6.3 Income per capita in creditor and debtor countries, selected years
(U.S. dollars)

1913 1929 1980 1997

Major creditorsa 4,779 6,025 10,976 28,474
Top 10 borrowers' 1,698 2,200 2,485 3,756
Low-income borrowers' 492 808
Memo item
Share of low-income borrowers in total private
capital flows to emerging markets 14 29

a. For 1913 and 1929, France, Germany, United Kingdom, and United States; for 1980 and 1997, the same countries plus Japan; average
reflects GDP weights.
b. Top 10 recipients of net long-term private flows. Average weighted by GDP in 1913 and 1929, and by net long-term flows in 1980 and
1997.
c. Top 10 low-income recipients of long-term private flows. Average weighted by net long-term flows.
Source: Maddison 1995; World Bank staff calculations.

counted for 16 percent of private flows in 1997. then plummeted to only 33 percent in 1997, as
FDI has become by far the largest source of flows private-to-private transactions became the largest
and has diversified from being primarily directed form of borrowing. If FDI and portfolio equity in-
at natural resource development into manufactur- vestment are included, the private sector in capital-
ing, finance, and nonfinancial services. recipient countries accounted for almost 90 percent

Second, the disparity in incomes between of total private-source flows in 1997.
creditors and debtors has increased. During the These differences in capital flow surges to de-
gold standard era, the major borrowers were rela- veloping countries in the 1990s have both positive
tively high-income countries with close institu- and negative implications for future capital flows.
tional and cultural ties to European creditors, and On the positive side, FDI flows tend to be of longer
even in the 1970s private flows were concentrated duration than other types of flows and are not as
in middle-income countries. By contrast, in the easily susceptible to rapid and large reversals (see
1990s several low-income countries received sub- Global Development Finance 1999). On the other
stantial amounts of private flows relative to the hand, the greater role of developing country finan-
size of their economies. The ratio of average in- cial institutions in intermediating capital flows im-
come per capita between the major creditors and plies much greater systemic risks at the country
debtors was slightly less than 3 to 1 before the level. Also, the larger differences in cultures, politi-
Great Depression, and 4 to 1 in 1980, but almost cal institutions, and legal and regulatory frame-
8 to 1 in 1997 (table 6.3). Low-income countries works between creditor and debtor countries may
captured 29 percent of total private flows in 1997 imply continuing volatility of foreign capital in-
(but only 7 percent if China is excluded), com- flows, as small changes or shifts in policies and in-
pared with half that share in 1980. stitutions may lead to rapid changes in lenders'

Third, the share of private sector borrowers in perceptions of risk.
private-source flows has increased dramatically
from two decades ago, essentially returning to lev- Table 6.4 Share of private-source debt flows, by
els seen prior to World War I (according to the recipient sector
limited available data). From 1865 to 1913, about (percent)

40 percent of British capital went to governments 1921-31

or public utilities (Stone 1999), and 60 percent to Sector 186 5 -1 9 13b London New York 1980 1997

private sector borrowers (table 6.4). By the 1920s, Public sectora 40 62 80 80 33
however, governments had become the dominant Privatesector 60 38 20 20 67i

borrowers, capturing 80 percent of New York cap- a. Includes government-guaranteed borrowing where data are

ital issues and 62 percent of London's. The share available.
Of governments in total long-term, private-source b. Refers to British overseas investments only.of govenmentsin totl longterm, rivatesource Source: Stone 1999; Madden, Nadler, and Sauvain 1937; Atkin
debt flows rose to almost 80 percent in 1980, but 1977; World Bank Debtor Reporting System.
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Figure 6.3 Percentage of countries in default or restructurings, 1820-1998
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Characteristics of crisis episodes spiraled downward, one country after another en-
dured banking crises. And as production and trade

The incidence of crises imploded, one country after another was forced toC apital flows and crises were linked even before suspend the convertibility of its domestic currencyC the gold standard era. The first wave of British into gold and to allow the currency to depreciate
capital to Latin America to finance infrastructure (Argentina's experience was somewhat different
and mining ended with the crisis of 1825, and the from that of other devaluing countries; see box
second wave ended with the 1873 financial crisis in 6.1). Bernanke and James (1991) list three dozen
Europe. The inflow of foreign capital to the United banking crises between 1929 and 1936. Banking
States in the 1820s and 1830s ended with the de- crises were then few and far between in the post-
pression of 1837-43 (Bordo, Eichengreen, and World War II period, reflecting the maintenance of
Irwin 1999). Booms in private capital flows have strict controls on capital flows and tight financial
generally been punctuated by banking and ex- regulation.1 2 Crises returned with a vengeance in
change rate crises, and have ended in severe eco- the 1980s following financial liberalization and the
nomic dislocation or political conflict. Figure 6.3 resumption of international lending. And the fre-
shows that debt defaults were widespread during quency and severity of crises has, of course, been
the late nineteenth century and jumped sharply fol- one of the most worrisome aspects of the 1990s.
lowing the 1920s and 1970s booms in capital flows.

The gold standard era saw a small number of The costs of crises
exceptionally severe crises, but a large number of Changes over time in the consequences of crises is a
milder episodes. One recent study counts 22 crises topic on which research has just begun."3 Although
between 1880 and 1913 in the 15 emerging markets
for which reasonably good data are available (table
6.5).10 Thus the incidence of emerging-market crises Table 6.5 Frequency of crises and average outpu
in these 510 country-years was 4.3 percent. This D
is strikingly similar to the rate at which crises oc- 1880-1913 1929-36 1975-82 1990-96

curred in the lending boom of 1990-96, although Number of crises 22 36, 61 38

the larger sample in the latter period means that the Average output loss

number of crises was greater."1 (percentage of GDP) 2 6 3 b 3 b

The depression that ended the 1920s lending a. Number of banking crises.

boom affected more countries than any economic b. Average for 1972-96.
Source: IMF 1998; Bernanke and James 1991; Bordo and Eichen-

downturn before or since. As output and prices green 1999.
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Box 6.1 Argentina's experience with independent
monetary policy in the Great Depression
The Great Depression affected Argentina by 1929, with argue that a remarkable event was Argentina's resort to in-
Ta 24 percent decline in its exports terms of trade and dependent monetary policy to stimulate domestic output

severe balance of payments problems. The exchange rate and reverse deflationary expectations: high interest rates
was floated after a mere two-year resumption of the gold were lowered by liquidity injections from 1931 onwards.
standard. But recovery began quickly in 1932 and by Gold backing of the money stock fell from 78 percent in
1934-35 output had recovered to its 1929 level. Argentina 1929 to only 43 percent by 1932, and rediscounting of
did resort to defaults on external obligations, a path cho- notes rose from zero to 30 percent of the monetary base.
sen by other Latin American creditors during this period. The authors argue that Argentina was able to depart from
How did Argentina achieve this recovery in the midst of the then-prevailing orthodoxy mainly because of its 1890s
worldwide depression? Della Paolera and Taylor (1999) crisis experience when deflation was severe.

the fragility of historical data precludes strong com- of modern economic growth, the macroeconomic
parative statements, some regularities seem evident. effects of banking crises were limited because the
Bordo and Eichengreen (1999) estimate that annual extent of intermediation was modest. Since the
growth declined by an average of two percentage real economy did not depend so heavily on inter-
points relative to trend before 1914, by six percent- mediation for the provision of financial services, a
age points during the Great Depression, and by financial crisis had only limited macroeconomic
three percentage points in the typical post-1972 cri- effects.'4 Banking systems had developed further
sis. Still, the two most disruptive pre-World War I by the 1920s, however, magnifying the effects of
crises in emerging markets, in Argentina in 1890 financial-sector disruptions. More recently, the de-
and in the United States in 1893, were even worse velopment of lenders of last resort has moderated
than the recent Asian crisis and rivaled the experi- the depth and duration of the decline in output as-
ence of the Great Depression. In the United States, sociated with banking crises. However, the greater
growth in the crisis year dropped by 14 percentage tendency for the authorities to intervene to sup-
points from the preceding year (and by nine per- port the banking system, and the combination of
centage points relative to its previous five-year support with regulatory forbearance, have in-
trend). For Argentina the output loss is estimated at creased the costs of resolution to the taxpayer. For
24 percentage points (17 percentage points from example, the IMF (1998) estimates that the costs
trend). By comparison, the 1995 decline in Mexico's of resolving emerging market crises may have
output as a result of the peso crisis was 6 percent, ranged as high as 55 percent of GDP, in the case
and the 1998 collapse in Indonesia, the worst-hit of of the Argentine banking crisis of the 1980s. In ad-
the East Asian crisis countries, was 14 percent. dition, the provision of guarantees and frequent

The contrast is sharper for crises with both bailouts encourages risky behavior and contrib-
banking and currency components, which have utes to less than optimal allocation of capital.
been exceptionally disruptive since 1972 but were Countries appear to have recovered from cur-
less so prior to 1914. In banking-cum-currency rency crises more quickly before 1914 than they do
crises since 1972, annual growth has fallen by an today, perhaps in part due to the monetary regime
average of five percentage points, versus two per- providing the framework for capital flows. Before
centage points for such crises before 1914. During 1913, countries driven off their gold-standard pegs
the 1930s, however, growth fell on average by six often committed themselves to restoring convert-
percentage points in the year following a banking ibility at the previously prevailing exchange rate
crisis (Bordo and Eichengreen 1999). once the crisis had passed. Gold and capital began

Part of the explanation for the less devastating flowing back in at an early date in anticipation of
effects of crises before World War I may lie in the gains as the currency recovered to its traditional
degree of financial development. In the early stages parity, thus stimulating recovery (Delargy and
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Goodhart 1999). Evidence for the importance of America during the 1990s. Emerging markets are
the gold standard is the fact that countries that ad- typically marginally creditworthy borrowers, so
hered to it (or that returned to the previous parity that a deterioration in their prospects can result in
after a temporary suspension) enjoyed better terms their being shut out of capital markets. Lenders
on loans than did countries that spent prolonged often respond to such disturbances by rationing
periods off of the gold standard (Bordo and Rock- credit (as well as by increasing interest rates). Infor-
off 1996; Bordo, Eichengreen, and Kim 1998). mation problems in international financial markets
Rapid recovery may also have reflected greater flex- make it difficult to distinguish good and bad credit
ibility in labor and output markets, although the risks, and this encourages adverse selection (where
historical debate on whether market flexibility was the average credit quality of the pool of borrowers
greater before World War I than after has not been declines with increases in interest rates) and, there-
resolved (Bayoumi and Eichengreen 1994; Bordo, fore, credit rationing. One can point to several dif-
Eichengreen, and Kim 1998). ferent reasons for capital flow reversals over the

The costs of crises that led to default on for- past century, including shocks affecting individual
eign debts included reduced access to capital mar- countries, excessive debt owing to the poor use of
kets. Suter (1992) estimates that the time from de- past inflows, monetary tightening in creditor coun-
fault to the restoration of market access averaged tries, revisions of expectations, and pure contagion.
14 years between 1821 and 1870, but just six years Shocks to individual countries. Capital flows
in the latter part of the century. This improvement is reversals can be caused by surprise events, particu-
plausibly attributable to the development of mech- larly bank failures and financial instability, that re-
anisms for orderly restructuring of debts, such as duce the prospects for growth in individual coun-
standing bondholders' committees representing the tries. For example, the panic of 1893 in the United
creditors. So organized, the bondholders could ne- States resulted when uncertain political support
gotiate effectively, bar the debtor from the market, for the monetary standard precipitated a stock
and lobby for the application of diplomatic or mili- market crash, capital outflows, and dangerous
tary force. The British Council of Foreign Bond- losses of bank deposits and reserves. Political con-
holders may have been the most effective of these cerns relating to the assassination of a prominent
organizations, which developed in several creditor politician contributed to the Mexican peso crisis in
countries.' 5 1994. Harvest failures and commodity-market dis-

The defaults of the 1930s took on average 10 turbances can have similar results.
years to clear away, a disappointingly long time Overlending. History provides many examples
by the standards of the pre-World War I decades. of the uneconomical investment of massive
Some countries waited until the 1950s to settle. amounts of capital inflows leading to a collapse in
World War II, of course, provides part of the ex- lending. For example, the Argentine crisis of 1889-
planation for the duration of these difficulties. 90 followed a sharp rise in lending that financed
Also, in the face of the generalized collapse of in- mainly consumption and was marked by a rise in
ternational lending that occurred in the 1930s, the the fiscal deficit, the issuance of gold-guaranteed
incentive to settle was greatly reduced. short-term debt, and political instability (Bordo

1998). The failure of foreign investors to take up
Causes and triggers of capital flows reversals a loan to the Buenos Aires Water Supply and
Despite the frequency of crises associated with Drainage Company threatened to bring down not
surges in capital flows, it remains difficult to deter- just the Argentine financial system but an overex-
mine the extent to which capital flows reversals tended Baring Brothers, placing the international
have been an exogenous cause of crisis, have wors- financial system at risk. Many of the foreign loans
ened crises that would have occurred in any event, made during the 1920s appear to have been exces-
or have been a purely endogenous response to bor- sively risky. As Sessions (1992, p. 11) summarizes
rowers' economic problems. However, recent stud- the view, "The chronicle of American private in-
ies have made progress in this question. For exam- vestment abroad during the twenties, with all its in-
ple, Herreira, Perry, and Santiago (2000) suggest sanity, tells a story of unbelievably foolhardy pur-
that external shocks accounted for about two- chases on the part of investors and irresponsible
thirds of domestic output fluctuations in Latin flotations on the part of foreign governments and
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their collaborators in the issue house establishment ence of U.S. banks in Latin America and of West
in the United States." 16 The poor use of capital in- German banks in Eastern Europe may have been
flows is frequently cited as an important reason for related to the belief that strategic interests would
the 1980s debt crisis and for the capital outflows force government intervention on behalf of trou-
from Thailand that triggered the East Asian crisis. bled borrowers (Kahler 1986, p. 20).

It is no surprise that imprudent lending fre- The sharp rise in lending to emerging markets
quently leads to crises. However, it would be use- and the fall in secondary market spreads in 1996-
ful to understand why creditors sometimes act so 97 may have been due in part to the encouragement
imprudently, particularly given the long history of provided by the rescue package for Mexico, al-
crises induced by capital booms. One explanation though a general reduction in risk perception was
is that the large intermediaries lending internation- also probably present.17 Also, some of Russia's cred-
ally are concerned about market share, since a itors prior to August 1998 may have believed that
substantial presence in foreign markets helps gen- strategic interests would compel industrial country
erate new business. Pressures to expand or retain governments to provide funds to prevent a default.
market share can erode the credit criteria applied Monetary tightening in creditor countries.
to loans. Mintz (1951) shows that U.S. financial One recurring source of crises has been a shift in
institutions new to the business of floating foreign policies in creditor countries toward more strin-
bonds accounted for a disproportionate share of gent credit conditions. This was less frequently an
the issues that went bad in the 1930s. This may issue during the gold standard era, when monetary
have reflected their desire to gain a foothold in the policy was largely passive. When activity in the
market, although it could also have resulted from United Kingdom turned down (and thus demand
lack of adequate skills on the part of banks with for emerging markets' exports fell), interest rates
less experience in foreign lending. The enthusiasm declined to restore equilibrium to the money mar-
for sovereign lending by money-center banks and ket, which in turn made lending abroad more at-
smaller regional banks alike during the 1970s has tractive. However, there were exceptional cases
also been attributed to aggressive competition for when adjustments to interest rates in England had
market share (Diaz-Alejandro 1984), although procyclical impacts on borrowers. In 1906, the
other observers credit lender irrationality (Gut- United Kingdom's demand for funds for its war in
tentag and Herring 1985). southern Africa, along with the fiscal conse-

Another reason for excessive lending is moral quences of the Russo-Japanese conflict and the ac-
hazard. Risky lending can be rational from the celerating European arms race, put upward pres-
creditors' point of view to the extent that they an- sure on global interest rates. The fact or prospect
ticipate official support in the event of difficulties. of gold losses then caused European central banks
The prospect of a bailout was smaller during the to raise their discount rates. A rise in the London
gold standard era and the 1920s, although even discount rate tended to increase the cost of holding
then political support for loans by U.S. and Euro- inventories of staple foods and raw materials,
pean firms (as well as occasional military interven- forcing quicker liquidation and thus reducing
tion) might have encouraged lenders. prices of developing countries' exports (Triffin

Lending during the 1970s may have been 1985). So discount rate increases resulted in both
buoyed by the prospect of government support. curtailed capital flows and deterioration of the
After the trauma of the 1930s, regulators in indus- terms of trade for emerging markets. Exceptional
trial countries allowed no banking crises to occur stringency in credit markets and a fall in export
in the 1950s and 1960s. (However, there were a prices were important reasons for the 1907 crises
few such crises in the developing world, for exam- in Canada, Chile, Italy, and the United States.
ple, in Brazil in 1964.) There may have been few Industrial country governments pursued more
concrete assurances to the money-center banks activist monetary policies during the 1920s. Hence
that they would be bailed out in the event of prob- capital flows to emerging markets tended to be
lems (Johnson 1983), but there might still have more procyclical, which contributed eventually to
been the belief that industrial country govern- crises in those markets. The United States cut in-
ments would intervene rather than permit signifi- terest rates in 1924 and 1927 to help the United
cant numbers of banks to fail. Also, the large pres- Kingdom join and remain on the gold standard.
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The result was both increased demand for devel- in the second half of the 1880s revealed the depen-
oping country exports, owing to the stimulus to dence of this model on favorable climatic condi-
U.S. growth, and increased capital flows as domes- tions, high commodity prices, and efficient infra-
tic yields became less attractive. When the Federal structure development. It would therefore not be
Reserve raised interest rates in 1928 and early surprising if British depositors in colonial banks
1929 to rein in the stock market, it reduced de- and British investors in Australian bonds, having
mand for developing country exports and at the seen things go wrong in Argentina, drew back
same time discouraged foreign lending. One result from Australian investments in response. Similarly,
of the decline in U.S. capital flows in 1928 was the rapid spread of the 1997 financial crisis from
that capital-importing countries like Argentina, Thailand to other East Asian countries has been
Brazil, Canada, Germany, and Poland were among attributed to investor concerns over similarities
the first to enter the Great Depression. among these economies (Goldstein 1998).

Tightening credit policies also helped end the Pure contagion. Pure contagion may be de-
boom of the 1970s. Real interest rates soared with fined as the tendency for a crisis in one country to
monetary disinflation in the United States, the increase the probability of a crisis in another coun-
United Kingdom, and other capital-exporting try, holding other determinants of crisis risk con-

countries. The three-month London interbank of- stant. It is difficult in practice to distinguish crises
fered rate (LIBOR) nearly doubled, from 9 percent resulting from contagion from those resulting
in 1978 to 17 percent in 1981, despite the concur- from shocks that hit a number of countries simul-
rent decline in inflation. Net transfers to develop- taneously, or from revisions of expectations based
ing countries slowed at the beginning of the 1980s, on countries' shared characteristics.'8 At times of
as commercial banks completed the process of severe financial disturbances, creditors who have

stock adjustment in response to deregulation that suffered losses have curtailed their lending to all
had allowed them to diversify their portfolios in- high-risk borrowers, either because of the need to
ternationally in the first place. The industrial coun- raise cash or because the reduction in wealth

tries entered a severe recession starting in 1979. makes the creditors more risk averse. Kindleberger
Their demand for imports from developing coun- (1978) lays the blame for the 1873 crisis in the

tries and the terms on which they provided finance United States on a financial crash and crisis in
deteriorated simultaneously, although not as Germany and Austria four months earlier and on
sharply as 50 years before. Growth in exports of the distress sale by German investors of U.S. rail-
non-oil developing countries fell by half between road bonds and real estate. Problems in 1890 in
1976-79 and 1980-81. The debt-export ratios of the United States, which Otto Sprague (1910), the
non-oil developing countries rose by 23 percentage chronicler of American financial crises of that pe-
points between 1980 and 1983, and by 38 percent- riod, describes as a period of financial stringency if
age points for the non-oil exporters of Latin Amer- not a full-blown crisis, have similarly been as-
ica. Net private capital inflows peaked slightly cribed to distress sales by British investors of U.S.
later, in 1981, but they were in decline even before stocks. These sales were necessary to raise liquid-
Mexico threatened default in August 1982. ity in the wake of losses on Argentine and Brazil-

Revisions of expectations. A crisis in one ian loans. More recently, the August 1998 flight to
country may cause investors to reevaluate the risks quality and the spike in secondary market spreads
involved in countries with similar weaknesses. For on developing countries' debt were similarly at-
example, the Barings crisis of 1889 had major tributed, at least in part, to investors' desire to re-
repercussions in Australia despite the fact that the store their cash holdings following their losses
investment banks that were so prominent in Latin from the Russian debt moratorium.
America played little role in mediating capital
flows to Oceania. However, there were troubling
similarities between the Argentine and the Aus- Medium-term prospects for capital
tralian development models. Both emphasized pas- flows and their volatility
toral development, with the pastoral regions The main drivers of capital flows-technology,
linked to urban entrepot centers by an extensive l financial innovation, economic progress, and
railway network. Argentina's financial difficulties a supportive political environment-are expected
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to remain strong over the next decade. The estab- on foreign stocks. At the same time, steps are un-
lishment of an open trading environment, im- derway to strengthen property rights in many
proved policies in many developing countries, emerging markets. This is being done in several
steps toward monetary and fiscal consolidation in ways: by improving the legal framework and ad-
Europe and the United States, and the emergence ministrative procedures associated with bank-
of a broad consensus on economic policies among ruptcy, by speeding clearance and settlement pro-
the industrial countries point to rapid growth in cedures for equity and bond transactions, by
output and trade over the next decade (as pro- instituting safeguards for the protection of minor-
jected in Global Economic Prospects 2000). De- ity shareholders, and by increasing the trans-
mographic factors, too, should give an impetus to parency of administration.
increased savings in many industrial countries. All An immediate and rapid takeoff in capital
else equal, the aging of the baby-boom generation flows is unlikely, however (see chapter 2). On the
will imply a greater excess of savings over invest- demand side, potential borrowers are wary about
ment, hence a larger current account surplus, and the high volatility of private capital flows. For their
thus increased capital flows to emerging markets.'9 part, investors are concerned about instability in

Technological advances in communications emerging markets and about weak minority share-
have reduced costs and introduced new services holder rights, poor corporate governance, and lack
(including electronic mail, video conferencing, elec- of transparency, all of which the East Asian crisis
tronic commerce, and the Internet; figure 6.4). highlighted. Steps taken by creditor governments
These advances, together with increased speed of and international institutions to reduce moral haz-
computer processing and falling transportation ard, for example the support provided for the sus-
costs, have significantly reduced the transactions pension of payments on Ecuador's Brady bonds,
costs of foreign lending and investment. The diffu- may also discourage increases in flows. The percep-
sion of existing technology alone, not to mention tion of increased risk in emerging markets is evi-
the likely impact of inventions still to come, will denced by continued high levels of secondary mar-
provide an enormous impetus to capital flows. ket spreads on developing-country debt.

This rise in capital flows is likely to be domi- Nevertheless, the recent increase in flows to
nated by equity investment, as the new technolo- East Asia is one indication that investors' memo-
gies greatly increase the ability of managers to ries continue to be relatively short, and that once a
control their foreign operations and of portfolio recovery is underway in Latin America, and as-
equity investors to obtain and analyze information suming progress on the policy front, capital flows

Figure 6.4 The revolution in international telecommunications and Internet, 1990-2002
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will return. The next boom could be a long one, if * Systemic risks and moral hazard. The greater
FDI remains a high percentage of capital flows and participation in capital flows of countries with
if countries are able to contain the risks involved weak institutional capacity may also con-
in international capital market financing. tribute to heightened volatility. The East Asian

financial crisis demonstrated that the financial
Will capital flows be less volatile? position of the banking and corporate sectors,
The increase in flows may well be accompanied by particularly the level of short-term debt and
continued high volatility and frequent crises, as in foreign exchange exposure, are critical to the
the 1990s. Several reasons suggest why this is sustainability of flows. As more countries with
likely, despite some ameliorating factors: relatively undeveloped financial systems and

scant capacity for effective supervision and
* Marginally creditworthy borrowers and volatil- regulation take on greater foreign exposure,

ity in risk assessments. The greater differences and as domestic banking systems play an in-
between debtor and creditor countries today creasing role in intermediating flows, the po-
(noted above) may contribute to continued tential for financial crises and capital flows re-
high volatility. During the gold standard era, versals rises. The moral hazard problem of
London bankers dealt with American or Aus- implicit or explicit government guarantees in
tralian borrowers who were remarkably similar this context is also likely to be heightened.
to themselves in terms of income, legal and in- * Financial innovations. Aspects of the rapid fi-
stitutional framework, cultural background, nancial innovation now underway may also
and often place of birth. Today, however, credi- serve to increase volatility of capital flows.
tors and debtors come from countries with Important examples include the increased di-
widely disparate income levels, legal structures, versification made possible by mutual funds
and cultures. These differences exacerbate the and by financial instruments developed by
information problems inherent in cross-border hedge funds and investment banks. In general,
capital flows, increasing volatility as investors although such innovations can increase the ef-
follow the market transactions of specialists or ficiency of capital allocation, they also appear
simply react to market performance, buying to facilitate the taking of speculative positions
when prices rise and selling when they fall, and and the rapid movement of short-term funds
thus accentuating market swings (Brennan and into and out of emerging markets.
Cao 1997). As earlier chapters have shown, * FDI as a stabilizing factor. Aspects of the
credit and risk ratings for developing countries coming surge in capital flows may act to re-
considered only marginally creditworthy tend duce the volatility of capital flows. FDI, in
to change sharply, especially in adverse times, particular, tends to be more stable than port-
and these swings can result in large reversals of folio flows and bank lending (see Global De-
capital flows. velopment Finance 1999)-in or out of crises-

* Herding and contagion. The increased speed so that the expected increased importance of
of communications raises the premium on re- FDI could reduce the overall volatility of capi-
acting quickly to new information, which fur- tal flows. Some evidence of this was already
ther increases investors' incentive to follow evident in the most recent crises, from which
the herd. In addition, the practice of indexing countries such as Hungary and Poland were
returns and measuring the performance of any relatively insulated because of the predomi-
investment fund against the index is likely, as nance of FDI in their inflows.
in the recent past, to heighten volatility, again * Policy factors. Governments may rein in capi-
by encouraging herding. Any investment man- tal flows or at least delay further capital ac-
ager whose performance is evaluated relative count liberalization. Regulatory authorities in
to some industrywide benchmark will be both creditor and debtor countries may be
tempted to exit an emerging market invest- more wary of the risks to their banking sys-
ment whenever returns fall below that bench- tems posed by cross-border lending, partic-
mark, even if the longer-term returns on that ularly short-term lending. New regulations
investment are promising. promulgated by the Bank for International
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Box 6.2 Achieving high rates of growth without heavy
reliance on foreign borrowing
The past century has seen many examples of countries and innovation from foreign sources are not disad-

Tthat have achieved rapid economic development with- vantaged by closed capital accounts (East Asia and
out recourse to substantial portfolio investment from post-war Western Europe pursued this strategy).
abroad or open capital accounts. Throughout its modern * Countries can promote a high rate of domestic sav-
history, for example, Japan has largely avoided recourse to ings and use those savings to finance high rates of
substantial reliance on foreign savings to achieve rapid investment by fostering the efficient development of
growth. Much of Western Europe grew very rapidly dur- domestic financial markets. This means maintaining
ing the Bretton Woods era without deep financial integra- positive real interest rates, ensuring adequate domes-
tion and in the presence of tight capital controls and finan- tic regulation of financial institutions, limiting public
cial regulation. In the developing world, most East Asian borrowing, and ultimately, maintaining high rates of
countries managed to post exceptionally rapid economic growth (East Asia succeeded with such policies until
growth from the 1960s to the 1990s without opening their the late 1990s).
capital accounts, and in the presence of tight regulation of * Countries can access knowledge, markets, and skills
their domestic financial markets. China and India are two from abroad, without the pitfalls of capital market
low-income countries that have both significantly boosted volatility or the systemic financial risks of open capi-
their longer-term growth rates without opening their capi- tal accounts, by maintaining open-door policies to-
tal accounts to portfolio flows. Rodrik (1998) suggests ward FDI (as did postwar Western Europe and as
that there is little evidence (from a sample of 100 countries China has done more recently). Indeed, Global
between 1975 and 1989) that capital account restrictions Economic Prospects 1998/99 reported evidence that
hurt economic growth. Indeed, the evidence may even there is little connection between non-FDI capital
point the other way: such restrictions may reduce the inci- flows and total factor productivity growth, and even
dence and the costs of externally induced crises. Why and found a negative association between the two in low-
under what circumstances, then, can countries grow savings countries. FDI flows, on the other hand, were
rapidly without substantial external borrowing? associated with a crowding in of domestic investment

and productivity growth.
* Countries with rapid export growth can finance

economic development by ensuring adequate foreign Consequently, although episodes of capital surges to
earnings to support critical import needs, without the emerging countries during the past 130 years have often
need for substantial foreign borrowing (Japan and been associated with significant rises in investment and
Western Europe did so during the Bretton Woods era). growth in capital-receiving countries, openness to capital

* Countries that have relatively open trade regimes and flows is not the only, or even necessarily the most impor-
that avoid overvaluation of their currencies can en- tant, means of achieving faster growth. And openness to
sure that exports grow rapidly, that domestic produc- capital flows carries real costs in terms of the sharply
tion is competitive with imports, and that learning increased risks of externally induced financial crisis.

Settlements are seeking to raise banks' risk- icy issues involved in managing the volatility
capital requirements and encourage a better of capital flows are discussed in chapter 5.)
assessment of risks by lenders to emerging * Improvements in the international financial
markets. And in the wake of the East Asian architecture. Discussions of the international
crisis, governments are now more sensitive to financial architecture have focused on mea-
the potential impact of capital flows reversals sures that creditor countries and the multilat-
on output growth and poverty reduction. This eral institutions can take to reduce the volatil-
should encourage a more cautious approach ity of capital flows. Considerable progress
to the opening of capital accounts, greater at- could be made in establishing international
tention to means of reducing reliance on the standards for transparency and reducing the
more volatile categories of flows, and a impact of moral hazard in encouraging exces-
greater emphasis on policies that help com- sive lending. But it is important to be realistic
pensate for the volatility of capital flows. (Pol- about the potential impact of changes in the
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international financial architecture in dampen- simply reflecting changes in economic fundamen-
ing volatility. One lesson of the past century is tals. In this context, it is critical to identify the pol-
that international financial systems in an envi- icy regimes and institutional structures that lead to
ronment of open capital accounts are subject a more efficient use of capital flows, to ensure that
to volatility. The frequency of crises over the these flows contribute to growth and development
past 130 years under very different interna- rather than to a cycle of boom followed by crisis.
tional institutional settings attests to the po-
tential pitfalls of heavy reliance on foreign
borrowing, and warns against emerging mar-
ket economies relying solely on international Notes
solutions to protect them against volatile capi- 1. The historical material in this chapter draws heavily

tal flows. on a background paper by Barry Eichengreen and com-
ments by Jeffrey Williamson, supplemented by ongoing

In one sense, the past half-century has demon- work at the World Bank. Views expressed and any errorsare the responsibility of the World Bank staff alone.
strated considerable progress in moderating the 2. From 1995-99 private capital flows increased by 6

impact of financial crises on output. The increas- percent per year in real terms, reflecting the sharp rise to

ing use of automatic stabilizers in fiscal policy, the 1997 and decline since then. Flows remain well above the

development of deposit insurance, the growing trend estimated by Twomby.

role of central banks as lenders of last resort, and 3. The half century before 1925 saw perhaps 100 mil-lion people migrate from Europe (largely eastern and south-
the adoption of more activist monetary and fiscal ern Europe) and Asia, with a large proportion settling in the

policies have all worked to lessen the swings in Americas (DeLong 1999).

output that accompany financial crises, at least 4. The percentages range from 86 percent in Australia

compared with the experience of the 1930s. These to 92 percent in Canada (Davis and Gallman 1999, p. 7).
5. In the case of the United Kingdom, the country with

the most highly developed securities markets, it was even
industrial countries, in part because their greater less (Platt 1986).

wealth makes it easier to run countercyclical poli- 6. Consistent with this interpretation, Twomby (1998)

cies (and adopt risk-management measures) to shows that FDI outside the railway sector circa 1914 was

smooth fluctuations in income. One can hope that significantly less in independent countries than in the Britishsmoother flctuaticprogress in iome. ine c an petats Commonwealth and other political dependencies, even
further economic progress in emerging markets, when other determinants are controlled for.
coupled with appropriate measures to reduce capi- 7. These figures are for 1920-31, from Madden, Nadler,
tal flows volatility, will over time reduce the scale and Sauvain (1937) and Atkin (1977).

of output losses that have accompanied crises dur- 8. This compares with an average deficit of about 1.5

ing the 1990s. The fact that volatility of output percent of GDP for the top 12 private flows recipients
(which accounted for 60 percent of private flows to devel-
oping countries in the early 1970s) during 1956-74.

importance for developing countries of taking 9. Both grew by 33 percent, according to League of

steps to reduce the volatility inherent in capital Nations figures, although Maddison's revisions suggest that

flows (see Global Economic Prospects 2000). But trade grew more slowly than manufacturing output (Lamar-
developing the full set of instruments, policies, and tine Yates 1995, p. 32; Maddison 1995, table I-4).
institutions necessary to attain this outcome will 10. Bordo and Eichengreen (1999, table 1).

11. See Global Economic Prospects 1998/99. State-
likely take some years, if not decades, and be quite ments about trends over time are likely to be sensitive to the

expensive. sample of countries under consideration (not to mention to
Clearly, many of the issues raised in this chap- the way crises are measured, which is not something on

ter, as well as other aspects of capital surges to which economists agree; see Schwartz 1986).

emerging markets, would benefit from further ex- 12. Although financial crises were rare during the Bret-
ton Woods era, Edwards and Santaella (1992) list 48 deval-

ploration. For example, work on the determinants uation episodes in emerging markets (often accompanied by

of FDI flows could deepen our understanding of IMF intervention) from 1954 to 1971.
why FDI was negligible prior to the 1920s, yet 13. The speculations here draw on Bordo and Eichen-

now is the largest source of long-term capital to green (1999) and Calomiris (1998)
emerging markets. Further research is needed to 14. The same phenomenon was evident in the transi-

tion economies in the early 1990s: since their banking and
sort out the extent to which private capital flow financial systems were relatively underdeveloped, the macro-

reversals cause or exacerbate crises, as opposed to economic effects of their severe financial crises were mild
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Debt Burden Indicators and
Country Classifications

Country classifications for 2000 and 1998. (In cases where a joint debt sustain-G LOBAL DEVELOPMENT FINANCE classifies ability analysis has been undertaken in the con-
indebtedness based on two ratios: the ratio text of the Heavily Indebted Poor Countries
of the present value of total debt service to Debt Initiative, countries are classified based on

GNP and the ratio of the present value of total the ratio of the present value of public and pub-
debt service to exports. These ratios cast a coun- licly guaranteed debt to exports of goods and
try's indebtedness in terms of two important as- services, excluding worker remittances.)
pects of its potential capacity to service the debt: * The ratio of the present value of total debt ser-
exports (because they provide foreign exchange to vice in 1998 to average exports (including
service debt) and GNP (because it is the broadest worker remittances) in 1996, 1997, and 1998.
measure of income generation in an economy). For
the 137 countries that report to the World Bank's If either ratio exceeds a critical value-80 per-
Debtor Reporting System (DRS) the debt data are cent for debt service to GNP ratio and 220 percent
drawn from this source. GNP and export data are for the debt service to exports ratio-the country is
from World Bank files, as shown in the Cotintry classified as severely indebted. If the critical value
Tables volume of Global Development Finance. is not exceeded but either ratio is three-fifths or
Export figures are earnings from goods and ser- more of the critical value (that is, 48 percent for
vices, including worker remittances. Data on offi- the present value of debt service to GNP and 132
cial grants are not included, although they may be percent for the present value of debt service to ex-
a stable source of foreign exchange in some coun- ports), the country is classified as moderately in-
tries. debted. If both ratios are less than three-fifths of

Until three years ago, indebtedness was esti- the critical value, the country is classified as less in-
mated as the average of the ratios for the last three debted. Countries are further classified as low-in-
years. This methodology, however, did not fully come if 1998 GNP per capita was $760 or less and
capture the debt position of reporting countries. as middle-income if 1998 GNP per capita was
For instance, the resulting classification based on more than $785 but less than $9,360. Combining
this methodology did not reflect the current posi- these criteria leads to the identification of severely
tion of countries benefiting from debt relief in the indebted low-income countries (SILICs), severely
past two years. To reflect such instances of a per- indebted middle-income countries (SIMICs), mod-
manent reduction in debt, Global Development erately indebted low-income countries (MILICs),
Finance 1997-98 made an adjustment in the clas- moderately indebted middle-income countries
sification methodology, which will continue to be (MIMICs), less indebted low-income countries
used this year. The two indebtedness ratios in (LILICs), and less indebted middle-income coun-
Global Development Finance 2000 are calculated tries (LIMICs; table A1.1).
as follows: The use of critical values to define the bound-
* The ratio of the present value of total debt ser- aries between indebtedness categories implies that

vice in 1998 to average GNP in 1996, 1997, changes in country classifications should be inter-
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Table A1.1 Income and indebtedness classification criteria

Indebtedness classification

PV/XGS less than 220 percent PV/XGS less than
PVIXGS higher tlhan 220 but higher than 132 percent or 132 percent
percent or PV/GNP higher PV/GNP less than 80 percent and PV/GNP less

Income classification d than 80 percent but higher than 48 percent than 48 percent

Low-income: GNP per capita Severely indebted Moderately indebted Less-indebted
less than $760 low-income countries low-income countries low-income countries

Middle-income: GNP per capita Severely indebted Moderately indebted Less-indebted middle-
between $761 and $9,360 middle-income countries middle-income countries income countries

Note: PV/XGS is present value of debt service to exports of goods and services. PV/GNP is present value of debt service to GNP.
Source: World Bank.

preted with caution. If a country has an indicator for 19 currencies, including G-7 currencies-
that is close to the critical value, a small change in British pounds, Canadian dollars, French francs,
the indicator may trigger a change in indebtedness German marks, Italian lire, Japanese yen, and U.S.
classification even if economic fundamentals have dollars. International Bank for Reconstruction
not changed significantly. and Development (IBRD) currency-pool loans, In-

Moreover, these indicators do not represent ternational Development Association (IDA) cred-
an exhaustive set of useful indicators of external its, and International Monetary Fund (IMF) loans
debt. They may not, for example, adequately cap- are discounted at the Special Drawing Rights
ture the debt servicing capacity of countries in (SDR) lending rate. For debt denominated in
which government budget constraints are key to other currencies, discount rates are the average of
debt service difficulties. Countries (such as the interest rates on export credits charged by other
franc zone countries in Africa) that allow the use OECD countries.
or free conversion of a foreign currency can face In present value calculations, debt service on
government budget difficulties that are related to fixed-rate loans is determined and each payment
servicing external public debt, but that are not discounted to compute its present value. For vari-
necessarily reflected in balance of payments data. able-rate loans, for which the future debt service
In other countries, the servicing of domestic pub- payment cannot be precisely determined, debt ser-
lic debt may be a source of fiscal strain that is not vice is calculated using the rate at the end of 1998
reflected in balance of payments data. Moreover, for the base specified for the loan.
rising external debt may not necessarily imply
payment difficulties, especially if there is a com-
mensurate increase in the country's debt servicing
capacity. Thus, these indicators should be used in Classification of
the broader context of a country-specific analysis low-income countries
of debt sustainability. Applying the present value methodology to

The discount rates used to calculate present 1996-98 data, 33 countries are classified as SILICs,
value are interest rates charged by the Organisa- 19 as MILICs, and 9 as LILICs (table A1.2). Co-
tion for Economic Co-operation and Develop- moros, Indonesia, Lao People's Democratic Repub-
ment (OECD) countrics for officially supported lic and Liberia joined the severely indebted group
export credits. They represent, on average, the of low-income countries, and Ghana, Haiti, Hon-
most favorable terms for fixed-rate nonconces- duras, Kyrgyz Republic, Moldova, Mongolia, and
sional debt that countries are able to contract in Turkmenistan joined the moderately indebted
international loan markets. The rates are specified group of low-income countries.
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Table A1.2 Classification of DRS economies

Severely indebted Severely indebted Moderately indebted Moderately indebted Less indebted Less indebted
low-income middle-income low-income middle-income low-income middle-income

Angola Argentina Bangladesh Algeria Armenia Albaniac
Burkina Faso Bolivia Benin Belize Azerbaijan Barbados
Burundi Bosniac and Herzegovinac Cambodia Chile Bhutan Belarus
Cameroon Brazil Chad Colombia Chinac Botswana
Central African Republic Bulgaria Gambia, The Equatorial Guinea Eritrea Cape Verde
Comorosa Ecuador Ghanab Georgia Lesotho Costa Rica
Congo, Dem. Rep. of Gabon Haitib Hungary Nepal Croatia
Congo, Rep. of Guyana Hondurasb Jamaicab Solomon Islandsc Czech Republic
Cote d'Ivoire Jordan India Lebanona Tajikistan Djibouti
Ethiopia Peru Kenya Macedonia, FYR Dominicab
Guinea Syrian Arab Republic Kyrgyz Republica Malaysia Dominican Republic
Guinea-Bissau Moldovaa Mauritius Egypt, Arab Rep. of
Indonesian Pakistana Morocco El Salvador
Lao PDRa Senegal Panama' Estonia
Liberia Togo Papua New Guineaa Fiji
Madagascar Turkmenistan3 Philippines Grenadac
Malawi Yemen, Rep. of b Republica Bolivariana Guatemala
Mali Zimbabwe de Venezuela Iran, Islamic Rep. of
Mauritania Russian Federationa Kazakhstan
Mozambique Samoaa Korea, Rep. of c
Myanmar St. Vincent and Latvia
Nicaragua the Grenadines Lithuania
Niger Thailand Maldives
Nigeria Tunisia Mexico
j Rwanda Turkey Oman
Sio Tome and Principe Uruguay Paraguay
Sierra Leone Poland

| Somalia Romania
Sudan Seychelles
Tanzania Slovak Republicb
Uganda South Africac
Vietnam Sri Lanka
Zambia St. Kitts and Nevis

St. Lucia
Swaziland
Tonga
Trinidad and Tobago
Ukraine
Uzbekistan
Vanuatu
Yugoslavia, Fed. Rep. of
(Serbia/Montenegro)

!34 11 18 24 9 41

Note: Tables A1.2 and A1.3 classify all World Bank member economies and all other economies with populations of more than 30,000.
Economies are divided among income groups according to 1997 GNP per capita, calculated using the World Bank Atlas method.
Income groups are low-income, $760 or less; lower-middle-income, $761-$3,030; upper-middle-income, $3,031-$9,360; and high-income, $9,361 or more.
a. Countries whose indebtedness classification has worsened.
b. Countries whose indebtedness classification has improved.
c. Countries whose income classification has changed.
Source: World Bank Debtor Reporting System.

Classification of Guinea, the Russian Federation, and Samoa are
middle-income countries now classified as MIMICs, while Dominica, Federal
In the middle-income group, 11 countries are classi- Republic of Yugoslavia (Serbia/Montenegro), Re-
fied as SIMICs, 24 as MIMICs, and 41 as LIMICs. public of Korea, and Slovak Republic have now
Bosnia and Herzegovina is classified for the first joined the less indebted group because of improve-
time as a SIMIC. Jamaica, Lebanon, Papua New ments in the present value of debt to exports ratio.
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Table A1.3 Classification of non-DRS economies

Severely indebted Severely indebted Moderately indebted Less indebted
low-income middle-income middle-income middle-income

Afghanistan Cuba Gibraltar Antigua and Barbuda Namibia
Iraq Bahrain Saudi Arabia

Kiribati Suriname
Korea, Dem. Rep. of

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ___ .Libya

Note: Tables A1.2 and A1.3 classify all World Bank member economies and all other economies with populations of more than 30,000.
Economies are divided among income groups according to 1996 GNP per capita, calculated using the World Bank Atlas method. Income
groups are low-income, $785 or less; lower-middle-income, $786-$3,125; upper-middle-income, $3,126-$9,655; and high-income, $9,655 or
more.
Source: World Bank Debtor Reporting System.

Table A1.4 Major economic indicators, 1998
(millions of U.S. dollars)

Country EDT PV TDS T XGS GNP

Albania 821 615 37 25 833 3,112
Algeria 30,665 29,898 4,587 1,992 12,238 45,400
Angola 12,173 11,470 1,353 439 3,930 4,098
Argentina 144,050 150,533 21,573 8,976 37,051 291,049
Armenia 800 567 42 20 474 1,902
Azerbaijan 693 543 24 21 1,048 3,913
Bangladesh 16,376 10,092 683 180 7,495 44,127
Barbados 608 605 87 40 1,405
Belarus 1,120 1,044 157 65 8,015 22,537
Belize 338 304 46 21 353 650
Benin 1,647 1,044 61 26 571 2,280
Bhutan 120 73 9 2 146 373
Bolivia 6,078 4,933 468 192 1,551 8,343
Bosnia and Herzegovina - 1,043 - - -

Botswana 548 452 79 25 2,939 4,631
Brazil 232,004 219,922 47,887 - 64,644 758,869
Bulgaria 9,907 9,395 1,295 525 5,861 11,937
Burkina Faso 1,399 826 53 18 495 2,569
Burundi 1,119 626 30 9 76 872
Cambodia 2,210 1,750 13 7 843 2,845
Cameroon 9,829 8,199 533 236 2,389 8,232
Cape Verde 244 153 19 4 194 490
Central African Republic 921 573 30 8 145 1,038
Chad 1,091 631 36 12 334 1,666
Chile 36,302 36,813 4,481 2,136 20,088 76,232
China 154,599 135,004 18,435 7,226 213,414 942,385
Colombia 33,263 32,373 4,565 1,949 14,871 100,426
Comoros 203 134 6 1 46 197
Congo, Dem. Rep. of 12,929 12,169 19 19 1,664 6,210
Congo, Rep. of 5,119 4,678 41 23 1,257 1,668
Costa Rica 3,971 3,794 546 215 7,168 10,173
Cote d'Ivoire 14,852 12,709 1,384 713 5,295 10,215
Croatia 8,297 6,696 845 329 9,492 21,587
Czech Republic 25,301 25,106 5,403 1,520 35,433 55,628
Djibouti 288 187 6 2 - _
Dominica 109 79 10 3 153 234
Dominican Republic 4,451 4,150 375 193 8,976 14,955
Ecuador 15,140 14,240 1,706 866 5,933 18,360
Egypt, Arab Rep. of 31,964 24,441 1,813 901 19,101 85,580
El Salvador 3,633 3,228 438 174 4,190 11,787
Equatorial Guinea 306 250 6 2 417 405
Eritrea 149 89 4 4 261 768
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Table A1.4 Major economic indicators, 1998 (continued)
(millions of U.S. dollars)

Country EDT PV TDS INT XGS GNP

Estonia 782 645 89 39 4,303 5,121
Ethiopia 10,352 8,733 119 50 1,053 6,453
Fiji 193 183 34 11 954 1,526
Gabon 4,425 4,456 307 172 2,557 4,878
Gambia, The 477 269 26 6 268 409
Georgia 1,674 1,290 70 46 914 5,246
Ghana 5,899 4,019 580 190 2,04S 7,501
Grenada 183 157 9 4 171 327
Guatemala 4,565 4,260 396 200 4,035 18,773
Guinea 3,442 2,512 159 55 817 3,476
Guinea-Bissau 964 695 8 5 31 191
Guyana 1,653 1,078 136 63 700 665
Haiti 1,048 599 39 20 479 3,858
Honduras 5,002 3,220 505 208 2,697 5,162
Hungary 28,580 28,730 7,305 1,494 26,793 45,935
India 98,232 84,259 12,085 5,118 58,739 426,478
Indonesia 150,875 144,681 18,967 7,125 57,470 85,486
Iran, Islamic Rep. of 14,391 13,824 2,942 801 14,527 113,140
Jamaica 3,995 3,806 537 209 4,199 6,334
Jordan 8,485 7,880 899 481 5,485 5,776
Kazakhstan 5,714 5,387 885 282 6,830 21,669
Kenya 7,010 5,172 545 165 2,892 11,394
Korea, Republic of 139,097 135,099 20,624 8,212 160,061 316,195
Kyrgyz Republic 1,148 828 58 27 614 1,653
Lao PDR 2,437 1,121 31 8 494 1,224
Latvia 756 720 83 31 3,262 6,450
Lebanon 6,725 6,693 528 358 2,827 17,396
Lesotho 692 494 51 21 606 1,069
Liberia 2,103 1,993 1 0 - -

Lithuania 1,950 1,827 170 68 5,197 10,481
Macedonia, FYR 2,392 2,153 200 102 1,536 2,475
Madagascar 4,394 3,273 125 53 854 3,677
Malawi 2,444 1,371 84 24 568 1,778
Malaysia 44,773 47,304 6,271 2,469 71,900 68,581
Maldives 180 119 14 4 435 310
Mali 3,202 2,183 82 27 651 2,660
Mauritania 2,589 1,423 110 42 397 950
Mauritius 2,482 2,500 312 154 2,763 4,161
Mexico 159,959 155,719 29,141 12,589 140,111 380,563
Moldova 1,035 954 166 44 897 1,655
Mongolia 739 481 35 9 556 989
Morocco 20,687 18,648 2,797 1,024 12,175 34,292
Mozambique 8,208 2,731 105 41 581 3,680
Myanmar 5,680 4,867 93 14 1,74S -

Nepal 2,646 1,498 88 27 1,260 4,880
Nicaragua 5,968 S,238 250 164 981 1,777
Niger 1,659 1,114 62 12 337 2,020
Nigeria 30,315 29,421 1,320 557 11,762 38,481
Oman 3,629 3,489 629 218 - -

Pakistan 32,229 25,600 2,743 949 11,631 61,039
Panama 6,689 6,704 745 385 9,764 8,580
Papua New Guinea 2,692 2,400 183 64 2,112 3,500
Paraguay 2,305 2,160 218 106 4,151 8,657
Peru 32,397 33,594 2,454 1,556 8,668 61,261
Philippines 47,817 45,321 5,166 2,286 43,617 68,210
Poland 47,708 44,047 4,534 1,624 46,551 156,988
Republica Bolivariana

de Venezuela 37,003 37,706 5,880 2,418 21,449 93,342
Romania 9,513 9,637 2,310 548 9,836 37,645
Russian Federation 183,601 165,171 10,761 5,787 88,634 264,604
Rwanda 1,226 682 21 9 123 2,017

(Table continues on next page)
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Table A1.4 Major economic indicators, 1998 (continued)
(millions of U.S. dollars)

Country EDT PV TDS INT XGS GNP

Samoa 180 107 3 2 129 176
Sao Tome and Principe 246 144 4 2 12 36
Senegal 3,861 2,710 323 106 1,389 4,646
Seychelles 187 167 21 8 370 514
Sierra Leone 1,243 824 20 9 112 629
Slovak Republic 9,893 9,141 2,142 581 13,450 20,204
Solomon Islands 152 65 7 2 199 295
Somalia 2,635 2,320 0 0 - -
South Africa 24,712 24,160 4,378 1,530 35,845 130,444
Sri Lanka 8,526 6,290 452 150 6,861 15,528
St. Kitts and Nevis 115 90 10 5 145 267
St. Lucia 184 159 16 8 384 576
St. Vincent and the Grenadines 420 394 23 16 164 302
Sudan 16,843 15,863 61 3 625 9,220
Swaziland 251 198 23 9 1,095 1,342
Syrian Arab Republic 22,435 20,867 339 243 5,319 -
Tajikistan 1,070 865 83 23 604 2,164
Tanzania 7,603 5,682 246 112 1,180 8,063
Thailand 86,172 85,306 13,261 5,441 69,227 112,720
Togo 1,448 1,005 40 12 706 1,487
Tonga 65 41 5 1 49 176
Trinidad and Tobago 2,193 2,189 311 125 3,038 6,146
Tunisia 11,078 10,654 1,402 552 9,290 19,088
Turkey 102,074 100,364 13,202 4,870 62,378 204,188
Turkmenistan 2,266 2,137 311 92 741 2,585
Uganda 3,935 2,371 160 34 676 6,764
Ukraine 12,718 12,466 2,018 569 17,743 42,745
Uruguay 7,600 7,516 1,136 447 4,827 20,383
Uzbekistan 3,162 3,013 427 148 3,236 20,296
Vanuatu 63 37 2 1 182 223
Vietnam 22,359 20,561 1,083 424 12,101 27,184
Yemen, Rep. of 4,138 3,138 125 52 2,976 3,947
Yugoslavia, Fed. Rep.

(Serbia/Montenegro) 13,742 13,746 57 57 - -
Zambia 6,865 5,517 202 70 1,143 3,158
Zimbabwe 4,716 4,103 981 218 2,565 5,911

- Not available.
Note: For definition of indicators, see Sources and Definitions section. Numbers in italics are from debt sustainability analyses undertaken in
the context of the Heavily Indebted Poor Countries Debt Initiative. Present value estimates for these countries are for public and publicly guar-
anteed debt only, and export figures exclude worker remittances.
Sources: World Bank Debtor Reporting System and staff estimates.
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Table A1.5 Key indebtedness ratios, 1996-98
(percent)

Country EDT/XGS PV/XGS EDT/GNP PV/GNP TDS/XGS INT/XGS

Albania 105 79 30 22 5 3
Algeria 212 206 68 66 32 14
Angola 250 236 292 276 28 9
Argentina 406 424 51 53 61 25
Armenia 170 121 47 33 9 4
Azerbaijan 69 54 19 15 2 2
Bangladesh 245 151 .38 24 10 3
Barbados 44 44 29 29 6 3
Belarus 14 14 5 5 2 1
Belize 98 88 54 48 13 6
Benin 250 159 75 48 9 4
Bhutan 93 56 35 21 7 2
Bolivia 413 336 78 63 32 13
Bosnia and Herzegovina - - - - - -

Botswana 17 14 12 9 2 1
Brazil 366 347 30 28 76 0
Bulgaria 158 150 96 91 21 8
Burkina Faso 465 274 56 33 18 6
Burundi 1,441 806 124 69 39 11
Cambodia 256 202 74 58 1 1
Cameroon 427 356 117 97 23 10
Cape Verde 120 75 50 32 9 2
Central African Republic 576 358 90 56 19 5
Chad 365 211 69 40 12 4
Chile 176 179 52 53 22 10
China 76 67 18 15 9 4
Colombia 221 215 33 32 30 13
Comoros 405 268 101 67 12 1
Congo, Dem. Rep. of 822 774 720 678 1 1
Congo, Rep. of 312 286 92 84 3 1
Costa Rica 66 63 42 40 9 4
Cote d'Ivoire 288 246 151 129 27 14
Croatia 91 74 40 33 9 4
Czech Republic 78 77 46 46 17 5
Djibouti 131 85 58 38 2 1
Dominica 77 56 48 35 7 2
Dominican Republic 54 51 32 30 5 2
Ecuador 242 228 84 79 27 14
Egypt, Arab Rep. of 168 129 42 32 10 5
El Salvador 95 84 33 29 11 5
Equatorial Guinea 88 72 90 73 2 1
Eritrea 45 27 19 11 1 1
Estonia 21 18 17 14 2 1
Ethiopia 1,065 898 166 140 12 5
Fiji 16 15 10 10 3 1
Gabon 142 143 93 94 10 6
Gambia, The 197 111 120 68 11 3
Georgia 221 170 33 26 9 6
Ghana 252 172 83 57 25 8
Grenada 111 95 60 52 5 2
Guatemala 125 117 26 25 11 6
Guinea 420 306 93 68 19 7
Guinea-Bissau 2,406 1,733 415 299 20 12
Guyana 231 151 249 163 19 9
Haiti 299 171 33 19 11 6
Honduras 229 147 111 72 23 10
Hungary 117 118 64 64 30 6
India 172 147 24 20 21 9
Indonesia 249 238 88 84 31 12
Iran, Islamic Rep. of 74 71 14 13 15 4
Jamaica 96 91 83 80 13 5

(Table continues on next page)

147



G LO BAL D EVEL O PM ENT F IN AN C E

Table A1.5 Key indebtedness ratios, 1996-98 (continued)
(percent)

Country EDT/XGS PV/XGS EDT/GNP PWVGNP TDS/XGS INT/XGS

Jordan 156 145 161 150 17 9
Kazakhstan 79 74 27 25 12 4
Kenya 235 174 69 51 18 6
Korea, Rep. of 86 83 32 31 13 5

Kyrgyz Republic 184 133 67 48 9 4
Lao PDR 535 246 152 70 7 2
Larvia 25 24 13 12 3 1
Lebanon 159 159 44 44 13 9
Lesotho 103 73 57 41 8 3
Liberia - - - - - -

Lithuania 40 37 21 20 3 1
Macedonia, FYR 165 14B 93 84 14 7
Madagascar 532 396 120 90 15 6

Malawi 403 226 111 62 14 4
Malaysia 51 54 52 55 7 3
Maldives 44 29 63 42 3 1
Mali 472 322 124 85 12 4
Mauritania 578 318 256 141 25 9

Mauritius 91 92 59 60 11 6
Mexico 124 121 45 44 23 10
Moldova 100 93 58 53 16 4

Mongolia 132 86 75 49 6 2

Morocco 174 157 61 55 23 9
Mozambique 1,619 539 256 85 21 8
Myanmar 361 309 4 3 6 1

Nepal 209 118 55 31 7 2

Nicaragua 685 601 357 313 29 19

Niger 506 340 86 58 19 4

Nigeria 190 184 83 81 8 3

Oman 51 49 24 23 9 3
Pakistan 277 220 53 42 24 8
Panama 71 71 81 82 8 4

Papua New Guinea 105 94 63 56 7 2

Paraguay 51 48 25 23 5 2

Peru 367 380 53 55 28 18

Philippines 108 102 60 57 12 5

Poland 112 103 32 30 11 4

Republica Bolivariana
de Venezuela 147 150 45 46 23 10

Romania 96 97 28 28 23 6
Russian Federation 185 166 50 45 11 6
Rwanda 997 554 70 39 17 8
Samoa 141 84 99 59 4 2
Sao Tom6 and Principe 2,162 1,268 640 375 33 14

Senegal 266 187 86 60 22 7
Seychelles 53 47 36 33 6 2

Sierra Leone 1,123 745 159 105 18 8

Slovak Republic 81 75 51 47 18 5

Solomon Islands 71 30 45 19 3 1
Somalia - - - - - -

South Africa 67 66 18 17 12 4
Sri Lanka 132 97 58 43 7 2

St. Kitts and Nevis 84 65 46 36 8 4
St. Lucia 49 42 33 29 4 2
St. Vincent and the Grenadines 264 248 148 139 14 10

Sudan 2,599 2,448 207 195 9 0

Swaziland 22 17 18 14 2 1

Syrian Arab Republic 375 349 139 129 6 4
Tajikistan 151 122 51 42 12 3

Tanzania 648 484 109 81 21 10

Thailand 117 116 59 58 18 7

Togo 207 143 99 68 6 2
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Table A1.5 Key indebtedness ratios, 1996-98 (continued)
(percent)

Country EDT/XGS PV/XGS EDT/GNP PV/GNP TDS/XGS INT/XGS

Tonga 130 83 36 23 9 2
Trinidad and Tobago 73 73 39 39 10 4
Tunisia 122 118 60 57 15 6
Turkey 179 176 53 52 23 9
Turkmenistan 197 186 71 67 27 8
Uganda 516 311 62 37 21 4
Ukraine 65 64 24 24 10 3
Uruguay 164 162 39 38 25 10
Uzbekistan 85 81 14 13 12 4
Vanuatu 41 24 28 16 1 1
Vietnam 197 181 88 81 10 4
Yemen, Rep. of 120 91 91 69 4 2
Yugoslavia, Fed. Rep.
(Serbia/Montenegro) - - - - -

Zambia 545 438 207 166 16 6
Zimbabwe 161 140 63 55 34 7

- Not available.
Note: For definition of indicators, see Sources and Definitions section. Numbers in italics are from debt sustainability analyses undertaken in
the context of the Hcavily Indebted Poor Countries Debt Initiative. Prcscnt value estimates for these countrics are for public and publicly guar-
anteed debt only, and export figures exclude worker remittances.
Sources: World Bank Debtor Reporting System and staff estimates.
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Table A1.6 Classification of economies by income and region, January 2000

Sub-Saharan Africa Asia Europe and Central Asia Middle East and North Africa

East and Eastemr
Income Southern East Asia Europe and Rest of Middle North
group Subgroup Africa West Africa and Pacific South Asia Central Asia Europe East Africa Americas

Low- Angola Benin Cambodia Afghanistan Armenia Yemen, Rep. Haiti
income Burumdi Burkina Faso China Bangladesh Azerbaijan Honduras

Comoros Cameroon Indonesia Bhutan Kyrgyz Nicaragua
Congo, Dem. Central Korea, Dem. India Republic

Rep. African Rep. Nepal Moldova
Eritrea Republic Lao PDR Pakistan Tajikistan
Ethiopia Chad Mongolia Turkmenistan
Kenya Congo, Rep. Myanmar
Lesotho Cote d'lvoire Solomon
Madagascar Gambia, The Islands
Malawi Ghana Vietnam
Mozambique Guinea
Rwanda Guinea-Bissau
Somalia Liberia
Sudan Mali
Tanzania Mauritania
Uganda Niger
Zambia Nigeria
Zimbabwe Sao Tome and

Principe
Senegal
Sierra Leone
Togo

Middle- Lower Namibia Cape Verde Fiji Maldives Albania Iran, Islamic Algeria Belize
income South Africa Equatorial Kiribati Sri Lanka Belarus Rep. Djibouti Bolivia

Swaziland Guinea Marshall Bosnia and Iraq Egypt, Arab Colombia
Islands Herzegovina Jordan Rep. Costa Rica

Micronesia, Bulgaria Syrian Arab Morocco Cuba
Fed. Sts. Georgia Republic Tunisia Dominica

Papua New Kazakhstan West Bank Dominican
Guinea Latvia and Gaza Republic

Philippines Lithuania Ecuador
Samoa Macedonia, El Salvador
Thailand FYR5 Guatemala
Tonga Romania Guyana
Vanuatt Russian Jamaica

Federation Paraguay
Ukraine Peru
Uzbekistan St. Vincent
Yugoslavia, and the

Fed. Rep.b Grenadines
Suriname

Upper Botswana Gabon American Croatia Isle of Man Bahrain Libya Antigua and
Mauritius Samoa Czech Turkey Lebanon Barbuda
Mayotte Korea, Rep. Republic Oman Argentina
Seychelles Malaysia Estonia Saudi Arabia Barbados

Palau Hungary Brazil
Poland Chile
Slovak Grenada

Republic Mexico
Panama
Puerto Rico
St. Kitts and

Nevis
St. Lucia
Trinidad and

Tobago
Uruguay
Venezuela,

R.B. de

Subtotal: 156 25 23 23 8 26 2 10 6 33
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Table A1.6 Classification ot economies by income and region, January 2000 (continued)

Sub-Saharan Africa Asia Europe and Central Asia Middle East and North Africa

East and Eastero
Income Southern East Asia Europe and Rest of Middle North
group Subgroup Africa 'West Africa and Pacific South Asia Central Asia Europe East Africa Americas

High- OECD Australia Austria Canada
income Japan Belgium United States

New Zealand Denmark
Finland
France'
Germany
Greece
Iceland
Ireland
Italy
Luxembourg
Netherlands
Norway
Portugal
Spain
Sweden
Switzerland
United

Kingdom

Non- Brunei Slovenia Andorra Israel Malta Aruba
OECD French Channel Kuwait Bahamas' The 

Polynesia Islands Qatar Bermuda
Guam Cyprus United Arab Cayman
Hong Kong, Faeroe Islands Emirates Islands i

Chinad Greenland Netherlands
Macao China' Liechtenstein Antilles
New Monaco Virgin

Caledonia Islands
N. Mariana (U.S.)

Islands
Singapore
Taiwasi,

China

Total: 207 25 23 35 8 27 27 14 7 41

For operational and analytical purposes, the World Bank's main criterion for classifying economies is gross national product (GNP) per capita. Every economy is
classified as low-income, middle-income (subdivided into lower-middle and upper-middle), or high-income. Other analytical groups, based on geographic regions and
levels of external debt, are also used.

Low-income and middle-income economies are sometimes referred to as developing economies. The use of the term is convenient; it is not intended to imply that all
economies in the group are experiencing similar development or that other economies have reached a preferred or final stage of development. Classification by income
does not necessarily reflect development status.

This table classifies all World Bank member economies with populations of more than 30,000. Economies are divided among income groups according to 1998 GNP
per capita, calculated using the World Bank Atlas method. The groups are: low-income, $760 or less; lower-middle-income, $761-3,030; upper-middle-income,
$3,031-9,360; and high-income, $9,361 or more.

Note: Income classifications are determined each year in July and may not reflect subsequent data revisions.
a. Former Yugoslav Republic of Macedonia.
b. Federal Republic of Yugoslavia (Serbia/Montenegro).
c. The French overseas departments French Guina, Guadeloupe, Martinique, and Reunion are included in France.
d. On 1 July 1997 China resumed its exercise of sovereignty over Hong Kong.
e. On 20 December 1999 China resumed its exercise of sovereignty over Macao.

Source: World Bank data.
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Table A1.7 Classification of economies by income group and indebtedness, January 2000

Income group Subgroup Severely indebted Moderately indebted Less indebted Not classified by indebtedness

Low- Afghanistan Mozambique Bangladesh Armenia Liberia
income Angola Myanmar Benin Azerbaijan

Burkina Faso Nicaragua Cambodia Bhutan
Burundi Niger Chad China
Cameroon Nigeria Gambia, The Eritrea
Central African Rwanda Ghana Korea, Dem. Rep.

Republic Sao Tom6 and Haiti Lesotho
Comoros Principe Honduras Nepal
Congo, Dem. Sierra Leone India Solomon Islands

Rep. Somalia Kenya Tajikistan
Congo, Rep. Sudan Kyrgyz Republic
C6te d'Ivoire Tanzania Moldova
Ethiopia Uganda Pakistan
Guinea Vietnam Senegal
Guinea-Bissau Zambia Togo
Honduras Turkmenistan
Lao PDR Yemen, Rep. of
Madagascar Zimbabwe
Malawi
Mali
Mauritania

Middle- Lower Bolivia Algeria Albania Latvia Marshall Islands
income Bosnia and Belize Belarus Lithuania Micronesia, Fed. Sts.

Herzegovina Colombia Cape Verde Maldives West Bank and Gaza
Bulgaria Dominica Costa Rica Namibia
Cuba Equatorial Guinea Djibouti Paraguay
Ecuador Georgia Dominica Romania
Guyana Jamaica Dominican South Africa
Iraq Macedonia FYRI Republic Sri Lanka
Jordan Morocco Egypt, Arab Suriname
Peru Papua New Guinea Rep. Swaziland
Syrian Arab Philippines El Salvador Tonga

Republic Russian Federation Fiji Ukraine
Samoa Guatemala Uzbekistan
St. Vincent and the Irant, Islamic Vanuatu

Grenadines Rep. Yugoslavia,
Thailand Kazakhstan Fed. Rep.b
Tunisia Kiribati

Upper Argentina Chile Antigua and Slovak Republic American Samoa
Brazil Hungary Barbuda St. Kitts and Isle of Man
Gabon Lebanon Bahrain Nevis Mayotte

Malaysia Barbados St. Lucia Palau
Mauritius Botswana Trinidad and Puerto Rico
Panama Croatia Tobago
Turkey Czech Republic
Uruguay Estonia
Venezuela, R.B. de Grenada

Korea, Rep.
Libya
Mexico
Oman
IPoland
Saudi Arabia
Seychelles
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Table A1.7 Classification of economies by income group and indebtedness, January 2000 (continued)

Income group Subgroup Severely indebted Moderately indebted Less indebted Not classified by indebtedness

High- OECD Australia Japan
income Austria Luxembourg

Belgium Netherlands
Canada New Zealand
Denmark Norway
Finland Portugal
Francec Spain
Germany Sweden
Greece Switzerland
Iceland United
Ireland Kingdom
Italy United States

Non- Andorra Kuwait
OECD Aruba Liechtenstein

Bahamas, The Macao, Chinad
Bermuda Malta
Brunei Monaco
Cayman Netherlands

Islands Antilles
Channel New Caledonia

Islands N. Mariana
Cyprus Islands
Faeroe Islands Qatar
French Singapore

Polynesia Slovenia
Guam Taiwan, China
Greenland United Arab
Hong Kong, Emirates

China' Virgin
Israel Islands (U.S.)

Total: 207 46 43 58 60

This table classifies all World Bank member economies with populations of more than 30,000. Economies are divided among income groups according to 1998 GNP
per capita, calculated using the World Bank Atlas method. The groups are: low-income, $760 or less; lower-middle-income, $761-3,030; upper-middle-income,
$3,031-9,360; and high-income, $9,361 or more.

Standard World Bank definitions of severe and moderate indebtedness are used to classify economies in this table. Severely indebted means either: present value of
debt service to GNP exceeds 80 percent or present value of debt service to exports exceeds 220 percent. Moderately indebted means either of the two key ratios
exceeds 60 percent of, but dots not reach, the critical levels. For economies that do not report detailed debt statistics to the World Bank Debtor Reporting System
(DRS), present-value calculation is not possible. Instead, the following methodology is used to classify the non-DRS economies. Severely indebted means three of four
key ratios (averaged over 1995-97) are above critical levels: debt to GNP (50 percent); debt to exports (275 percent); debt service to exports (30 percent); and interest
to exports (20 percent). Moderately indebted means three of the four key ratios exceed 60 percent of, but do not reach, the critical levels. All other classified low- and
middle-income economies are listed as less indebted.

Note: Income classifications are determined each year in July and may not reflect subsequent data revisions.
a. Former Yugoslav Republic of Macedonia.
b. Federal Republic of Yugoslavia (Serbia/Montenegro).
c. The French overseas departments French Guina, Guadeloupe, Martinique, and Reunion are included in France.
d. On 20 December 1999 China resumed its exercise of sovereignty over Macao.
e. On 1 July 1997 China resumed its exercise of sovereignty over Hong Kong.

Source: World Bank data.
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Alppendlxi 2
Commercial Debt Restructuring

Developments in 1999 Buyback and swaps inT HE PERIOD UNDER REVIEW SAW MAJOR middle-income countries
progress in debt reduction through Brady Argentina. There were two buyback operations in
exchange and buyback operations. Seven March 1999. Argentina swapped $129 million of

debt restructuring agreements between debtor Brady bonds, $84.1 million of discount bonds,
countries and their commercial bank creditors and $45 million of par bonds, held by the local
were concluded in 1999, restructuring $7.1 billion pension funds and other institutional investors, for
in debt and reducing outstanding debt by $2.7 bil- $106 million of Argentina Bonte bonds maturing
lion (table A2.1). Among low-income countries, in 2027 and exchangeable for 30-year global
Guyana bought back $55.9 million at an average bonds later. Argentina also retired $539 million of
price of 9 cents per dollar in a deal supported by Brady bonds, $104 million of discounts, and $435
the IDA Debt Reduction Facility (table A2.2). million of pars through open-market purchase.
Among middle-income countries, Argentina, Brazil. In 1999 Brazil undertook two swap
Brazil, Mexico, the Philippines, and Uruguay re- operations to retire $4.2 billion of Brady bonds.
tired $6.9 billion of Brady bonds through dis- Savings of about $1.7 billion resulted from the dif-
counted swaps and open-market debt buybacks. ferential between the nominal and the market val-
Also, Ukraine reached an agreement to restructure ues of these securities ($1.2 billion) and from the
its $163 million eurobond. pro rata release of the collateral of the Brady

bonds ($500 million). In the first exchange, in
April, Brazil completed a $3.0 billion, five-year

Debt and debt service reduction global bond offering involving a $2.0 billion cash
operations in low-income countries sale and a $1.0 billion exchange for $1.5 billion of
Guyana. Sponsored by the Debt Reduction Facil- Brady bonds,2 $1,046 million of eligible interest
ity and the government of Switzerland, Guyana bonds (Els), and $406 million of interest due and
completed the second phase of a debt buyback unpaid bonds (IDUs). The new issue was priced to
operation on December 6, 1999, purchasing yield 11.8 percent, 675 basis points above U.S.
$55.9 million owed to private suppliers (pipeline Treasuries. In October, Brazil issued a $2 billion
debt).1 The buyback price was set at 9 cents per 10-year global bond in exchange for $2.7 billion
dollar of the principal debt. The operation extin- of Brady bonds. The new issue carries a coupon of
guished $34.4 million of eligible commercial bank 14.5 percent or 850 basis points over the U.S.
claims (table A2.2). The cost was $3.1 million, of Treasury rates. The deal realized about $200 mil-
which $1.1 million was disbursed from IBRD's al- lion of net present value savings and released
location to the Debt Reduction Facility and $2 about $500 million in the collateral.
million was financed by the Swiss government. Mexico. Between August and October 1999,
The participation rate of creditors in the opera- there were two operations to retire 1,035 million
tion was 62 percent. of Brady bonds. Total nominal savings of about

155



G LO B AL DE V EL O PM ENT F INA NC E

Table A2.1 Debt and debt service reduction operations, 1989-99
(billions of U.S. dollars)

Operations Gross amount Face value Face value of
Type of operation covered Closing date restructured' of debt reductionb restructured debt

Low-income countries
Buybacks funded by the Cumulative 1997 4.3 4.2 0.1
Debt Reduction Facility Cumulative 1998 4.4 4.3 0.1

Guyana 0.1 0.03 0.1
Cumulative 1999 4.4 4.3 0.1

Debt and debt service Cumulative 1997 12.6 7.6 5.0
reduction agreements

Other Bosnia and 30 December 1997 1.3 0.9 0.4
Herzegovina

Middle-income countries
Buybacks funded by the Cumulative 1997 0.3 0.3 0.0
Debt Reduction Facility

Debt and debt service Cumulative 1997 197.9 37.8 160.1
reduction agreements

Associated debt and Cumulative 1997 14.8 2.5 12.3
debt service reduction Argentina March 1999 0.7 0.02 0.6
market swaps Brazil April, October 1999 4.2 1.7 2.5

Mexico August, October 1999 1.0 0.6 0.4
Philippines October 1999 0.9 0.3 0.6
Uruguay September 99 0.1 0.01 0.1
Ukraine July 99 0.2 0.0 0.2
Cumulative 1999 16.9 2.9 14.0

Total Cumulative 1997 231.2 53.3 177.9
Cumulative 1998 233.4 53.8 179.6
Operation in 1999 7.0 2.6 4.4
Cumulative 1999 240.4 55.9 182.3

Note: Totals may not add up because of rounding.
a. Includes past-due interest.
b. Includes buybacks, discounts, down payment on past due interest, and forgiveness.
Source: World Bank.

$620 million resulted from the differential be- lion resulted from a net reduction in external inter-
tween the par and market value of these securities est payments through this transaction.
($210 million) from the pro rata release of the col- The Philippines. In October 1999 the Philip-
lateral of the Brady bonds ($410 million). In the pines completed a $1,006 million, 25-year (plus
first operation, in August, Mexico bought back 7-year put option) global bond offering involving
$510 million of Brady bonds in exchange for $400 a $292 million cash sale and a $714 million ex-
million of new 17-year global bonds at an interest change for $858 million of Brady bonds. The new
rate of 445 basis points above the U.S. Treasury issue carries a semi-annual coupon of 9.5 percent
rate. Net present value savings from the cash-flow to yield 318 basis points over U.S. Treasuries. As
differential between the Brady bonds and the re- a result of this exchange transaction, some $401
placement bonds were estimated at $80 million. In million of par bonds were retired, alongside $165
October Mexico issued $425 million of 10-year million of FLIRB bonds, $54 million of DCB
global bonds in exchange for about $525 million bonds, and $238 million of NMB bonds.3 The op-
face value of Brady bonds, $275 million of par eration resulted in nominal savings of about $294
bonds, and $250 million of discount bonds. The million, of which $144 million stemmed from the
new offering carries a coupon of 10.2 percent or differential between Brady bonds' par and market
385 basis points over the U.S. Treasury rates. Net values and $150 million accrued from the pro
present value savings of approximately $60 mil- rata release of the collateral of the Brady bonds.
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Table A2.2 Completed operations financed by the IDA Debt Reduction Facility, December 1999
(millions of U.S. dollars)

Percentage
Price of eligible

Principal (cents per principal Total IBRD
Country Date completed extinguished dollar) extinguished resourcesb resources'

Niger March 1991 107.0 18.0 99.0 19.4 8.4
Mozambique December 1991 123.8 10.0 64.0 13.4 5.9
Guyana November 1992 69.2 14.0 100.0 10.2 10.0
Uganda February 1993 153.0 12.0 89.0 22.6 10.2
Bolivia May 1993 170.0 16.0 94.0 27.3 9.8
Sao Tome and Principe August 1994 10.1 10.0 87.0 1.3 1.3
Zambia September 1994 199.7 11.0 78.0 24.9 11.7
Albania July 1995 371.3 26.0 99.0 97.4 26.0
Sierra Leone September 1995 234.7 13.0 73.0 31.5 21.0
Nicaragua December 1995 1,099.4 8.0 81.0 89.2 40.8
Ethiopia January 1996 226.0 8.0 80.0 18.8 6.2
Mauritania August 1996 53.0 10.0 98.0 5.9 3.3
Senegal December 1996 71.0 20.0O 96.0 15.4 6.6
C6te d'lvoire' May 1997 681.5 24.0 30.0 185.4 20.0
Vietnamf June 1997 20.4 44.0 6.6 1.0 1.0
Togo December 1997 46.1 12.5 90.0 6.4 5.4
Guinea July 1998 130.0 13.0 75.0 13.5 9.1
Guyana December 1999 34.4 9.0 100.0 3.1 1.1

Total 3,800.5 _d 80.0d 586.7 197.8

a. Of original face value of principal.
b. Includes technical assistance grants.
c. 16 cents for cash buyback and 20 cents for long-term bonds.
d. Weighted average.
e. Only the buyback portion of the DDSR operation was funded by the Facility.
f. Except for a $1.0 million advance for consultant services funded by the Facility, the operation was financed by an IDA credit and by the gov-
ernment.
Source: World Bank staff estimates.

Net present value savings were estimated at $18 was issued through ING Barings (the Dutch in-
million. vestment bank). Under this restructuring scheme,

Uruguay. In September 1999 Uruguay instead of making the $163 million repayment due
swapped about $96 million of Brady bonds for $85 in June 1999, Ukraine repays 20 percent of the
million of 30-year global bonds at an interest rate bond in cash and swaps the remaining 80 percent
of 195 basis points above the U.S. Treasury rate. into a D-mark-denominated eurobond with a ma-
This operation was the reopening of Uruguay's ex- turity of three years and coupon yield of 16 per-
isting global bond, which was originally issued in cent. This voluntary restructuring arrangement
1997, in exchange for $12 million of Series A was explicitly backed by the IMF, which was un-
bonds and $84 million of Series B bonds. Nominal willing to bail out private creditors in risky, high-
savings of about $11 million resulted from the dif- yield debt by using its own funds.
ferential between the Brady bonds' par and market
values. Net present value savings stemming from
the cash-flow differential between the Brady bonds Notes
and the replacement bonds were estimated to be no 1. Pipeline debt for Guyana consists of debt under the
more than $10 million. External Payment Deposit Scheme (EPDS). The Scheme re-

quired all requests for foreign exchange for payment of

Other restructuring in commercial arrears to be deposited with Central Bank inmiddle-income count,ies equsvalent Guyanese dollars (World Bank 1999).
middle-income countnies 2. The cash portion of the deal was raised from an ini-
Ukraine. In July 1999 Ukraine reached an agree- tial $1 billion because of strong demand.
ment to restructure a 10-month $163 million eu- 3. FLIRB: Front Loaded Interest Reduction Bond,
robond (including principal and interest), which DCB: Debt Conversion Bond, NMB: New Money Bond.
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Table A2.3 Multilateral debt relief agreements with corrmercial banks, January 1980-December 1999

Amount restructured Other assistance Repayment tesns
Consolidation period (millions of U.S. dollars) (millions of U.S. dollars) (consoldation portion only)

New Short-term Maturity Grace
Country and Length long-term credit (yearsl (years! Interest
date of agreement Stan date (months) Deferment Rescheduling money maintenance months) months) (margin)

Algeria
February 1992 See notes 1,500 5-8/0 3/0 1l' /13/8
June 1995 March 1994 3,200 12/6-16 6/6 lu

Albania
July 1995 Debt buyback (see notes)

Argentina
January 1983 1 January 1983 12 1,300 1/2 0/7 lh
August 1983 500 4/6 3/0 2'
August 1985 1 January 1982 48 9,777 3,593 3,100 10/0 3/0 13h
August 1987 See notes 24,286 1,253 3,500 19/0 7/0 "/u
April 1993 DDSR agreement (see notes)

Bolivia
December 1980 1 August 1980 8 200 1/0 1/0 I1h
April 1981 1 April 1981 24 411 6/0 3/0 21/4
July 1988 Buyback arrangement (see notes)
July 1992 DDSR agreement (see notes)
May 1993 Debt buyback (see notes)

Bosnia and Herzegovina
December 1997 Debt rescheduling (see notes) 1,300

Brazil
February 1983 1 January 1983 12 4,800 4,195 15,675 8/0 2/6 2'h
January 1984 1 January 1984 12 5,900 6,510 15,100 9/0 5/0 2
July 1986 1 January 1985 12 9,600 6,552 14,750 6/3 4/3 1'h
November 1988 1 January 1987 84 61,482 5,200 14,833 20/0 8/0 "l.
July 1992 Interest arrears end-1990 (see notes)
April 1994 DDSR agreement (see notes)

Bulgaria
July 1994 DDSR agreement (see notes)

Chile
July 1983 1 January 1983 24 2,151 1,294 1,700 8/0 4/0 2%
January 1984 Short-term debt only 1,204 8/0 4/0 2h
June 1984 785 9/0 5/0 13h
November 1984 1,700 0/6 0/6
November 1985 1 January 1985 36 3,891 1,037 1,700 12/0 6/0 13/A
June 1987 1 January 1988 48 9,732 1,700 15/6 5/0 1
August 1988 Modification of terms (see notes) 13/.
December 1990 1 January 1991 48 4,173 320 8-12/0 4/0 "h

Colombia
December 1985 1,000 8/6 3/0 1'/2

June 1989 1,640 11/0 516 7h

April 1991 12/6 7/6 1

Congo, Rep. of
October 1986* See notes

Costa Rica
September 1983 1 January 1983 24 706 202 202 8/0 4/0 2'h
May 1985 1 January 1985 24 470 75 10/0 3/0 12/,
May 1990 DDSR agreement (see notes) 1,457
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Table A2.3 Multilateral debt relief agreements with commercial banks, January 1980-December 1999 (continued)

Amount restructured Other assistance Repayment terms
Consolidation period (millions of U.S. dollars) (millions of U.S. dollars) (consolidation portion only)

New Short-tem Maturity Grace
Country and Length long-term credit (yearsl (years! Interest
date of agreement Start date (months) Deferment Rescheduling money maintenance months) months) (margin)

C6te d'lvoire
March 1985 1 December 1983 25 485 104 8/0 3/0 l h
November 1986 1 January 1986 48 851 9/0 3/0 1 5/

April 1988* See notes
May 1997 DDSR agreement (see notes)

Cuba
December 1983 1 September 1982 28 130 490 5/6 2/0 2'h
December 1984 1 January 1984 12 103 490 7/0 2/6 1'h
July 1985 1 January 1985 12 90 490 10/0 6/0 1'h

Dominican Republic
December 1983 1 December 1982 13 500 5/0 1/0 2/4
February 1986 1 January 1985 60 787 13/0 3/0 13b
August 1994 DDSR agreement (see notes)

Ecuador
October 1983 1 November 1982 14 2,770 433 700 7/0 1/0 2'h
December 1985 1 January 1985 60 4,219 200 700 12/0 3/0 13h
November 1987* See notes
February 1995* DDSR agreement (see notes)

Ethiopia
January 1996 Debt buyback (see notes)

Gabon
December 1987 1 September 1986 16 27 10/0 4/6 13h/
December 1991 1 January 1989 36 75 13/0 3/0 'h
May 1994 10 July 1994 6 187 10/0 2/6 'hs

Gambia, The
February 1988 Balance as of 18 December 1986 19 8/0 3/6 1'h

Guinea
April 1988 Short-term debt only 28 3/0 0/6 1Ph
December 1998 Debt buyback (see notes)

Guyana
August 1982 11 March 1982 13 14 2'
June 1983 1 July 1983 7 12 2'/
July 1984 1 August 1984 12 11 2'h
July 1985 1 August 1985 18 15 2'h
July 1988 8
November 1992 Debt buyback (see notes)
December 1999 Debt buyback (see notes)

Honduras
June 1987* 1 April 1987 33 248 8/0 6/0 1b/s
August 1989 See notes 101

Indonesia
June 1998 Debt rescheduling (see notes)

Iran, Islamic Rep. of
March 1993 Balance as of March 1993 2,800 1/1 1/0 '&
December 1994 Balance as of December 1994 10,900 6/0 2/0 IIh

Korea, Republic of
January 1998 Debt rescheduling (see notes)

(Table continues on next page)
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Table A2.3 Multilateral debt relief agreements with conmercial banks, January 1980-December 1999 (continued)

Amount restructured Other assistance Repayment terms
Consolidation period (millions of U.S. dollars) (millions of U.S. dollars) (consolidation portion only)

New Short-term Maturity Grace
Country and Length long-term credit (yearsl (years! Interest
date of agreement Start date (months) Deferment Rescheduling money maintenance months) months) (margin)

Liberia
December 1982 1 July 1981 24 29 6/0 2/9 13h
June 1983 See notes 26

Madagascar
November 1981 Arrears only 155 3/6 0/0 1V/2
October 1984 See notes 379 8/0 2/6 2
June 1987 See notes 9/0 0/0 15/
May 1990* 1 April 1990 69 49 12/0 0/2 7b,

Malawi
March 1983 1 September 1982 24 59 6/6 3/01 7/.
October 1988 Balance as of 21 August 1987 36 8/0 4/0 1'h

Mauritania
August 1996 Debt buyback (see notes)

Mexico
August 1983 23 April 1982 28 23,280 5,007 8/0 4/0 17b
April 1984 3,873 10/0 516 11h
March 1985 1 January 1987 48 28,000 14/0 0/0 11'h
August 1985 1 January 1985 72 20,256 14/0 1/0 1 /4

October 1985 950
March 1987 44,216 7,439 20/0 7/0 '3,
August 1987 1 January 1988 48 9,700 20/0 7/0 '3h
March 1988 Debt exchange (see notes)
March 1990 DDSR agreement (see notes) 48,231 1,091
May/Sept. 1996 Voluntary debt swap (see notes)

Morocco
February 1986 9 September 1983 16 531 610 7/ 0 3/0 l '
September 1987 1 January 1985 48 2,415 11/0 4/0 13/.
September 1990 Balance as of 31 December 1989 3,200 18/4 8/10 "3h6

Mozambique
May 1987 Entire stock of debt 253 15/0 8/01 1h
December 1991 Debt buyback (see notes)

Nicaragua
December 1980 Arrears 582 12/0 5/0 3h
December 1981 See notes 192 12/0 5/0 3h
March 1982 See notes 100 12/0 5/0 3h
February 1984 1 July 1983 12 145 8/0 0/0 V/4
December 1995 Debt buyback (see notes)

Niger
March 1984 1 October 1983 29 29 7/6 3/6 2
April 1986 1 October 1985 39 36 8/6 4/0 2
March 1991 Debt buyback (see notes) 107

Nigeria
November 1987 1 April 1986 21 4,714 9/0 3/0 1Ph
March 1989 Short-term debt only 5,671 20/0 3/0 '1
January 1992 DDSR agreement (see notes) 5,436

Panama
September 1983 278 217 6/0 3/0 21h
October 1985 1 January 1985 24 578 60 190 12/0 3/6 13/
May 1996 DDSR agreement (see notes)
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Table A2.3 Multilateral debt relief agreements with commercial banks, January 1980-December 1999 (continued)

Amount restructured Other assistance Repayment terms
Consolidation period (millions of U.S. dollars) (millions of US. dollars) (consolidation portion only)

New Short-ternm Maturity Grace
Country and Length long-term credit (yearsl (yearsl Interest
date of agreement Start date (months) Deferment Rescheduling mnoney mJaintenance months) montbs) (mu"gin)

Peru
January 1980 1 January 1980 12 364 5/0 2/0 1%
July 1983 7 March 1983 12 432 650 2,000 8/0 3/0 2'h
November 1996 DDSR agreement (see notes)

Philippines
January 1986 17 October 1983 38 5,885 925 2,974 10/0 5/0 15h
December 1987 1 January 1987 72 9,010 2,965 17/0 7/6 7/8
January 1990 DDSR agreement (see notes) 1,337 715
December 1992 DDSR agreement (see notes) 135 17/0 5/0
September 1996 Voluntary debt swap (see notes)

Poland
April 1982 26 March 1981 9 1,956 7/0 4/01 3h
November 1982 1 January 1982 12 2,225 7/6 4/0 13b
November 1983 1 January 1983 12 1,254 10/0 4/6 17h
July 1984 1 January 1984 48 1,480 335 10/0 5/0 13/h
September 1986 1 January 1986 24 1,940 5/0 5/0 'b/
July 1988 1 January 1988 72 8,310 1,000 15/0 0/0 '5/,
June 1989* 1 May 1989 20 206
October 1994 DDSR agreement (see notes) 206 138

Republica Bolivariana
de Venezuela
February 1986 1 January 1983 72 21,089 12/6 0/0 l'b
November 1987 See notes 100 14/0 ItO 0
September 1988 See notes 20,388 13/0 0/0 7h
December 1990 DDSR agreement (see notes) 19,598 1,212

Romania
December 1982 1 January 1982 12 1,598 615 3/0 13h/
June 1983 1 January 1983 12 567 615 3/6 13/
September 1986 1 January 1986 24 800 5/6 4/0 13h
September 1987* 1 January 1986 24 800 516 4/0 "/.6

Russian Federation
December 1991 See notes
July 1993 See notes
November 1995 Balance as of 15 November 1995 32,500 25/0 7/0 13h6
November 1998 Debt rescheduling (see notes)

Sio Tome and Principe
August 1994 Debt buyback Isee notes)

Senegal
February 1984 1 May 1981 38 96 6/0 3/0 2
May 1985 1 July 1984 24 20 7/0 3/0 2
January 1989 37 9/0 0/0 7h
December 1996 Debt buyback (see notes)

Sierra Leone
January 1984 Arrears (principal) 25 7/0 2/01 3h
August 1995 Debt buyback (see notes)

(Table continues on next page)
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Table A2.3 Multilateral debt relief agreements with commercial banks, January 1980-December 1999 (continued)

Amount restructured Other assistance Repayment terms
Consolidation period (millions of U.S. dollars) (miUlions of U.S. dollars) (consolidation portion only)

New Short-term Maturity Grace
Country and Length long-teem credit (years! (years! Interest
date of agreement Start date (months) Deferment Resdieduling mtoney maintenance months) months) (margin)

South Africa
September 1985 28 August 1985 7 13,628
March 1986 28 August 1985 22 650 1/3 bullet/variable
March 1987 1 July 1987 36 4,500 3/0 bullet/variable
October 1989 1 July 1990 42 7,500
September1993 See notes 5,000 8/0 0/6 1'/,

Sudan
November 1981 1 January 1980 28 593 7/0 3/0 1'/.
March 1982 Interest arrears only 3 0/9 0/5 13h
April 1983 See notes 702 6/0 2/0 13b
October 1985 See notes 1,037 8/0 3/0 1'h

Togo
March 1980 See notes 69 3/6 1/0
October 1983 See notes 84 7/3 0/0 2
May 1988 See notes 48 8/0 4/0 13/
December 1997 Debt buyback (see notes)

Trinidad and Tobago
December 1989 1 September 1988 48 473 12/6 4/6 'h6

Turkey
March 1982 See notes 2,269 10/0 5/0 l'b

Uganda
February 1993 Debt buyback (see notes)

Uruguay
July 1983 1 January 1983 24 555 240 6/0 2/0 2'h
July 1986 1 January 1985 60 1,720 12/0 3/0 13
March 1988 1 January 1990 24 1,512 17/0 3/0 'h
February 1991 DDSR agreement (see notes) 1,284 89

Vietnam
December 1997 DDSR agreement (see notes)

Yugoslavia, Fed. Rep.
(Serbia/Montenegro)
October 1983 1 January 1983 12 1,300 600 800 6/0 3/0 1'h
May 1984 1 January 1984 24 1,330 7/0 4/0 15
December 1985 1 January 1985 48 4,004 10/6 4/0 1b/s
September 1988 1 January 1988 24 7,000 300 18/0 6/0 nh,

Zaire
April 1980 See notes 402 10/0 5/0 1'h
January 1983 1 January 1983 12 58 10/0 0/0 2
June 1984 1 January 1984 16 64 10/0 0/0 2
May 1985 1 May 1985 12 61 10/0 0/0 2
May 1986 1 May 1986 12 65 10/0 0/0 2
May 1987 1 May 1987 12 61 10/0 0/0 2
June 1989 See notes 61

Zambia
December 1984 1 January 1985 74
September 1994 Debt buyback (see notes)

Agreement in principle.
Note: Deferment = Short-term rollover of current maturities. MYRA = Multiyear rescheduling agreemenit. New money = Loans arranged for budgetary or balance of
payments support in conjunction with debt rescheduling, usually in proportion to each creditor bank's exposure; sometimes referred to as concerted lending. Resched-
uling = Consolidation of debt into new long-term obligations; may include arrears as well as future maturities; interest and short-term debt included only if indicated
in country notes. For DDSR agreements, figures include face value of buybacks and of all debt exchanges. Short-term credit maintenance = Understanding by banks to
maintain the size of existing trade or other short-term credit facilities, arranged in conjunction with debt rescheduling. Interest (margin) = percentage points above
LIBOR. DDSR = Officially supported debt and debt service reduction agreement (Brady initiative).
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Country notes 1-4 to LIBOR + ̀ h, in years 11-20. Servicing on 62.5
percent of the new bonds is linked to economic perfor-

Algeria mance. The country is not required to make principal or
Feb. 1992: 1991-93 Financing Facility, designed to refinance matu- interest payments for the first 10 years. After that, the

rities falling due from October 1991 through March country is required to make debt service payments
1993. Tranche A covers debts with a maturity of two if per capita income exceeds $2,800 for two consecu-
years or more and is repayable in eight years, including tive years. Per capita income in 1997 was estimated
three years' grace bearing interest at LIBOR + 1'/2 per- at $1,079.
cent. Tranche B covers debts with a maturity of more
than 360 days and less than two years, and is repayable Brazil
in five years, including three years' grace. July 1986: Includes deferment of 1986 maturities.

Nov. 1988: Includes a broad package of creditor options.
Albania July 1992: Interest arrears: December 31, 1990. Cash payment
June 1995: Restructuring of US$501 million due to commercial during 1992: US$863 million. When term sheet con-

banks. US$371 million bought back for US$96.5 mil- cludes for long-term debt, the balance was converted
lion funded by grants from IDA DRF and donor coun- into 10-year bonds (3 years' grace), bearing market
tries; and US$130 million converted into long-term interest rates.
bonds. Apr. 1994: DDSR agreement: Four components of debt were restruc-

tured, totaling US$48 billion: (a) debt to foreign banks
Argentina under the 1988 multiyear deposit facility agreement
Jan. 1983: Bridge loan. (US$32.5 billion), (b) debt to Brazilian banks under the
Aug. 1983: New money initially US$1.5 billion. MDFA, (c) debt resulting from the 1988 new money fa-
Aug. 1985: Agreed in principle in December 1984. cilities (US$8.1 billion), and (d) interest arrears accruing
Aug. 1987: Agreement extended the maturity and lowered the from 1991-94 (US$6.0 billion). The first category of debt

spreads on the 1983 and 1985 agreements. Also in- was restructured following a six-choice menu: (a) dis-
cludes a noncollateralized debt exchange with interest count bonds, 35 percent discount, 30-year bullet maturity
reduction (US$15 million). yielding LIBOR + `1, percent with principal collateral

Apr. 1993: DDSR agreement: Outstanding stock of US$19.3 billion and a 12-month rolling interest guarantee (US$11.2 bil-
exchanged either for 30-year bonds yielding a market lion); (b) par bonds with a reduced fixed-rate interest
interest rate (LIBOR + `3h, percent) at a 35 percent dis- (yielding 4 percent in the first year and gradually rising to
count or for 30-year par front-loaded interest rate re- 6 percent in year 7), 30-year bullet maturity, also with
duction bonds. First-year interest rate 4 percent, rising principal collateral and a 12-month rolling interest guar-
to 6 percent in year seven and remaining there until antee (US$10.5 billion); (c) front-loaded interest reduc-
maturity. Both bonds collateralized for principal and tion bonds (US$1.7 billion), with interest rising from a
contain rolling 12-month guarantee. Agreement also fixed rate of 4 percent in year 1 to 6 percent in years 5
included US$9.3 billion of past due interest: US$0.7 bil- and 6 and then reverting to LIBOR + `/h, percent from
lion were paid in cash at closing, US$400 million were year 7 to maturity, 15 years' maturity, including 9 years'
written off, and the remainder exchanged for bonds grace, 12-month rolling interest guarantee; (d) C-bonds,
(17-year maturity; 7 years' grace), repayable in rising par-reduced interest rate bonds with capitalization of in-
installments and yielding LIBOR;+ 13h percent. terest (US$7.1 billion), with repayment terms of 20 years'

maturity, including 10 years' grace, interest beginning at

Bolivia 4 percent and the applicable rates in the first 6 years
Dec. 1980: Includes short-term debt. being capitalized, no collateral; (e) conversion bonds
Apr. 1981: Includes debt deferred in August 1980. (US$1.9 billion) combined with new money bonds in a

1:5.5 ratio, interest is LIBOR + '7 percent, terms are 18June 1988: Commercial bank debt retired through a buyback yas auiy nldn 0yas rc o h ovr
(US$272 million) and a local currency bond exchange years' maturity, including 10 years ' grace for the conver-
(US$72 million). An ongoing program. Applies only to sion bonds and 15 years, including 7 years' grace for the

new money bonds, no collateral; (f) interest reduction
preiul deere lons loan with capitalization, maturity of 20 years, including

July 1992: DDSR term sheet. Cash buyback at 84 percent discount; 10 yers gaciterest risn f 4 pern incyearn1

collateralized interest-free, 30-year bullet-maturity par to 5 percent in year 6 to LIBOR + `4 percent from year
bonds; short-term discount bonds (84 percent) convert- 7 to maturity.
ible on maturity into local currency assets at a 1:1.5
ratio, exchangeable for investments for special projects. Bulgaria

Past due interest )PDI) canceled under all options. Value July 1994: DDSR agreement: Creditors agreed to restructuring of
recovery clause based on price of tin. US$8.3 billion in public external debt, including about

May 1993: Buyback of US$170 million commercial bank debt, US$2.1 billion in PDI. The menu for the original debt
funded by grants from IDA DRF and donor countries. includes: (a) buyback at 0.25 cent per U.S. dollar (US$.8

billion); (b) discount bond 50 percent discount on face
Bosnia and Herzegovzna value (30 years' bullet maturity, market rate, US$3.7
Dec. 1997: Agreement to restructure $1,300 million of principal billion); discount bonds collateralized for principal;

and past due interest (PDI) owed to commercial banks (c) front-loaded interest reduction bonds (FLIRBs),
under the aegis of the London Club. PDI of $700 mil- 18 years' maturity, 8 years' grace, interest beginning at
lion was written off. Eligible principal of $600 million 2 percent, rising to 3 percent in year 7, and thereafter
was exchanged for $400 million of uncollateralized LIBOR + '3h (US$1.7 billion). The FLIRBs have one
discount bonds. The tenor of 37.5 percent of the new year's rolling interest guarantee. PDI includes cash
bonds is 20 years' maturity, including 7 years' grace and
stepped-up interest rates rising from 2.0 percent in years (Notes continue on next page)
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payment of about 3 percent, a buyback (US$.2 billion), due (US$1.2 billion). The agreement has a menu con-
write-off of US$0.2 billion, and PDI par bonds (US$1.6 sisting of (a) buybacks (US$.4 billion); (b) discount ex-
billion) having a 17-year maturity, including 7 years' change bonds (US$.5 billion) 35 percent discount, to be
grace, and yield LIBOR +"/,, percent. repaid 30 years' bullet maturity, interest rate LIBOR +

"A6 percent; and (c) PDI bonds (US$171 million) bearing
Chile interest at LIBOR + `h& percent, with 3 years' grace and
Jan. 1984: Short-term debt consolidated. 15 years' maturity. The accord also included a write-off
Nov. 1984: Short-term debt rolled over to June 30, 1985. of US$112 million of past due PDI, and US$52 million
Nov. 1985: Short-term trade credit rolled over to 1990. paid in cash at closing.
Aug. 1988: Interest spread reduced to `/u percent. Also cash buy-

backs (US$439 million). Ecuador
Dec. 1990: New money bonds not tied to existing banks' exposure. Dec. 1985: MYRA.

The rescheduling includes previously rescheduled debt. Nov. 1987: Replaces the MYRA.
Feb. 1995: DDSR agreement, restructuring US$7.8 billion of prin-

Colombia cipal and PDI. For principal, creditors agreed to ex-
Dec. 1985: New money without restructuring. change US$2.6 billion for discount bonds (45 percent
June 1989: New money without restructuring. discount) yielding LIBOR + "`& percent and US$1.9 bil-
Apr. 1991: New money without restructuring. lion for par-reduced interest rate bonds. Both bonds

have a 30-year bullet maturity and are collateralized for
Congo, Republic of principal and have a 12-month rolling interest guaran-
Oct. 1986: Agreement in principle, never concluded. It was to re- tee. The interest rate on the par bonds is 3 percent for

structure 1986-88 maturities, repayable in nine years, the first year, rising to 5 percent in year 11. For PDI,
including three years' grace, bearing interest at LIBOR + US$75 billion on past due is to be settled in cash at
27/8 percent. Approximately US$200 million of debt closing, US$2.3 billion was exchanged for bonds with
would have been restructured. In addition, there was a a 20-year maturity (no grace period) repayable on a
new money provision of US$60 million. graduated amortization schedule, US$191 million

was exchanged for interest equalization bonds, and
Costa Rica US$582 million was written off.
Sept. 1983: Includes principal arrears.
May 1985: Includes deferment of revolving credit (US$2 million). Ethiopia
May 1990: DDSR agreement: cash buyback at 84 percent discount Jan. 1996: Debt buyback at 8 cents per U.S. dollar of US$226.0

(US$992 million), debt-for-bond exchange (US$579 million owed to commercial banks. Funding for the
million), and write-off of US$29 million of past due PDI. operation provided by the IDA DRF.

C6te d'lvoire Gabon
Nov. 1986: MYRA. May 1994: Rescheduled principal due through 1994 on debt con-
Apr. 1988: Agreement designed to replace the MYRA. Includes tracted before September 20, 1986 (debt covered by

new money to refinance interest. Interest on the new the 1991 agreement, which had not been implemented).
money portion was LIBOR + 1'h percent. Agreement Terms: 10-year maturity including 2% years' grace. In-
was not put into effect because interest arrears were not terest: LIBOR + 'h/ percent. Arrears of interest and ar-
cleared, and current interest payments were suspended rears of post cut-off maturities as of July 1, 1994, are to
in April 1988. be repaid between 1994 and 1996.

May 1997: DDSR agreement restructuring $6.5 billion of principal
and PDI. For eligible principal of $2,271.5 million, Guinea
creditors agreed to exchange US$159 million for dis- Dec. 1998: Buyback of US$130 million under the IDA DRF at 13
count bonds (50 percent discount) subject to stepped-up cents per U.S. dollar, financed IDA DRF and other
interest rising from 2.5 percent in years 1-2 to LIBOR + donor countries.
'3h, in years 11-30; exchange $1,431 million for front-
loaded interest reduction bonds (FLIRBs) with a matu- Guyana
rity of 20 years, including 10 years' grace, and stepped- Aug. 1982: One-year deferment.
up interest rising from 2.0 percent in years 1-7 to June 1983: Extension of 1982 deferment.
LIBOR + `/,& in years 14-20; and buyback $681.5 mil- July 1984: Extension of previous deferment.
lion at 24 cents per dollar. Principal is collateralized July 1985: Extension of previous deferment.
with 30-year, U.S. Treasury zero-coupon bonds for the Nov. 1992: Buyback of US$69 million under the IDA DRF at 14
discount bonds, but not for the FLIRBs. A six-month cents per U.S. dollar.
rolling interest guarantee is required for the FLIRBs, Dec. 1999: Buyback of US$55.9 million under the IDA debt-reduc-
but not for the discount bonds. For PDI of $4,190.3 tion facility at 9 cents per U.S. dollar, financed IDA
million, $30 million was settled in cash at closing, $867 DRF and other donor countries
million was exchanged for bonds with a 20-year matu-
rity (half a year of grace period) repayable on a gradu- Honduras
ated amortization schedule, and $3,293 million was June 1987: Two agreements in 1983 and 1984 were not imple-
written off. mented; this agreement incorporated 1981-85 maturi-

ties, but was not signed.
Dominican Republic Aug. 1989: Bilateral rescheduling of debt to two commercial banks.
Dec. 1983: Includes short-term debt. The agreement includes interest arrears. The grace
Feb. 1986: MYRA. Includes arrears as of December 31, 1984. period varied from 7 to 10 years. Interest rates were
Aug. 1994: DDSR agreement covering principal and interest past fixed, ranging from 4 to 6'h percent.
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Indonesia Mexico
June 1998: Agreement on a framework for restructuring $80.2 bil- Mar. 1985: MYRA covering previously rescheduled debt.

lion of the Indonesian private debt. The interbank loans Aug. 1985: MYRA covering debt not previously rescheduled.
are extended into new government-guaranteed loans Oct. 1985: Deferment of first payment under the March 1985
with maturities of one to four years, at interest rates of agreement.
2.75, 3, 3.25, and 3.5 percent over LIBOR. The corpo- Mar. 1987: Modification of terms of earlier agreements.
rate debts are to be rescheduled over eight years, includ- Aug. 1987: Private sector debt restructured.
ing a three-year grace period for repayment of principal. Mar. 1988: Exchange of debt for 20-year, zero-coupon collateral-
Over eight-year rescheduling period, the real interest ized bonds (US$556 million).
rate was set to be 5.5 percent, bur it would decline to Mar. 1990: DDSR agreement. In addition to new money of US$1
5 percent for debtors who agree to repay in five years. billion, the agreement provided for the exchange of
Agreed to pay off trade financing arrears to maintain US$20.5 billion of debt for bonds at a 35 percent dis-
trade financing from foreign creditor banks. count, an exchange of US$22.4 billion of debt at par for

reduced interest rate bonds, and conversion bonds total-
Jamaica ing US$5.3 billion. These last are not collateralized and
May 1987: Includes reduced spreads on earlier agreements. have a tenor of 15 years' maturity, including 7 years'
June 1990: Agreement also includes a reduction of spreads on grace and an interest rate of LIBOR + "3/- The total

earlier agreements to `/ percent. base also includes US$693 million not committed to
any option.

Jordan May/ On May 7, Mexico swapped $2.4 billion Brady bonds
Dec. 1993: DDSR agreement restructuring US$736 million of prin- Sept. 1996: for a $1.8 billion, 30-year uncollateralized bond at an

cipal and US$153 million of past due PDI. For restruc- interest rate of 11.5 percent. On September 24, Mexico
tured principal, a small amount was repurchased at 39 bought back $1.2 billion of Brady bonds at a cost of 81
cents per U.S. dollar, US$243 million was exchanged for cents per dollar. This operation was funded by a $1.0
discount bonds (35 percent discount); and US$493 mil- billion, 20-year bond at an interest rate of 445 basis
lion was exchanged for par-fixed interest bonds. Both points above U.S. Treasury rates.
bonds have a 30-year bullet maturity with principal col-
lateral and a 6-month rolling interest guarantee. The Morocco
discount bonds yield LIBOR + '3/ percent interest; the Feb. 1986: Agreement in principle initiated August 1983.
yields on par bonds begin at 4 percent in the first year, June 1990: Phase one of this agreement restructures debt; phase
rising to 6 percent in year seven. Regarding PDI, US$29 two is a DDSR arrangement that will take effect if
million was paid at closing, US$91 million was ex- Morocco has signed an EFF agreement with the IMF
changed for noncollateralized bonds with a 12-year ma- by December 31, 1991.
turity, including 3-years' grace and yielding LIBOR +
'/36 percent, and US$33 million was written off. Upfront Mozambique
costs totaled US$147 million, all of which was provided May 1987: Outstanding balance consolidated, including interest
from Jordan's own resources. arrears.

Dec. 1991: Buyback of US$124 million of outstanding commercial
Korea, Republic of bank debt at a 90 percent discount, funded by grants
Jan. 1998: Agreement to restructure the short-term foreign debts from the IDA DRF and from France, the Netherlands,

owed to foreign commercial banks. Eligible short-term Switzerland, and Sweden.
debt of $24 billion is converted into new government-
guaranteed loans with maturities between one and three Nicaragua
years and floating interest rates set between 2.25 and Dec. 1980: Covers government debt, all maturities, including
2.75 percentage points over LIBOR. Regarding the gov- arrears.
ernment guarantee, the commission is set to be charged Dec. 1981: Covers nationalized bank debts, all maturities, including
between 0.2 and 1.5 percentage points, based on the arrears.
credit rating given by Moody's Investors Service or by Mar. 1982: Covers debts of nonfinancial enterprises, all maturities,
Standard & Poors, and the BIS capital adequacy ratio. including arrears.
A reserve requirement of 3 percent of total guaranteed Feb. 1984: Deferment of service on rescheduled debt.
amount in U.S. dollars was set. Dec. 1995: Buyback of US$1.1 billion of outstanding commercial

bank debt at 8 cents per U.S. dollar.
Liberia
1983: Consolidation of oil facility debt. Niger

Mar. 1991: Buyback of all commercial bank debt at 82 percent dis-
Madagascar count (US$107 million). Resources provided by grants
Oct. 1981: Entire stock of debt, including arrears, restructuring. from the DRF for IDA-only countries (US$10 million),
Nov. 1981: Arrears on overdrafts consolidated into long-term debt. France (US$10 million), and Switzerland (US$3 million).
June 1987: Modified the terms of the October 1984 agreement.

Nigeria
Malawi Nov. 1987: Includes short-term debt.
Oct. 1988: Rescheduled balances as of August 21, 1987. Mar. 1989: Includes line of credit arrears.

Jan. 1992: DDSR agreement providing for a cash-back at 60 per-
Mauritania cent discount on US$3.3 billion, and debt exchanges on
Aug. 1996: Debt buyback of US$53.0 million, at a 90 percent dis- US$2 billion for collateralized 30-year bullet maturity

count. Funding for the operation provided by the IDA
DRE (Notes continue on next page)
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par bonds with reduced interest rates: 5.5 percent for yielding LIBOR + `A& percent from year 7 to maturity
the first 3 years, 6.25 percent thereafter. Creditor selec- (15 years for series A and 15'/ year for series B, both
tions: 62 percent for the buyback; 38 percent for the including 7 years' grace); (b) collateralized step-downl
debt-reduction bond. A third option, new money com- step-up interest reduction bonds yielding 6.5 percent
bined with conversion bonds, was not selected by par- from year 6 to maturity (25-year bullet maturity for
ticipating creditor banks. series A and 25/2-year for series B; and (c) new money

Panama combined with conversion bonds in a 1:4 ratio, with
May 1996: DDSR agreement: Creditors agreed to restructuring of both bonds attaining 171k-(series A) or 17-year (series

US$3.9 billion in public external debt, including US$2.0 B) maturity, including 5 years' grace and yielding
billion in PDI. The menu for the principal includes: LIBOR + 'A percent. Interest payments on both interest
(a) discount bonds at a 45 percent discount of face reduction bonds covered by a rolling 14-month guaran-
value (30 years' bullet maturity, market rate, US$87.8 tee. Creditor choices (total US$4.4 billion, 96 percent
million); (b) par bonds with reduced interest rates total eligible debt): buybacks, US$1.3 billion (27.5 per-
and a 30-year bullet repayment (268.0 million); and cent): option (a) US$0.8 billion (46.3 percent); option
(c) front-loaded interest reduction bonds (FLIRBs) for (b) US$1.9 billion (41.1 percent); option (c) US$0.5 bil-
US$1,612.2 million, with a tenor of 18 years' maturity, lion (11.7 percent).
including 5 years' grace period. The discount and the Sept. 1996: The Philippines issued $0.7 billion in eurobonds in ex-
par bonds are collateralized with respect to the principal change for Brady bonds originally issued to replace com-
by U.S. Treasury zero-coupon bonds, and with respect mercial bank debt in 1989. The eurobond was issued in
to interest in the form of a 9-month rolling interest rate the form of a 20-year note at an interest rate of 8.75 per-
guarantee in the first year, rising to 12 months in 2-3 cent.
years. The FLIRBs do not require guarantee for the cap-
ital, but include a 6-month rolling interest guarantee. Poland
PDI settlement includes progress payments of US$30.0 July 1984: Includes some short-term trade credits.
million, a payment at closing of US$100.0 million, a Sept. 1986: Covers debt rescheduled in 1982.
write-off of US$590.4 million arising from the recalcu- July 1988: MYRA. Also improved the terms of earlier agreements.
lation of penalty interest at a lower interest rate, and June 1989: Principal due May 1989-December 1990 deferred until
PDI par bonds of US$1,247.6 million with 20 years' December 1991; and in October, the interest due in the
maturity, including 7 years' grace, and interest rate of fourth quarter of 1989, US$145 million, was deferred
LIBOR +`/h percent. Neither principal nor interest is until the second quarter of 1990.
guaranteed. Moreover, Panama may capitalize for the Oct. 1994: DDSR agreement. Creditors restructured US$14.4 bil-
first 6 years, the difference is positive between LIBOR + lion. Three categories of debt were affected: (a) long-

3/l6 and 4 percent per annum. term debt covered by the 1988 restructuring agreement

(US$8.9 billion), (b) debt due under the Revolving
Peru Short-Term Arrangement (RSTA-US$1.2 billion), and
Nov. 1996: DDSR agreement: Creditors agreed to restructuring of (c) past due PDI not otherwise restructured (US$4.3

US$8.0 billion in public external debt, including US$3.8 billion). The first category was subject to a menu ap-
billion in PDI. The menu for the principal includes: proach: US$2.1 billion of long-term debt was repur-
(a) discount bonds at a 45 percent discount of face chased at 41 cents per U.S. dollar, and US$0.3 billion
value (30 years' bullet maturity, market rate, US$947.0 of RSTA debt was repurchased at 38 cents per U.S.
million); (b) par bonds with reduced interest rates and a dollar. For the remaining long-term debt, creditors
30-year bullet repayment (US$189 million); (c) FLIRBs chose among: (a) discount bonds-45 percent discount
for US$1,779.0 million with a tenor of 20 years' matu- (US$5.4 billion), (b) par reduced fixed interest bonds
rity, including 8 years' grace period; and (d) a buyback (US$0.9 billion), and (c) conversion bonds combined
of US$1,266.0 million at 38 cents per U.S. dollar. The with new money bonds equal to 35 percent of the
discount and the par bonds are collateralized with re- amount converted (US$0.4 billion). The discount bonds
spect to the principal by U.S. Treasury zero-coupon and par bonds have 30-year bullet maturities and fea-
bonds, and with respect to interest in the form of a six- ture collateralization of principal only. Interest on the
month rolling interest rate guarantee secured by cash or discount bonds is LIBOR + Ak percent. Interest on the
permitted investments. The FLIRBs do not require guar- par bonds is 2.75 percent for the first year, rising to
antee for the capital, but include a six-month rolling 5 percent for year 21. The conversion bonds have a
interest guarantee. PDI settlement includes progress 25-year maturity, including 20-years' grace. Their yield
payments of US$83.0 million, a payment at closing of in year 1 is 4.5 percent, rising to 7.5 percent in year 11.
US$225.0 million-a buyback of US$1,217.0 million at The new money bonds have a 15-year maturity, includ-
38 cents per U.S. dollar, and PDI par bonds of ing 10-years' grace and yield LIBOR + 'h percent. The
US$2,284.0 million with 20 years' maturity, including new money and conversion bonds are not collateralized.
10 years' grace, and interest rate of LIBOR + "A3 per- The RSTA debt not repurchased (US$0.9 billion) is
cent. Neither principal nor interest is guaranteed. More- exchanged for 30-year bullet maturity fixed-interest
over, Peru may capitalize for the first six years the bonds, with similar (but slightly different) step-down/
difference between LIBOR + "'3, percent and 4 percent step-up arrangements as the par bonds, starting at 2.75
per annum. percent in year 1 and gradually rising to S percent in

Pbilippines year 21.
For PDI, US$.8 billion was repurchased with related

Jan. 1990: DDSR agreement provided for US$1,337 million of long-term and RSTA principal. A portion is to be settled
buybacks at a 50 percent discount. with cash payments at closing (US$63 million). A por-

Dec. 1992: DDSR agreement: Following implementation of a cash tion was written off (US$0.8 billion), and the remainder
buyback of US$1.3 billion on May 14, 1992, banks se-
lected debt exchanges from three options: (a) FLIRBs
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(US$2.7 billion), was converted to fixed-interest rate year zero-coupon bonds. The remaining 70 percent of
bonds yielding 3.25 percent in year 1, rising to 7 per- the debt is to be restructured into four-year and five-
cent in year nine. Maturity is 20 years, including 7 year variable coupon bonds.
years' grace. Amortization is graduated.

Sao Tome and Principe
Republica Bolivariana de Venezuela Aug. 1994: Buyback under the IDA DRF at 10 cents per U.S. dollar.
Feb. 1986: MYRA. Agreed in principle in September 1984. US$10.1 million of principal was extinguished (87 per-
Nov. 1987: Reduced spread and extended the maturities of the cent of eligible debt).

1986 agreement.
Sept. 1988: Interest spread reduced on February 1986 agreement. Senegal
Dcc. 1988; Exchange of debt for bonds outside the framework of Dec. 1996: Debt buyback at 8 cents per U.S. dollar of US$80.0 mil-

the main negotiations. lion owed to commercial banks. Funding for the opera-
Dec. 1990: DDSR agreement featuring buybacks in the form of tion provided by the IDA DRF.

91-day collateralized short-term notes (US$1,411 mil-
lion), exchange for bonds at 30 percent discount
(US$1,810 million), exchange at par for reduced fixed- Sierra Leone
rate interest bonds (US$7,457 million), exchange for Jan 194 oesarasa fDcme 1 93
bondrate parewth temporary step-own interest fra Aug. 1995: Buyback, at 13 cents on average per U.S. dollar, ofbonds at par with temporary step-down Interest rates
(US$3,027 million), and new money combined with US$235 million due to commercial banks funded by
debt conversion bonds (US$6,022 million), grants from IDA DRF and other donor countries.

Romania Sudan
Sept. 1986: Covers previously rescheduled debt only. Nov. 1981: Includes arrears of principal and some short-term debt.

Mar. 1982: Covers arrears of interest and modifies 1981 agreement.

Russian Federation Apr. 1983: Modification of 1981 agreement.
Dec. 1991: Deferment of principal due in December 1991-March Oct. 1985: Covers arrears of interest.

1992 on pre-1991 debt. The deferment was extended
for each consecutive quarter until the end of 1993. Togo

July 1993: Reschedule the stock of debt of the former Soviet Union Mar. 1980: Balance of debts to French banks, including arrears of
contracted before January 1, 1991 (US$24 billion), to be principal. Interest rates vary by currency.
repaid with 15-year maturity including 5 years' grace. In Oct. 1983: Covers all commercial bank debt, including previously
the fourth quarter of 1993, US$500 million was to be rescheduled.
paid on interest accruing during 1993. At the end of May 1988: Restructuring of 1983 agreement.
1993, all remaining unpaid interest (estimated at $3 hil- Dec. 1997: Debt buyback at 12.5 cents per dollar of $46.1 million

lion) was to then be consolidated and repaid at a 10-year owed to commercial banks. Funding for the operation
maturity, including 5 years' grace. The 1993 interest was provided by the IDA DRF.

payments were not made; the agreement was not imple- Turkey
mented, mainly because Russia refused to accept the Markey

bakr', reurmetta soeeg imunt be wavd. Mar. 1982: Improved the terms of the August 1979 agreement.bankers' requirement that sovereign immunity be waived.
However, an understanding was reached on October 5, Uganda
1994, that the banks would drop their insistence on a Feb. 1993: Buyback of US$153 million commercial bank debt,
waiver of sovereign immunity and that the Vneshekon- funded by grants from IDA DRF and other donor
ombank (or another public entity) would guarantee the countries.
debts.

Nov. 1995: Agreement in principle. Heads of terms were signed for Uruguay
a comprehensive rescheduling of debt of the former July 1986: MYRA.
Soviet IJnion in the amoLnt of $25.5 billion of principal Mat. 1988: liscludes improved terms of the July 1986 agreement.
outstanding and $7.5 billion in accrued interest due. Feb.1991: DDSR agreement. The agreement provided for cash
The eligible principal was to be repaid over 25 years, buyback at a 44 percent discount (US$628 million), col-
with 7 years' grace, beginning December 15, 1995, in lateralized debt reduction bonds (US$535 million), and
37 semiannual payments on a graduated schedule at new money (US$89 million) combined with debt con-
LIBOR + '/ percent per year. It was further agreed that version notes (US$447 million). The repayment terms
an interest note for $6 billion would be issued with a are: 30-year bullet maturity and 6.75 percent fixed in-
20-year maturity and 7 years' grace from December 15, terest for the interest reduction bonds, 16-year maturity
1995 that would be the same interest rate, listed on the including 7 years' grace with LIBOR + 7/ percent inter-
Luxembourg Stock Exchange. The remaining $1.5 bil- est for the conversion notes, and 15-year maturity, in-
lion in interest arrears was paid over 1995-96. By Sep- cluding 7 years' grace with LIBOR + 1 percent interest
tember 1996, the minimum subscribership by commer- for the new money notes.
cial banks of $20 billion in outstanding principal was
reached, which triggered the Russian agreement to the
rescheduling package. Vietnam

Nov. 1998: The outline agreement to restructure $17.2 billion of Dec. 1997: DDSR agreement restructuring US$310.9 million of
defaulted U.S. Treasury bills (GKOs and OFZs) held by principal and US$486.2 million of PDI. For restruc-
non- residents. Under the restructuring plan, 10 percent tured principal, $20.4 million repurchased at 44 cents
of the defaulted bills is to be redeemed in cash rubles, per U.S. dollar, US$51.6 million was exchanged for
and 20 percent of the debt is to be exchanged for three- (Notes continue on next page)
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discount bonds (50 percent discount); and $238.9 mil- Zaire

lion was exchanged for par-fixed interest bonds. Both Apr. 1980: Covered stock of debt as of end of 1979, including

bonds have 30-year maturity but the discount bond is arrears.

repayable in a bullet payment in year 30, while the par Jan. 1983: Rescheduling principal due under the April 1980

bond has a step-up amortization schedule beginning in agreement.

year 15. Also, 50 percent of the face value due of the June 1984: Rescheduling principal due under the April 1980

par bond is due at maturity. The discount bond is sub- agreement.

ject to an interest rate of LIBOR plus 1/ percent, while May 1985: Rescheduling principal due under the April 1980

the par bond is subject to step-up interest rates rising agreement.

from 3 percent in years 1-2 to 5.5 percent in years May 1986: Rescheduling principal due under the April 1980

21-30. One hundred percent of the discount boiids agreement.

and 50 percent of the par bonds are guaranteed by May 1987: Rescheduling principal due under the April 1980

U.S. Treasury zero-coupon bonds, and the discouint agreement.

bonds have a six-month rolling interest guarantee. Re- June 1989: Finances monthly payments on outstanding claims,

garding PDI, US$15.0 million was paid at closing, mainly interest on arrears.

US$294.8 million was exchanged for noncollateralized
bonds with an 18-year maturity, including 7 years' Zambia

grace and step-up interest rates, $21.8 million was re- Dec. 1984: Includes arrears as of February 28, 1983.

purchased at 44 cents per dollar, and US$154.6 mil- Sept. 1994: Buyback under the IDA DRF at 11 cents per U.S. dollar.

lion was written off. US$200 million of principal was extinguished (75 per-
cent of eligible debt), using US$10.5 million of IDA

Yugoslavia, Fed. Rep. (SerbialMontenegro) resources and US$22.3 million from other donors.

Oct. 1983: Includes a one-year rollover of short-term bonds.

Dec. 1985: MYRA.
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Appenldix 3
Official Debt Restructuring

Restructuring with official creditors June and July 1999, respectively. All agreementsT HIS APPENDIX REVIEWS OFFICIAL DEBT included debt swap clauses allowing creditors to
restructuring agreements concluded since the sell or exchange part of their claims on a voluntary
publication of last year's Global Develop- basis, in the framework of debt-for-nature, debt-

ment Finance 1999. Rescheduling of intergovern- for-aid, debt-for-equity swaps, or other local cur-
mental loans and officially guaranteed private ex- rency debt swaps.
port credits takes place under the aegis of the Paris During 1999, Paris Club creditors took several
Club. These agreements are concluded between the special actions. For two countries severely affected
debtor country government and representatives of by the crisis in Kosovo, Albania and Macedonia,
creditor countries with export credit facilities. The Paris Club creditors added their support to the re-
terms of Paris Club rescheduling are recorded in an sponse of the international community and agreed
agreed minute. To make the debt relief effective, to defer all debt service payments for a period of 12
debtor countries must sign bilateral implementing months commencing April 1, 1999. Creditors
agreements with each creditor. For a more detailed amended the debt swap provisions by raising the
description of how the Paris Club operates see ceiling on the amount of guaranteed commercial
World Debt Tables 1992-93, volume 1, p. 73. credits that may be swapped to 20 percent of the

outstanding amount of eligible claims. In excep-
tional circumstances, this limit may be set as high
as 30 percent of the outstanding amount of eligible

Developments in 1999 claims, or SDR40 million (whichever is higher).
In the 12-month period from January 1, 1999, to In the context of the HIPC Initiative, Paris
December 31, 1999, the Paris Club concluded Club creditors took action on the recommenda-
multilateral rescheduling agreements with seven tions by G-8 leaders at the 1999 Cologne summit
low- and middle-income countries covering a total to increase the degree of concessionality in
of $16 billion (table A3.1). Five agreements were rescheduling for the poorest countries so as to re-
concluded with low-income countries: Guyana, duce their debt to sustainable levels. Paris Club
Honduras, Mozambique, Pakistan, and Zambia; creditor countries agreed in November 1999 on
and two agreements were concluded with middle- the modalities for increasing debt relief to a 90
income countries: Jordan and Russia. percent reduction in net present value for heavily

The agreements with low-income countries in- indebted poor countries. The "Cologne terms"
cluded two flow rescheduling arrangements on (see box A3.1) have now replaced the Lyon terms,
Naples terms (Honduras and Zambia), a flow implemented following the Lyon summit in 1997.
rescheduling on Houston terms (Pakistan), and Paris Club creditors also amended the provisions
two stock-of-debt operations on Lyon terms of their traditional concessional rescheduling
(Guyana and Mozambique) when these countries terms-the Naples terms. The net present value re-
reached their completion point under the Heavily duction will be 67 percent for all eligible countries,
Indebted Poor Countries (HIPC) Debt Initiative in including those with a per capita income above
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Table A3.1 Paris Club agreements on Naples and Lyon terms, 1996-99

Eligible Earliest
Amount concessionality month for

rescheduled level Consolidation consideration
Signature Cutoff (millions of (percentage of period Length of stock-of-debt

Country date date U.S. dollars) present value) start date (months) rescheduling

Benin 25 Oct. 1996 31 Mar. 1989 209 67 Debt stock rescheduling n.a. n.a.
Bolivia 30 Oct. 1998 31 Mar. 1983 561 80 Debt stock rescheduling n.a. n.a.
Bosnia and Herzegovina 28 Oct. 1998 2 Dec. 1982 589 67 1 July 1998 10 Apt. 1999
Burkina Faso 20 June 1996 1 Jani. 1991 64 67 Debt stock rescheduling n.a. n.a.
Cameroon 24 Oct. 1997 31 Dec. 1988 1,270 50 1 Oct. 1997 35 Aug. 1998
Central African Republic 24 Apr. 1998 1 Jan. 1983 23 67 1 Sept. 1998 34 June 2001
Chad 14June 1996 30 June 1989 12 67 lJan. 1996 32a Mar.2001
C6te d'lvoire 24 Apr. 1998 1 July 1983 1,402 80 1 Apr. 1998 36 Mar. 2001
Congo 16 July 1996 I Jan. 1986 1,758 67 11 July 1996 36 July 1999
Ethiopia 24 Jan. 1997 31 Dec. 1989 184 67 lJan. 1997 34 Jan. 2000
Guinea 26 Feb. 1997 1 Jan. 1986 123 S0 1 Jan. 1997 36 Dec. 1999
Guyana 25 June 1999 31 Dec. 1988 240 80 Debt stock rescheduling n.a. n.a.
Honduras 13 Apr. 1999 1 June 1990 411 67 1 Apr. 1999 36 Apr. 2002
Madagascar 26 Mar. 1997 1 July 1983 1,247 67 1 Jan. 1997 35 Nov. 1999
Mali 20 May 1996 1 Jan. 1988 33 67 Debt stock rescheduling n.a. n.a.
Mozambique 9 July 1999 1 Feb. 1984 1,860 80 Debt stock rescheduling n.a. n.a.
Nicaragua 22 Apr. 1998 1 Nov. 1998 214 67 1 Mar. 1998 36 Feb. 2001
Niger 19 Dec. 1996 1 July 1983 128 67 1 Dec. 1996 31 June 1999
Rwanda 2 1 July 1998 31 Dec. 1994 54 67 1 July 1998 35 May 2001
Senegal 17 June 1998 1 Jan. 1983 428 67 Debt stock rescheduling n.a. n.a.
Sierra Leone 28 Mar. 1996 1 July 1983 39 67 1 Jan. 1995 24 Jan. 1998
Tanzania 21 Jan. 1997 30 Junie 1996 1,608 67 1 Dec. 1996 36 Nov. 1999
Uganda 24 Apr. 1998 1 July 1981 141 80 Debt stock rescheduling n.a. n.a.
Yemen, Rep. of 24 Sept. 1996 1 Jan. 1993 113 67 1 Sept. 1996 lob
Yemen, Rep. of 20 Nov. 1997 1 Jan. 1993 1,444 67 1 Nov. 1997 36 Oct. 2000
Zambia 16 Apr. 1999 1 Jan. 1983 1,060 67 1 Apr. 1999 36 Apr. 2002

a. In accordance with normal Paris Club practice to base reschedulings on agreed terms of reference when a small number of creditors is involved, the reschedulings
for Chad were not based on full-fledged agreed minutes. Chad obtained Naples terms, but no dare for stock-of-debt operation was specified in the terms of reference.
b. The goodwill clauses in the Yemen agreement provided for continuation of debt rescheduling if certain conditions were met.
n.a. Not applicable.
Sources: World Bank Debtor Reporting System and Paris Club data.

$500 and a ratio of debt to exports of less than tors adopted London (or Enhanced Toronto
350 percent in present value terms. One country, terms), under which the maximum available debt
Honduras, which was previously only eligible for relief on eligible pre-cutoff date debt was increased
Naples terms with a 50 percent net present value from one-third to one-half in present value terms.
reduction, has already benefited from this change. Following the G-7 summit in Naples in 1994,

Paris Club creditors agreed that, where necessary,
concessionality could be increased to two-thirds
on debt eligible for restructuring-arrangements

Evolution of terms for low-income known as Naples terms.
countries Following the Lyon summit in 1997, Paris Club
The Cologne terms mark an important step in the creditor countries agreed, in the context of the
process of providing debt relief on concessional HIPC Initiative, to support the efforts of the finan-
terms to the poorest countries by Paris Club credi- cial community to treat the debt problems of the
tors, which commenced in October 1988, follow- world's poorest countries comprehensively. In No-
ing an agreement at the 1988 Toronto summit of vember 1996, the modalities for increasing debt re-
the Group of Seven (G-7) industrialized countries. lief to an 80 percent reduction in net present value
The Toronto terms provided for a 33 percent re- for heavily indebted poor countries were imple-
duction in the net present value of eligible pre-cut mented-Lyon terms. These built on the Naples
off date debt. In December 1991, Paris Club credi- terms and eligibility was determined by creditors on
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a case-by-case basis for countries also eligible for portional burden sharing, after the full application
Naples terms. It was based on a strong track record of Naples terms. Creditors also agreed that consid-
with the IMF and the Paris Club, continued strong eration would be given to various categories of
economic adjustment, and a need for more conces- debt as appropriate, including a debt reduction
sional treatment to achieve a sustainable debt situa- option for official development assistance (ODA)
tion over the medium term as measured against on a voluntary basis.
benchmarks indicative of debt sustainability (for a Since 1996, Paris Club creditors have imple-
detailed description of Naples and Lyon terms see mented concessional rescheduling agreements for
appendix 2 to Global Development Finance 1998). 25 countries, providing more than $17 billion in

In 1999, an enhanced HIPC program was debt relief. The flow rescheduling concluded on
adopted to provide debt relief that is "broader, Naples and Lyon terms total $13 billion, including
deeper, and faster," and a number of changes from those with Honduras ($411 million) and Zambia
the original framework were endorsed. The maxi- ($1,060 million) concluded in 1999 (table A3.2).
mum ratio of net present value of debt to exports All flow rescheduling agreements contained a
considered sustainable has been lowered to a fixed goodwill clause in which creditors indicated their
level of 150 percent. The sustainable level for the willingness to provide a stock-of-debt operation at
ratio of net present value of debt to fiscal revenue the end of the consolidation period if, at that
was lowered to 250 percent, with the export to point, the country continued to have an appropri-
GDP ratio set at 30 percent and the public revenue ate arrangement with the IMF and had fully imple-
to GDP ratio at 15 percent. mented the rescheduling agreement.

Paris Club creditors expect that multilateral Paris Club creditors have implemented nine
institutions and other creditors will make an ap- stock-of-debt operations on Naples and on Lyon
propriate and consistent contribution to the com- terms-Benin, Burkina Faso, Guyana, and Mali in
mon objective of debt sustainability, based on pro- 1996; Bolivia, Senegal, and Uganda in 1998; and

Box A3.1 Paris Club Cologne terms
Key elements of the Cologne terms include: over 23 years (including six years' of grace) in equal
* Eligibility: countries that are IDA-only, low-income semi-annual payments and the remaining 90 percent is

countries that are in full compliance with IMF and rescheduled at an interest rate of 0.0001 percent with
Paris Club agreements and have sustainable macroeco- the final maturity (bullet payment) computed so as to
nomic programs, and that need to achieve a sustainable effect a 99.9 percent reduction in net present value.
debt situation. This option is designed to accommodate creditors wish-

* Concessionality: qualifying countries will receive debt ing to take the debt reduction option but not in a posi-
relief on eligible debt of 90 percent in net present value tion to do so immediately because of legal constraints.
terms and on the basis of the sustainability target * De minimus creditors: for stock treatments two thresh-
agreed on by creditors of the country concerned. olds will be applied. Creditors with claims less than the

* Choice of options: creditors choose one of three op- higher threshold will qualify as de minimus. For credi-
tions for achieving a 90 percent net present value re- tors qualified as de minimus but with claims less than
duction. The debt reduction option, under which 90 the lower threshold, the standard payment arrange-
percent of the rescheduled amount is written off and ments (for instance, no treatment of eligible debt) by de
the remaining 10 percent is repaid over 23 years (in- minimus creditors will apply. For claims above the
cluding six years' of grace) in equal semi-annual pay- lower threshold, the de minimus creditor will apply the
ments; the debt service reduction option under which same level of debt reduction as all other non-de min-
the 90 percent reduction in net present value is imus creditors. The remaining claims will be paid on
achieved through concessional interest rates and a re- the original due dates.
payment period of 125 years, including 65 years grace; * Coverage. for countries that need less than a 90 percent
and the debt service reduction '¢bullet' option under debt reduction to achieve debt sustainability, the
which 10 percent of the rescheduled amount is repaid amount of eligible debt treated will be adjusted.
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Guyana and Mozambique in 1999-covering Jordan
more than $4.3 billion (table A3.2). The first ap- The agreement concluded in May 1999
plication of the Lyon terms were agreed to by rescheduled 100 percent of arrears of principal and
Paris Club creditors in 1998. For Bolivia and interest at March 31, 1999, and debt service pay-
Uganda, the stock-of-debt treatment on Naples ments falling due between April 1, 1999, and April
terms concluded in 1995 were topped up to 80 1, 2000, on medium- and long-term loans con-
percent realizing additional debt relief of $709 tracted before July 19, 1989, by the Kingdom of
million (Bolivia $561 million and Uganda $148 Jordan or guaranteed by the Kingdom of Jordan.
million). In 1999, there were two more stock-of- The agreement included debt service falling due
debt operations-Guyana and Mozambique. For under previous rescheduling arrangements. It also
Guyana the stock-of-debt treatment on Naples included a debt swap clause under which the ceiling
terms concluded in 1996 was topped up to 80 has been set, on an exceptional basis, at 30 percent
percent realizing additional debt relief of $240 of outstanding eligible claims (or SDR40 million,
million. For Mozambique, the agreement pro- whichever is higher).
vided debt relief of $1,860 million. ODA loans were rescheduled over 20 years,

including 10 years' grace, and repayable in equal
semi-annual installments. Commercial claims,
with an export credit guarantee, were rescheduled

Agreements with other countries over 18 years, including three years' grace, on a
graduated repayment schedule rising from 0.53

Russian Federation percent of the amount consolidated at the outset
The agreement concluded with Russia in Au- of the repayment period to 7.65 percent by the

gust 1999 accounted for over half of all debt time of the final repayment in October 2018. In
rescheduled within the Paris Club in 1999. Under all, the agreement restructured $821 million.
this arrangement, Paris Club creditors agreed to
reschedule 100 percent of arrears of principal and Pakistan
interest at June 30, 1999 (including late interest), The agreement concluded in January 1999
and debt service payments falling due between July rescheduled 100 percent of arrears of principal and
1, 1999, and December 31, 2000, on debt: con- interest at December 31, 1998, and debt service
tracted by the former Soviet Union. Repayment of payments falling due between January 1, 1999, and
the rescheduled amounts not covered by prior December 31, 2000, on medium- and long-term
agreements will be made in 38 semi-annual install- loans contracted before September 30, 1997, by the
ments (on a graduated schedule) commencing Feb- government of Pakistan (including the state bank)
ruary 20, 2002, and ending on August 20, 2020. or guaranteed by the government of Pakistan. ODA
Repayment of the rescheduled amounts covered by loans were rescheduled over 20 years including 10
prior restructuring agreements will be made in 30 years' grace and repayable in equal semi-annual in-
semi-annual installments on a graduated schedule stallments. Commercial loans, with an export credit
rising from 0.90 percent of the consolidated guarantee, were rcscheduled over 18 years including
amount at the time of the first payment in February three years' grace, on a graduated repayment sched-
2002 to 6.16 percent by the time of the final pay- ule rising from 0.44 percent of the amount consoli-
ment in August 2016. The agreement also deferred dated at the outset of the repayment period to 6.77
late interest payments, which are to be paid in full percent by the time of the final repayment. In all,
no later than July 2000. In all, the agreement re- the agreement restructured an estimated $3.2 bil-
structured an estimated $8 billion, of which some lion, of which $2.5 billion comprised principal pay-
$4.6 billion comprised principal payments and ments and $0.7 billion interest.
$3.4 billion interest.
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A unique feature of this agreement was the of debt covered by relevant Paris Club agreements
comparability of treatment clause, which for the or $10 million, whichever was the larger Paris
first time was extended to all categories of private Club creditors have now raised the ceiling on the
creditors including bondholders. Pakistan was amount of guaranteed commercial credits that may
asked to restructure its $600 million of eurobonds be swapped to 20 percent of the outstanding
on terms comparable to those provided by the Paris amount of eligible claims. In exceptional circum-
Club. A bond exchange offer was successfully con- stances, this limit may be set as high as 30 percent
cluded in December 1999 to exchange existing in- of the outstanding amount of eligible claims, or
struments for 10 percent U.S. dollar notes due in SDR40 million (whichever is higher).
2002 to 2005. Data compiled by the Paris Club Secretariat

from participating creditor countries indicate that
Swap arrangements an estimated $4.2 billion of debt has been

Houston terms, adopted in September 1990, swapped for local currency claims by end Septem-
introduced the possibility of swapping debts cov- ber 1999. Of this, $2.2 billion was in the form of
ered by Paris Club agreed minutes for debt-equity debt-for-equity swaps and $1.6 billion debt-for-
participation, debt-for-development, or other local nature and debt-for-aid swaps. Other debt swap
currency obligations. Swap provisions were incor- arrangements accounted for the remaining $0.4
porated into the Enhanced Toronto terms in Sep- billion. Egypt's debt swaps (debt-equity or other
tember 1991 and have been continued in the subse- local currency exchanges) have accounted for
quent agreements on concessional terms (Lyon, some 40 percent of the total value of all swaps
Naples, and, in the future, Cologne). They were ($1.7 billion). Morocco and Peru have both
also included in the special restructuring arrange- swapped approximately $0.5 billion. Among the
ments for the Arab Republic of Egypt and Poland HIPC countries, Bolivia, C6te d'Ivoire, and Tanza-
(see World Debt Tables 1991-92, vol.1, pp. nia have undertaken swaps amounting to more
62-64). Participation in swap arrangements is vol- than $100 million. France has the largest amount
untary for creditor governments. of exchanges ($1.4 billion, followed by Switzer-

All ODA debt is eligible for swaps. For non- land $0.9 billion, Spain $0.4 billion, and Belgium
ODA claims, swaps had been limited to 10 percent and Germany $0.3 billion, respectively).
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Table A3.2 Multilateral debt relief agreements with official creditors, January 1980-December 1999

Consolidation period Consoldation includes Repayment terms
for cuarent maturities Share Amount

Contract Previously of debt consolidated Maturity Grace

Country and date cutoff Start Length rescheduled consolidated (millions of (yearsl (years!

of agreement date date (months) Arrears debt (percent) U.S. dollars) months) months)

Albania'
1 Dec. 93 30 Sept. 93 Arrears as of 30 Sept. 93 y 100 35 9/3 2/9

Algeria
1 June 94 30 Sept. 93 1 June 94 12 100 5,250 14/6 3/0

21 July 95 30 Sept. 93 1 July 95 36 100 7,035 13/0 1/6

Angola
20 July 89 31 Dec. 86 1 July 89 15 y 100 365 9/6 6/0

Argentina
16 Jan. 85 10 Dec. 83 1 Jan. 85 12 y 90 1,535 9/6 5/0

20 May 87 10 Dec. 83 1 May 87 14 y 100 1,198 9/5 4/11

21 Dec. 89 10 Dec. 83 1 Jan. 90 15 y y 100 1,798 9/4 5/10

19 Sept. 91 10 Dec. 83 1 Oct. 91 9 y y 100 750 9/9 6/3

21 July 92 10 Dec. 83 1 July 92 33 y 100 2,589 13/8 1/2

Benin
22 June 89 31 Mar. 89 1 June 89 13 y 100 199 Menu Menu

18 Dec. 91 31 Mar. 89 1 Jan. 92 19 y 100 116 Menu Menu

27June 93 31 Mar. 89 1 Aug. 93 29 y 100 37 Menu Menu

24 Oct. 96 31 Mar. 89 24 Oct. 96 Stock y 100 20 Menu

Bolivia
18 July 86 31 Dec. 85 1 July 86 12 y 100 424 9/6 5/0

14 Nov. 88 31 Dec. 85 1 Oct. 88 15 y y 100 230 915 5/1

15 Mar. 90 31 Dec. 85 1 Jan. 90 24 y 100 485 Menu Menu

24 Jan. 92 31 Dec. 85 1 Jan. 92 18 y 100 248 Menu Menu

24 Mar. 95b 31 Dec. 85 1 Jan. 95 36 y 100 502 Menu Menu

14 Dec. 95 31 Dec. 85 31 Dec. 95 Stock y 100 881 Menu Menu

30 Oct. 98 31 Mar. 83 1 Nov. 98 Stock y 100 561 Menu Menu

Bosnia and
Herzegovina

30 Oct. 98 2 Dec. 82 1 July 98 10 100 589 Menu Menu

Brazil
23 Nov. 83 31 Mar. 83 1 Aug. 83 17 y 85 2,338 9/0 5/0

21 Jan. 87 31 Mar. 83 1 Jan. 85 30 100 2,831 516 3/0

29 July 88 31 Mar. 83 1 Aug. 88 20 y 100 4,066 9/6 5/0

26 Feb. 92 31 Mar. 83 1 Jan. 92 20 y 100 6,881 13/4 1/10

Bulgaria
17 Apr. 91 1 Jan. 91 1 Apr. 91 12 y 100 573 10/0 6/6

14 Dec. 92 1 Jan. 91 1 Dec. 92 5 Y 100 148 9/10 6/4

13 Apr. 94 1 Jan. 91 1 Apr. 94 13 Y 100 349 9/5 5/11

Burkina Faso
15 Mar. 91 1 Jan. 91 1 Mar. 91 15 Y 100 53 Menu Menu

7 May 93 1 Jan. 91 1 Apr. 93 33 Y 100 36 Menu Menu

20 June 96 1 Jan. 91 20 June 96 Stock y 100 64 Menu Menu

Cambodia
26 Jan. 95 31 Dec. 85 1 Jan. 95 30 y y 100 258 Menu Menu

Cameroon
24 May 89 31 Dec. 88 1 Apr. 89 12 y 100 621 9/6 6/0

23 Jan. 92 31 Dec. 88 1 Jan. 92 9 Y 100 935 19/5, 14/8 9/11, 8/2

24 Mar. 94 31 Dec. 88 1 Apr. 94 18 Y y 100 1,343 Menu Menu

16 Nov. 95 31 Dec. 88 1 Oct. 95 12 y 100 1,129 Menu Menu

24 Oct. 97 31 Dec. 88 1 Oct. 97 36 Y 100 1,270 Menu
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Table A3.2 Multilateral debt relief agreements with official creditors, January 1980-December 1999 (continued)

Consolidation period Consolidation includes Repayment termsfor current maturities Share Amount
Contract Previously of debt consolidated Maturity GraceCountry and date cutoff Start Length rescheduled consolidated (millions of (yearsl (yearslof agreement date date (months) Arrears debt (percent) US. dollars) months) months)

Central African
Republic

12 June 81 1 Jan. 81 1 Jan. 81 12 y 85 28 8/6 4/0
9 July 83 1 Jan. 83 1 Jan. 83 12 y 90 15 9/6 5/0
22 Nov. 85 1 Jan. 83 1 July 85 18 y 90 17 9/3 4/9
14 Dec. 88 1 Jan. 83 1 Jan. 89 18 y 100 39 Menu Menu
15 June 90 1 Jan. 83 1 Jan. 90 12 y y 100 11 Menu Menu
12 Apr. 94 1 Jan. 83 1 Apr. 94 12 y y 100 30 Menu Menu
25 Sept. 98 1 Jan. 83 1 Sept. 98 34 y y 100 23 Menu Menu

Chad
24 Oct. 89 30 June 89 1 Oct. 89 15 y 100 33 Menu Menu
28 Feb. 95 30June 89 1 Apr. 95 12 y 100 24 Menu Menu
14 June 96 30 June 89 1 Jan. 96 32 y y 100 n.a. Menu Menu

Chile
17 July 85 1 Jan. 85 1 July 85 18 65 140 6/3 2/9
2 Apr. 87 1 Jan. 85 15 Apr. 87 21 85 164 6/2 2/7

Congo,
Republic of

18 July 86 1 Jan. 86 1 Aug. 86 20 y 95 463 9/2 3/8
13 Sept. 90' 1 Jan. 86 1 Sept. 90 21 y y 100 1,011 14/3 519
30 June 94' 1 Jan. 86 1 July 94 11 y y 100 1,138 19/7, 14/7 10/1, 5/1
16 July 96 1 Jan. 86 30 June 96 36 y y 100 1,750 Menu Menu

Costa Rica
11 Jan. 83 1 July 82 1 July 82 18 y 85 67 8/3 3/ 9
22 Apr. 85 1 July 82 1 Jan. 85 15 y 90 78 9/5 4/11
26 May 89 1 July 82 1 Apr. 89 14 y y 100 155 915 4/11
17 July 91 1 July 82 1 July 91 9 y y 100 191 9/7 5/1
22 June 93 1 July 82 Arrears as of 31 June 93 y 100 30 6/6 2/0

Cote d'lvoire
4 May 84 1 July 83 1 Dec. 83 13 100 265 8/6 4/0
25 June 85 1 July 83 1 Jan. 85 12 100 215 8/6 4/0
27 June 86 1 July 83 1 Jan. 86 36 Var. 157 8/7 4/1
18 Dec. 87 1 July 83 1 Jan. 88 16 y y 100 931 9/4 5/10
18 Dec. 89 1 July 83 1 Jan. 90 16 y y 100 1,116 13/4 5/10
20 Nov. 91 1July83 1 Oct. 91 12 y y 100 768 14/6 8/0
22 Mar. 94 1 July 83 1 Mar. 94 37 y y 100 1,943 Menu Menu
24 Apr. 98 1 July 83 1 Apr. 98 36 y y 100 1,402 Menu Menu

Croatia
21 Mar.95 2 Dec. 82 1 Jan. 95 12 y y 100 861 13/7 2/1

Cuba
1 Mar. 83 1 Sept. 82 16 100 426
19 July 84 1 Sept. 82 1 Jan. 84 12 100 204 9/0 516
18 July 85 1 Sept. 82 1 Jan. 85 12 100 156 9/0 516
16 July 86 1 Sept. 82 1 Jan. 86 12 y 100 .. 9/6 516

Dominican
Republic

21 May 85 30June 84 1 Jan. 85 15 y 90 289 9/5 4/11
22 Nov. 91 30June 84 1 Oct. 91 18 y y 100 876 14/3 7/9

(Table continues on next page)
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Table A3.2 Multilateral debt relief agreements with official creditors, January 1980-December 1999 (continued)

Consolidation period Consolidation includes Repayment terms
for current maturities Share Amount

Contract Previously of debt consolidated Maturity Grace
Country and date cutoff Start Length rescheduled consolidated (millions of (years/ (yearsl
of agreement date date (months) Arrears debt (percent) U.S. dollars) months) months)

Ecuador
28 July 83 1 Jan. 83 1 June 83 12 85 155 7/6 3/0

24 Apr. 85 1 Jan. 83 1 Jan. 85 36 y Var 265 7/6 3/0

20 Jan. 88 1 Jan. 83 1 Jan. 88 14 y 100 397 915 4/11

24 Oct. 89 1 Jan. 83 1 Nov. 89 14 y y 100 395 915 5/11

20 Jan. 92 1 Jan. 83 1 Jan. 92 12 y y 100 361 19/5, 14/6 9/11, 8/0

27 June 94 1 Jan. 83 1 July 94 6 y y 100 289 19/9, 14/9 10/3, 8/3

Egypt, Arab Rep. of
22 May 87 31 Oct. 86 1 Jan. 87 18 y 100 5,563 9/3 4/9

25 May 91 31 Oct. 86 Balances: 30 June 91 y 100 20,700 Menu Menu

El Salvador
17 Sept. 90c I Sept. 90 1 Sept. 90 13 y 100 156 19/6, 14/6 10/0, 8/0

Equatorial
Guinea

22 July 85 1 July 84 1 Jan. 85 18 y 100 44 9/0 4/6

1 Mar. 89 1 July 84 Arrears as of 31 Dec. 88 y y 100 12 Menu Menu

2 Apr. 92* 1 July 84 1 Jan. 92 12 y y 100 32 Menu Menu

15 Dec. 94* 1 July 84 21 y y 100 51 Menu Menu

Ethiopia
16 Dec. 92 31 Dec. 89 1 Dec. 92 35 y 100 371 Menu Menu

24 Jan. 97 31 Dec. 89 1 Jan. 97 34 y 100 184 Menu Menu

Gabon
21 Jan. 87 1 July 86 21 Sept. 86 15 100 474 915 3/11

21 Mar. 88 1 July 86 1 Jan. 88 12 100 315 9/6 5/0

19 Sept. 89 1 July 86 1 Sept. 89 16 y 100 520 10/0 4/0

24 Oct. 9 1d 1 July 86 1 Oct. 91 15 y y 100 498 8/0 2/0

15 Apr. 94 1 July 86 1 Apr. 94 12 y y 100 1,250 14/6 2/0

12 Dec. 95 1 July 86 1 Dec. 95 36 y y 100 1,176 13/6 1/0

Gambia, The
19 Sept. 86 1 July 86 1 Oct. 86 12 y 100 19 9/6 5/0

Ghana
29 Mar. 96 1 Jan. 93 Arrears as of 1 July 95 100 93 4/5 1/0

Guatemala
25 Mar. 93 1 Jan. 91 Arrears as of 31 Mar.93 100 375 19/6, 14/6 10/0, 8/0

Guinea
18 Apr. 86 1 Jan. 86 1 Jan. 86 14 y 95 232 9/4 4/11

12 Apr. 89 1 Jan. 86 1 Jan. 89 12 y y 100 161 Menu Menu

18 Nov. 92 1 Jan. 86 Arrears as of 31 Dec.92 y y 100 169 Menu Menu

25 Jan. 95 1 Jan. 86 1 Jan. 95 12 y y 100 163 Menu Menu

26 Feb. 97 1 Jan. 86 1 Jan. 97 36 y y 100 123 Menu Menu

Guinea-Bissau
27 Oct. 87 31 Dec. 86 1 July 87 18 y 100 24 19/3 9/9

26 Oct. 89 31 Dec. 86 1 Oct. 89 15 y y 100 40 Menu Menu

23 Feb. 95 31 Dec. 86 1 Jan. 95 36 y y 100 150 Menu Menu

Guyana
23 May 89 31 Dec. 88 1 Jan. 89 14 y 100 179 19/5 9/11

12 Sept. 90 31 Dec. 88 1 Sept. 90 35 y y 100 140 Menu Menu

6 May 93 31 Dec. 88 1 Aug. 93 17 y y 100 55 Menu Menu

23 May 96 31 Dec. 88 23 May 96 Stock y y 100 793 Menu Menu

25 June 99 31 Dec 88 23 May 99 Stock y y 100 240 Menu Menu
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Table A3.2 Multilateral debt relief agreements with official creditors, January 1980-December 1999 (continued)

Consoldation period Consolidation includes Repayment terms
for current maturities Share Amount

Contract Previously of debt consolidated Maturity Grace
Country and date cutoff Start Length reschedulkd consolidated (d/llions of (yearsl (yearsl
of agreement date date (months) Arrears debt (percent) U.S. do0a1s) months) months)

Haiti
30 May 95 1 Oct. 93 31 Mar. 95 12 y 100 117 Menu Menu

Honduras
14 Sept. 90' 1 June 90 1 Sept. 90 11 y 100 364 19/7, 14/7 8/1, 8/1
26 Oct. 92 1June 90 1 Oct. 92 34 y y 100 200 Menu Menu
29 Feb. 96 1 June 90 30 Jan. 95 12 y y 112 Menu Menu
13 Apr. 99 1 June 90 1 Apr. 99 36 y y 100 411 Menu Menu

Indonesia'
28 Sept. 98 1 July 97 1 Aug. 98 20 100 4,176 11/0 3/0

Jamaica
16 July 84 1 Oct.83 1 Jan. 84 15 y 100 132 8/5 3/11
19 July 85 1 Oct.83 1 Apr. 85 12 100 60 9/6 4/0
5 Mar. 87 1 Oct.83 1 Jan. 87 15 y 100 112 9/5 4/11
24 Oct. 88 1 Oct.83 1 June 88 18 y 100 158 9/3 4/9
26 Apr. 90 1 Oct. B3 1 Dec. 89 18 y 100 138 9/3 4/9
19 July 91' 1 Oct. 83 1 June 91 13 y 100 139 19/6, 14/6 8/9, 6/0
25 Jan. 93' 1 Oct. 83 1 Oct. 92 36 y 100 404 18/6, 13/6 9/0, 5/0

Jordan
19 July 89 1 Jan.89 1 July 89 18 y 100 500 9/3 4/9
28 Feb. 92 1 Jan. 89 1 Jan. 92 18 y 100 763 19/5, 14/3 9/11, 7/9
28 June 94c 1 Jan. 89 1 July 94 35 y y 100 1,147 18/7, 16/7 9/1, 2/1
23 May 97' 1 Jan. 89 1 June 97 21 y y 100 400 19/2, 14/6 918, 2/8
20 May 99 1 Jan. 89 1 Apr. 99 36 y y 100 821 20/0, 18/0 10/0, 3/0

Kenya

19 Jan. 94 31 Dec. 91 Arrears as of 31 Dec.93 y 100 517 7/9 1/3

Liberia
19 Dec. 80 1 Jan. 80 1 July 80 18 90 21 7/9 3/3
16 Dec. 81 1 Jan. 80 1 Jan. 82 18 90 24 7/11 3/3
22 Dec. 83 1 Jan. 83 1 July 83 12 90 18 8/6 4/0
17 Dec. 84 1 Jan. 83 1 July 84 12 90 13 9/6 5/0

Macedonia, FYR
17 July 95 2 Dec.82 1 July 95 12 y y 100 323 14/7 3/1

Madagascar
30 Apr. 81 1 Jan. 81 1 Jan. 81 18 y 85 172 8/3 3/9
13 July 82 1 Jan. 32 1 July 82 12 y 85 107 8/3 3/9
23 Mar. 84 1 July 83 1 July 83 18 y 95 389 10/3 4/9
22 May 85 1 July 83 1 Jan. 85 15 y 100 141 10/5 4/11
23 Oct. 86 1 July 83 1 Apr. 86 21 y 100 181 9/2 4/8
28 Oct. 88 1 July 83 1 Apr. 88 21 y y 100 236 Menu Menu
10 July 90 1 July 83 1 June 90 13 y y 100 111 Menu Menu
26 Mar. 97 1 July 83 1 Jan. 97 35 y y 100 1,247 Menu

Malawi
22 Sept. 82 1 Jan. 82 1 July 82 12 85 26 8/0 3/6
27 Oct. 83 1 Jan. 32 1 July 83 12 85 15 8/0 3/6
22 Apr. 88 1 Jan.82 1 Apr. 88 14 y y 100 43 19/5 9/11

Mali
27 Oct. 88 1 Jan. 88 1 July 88 16 y 100 48 Menu Menu
22 Nov. 89 1 Jan.88 1 Nov. 89 26 y 100 33 Menu Menu
29 Oct. 92 1 Jan. 88 1 Oct. 92 35 y y 100 107 Menu Menu
20 May 96 1 Jan. 88 20 May 96 Stock y y 100 33 Menu Menu

(Table continues on next page)
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Table A3.2 Multilateral debt relief agreements with official creditors, January 1980-December 1999 (continued)

Consolidation peeiod Consolidation includes Repayment terms
for current maturities Share Amount

Contract Previously of debt consolidated Maturity Grace
Country and date cutoff Start Length rescheduled consolidated (milions of (yeas!s (years/
of agreement date date (months) Arrears debt (percent) U.S. dollars) monlths) montbs)

Mauritania
27 Apr. 85 31 Dec. 84 1 Jan. 85 15 y 90 40 8/3 3/9
16 May 86 31 Dec. 84 1 Apr.86 12 95 36 8/6 4/0
15 June 87 31 Dec. 84 1 Apr. 87 14 95 39 14/5 5/0
19 June 89 31 Dec. 84 1 June 89 12 Y y 100 66 Menu Menu
25 Jan. 93 31 Dec. 84 1 Jati. 93 24 y y 100 211 Menu Menu
28 June 95 31 Dec. 84 1 Jan. 95 36 y 100 72 Menu Menu

Mexico
22 June 83' 20 Dec. 82 1 July 83 6 y 90 1,367 5/6 3/0
7 Sept. 86 31 Dec. 85 22 Sept. 86 18 100 1,807 8/3 3/9
30 May 89 31 Dec. 85 1 June 89 36 100 2,256 9/7 6/1

Morocco

25 Oct. 83 1 May 83 1 Sept.83 16 y 85 1,228 7/3 3/9
17 Sept. 85 1 May 83 1 Sept. 85 18 y 90 1,083 8/3 3/9
6 Mar. 87 1 May 83 1 Mar. 87 16 y 100 1,074 9/3 4/9
26 Oct. 88 1 May 83 1 July 88 18 y 100 1,100 9/3 4/9
11 Sept. 90c 1 May 83 1 Jan. 90 15 y 100 1,809 19/5, 14/5 9/11, 7/11
27 Feb. 92c 1 May 83 1 Feb. 92 11 Y y 100 1,320 19/5, 14/7 9/11, 8/1

Mozambique

25 Oct. 84 1 Feb. 84 1 July 84 12 Y1 95 317 10/6 5/0
16 June 87 1 Feb. 84 1 June 87 19 y 100 429 19/3 9/9
14 June 90 1 Feb. 84 1 July 90 30 y y 100 739 Menu Menu
23 Mar. 93 1 Feb. 84 1 Jan. 94 24 y 100 343 Menu Menu
21 Nov.96 1 Feb. 84 1 Nov. 96 36 y y 100 664 Menu Menu
9 July 99 1 Feb. 84 1 July 99 Stock y y 100 1,860 Menu Menu

Nicaragua
17 Dec. 91 1 Nov.88 1 Jan. 92 15 Y y 100 389 Menu Menu
21 Mar.95 1 Nov.88 1 Apr.95 27 y y 100 848 Menu Menu
22 Apr. 98 1 Nov. 88 1 Mar. 98 36 y y 100 214 Menu Menu

Niger
14 Nov. 83 1 July 83 1 Oct. 83 12 90 37 8/6 4/6
30 Nov. 84 1 July 83 1 Oct. 84 14 90 44 915 4/11
21 Nov.85 1 July 83 1 Dec.85 12 90 48 9/6 5/0
20 Nov. 86 1 July 83 3 Dcc. 86 12 100 34 9/6 5/ 0
21 Apr. 88 1 July 83 5 Dec. 87 13 100 34 19/6 10/0
16 Dec. 88 1 July 83 1 Jan. 89 12 100 57 Menu Menu
18 Sept. 90 1 July 83 1 Sept. 90 28 y y 100 151 Menu Menu
4 Mar. 94 1 July 83 1 Jan. 94 15 y y 100 194 Menu Menu
19 Mar.96 1 July 83 1 Dec.96 31 y y 100 128 Menu Menu

Nigeria
16 Dec. 86 1 Oct. 85 1 Oct. 86 15 y 100 5,898 6/6 2/0
3 Mar. 89 1 Oct. 85 1 Jan. 89 16 y 100 4,747 9/4 4/10
18 Jan. 91c 1 Oct. 85 1 Jan. 91 15 y 100 3,023 19/5, 14/5 9/11, 7/11

Pakistan
14 Jan. 81i 1July80 15 Jan 81 18 90 263 Variable Variable
30 Jan. 99 30Sept.97 1Jan.99 24 y y 100 3,250 20/0, 18/0 10/0, 3/0

Panama
19 Sept. 85 31 Dec. 84 15 Sept. 85 16 50 16 7/4 2/10
14 Nov. 90c 31 Dec.84 1 Nov. 90 17 y y 100 176 9/4 4/10
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Table A3.2 Multilateral debt relief agreements with official creditors, January 1980-December 1999 (continued)
Consolidation period Consolidation indudes Repayment termsfor current maturities Share Amount

Contract Previously of debt consolidated Maturity GraceCountry and date cutoff Start Length rescheduled consolidated (millions of (yearsl (yearslof agreement date date (months) rrears debt (percent) U.S. dolUars) months) months)

Peru
26 July 83 1 Jan. 83 1 May 83 12 90 424 7/6 3/05 June 84 1 Jan. 83 1 May 84 15 90 1,000 815 4/11
17 Sept. 91' 1 Jan. 83 1 Oct. 91 15 y y 100 5,749 19/5, 14/5 9/11, 7/114 May 93c 1 Jan. 83 1 Jan. 93 39 y 100 2,032 18/5, 13/5 8/11, 6/11
20 July 96 1 Jan. 83 30 Apr. 96 Stock 6,724 17/0, 19/3 016,2/0

Philippines
21 Dec. 84 1 Apr. 84 1 Jan. 85 18 y 100 994 9/3 4/922 Jan. 87 1 Apr. 84 1 Jan. 87 18 100 988 9/3 4/9
26 May 89 1 Apr. 84 1 June 89 25 y 100 1,642 9/0 516
20 June 91' 1 Apr. 84 1 July 91 14 y 100 1,682 1915, 14/5 9/11, 7/11
19 July 94d 1 Apr. 84 1 Aug. 94 17 y y 100 586 19/4, 14/4 9/10, 7/10

Poland
27 Apr. 81* 1 Jan. 80 1 May 81 8 y 90 2,254 7/6 4/0
15 July 85* 1 Jan. 84 1 Jan. 82 36 y 100 10,300 10/6 5/019 Nov. 85' 1 Jan. 84 1 Jan. 86 12 100 1,910 9/2 4/8
16 Dec. 87' 1 Jan. 84 1 Jan. 88 12 y y 100 9,027 9/0 4/6
16 Feb. 90 1 Jan. 84 1 Jan. 90 15 y y 100 9,400 13/9 8/3
21 Apr. 91 1 Jan. 84 Balances: 30 Mar. 91 y y 100 30,504 Menu Menu

Romania
9 July 82 1 Jan. 82 1 Jan. 82 12 y 80 234 6/0 3/0
18 May 83 1 Jan. 82 1 Jan. 83 12 60 195 6/0 3/0

Russian
Federation

2 Apr. 93' 1 Jan. 91 1 Jan. 93 12 y 100 14,497 10/0 6/0
2 June 94 1 Jan. 91 1 Jan. 94 12 100 7,100 15/2 2/9
3 June 95 1 Jan. 91 1 Jan. 95 12 100 6,400 15/4 2/10
15 Apr. 96 1 Jan. 91 1 Jan. 96 Stock 100 40,200 21/5 2/11
1 Aug. 99 1 Jan. 91 1 July 99 18 y y 100 8,040 Variable Variable

Rwanda
21 July 98 31 Dec. 94 1 July 98 35 100 54 Menu Menu

Senegal
13 Oct. 81 1 July 81 1 July 81 12 85 77 8/6 4/0
29 Nov. 82 1 July 81 1 July 82 12 85 84 8/9 4/3
21 Dec. 83 1 Jan. 83 1 July 83 12 90 64 8/6 4/0
18 Jan. 85 1 Jan. 83 1 Jan. 85 18 y 95 140 8/3 3/9
21 Nov. 86 1 Jan. 83 1 July 86 16 100 92 9/4 4/10
17 Nov. 87 1 Jan. 83 1 Nov. 87 12 100 74 15/6 6/0
24 Jan. 89 1 Jan. 83 1 Nov. 88 14 y 100 184 Menu Menu
12 Feb. 90 1 Jan. 83 1 Jan. 90 12 y y 100 111 Menu Menu
21 June 91 1 Jan. 83 1 July 91 12 y y 100 126 Menu Menu
3 Mac 94 1 Jan. 83 1 Jan. 94 15 y y 100 250 Menu Menu20 Apr. 95 1 Jan. 83 1 Apr. 95 29 y 100 169 Menu Menu
17June98 1Jan.83 17June98 Stock y y 100 428 Menu Menu

Sierra Leone
8 Nov. 80 1 July 79 1 July 79 30 y 90 39 9/6 4/0
8 Feb. 84 1 July 83 1 Jan. 84 12 y y 90 88 10/0 5/0
19 Nov. 86 1 July 83 1 July 86 16 y y 100 65 9/4 4/10
20 Nov. 92 1 July 83 1 Nov. 92 16 y y 100 276 Menu Menu
20 July 94 1 July 83 1 Aug. 94 17 y y 100 47 Menu Menu
25 Apr. 96 1 July 83 1 Jan. 96 24 Y _ 100 39 Menu Menu

(Table continues on next page)

179



G LO B AL D EVE LO PM ENT F INA NC E

Table A3.2 Multilateral debt relief agreements with official creditors, January 1980-December 1999 (continued)

Consolidation period Consolidation indudes Repayment terms
for current maturities Share Amount

Contract Previously of debt consoldated Maturity Grace
Country and date cutoff Start Length rescheduled consolidated (millions of (years! (years/
of agreement date date (monts5) Arrears debt (percent) U.S. dollars) months) months)

Somalia
6 Mar. 85 1 Oct. 84 1 Jan. 85 12 y 95 126 9/6 5/0
22 July 87 1 Oct. 84 1 Jan. 87 24 y y 100 95 19/0 9/6

Sudan
18 Mar. 82 1 July 81 1 July 81 18 y y 90 211 9/6 4/6
4 Feb. 83 1 Jan. 83 1 Jan. 83 12 y 100 546 15/0 516
2 May 84 1 Jan. 84 1 Jan. 84 12 y 100 231 15/6 6/0

Tanzania
18 Sept. 86 30 June 86 1 Oct. 86 12 y 100 676 9/6 5/0
13 Dec. 88 30 June 86 1 Jan. 89 6 y y 100 236 Menu Menu
16 Mar.90 30 June 86 1 Jan.90 12 y y 100 245 Menu Menu
21 Jan. 92 30 June 86 1 Jan. 92 30 y y 100 779 Menu Mentu
21 Jan. 97 30 June 86 1 Dec. 96 36 y y 100 1,608 Menu Menu

Togo
20 Feb. 81 1 July 80 1 Jan. 81 24 85 120 8/6 4/0
12 Apr. 83 1 Jan. 83 1 Jan. 83 12 y y 90 125 9/6 5/0
6 June 84 1 Jan. 83 1 Jan. 84 16 y 95 67 9/4 4/10
24 June 85 1 Jan. 83 1 May 85 12 95 25 10/6 5/0
22Mar.88 1Jan.83 1Jan.88 15 y y 100 118 15/5 7/11
20 June 89 1 Jan. 83 16 Apr.89 14 y 100 82 Menu Menu
9 July 90 1 Jan. 83 1 July 90 24 y 100 101 Menu Menu
19 June 92d 1 Jan. 83 1 July 92 24 y 100 50 Menu Menu
23 Feb. 95 1 Jan. 83 1 Feb. 95 33 y y 100 246 Menu Menu

Trinidad and
Tobago

25 Jan. 89 1 Sept. 88 1 Jan. 89 14 y 100 250 915 4/11
27 Apr. 90 1 Sept. 88 1 Mar.90 13 100 170 8/4 3/10

Turkey
23 July 80' 30 June 80 1 July 80 36 y y 90 2,600 9/0 4/6

Uganda
18 Nov. 81 1 July 81 1 July 81 12 y 90 63 9/0 4/6
1 Dec. 82 1 July 81 1 July 82 12 90 16 9/0 4/6
19 June 87 1 July 81 1 July 87 12 y y 100 102 14/6 6/0
26 Jan. 89 1July81 1 Jan. 89 18 y y 100 86 Menu Menu
17June 92 1 July 81 1 July 92 17 y y 100 172 Menu Menu
20 Feb. 95 1 July 81 1 Feb.95 Stock Y y 100 110 Menu Menu
24 Apr. 98 1 July 81 1 Apr. 98 Stock y 100 148 Menu Menu

Vietnam
14 Dec. 93 1 Jan. 90 Arrears as of 31 Dec. 93 y 100 849 Menu Menu

Yemen, Rep. of
24 Sept. 96 1 Jan. 93 1 Sept. 96 10 y 100 113 Menu Menu
20 Nov. 97 1 Jan. 93 1 Nov. 97 36 y 100 1,444 Menu Menu

Yugoslavia,
Fed. Rep.
(Serbia/
Montenegro)

22 May 84* 2 Dec. 82 1 Jan. 84 12 100 568 6/6 4/0
24 May 85* 2 Dec. 82 1 Jan. 85 16 90 399 8/4 3/10
13 May 86' 2 Dec. 82 16 May 86 23 85 863 8/6 4/0
13 July 88* 2 Dec. 82 1 Apr. 88 15 y 100 894 9/5 5/11
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Table A3.2 Multilateral debt relief agreements with official creditors, January 1980-December 1999 (continued)

Consolidation period Consolidation includes Repayment teems
for current maturities Share Amount

Contract Previously of debt consolidated Maturity Grace
Country and date cutoff Start Length reseheduled co-solidated (millions of (years! (years!
of agreement date date (montbs) Arrears debt (percent) U.gS dollars) months) months)

Zaire
9 July 81 1 Jan. 79 1 Jan. 81 24 90 276 9/6 4/0
20 Dec. 83 30 June 83 1 Jan. 84 12 y y 95 1,417 10/6 5/0
18 Sept. 85 30June 83 1 Jan. 85 15 y 95 385 9/5 4/11
15 May 86 30 June 83 1 Apr. 86 12 y 100 425 9/6 4/0
18 May 87 30June 83 1 Apr. 87 13 y y 100 740 14/6 6/0
23 June 89 30 June 83 1 June 89 13 y y 100 1,602 Menu Menu

Zambia
16 May 83 1 Jan. 83 1 Jan. 83 12 y 90 302 9/6 5/0
20 July 84 1 Jan. 83 1 Jan. 84 12 y y 100 263 9/6 5/0
4 Mar. 86 1 Jan.83 1 Jan. 86 12 y y 100 355 9/6 5/0
12 July 90 1 Jan. 83 1 July 90 18 y y 100 1,174 Menu Menu
23 July 92 1 Jan. 83 1 July 92 33 y y 100 874 Menu Menu
27 Feb. 96 1 Jan. 83 1 Jan. 96 36 y y 100 566 Menu Menu
16 Apr. 99 1 Jan.83 1 Apr. 99 36 y y 100 1,060 Menu Menu

Note: The figures in this table are commitment values (amounts of agreed debt relief). They correspond to the disbursement figures (minus debt forgiveness, when ap-
plicable) for debt restructuring shown in the country tables of volume 2. All agreements shown in this table were negotiated through the Paris Club, except those indi-
cated with an asterisk.
a. Maturity is measured here from the end of the consolidation period to the date of the final amortization payment; the grace period is the time between the end of
the consolidation period and the date of the first amortization payment. The secretariat of the Paris Club measures grace and maturity from the midpoint of the con-
solidation period. "Menu" terms refer to the options agreed to at the 1988 Toronto economic summit meeting.
b. Agreement signed in March 1995 covered a 36-month period, but a new agreement was signed in December 1995 covering the stock of debt, starting 12 months
after the beginning of the consolidation period of the previous agreement.
c. Agreement with a Paris Club-designated lower-middle-income country with heavy official debt. These agreements also allow for debt conversions, subject to the
limit for each creditor country (for non-ODA debt) of US$10 million or 10 percent of the debt outstanding as of the beginning of the consolidation period, whichever
is higher. Where two sets of figures for repayment terms (maturity and grace) are given, the first set represents official development assistance (ODA) debt and the
second non-ODA debt.
d. Agreement was canceled.
e. Agreement was implemented in 1991 because of the agreement's conditionaliry on an IMF program, which took place in 1991.
f. Agreement follows the deferral signed in January 1992 by the former Soviet republics.
* The rescheduling was concluded outside of formal Paris Club auspices.
Sources: World Bank Debtor Reporting System and International Monetary Fund data.
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Appendix 4
Progress in Privatization

Introduction 1998. This broadly reflected the impact of the EastPRIVATIZATION IS THE TRANSFER OF Asian crisis in 1997 and the Russian crisis in 1998.
productive assets from the state to private in- In 1998, Latin America and the Caribbean and
vestors through such methods as auctions, Europe and Central Asia contributed the largest

stock offers, stock distributions, negotiated sales, share of privatization proceeds, accounting for 77
management-employee buyouts, and voucher or percent and 16 percent of total privatization rev-
coupon exchanges. Other methods include leasing, enues, respectively (figure A4.3). Depressed
joint ventures, management contracts, and conces- economies and reduced investor confidence in
sions, including build-own-operate (BOO), build- emerging markets contributed to an overall decline
operate-transfer (BOT), and build-own-operate- in demand, which slowed privatization activity in
transfer (BOOT) arrangements. Sales methods many developing countries and many sectors. In
have varied across regions for various reasons, in- particular, as aggregate demand collapsed in the
eluding privatization strategy and market condi- East Asian countries and in Russia, many deals
tions. In 1998, direct sales accounted for almost were postponed. While privatization revenues
75 percent of privatization revenues and public of- from the telecommunications sector more than
fers contributed to most of the remaining sales.' doubled in 1998 (raising 54 percent of total rev-
Equity-linked privatization significantly declined enues), proceeds declined significantly in the man-
in 1998 compared with 1997 (in particular in the ufacturing, power, and mining sectors.2

East Asia and Pacific region). However, it started Initial estimates for privatization revenues in
picking up again in 1999 with the East Asia and 1999 are close to the 1998 level, with the largest
Pacific region accounting for the largest share. share of revenues stemming from divestitures in

Privatization proceeds surged significantly in telecommunications and power, oil and gas, and
most developing regions in 1997, reaping record banking and financial services. The data also reveals
revenues of $66.6 billion, mainly as a result of di- that privatization picked up in the East Asia and Pa-
vestitures in the large-scale infrastructure sector cific region and slowed down in the Latin America
(in particular, power and telecommunications) and and the Caribbean region.3 Privatization programs
in the primary sector (in particular, oil and gas, should regain momentum in developing countries in
and mining) (figure A4.1). In 1997, Latin America 2000-01 as a result of recovering economies and
and the Caribbean, Europe and Central Asia, and demand, but with some countries and some sectors
East Asia and Pacific contributed to the largest accounting for the largest shares of deals. More ag-
share of privatization proceeds, accounting for 50 gressive privatization programs will be launched in
percent, 25 percent, and 16 percent of total priva- several countries that are encouraging economic re-
tization revenues, respectively (figure A4.2). form-in particular in the Middle East and North

However, privatization transactions subse- Africa (countries that will enter the Free Trade
quently declined in all developing regions (with Agreement with the European Union), Eastern and
the exception of Latin America and the Central Europe (countries acceding to the European
Caribbean), raising an estimated $49.3 billion in Union), and South Asia (India).
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Figure A4.1 Developing countries privatization proceeds, 1990-98
Billions of U.S. dollars
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Source: World Bank Privatization Database.

Large-scale infrastructure, especially in the particular, has witnessed sweeping changes in tech-

telecommunications and power sectors, will con- nology requiring massive investments that cannot

tinue to capture a large share of total privatization be met by governments alone. Consumers are de-

revenues as governments seek to increase efficiency manding increased access to telecommunication

and ease fiscal constraints (especially in countries services and improved quality and affordability.

that still hold a large share of these sectors in state Governments will continue to encourage private

hands). Furthermore, private investors have been sector participation-whether through divestitures,

attracted to these two sectors because technological greenfield investments, or both-as liberalization

changes have reduced sunk costs and facilitated of telecommunications is an important aspect of

competition.4 The telecommunications sector, in globalization.5 The transport sector will also wit-
ness an increase in divestitures as many countries-
in Sub-Saharan Africa, East Asia, and Latin Amer-

Figure A4.2 Privatization revenues by ica and the Caribbean-are starting or continuing
regions in 1997
(Percent of total revenues in developing countries) to privatize their airlines and airports. Primary sec-

Total revenues: $66.6 billion tor divestitures will rebound as commodity prices

d SouthAsia Sub-Saharan Africa pick up, and should remain strong through 2001.

. 3% East Asia and Pacific Several countries are still trying to sell their mining

l .Middle East //01 | 16% and oil and gas industries (for example, Zambia is
and North Africa expected to sell further mining interests, and China

2% has listed many oil and gas enterprises). Finally,

Europe and Latin America privatization of banking and financial services
Central Asia and

25% the Caribbean should burgeon as East Asian and Pacific countries
l / 50% are starting to sell the assets nationalized after the

financial crisis. Also, many countries are starting to
liberalize their financial sector (for example, in the

South Asia, and Middle East and North Africa re-
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Mining, raising $256 million, and sale of a 10 per-
Figure A4.3 Privatization revenues by cent stake in Jianglin Motors for $55 million.7 In
regions in 1998 1998, Indonesia's privatization program raised
(Percent of total revenues in developing countries) $122 million (despite the economic, political, and

Total revenues: $49.3 billion
social turmoil of that year) with the sale of a 14South Asia 0% Sub-Saharan Africa

Middle East and 3% percent stake of PT Semen Gresik (a cement maker)
North Africa 3% East Asia to Cemex of Mexico. Thailand's private sale of

and Pacific Electricity Generating Company raised $241 mil-
Europan 2%

Central Asia Y lion, and the public offer of the Petroleum Author-
16% Latin America ity of Thailand-Exploration and Production, or

andtheCaribbean PTTEP, (oil and gas) raised about $112 million.
< 77% Malaysia, which raised over $10 billion from pri-

vatization activity between 1990 and 1997, post-
Source: World Bank Privatization Database. poned the deals planned for 1998.

Initial estimates for 1999 show that privatiza-
tion activity has picked up in the region. Economic

gions) or are continuing to sell their assets (for ex- recovery and stronger demand will encourage gov-
ample, in the Latin America and the Caribbean and ernments to privatize assets whose sales were de-
Eastern and Central Europe regions). layed in 1998-99. Privatization programs will ac-

celerate in the East Asian crisis countries (in
particular, Indonesia, Thailand, Malaysia, and the
Republic of Korea)8 as governments reprivatize fi-

Progress in privatization by region: nancial assets that were nationalized in the after-
Results for 1998 math of the crisis. Therefore, divestiture of the fi-

nancial sector will account for an important share
East Asia and Pacific of future privatization proceeds for the region.
With the exception of Thailand, privatization pro- Governments will also continue to encourage pri-
ceeds in East Asia and Pacific declined considerably vate sector activity in the telecommunications and
in 1998, amounting to about $1.1 billion com- power sector, mainly through greenfield invest-
pared with $10.4 billion in 1997 (table A4.1). ments to compete with government assets rather
Many deals in the region were postponed because than by divestiture. In addition, recently an-
of the adverse economic and market conditions.6 nounced policies in China, Indonesia, Thailand, the
China's public offering of shares on the Hong Kong Philippines, and the Republic of Korea hint at a
Stock Exchange was reduced by more than half in more comprehensive power sector reform that may
1998 compared with 1997. China experienced a also include restructuring and privatization. Other
slight rebound in 1999 but revenues remained low, sectors that may witness significant divestitures in
partly due to a lack of investor confidence in the the region will include airlines and airport-related
market. Key divestitures in 1998 included the H- companies (in Thailand, Malaysia, and China) and
share listing of a 33 percent stake in Yanzhou Coal the oil sector (in China and Indonesia).

Table A4.1 Privatization revenues in East Asia and Pacific, 1990-98
(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

China - 11 1,262 2,849 2,226 649 919 9,120 611 17,647
Indonesia - 190 14 31 1,748 2,031 1,008 141 122 5,285
Malaysia 375 387 2,883 2,148 798 2,519 214 704 - 10,028
Philippines - 244 754 1,638 494 207 22 371 - 3,730
Thailand - - 238 471 242 - 291 48 353 1,643
Other 1 2 10 18 - 4 226 - 5 266
Total 376 834 5,161 7,155 5,508 5,410 2,680 10,385 1,091 38,600

- Not available.
Source: World Bank Privatization Database.

185



G LO B AL DE V EL O PM ENT F INA NC E

Table A4.2 Privatization revenues in Latin America and the Caribbean, 1990-98
(millions of U.s. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

Argentina 7,532 2,841 5,741 4,670 894 1,208 642 4,366 S10 28,404
Bolivia - - 9 13 - 789 34 40 10 895
Brazil 44 1,633 2,401 2,621 2,104 992 5,770 18,737 32,427 66,729
Chile 98 364 8 106 128 13 187 - 181 1,085
Colombia - 168 5 391 170 - 2,075 2,876 518 6,203
Mexico 3,160 11,289 6,924 2,131 766 167 1,526 4,496 999 31,458
Peru - 3 212 127 2,840 1,276 1,751 1,268 480 7,957

Republica
Bolivariana
de Venezuela 10 2,278 140 36 8 39 2,017 1,387 112 6,028

Other 71 147 120 393 1,289 132 140 726 2,447 5,466
Total 10,915 18,723 15,560 1(0,488 8,199 4,616 14,142 33,897 37,685 154,225

- Not available
Source: World Bank Privatization Database.

Latin America and the Caribbean to foreign investors. Venezuela's $90 million sale
Privatization revenues in Latin America and the of Sistema Isla de Margarita Nueva Esparta
Caribbean remained strong in 1998, raising $38 (SENE) in the electricity sector accounted for 80
billion compared with $34 billion in 1997 (table percent of its privatization earnings. Peru's privati-
A4.2). Brazil once again dominated privatization zation proceeds reached $480 million, more than
activity in the region (and in the developing 60 percent of which was generated by divestiture
world), raising over $32 billion, as the privatiza- in the electricity transmission sector.
tion and concessions programs continued to boom The divestiture of the telecommunications and
in the power, banking, transport, and telecommu- electricity sectors led privatization activity in Cen-
nications sectors. The Telebras telecommunica- tral America. Guatemala finally completed the pri-
tions network accounted for more than $19 billion vatization of its telecommunication utility Telgua
and was the largest private sale of all time. In addi- for $700 million-which represents the largest for-
tion, Brazil undertook important divestitures in eign investment in Guatemal-and of Guatemalan
the power and banking sector, raising $6.6 billion Electric Company for $520 million in 1998. El
and $647 million, respectively. Salvador raised $902 million in 1998 from the pri-

The Mexican government pursued its compre- vate sale of companies-35 percent from the
hensive privatization program announced in 1995, telecommunications sector and 65 percent from
raising almost $1 billion in 1998. Significant rev- the electricity sector. Panama earned $302 million
enues were generated with the privatization of with the private sale of companies in the electricity

railroads, gas distribution, airports, ports services sector.
and assets, and bonded warehouses (storage Privatization proceeds in the Latin American
units). These included the private sales of Ferro- and the Caribbean region declined in 1999, mainly
carril del Sureste (railroad) for $317 millioni, Sis- resulting from a slowdown in Brazil's privatization
tema de Gas Natural de Monterrey (gas distribu- program.9 However, Argentina's privatization pro-
tion) for $158 million, and Grupo Aeroportuario ceeds boomed in 1999 with sales such as Yacimen-
del Sureste, S.A. de C.V. (airport) for $128 million. tos Petroliferos Fiscales, which raised more than

Argentina's privatization revenues declined in $15 billion. While several countries in the region
1998, amounting to an estimated $510 million divested a great number of state-owned enterprises
compared with more than $4 billion in 1997. Key in the 1990s (with some, such as Chile, even priva-
privatizations in 1998 included a 30-year conces- tizing in the 1970s and 1980s), privatization pro-
sion for the management and operation of 33 air- grams will continue to raise important revenues
ports to the private consortium Aeropuertos 2000, for the region as many countries try to narrow
and the private sale of a 51 percent stake of their fiscal deficits. Divestiture of the power,
Edemsa (power/electricity) to a foreign consortium. telecommunications, transport, and financial sec-

Colombia raised $518 million in 1998 with tors have accounted for a large share of privatiza-
the private sale of Corelca (electricity distribution) tion proceeds in the region and will continue to at-
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tract much interest and revenues in 2000-01. tions), along with the 1998 planned sale of Ros-
Countries that are planning to privatize assets in gosstrakh (financial), were all delayed.
the power sector in 2000 include Argentina, Since 1997, Poland's privatization program
Brazil, and the Republica Bolivariana de has been gaining steam, raising $2.2 billion in
Venezuela; in the telecommunications sector, 1997 and $2.4 billion in 1998.11 Poland's signifi-
Colombia; in transport, Mexico (railways and air- cant sales in 1998 included a 15 percent stake in
ports); in the financial sector, Chile and Brazil; and TPSA (telecommunications company) that raised
in the utility sector, Argentina (hydro generators). around $925 million, a 37 percent stake in Bank
In addition to these sectors, many state-owned en- Przemyslowo-Handlowy (BPH) for $600 million,
terprises remain in the oil sector, which may un- and the sale of a 15 percent stake in Pekao S.A.
dergo more privatization in the future (in particu- (banking) for $262 million.
lar, in Brazil, Colombia, Mexico, and the Hungary's privatization efforts are coming to
Republica Boliviarana de Venezuela) especially be- an end. The country successfully privatized a large
cause oil prices are rising again. share of its economy at an early stage relative to

other countries in the region, so little is left to be
sold. From 1990 to 1998, privatization proceeds
exceeded $12 billion, with more than 60 percent

Europe and Central Asia sold to foreign investors. In 1998 the public offer
Divestiture activity in Europe and Central Asia of an 11 percent stake in MOL raised an estimated
slowed in 1998, with the exception of Poland and $330 million.
Turkey, as a result of the 1998 Russian crisis and a Despite unmet high expectations, Turkey's pri-
loss of momentum in economic reform in some vatization raised record revenues of $1 billion in
countries.' 0 Privatization revenues in the region 1998, the highest amount since 1990. Some note-
declined from a $16.5 billion peak in 1997 to $8.0 worthy sales included the sale of Etibank (banking)
billion in 1998, mostly reflecting the sharp decline for $155 million and the domestic and interna-
in Russian proceeds (table A4.3). tional public offering of IS Bank (banking) for

Russia, which raised $4 billion and accounted $633 million. Other sales included the remaining
for one-fourth of total privatization proceeds for 40 percent in Havas (an airport service provider)
the region in 1997, earned only an estimated $909 and various parcels of real estate. Romania's sale of
million, partly because of the collapse of the Russ- Romtelecom (telecommunications) for $675 mil-
ian financial system in August 1998. Most of Rus- lion was a record sale for the country and also one
sia's revenues came from the sale of a 2.5 percent of the largest sales in the region. Bulgaria's privati-
share in Gazprom to Ruhrgas and a 25 percent zation program, which started gaining momentum
share of cellular phone services VimpelCom to in 1996, slowed in 1998, generating $139 million
Telenor of Norway. However, the sales of Rosneft from sales in the hotel, banking, and chemical!
(oil and gas) and Svyazinvest (telecommunica- pharmaceutical industries.

Table A4.3 Privatization revenues in Europe and Central Asia, 1990-98
(millions of U.s. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

Bulgaria - - - 45 147 111 48 525 569 1,445
Czech Republic - - - 645 7 1,645 - 72 181 2,549
Hungary 483 798 779 1,685 1,507 3,988 945 2,139 342 12,666
Poland 62 338 240 733 641 980 605 2,246 2,436 8,281
Russian Federation - 35 88 110 - 1,002 1,192 4,177 909 7,513
Turkey 437 212 780 483 354 572 297 465 1,016 4,617
Other 280 1,168 1,739 287 1,301 1,444 2,379 6,913 2,550 18,060
Total 1,262 2,551 3,626 3,988 3,957 9,742 5,466 16,537 8,002 55,131

- Not available.
Source: World Bank Privatization Database.
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Privatization activity has remained strong in leum Processing Company for $105 million and
Poland and Turkey in 1999 and will continue gar- San Stefano Hotel for $79 million.
nering significant revenues in 2000-01. Initial esti- Morocco's privatization program slowed con-
mates show that Poland's privatization proceeds siderably, raising an estimated $92 million in 1998
will reach almost $4 billion in 1999 (with sales compared with $716 million in 1997. Unlike pre-
such as Bank Pekao for $1 billion). Privatization vious years in which privatization promoted much
programs should accelerate in EU applicant coun- activity on the Casablanca Stock Exchange, di-
tries that have not yet completed their reform pro- vestitures in 1998 relied mainly on private sales
grams.12 Privatizations in the telecommunications and worker purchases. In 1998, Morocco sold ad-
and financial sectors have accounted for a signifi- ditional shares to a foreign investor and workers
cant share of revenues in 1999. Significant sales in in two oil refineries-Societe Anonyme de l'Indus-
telecommunications in 1999 include Hungary's trie de Raffinage (SAMIR) and Societ6 Cherifienne
Matav; in the financial sector they include de Petroles (SCP)-generating approximately $40
Ceskoslovenska Obchodni Banka (COB) in the million.13 It also sold additional shares in steel
Czech Republic and Bank Pekao in Poland. In producer SONASID to workers, raising $3 mil-
2000-01, privatization of financial, telecommuni- lion. Furthermore, it raised $37 million with the
cations, and power enterprises should continue at sale of Wafa Insurance and more than $12 million
a steady pace. These will include sales of banks in with the sale of hotels to local investors.
the Czech and Slovak Republics, telecommunica- Tunisia's privatization program began in 1987
tions in Poland and Lithuania, and power plants in and accelerated in 1998, raising $364 million
Poland. compared with an estimated $150 million from

1990 to 1997. Key divestitures included the pri-
vate sale of two cement companies-Societe les Ci-
ments Jebel Ouest and Soci6te les Ciments d'En-

Middle East and North Africa fidha-to foreign investors, raising $361 million.
Privatization revenues in the Middle East and It also raised over $3 million by selling a stake in
North Africa declined from $1.6 billion in 1997 to the telecommunications company Sotetel.
$1.0 billion in 1998 (table A4.4), mainly because Privatization activity has regained momentum
of the slowing of reform programs in several coun- in 1999 (especially in Morocco, Tunisia, Egypt,
tries (rather than capital markets contagion). The Jordan, and Algeria). While manufacturing, the
Arab Republic of Egypt's privatization revenues primary sector, and tourism have accounted for a
declined to an estimated $539 million in 1998 large share of privatization in the past, future di-
after two strong years in 1996-97. Noteworthy vestitures will also include telecommunications
Egyptian divestitures in 1998 included Misr Petro- (Morocco and Oman), power generation (Egypt),

Table A4.4 Privatization revenues in Middle East and North Africa, 1990-98
(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

Egypt, Arab Rep. of - - - 118 393 262 1,150 855 539 3,317

Morocco - - - 273 347 240 271 716 92 1,940

Tunisia 2 17 60 - - 32 36 3 364 514
Other - - 9 26 42 212 21 38 5 353
Total 2 17 69 417 782 746 1,478 1,612 1,000 6,124

- Not available.
Source: World Bank Privatization Database.
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Table A4.5 Privatization revenues in South Asia, 1990-98
(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

Bangladesh - - - 43 12 5 - - - 60
India - 931 1,098 861 1,505 810 495 1,373 52 7,125
Pakistan 11 63 343 17 1,106 36 317 58 41 1,992
Sri Lanka 18 2 105 52 42 65 77 361 81 802
Other - - 11 1 1 - 2 - 15
Total 29 996 1,557 974 2,666 916 889 1,794 174 9,995

- Not available.
Source: World Bank Privatization Database.

and transport (airlines in Jordan and Morocco and remaining revenues were generated from the sale
an airport in Oman). of plantations. Pakistan's privatization activity has

remained slow in 1998, raising $41 million. Sales
in the hotel/tourism sector accounted for the
largest share of total revenues.

South Asia Divestitures have started to accelerate in India
Total privatization revenues in South Asia de- since the election in 1999 of a new government fa-

clined significantly from $1.8 billion in 1997 to voring economic reform. The insurance and steel
$174 million in 1998 (table A4.5). India's privati- industries have been partially privatized in 1999,
zation program stalled in 1998, raising only $52 and stakes in the telecommunications company
million with the public offer of Concor (Container (Mahanagar Telephone Nigam) should be placed
Corporation of India) compared with $1.4 billion on the market in 2000. Sri Lanka will also witness
in 1997. However, important progress was made increased divestitures and has listed the telecom-
in reforming and restructuring the power sector in munications sector on the market in 2000.
a number of states.14 Sri Lanka's privatization pro-
gram raised $81 million in 1998 compared with
$361 million in 1997. Key divestitures included
the private sales to foreign investors of a 26 per- Sub-Saharan Africa
cent stake of Air Lanka Limited and of a 37 per- After raising peak revenues of $2.3 billion in
cent stake in Orient Lanka Limited (trading), rais- 1997, privatization in Sub-Saharan Africa declined
ing $43 million and $12 million, respectively. The to $1.4 billion in 1998 (table A4.6). A combina-

Table A4.6 Privatization revenues in Sub-Saharan Africa, 1990-98
(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

C6te d'lvoire - 2 10 5 19 74 103 263 94 570
Ghana 10 3 1S 28 476 87 186 68 21 893
Kenya 12 1 12 10 19 13 137 24 30 258
Mozambique 3 5 9 6 2 26 38 21 29 139
Nigeria 16 35 114 541 24 - - - - 730
South Africa - 1,073 - - - - 122 1,287 247 2,729
Tanzania - - 3 27 5 77 13 16 111 252
Uganda - - 12 19 24 47 30 20 15 167
Zambia - - - 3 14 69 30 302 409 827
Zimbabwe - - - - 13 75 - 110 - 198
Other 33 2 32 2 9 5 86 238 402 809
Total 74 1,121 207 641 605 473 745 2,348 1,356 7,571

- Not available.
Source: World Bank Privatization Database.
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tion of low commodity prices (which deterred in- (CIDT) to foreign investors for $91 million.
vestments in the sector) and weaker investor confi- Ghana raised more than 75 percent of its revenues
dence in emerging markets (reflected by lower for- with the sales of Barclays Bank Ghana and Twifo
eign participation in the region) contributed to a oil palm plantation. In 1998, Kenya raised most of
deceleration in privatization activity in Sub-Saharan its revenues with the public offer of Kenya Com-
Africa. Furthermore, the collapse of aggregate de- mercial Bank, and Mozambique's key private sales
mand in East Asian directly impacted Sub-Saharan included Reunidas (brewery) and Marmonte (mar-
Africa, as East Asian countries have been impor- ble) to foreign investors for $8 million and $4 mil-
tant investors in a number of countries in the re- lion, respectively.
gion. Privatization in the mining sector accounted Privatization programs should accelerate in
for 40 percent of total privatization revenues for Sub-Saharan Africa as the policy environment in
the region in 1998. many countries is shifting toward promoting for-

South Africa's privatization revenues totaled eign investment and privatization (for example, in
an estimated $247 million in 1998 compared with Nigeria, Uganda, Tanzania, Mozambique, and
$1.3 billion in 1997. FDI-related privatization in Benin). With declining foreign aid, privatization
South Africa declined considerably as a result of and foreign investment will help heavily indebted
lower investment from East Asia and Pacific and countries that can no longer sustain loss-making
other regions.15 South Africa raised $245 million state-owned enterprises and need revenues to fund
with the private sale of Airports Company of their budgets and current account deficits. While
South Africa (ACSA) to foreign and local investors privatization and foreign inflows in Sub-Saharan
and $2 million with the sale of Viamex (trans- Africa have typically been focused on the primary
portation sector) to local investors. Zambia raised sector (in particular, mining and oil), the trend has
an estimated $409 million in 1998, mostly from recently been broadened to the telecommunica-
sales of copper mines (units of Zambia Consoli- tions, transport, utilities, financial, and manufac-
dated Copper Mines). However, the privatization turing sectors. These have also attracted signifi-
process seems to have slowed, and the country has cant inward portfolio and direct investment and
experienced several delays in the divestiture of its contributed to the development of the region's
remaining copper mines. Tanzania's privatization stock markets.17

program, launched in 1993, raised $111 million in
1998 mainly from sales in the manufacturing and
agriculture sectors. Key divestitures included the
sales of Tanganyika Portland Cement and Kilo- Sectoral distribution
mbero Sugar Limited to foreign investors for $48 Infrastructure-related enterprises-which include
million and $22 million, respectively. Also, Tanza- telecommunications, power, and transport compa-
nia started preparing for the future privatization nies-have accounted for the largest share of pri-
of its major utilities and infrastructure industries. vatization revenues since 1994 (table A4.7). In
Ethiopia's privatization program, launched in 1998, privatization proceeds from the infrastruc-
1994, was initially slow but is gaining momentum. ture sector amounted to an estimated $40 billion
In 1998 the private sale of Lega Dembi gold mine (81 percent of total privatization revenues in de-
to an Ethiopian Saudi investor went for $172 mil- veloping economies), largely raised through the
lion. Senegal's divestitures have accelerated in re- sale of telecommunications companies. Telecom-
cent years, raising an estimated $150 million in munications privatization proceeds surged in
1998. Noteworthy transactions include the public 1998, raising an estimated $26.6 billion, as a re-
offer of an 18 percent stake in Sonatel (telecom- sult of important selloff programs in several re-
munications) on the regional stock market based gions. Telecommunications sales generated $24.1
in C6te d'Ivoire, which raised $84 million,16 and billion in Latin America, $2.3 billion in Europe
the private sale of Senelec (electricity) to foreign and Central Asia, $84 million in Sub-Saharan
investors for $65 million. Africa, $56 million in the Middle East and North

Privatization programs in C6te d'Ivoire and Africa, and $3 million in East Asia and Pacific. Di-
Ghana slowed in 1998. C6te d'Ivoire's major di- vestitures in the telecommunications sector will
vestiture was the sale of the state cotton monopoly continue to contribute to an important share of
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Table A4.7 Privatization by sector, 1990-98
(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

Infrastructure 9,704 6,863 9,715 5,360 9,399 9,240 15,063 37,370 39,964 142,677
Telecommunications 7,643 5,981 3,007 1,083 6,069 3,691 3,814 12,863 26,619 70,771
Power 59 359 4,892 1,741 2,180 4,523 6,156 17,979 9,994 47,882

Manufacturing 1,402 5,558 7,188 7,491 6,091 5,787 3,546 7,795 2,167 47,025
Steel 185 2,145 1,614 2,900 1,219 135 193 916 3 9,310
Chemicals 156 466 315 415 1,285 291 488 1,222 514 5,152
Construction 196 484 732 491 790 592 745 318 718 5,066
Other manufacturing 864 2,462 4,528 3,685 2,798 4,769 2,120 3,743 932 25,901

Primary sector 1,367 3,608 3,394 6,215 4,068 4,336 2,787 12,932 3,125 41,832
Petroleum 568 2,085 2,760 5,162 2,115 2,781 1,687 7,956 1,975 27,089
Mining 485 235 382 187 1,220 618 468 4,418 971 8,984

Financial services 47 7,793 5,263 3,411 1,065 1,933 2,895 3,445 3,149 29,001
Banking 47 7,505 5,099 2,464 779 1,853 2,646 3,055 2,471 25,919

Other services 138 420 621 1,184 1,088 606 1,108 5,031 905 11,100
Total 12,658 24,242 26,181 23,661 21,712 21,901 25,399 66,573 49,309 271,636

Source: World Bank Privatization Database.

privatization revenues in 1999 and in the foresee- firms in Egypt as well as food companies and rice
able future. Power sector deals generated $10 bil- mills in Egypt).
lion in 1998, with Latin American countries cap- The financial sector-which includes banks,
turing almost all these revenues. In 1998, insurance, real estate, and other financial ser-
transport sector sales amounted to approximately vices-accounted for 6 percent of total privatiza-
$3.4 billion, mainly stemming from Brazil's and tion revenues, raising $3.1 billion. Europe and
Mexico's continued sales in railways and other Central Asia accounted for 70 percent of the fi-
transport-related industries. nancial sector's privatization proceeds, largely re-

The primary sector-which includes petro- sulting from sales of banks in Poland, Turkey, and
leum, mining, agriculture, and forestry-ac- Romania. Furthermore, Latin America con-
counted for 6 percent of total privatization rev- tributed 27 percent of these revenues, largely re-
enues in 1998 and raised an estimated $3.1 billion. sulting from bank sales in Argentina, Brazil, and
These revenues were generated almost entirely by Peru.
petroleum and mining sales. The primary sector's
privatization proceeds in 1998 resulted primarily
from large divestiture transactions in oil- and gas-
related firms in Russia, Kazakhstan, Hungary, Ro- Foreign participation in
mania, and Latvia, and from mining sector sales in privatization activity
Zambia and Ethiopia. Foreign investors (portfolio and direct investors)

The manufacturing sector-which includes contributed 58 percent of total privatization pro-
steel, chemicals, construction, and other subsec- ceeds in the developing world,1 8 generating an esti-
tors-raised $2.2 billion in 1998, accounting for 4 mated $28.6 billion in foreign exchange in 1998
percent of total privatization revenues. Divestiture (table A4.8). In 1998, foreign direct investment
in the manufacturing sector raised $830 million in was the main source of foreign revenues raised
Europe and Central Asia (mostly from sales of through privatization activity, accounting for 93
pharmaceutical firms), $314 million in East Asia percent of the total. Foreign portfolio investment
and Pacific (mostly from sales of cement, motor accounted for only 7 percent of the total, reflecting
vehicles, and electrical/electronic equipment man- the trend for these flows: that is, total portfolio eq-
ufacturers), and $617 million in the Middle East uity flows to developing countries almost halved
and North Africa (mDstly from the privatization of while total FDI flows remained about the same
cement manufacturers in Tunisia and contracting from 1997 to 1998 (table A4.9).
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Table A4.8 Foretgn exchange raised through privatization in developing regions, 1990-98
(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

East Asia and the Pacific 1 102 1,556 4,156 4,036 2,026 1,990 3,775 1,082 18,724

Europe and Central Asia 586 1,892 3,069 2,932 1,588 4,778 1,880 8,874 5,190 30,789

Latin America and the Caribbean 6,358 7,384 4,037 3,765 5,058 2,206 6,448 12,486 21,535 69,277

Middle East and North Africa 0 3 19 183 246 16 126 623 43 1,260

South Asia 11 4 44 16 997 38 528 1,043 11 2,693

Sub-Saharan Africa 38 5 66 566 453 275 299 1,969 694 4,364

All developing countries t6,994 9,390 8,791 11,619 12,378 9,338 11,271 28,770 28,556 127,107

Sources: World Bank Privatization Database and staff estimates.

Table A4.9 Foreign porHfofio investment and foreign direct investment in privatization in developing

regions, 1990-98
(millions of U.S. dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 Total

Foreign direct investment 6,888 5,517 6,039 6,429 6,414 6,380 5,644 21,094 26,505 90,910

Portfolio investment 106 3,873 2,752 5,190 5,964 2,958 5,627 7,677 2,051 36,198

Total 6,994 9,390 8,791 11,619 12,378 9,338 11,271 28,770 28,556 127,107

Sources: World Bank Privatization Database and staff estimates.

The extent of foreign participation in privati- publications as Financial Times, Privatization In-

zation has varied across regions. In 1998, Latin ternational, Institutional Investor, International

America and the Caribbean and Europe and Cen- Financing Review, Latin Finance, Project Finance,

tral Asia attracted the largest share of foreign in- Middle East Economic Digest, and Euromoney.

vestment as a result of sales in the telecommunica- All data are in U.S. dollars as reported, or are con-

tions and banking sectors and in oil- and verted from local currencies into U.S. dollars at

gas-related industries. Brazil was the main recipi- the annual average exchange rate.

ent (through privatization activity) of foreign in-
vestment, receiving 85 percent of Latin America
and the Caribbean's and 37 percent of the devel-
oping world's foreign investment. Poland, Roma- Notes
nia, Russia, and Kazakhstan received 30 percent, 1. Sales through other privatization methods may be

18 percent, 16 percent, and 10 percent, respec- unreported because of lack of available data.

tively, of their region's foreign investment. 2. Privatization in the primary sector was also damp-
ened by the slump in commodity prices in 1997-98.

3. Initial data shows that privatization picked up in
China and Indonesia and declined in Brazil. Privatization

Source of data for the World Bank's also boomed in the Republic of Korea. However, we do not

Privatization database include that country in the East Asia and Pacific region

The data contained in the World Bank's Privatiza- table because Korea was classified as a high-income econ-

tion database are drawn from various sources, in- omy until 1997.

cluding reports from official privatization agencies 4. See Neil Roger, "Recent Trends in Private Partici-

and other internal World Bank Group databases, pation in Infrastructure." Private Sector Viewpoint. World
and are s nter d wit data. e i . su Bank Washington, D.C., September 1999. Roger notes

that, in contrast to telecommunications and power, trans-
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port and water have experienced stronger political barriers 11. Poland has been the most active country in the re-
to reform as technological change has been less marked. gion, raising $2.4 billion, which represented about 30 per-

5. See Ada Karina Izaguirre, "Private Participation in cent of the region's privatization proceeds in 1998.
Telecommunications-Recent Trends." Private Sector View- 12. EU applicant countries include the Czech Republic,
point. World Bank, Washington, D.C., December 1999. Estonia, Hungary, Poland, Slovenia, Lithuania, Latvia,

6. That is, the prolonged adverse effects of the 1997 Slovakia, Romania, Bulgaria, and Turkey.
East Asia financial crisis. 13. In 1997, the private sale of a strategic stake in

7. Listed Chinese companies' share capital comprises SAMIR and SCP raised $416 million, Morocco's largest
two kinds of shares: local shares (A shares), restricted to privatization to date.
Chinese nationals, and foreign shares (B and H shares), re- 14. See Privatisation International 1999, p.171.
stricted to foreign investors. B shares are listed on the two 15. South Africa is one of the main recipients of FDI in
official stock exchanges in China (the Shanghai Securities Sub-Saharan Africa, accounting for about 30 percent of
Exchange and the Shenzhen Stock Exchange); H shares are total FDI to the region in 1999.
listed in Hong Kong (China), and traded and settled in for- 16. In 1997, Senegal raised $191 million with the pri-
eign currencies, such as U.S. dollars. vate sale and public offer of Sonatel.

8. The Republic of Korea is not included in our tables 17. In 1998-99, new stock markets were set up,
(or database) because the country was considered high- including the Abidjan Stock Market serving the West
income until 1997. African region and the Dar es Salaam Stock Exchange in

9. Brazil's privatization program is regaining momen- Tanzania.
tum and is expected to remain strong in the coming years. 18. For direct sales, if a buyer's identity is unknown, it

10. The Russian crisis contributed to several delayed is assumed that the buyer is domestic. For public offers, the
sales in Russia and affected investor confidence in some foreign exchange component is not estimated if the number
Eastern European and Central Asian countries. of shares purchased by foreign investors is unknown.
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East Asia and Pacific

GNP per capita, 1997: $990

Recent developments Malaysia, and Thailand) peaked at 8.1
HE CRISIS COUNTRIES IN EAST percent in mid-1998 and has declined

GDP growth rates, 1981-2000 Asia (EA-5) recovered sharply steadily since then. Average inflation
Annual percentage change in 1999. GDP grew 5.8 per- in 1999 will be around 1.3 percent for

Annual percentage change
12 Developing cent, a marked turnaround from the the EA-3, with a slight accelerating
B ast Asia poor collective performance of _7.9 trend toward the end of the year that
4 SSY \\/ >\ y= percent growth in 1998. Growth has partly reflects higher imported infla-

been uneven, however, with the Re- tion. Inflation in Indonesia peaked at a
0 . . . . . . . . public of Korea having the sharpest V- much higher level than in the other

East Asia Crisis-5-~V shaped recovery and GDP growth of crisis countries, exceeding 80 percent

-8t i '6 J $ S more than 10 percent in 1999, while by the end of 1998. Consumer price
Indonesia lagged far behind, barely inflation in 1999 will average 20 per-

Source: World Bank. eking out positive growth for the cal- cent, and annual inflation at the end

endar year. Despite the impressive of 1999 was below 2 percent. Like the
turnaround in most countries, per rest of the crisis countries, Indonesia
capita real incomes are unlikely to benefited from a strengthening of the
achieve their precrisis 1997 levels until exchange rate, but it was also assisted
2001 in Malaysia, the Philippines, and by a very good harvest that lowered

Consumer price index, 1997-99 Thailand, and not until 2005 in In- food prices-still a significant compo-
Percent year-on-year Percent year-on-year donesia, with recovery in terms of U.S. nent of the overall household con-

10 - EA-3 Indonesia (right axis)- 90 dollars taking longer due to the sharp sumption basket.

6- s 70 currency declines. The exception is The merchandise trade balance
4 - gncome - 60 Korea, where per capita real incomes for the five crisis countries remained

-50aledthilaglan
2 -40 in 1999 had already surpassed their very largely positive and appeared to
0 20 1997 levels. be widening again at the end of the
-2 - China 10 Growth accelerated throughout year. The withdrawal of short-term
-4- S ,9 , t 0 1999. It was spurred initially by ad- capital in 1998 was largely reflected in

4r $ 41 & a a vances in exports, but broadened in massive import compression (down 31

Note: Calculated as a three-month moving average. EA-3 the second half of the year as con- percent in 1998), with exports con-
consists of the Republic of Korea, Malaysia, and Thailand. sumer demand picked up momentum tracting nearly 4 percent in dollar
Sources: Datastream; IMF, Intemational Financial Statistics
(China). and the rebuilding of depleted inven- terms despite the large devaluations.

tories weighed in to buttress growth. Imports skyrocketed in 1999, albeit
Both external and internal factors from a very low base, and will be up
were key to recovery. Growth was more than 15 percent in dollar terms.
stronger than anticipated in export And though exports have recently
markets, notably North America and been growing at a somewhat slower

Merchandise trade growth in EA-5, Japan. This combined with a real de- pace, base-year effects have led to
1997-99 preciation (relative to precrisis levels) maintenance of a large positive mer-
Billions of US. dollars Percent year-on-year of around 20 percent to provide the chandise trade balance.
8 Monthlytradb : 30 export boost. Low inflation and inter- While China managed largely to
6 Exor0rot
4(rigaxis) 10 est rates along with accommodating avoid the worst effects of the Asian
2 C n\i0 11 1^ 1 4 l o fiscal policies led to a rise in domestic crisis, growth has slowed recently

-10 demand. This demand gained momen- (perhaps to more sustainable levels,

-2. 1000 \ jXmport growth 30 tum throughout the year as stock mar- though with an imbalance between
-4- | ~ (rightaxis) -40 ket indices strengthened considerably, private and public demand). While

& L ;; SE . St unemployment stabilized or declined, growth between 1990 and 1997 aver-
tS 4 47 ~' ~ and consumer confidence returned. aged 11.5 percent per year, it is likely

Note:Import and exportigrowth calculated asathree- Consumer price inflation aver- to be just above 7 percent in 1999.month moving average in current U.S. dollars.
Source: Datastream. aged over the EA-3 countries (Korea, Deficit spending and public invest-
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ment outlays have bolstered demand. debt stock declined. The latter had in- Dollar return of local equity markets
Economic restructuring has dampened creased rapidly in 1998 as short-term in 1999
private consumption, leading to rising debt was converted into long-term Percent change from December31, 1998

redundancies and uncertainty. Weak debt. Indonesia Rep. of Korea

rural consumer demand and external Aggregate GDP and exports re- 75verage

competitive pressures have spawned a covered strongly in 1999 in both vol- 50 alaysia
two-year-long deflationary cycle that ume and dollar terms. Combined with 25 ailand
continues, although it is expected to a lower debt stock, both debt-to-GDP &a
end, in part due to surging energy and debt-to-export ratios declined sub- r Philippines
prices. The remnimbi/U.S. dollar rate stantially. The aggregate debt-to-GDP 2 , ' & S 
held steady throughout the year de- ratio among the largest economies of 'i, 4F .P , c> ° w

spite widespread expectations at the the region dropped to 33 percent, but
beginning of 1999 of a devaluation in varied quite significantly from a low of
the aftermath of the Asian crisis and 15 percent to a high of around 90 per-
the first-half sluggishness of export cent-the latter figure unfortunately
growth. for one of the weakest economies, In- Long-term external debt outstanding,

Singapore and Hong Kong donesia. Strengthening local currencies Billin ofU9 S d

(China) also suffered deflationary provided relief to many debtors. For 600

pressures during the crisis. Singapore example, the average appreciation of Regionaltotal
rebounded sharply in 1999, initially the rupiah was 25 percent relative to 400

Private -on the strength of electronics exports, the U.S. dollar in 1999 (though only ......-.P......

but also on the growth of exports of 12.3 percent comparing end-of-period 200 - Official

specialty chemicals and financial ser- values).

vices. Domestic demand has provided 1991 1993 1995 1997 1999
additional momentum. Recovery in Source: World Bank.

Hong Kong has been more tenuous. Its Aggregate resource flows
financial and real estate-dominated After dropping by $45 billion in 1998,
economy has been hurt by the mainte- aggregate net resource flows increased
nance of high real interest rates neces- by $6 billion in 1999, reaching $89 Sources of long-term debt, 1999
sary to defend the currency peg, and billion. This level was similar to 1993 $531 billion

entrepot activities were negatively af- but much lower than the 1994-96 av- Multilateral
fected by the slack in Chinese exports erage. The most significant change in / a

in the first half of 1999. A sluggish 1999 occurred in portfolio equity
labor market, dampened real estate flows, which more than doubled to P62rate
prices, and deflation also took their $19 billion. On the other hand, much-
toll on consumer demand. sought-after foreign direct investment

declined from $64.2 billion to $61.5
billion, though it remained consider- Source: World Bank.

External debt indicators ably above the average 1991-96 pre-
Aggregate indebtedness fell for the crisis level. The most significant de-
first time in the 1990s in East Asia and cline in FDI occurred in China. Several
the Pacific last year. While long-term reasons are cited for this, including the Aggregate net resource flows, 1991-99
debt increased from $517 billion to widely anticipated-but never real- Billions of US. dollars

$531 billion, short-term debt contin- ized-currency devaluation at the be- 140
ued its postcrisis decline to $106 bil- ginning of 1999. Somewhat depressed 120
lion-down by only $13 billion in domestic demand, economic problems 100

1999-after peaking at $186 billion in in Hong Kong, and a changing re- 60

1996. Public and publicly guaranteed gional environment may also have 40

debt increased both absolutely and as contributed to lower FDI flows. 20 i

a share of total long-term debt, Though the Philippines and Thailand 1991 1993 1995 1997 1999

whereas the nonguaranteed private also suffered a decrease in FDI in Source: World Bank.
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Composition of private flows 1999, the levels were nonetheless ap- gion, an uptick in gross lending indi-
o Bonds *Loans o FDI r3Portfolioequityflows preciably higher than in 1997. On the cates that conditions are loosening

Billions of U.S. dollars other hand, FDI into Korea increased modestly. Demand considerations have
90 7777= sharply, jumping from $2.8 billion in also significantly influenced the level
70 . 1997 to $5.4 billion in 1998 and to $8 of financial flows. With investment
50 billion in 1999. Privatization and still largely depressed in most of East
30 _ merger-and-acquisition activities have Asia, the demand for funds has been
10t - accelerated in the EA-S countries in modest and local liquidity (including

-10 Average, 1993-95 1999 the aftermath of the crisis. stronger retained earnings) has been
Source: World Bank. Foreign direct investment domi- sufficient to meet demand. And while

nates the composition of net private spreads on secondary markets have de-
flows, representing about 82 percent of clined substantially-a further indica-
the total. There is significant differenti- tion of improved external financing
ation across the region, with China's conditions-domestic interest rates

Net private flows, 1999 large FDI inflow dominating the aggre- have dropped sharply and have re-
China gate breakdown. Moreover, the contin- mained low.

Korea, Rep. of uing decline in net lending external lia- Official development financing,
Malaysia ~ I

Philippines bilities is a persistent sign of the though still substantial, dropped
Thailand aftermath of the crisis. Another signifi- slightly to $15.3 billion in 1999 from
Vietnam cant component of net private flows in $15.6 billion in the previous year, as fi-

0ndonesia 1999 is equity with a 25 percent share, nancing needs of the Asian crisis coun-
-10 0 10 2s 30 40 5l and its absolute level of $19 billion is tries were reduced. Moreover, dis-

Bill ions of U.S. dollars
Source: World Bank. also above the precrisis annual average bursements to Indonesia were delayed

of nearly $13 billion. The strengthen- due to questionable practices regard-
ing of local currencies and the strong ing corporate and banking restructur-
rebound in stock market indices, par- ing. Korea, on the other hand, was
ticularly in mid-1999, has enticed in- able to prepay its reimbursements as

Foreign direct investment flows, 1991-99 vestors back to local markets. This is the economic situation improved dra-
Billions of US. dollars especially true in Korea, where portolio matically.
200 equity flows have jumped from $4.1

All developing countrie billion to $11 billion. Even Indonesia

/50 - has seen a fivefold increase in equity Prospects and risks
/00 Region flows, albeit from a low base. Gross The region should see a consolidation

so -- -- --- Ch bond issuance continues to be de- of the postcrisis recovery, with less of a

0. .- --- pressed, valued at only $13.8 billion perceived acceleration as base-year ef-
1991 1993 1995 1997 1999 compared with a $31 billion average in fects wear off. Following the solid 6.5

Source: World Bank. 1996-97, and the net was a relatively percent registered for 1999, growth

paltry $3.1 billion. for 2000 is forecast to be 6.6 percent.
Other forms of lending, particu- For the five crisis economies, growth

larly bank loans, are still negative on in 2000 is anticipated to be more or
net. In part this is due to the lingering less the same as in 1999, with most of

FDI flows by country, 1999 problems with short-term loans, the the economies accelerating but with a
China _ _ heart of the financial crisis. Many of modest reduction of growth in Korea

Korea, Rep. of the short-term loans were converted to after its roaring comeback of 10 per-
Thai land EliIiI I

Malaysia medium-term (three-year) maturity cent or more last year.
Philippines and thus are scheduled for repayment Exports will continue to be a main

Vietnam through 2001-02 (between 1997 and source of growth, but the contribution
Indonesia 1999, the stock of short-term debt of net exports is likely to be negative

BillionsofUS dollars dropped from $184 billion to $106 as imports rise rapidly due to restock-
billion). Though foreign banks have ing, recovery of consumer demand,

Source: World Bank. been cautious in returning to the re- and import-intensive capital invest-
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ment. Consumer demand showed sig- rate balance sheets. While these have
nificant momentum in the second half been improving steadily, rising interest
of 1999 and is likely to persist through rates, complacency, and a negative ex-
2000. The contribution of expansion- port shock could undermine further
ary fiscal policy will decline as govern- progress and reduce growth prospects.
ments begin to withdraw fiscal stimu- Rising public-sector debt and fiscal sus-
lus. The countries in the region have a tainability also constitute risk factors
tradition of prudent management of for the forecast, particularly in the case
public finances and will desire to re- of Indonesia.
turn to a more neutral position, partic- China is struggling with problems
ularly given the debt overhang of the similar to those that have affected the
financial crisis, which will take several crisis economies, though with a con-
years to absorb. centration in the state-owned sector:

Investment is likely to continue to these include a fragile banking system,
lag in most countries. Overcapacity still overcapacity, weak institutions, and
exists in many sectors (for example, real minimal social safety nets. China is
estate and automobiles), and liquidity is also trying to implement some similar
restrained compared with the precrisis policies, for example the creation of
period. Lagging investment demand asset management companies to off-
will not be uniform across the board, load the bad bank debt. These struc-
however, as investment in high-tech sec- tural weaknesses have had a depress-
tors has been robust in 1999. External ing impact on consumer demand;
risks have been pushed back 6-12 growth has mainly been buttressed by
months as the main export markets are expansionary fiscal policy, and toward
likely to remain robust. Imported infla- the second half of 1999, a surge in ex-
tion could eventually lead to monetary ports. China is likely to see much of
tightening, though it has been kept in the same in 2000 as restructuring pro-
check for the moment. The greatest in- ceeds, reinforced by the decision to
ternal risk to the current forecast is the pursue accession to the WTO and re-
persistent weakness of bank and corpo- duce import barriers. Anticipation of a

East Asia and Pacific forecast summary
(percent per annum)

Baseline forecast

Growth rates/ratios 1989-98 1997 1998 1999 2000 2001 2002

Real GDP growth 7.5 6.6 0.1 6.5 6.6 6.3 6.1
Consumption per capita 5.2 3.0 -4.0 5.2 5.9 5.2 5.4
GDP per capita 6.1 5.4 -1.1 5.3 5.5 5.3 5.1
Population 1.3 1.2 1.1 1.1 1.0 1.0 0.9

Median inflation, 6.3 3.8 8.7 4.5 3.7 3.1 3.8
Gross domestic

investment/GDP 35.0 36.2 31.0 32.6 33.4 34.0 34.2
Budget balance -0.6 -0.3 -2.2 -2.4 -2.6 -2.5 -2.3
Export volumeb 11.9 17.6 7.0 9.8 10.7 9.6 8.9
Current account/GDP -0.5 0.2 5.6 3.2 2.4 1.8 1.8
Memo items
GDP of region, excluding

China 5.7 4.4 -7.6 5.6 5.7 5.4 5.1
GDP of E. Asia Crisis-S
countriesc 5.7 4.5 -7.9 5.8 5.7 5.4 5.1

a. GDP deflator in local currency.
b. Goods and nonfactor services.
c. Indonesia, Republic of Korea, Malaysia, the Philippines, and Thailand.
Sozurce: World Bank Development Prospects Group, February 2000.
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remnimbi devaluation has receded as weakness. Through deflation it has im-
exports have recovered, and China's proved its relative competitive position
competitiveness has improved through in the region, leading to, among other
price deflation, export incentive pro- things, a rise in tourist arrivals and re-
grams, and strengthening of the cur- tail sales. Hong Kong is attempting to
rencies of its trade competitors. diversify its economy, notably by in-

Singapore and Taiwan (China) vesting significant sums in high tech-
will continue to benefit from the nology in an effort to become a major
global boom in electronics, with the regional hub for the booming Internet
former also diversifying into financial services sector While there is little
services and specialty chemicals. Hong doubt that the Hong Kong economy
Kong's economy is more dependent on will benefit from diversification in the
the interest-sensitive real estate and fi- long run, it will face significant compe-
nancial services sector, and will feel the tition from its neighbors-for example
impact of the rise in international in- Malaysia and Singapore-as the Asian
terest rates. Nonetheless, it is poised to economies continue their decades-long
recover from the last two years of march up the technological ladder.
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Europe and Central Asia

Recent developments volume growth in the region was de- GNP per capita, 1997: $2,200R EAL GDP IN EUROPE AND CEN- pressed by the collapse in Russian im-
tral Asia increased by 1 percent ports, especially in the CIS countries.
in 1999, compared with a con- The immediate fallout of the crisis GDP growth rates, 1970-98

traction of 0.2 percent in 1998. This was a shutoff in access to new capital Annualpercentagechange

modest turnaround in growth reflects flows pending debt negotiations. Rus-
markedly divergent trends across the sia began another round of debt re- 10 Eastern Europe

region. The predominantly hydrocar- structuring negotiations in 1999 with -I -

bon-rich Commonwealth of Indepen- both commercial and public creditors,
dent States (CIS) benefited from a after imposing a moratorium on a large 5 Europeand V/

* 10 Cnta Asia:/ 
sharp rise in the price of oil. This com- portion of its external debt liabilities in X5 j".j CIS
bined with a strong impetus toward August 1998. Russia also concluded an Xb

import substitution-particularly in agreement with the Paris Club in Au-
Russia-spurred by large exchange gust 1999 to restructure $8 billion in
rate devaluation. The result was an es- Soviet-era debt with official creditors.
timated 2.3 percent expansion of GDP This agreement represents half of all
in 1999, compared with a 2.7 percent debt ($16 billion) rescheduled with the
decline in 1998. Paris Club in 1999. In February 2000,

In the Central and Eastern Euro- after protracted negotiations, Russia Industrial production, 1997-99

pean countries, by contrast, output reached a deal with the London Club to Percentyear-on-year

slowed on average to 1.5 percent in write off 36.5 percent of $32 billion in 20

1999 from 2.1 percent in 1998. Hun- Soviet-era commercial debt claims and ,- - A-%" < Russian Federation/

gary and Poland both had expansions to restructure the remainder (some $20 5v" f ,OCPoland ,
of close to 4 percent in 1999, down billion) into 30-year Eurobonds with a 0-

from near 5 percent growth in 1998. seven-year grace period. With these im- s Czech Republic\ -rrey

They experienced a vacuum in de- portant agreements, and given a very -10 \~ Hungary ;

mand to the east (from Russia and large current account surplus, Russia -15

Ukraine, in particular), although they should be able more easily to service its 'c z 
were cushioned by a reorientation of external debt in the short term. How- -f ''
trade links toward Western Europe ever, continuing capital flight, a diffi- Note: Calculated as a three-month moving average.

Sources: Datastream; Goskomstat (various issues ofand by strong domestic demand. cult fiscal situation, and reliance on Russian Economic Trends).

Growth also slowed in other Central volatile oil prices for hard currency
European countries (for example, Bul- earnings weaken the country's financial
garia) with continued output declines profile. Russia thus remains vulnerable
in Romania of 4.5 percent; this was to shocks, particularly to a significant
partially offset by more moderate con- reversal in the price of oil. Russian imports and partner exports,
tractions in the Czech Republic and Elsewhere in the region, Ukraine 1998-99
Croatia compared with 1998. pursued debt restructuring talks in Percentyear-on-year

As a further constraint to growth 1999 and achieved agreement on con- 300

in the broader ECA region, national verting short-term private external debt 20 europ anexports
output contracted in Turkey by almost ($160 million). In February 2000, 0 . expors

4 percent. This reflected not only the Ukraine launched an exchange offer 1

impact of the massive decline in exter- equivalent to about $2.5 billion, aimed 20 Other CIS expot

nal demand from the CIS (Turkey's at converting existing private debt in- -4o
fastest growing export market in re- struments into seven-year bonds. Re- -50 Russian imports

cent years), but also the effects of the structuring with official creditors, in- Al ,% ,a , ,
devastating August 1999 earthquake. cluding Turkey and Turkmenistan, is
Despite a reorientation of exports to also being planned. A number of other

l1rY T I T{. - * I I * ~~~~~~~~~~~~~~~~~~~~~~~Sources: IME, Intemnational Financiai Statistics;
Western European markets, export CIS countries, including Georgia, the World Bank (1999 estimates).

201



G LO B AL DE V EL O PM ENT F IN A N C E

Long-term external debt outstanding, Kyrgyz Republic, Moldova, and possi- Aggregate resource flows
1991-99 bly Turkmenistan (as a large soft-cur- Trends in resource flows were widely
Billions of US. dollars rency creditor to neighboring countries divergent, reflecting the differential
450
400 for gas exports), are experiencing some impact of the Russian crisis. Aggre-
350 Regioral total /, debt-servicing difficulties. gate net resource flows to Europe and
300
250 P _ . Central Asia declined markedly to
200Prvt
150 / Privat E $45 billion in 1999 from $58 billion
1_00 -- _C__-_-----_ External debt indicators in 1998. This mirrored a $15 billion
50 The majority of the economies in Eu- drop in net private capital flows, to
0.

g $ ip rope and Central Asia are classified by $38 billion. Despite the sharp con-
the World Bank as less indebted. The traction, the share of private capital

Source:WorldBankDebtorReportingSystem. exceptions are Bosnia and Herzegov- flows in the total decreased only

ina and Bulgaria, which are classified moderately to 84 percent in 1999,
as severely indebted, and Georgia, from 91 percent in 1998. The dra-
FYR Macedonia, the Slovak Republic, matic decline in total private capital

Sources of long-term debt, 1999 Hungary, and Turkey, which are classi- flows to the region is mainly the re-
$3B3 billion fied as moderately indebted. sult of the collapse in private flows to

9MuIteraI The ECA region's long-term exter- Russia in the wake of the August

nal debt rose to $383 billion in 1999, 1998 liquidity crisis, (which caused
.rivate compared with $374 billion in 1998. net private flows to the country to de-
r6v3%te l Between 1998 and 1999, debt to pri- cline to $1.9 billion in 1999 from

vate creditors increased slightly (by $4 $19.3 billion in 1998). Hungary also
billion to $154 billion), as did private experienced a slight decline in private
nonguaranteed debt (by $5 billion to resource flows, to $2.1 billion in

Source: World Bank. $86 billion). Offsetting these increases, 1999 from $4.7 billion in 1998, as its
both debt to official creditors and privatization program began to wind
short-term debt declined slightly. down. In contrast, Turkey experi-

Debt indicators deteriorated enced a doubling in net private in-
Debt indicators, 1994 and 1999 markedly during 1998, reflecting both flows to $3.3 billion from $1.6 billion
Percent a substantial increase in debt and gen- over the same period, largely due to a

10Debt-to-eporatio erally poor export and growth perfor- positive $1.3 billion turnaround in

120 im { mance. But indicators improved mod- private debt flows in 1999.
100 erately in 1999, reflecting the slight The relative composition of pri-

60 - increase in the region's total debt vate flows shifted to foreign direct in-
40 - Debt-serviceratio stock and higher regional output- vestment and away from debt as the
20 . though export receipts remained es- latter collapsed. Net private long-term

1994 1999 sentially unchanged for the year. debt flows to the region fell to $11.3
Source: World Bank. Hence, the largest improvement in billion from $26 billion in 1998. This

debt indicators for the region is the fall reflected declines in both net com-
total debt-to-GNP ratio, which de- mercial bank lending (to $3.4 billion
creased to 42 percent in 1999 from 49 in 1999 from $12.6 billion in 1998)

Aggregate net resource flows, 1994-99 percent in 1998. The average ratio of and net bond issues (to $7.8 billion in
Billions of US. dollars total debt to exports remained un- 1999 from $14.3 billion in 1998). Sov-
70 changed at about 134 percent in 1999 ereign bond issues comprised the ma-
60 In contrast, the ratio of interest pay- jority of issuance in the region. Turkey

40 ments to exports increased sharply to dominated with $5 billion in issues,
30 'iii'; 7 percent in 1999, up from 5 percent followed by Hungary with $2.3 bil-
20 in 1998. This was due to a rapid (28 lion. Poland and the Czech Republic
ol. Off icia l percent) increase in payments, primar- led the region's smaller market for pri-
1994 1995 1996 1997 1998 1999 ily in service of private nonguaranteed vate bond issues in 1999, selling $1.1

Source: World Bank. debt. and $0.9 billion, respectively.
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At $2.8 billion, net portfolio eq- tries is expected to rise by some 3.4 per- Composition of private flows,
uity flows to Europe and Central Asia cent in 2000 (and to about 4-4.5 per- 1994 and 1999
were flat in 1999. Such flows peaked cent in 2001-02), spurred by stronger 1994 $10.9billion 1999$38.1billion

in 1996 at $8.3 billion, after which external demand in Western Europe. Epoquit,y°6 Equity7\o

they declined by almost half each year Growth in the CIS countries, on the %
to 1998. Among the region's largest re- other hand, is expected to slacken to FDI (l 1
cipients, Poland had net portfolio eq- 1.3 percent in 2000 (before recovering K ... FD/ 
uity inflows that decreased to $0.4 bil- later), as the import substitution impe-
lion in 1999 from $1.0 billion during tus to growth and remarkable oil wind- Bonds13% -' Bonds 21 

the previous year, while Turkey's fell to falls ease. Output in Turkey is expected Source: World Bank.

$0.8 billion from $0.9 billion. More to recover fairly rapidly, reflecting the
broadly, equity prices in ECA began to growth impact of reconstruction in the
rebound amid signs of recovery from wake of the 1999 earthquake, a major
the spillover effects of Russia's finan- public sector and structural reform pro-
cial crisis in 1998. gram (under the December 1999 IMF Net private flows, 1999

Despite difficulties in the region, $4 billion Fund standby facility), and Poland

foreign direct investment inflows in improving external conditions.
1999 ($24 billion) were essentially un- Private capital inflows to the re- Turkey

changed from 1998's record high per- gion are expected to increase moder- Hungary

formance. FDI inflows in most coun- ately in 2000 and over the medium Russian
Federation ___________________tries of Central Europe are strong term. They are largely driven by priva- 0 2 4 6 8 10 12

relative to other emerging market tization programs, either ongoing (as Billions of US. dollars

economies, and are linked in large in Poland) or newly revitalized (as in Source:World Bank.

measure to the privatization process Turkey), as well as by continued
being pursued in the region. In particu- progress in structural reforms. The
lar, FDI has received substantial impe- EU's Helsinki Agreement at the end of
tus from the EU accession process, 1999 to invite six more Central and
with strong inflows originating pri- Eastern European countries to apply Foreign direct investment flows, 1994-99
marily from Western Europe. Reflect- for membership is expected to provide Billions of US. dollars

ing a continuation of their privatiza- additional impetus for increased in- 200 All developing countries

tion programs, Poland and the Czech flows. The new invitees (Bulgaria, 160 

Republic received the largest net FDI Latvia, Lithuania, Romania, the Slo- 120

inflows in 1999-$7 billion and $4 vak Republic, and Turkey) are ex- 8

billion, respectively, up from $6.4 bil- pected to benefit from improved in-
lion and $2.6 billion in 1998. FDI in- vestor confidence, as have the original 40 Region_----________

flows to Hungary and Romania in five EU applicants (Czech Republic, 0<
1999 decreased to $1.5 billion and Estonia, Hungary, Poland, and Slove-
$1.3 billion, respectively, down from nia)-although accession is not antici- Source: World Bank Debtor Reporting System.
$1.9 billion and $2 billion in 1998, as pated for some years. While foreign
their privatization programs slowed. capital inflows represent important
Asia experienced virtually flat net FDI sources of financing, technology trans-
inflows in 1999 of $24 billion, after fer, and skills (with FDI), they also
peaking at $24.3 billion in 1998. pose important macroeconomic chal- FDI flows by country, 1999

lenges. For example, in the run-up to Poland

EU accession, applicant countries in- Russian

Prospects and risks creasingly will have to balance the de- Federation

Regional GDP is expected to post a re- mands of exchange rate stability tied Hungary

covery to 2.5 percent in 2000 and to the European Monetary Union with Turkey

strengthen thereafter to about 3.5 per- the need for exchange rate flexibility 0 1 2 3 4 E 6 7 8
cent a year in 2001-02. Output in the to manage capital inflows. Maintain- Billions of U.S. dollars

Central and Eastern European coun- ing effective investment is also an at- Source: World Bank.
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tendant risk, given the remarkably mainly to future evolution of oil
rapid and substantial accumulation of prices. Downside risks in the Central
FDI capital stock over the last decade and Eastern European countries center
in a number of Central and Eastern on their ability to maintain reform mo-
European countries. mentum, particularly in the areas of

The potential for stronger-than- banking and corporate sector reform.
expected growth stems primarily from Additionally, given that FDI inflows to
improving policy formulation and the the region originate primarily from EU
pursuit of a more aggressive reform countries, slower Western European
agenda in the CIS, especially in Russia. growth would translate into less ro-
While the CIS countries witnessed a bust output in the Central and Eastern
significant easing of political tensions European countries, but also result in
at the end of 1999, significant policy lower FDI flows. Slippage on govern-
uncertainty remains, as reflected in ment budget consolidation and public
this forecast. Downside risks for the sector reform in Turkey also represents
CIS hydrocarbon exporters are tied a downside risk to the forecast.

Europe and Central Asia forecast summary
(percent per annum)

Baseline forecast

Growth rates/ratios 1989-98 1997 1998 1999 2000 2001 2002

Real GDP growth -3.5 2.7 -0.2 1.0 2.5 3.4 3.6
Consumption per capita -2.1 3.4 1.0 1.8 2.3 3.1 3.1

GDP per capita -3.8 2.6 -0.4 1.7 3.3 3.2 3.4
Population 0.3 0.1 0.1 -0.7 -0.7 0.1 0.2

Median inflationa 37.0 16.3 12.3 9.5 9.8 10.7 10.8

Gross domestic
investment/GDP 27.2 24.4 22.9 22.3 22.6 22.9 23.1

Budget balance -7.3 -5.4 -5.3 -4.4 -3.1 -2.4 -1.3

Export volumeb 0.5 11.5 6.1 -1.2 7.3 7.6 7.2
Current account/GDP 0.7 -0.5 -1.1 -0.2 -0.1 -0.5 -0.7
Memo itenis
GDP of middle-income

Western Europe 4.2 7.5 2.9 -4.1 4.8 5.2 5.0
GDP of Eastern Europe -0.8 2.6 2.1 1.5 3.4 4.1 4.4

GDP of CIS states -6.3 1.4 -2.7 2.3 1.3 2.3 2.6

a. GDP deflator in local currency.
b. Goods and nonfactor services.
Source: World Bank Development Prospects Group, February 2000.
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Latin America
and the Caribbean
Recent developments devaluation in January, together with GNP per capita, 1997: $3,860O VERALL OUTPUT IN THE RE- good macroeconomic management-

gion was stagnant in 1999 for which kept inflation under control
the first time since 1990, with and allowed for a gradually more ac-

11 countries experiencing negative per commodative monetary policy-al- GDP growth for Latin America, 1996-99

capita growth. This outturn, however, lowed GDP to grow by an estimated Percentyear-on-year

was 0.6 percent higher than expected, 0.8 percent. 10 -X Chile

reflecting an improvement in the Per capita growth in the Central x
prices of the region's export commodi- American economies rose marginally. -. . -. Mexico. 

ties (except for grains) together with Falling prices for bananas, coffee, and Brazil \ -.'.

stronger growth in their export mar- sugar reduced incomes, while El Sal- °
kets in the latter part of the year. By vador and Honduras have yet to re- Argentina '

the fourth quarter of 1999, the recov- cover fully from the devastation caused 5 , ^

ery was well underway for many by hurricanes in 1998. Despite the large ^ S '

countries, reflecting the completion of number of countries in the region that r & & 0 0 & &
the inventory cycle and setting the experienced weak or negative growth Source: Datastream.

stage for stronger growth in 2000. in 1999, some countries with a more
However, the sharp decline in private diversified export base registered out-
loans in 1999 caused the region's im- put growth of more than 4 percent. For
ports to drop for the first time since example, GDP in Costa Rica grew by
the 1980s debt crisis, the current ac- more than 8 percent on the strength of Industrial production, 1997-99

count deficit to narrow by some $30 rapid exports in electronics (from the Percent year-on-year

billion, and reserves to decline for the newly installed Intel plant). The Do- D 1 ,
second year in succession. minican Republic grew by more than 6 10 -eo

The sharp deceleration in the re- percent, reflecting the strong perfor- .. ....
gion's output growth is explained in mance of manufactured goods exports ° - "\ Brazil ' ,'

large part by external shocks, but au- and tourism. Mexico grew nearly 4 -5 - Chile

tonomous shocks in domestic policies percent as a booming U.S. market -10
account for 20 to 40 percent of the boosted export growth and rising oil -15 ,A ,g ina-/

slowdown in some countries (most no- prices produced a terms-of-trade gain IC , ' ' ' 

tably Ecuador, Colombia, and the Re- worth nearly 1.9 percent of GDP. , i - @ , c

publica Bolivariana de Venezuela, and Strong growth in export markets Note: Calculated asa three-month moving average.

to a lesser extent Argentina and (Asia for Chile and Peru, the United uce:Daeam.

Chile). Commodity-dependent States for Mexico and others) was
economies experienced the deepest re- partly offset by weak intraregional
cessions, with output falling by more trade, which accounts for 20 percent
than 5 percent in Colombia, Ecuador, of total trade. This kept the region's
and the Republica Bolivariana de export volume growth at near 6 per- Exportgrowth, 1997-99

Venezuela, while Chile registered neg- cent, about the same as in 1998. Ex- P3ercent0yar-n-year

ative growth for the first time in 15 change rates in 1999 depreciated in Mexico

years. Argentina had its second major real terms relative to precrisis levels 2 .

recession in four years, due in large by more than 15 percent in Brazil, 10 ." Ci i

part to the collapse of Brazilian im- Colombia, and Ecuador, and by 5-10 0 Brazil;

ports as well as low grain prices and percent in Chile and Peru. This im- -10 N r

high real interest rates-a result of di- proving competitiveness did little for 'etn
minished investor confidence at the export volumes in 1999, but the stage .20 

height of the Brazilian devaluation. was set for a strong acceleration s q, '-

Brazil, on the other hand, had a rela- starting in the second half of 1999 , ? 0 ' , c
tively short-lived recession. The effects and continuing into 2000. Rising Note: Calculated as a three-month moving average

in current U.S. dollars.
of import substitution induced by the prices for oil and metals improved ex- Source: Datastresm.
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Merchandise trade growth, 1997-99 port revenues. After falling in the first debt to exports fell from 211 percent

Billions of Percent half by 0.5 percent (by 12 percent ex- in 1998 to about 195 percent, but still
U.S. dollars year-on-year

4 Importgrowth(rightaxis) Y n30 cluding Mexico), by the fourth quar- remains above 1997 levels. Last year
3 / Export growth 20 ter export receipts were rising year- was close to a peak for amortization

1 _s >_ r\~ 10 over-year at double-digit rates in the payments coming due, and despite ris-

°11 | || 0 ll o larger economies. The decline in pri- ing export receipts, debt service as a

-2 1. 0 I82|| 0 ||0LI 1 -10 vate debt flows to the region con- share of exports rose to more than 35

-3 ] 4\-20 tributed to a 4 percent fall in imports percent, the highest level for the
-41 Monthly trade balance 30 in dollars percent e 19

, , ffp fip S expressed or (13 pretex- 1 7S.

e S s e' ? > cluding Mexico). The monthlv trade Guyana received debt relief under

,~' ,3~' , ok ~ odeficit fell from more than $2 billion the Lyon terms (80 percent reduction

in 1998 to less than $0.5 billion in in net present value, or NPV). Bolivia
Note: Import and export growth calculated as a
three-month moving average in current U.S. dollars. 1999. This resulted in a contraction was declared eligible for enhanced
Source: Datastream.

of the overall current account deficit debt relief in early 2000, following re-

by some $30 billion, one-third of lief received in 1998 under the original
which was attributed to Brazil. In re- HIPC framework. Honduras received

Long-term external debt outstanding,
1991-99 e lation to GDP, the adjustment of the relief on Naples terms (67 percent

Billions of U.S. dollars current account was 1.3 percentage NPV reductions), amounting to $400
700 points for the region as a whole, million. The collapse in the price of

600 Regionaltotal while it exceeded 4 percentage points debt on secondary markets led a num-

500 . for Chile, Colombia, Ecuador, and ber of countries to retire debt through
400 - Private ..- the Republica Bolivariana de discounted swaps and open market
300

300- -..... 9.Official Venezuela. debt buybacks. Argentina, Brazil,
200 - Mexico, and Uruguay retired almost
10 . $6 billion of Brady bonds through

1991 1994 1997 1999 External debt indicators these measures, and Guyana bought

Source: World Bank. Total external debt rose only slightly in back $55.9 million of commercial debt

1999 and there was a drop in short- at about 9 cents to the dollar in an
term debt, most of which occurred in arrangement supported by the Debt

Sources of long-term debt, 1999 Brazil. Though debt due to private Reduction Facility.

$649 billion creditors fell by about $2.7 billion, this
Multilateral was offset by a rise in debt from offi-

14% cial sources, reflecting increased sup- Aggregate resource flows
port by multilateral institutions. The Net resource flows to the region fell to

Private decline in private-source debt was con- an estimated $107 billion in 1999, the
731% centrated in commercial bank debt lowest level since 1996. This was due

owed by the private sector in Brazil, primarily to a sharp fall in net lending
partly explained by the diminished from private creditors-from $56 bil-

Source: World Bank. trade flows within Mercosur and the lion in 1998 to $5 billion in 1999. The

financing that goes with it. Outstand- fall in net private flows also reflects a

ing bonds owed by the private sector marked shift in the composition of pri-

Debt indicators, 1994 and 1999 in Argentina and Mexico also de- vate flows in comparison with the

Percent clined. mid-i990s. Foreign direct investment

250 Debt toex ort ratio Debt indicators worsened some- has become the principal source of pri-
200 ~~~~~~~what as aggregate dollar-based GNP vate finance, while the importance of

150-| S | § | J X declined due to depreciating currencies portfolio equity flows has declined in

100 Debt-service and weak growth. The ratio of the re- recent years. Financing through bonds
rat c | 15 | g D!gEgion's external debt to GNP rose to fell by more than half in 1999 and ac-

0 e S a | | S g X 1 46.2 percent, the highest level for the counted for a much smaller share of
1994 1999 decade and second only to Sub-Saha- total private financing than in the

Source: World Bank. ran Africa. However, the ratio of total years before 1997.
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Commercial banks drastically re- forces for the large increase, a pattern Composition of private flows
duced their exposure in the region with similar to what happened in the Asian I Bonds U Loans o3PFDI Portfolio equity flows
a net outflow of $4 billion-the first crisis countries in 1998-99. Fiscal dif- Billions of US. dollars

outflow since the 1980s. This reverses ficulties in Argentina and Brazil 120

the trend of rising inflows that was evi- spurred another round of privatiza- 80_

dent between 1995 and 1998, when tion, while the economic downturn in 60

the demand from domestic banks and the region produced opportunities for 40

corporations in the South American foreign investors to increase their 20_ _ _ _-

countries (especially in Brazil) fell in stake in the region. Spanish banks and -20

light of weak aggregate demand and a corporations have been particularly Average, 1993-95 1999

collapse in intraregional trade. This de- aggressive in merger-and-acquisition Source: World Bank.

velopment in 1999 was unlike the one activities throughout the region in
that occurred during the Mexican peso 1999-for example, purchasing YPF
crisis of 1995, when commercial banks of Argentina for about $17 billion, ac-
increased lending to the region as trade quiring controlling interest in the Net private flows, 1999
growth generally remained robust (ex- Chilean electric company Enersis, and A l l,
cluding Mexico, import volumes grew buying Banco Santiago of Chile. How- ArgentnaI

17 percent in 1995 compared with -10 ever, the large increase in FDI inflows Mexico

percent in 1999). was accompanied by a rise in FDI out- Chile

Bond financing also dropped, but flows from countries in the region as Brazil

remained positive at $9.6 billion in mergers and acquisitions were not re- Peru

1999 compared with $17.6 billion in stricted to corporations outside the re- 0 5 10 15 20 25 30 35

1998. Sovereign bonds held up reason- gion. Chile, for example, had $9 bil- Billions of US. dollars

ably well given the deterioration in for- lion FDI abroad in 1999 compared Source: World Bank.

eign investor confidence at the height of with $4.6 billion in 1998.
the Brazilian devaluation. They aver- Net portfolio equity flows to the
aged about the same as the 1998 level, region rose to $3.6 billion in 1999
though a slight rise in amortization led (from about $1.7 billion in 1998), but Foreign direct investment flows, 1993-99
to a decline on a net basis. However, in- remained well below the average of Billions of US. dollars

vestors were unwilling to lend without $11 billion in 1994-97. Most of the in- 200
, ,. , , ....................... , , ., ., ~~~~~~~~~~~~~~~~~~All developing countries /public guarantees, and the rising trend crease was due to Brazil, which to- 160

of private nonguaranteed lending was gether with Mexico accounted for $3 /
reversed sharply in 1999. Most of the billion, as booming stock markets re-
decline in private debt financing oc- duced the incentive for corporations to 80 Region .... ..

curred in the second half of the year as seek external financing. Net official de- 40 - - -- -- Brazil , - --

creditors, worried about Y2K disrup- velopment finance was $9.3 billion, --
tions, reduced their exposure to emerg- down only moderately from the 1998 1993 1994 1995 1996 1997 1998 1999

ing markets in general. level of $10.1 billion as official credi- Source: World Bank.

FDI inflows, in contrast to the de- tors continued to extend assistance to
cline in private debt financing, surged countries in the wake of slowing pri-
in 1999 to a record $89 billion, dou- vate debt-related flows. Net flows
ble the 1996 level. Latin America now from multilateral institutions were Aggregate net resource flows, 1991-99
accounts for almost half of all FDI to large to Argentina, Brazil, Colombia, Billions of U.S. dollars

developing countries, up from 40 per- and Peru (amounting to more than $7 140 __

cent in 1997. Brazil, Argentina, Mex- billion), but negative for Mexico. 120

ico, and Chile are now the second 80_______
through fifth largest recipients among 60

low- and middle-income countries. Prospects and risks 40 - 0- r

Privatization and cross-border merg- Prospects for growth in Latin America 20 v

ers and acquisitions (rather than have improved relative to the forecasts 1991 1993 1995 1997 1999

greenfield ventures) were the driving in Global Economic Prospects 2000. Source: World Bank.
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FDI flows by country, 1999 GDP is now expected to rise by 3.6 tors would suggest that monetary pol-

Brazil RI0eopl&8aswlast u _jI <percent in 2000 compared with the icy is likely to be less accommodative

BrazilH I ~~~~earlier projection of 2.7 percent. this year than it was in 1999. More-
Argentina -8 Z Strong industrial production activity at over, fiscal positions are expected to be

Mexico the end of 1999 in conjunction with tight in Argentina and Colombia, with

Chile faster growth of world trade is likely little scope for easing in Brazil, as it is

Peru to act as the prime underpinning for likely these countries will take advan-
( k 5 - 1 2 2 ' 0 35-4 recovery. However, the baseline as- tage of the stronger external environ-

Billions ofU.S. dollars sumes a number of factors that will ment to address fiscal imbalances and

Source: World Bank. tend to offset the strong acceleration in high levels of domestic debt.
growth tied to booming world trade Nonetheless, the improvement in

and thus restrain recovery to moderate world trade and the likely increase in

proportions. private capital flows to the region in

First, the expected rise in LIBOR 2000 are expected to support faster

(normally a benchmark for dollar debt) growth of output than earlier ex-

by 100 basis points above the 1999 av- pected. Risks may well be on the up-

erage will tend to increase the cost of side of the current projections. Sover-

debt servicing and of new borrowing, eign bond issues and swaps by

unless offset by a reduction in risk per- Argentina, Brazil, Colombia, and

ceptions through lower spreads. Sec- Mexico have been large and well re-

ond, net oil-importing countries of the ceived in January and February 2000.

region will be facing a deterioration in Spreads have also declined during this

terms of trade. This will potentially period, indicating a gradual return of

widen trade deficits and lead to higher investor confidence. A significant
imported inflation. Third, food prices proportion of private capital is likely

are likely to recover after large declines to be directed to replenishment of re-

in 1998-99 (a contributing factor to serves, which need to be raised by

the relatively low inflation rates in about $14 billion in 2000 to bring
Brazil), putting additional upward them in line with 1997 levels. The re-

pressure on inflation rates. These fac- gion's GDP growth in 2001 is pro-

Latin America and the Caribbean forecast summary
(percent per annum)

Baseline forecast

Growth rates/ratios 1989-98 1997 1998 1999 2000 2001 2002

Real GDP growth 2.9 5.4 2.1 0.0 3.6 3.8 4.4

Consumption per capita 1.6 4.0 1.5 -3.2 1.1 1.5 2.3

GDP per capita 1.1 3.7 0.5 -1.6 2.0 2.3 2.9

Population 1.8 1.7 1.6 1.6 1.6 1.5 1.4

Median inflationa 16.5 8.5 7.9 7.4 7.0 6.6 5.9

Gross domestic
investment/GDP 22.1 24.2 24.0 22.9 23.8 24.4 24.7

Buidget balance -2.8 -1.8 -3.7 -2.8 -1.6 -1.2 -1.4

Export volumeb 8.0 8.9 5.6 5.6 9.0 7.2 6.8

Current account/GDP -2.4 -3.3 -4.5 -3.2 -3.2 -3.5 -3.5

Memo items
GDP of region,

excluding Brazil 3.5 6.4 3.2 -0.4 3.7 3.8 4.4

GDP of region,
excluding Mexico 2.8 5.0 1.5 -0.9 3.3 3.9 4.3

a. GDP deflator in local curr-ency.
b. Goods and nonfactor services.
Source: World Bank Development Prospects Group, February 2000.
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jected at a conservative 3.8 percent, Tobago, due to reforms. It will be
largely reflecting the anticipated weaker in Guyana and Jamaica, owing
slackening of demand in the United to high debt and a lack of consensus
States together with high interna- on needed reforms. Countries in the
tional interest rates. In 2002, growth Eastern Caribbean that export mostly
is expected to accelerate to near 4.5 bananas (Dominica, for example) are
percent as countries progressively likely to experience weak growth in
overcome factors that have acted to 2000-02. They face both low prices
restrain past growth, namely high for bananas (the price in 2002 is fore-
debt and low saving rates. cast to barely reach 1998 levels) and

Per capita income growth over the poor prospects for volumes as prefer-
projection horizon is likely to remain ential access into Europe is weakened.
diverse among the Caribbean The speed at which structural adjust-
economies. Growth will be fastest in ment takes place in these economies
tourism-dependent countries in the will determine how quickly they can
Eastern Caribbean, as well as in the return to a higher growth path over
Dominican Republic and Trinidad and the long term.
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~-'<'~ ~ Middle East and North Africa

GNP per capita, 1997: $2,030

Recent developments advanced by 2.9 percent in 1999.T tHE DRAMATIC RISE IN OIL Other countries in the group (the Arab
prices in the second half of Republic of Egypt, Tunisia) main-

> . 1999 led to an improvement in tained GDP growth in the range of
Annual gerowntagchratges 1 7the short-term fiscal positions and cur- 5-6 percent, based on the beginnings
15 rent account balances in the Middle of recovery in traditional export mar-

10,, A * East and North Africa region. GDP kets and improved growth in tourism
10 / \ I I n Middle East and for the region grew at 2.2 percent, 0.3 and worker remittances.

5 V V | A |A North Afica percentage points faster than projected Major policy changes are required
0 in Global Economic Prospects 2000. to allow the region to gain from the
-5 V V The swift reversal in the terms of trade benefits of greater integration with the

-10 for oil-exporting countries was equiv- global economy. The state still plays a
1970 1980 1990 2000 alent to more than 5 percent of their large role in the economy, and trade

Source: World Bank. GDP. Since oil exporters account for protection is high. Policy reforms have
75 percent of the region's merchandise begun in several areas. Fiscal reforms
exports, export volume growth re- are underway in several countries to
mained low, falling from 3.6 percent widen the tax base and reduce subsi-
in 1998 to 2.5 percent in 1999 as the dies for utilities, oil, and public ser-
restrictions placed on output by OPEC vices. In the oil exporters, the baseline
and strict adherence to the quotas assumes (reflecting current trends)
lifted oil prices above $23 a barrel by that most governments will not use

Export volume growth rates, 1970-2000 year-end. The export slowdown was higher revenues to subsidize consump-
Annual percentage change generally less pronounced for the tion or implement large publicly
20 more diversified economies of the re- funded projects, as they did during

Middle East and
O/10 IA\ North Africa gion. The region's current account im- previous terms-of-trade booms. Fiscal

V /\ A proved markedly with a turnaround prudence is still required to pay off
o \4 \/\ 1 from a deficit of $8 billion in 1998 to debt accumulated during the trough in

-10o l ta surplus of more than $20 billion in oil prices. There is also now a focus on
1999, reflecting the huge terms-of- decreasing the role of the state in the

-20 trade gain. The cap on export volumes market and providing better incentives
1970 1980 1990 2000 in the oil-exporting countries (Saudi and institutional requirements for pri-

Source: World Bank. Arabia, Bahrain, Oman, the Islamic vate investment. For example, many

Republic of Iran, Iraq, Algeria, and countries are privatizing state-owned
the Republic of Yemen), together with enterprises in telecommunications, air-
continued fiscal prudence in these lines, tourism, and industries such as
countries, which had borrowed heav- petrochemicals, cement, textiles, and
ily during the period of low oil prices, utilities. Privatization is being used as
limited GDP growth to 1.5 percent in a vehicle to deepen capital markets
1999. The high-absorption oil ex- and encourage foreign direct invest-

World crudeioil stockchang9es porters (Algeria, the Islamic Republic ment, and is being used with some

US. dollars per barrel Millions of barrels per day of Iran) fared better, with 2.7 percent success in the diversified exporters.
20- 1.5 growth; but a drought in the Islamic Additionally, some countries are abol-
1- 1.0 Republic of Iran has caused declines in ishing barriers to external trade as a

8 0.5 agricultural incomes, forcing higher result of agreements with the Euro-

o -ll g 0 0 l j U o0 food imports and increasing inflation- pean Union, bilateral trade and invest-

-8 S 1997 198-0.5 ary pressures. Drought has also af- ment agreements, and agreement to
-1 (righaxis -1.0 fected countries in the group of diver- conditions for accession to the World

-20- -1.5 sified economies (Morocco, the Syrian Trade Organization. Many of these
Sources: International Energy Association; World Bank. Arab Republic, Jordan), where GDP policies are being implemented in a
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gradual manner, reflecting political Net private debt flows rose Long-term external debt outstanding,

and other concerns about transitional sharply in 1999, from $3 billion in 1991-99
effects in the presence of high rates of 1998 to $8 billion. The largest share Billions of US. dollars

unemployment. of thcse flows was from private com- 180 Regional total

mercial loans, rising by more than $6 140 . -Ecal

billion to a record $8 billion. Much of 120 .a

External debt indicators this borrowing was done by oil-ex- 100
80Prvt

Financing requirements in the region porting countries that suffered signifi- 60 Prvate

remained quite high in 1999. The cant shortfalls in export and fiscal 40 - ----

Asian crisis initially caused oil prices revenues and utilized commercial 20 1991 1992 1993 1994 1995 199681997 1998 1999

to decline; as a consequence, long-term bank borrowing to smooth consump- Source: World Bank.

debt rose 9.2 percent in 1998 to tion. Their access to financial markets
$164.1 billion and a further 3 percent was not greatly affected due to exten-
in 1999, to $169.5 billion. The recov- sive foreign reserves, external portfo-
ery in oil prices did not begin until the lios, and oil wealth. Lebanon domi- Sources of long-term debt, 1999
middle of the year. Much of the debt nated bond flows to the region, $169 billion

increase consisted of private debt, both accounting for more than 75 percent ir

publicly guaranteed and nonguaran- of bond issues in 1999. Bond flows i 14%

teed, which rose from $54.4 billion in rose to more than $2 billion in 1999,
1998 to $61.5 billion in 1999. Official up from $1.3 billion in 1998.
debt fell from $110 billion to $108 bil- Nondebt private flows recovered Bral/

lion in 1999, the same level as 1997. from the decline in 1998, rising from
Debt indicators were mixed in $6 billion to $9 billion. FDI to the re-

1999. The rise in oil prices came too gion rose by more than $3 billion. Source: World Bank.

late to have a positive impact on the Saudi Arabia, Egypt, and Tunisia ac-
debt-to-GNP ratio, which rose sharply counted for the largest inflows of FDI,
to 44.2 percent from 36.1 percent in amounting to $5 billion, $1.6 billion,
1998. However, the oil price rise had and $0.5 billion, respectively. The in- Debt indicators, 1998 and 1999
a rather dramatic impact on the value creased FDI inflows in the oil ex- Percent

of exports, and external debt as a porters resulted from further invest- 140 Debt-to-export ratio

share of exports of goods and services ment in the hydrocarbons sector. But 120 ... .
fell to 111 percent from 129 percent an increasing amount is taken up by 80

in 1998, when it rose sharply due to the privatization of state-owned enter- 60-

the lower oil receipts during the East prises in several countries, particularly 40 Debt-servicertio

Asian crisis. among the diversified exporters. Port-
folio flows to the region remain negli- 1998 1999

gible, and fell from $0.9 billion in Source: World Bank.

Aggregate resource flows 1998 to $0.6 billion in 1999. This is
Net resource flows to the Middle East consistent with the lackluster perfor-
and North Africa nearly doubled in mance of stock markets in Egypt and
1999 to an estimated $20 billion. The Morocco in 1999 and the large falls in Aggregate net resource flows, 1993-99

figure is impressive when compared stock market indices in several Gulf Billions of U.S. dollars

with net resource flows of only $3 bil- countries. 25

lion in 1995 and an average for Official development finance 20

1990-97 of $8.7 billion. Most of the (grants and official loans) rose by 50 __
increase in 1999 consisted of an $8 bil- percent to $3.2 billion in 1999. The 15

lion increase in private flows. This is a improvement reflects the successful 10 ._
reversal from the situation in the early rescheduling of debt payments by sev- d .. a ' a . -- bf I

1990s, when official development as- eral countries in the region. The Is- o-
sistance made up the bulk of net re- lamic Republic of Iran has negotiated a 1993 1994 1995 1996 1997 1998 1999

source flows. rescheduling of payment of principal Source: World Bank.
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Composition of private flows, with bilateral creditors, and Jordan has ceived as a temporary rise in revenues.
1998 and 1999 concluded an agreement with the Paris In the high-absorption oil exporters

1998 $9.2 billion 1999 $16.6 billion Club to reschedule $821 million of (the Islamic Republic of Iran and Alge-

Private equity flows 10% multilateral debt falling due in 1999. ria), GDP growth is projected to im-

Official development assistance (ODA) prove in 2001-02, as the Islamic Re-

FOI54% 22% Loans rose slightly to $4.8 billion in 1999, public of Iran recovers from drought
36k with grants accounting for 80 percent conditions and Algeria implements

of the total. However, there is an in- large investment projects, many with
Bonds creasing trend in the 1990s away from foreign participation, as the political

Source2 World Bank. official financing and toward private situation improves. Growth in the di-
sources of capital. versified exporters is likely to rise to

4.7 percent in 2000 as the effects of the
droughts in several countries fade. An

Net private flows, 1999 Prospects and risks improved external environment will

Egypt, Arab Ei Growth in the Middle East and North further support growth as the full re-
Rep. of in Africa is projected to improve to 3.5 covery of economic activity in the Euro

Morocco m percent in 2000, rising to an average of Area undergirds growth in export mar-

Iran, Islamic 3.6 percent in 2001-02. Oil prices are kets. GDP growth in the diversified ex-
Rep. of expected to average about $23 a barrel porters is expected to increase further

Algeria in 2000 and fall toward $19 a barrel in to 4.8 percent in 2001-02 as export

X > 0. 1 I 0 1 5 2 0 2 5 .035- 2001-02, underpinning the prospects revenues increase, tourism receipts rise,
Billions of US. dollars for a moderate recovery. GDP growth and continuing privatization of state-

Source: World Bank. of almost 3 percent in the oil-exporting owned enterprises and judicial and
countries is expected as the income other market reforms encourage for-
boost from the rise in terms of trade is eign direct investment.
transmitted to the economy. These ef- The anticipated easing of oil

Private equity flows, 1993-99 fects will be limited, however, by the prices in 2001-02 would still support
Billions of U.S. dollars
Billions ofcU.S. dollars expectation of the transitory nature of substantial current account surpluses

FDI the oil price rise-inmplying that fiscal and allow easier repayment of debt for
6 / policies in most oil exporters are un- most oil exporters. Several countries in

24Portfolio equity likely to respond fully to what is per- the region are likely to experience in-

\ , _. Middle East and North Africa forecast summary

C (percent per annum)
-2

1993 1994 1995 1996 1997 1998 1999 Baseline forecast

Source: World Bank. Growth rates/ratios 1989-98 1997 1998 1999 2000 2001 2002

Real GDP growth 3.0 3.6 3.3 2.2 3.5 3.6 3.6

Consumption per capita -0.1 0.3 1.8 0.6 1.8 1.4 1.2

GDP per capita 0.6 1.5 1.2 0.1 1.4 1.5 1.5

Foreign direct investment flows, 1999 Population 2.4 2.1 2.1 2.1 2.1 2.1 2.0

I J I . Median inflationa 7.7 4.9 3.1 4.7 4.9 4.8 4.4
Saudi Arabia ES Gross domestic

Egypt, Arab investment/GDP 22.8 23.9 23.7 23.9 24.0 24.2 24.5

Rep. of 1 Budget balance -5.2 -2.6 -5.4 -4.3 -3.8 -3.4 -3.0

Export volumeb 4.5 5.0 2.6 2.3 3.1 4.2 4.7

Morocco . Current account/GDP -2.2 3.8 -1.5 4.0 5.5 3.1 1.9

Memo items

Tunisia GDP of oil-dominant

economies 3.6 2.9 1.6 1.5 2.7 3.1 3.0

0 1 2 3 4 5 GDP of diversified economies 3.7 2.7 3.9 2.9 4.7 4.6 4.8

Billions of U.S. dollars
a. GDP deflator in local currency.

Source: World Bank. b. Goods and nonfactor services.

Source: World Bank Development Prospects Group, February 2000.
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cipient inflationary pressures as a re- rope. But in the longer term, the out-
sult of drought, cuts in government look for oil prices remains uncertain.
subsidies, and rises in commodity The challenge for OPEC is to raise
prices, requiring monetary policy to production in a coordinated manner in
remain disciplined. Appreciating real order to ease prices from their current
exchange rates in 1999, particularly very high levels. A sharper-than-antici-
for several North African countries, pated fall in oil prices could result if
will slow export volume growth some- compliance with prospective oil pro-
what in 2000, but should be offset by duction quotas should slip. In that
the favorable external environment. event, oil exporters would once again

Short-term risks to the forecast face difficulties with export revenues,
are less pronounced than six months fiscal balances, and financing require-
ago, the result of improved oil prices ments, highlighting the need to main-
and the strengthening recovery in Eu- tain fiscal discipline in this period.
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- <FSouth Asia

GNP per capita, 1997: $430

Recent developments variation, and were largely manage-S OUTH ASIA CONTINUED TO able. India's deficit narrowed to lower
enjoy rapid growth in 1999, levels as a result of faster growth in

GDP growth rates in South Asia, reaching 5.8 percent. An im- exports over imports (despite sharply
1971-2008 proved cyclical and policy environ- higher oil prices) and was easily fi-
Annual percent change ment in India after the election of a nanced. Foreign reserves rose substan-

South Asia, excluding India Projection new government was the main reason. tially. In Pakistan, on the other hand, a

A ̂  8' A n g Despite recovery from floods in fall in official capital inflows as well as

s '{\qR' l' IP . \ Bangladesh and very good agricultural remittances and a widening trade gap
b/9V9| | 'V v ,! 0 production in Pakistan, growth in meant continuing pressure in external

ou 11 Asia these and other large South Asian financing. This occurred despite debt
X 1t SuthAiacountries was constrained by political rescheduling obtained from the Paris

-5 i I difficulties and halting policy perfor- Club and private creditors.
1971 1976 1981 1986 1991 1996 2001 2006 rmance. Policy reforms in the region The most important influence on

Source: World Bank. will need to accelerate in a more stable South Asian growth in 1999 was
environment if South Asia is to reap India's more than 6 percent advance in
the gains from the current recovery in GDP, supported by an increase of
global conditions and sustain a rate of about 10 percent in domestic fixed
growth necessary to achieve signifi- capital formation. India's domestic in-
cant progress in poverty reduction. vestment and consumption boom is

Across the region, rising domestic attributable to several factors. First,
FDI flows by country, 1999 demand contributed the most to confidence has been buoyed by the

Indiae I = = growth. Fiscal deficits remained high, election of a new government with a
but inflation was subdued because of clearer majority. Second, a cyclical up-

Pakistan S good agricultural harvests and stable turn in investment was expected after
exchange rates. The foreign sector had the inventory downsizing of the last

Sri Lanka 11 a positive but smaller impact on South few years, and was also boosted by a
Asian economies in 1999, with export lowering of interest rates following

0 0.5 1.0 1.5 2.0 2.5 3.0 and import volumes increasing at better results on inflation. Stable nom-
Billions of US. dollars broadly similar rates-about 7 and inal exchange rates and (earlier)

Source: World Bank. 5.5 percent, respectively. Both India steady terms of trade helped India re-
and Pakistan showed evidence of ac- duce and keep inflation at about 3-4
celerating exports in the second half of percent. Third, after elections, the new
1999, consistent with the overall im- government reached consensus with
provement in world trade volumes the opposition, resulting in bipartisan
and steady or depreciating real effec- support for several important eco-
tive exchange rates. Nonetheless, the nomic reforms and legislation. These

Real effective exchange rates in positive impact of trade on growth include opening of the insurance sec-
South Asia, 1997-2000 was relatively small. Despite past tor to domestic and foreign competi-
1996= 100 progress with trade reforms, export tion, phase-in of a new value added
120 barriers continue to impede greater ef- tax to replace sales taxes, reduction of

110 < K'>- India ficiency and to hold back prospects for previously ballooning domestic oil
100 ' " export-led growth in South Asia. subsidies, power sector reforms, a new

Pakistan Moreover, terms of trade deteriorated trade agreement with the United States
90 due to sharply higher oil import prices (and prospects for further consolida-
80 and lower agricultural export prices, tion of bilateral ties), and active con-

R ,jP ,# <t with a negative impact. sideration of the privatization of state-
,~ , , +The regional current account owned airlines and other enterprises.

Source:J.P. Morgan. deficits remained small, with some The benefits of recent faster growth
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were spread across the Indian econ- cessful monsoon led to bumper cotton, Export growth, 1997-99
omy. Services grew at 8 percent, agri- sugar, and rice crops. Estimated Percent year-on-year

cultural production matched previous growth for 1999-2000 has been re- 30

peak levels, and industrial production vised to 3.3 percent. The current ac- 20'

grew by at least 7 percent. A down- count deficit expanded to $2.8 billion, Pal. \PRan India

side, however, has been a widening gap largely in response to higher oil prices. '° , --. \
in economic performance by states. Inflation was relatively moderate (near o ... ^\ .-
Many of the poorly performing states 3 to 4 percent). The stock market has ,0 i'-,: -
have high rates of poverty. risen 50 percent in the past few Bangladesh "I'. . Lanka

Reflecting these factors, the Indian months, following regional trends. June Dec. June Dec. June Dec., . . , , . . ~~~~~~~~~~~~~~~1997 1997 1998 1998 1999 1999stock market has gained nearly 50 per- Bangladesh is starting to recover
Note Calculated as a three-month moving average incent in the past few months. There has from the devastating floods of 1998. curreint U.S. dollars.

also been a 10 percent increase in fi- Aided by bumper crops and an invest- Source:Datastream
nancial institution lending for invest- ment boom in natural gas develop-
ment projects in 1999, and foreign ment, growth is starting to improve.
capital inflows are beginning to pick Mini-devaluations, tighter monetary Long-term external debt outstanding,
up. The balance of payments shows policy, and good harvests kept infla- 1990-99
that the relatively small current ac- tion at bay (at about 4 percent). Lower Billions of US. dollars

count deficit was easily financed. FDI interest rates since then are supporting 160 Regional total _

flows held steady and portfolio equity economic activity. Nonetheless, do- 140
flows were drawn in by booming stock mestic uncertainties continue to con- 100 _ _= _Of ficL

market performance. Portfolio flows strain economic performance. Export 80
60 Piap.....were running at about $2.5 to $3.0 growth has been weak due to lower 40 Private.

billion a year and have risen especially commodity prices and disruptions to 0 .^;

quickly in February 2000. In addition, garment exports from frequent and IC, , , I,j .,,
India has continued to reap the gains costly strikes. Rising bad debts in the Source: World Bank

of a rapidly growing and integrating banking system also remain a serious
software industry with global markets. concern. In Sri Lanka, falling prices of
Recent listings of Indian software tea and rubber prevented the country
companies in the United States have from reaping the advantages of recov- Sources of long-term debt, 1999
gained dramatically in value, in turn ering world trade, as did a weak mar- $160 billion

boosting and shifting the capital mar- ket for garment exports. In addition,
kets valuation of companies listed in the continuing civil war, rising military
the domestic markets. In February expenditures, inability to correct bud- Priate

2000 the government further eased get deficits, and tight monetary policy
and broadened the external borrowing restrained growth to well below poten- B
ability of Indian companies, while tial rates.
maintaining an unchanged overall an- Source: World Bank.
nual ceiling ($8.5 billion). On the neg-
ative side, the budget deficit of the cen- External debt indicators
tral government (5-6 percent of GDP) South Asia's long-term debt stock in-
is likely to have well exceeded the gov- creased marginally from $164 billion Foreign direct investment flows, 1993-99
ernment's target (4.4 percent of GDP). in 1998 to $171 billion in 1999. This Billions of U.S. dollars

The large fiscal overruns of the states was due entirely to an increase in debt s
are also worrying, and poor infrastruc- owed to official creditors. The stock of 4 Regional total -

ture and loss-making state enterprises debt owed to private creditors re- , r. -

continue to exert significant drag on mained unchanged at about $46 bil- 2India

the Indian economy. lion (after a big jump in 1998), reflect- .--
In Pakistan, uncertainties and ing the effects of rising flows to India , -. -akistrn ----------

stop-and-go reforms have continued to and falling ones to Pakistan in the 1993 1994 1995 1996 1997 1998 1999

constrain growth, even though a suc- wake of its crisis. Bond issues, which Source: World Bank.
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Composition of private flows, hit an all-time high of $4.2 billion in Prospects and risks
1993and1999 1998 (such as India's Resurgent Output growth in South Asia is ex-

1993 $6.4billion 1999 $4.9billion bonds,' dropped to $0.1 billion in pected to rise to about 6 percent in
Private equity flows 32% Private equity flows 22% , , ,.. , 

Private equiylo2 Pri t flos 22 1999. The combimation of only mar- 2000, moderating thereafter toward
Debt ginal increases in debt and rising GDP the 1989-98 average of 5.5 percent.
8% (and exports) improved debt indica- The initial upturn reflects improved

DOW ~~~~~~tots for the region. short-term conditions mentioned
\1% ) tors for the region.above, particularly in India. However,

Source: World ank. Aggregateresource flowsthe forecast also implicitly assumes
Source: World Bank. Aggregate resource flows that deeper reforms in the region will

Net resource flows to South Asia be harder to implement, and that the
dropped to $11.8 billion in 1999. This region's countries will not be able to
represents a decline of nearly $1 bil- take full advantage of the potential for

Net private flows, 1999 lion from the $12.6 billion recorded in about 7-8 percent growth per year
l l l l l l 1998. This reflects a drop in net pri- that might be realized by using to ad-

India =I: : E vate debt transactions, from $3.6 bil- vantage the rapid recovery and growth
lion in 1998 to $0.4 billion in 1999. in world trade. Moreover, the large

Pakistan Bank loans were largely unchanged in public debt overhang will require sig-

r i L anka1999, while net portfolio equity flows nificant fiscal tightening, but will be
SrinLanka j _ l l l l l rose sharply in response to a surging constrained by institutional bottle-

0. 1. 1.5 2.0 2.5 30 3.5 4.0 4.-5 Indian stock market. necks. This may then lead to slower
Billions of US. dollars Foreign direct investment was growth and a weakening of investor

Source: World Bank. steadier over time than other kinds of confidence.
capital flow. Inflows dropped only Upside potential, which varies
marginally from $3.7 billion in 1998 from country to country, has one com-
to $3.4 billion in 1999, with India the mon thread: the pursuit of deeper and

Debt indicators, 1993 and 1999 main recipient in both years. faster economic reforms in a more sta-
Percent Bangladesh attracted direct invest- ble and supportive economic environ-
350 ment connected to development of ment. Such reforms include theDebt-to-esport ratio
300 natural gas, while Pakistan had diffi- lowering of trade barriers, fiscal con-
250 culty attracting FDI, in part because solidation, improved governance, ac-
150 i of an earlier dispute with foreign in- celerated reform of state enterprises,
100 ratio vestors in the power sector. South Asia and improvements in financial and
50o i i b as a region is now attracting the low- physical infrastructure. An improved

1993 1999 est levels of FDI relative to GDP environment in India, reflecting a
Source: World Bank. (about 0.7 percent) among developing more stable governing coalition that is

regions, where the rate is 2.7 percent cooperating with the opposition, could
of GDP on average, lead to such deeper economic reforms

Official finance flows (gross dis- over the near-to-medium term. The
Aggregate net resource flows, 1993-99 bursements less amortization) increased new budget will be important in this
Billions of US. dollars from $2.7 billion in 1998 to $4.8 bil- regard, and the government has indi-
18 lion in 1999. Bilateral credits accounted cated its intent to move ahead
16
14 for the increase, rising from $630 mil- with substantial reforms on most
10 lion in 1998 to $2.2 billion in 1999. areas-though much will depend on

6i P Net credit from multilateral institu- implementation.8

4 q = | tions, though still far larger than bilat- Similarly, Pakistan could boost its
2 oficial eral credits, rose by $0.5 billion. Gross growth prospects by improving its

1993 1994 1995 1996 1997 1998 1999 lending rose from $8.0 billion to $8.8 governance and policy credibility to
Source: World Bank. billion. both inside and outside investors. This
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would involve improving the efficiency able to developments in external con-
of public spending; improving the ditions than other emerging markets
functioning of the banking and finan- due to their lower reliance on trade.
cial sector; and stimulating competi- More significant downside risks
tion by lowering trade and investment therefore originate in the regional and
barriers across the board. The policy domestic contexts. In particular, esca-
redirection announced by the govern- lating regional conflicts and domestic
ment in December 1999 stresses some uncertainties could lead to a loss of
of these areas, and confidence in im- investor confidence, increasing mili-
plementation will again be key. tary expenditures, and a disruption of
Growth in Bangladesh could be sus- normal economic activity. Agricul-
tained by the diversification of exports ture, which remains a dominant sec-
and higher levels of FDI. Faster tor-particularly in terms of labor
progress could be achieved with im- force participation and poverty-is
proved governance and consensus. also prone to natural calamities in the
Greater exploitation of large deposits form of floods, cyclones, and
of natural gas could spur investment droughts. Smaller countries such as
and exports, particularly to markets Bhutan, Maldives, and Nepal are
within the region. more vulnerable to these events due

Regarding the international envi- to their high dependence on a few
ronment, global conditions have im- commodities.
proved steadily since mid-1999, and
downside risks have diminished sub-
stantially compared with six months Note
ago. South Asian export markets are 1. So-called Resurgent bonds were
beginning to grow rapidly and com- sold by India to nonresident nationals
modity prices are recovering, while as a temporary measure to help fi-
oil import prices should moderate nance the current account deficit dur-
somewhat in the year ahead. The ing the financial and political turmoil
countries of the region are less vulner- of 1998.

South Asia forecast summary
(percent per annum)

Baseline forecast

Growth rates/ratios 1989-98 1997 1998 1999 2000 2001 2002

Real GDP growth 5.5 4.9 5.2 5.8 5.9 5.8 5.5
Consumption per capita 3.2 2.3 3.1 3.3 3.6 3.6 3.6
GDP per capita 3.5 3.0 3.3 3.8 3.9 4.0 3.8
Population 1.9 1.8 1.8 1.9 1.8 1.7 1.7

Median inflation, 9.4 9.1 7.6 5.9 5.3 4.9 5.0
Gross domestic

investment/GDP 22.0 22.9 23.2 23.6 23.9 24.3 24.6
Budget balance -6.3 -7.5 -6.1 -5.7 -5.2 -4.9 -4.6
Export volumeb 9.8 2.6 1.9 6.1 7.5 7.8 7.7
Current account/GDP -1.8 -0.9 -1.6 -1.8 -2.0 -2.3 1 9

a. GDP deflator in local currency.
b. Goods and nonfactor services.
Source: World Bank Development Prospects Group, February 2000.
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Sub-Saharan Africa

GNP per capita. 1997: $510 Recent developments ward the end of 1999, cocoa pricesS UB-SAHARAN AFRICA RECORDED were down 48 percent, tea 36 percent,
a second straight year of disap- and cotton 46 percent compared with
pointing growth in 1999. After highs reached in 1997. Metals and

slowing from an average of 3.9 percent minerals prices recovered somewhat
GDP growth, 1991-2002 in 1995-97 to just 2.2 percent in 1998, over the course of 1999, but remained
Percent year-on-year growth barely increased to 2.5 percent below levels achieved in 1996-97.

Sub-Saharan Africa, excluding in 1999. Excluding South Africa and And the price of crude oil more than
Sub-Saharan Africa South Africa and oil exporterS oil exporters, the performance was halved between late 1997 and early

slightly better: 3.3 percent in 1999 1999 before rebounding sharply.
0 compared with 3.6 percent in 1998. The pattern of growth was similar

Oil exporters But this was still well below the 1997 for both oil and non-oil exporters: a
-5 rate of 5 percent, and barely positive in sharp slowdown in 1998, followed by
1991 1993 1995 1997 1999 2001 per capita terms. a modest acceleration in 1999. How-

Source: World Bank. Many factors contributed to the ever, there were significant distribu-
poor performance in 1999. Not least tional effects from the relative price
was weak demand in world commod- movements. Oil exporters' terms of
ity markets, which cut into export trade plummeted in 1998 by 23 per-
prices and earnings, oil excepted. Poor cent, then bounced back 32 percent in
weather conditions in eastern and 1999. For non-oil commodity ex-
southern Africa affected agricultural porters,' cheaper oil imports at first
production, reducing domestic income offset declining prices of major export

Commodity price indices, 1997-2000 and expenditure. A swath of civil con- commodities, resulting in a small rise
Januaty 1997= 100 flicts and wars also cut across the con- in terms of trade in 1998; but as oil

120 tinent from Ethiopia and Eritrea to prices rose through 1999, non-oil ex-
120 Anriculture Angola. Chronic problems of gover- porters' terms of trade fell steeply by

100 '' '_ nance and other institutional weak- 10.3 percent. Both groups of countries

80 - nesses served to interrupt multilateral were able to offset the terms-of-trade
Petroleurm Metals_and_r_ __eral__ lending and halt foreign aid inflows to shocks to some extent. Oil exporters'

60 ' \ / some countries. Higher interest rates current account deficits widened in

40 . g , p , | in South Africa in the wake of the 1998 to 11 percent of GDP and then
'v crises in Asia and Russia dampened narrowed to just 2 percent in 1999.

-a -t' -r -r' -a *r' -a the performance of interest-sensitive Nonil exporters moved in the other
Source: World Bank. sectors and slowed growth there to direction, as deficits first narrowed

about 1 percent. Still, in general, coun- slightly to 3.9 percent of GDP in 1998,
tries with supportive policy environ- then widened to 4.2 percent in 1999.
ments (Mozambique, Uganda, the
CFA zone countries) performed better,
with higher savings, investment, and External debt indicators
exports. Countries with poor gover- Total outstanding debt in 1999 was

Sub-Saharan African commodity nance and policy environments little changed from a year earlier at
price indices, 1990-99 (Kenya, Zimbabwe, and especially the $231 billion. Of the total, long-term
1990= 100 strife-torn countries of the Democratic debt represented 78 percent; public
150
140 Ariculture epublic of Congo, Guinea-Bissau, and publicly guaranteed debt was 74
120 Liberia, and Sierra Leone) did worse. percent; while private nonguaranteed
110 There were widespread effects debt constituted just 4 percent of the
90)
80 across the region from a major re- total. New disbursements totaled
60 Metals and minerals" alignment of key export commodity $10.7 billion, up from $7.4 billion in
50. <i) . . .gF ,2) (b; S prices. Agricultural producers came 1998. But even that substantial in-

e S A off worst as prices moved progres- crease left inflows in 1999 below the
Source: World Bank. sively lower through 1998-99. To- 1993 level. Moreover, despite the new
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inflows, net transfers on debt were well. At the same time, portfolio eq- Adjustment of oil and non-oil
negative at $2.7 billion. One encourag- uity inflows declined by $0.2 billion to co.mmodity exporters to export
ing sign was the source of the new $0.5 billion, barely 10 percent of the price changes, 1998 and 1999

Percent
lending. Both official and private peak level of $4.9 billion in 1995. Re- 40 32.4 01998*1999

sources were involved, but private source extraction and processing, espe- 30

creditors represented nearly 75 percent cially oil, continued to dominate pri- 120
of the total increase ($2.6 billion out of vate inflows, though some amount of 0 rt e , 20

$3.5 billion). broadening to infrastructure, telecom- 0-103

No additional arrears were accu- munication, and transportation has -30 GOP
GPTerms Current GDP Terms Current

mulated during the year as all coun- also been evident, reflecting an im- growth of account/ growth of account/
trade GOP trade GDP

tries met scheduled debt servicing pay- proved climate for foreign investment Oi exporters Non-oil exporters

ments; $9 billion of amortization and and privatization opportunities. Offi-
$5 billion of interest payments. How- cial grants and loans declined in 1999,
ever, a total of $20 billion in interest reflecting reduced loans on nonconces-
arrears and $45 billion in principal ar- sional terms. However, ODA aid flows
rears remains outstanding. Two coun- were static at $12.3 billion, most of outstanding, 1991-99
tries concluded Paris Club reschedul- that due to a decline in concesssional Billions of U.S dollars

ing agreements: Zambia received a loans from multilateral sources. 200 Regional total

flow refinancing on Naples terms (67 In South Africa, inflows rose from 150

percent NPV reduction), covering $1.1 $1 billion in 1998 to $3 billion in
billion of its debt; and Mozambique 1999. Almost all of South Africa's in- 100
rescheduled on Lyon terms (an 80 per- flows were private; around two-thirds 50 Private

cent NPV reduction covering $1.9 bil- were debt-related and the rest were
lion at the HIPC completion point). So into equity. Equity inflows were espe- .1991 1993 1995 1997 1999

far, HIPC debt reduction has been cially strong in the third quarter of Source: World Bank.

agreed for six Sub-Saharan African 1999, following the listing of the Old
countries-Burkina Faso, C6te Mutual Life Assurance company in
d'Jvoire, Mali, Mauritania, Mozam- London in July. Net debt inflows re-
bique, and Uganda; overall some 30 mained positive, consolidating the re- Debt and debt servicing, 1991-99
others are eligible. Several, including versal of the sharp outflows that OC Percent Percent

Guinea, Senegal, and Tanzania, are curred in the second half of 1998. A 300 20

moving quickly and may reach deci- total of $1.7 billion of bond financing DA 0ebt/Exports 1B

sion points in the first half of 2000. was raised through a combination of / 16

public and private issues. 250 - / "' 12
\ / \^^ / ~~~~~~~12

10Aggregate resource flows 200 DebtIservice/Exports (right axis) 8

Aggregate resource flows recovered in Prospects and risks 1991 1992 1993'1994'1995 1996 1997 1998 1999

1999, rising to $17.5 billion from Despite the slowdown in growth in Source:WorldBank.

$14.6 billion in 1998. Higher private 1998-99, some optimism about
flows, mostly destined for South medium-term prospects is justified.
Africa, offset a small decline in official First, a number of regional conflicts ap-
flows. All categories of private debt in- pear to be moving toward resolution. Aggregate net resource flows, 1991-99
flows rose-commercial bank lending, Peace agreements have been signed in Billions of U.S dol/ars

bonds, and other. Foreign direct in- Guinea-Bissau, Liberia, and Sierra 25

vestment also increased in 1999 by Leone, while fighting has abated in An- 20 -

nearly $1.2 billion. Most of the in- gola and the Democratic Republic of 15

crease was to South Africa, which re- Congo. In other countries, notably 10

ceived $1.2 billion in 1999 after $550 Nigeria and South Africa, peaceful po- 5 Official

million in 1998. But there were in- litical transitions are putting in place 0
creases in flows to Ghana, Mozam- governments with mandates to pursue 1991 1993 1995 1997 1999

bique, Nigeria, and other countries as growth-oriented reforms. Second, the Source: World Bank.
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Composition of private flows, weather has improved in eastern and has not historically been strongly
1994 and 1997 southern Africa after two years of dis- linked to GDP growth, and despite

1994 $4.9 billion 1999 $7.2 billion ruption from El Ninio. Third, commod- price weakness, indications are that
porsfouc Debt > equityX A, |Debt ity prices appear to have bottomed out output and export volumes are making

toward the end of 1999 and are ex- a recovery. Weather conditions have
pected to strengthen moderately over improved generally, while in West
the near to medium terms. Finally, Africa bountiful rains in January may
South Africa's economic slump proved raise the cocoa harvest to record levels.
short lived. A resumption of capital in- Prospects for metals and minerals ex-
flows and a strong upward trend in ports are less bright. Though prices are
growth were apparent in official data firming, supply constraints will limit
available through the third quarter of the potential benefits. Gold continues
1999. its progressive decline in South Africa,

Billioens dilrectinsten GDP growth is anticipated to rise while Ghana's Ashanti Goldfields,
Billions of U.S. dollars
8 to 3.2 percent in 2000, in line with pre- though maintaining production, re-

Regional total,', vious forecasts. Fueling near-term mains in deep financial trouble. The
6 , '\ __ growth will be a recovery in the agri- medium-term outlook for Zambian
4 _-' SouthAfrica- - cultural sector as a result of better copper production has improved fol-

2 .. \ weather conditions, which will both lowing a privatization agreement, but
Nigeria contribute positively to the trade bal- substantial restructuring and invest-

1993 1994 1995 1996 1997 1998 1999 ance and raise domestic income and ex- ment are needed before the new
Source: World Bank. penditure. Stronger export growth, im- arrangement bears fruit. Meanwhile,

provements in the policy environment, political instability in central Africa
and a cooling of many of the region's continues to impede any imminent
conflicts will also make a contribution. resurgence of mining activity there.

Export growth has been revised In South Africa, the region's largest
upward over the forecast period be- economy, momentum built through
cause of the surprising strength of East 1999 as stronger domestic demand
Asia's rebound and continued robust complemented the recovery of the ex-
growth in the G-7. Overall, Sub-Saha- port sector. A resumption of inbound
ran exports should rise 7.0 percent this investment flows points to a sustained
year and 5.8 percent in 2001-02. For expansion of the domestic sector, while
oil producers, near-term prospects are export performance is likely to benefit
particularly bright due to the initiation from the recently finalized free trade
of Nigeria's Bonny Island liquid nat- agreement with the EU. Nigeria is also
ural gas facility, new offshore produc- set to strengthen as activity picks up in
tion in Nigeria, Angola, and Gabon, the hydrocarbons sector, particularly in
and the contributions of nontraditional light of the rise in prices. A more broad-
producers Equatorial Guinea and based economic expansion in Nigeria,
Sudan. Oil producers will continue to however, is unlikely to gather much
benefit from buoyant prices that will strength in the near term.
boost export receipts and tax revenues, By 2002, growth in the region
translating into faster growth and should strengthen further to 3.8 per-
higher consumption and investment cent (4.1 percent excluding South
spending. Africa and oil exporters). The key dri-

Non-oil commodity producers are vers remain improved governance and
likely to experience a pickup in ex- policy reforms, supported by new ini-
ports as well, even though terms-of- tiatives, including HIPC. With regard
trade deterioration (particularly with to the former, a number of conflicts
higher oil prices) may be a damper. moved toward resolution in 1999, but
Short-term commodity price volatility others persist. The December coup in
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C6te d'Ivoire had negative implica- growth, or both, having a negative ef-
tions and refocused attention on sta- fect on investment and exports. A fur-
bility and governance in the region. At ther risk is potentially weaker com-
the same time, progress with the HIPC modity prices. From an internal
Initiative is expected to strengthen pol- standpoint, the difficulties of reversing
icy reforms oriented toward growth Sub-Saharan Africa's marginalization
and poverty reduction. By the end of of the past 25 years should not be min-
2000, HIPC aims to have debt relief imized. Massive unemployment, high
packages prepared for a total of 23 incidence of AIDS, civil unrest, low
countries, including reassessment savings and investment, deficient pol-
under the enhanced framework for icy frameworks, and high levels of for-
nine retroactive cases. Most countries eign indebtedness are challenges that
covered would be in Sub-Saharan cannot be dealt with quickly or easily.
Africa. Failure to implement needed reforms

Current account deficits, which will discourage investment, slow the
were compressed in 1999, are ex- development of internal markets, and
pected to widen over the forecast pe- delay the onset of more rapid growth.
riod as a result of better financing,
higher inbound FDI, and an increase in
official aid, including debt relief (re- Note
flecting the HIPC effects). For the re- 1. The set of non-oil commodity
gion as a whole, the current account exporters consists of 21 countries that
deficit is expected to narrow to 2.4 account for 75 percent of non-oil com-
percent of GDP in 2000 from 2.7 per- modity exports from Sub-Saharan
cent in 1999, and then widen to 3.1 Africa (see chapter 4, Global Eco-
percent of GDP in 2001-02. nomic Prospects 2000). The group ex-

There are several risks to the fore- cludes economies that were experienc-
cast, mainly on the downside. The ing civil strife or for which /data were
chief external risk is of a resurgence of not adequate, which undoubtedly bi-
inflation in industrial countries that ases group performance upward.
would raise interest rates or slow

Sub-Saharan Africa forecast summary
(percent per annum)

Baselive forecast

Growth rates/ratios 1989-98 1997 1998 1999 2000 2001 2002 i

Real GDP growth 2.4 3.9 2.2 2.5 3.2 3.7 3.8
Consumption per capita -0.5 2.8 0.4 -1.4 0.2 0.7 0.8
GDP per capita -0.3 1.0 -0.4 -0.1 0.7 1.2 1.4
Population 2.8 2.9 2.6 2.6 2.5 2.5 2.4

Median inflationa 10.4 8.2 6.5 7.9 5.7 5.7 5.9
Gross domestic investment/

GDP 16.8 17.0 17.4 17.5 17.7 17.8 17.9
Budget balance -5.3 -3.3 -3.6 -4.5 -44 -4.1 -3.8
Export volumeb 4.3 5.6 -0.2 3.8 7.0 5.8 5.8
Current account/GDP -2.0 -2.4 -4.5 -2.7 -2.4 -3.1 -3.1 
Memo items
GDP of major oil exporters 2.9 4.2 1.3 1.8 3.0 3.6 3,8
GDP of region, excluding

South Africa and
oil exporters 3.1 5.0 3.6 3.3 3.5 4. 4.1

a. GDP deflator in local currency.
b. Goods and nonfactor services.
Source: World Bank Development Prospects Group, February 2000.
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Methodology

T he World Bank is the sole repository for statistics on and disbursed are sometimes not equal to net flows (dis-
the external debt of developing countries on a loan- bursements less principal repayments); similarly, changes in
by-loan basis. The Debtor Reporting System (DRS), debt outstanding including undisbursed debt differ from

set up in 1951 to monitor these statistics, is maintained by commitments less repayments. Discrepancies are particu-
the staff of the Financial Data Team (FIN), part of the De- larly significant when exchange rates have moved sharply
velopment Data Group of Development Economics. during the year; cancellations and reschedulings of other li-

abilities into long-term public debt also contribute to the
differences.

Public and publicly guaranteed debt
Methodology for aggregating data All data related to public and publicly guaranteed debt areU sing the DRS data, in combination with information from debtors except for lending by some multilateral agen-
Uobtained from creditors through the debt data collec- cies, in which case data are taken from the creditors'
tion systems of other agencies such as the Bank for Interna- records. These creditors include the African Development
tional Settlements (BIS) and the Organisation for Economic Bank, the Asian Development Bank, the Central Bank for
Co-operation and Development (OECD), the staff of the Economic Integration, the IMF, the Inter-American
Financial Data Team estimate the total external indebted- Development Bank, and the International Bank for Recon-
ness of developing countries. The data are also supple- struction and Development (IBRD) and the International
mented by estimates made by country economists of the Development Association (IDA). (The IBRD and IDA are
World Bank and desk officers of the International Mone- components of the World Bank.)
tary Fund (IMF). Starting with the 1988-89 edition of World Debt Ta-

bles (as this book was previously titled), all data pertaining
Converting to a common currency to World Bank loans from 1985 onward are recorded at
Since debt data are normally reported to the World Bank in their current market value. Starting with the 1991-92 edi-
the currency of repayment, they have to be converted into a tion, all data pertaining to Asian Development Bank loans
common currency (usually U.S. dollars) to produce sum- from 1989 onward are recorded at their current market
mary tables. Stock figures (such as the amount of debt out- value. Starting with the 1998 edition, all data pertaining to
standing) are converted using end-period exchange rates, African Development Bank and African Development Fund
as published in the IMF's International Financial Statistics loans from 1997 onward are recorded at their current mar-
(line ae). Flow figures are converted at annual average ex- ket value as well.
change rates (line ri). Projected debt service is converted
using end-period exchange rates. Debt repayable in multi- Private nonguaranteed debt
ple currencies, goods, or services and debt with a provision The DRS was expanded in 1970 to incorporate private
for maintenance of value of the currency of repayment are nonguaranteed long-term debt. Reports, submitted annually,
shown at book value. Because flow data are converted at contain aggregate data for disbursed and outstanding debt,
annual average exchange rates and stock data at year-end disbursements, principal repayments, interest payments,
exchange rates, year-to-year changes in debt outstanding principal and interest rescheduled for the reporting year, and
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projected payments of principal and interest. Data Short-term debt
are usually presented in dollars and currency con- The World Bank regards the individual reporting

version is not necessary. A few reporting countries country as the authoritative source of informa-

choose to provide data on their private nonguaran- tion on its own external liabilities. But for short-

teed debt in the loan-by-loan format used for re- term debt, defined as debt with an original matu-

porting public and publicly guaranteed debt. In rity of one year or less, accurate information is

those cases the currency conversion and projection not widely available from debtors. By its nature,

methodology just described is used. short-term debt is difficult to monitor; loan-by-

Although the reporting countries fully recog- loan registration is normally impractical, and

nize the importance of collecting data on private most reporting arrangements involve periodic re-

nonguaranteed debt when it constitutes a signifi- turns to a country's central bank from its bank-

cant portion of total external debt, detailed data ing sector. Since 1982 the quality of such report-

are available only in countries that have registra- ing has improved, but only a few developing

tion requirements covering private debt, most countries have figures available for short-term
commonly in connection with exchange controls. debt.

Where formal registration of foreign borrowing is Where information from debtors is not avail-

not mandatory, compilers must rely on balance of able, data from creditors can indicate the magni-

payments data and financial surveys. tude of a country's short-term debt. The most im-

Thirty-four countries report their private non- portant source is the BIS's semiannual series

guaranteed debt to the DRS. Estimates are made showing the maturity distribution of commercial

for 43 others that do not report but for which this banks' claims on developing countries. Those data

type of debt is known to be significant. are reported residually. However, an estimate of

For private nonguaranteed debt that is not re- short-term liabilities by original maturity can be

ported, the standard estimation approach starts calculated by deducting from claims due in one

from a calculation of the stock of debt outstand- year those that had a maturity of between one and
ing, using data available from creditors. Figures on two years twelve months earlier.

guaranteed export credits, obtained from the There are several problems with this method.
OECD's Creditor Reporting System (CRS), are Valuation adjustments caused by exchange rate
supplemented by loan-by-loan information on of- movements will affect the calculations, as will pre-
ficial lending to private borrowers and by infor- payment and refinancing of long-term maturities

mation on noninsured commercial bank lending to falling due. Moreover, not all countries' commer-

the private sector. cial banks report in a way that allows the full ma-

Disbursements and debt service payments for turity distribution to be determined, and the BIS

private nonguaranteed debt are more difficult to es- data include liabilities only to banks within the re-
timate. Amortization is estimated by making an as- porting area. Nevertheless, combining these esti-

sumption regarding the proportion of debt repaid mates with data on officially guaranteed short-

each year and then applying these ratios to generate term suppliers' credits compiled by the OECD

a first approximation of annual principal repay- gives what may be thought of as a lower-bound es-

ments. Disbursements are then estimated as a resid- timate of a country's short-term debt. Even on this

ual between net flows (equal to the change in the basis, however, the results need to be interpreted

stock of debt) and estimated amortization. Interest with caution. Where short-term debt has been

payments are estimated by applying an assumed av- rescheduled, the effect of lags in reporting and dif-

erage interest rate to the stock of debt outstanding. ferences in the treatment of the rescheduled debt

Data on the balance of payments flows pro- by debtors and creditors may result in double

vide useful guidelines in the process of building a counting if short-term debt derived from creditor

time series because private nonguaranteed debt sources is added to long-term debt reported by the

can be treated as a residual between total net long- country to obtain total external liabilities.

term borrowing and net long-term borrowing Some of the short-term debt estimates pub-

recorded in the DRS for public and publicly guar- lished are drawn from debtor and creditor sources,

anteed debt. but most are from creditor sources. Only for a few
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countries can the data be regarded as authorita- evident in the main body of the debt data-only
tive, but they offer a guide to the size of a coun- the resulting effect of these transactions is reflected.
try's short-term (and, hence, its total) external Changes in creditor and debtor status that can
debt. The quality of these data is likely to improve. result from debt restructuring are also reflected.

For example, when insured commercial credits are
Use of IMF credit rescheduled, the creditor classification shifts from
Data related to the operations of the IMF come private sources to official sources (bilateral). This
from the IMF Treasurer's Department and are reflects the assumption of the assets by the official
converted from special drawing rights (SDRs) credit insurance agencies of the creditor countries.
into dollars using end-of-period exchange rates The debts to the original creditors are reduced by
for stocks and average over the period exchange the amounts rescheduled, and a new obligation to
rates for converting flows, as described earlier. the official creditor agencies is created. This shift
IMF trust fund loans and operations under the also applies to private nonguaranteed debt that is
structural adjustment and enhanced structural reduced by the amounts rescheduled, which in
adjustment facilities are presented together with turn are included in the public and publicly guar-
all of the Fund's special facilities (the buffer anteed debt owed to official creditors. On the
stock, compensatory financing, extended fund, debtor side, when a government accepts responsi-
and oil facilities), bility for the payment of rescheduled debt previ-

ously owed by private enterprises, the DRS regis-
Treatment of arrears ters a change in debtor categories in the DRS.
The DRS collects information on arrears in both Similarly, when short-term debt is included in a re-
principal and interest. Principal in arrears is in- structuring agreement, the rescheduled amount is
cluded and identified in the amount of long-term shifted from short-term to long-term debt.
debt outstanding. Interest in arrears of long-term
debt and the use of IMF credit is included and
identified in the amount of short-term debt out-
standing. If and when interest in arrears is capital- Methodology for projecting data
ized under a debt reorganization agreement, the A n important feature of the WBXD and the
amount of interest capitalized will be added to the L RXD system of the DRS is its ability to pro-
amount of long-term debt outstanding and the ject future disbursements of unutilized commit-
corresponding deduction made from the amount ments and future debt service payments.
of short-term debt outstanding.

Undisbursed debt
Treatment of debt restructurings Projections of disbursements help underpin future
The DRS attempts to capture accurately the effects capital requirements in the implementation of ex-
of the different kinds of restructurings on both ternally financed projects. In addition, they help
debt stocks and debt flows, consistent with the cir- determine the interest portion of projected debt
cumstances under which the restructuring takes service. Future interest payments are based on
place. Whether a flow has taken place is some- projected debt outstanding that is itself deter-
times difficult to determine. mined by projected disbursements and repay-

In compiling and presenting the debt data, a ments. The underlying assumptions of these pro-
distinction is made between cash flows and im- jections are that loan commitments will be fully
puted flows. Based on this criterion, rescheduled utilized and that the debtor country will repay all
service payments and the shift in liabilities from sums due. Future disbursements and debt service
one financial instrument to another as a result of refer only to existing debt and do not reflect any
rescheduling are considered to be imputed flows. assumptions on future borrowing.

The imputed flows are recorded separately in Disbursement projections use two methods:
the Revised External Debt (RXD) system and the * Specific schedules. Debtor countries are re-
new World Bank External Debt System (WBXD), quested to submit a calendar of future disburse-
but these debt restructuring transactions are not ments, if available, at the time individual loans are
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first reported. Country authorities are in a better Future debt service payments
position to provide estimated disbursement sched- Most projections of future debt service payments
ules when there is a solid public sector investment generated by the RXD and WBXD system are
program in place. based on the repayment terms of the loans. Princi-

Standard schedules. In the absence of specific pal repayments (amortization) are based on the
schedules, the RXD and WBXD system projects amount of loan commitments, and the amortiza-
disbursements by applying a set of profiles to the tion profile of most loans follows a set pattern.

last actual undisbursed balance of individual loans. Using the first and final payment dates and the fre-
The profiles are derived under the assumption that quency of the payments, the system calculates the

specific sources of funds have some common char- stream of principal payments due. If future pay-
acteristics that cause them to disburse, in the aggre- ments are irregular, the RXD and WBXD system
gate, in some observable pattern. Accordingly, requires a schedule.
some thirty profiles have been derived that roughly Projected future interest payments are calcu-
correspond to creditor type. Profiles exist for con- lated similarly. Interest is based on the amount of
cessional and nonconcessional loans from official debt disbursed and outstanding at the beginning of
creditors. For bilateral lending, profiles have been the period. Again, using the first and final interest

developed for the Development Assistance Com- payment dates and the frequency of payments, the
mittee, the Organization of Petroleum-Exporting system calculates the stream of interest payments
Countries (OPEC), and other creditor groupings. due. If interest payments are irregular, the RXD
For multilateral lending, specific profiles are avail- and WBXD system requires a schedule.
able for major international organizations. An esti- The published figures for projected debt ser-

mating equation for each profile is derived by ap- vice obligations are converted into U.S. dollars
plying regression analysis techniques to a body of using the end-December 1998 exchange rates.
data that contains actual disbursement information Likewise the projection routine for variable inter-
for more than 100,000 loans. Although these stan- est rate debt, such as commercial bank debt based

dard profiles are reestimated from time to time, on the London interbank offer rate (LIBOR), as-
under the best scenario they can only approximate sumes that the rate prevailing at the end of Decem-

the disbursement pattern of any single loan. ber 1998 will be effective throughout.
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Sources and definitions

T his edition of Global Development Finance presents Total debt flows are consolidated data on disburse-
reported or estimated data on the total external debt ments, principal repayments, and interest payments for
of all low- and middle-income countries. total long-term debt and transactions with the IMF.

Net flows on debt are disbursements on long-term
debt and IMF purchases minus principal repayments on
long-term debt and IMF repurchases up to 1984. Beginning

Format in 1985 this line includes the change in stock of short-term
The Country Tables volume of Global Development Fi- debt (including interest arrears for long-term debt). Thus if
Tnance has been expanded to include summary tables the change in stock is positive, a disbursement is assumed

along with the standard country tables for the 137 individ- to have taken place; if negative, a repayment is assumed to

ual countries that report to the World Bank's Debtor Re- have taken place.
porting System (DRS). Summary tables present selected Total debt service (TDS) shows the debt service pay-
debt and resource flow statistics for the individual report- ments on total long-term debt (public and publicly guaran-
ing countries and external debt data for regional and in- teed and private nonguaranteed), use of IMF credit, and in-
come groups. Regional and income group totals in the terest on short-term debt.
summary tables include estimates for the twelve low- and SECTION 2 provides data series for aggregate net re-
middle-income countries that do not report to the DRS. Be- source flows and net transfers (long term).
cause these estimates are not shown separately in the ta- Net resource flows (long term) are the sum of net re-
bles, most group totals are larger than the sum of the DRS source flows on long-term debt (excluding IMF) plus net
figures shown. The format of the regional and income foreign direct investment, portfolio equity flows, and offi-

group tables draws on the individual country table format cial grants (excluding technical cooperation). Grants for

and includes graphic presentations. technical cooperation are shown as a memorandum item.
For the 137 individual countries that report to the Also shown as memorandum items are official net resource

World Bank's DRS, tables are presented in a four-page lay- flows and private net resource flows. Official net resource
out containing ten sections. flows are the sum of net flows on long-term debt to official

SECTION 1 summarizes the external debt of the country. creditors (excluding the IMF) plus official grants (exclud-
Total debt stocks (EDT) consist of public and publicly ing technical cooperation). Private net resource flows are

guaranteed long-term debt, private nonguaranteed long- the sum of net flows on debt to private creditors plus net
term debt (whether reported or estimated by the staff of the foreign direct investment and portfolio equity flows. Offi-
World Bank), the use of IMF credit, and estimated short- cial net transfers and private net transfers are shown as
term debt. Interest in arrears on long-term debt and the use memorandum items as well.
of IMF credit are added to the short-term debt estimates Net transfers (long term) are equal to net long-term re-
and shown as separate lines. Arrears of principal and of in- source flows minus interest payments on long-term loans
terest have been disaggregated to show the arrears owed to and foreign direct investment profits.
official creditors and those owed to private creditors. Ex- SECTION 3 provides data series for major economic ag-
port credits and principal in arrears on long-term debt are gregates. The gross national product (GNP) series uses
shown as memorandum items. yearly average exchange rates in converting GNP from
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local currency into U.S. dollars. The economic ag- licly guaranteed debt and information on the level
gregates are prepared for the convenience of users; of commitments from official and private sources.
the usual caution should be exercised in using SECTION 10 provides anticipated disburse-
them for economic analysis. ments and contractual obligations on long-term

SECTION 4 provides debt indicators: ratios of debt contracted up to December 1998.
debt and debt service to some of the economic ag-
gregates.

SECTION 5 provides detailed information on Sources
stocks and flows of long-term debt and its various The principal sources of information for the ta-
components. Data on bonds issued by private enti- T bles in these two volumes are reports to the
ties without public guarantee, compiled for major World Bank through the DRS from member coun-
borrowers, are included in private nonguaranteed tries that have received either IBRD loans or IDA
debt. IBRD loans and IDA credits are shown as credits. Additional information has been drawn
memorandum items. from the files of the World Bank and the IMF.

SECTION 6 provides information on the cur- Reporting countries submit detailed (loan-by-
rency composition of long-term debt. The six loan) reports through the DRS on the annual sta-
major currencies in which the external debt of tus, transactions, and terms of the long-term exter-
low- and middle-income countries is contracted nal debt of public agencies and that of private ones
are separately identified, as is debt denominated in guaranteed by a public agency in the debtor coun-
special drawing rights and debt repayable in multi- try. This information forms the basis for the tables
ple currencies. in these volumes.

SECTION 7 provides information on restructur- Aggregate data on private debt without public
ings of long-term debt starting in 1985. It shows guarantee are compiled and published as reliable
both the stock and flows rescheduled each year. In reported and estimated information becomes
addition, the amount of debt forgiven (interest for- available. This edition includes data on private
given is shown as a memorandum item) and the nonguaranteed debt reported by 34 developing
amount of debt stock reduction (including debt countries and complete or partial estimates for an
buyback) are also shown separately. (See the additional 43 countries.
Methodology section for a detailed explanation of The short-term debt data are as reported by
restructuring data.) the debtor countries or are estimates derived from

SECTION 8 reconciles the stock and flow data creditor sources. The principal creditor sources are
on total external debt for each year, beginning with the semiannual series of commercial banks' claims
1989. This section is designed to illustrate the on developing countries, published by the Bank
changes in stock that have taken place due to five for International Settlements (BIS), and data on of-
factors: the net flow on debt, the net change in in- ficially guaranteed suppliers' credits compiled by
terest arrears, the capitalization of interest, the re- the Organisation for Economic Co-operation and
duction in debt resulting from debt forgiveness or Development (OECD). For some countries, esti-
other debt reduction mechanisms, and the cross- mates were prepared by pooling creditor and
currency valuation effects. The residual difference debtor information.
-the change in stock not explained by any of the Interest in arrears on long-term debt and the
factors identified above-is also presented. The use of IMF credit are added to the short-term debt
residual is calculated as the sum of identified ac- estimates and shown as separate lines in section 1.
counts minus the change in stock. Where the resid- Arrears of interest and of principal owed to offi-
ual is large it can, in some cases, serve as an illus- cial and to private creditors are identified
tration of the inconsistencies in the reported data. separately.
More often, however, it can be explained by spe- Export credits are shown as a memorandum
cific borrowing phenomena in individual countries. item in section 1. They include official export cred-
These are explained in the Country Notes section. its, and suppliers' credits and bank credits officially

SECTION 9 provides information on the aver- guaranteed or insured by an export credit agency.
age terms of new commitments on public and pub- Both long-term and short-term export credits are
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included. The source for this information is the In the tables, public and publicly guaranteed
Creditor Reporting System (CRS) of the OECD. long-term debt are aggregated.

Data on long-term debt reported by member Short-term external debt is defined as debt
countries are checked against, and supplemented by, that has an original maturity of one year or less.
data from several other sources. Among these are Available data permit no distinction between pub-
the statements and reports of several regional devel- lic and private nonguaranteed short-term debt.
opment banks and government lending agencies, as Interest in arrears on long-term debt is de-
well as the reports received by the World Bank under fined as interest payment due but not paid, on a
the CRS from the members of the Development As- cumulative basis.
sistance Committee (DAC) of the OECD. Principal in arrears on long-term debt is de-

Every effort has been made to ensure the accu- fined as principal repayment due but not paid, on
racy and completeness of the debt statistics. Nev- a cumulative basis.
ertheless, quality and coverage vary among The memorandum item export credits in-
debtors and may also vary for the same debtor cludes official export credits, suppliers' credits,
from year to year. Coverage has been improved and bank credits officially guaranteed or insured
through the efforts of the reporting agencies and by an export credit agency. Both long-term and
the work of World Bank missions, which visit short-term credits are included here.
member countries to gather data and to provide Use of IMF credit denotes repurchase obliga-
technical assistance on debt issues. tions to the IMF with respect to all uses of IMF re-

sources (excluding those resulting from drawings
in the reserve tranche) shown for the end of the

Definitions year specified. Use of IMF credit comprises pur-For all regional, income, and individual country chases outstanding under the credit tranches, in-
Ftables, data definitions are presented below or cluding enlarged access resources and all special
footnoted where appropriate. Data definitions for facilities (the buffer stock, compensatory financ-
other summary tables are, likewise, consistent ing, extended fund, and oil facilities), trust fund
with those below. loans, and operations under the structural adjust-

ment and enhanced structural adjustment facili-
Summary debt data ties. Data are from the Treasurer's Department of
TOTAL DEBT STOCKS are defined as the sum of pub- the IMF.
lic and publicly guaranteed long-term debt, private * IMF purchases are total drawings on the gen-
nonguaranteed long-term debt, the use of IMF eral resources account of the IMF during the year
credit, and short-term debt. The relation between specified, excluding drawings in the reserve
total debt stock and its components is illustrated tranche.
on page xx. * IMF repurchases are total repayments of out-

Long-term external debt is defined as debt standing drawings from the general resources ac-
that has an original or extended maturity of more count during the year specified, excluding repay-
than one year and that is owed to nonresidents ments due in the reserve tranche.
and repayable in foreign currency, goods, or ser- To maintain comparability between data on
vices. Long-term debt has three components: transactions with the IMF and data on long-term
* Public debt, which is an external obligation of debt, use of IMF credit outstanding at year end
a public debtor, including the national govern- (stock) is converted to dollars at the SDR ex-
ment, a political subdivision (or an agency of ei- change rate in effect at the end of the year. Pur-
ther), and autonomous public bodies chases and repurchases (flows) are converted at
* Publicly guaranteed debt, which is an external the average SDR exchange rate for the year in
obligation of a private debtor that is guaranteed which transactions take place.
for repayment by a public entity Net purchases will usually not reconcile
* Private nonguaranteed external debt, which is changes in the use of IMF credit from year to year.
an external obligation of a private debtor that is Valuation effects from the use of different ex-
not guaranteed for repayment by a public entity. change rates frequently explain much of the differ-
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ence, but not all. Other factors are increases in sum of equity capital, reinvestment of earnings,

quotas (which expand a country's reserve tranche other long-term capital, and short-term capital as

and can thereby lower the use of IMF credit as de- shown in the balance of payments.

fined here), approved purchases of a country's cur- Portfolio equity flows are the sum of country

rency by another member country drawing on the funds, depository receipts (American or global),

general resources account, and various administra- and direct purchases of shares by foreign

tive uses of a country's currency by the IMF. investors.

TOTAL DEBT FLOWS include disbursements, Grants are defined as legally binding commit-

principal repayments, net flows and transfers on ments that obligate a specific value of funds avail-

debt, and interest payments. able for disbursement for which there is no repay-

Disbursements are drawings on loan commit- ment requirement.

ments during the year specified. The memo item technical cooperation grants

Principal repayments are the amounts of prin- includes free-standing technical cooperation

cipal (amortization) paid in foreign currency, grants, which are intended to finance the transfer

goods, or services in the year specified. of technical and managerial skills or of technology

Net flows on debts (or net lending or net dis- for the purpose of building up general national ca-

bursements) are disbursements minus principal re- pacity without reference to any specific investment

payments. projects; and investment-related technical cooper-

Interest payments are the amounts of interest ation grants, which are provided to strengthen the

paid in foreign currency, goods, or services in the capacity to execute specific investment projects.

year specified. Profit remittances on foreign direct invest-

Net transfers on debt are net flows minus in- ment are the sum of reinvested earnings on direct

terest payments (or disbursements minus total investment and other direct investment income

debt service payments). and are part of net transfers.

The concepts of net flows on debt, net trans-

fers on debt, and aggregate net flows and net Major economic aggregates
transfers are illustrated on pages xxi and xxii. Five economic aggregates are provided for the re-

Total debt service paid (TDS) is debt service porting economies.

payments on total long-term debt (public and pub- Gross national product (GNP) is the measure

licly guaranteed and private nonguaranteed), use of the total domestic and foreign output claimed

of IMF credit, and interest on short-term debt. by residents of an economy, less the domestic out-

put claimed by nonresidents. GNP does not in-

Aggregate net resource flows and transfers clude deductions for depreciation. Data on GNP

NET RESOURCE FLOWS (LONG-TERM) are the sum of are from the Macroeconomic Data Team of the

net resource flows on long-term debt (excluding Development Economics Development Data

IMF) plus non-debt-creating flows. Group of the World Bank.

NON-DEBT-CREATING FLOWS are net foreign di- Exports of goods and services (XGS) are the

rect investment, portfolio equity flows, and official total value of goods and services exported as well

grants (excluding technical cooperation). Net for- as income and worker remittances received.

eign direct investment and portfolio equity flows Imports of goods and services (MGS) are the

are treated as private source flows. Grants for total value of goods and services imported and in-

technical cooperation are shown as a memoran- come paid.

dum item. International reserves (RES) are the sum of a

Foreign direct investment (FDI) is defined as country's monetary authority's holdings of special

investment that is made to acquire a lasting man- drawing rights (SDRs), its reserve position in the

agement interest (usually 10 percent of voting IMF, its holdings of foreign exchange, and its hold-

stock) in an enterprise operating in a country other ings of gold (valued at year-end London prices).

than that of the investor (defined according to res- Current account balance is the sum of the

idency), the investor's purpose being an effective credits less the debits arising from international

voice in the management of the enterprise. It is the transactions in goods, services, income, and cur-
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rent transfers. It represents the transactions that INT/GNP is total interest payments to gross
add to or subtract from an economy's stock of for- national product.
eign financial items. RES/EDT is international reserves to total ex-

Data on exports and imports (on a balance of ternal debt.
payments basis), international reserves, and cur- RES/MGS is international reserves to imports
rent account balances are drawn mainly from the of goods and services.
files of the IMF, complemented by World Bank Short-term/EDT is short-term debt to total
staff estimates. Balance of payments data are pre- external debt.
sented according to the fifth edition of the IMF's Concessional/EDT is concessional debt to

Balance of Payments Manual, which made several total external debt.
adjustments to its presentation of trade statistics. Multilateral/EDT is multilateral debt to total
Coverage of goods was expanded to include in external debt.
imports the value of goods received for processing
and repair (on a gross basis). Their subsequent re- Long-term debt
export is recorded in exports (also on a gross Data on long-term debt include eight main elements:
basis). This approach will cause a country's im- DEBT OUTSTANDING AND DISBURSED is the total
ports and exports to increase without affecting outstanding debt at year end.
the balance of goods. In addition, all capital DISBURSEMENTS are drawings on loan commit-
transfers, which were included with current trans- ments by the borrower during the year.
fers in the fourth edition of the Balance of Pay- PRINCIPAL REPAYMENTS are amounts paid by

ments Manual, are now shown in a separate capi- the borrower during the year.
tal (as opposed to financial) account, and so do NET FLOWS received by the borrower during the

not contribute to the current account balance. year are disbursements minus principal repayments.

INTEREST PAYMENTS are amounts paid by the

Debt indicators borrower during the year.
The macroeconomic aggregates and debt data pro- NET TRANSFERS are net flows minus interest
vided in the tables are used to generate ratios that payments during the year; negative transfers show
analysts use to assess the external situations of de- net transfers made by the borrower to the creditor
veloping countries. Different analysts give different during the year.
weights to these indicators, but no single indicator DEBT SERVICE (LTDS) is the sum of principal
or set of indicators can substitute for a thorough repayments and interest payments actually made.
analysis of the overall situation of an economy. The UNDISBURSED DEBT is total debt undrawn at
advantage of the indicators in Global Development year end; data for private nonguaranteed debt are
Finance is that they are calculated from standard- not available.
ized data series that are compiled on a consistent Data from individual reporters are aggregated
basis by the World Bank and the IMF. The ratios by type of creditor. Official creditors includes mul-
offer various measures of the cost of, or capacity tilateral and bilateral debt.
for, servicing debt in terms of the foreign exchange * Loans from multilateral organizations are
or output forgone. The following ratios are pro- loans and credits from the World Bank, regional de-
vided based on total external debt: velopment banks, and other multilateral and inter-

EDT/XGS is total external debt to exports of governmental agencies. Excluded are loans from
goods and services (including workers' remittances). funds administered by an international organization

EDT/GNP is total external debt to gross na- on behalf of a single donor government; these are
tional product. classified as loans from governments.

TDS/XGS, also called the debt service ratio, is * Bilateral loans are loans from governments
total debt service to exports of goods and services and their agencies (including central banks), loans
(including workers' remittances). from autonomous bodies, and direct loans from

INT/XGS, also called the interest service ratio, official export credit agencies.
is total interest payments to exports of goods and Private creditors include bonds, commercial
services (including workers' remittances). banks, and other private creditors. Commercial
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banks and other private creditors comprise bank the cash-basis transactions recorded in the main
and trade-related lending. body of the data.
* Bonds include publicly issued or privately Debt stock rescheduled is the amount of debt
placed bonds. outstanding rescheduled in any given year.
* Commercial banks are loans from private Principal rescheduled is the amount of princi-
banks and other private financial institutions. pal due or in arrears that was rescheduled in any
* Other private includes credits from manufac- given year.
turers, exporters, and other suppliers of goods, Interest rescheduled is the amount of interest
and bank credits covered by a guarantee of an ex- due or in arrears that was rescheduled in any given
port credit agency. year.

Four characteristics of a country's debt are Debt forgiven is the amount of principal due
given as memorandum items for long-term debt or in arrears that was written off or forgiven in
outstanding and disbursed (LDOD). any given year.

Concessional LDOD conveys information Interest forgiven is the amount of interest due
about the borrower's receipt of aid from official or in arrears that was written off or forgiven in
lenders at concessional terms as defined by the any given year.
DAC, that is, loans with an original grant element Debt stock reduction is the amount that has
of 25 percent or more. Loans from major regional been netted out of the stock of debt using debt
development banks-African Development Bank, conversion schemes such as buybacks and equity
Asian Development Bank, and the Inter-American swaps or the discounted value of long-term bonds
Development Bank-and from the World Bank are that were issued in exchange for outstanding debt.
classified as concessional according to each institu-

tion's classification and not according to the DAC Debt stock-flow reconciliation
definition, as was the practice in earlier reports. Stock and flow data on total external debt are rec-

Variable interest rate LDOD is long-term onciled for each year, beginning with 1989. The
debt with interest rates that float with movements data show the changes in stock that have taken
in a key market rate such as the London interbank place due to the net flow on debt, the net change
offer rate (LIBOR) or the U.S. prime rate. This in interest arrears, the capitalization of interest,
item conveys information about the borrower's ex- the reduction in debt resulting from debt forgive-
posure to changes in international interest rates. ness or other debt reduction mechanisms, and the

Public sector LDOD and private sector cross-currency valuation effects. The residual dif-
LDOD convey information about the distribution ference-the change in stock not explained by any
of long-term debt for DRS countries by type of of these factors-is also presented, calculated as
debtor (central government, state and local gov- the sum of identified accounts minus the change in
ernment, central bank; private bank, private debt). stock.

Currency composition of long-term debt Average terms of new commitments
The six major currencies in which the external The average terms of borrowing on public and
debt of low- and middle-income countries is con- publicly guaranteed debt are given for all new
tracted are separately identified, as is debt denom- loans contracted during the year and separately
inated in special drawing rights and debt re- for loans from official and private creditors. To
payable in multiple currencies. obtain averages, the interest rates, maturities, and

grace periods in each category have been weighted
Debt restructurings by the amounts of the loans. The grant equivalent
Debt restructurings include restructurings in the of a loan is its commitment (present) value, less
context of the Paris Club, commercial banks, debt- the discounted present value of its contractual
equity swaps, buybacks, and bond exchanges. debt service; conventionally, future service pay-
Debt restructuring data capture the noncash or in- ments are discounted at 10 percent. The grant ele-
ferred flows associated with rescheduling and re- ment of a loan is the grant equivalent expressed as
structuring. These are presented to complement a percentage of the amount committed. It is used
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as a measure of the overall cost of borrowing. outstanding and disbursed at the end of a given
Loans with an original grant element of 25 percent year (a stock) is converted at the rate in effect at
or more are defined as concessional. The average the end of that year. Projected debt service, how-
grant element has been weighted by the amounts ever, is converted to U.S. dollars at rates in effect
of the loans. at end-December 1998. Debt repayable in multiple

Commitments cover the total amount of loans currencies, goods, or services and debt with a pro-
for which contracts were signed in the year speci- vision for maintenance of value of the currency of
fied; data for private nonguaranteed debt are not repayment are shown at book value.
available.

Adjustments
Projections on existing pipeline Year-to-year changes in debt outstanding and
Projected debt service payments are estimates of disbursed are sometimes not equal to net flows;
payments due on existing debt outstanding, in- similarly, changes in debt outstanding, including
cluding undisbursed. They do not include service undisbursed, differ from commitments less repay-
payments that may become due as a result of new ments. The reasons for these differences are can-
loans contracted in subsequent years. Nor do they cellations, adjustments caused by the use of differ-
allow for effects on service payments of changes in ent exchange rates, and the rescheduling of other
repayment patterns owing to prepayment of loans liabilities into long-term public debt.
or to rescheduling or refinancing, including repay-
ment of outstanding arrears, that occurred after Domestic debt
the last year of reported data. Domestic debt is defined as debt issued by central

Projected disbursements are estimates of governments in local fixed-income markets. A data-
drawings of unutilized balances. The projections base has been created targeting 15 countries, and
do not take into account future borrowing by the the coverage is likely to expand. The database be-
debtor country. See Methodology section for a de- gins in 1997. Data are captured at a disaggregated,
tailed explanation of how undisbursed balances monthly issue level, providing the transparency
are projected. needed in such a high-frequency market. Data are

collected from government sources-such as central
Exchange rates banks and national treasuries-and market sources.
Data received by the World Bank from its mem-
bers are expressed in the currencies in which the Symbols
debts are repayable or in which the transactions The following symbols have been used through-
took place. For aggregation, the Bank converts out:
these amounts to U.S. dollars using the IMF par * 0.0 indicates that a datum exists, but is negli-
values or central rates, or the current market rates gible, or is a true zero.
where appropriate. Service payments, commit- * .. indicates that a datum is not available.
ments, and disbursements (flows) are converted to * Dollars are current U.S. dollars unless other-
U.S. dollars at the average rate for the year. Debt wise specified.
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Country groups

Regional groups

East Asia and the Pacific Romania (A) Venezuela, R.B. de (E) Cape Verde (A)
Russian Federationb (E) Antigua and Barbuda Central African Republic (A)

Cambodia (A) Slovak Republic (A) Cuba Chad (E)
China (P) Tajikistan (A) Suriname Comoros (E)
Fiji (A) Turkey (A) Congo, Dem. Rep. (E)

Indonesia (P) Turkmenistan (A) Middle East and North Africa Congo, Rep. (E)
Korea, Rep. (E) Ukraine (A) Cote d'lvoire (E)

Lao PDR (P) Uzbekistan (A) Algeria (A) Equatorial Guinea (E)

Malaysia (P) Yugoslavia, FR (Serbia and Djibouti (E) Eritrea (A)
Mongolia (P) Montenegro)a (E) Egypt, Arab Rep. (A) Ethiopia (A)
Myanmar (A) Gibraltar Iran, Islamic Rep. (A) Gabon (A)
Papua New Guinea (A) Jordan (A) Gambia, The (A)

Philippines (A) Latin America and the Caribbean Lebanon (A) Ghana (A)
Samoa (A) Morocco (A) Guinea (E)

Solomon Islands (A) Argentina (A) Oman (A) Guinea-Bissau (P)
Thailand (P) Barbados (A) Syrian Arab Republic (E) Kenya (A)
Tonga (E) Belize (A) Tunisia (E) Lesotho (A)
Vanuatu (E) Bolivia (A) Yemen, Rep. (E) Liberia (E)
Vietnam (E) Brazil (P) Bahrain Madagascar (A)
Kiribati Chile (A) Iraq Malawi (P)

Korea, Dem. Rep. Colombia (E) Libya Mali (A)
Costa Rica (A) Saudi Arabia Mauritania (A)

Europe and Central Asia Dominica (A) Mauritius (A)
Dominican Republic (A) South Asia Mozambique (A)

Albania (A) Ecuador (E) Niger (A)

Armenia (A) El Salvador (A) Bangladesh (A) Nigeria (E)
Azerbaijan (A) Grenada (A) Bhutan (A) Rwanda (A)
Belarus (A) Guatemala (A) India (E) Sao Tome and Principe (A)

Bosnia and Herzegovinaa (E) Guyana (A) Maldives (A) Senegal (P)
Bulgaria (P) Haiti (P) Nepal (A) Seychelles (A)
Croatia (A) Honduras (A) Pakistan (A) Sierra Leone (A)
Czech Republic (P) Jamaica (E) Sri Lanka (A) Somalia (E)
Estonia (A) Mexico (A) Afghanistan South Africa (E)
Georgia (A) Nicaragua (A) Sudan (E)

Hungary (A) Panama (A) Sub-Saharan Africa Swaziland (E)

Kazakhstan (A) Paraguay (A) Tanzania (A)

Kyrgyz Republic (A) Peru (A) Angola (A) Togo (A)
Latvia (A) St. Kitts and Nevis (A) Benin (A) Uganda (A)
Lithuania (P) St. Lucia (A) Botswana (A) Zambia (A)
Macedonia, FYR (A) St.Vincent and the Grenadines (A) Burkina Faso (A) Zimbabwe (A)
Moldova (A) Trinidad and Tobago (E) Burundi (A) Namibia
Poland (A) Uruguay (A) Cameroon (P)

Note: Countries printed in normal type are reporters to the Debtor Reporting System (DRS); those printed in italics do not report to the DRS but are included in
aggregate tables. Letters in parenthesis indicate DRS reporters' status: (A) as reported, (P) preliminary, and (E) estimated. The status "as reported" indicates that
the country was fully current in its reporting under the DRS and that World Bank staff are satistied that the reported data give an adequate and fair representation
of the country's total public debt. "Preliminary" data are based on reported or collected information but, because of irtcompleteness or other reasons, include an
element of staff estimation. "Estimated" data indicate that countries aire not current in their reporting and that a significant element of staff estimation has been
necessary in producing the data tables.
a. For Bosnia and Herzegovina total debt, excluding IBRD and IMF obligations and short-term debt, is included under Yugoslavia, FR (Serbia and Montenegro).
b. Includes the debt of the former Soviet Union on the assumption that: 100 percenit of all outstanding external debt as of December 1991 has beconme a liability of
the Russian Federation.
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Income groups

Low-income countries Middle-income countries

Angola Pakistan Albania Mexico
Armenia Rwanda Algeria Morocco
Azerbaijan Sao Tome and Principe Argentina Oman
Bangladesh Senegal Barbados Panama
Benin Sierra Leone Belarus Papua New Guinea
Bhutan Solomon Islands Belize Paraguay
Burkina Faso Somalia Bolivia Peru
Burundi Sudan Bosnia and Herzegovina Philippines
Cambodia Tajikistan Botswana Poland
Cameroon Tanzania Brazil Romania
Central African Republic Togo Bulgaria Russian Federation
Chad Turkmenistan Cape Verde Samoa
China Uganda Chile Seychelles
Comoros Vietnam Colombia Slovak Republic
Congo, Dem. Rep. Yemen, Rep. Costa Rica South Africa
Congo, Rep. Zambia Croatia Sri Lanka
Cote d'Ivoire Zimbabwe Czech Republic St. Kitts and Nevis
Eritrea Afghanistan Djibouti St. Lucia
Ethiopia Korea, Dem. Rep. Dominica St. Vincent and the Grenadines
Gambia, The Dominican Republic Swaziland
Ghana Ecuador Syrian Arab RepuLblic
Guinea Egypt, Arab Rep. Thailand
Guinea-Bissau El Salvador Tonga
Haiti Equatorial Guinea Trinidad and Tobago
Honduras Estonia Tunisia
India Fiji Turkey
Indonesia Gabon Ukraine
Kenya Georgia Uruguay
Kyrgyz Republic Grenada Uzbekistar
Lao PDR Guatemala Vanuatu
Lesotho Guyana Venezuela, R.B. de
Liberia Hungary Yugoslavia, FR (Serbia and
Madagascar Iran, Islamic Rep. Montenegro)
Malawi Jamaica Antigua and Barbuda
Mali Jordan Bahrain
Mauritania Kazakhstan Cuba
Moldova Korea, Rep. Gibraltar
Mongolia Latvia Iraq
Mozambique Lebanon Kiribati
Myanmar Lithuania Libya
Nepal Macedonia, FYR Namibia
Nicaragua Malaysia Saudi Arabia
Niger Maldives Suriname
Nigeria Mauritius

Note: Countries printed in normal type are reporters to the Debtor Reporting System (DRS); those printed in italics do not report to the DRS but are included in
aggregate tables. Low-income countries are those in which 1998 GNP per capita (calculated using the WorldBank Atlas method) was no more than $760: middle-
income countries are those in which GNP per capita was between $761 and $9,360.
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ALL DEVELOPING COUNTRIES

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

US$ billion External debt
Zv 3,000.

TOTAL D)EBT STOCKS (EDT) .. 609.4 1,460.3 2,536.0 2,554.0
Long-term debt (LDOD) 61.1 451.5 1,181.1 2,030.3 2,070.7 2,500 --

Public and publicly guaranteed 45.8 381.0 1.1 15.6 1,529.2 1,580.1 m
Privatenonguaranteed 15.4 70.6 65.5 501.1 490.6

Use of IMF credit 0.8 12.2 34.7 93.8 81.0 2,000 --

Short-term debt .. 145.6 244.6 411.9 402.3
of which interest arrears on LDOD .. 2.5 52.7 36.2 40.7 1 ,.

Memo: OfaPt

IBRD 4.4 22.2 95.6 115.9 120.5
IDA 1.8 11.9 45.1 84.2 88.9

1,000

TOTAL FLOWS ON DEBT
Disbursements 13.3 113.7 137.2 320.0 246.0
Long-termdebt 12.9 107.6 129.0 290.8 231.1 500 r

Public and publicly guaranteed 8.8 86.2 110.1 174.5 174.9

Private nonguaranteed 11 18 94 36 6.

Private nonguaranseed ~~~~4.2 21.5 18.9 116.3 56.2 0

IMF purchases 0.3 6.0 8.2 29.1 14.9 1992 1993 1994 1995 1996 1997 1998 1999
Memo: Ea Official 01 Private

IBRD 0.7 4.5 13.6 17.6 14.6 250 /
IDA 0.2 1.6 4.4 5.6 5.6

Principal repayments 6.7 44.5 93.7 196.0 214.1

Long-term debt 6.0 42.5 85.5 186.1 186.3ll A a
Public and publicly guaranteed 3.5 30.7 76.2 112.6 119.7 400 bi.on Agrgt ne.rsureflw
Private nonguaranseed 2.5 11.8 9.4 73.6 66.7

IMF repurchases 0.7 2.0 8.2 9.9 27.8 350

Memo:
IBRD 0.2 1.1 8.5 10.7 10.1 300

IDA 0.0 0.0 0.3 0.7 0. 9 30

Net flows on debt 15.8 111.0 60.0 76.3 20.7 250
of which short-term debt .. 41.9 16.5 -47.6 -11 C2

Interest payments (INT) .9 48.9 70.5 120.1 135.3 200
Long-term debt 2.4 32.8 54.7 94.9 111.4
Net transfers on debt .5 62.2 10.4 43.8 114.6 | .-
Total debt service (TDS) 3.. 9.3 164.2 316.1 3494 

100 

50-

NET RESOURCE FLOWS 11.1 82.7 98.5 318.3 29047
Net flow of long-tem debt (ex. IMF) 6.9 65.2 43.4 104.7 44.7 0

Foreign direct investment (net) 2.2 4.4 24.1 170.9 1920 1992 1993 1994 1995 1996 1997 1998 1999

Portfolio equity flows 0.0 0.0 2.8 15.6 27.6 U Private non-debt flows 01 Private debt flows 01 Official flows

Grants (excluding technical coop.) 1.9 13.1 28.2 27.1 2654
NET TRANSFERS 2.3 26.2 26.3 188.2 137.7
Interest on long-term debt 2.4 32.8 54.7 94.9 111.4
Profit remittances on FDI 6.5 23.7 17.6 35.2 41.6 Debt indicators

_ - .,~~~~~~~ - - l.lll~~~~~~~~~~~ Percent

MM / - 180.0

Gross national product (GNP) 698.2 3,006.5 4,271.7 6~017.9 6,156.1 160.0 

Exports of goods & services (XGS) .. 689.1 898.9 1715.3 1,869.7
of which workers remittances 14.4 25.2 47.5 49.4 140.0

Imports of goods & services (MGS) 676.2 928.8 1.801.2 1,833.5

Intemational reserves (RES) .. 212.2 222.9 699.7 7576 120.0

Current account balance 8-6.1 -23.0 -74.1 -25.8 |D G-

~~~~~~~~ ~~~~~~~~~~~~~ ~~~~~~80.0

EDT/XGS (% . 88.4 162.5 147.9 136.6 60.0

EDT/GNP% .. 20.3 34.2 42.1 41.5
TDS/XGS (% . 13.5 18.3 18.4 18.7 40.0-

INT/XGS (%) .. 7.1 7.8 7.0 7.2
INT/GNP(% . 1.6 1.7 2.0 2.2 20.0

RES /MGS (months) .. 3.8 2.9 4.7 5.0 ____________ ------ ___________

Short-term /EDT (%) .. 23.9 16.8 16.2 15.8 1992 1993 1994 1995 1996 1997 1998 1999
Concessional / EDT (% . 18.2 21.5 14.9 18.6
Multilateral /EDT (%) .. 8.0 14.3 12.9 13.5 EDT/XGS EDT/GNP
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ALL DEVELOPING COUNTRIES

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

LONG-TERM ~~~~~~~~~~~~Composition of long-term debt, 1999
J I

DE~BT OUTSTANDING (LDOD) 61.1 451.5 -1,181.1 2,030.3 ~2,070.7'
Public and publicly guaranteed 45.8 381.0 1,115.6 1,529.2 1,580.1
Official creditors 32.3 178.1 605.1 852.9 875.5

Multilateral 7.3 48.9 208.2 326.3 345.7
Bilateral ~~~~~~~24.9 129.3 396.9 526.6 529.7 Biarl

Private creditors 13.5 202.9 510.5 676.3 704.6 Private
Bonds 1.8 13.1 107.4 345.4 369.957

Private nonguaranteed 15.4 70.6 65.5 501.1 490.6
Bonds 0.0 0.0 0.8 116.5 116.8

DISBURSEMENTS 12.9 107.6 129.0 290.8 231.1
Public and publicly guaranteed 8.8 86.2 110.1 174.5 174.9
Official creditors 4.9 28.9 53.3 67.1 71.0

Multilateral 1.2 9.4 27.8 44.8 39.7
Bilateral 3.7 19.6 25.5 22.4 31.3 Mutiat%a

Private creditors 3.8 57.2 56.8 107.4 103.817
Bonds 0.1 1.7 6.2 58.6 56.5

Private nonguaranteed 4.2 21.5 18.9 116.3 56.2
Bonds 0.0 0.0 0.7 20.5 13.7

PRINCIPAL REPAYMENTS 6.0 42.5 85.5 186.1 186.3 Composition of net flows
Public and publicly guaranteed 3.5 30.7 76.2 112.6 119.7 US$ billion onl long-term debt
Official creditors 1.5 7.2 25.6 43.6 45.5 120

Multilateral 0.4 1.7 12.6 18.8 19.7
Bilateral 1.1 5.5 13.0 24.8 25.7

Private creditors 2.0 23.5 50.6 68.9 74.2 100
Bonds 0.1 0.5 5.7 26.6 31.9

Private nonguaranteed 2.5 11.8 9.4 73.6 66.7 80
Bonds 0.0 0.0 0.0 12.9 13.2

NET FLOWS ON DEBT 6.9 65.2 43.4 104.7 44.7 60
Public and publicly guaranteed 5.2 55.5 34.0 62.0 55.2
Official creditors 3.4 21.7 27.7 23.5 25.6 40

Multilateral 0.8 7.7 15.2 26.0 20.0
Bilateral 2.6 14.0 12.5 -2.5 5.6 20

Private creditors 1.8 33.7 6.2 38.4 29.6
Bonds 0.0 1.2 0.5 32.0 24.6

Private nonguaranteed 1.7 9.7 9.5 42.8 -10.5 0
Bonds 0.0 0.0 0.7 7.6 0.4 1992 1993 1994 1995 1996 1997 1998 1999

CURRENCY COMPOSJTIQN U~~~~~~~~~~~~~~~~~~~~~~I Pdvate U Official

Deutsche mark 8.6 6.6 8.6 7 7 Net flows on long-term debt by borrower
French franc 5.2 5.5 5.7 3.6
Japanese yen 2.3 6.9 10.5 10.8 Government and public enterpnses
Pound sterling 11.2 3.4 2.3 1.3 .

U.S. dollars 47.1 49.8 41.2 51.7 1999
Multiple currency 11.6 10.9 14.7 8.3 .. 1998
All other currencies 13.0 8.4 9.9 7.4 1997

- - .~ ~ ~ ~ ~ ~ ~~~~~'IN 1996

Total change in debt stocks . .. 104.5 209.6 .. 1995
Net flows on debt 15.8 111.0 60.0 76.3 20.7 _____________

Net change in interest arrears . .. 15.5 5.9 19
Interest capitalized . .. 5.8 1.6 .. 1993
Debt forgiveness or reduction . .. -33.5 -1.6 1992
Cross-curTency valuation . .. 52.3 41.5
Residual .. 4.3 85.9 .. .0 10.0 20.0 30.0 40.0 50.0 60.0

US$ billion
A~VE"ZG)~ TERMS Of N)9WCO MTET _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

ALL CREDITORS
Interest (%) 5.0 9.2 7.0 6.8 .. Private sector
Maturity (years)209 1. 8 26F
Grant element ()29.6 7.0 18.3 16.7 1999

Official creditors 1998
Interest ()3.6 5.5 5.5 5.2 19

Maturity (years) 28.2 24.0 22.2 18.5
Grant element(% 41.1 28.2 29.4 30.5 1996

Private creditors 1995
Interest ()7.2 12.0 8.5 7.9 1994
Maturity (years) 9.8 9.8 13.9 8.8
Grant element %)12.0 -8.~5 6.5 7.7 1993

Memo: 1992
Commitments 12.0 98.3 124.4 174.2

Official creditors 7.2 41.5 63.9 69.2 -20.0 0.0 20.0 40.0 60.0 80.0
Private creditors 4.7 56.8 60.5 105.0 US$_________billion______________
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EAST ASIA AND PACIFIC

(UJS$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

V~~~A~~~~fl,$ ~ ~ ~ ~ ~ US$ billion External debt

TOTAL DEBT STOCKS (EDT) .. 94.1 274.1 667.5 659.4 700
Long-term debt (LDOD) 8.0 66.7 222.8 517.1 530.5
Public anid publicly guaranteed 5.8 55.6 195.8 337.7 365.0
Private nonguaranteed 2.2 11.1 27.0 179.4 165.6 60
Use of IMF credit 0.2 2.2 2.1 31.4 22.8
Short-term debt .. 25.2 49.2 119.1 106.1 50
of which interest arrears on LDOD .. 0.0 1.9 2.0 2.0
Memo:40

IBRD 0.4 5.0 23.4 35.5 38.2
IDA 0.0 1.0 5.2 12.2 12.8 300--

TOTAL FLOWS ON DEBT20--
Disbursements 2.1 17.4 35.5 70.5 65.4
Long-termn debt 2.0 16.3 35.5 55.4 62.8 100

Public and publicly guaranteed 1.2 12.8 24.1 42.7 53.1
Private nonguaranteed 0.8 3.5 11.4 12.7 9.8 0

IMF purchases 0.1 1.1 0.1 15.1 2.6 0-1992 1993 1994 1995 1996 1997 11998 1999

Memo: U Official ID Private
IBRD 0.1 1.0 2.7 7.0 4.9 ________________________
IDA 0.0 0.1 0.6 0.9 0.7

Principal repayments 0.8 5.9 24.5 51.0 67.8
Long-termn debt 0.8 5.6 23.2 48.1 56.6

Public and publicly guaranteed 0. . 86 2. 31 US$ billion Aggregate net resource flows
0.4 3.7 18.6 21.5 33.1 ~~140

Private nonguaranteed 0.4 1.9 4.7 26.6 23.5
I.MF reputrchases 0.0 0.2 1.3 3.0 11.2
Memo: 120

IBRD 0.0 0.2 2.0 2.1 2.2
IDA 0.0 0.0 0.0 0.1 0.1 100

Net floiis on debt 3.1 18.3 20.0 -184 -15.4
of which short-term debt .. 6.8 9.0 -37.9 -13.0 8

Interest payments (INT) .. 7.7 15.3 33.7 35.7
Long-term debt 0.2 4.6 11.9 24.6 28A4 60

Net transfers on debt .. 10.6 4.8 -52.1 -51.1
Total debt service (TDS) .. 13.5 39.8 84.8 103.5 40 

~~ A~~~ID±I~~~~Qr4,~~~~k$ &~~~~4kgM,~ 2
NET RESOURCE FLOWS 2.1 13.1 27.0 82.8 89.2
Net flow of long-term debt (ex. HlME 1.2 10.6 12.2 7.3 6.2 0
Foreign direct investment (net) 0.3 1.3 11.1 64.2 61.5 1992 1993 1994 1995 1996 1997 '1998 1 995

Portfolio equity flows 0.0 0.0 1.6 9.0 19.0 U Private non-debt flows M Private debt flows EM Official flows
Grants (excluding techniical coop.) 0.7 1.2 2.1 2.4 2.5
NET TRANSFERS 1.6 3.5 10.0 46.3 46.6
Interest on long-term debt 0.2 4.6 11.9 24.6 28.4
Profit remittanceson FDI 0.4 5.0 5.1 11.9 14.2 Debt indicators

r. itiirirk<i247 4-rt ~~~~~~~~~ ~~ 7"v ~~~ Percent
RJ~~~~W7ON0M1U$ND1UA - *7 Itt 7~~~~~~~~~~~~~~~~~~* *~~~~ 120.0..............

Gross national product (GNP) 133.7 444.0 919.5 1,662.3 1,892.5
Exports of goods & services (XGS) . .. 252.8 636.2 698.7 100.0
of which workers'remittances .. 0.3 1.1 1.3 0.9
Imports of goods & services (MGS) . .. 261.3 548.5 645.6
Intemnational reserves (RES) . .. 86.3 298.0 343.0 8.

Current account balance . .. -5.6 87.1 61.1

___ I ~~~~~TDIDtUAii ~~~~~~~7~~~4S.t P~~~~~4 ~60.0--

EDT / XGS (). .. 108.4 104.9 94.4 40.0 
EDT /GCNP(% . 21.2 29.8 40.2 34.8
TDS I XGS (). .. 15.7 13.3 14.8
INT I XGS %). .. 6.0 5.3 5.1 20.0
INT /GNP(% . 1.7 1.7 2.0 1.9
RES / MGS (months) . .. 4.0 6.5 6.4 .
Short-term /EDT (%) .. 26.8 17.9 17.8 16.1 192 93 194 95 196 97 198 99
Concessional /EDT(% . 18.4 28.1 1 3.7 27.9 ___

Multilateral / EDT (%) .. 8.3 14.2 10.7 11.7 E= =EDT1XGS EDTIGNP
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EAST ASIA AND PACIFIC

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

7- . . . . ....... ~~~~~~~~~~~~~Composition of long-term debt, 1999
DEBT OUTSTANDING (LDOD) 8.0 66.7 222.8 517.1 530.5
Public and publicly guaranteed 5.8 55.6 195.8 337.7 365.0
Official creditors 3.7 27.3 117.6 182.6 199.1

Multilateral 0.5 7.8 38.8 71.2 77.2 Bilateral
Bilateral 3.2 19.5 78.8 111.4 121.8 23%

Private creditors 2.1 28.3 78.2 155.1 165.9
Bonds 0.1 1.9 14.4 57.9 65.5 Pvt

Private nonguaranteed 2.2 11.1 27.0 179.4 165.6 P62at
Bonds 0.0 0.0 0.6 50.7 48.6

DISBURSEMENTS 2.0 16.3 35.5 55.4 62.8
Public and publicly guaranteed 1.2 12.8 24.1 42.7 53.1
Official creditors 0.7 4.0 11.7 21.6 22.1

Multilateral 0.1 1.6 4.9 12.9 8.7 Mutlaea
Bilateral 0.6 2.4 6.8 8.7 13.3 5

Private creditors 0.5 8.8 12.4 21.1 31.0
Bonds 0.0 0.3 1.8 7.8 11.2

Private nonguaranteed 0.8 3.5 11.4 12.7 9.8
Bonds 0.0 0.0 0.5 1.8 2.6

PRINCIPAL REPAYMENTS 0.8 5.6 23.2 48.1 56.6 Composition of net flows
Public and publicly guaranteed 0.4 3.7 18.6 21.5 33.1 USbiloonog-emdt
Official creditors 0.1 0.9 5.5 8.4 9. US ilono og-emdb

Multilateral 0.0 0.3 2.7 2.9 3.3
Bilateral 0.1 0.7 2.8 5.4 6.0

Private creditors 0.3 2.7 13.1 13.1 23.8 40
Bonds 0.0 0.0 3.1 2.8 4.9

Private nonguaranteed 0.4 1.9 4.7 26.6 23.5 30
Bonds 0.0 0.0 0.0 4.9 4.7

NET FLOWS ON DEBT 1.2 10.6 12.2 7.3 6.2 20
Public and publicly guaranteed 0.8 9.1 5.5 21.2 20.0
Official creditors 0.6 3.0 6.2 13.2 12.8 10 

Multilateral 0.1 1.3 2.3 9.9 5.5
Bilateral 0.6 1.7 4.0 3.2 7.3

Private creditors 0.2 6.1 -0.7 8.0 7.2 0-
Bonds 0.0 0.2 -1.3 5.0 6.3

Private nonguaranteed 0.4 1.5 6.7 -13.9 -13.8 -10 __ ___
Bonds 0.0 0.0 0.5 -3.1 -2.1 1992 1993 1994 1995 1996 1997 1998 1999

CUREENCY COMPOST! ION OFLONO.TERM U~~~~~~~~ ~ ~~~~~~~~~~ Private U Official
-COPOITON61 C,.TRMDEBT (Ea'>________________

Deutsche mark 7.1 5.0 3.7 2.4 Net flows on long-term debt by borrower
French franc 2.6 3.2 2.3 1.8
Japanese yent 7.3 18.0 28.8 23.4 .. Govemment and public enterprises
Pound sterling 4.7 1.7 0.9 0.6
U.S. dollars 50.4 40.8 24.0 40.7 1999
Multiple currency 8.0 16.6 22.0 7.3 .. 1998
All other currencies 19.1 7.6 15.3 6.0 1997

DEBT STOC-FLOW RECONCUUATlON. 1996
Total change in debt stocks 32.8 18.6 .. 1995

Net flows on debt 3.1 18.3 20.0 -18S4 -15.4
Net change to interest arrears . .. 0.5 0.2 . 19
Interest capitalized . .. 0.2 0.0 .. 1993 Z2
Debt forgiveness or reduction -1.1 0.0 1992
Cross-currency valuation 10.4 15.2
Residual 2.8 21.6 .. .0 5.0 10.0 15.0 20.0 25.0 30.0 35.0 40.0

US$ billion

ALL CREDITORSAVRcTRSONW OMTN1 .. -

Interest (%) 5.0 9.7 6.7 5.9 .. Prvate sector
Maturity (years) 22.9 16.2 19.1 14.0 .

Grant element ()35.4 6.6 22.6 23.1 1999
Official creditors 1998

Interest ()4.1 6.0 5.0 4.8 19
Maturity (years) 28.5 22.7 24.5 19.0
Grant element(% 45.6 29.1 37.5 32.1 1996

Private creditors 1995
Interest ()6.8 13.0 8.4 7.419
Maturity (years) 12.2 10.3 13.6 7.0
Grant element %)15.8 -13.8 7.3 10.5 1993

Memo: 1992
Commitments 1.7 19.5 26.9 40.9 .

Official creditors 1.1 9.2 13.6 23.8 -20.0 -10.0 0.0 10.0 20.0 30.0 40.0
Private creditors 0.6 10.2 13.3 17.2USbilo
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EUROPE AND CENTRAL ASIA

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

va~~~~~~~~ W0 -, m External debt___ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~US$ billionExenldb
_ _ _ _ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~~ 600 -- _ _ _ _ _

TOTAL DEBT STOCKS (EDT) .. 75.4 220.4 480.5 485.9
Long-term debt (LDOD) 4.0 56.2 178.3 374.2 382.8 500

Public and publicly guaranteed 3.1 44.7 173.3 293.5 296.6

Private nonguaranteed 0.9 11.5 4.9 80.8 86.2

Use of IMF credit 0.1 2.1 1.3 27.7 24.5 400 - -

Short-term debt .. 17.1 40.9 78.6 78.6 I .4 4

of which interest arrears on LDOD .. 0.3 13.0 7.7 12.0
Memo: 300 --

IBRD 0.3 3.3 10.3 21.0 22.3 44

IDA 0.1 0.2 0.2 2.0 2.5

TOTAL FLOWS ON DEBT I44 4

Disbursements 1.1 21.0 30.2 66.4 39.6
Long-term debt 1.0 19.8 29.4 59.0 36.7 100

Public and publicly guaranteed 0.5 16.5 27.7 37.3 27.4
Private nonguaranteed 0.5 3.3 1.8 21.7 9.3 0|

IMF purchases 0.1 1.2 0.7 7.4 2.9 1992 1993 1994 1995 1996 1997 1998 1999

Memo: *9 Official En Private

IBRD 0.1 0.8 1.2 3.4 2.6 _

IDA 0.0 0.0 0.0 0.4 0.5

Principal repayments 0.6 7.1 19.8 33.7 29.3
Long-term debt 0.5 6.8 19.1 31.7 23.3 | o A n r flows

Public and publicly guaranteed 0.3 4.8 17.6 24.5 19.4 709 bil8 A rea n
Private nonguaranteed 0.2 2.0 1.5 7.2 3.9

IE repurchases 0.1 0.3 0.7 2.1 6.0
Memo: 60

IBRD 0.0 0.1 1.1 2.2 1.3
IDA 0.0 0.0 0.0 0.0 0.0 50

Net flows on debt 1.5 22.1 3.2 39.9 8.9 40
of which short-tersrebt .. 8.2 -7.1 7.2 -1.5 40

Interest payments (INT) .. .4 12.3 19.1 24.5
Long-term debt 0.1 3.4 9.7 15.2 19.3 30 

Net transfers on debt .. 16.7 -9.1 20.8 -15.6 4 . ]

Total debt service (TDS) 12.5 32.1 52.9 53.7 20

NET RESOURCE FLOWS 0.6 13.3 12.6 59.6 45.1
Net flow oflong-termP debt(ex. 0.5 13.0 103 27.4 13.5 0
Foreigndirectinvestment(net) 0.1 0.0 1.1 24.4 24.0 1992 1993 1994 1995 1996 1997 1998 1999

Portfolio equity flows 0.0 0.0 0.2 2.9 2.8 U Private non-debt flows E3 Private debt flows 9 Official flows

Grants (excluding technical coop.) 0.1 0.3 1.0 5.0 4.8 | ,. EDT/XGS -EDT/GNP _

NET TRANSFERS 0.4 9.8 2.7 42.6 23.5
Interest on long-term debt 0.1 3.4 9.7 15.2 19.3
Profit remittances on FDI 0.0 0.0 0.2 1.8 2.3 Debt indicators

Percent
~~~~ ~~160.0 .

Gross national product (GNP) 1,187.8 988.9 1,152.5 14.

Exports of goods & services (XGS) .. . . 359.2 363.5 
of which workers' remiittances .. . . 7.4 7.6 12. 

Imports of goods & services (MGS) .. . . 396.3 364.3 4

Intemnational reserves (RES) .. . . 103.1 107.9 100.0

Current account balance -24.3 -15.3

~~~~ _ ~~~~~~~~~~~~ __ ~~~~~~~~~~ 80.0

60.0
EDT/XGS (%) .. . . 133.8 133.7
EDT/GNP (%) . .. 18.6 48.6 42.2

40 0
TDS /XGS (%) .. . . 14.7 14.8
INT /XGS (%) .. . . 5.3 6.7 20

INT /GNP(% . .. 1.0 1.9 2.1I
RES /MGS (months) .. . . 3.1 3.6 ___ _______________

Short-term / EDT 22.6 18.5 16.4 16.2 ~~~~1992 1993 1994 1995 1996 1997 1998 1999
Concessional / EDT (%) .. 9.0 5.7 5.0 5.0 = ~ DIG ETN
Multilateral I EDT (%) .. 5.8 7.6 6.6 7.0 ~ ~ 0/G D/N
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EUROPE AND CENTRAL ASIA

(US$ billion, unless otherwise indicated)

1970 1980 1990 1998 1999
LONG-TfltM ~~~~~~~ ~~. .~Composition of long-term debt, 1999

DEBT OUTSTANDING (LDOD) 4.0 56:2 178.3 -374.2 382.8
Public and publicly guaranteed 3.1 44.7 173.3 293.5 296.6
Official creditors 2.6 18.4 64.5 143.6 142.4

Multilateral 0.6 4.4 16.7 31.7 34.2
Bilateral 2.0 14.0 47.8 111.9 108.2Biael

Private creditors 0.4 26.3 108.8 149.8 154.228/
Bonds 0.0 0.2 11.9 62.1 68.0 Private

Private nonguaranteed 0.9 11.5 4.9 80.8 86.2 63%
Bonds 0.0 0.0 0.0 5.8 8.7

DISBURSEMENTS 1.0 19.8 29.4 59.0 36.7
Public and publicly guaranteed 0.5 16.5 27.7 37.3 27.4
Official creditors 0.5 4.8 7.1 8.8 8.6

Multilateral 0.2 1.0 2.4 5.4 5.2 MltilateralBilateral 0.3 3.7 4.7 3.5 3.4 9%/Private creditors 0.1 11.7 20.6 28.5 18.8
Bonds 0.0 0.1 2.0 18.6 11.3

Private nonguaranteed 0.5 3.3 1.8 21.7 9.3
Bonds 0.0 0.0 0.0 2.1 2.9

PRINCIPAL REPAYMENTS 0.5 6.8 19.1 31.7 23.3 Composition of net flows
Public and publicly guaranteed 0.3 4.8 17.6 24.5 19.4 US$ billion on long-term debtOfficial creditors 0.2 1.6 3.1 7.6 6.4 30 

Multilateral 0.1 0.2 1.5 3.7 2.5
Bilateral 0.1 1.5 1.7 3.9 3.9

Private creditors 0.1 3.1 14.4 16.9 13.0 25
Bonds 0.0 0.0 0.1 6.3 6.4

Private nonguaranteed 0.2 2.0 1.5 7.2 3.9 20
Bonds 0.0 0.0 0.0 0.0 0.0

NET FLOWS ON DEBT 0.5 13.0 10.3 27.4 13.5 15
Public and publicly guaranteed 0.2 11.7 10.1 12.9 8.0
Official creditors 0.3 3.1 3.9 1.3 2.2 10

Multilateral 0.1 0.9 0.9 1.7 2.7
Bilateral 0.2 2.3 3.0 -0.4 -0.5

Private creditors -0. 1 8.6 6.1 11.6 5.8
Bonds 0.0 0.1 1.9 12.2 4.9

Private nonguaranteed 0.3 1.3 0.3 14.5 5.4 0-
Bonds 0.0 0.0 0.0 2.1 2.9 1992 1993 1994 1995 1996 1997 1998 1999

... ~~~~~~~~~~ U~~~ Private U OfficialCURRENCYcOIO_TON#ONfRMDBTtEEt%

Deutsche mark 16.0 11.1 25.0 21.7 .. Net flows on long-term debt by borrowerFrench franc 2.7 9.3 5.0 2.5
Japanese yen 0.1 2.4 7.5 6.5 .. Govemment and public enterprisesPound sterling 5.0 2.6 1.8 0.7 .. 9T .. . .
U.S. dollars 44.7 42.0 32.1 53.4 19
Multiple currency 15.2 21.6 10.5 8.0 .. 1998
All other currencies 14.9 6.3 11.3 5.2 1997

- . ~~~~~~~~~~~~~~~~~~~~~~~1996
Total change in debt stocks217 9. 95Net flows on debt 1 5 2 321 390.9 8. 1995 _________________

Net change in interest arrears 5.2 2.3 1994
Interest capitalized 2.2 0.5 . 1993
Debt forgiveness or reduction . . -. 0119
Cross-currency valuation .. . 13.1 8.2 . I 992I 

Residual .. ... . ...- 0.8 39.1 .. 0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0 16.0
- ,. AVtRAGE inns or NRWCOMWTMENT$ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~US$ billion

ALL CREDITORS
Interest (%) 4.2 10.3 8.4 7.5 . Pnvate sectorMaturity (years) 19.2 12.4 16.6 11.9 .

Grant element(% 37.3 1.7 8.3 1. 1999
Official creditorsi98

Interest (%) ~~~~ ~~~~ ~~~3.8 7.6 7.9 5.4 1997
Maturity (years) 20.1 16.7 13.5 16.8
Grant element(% 40.3 18.7 11.8 2851996

Private creditors 19
Interest(%) ~~~~ ~~~~~~~6.3 11.2 8.6 8.2 1994

Maturity (years) 13.3 10.9 18.0 10.3
Grant element(% 18.2 -4.4 6.6 4.8 1993

Memo: 1992
Commnitments 0.8 12.6 30.6 37.3 i Official creditors 0.7 3.3 9.6 9.1 0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0 16.0

Private creditors 0.1 9.3 21.0 28.1 US$_________billion______________
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LATIN AMERICA AND THE CARIBBEAN

(US$ billion, unless otherwise indicated)

1970 1980 1990 1998 1999

-mgUS$ billion External debt
_;z;Žui;•ztii:~Lu ~nmsv~tnnor~& fl~ P4T 2 5 soo - - 900 ---- -0 -

TOTAL DEBT STOCKS (EDT) .. 257.3 475.9 786.0 792J7 800
Long-term debt (LDOD) 27.6 187.2 380.2 640.5 649.0
Public and publicly guaranteed 15.8 144.8 355.1 424.2 440.6 700 - -
Private nonguaranteed 11.9 42.5 25.1 2163 208.4 i4
Use of IMF credit 0.1 1.4 18.3 22.0 21.0 600 - - 'B4 

Short-term debt ,. 68.6 77.4 123.5 122.6 4 @
of wbich intcrest arrears on LDOD . 0.1 25.6 3.6 3.6 500 2 < 4 4..

Memo: O
IBRD 2.1 7.7 34.8 34.5 35.6 49'

IDA 0.1 0.4 1.1 3.0 3.5

TOTAL FLOWS ON DEBT
Disbursements 6.5 44.8 34.2 144.2 97.4
Long-term debt 6.4 44.4 29.4 139.2 89.5 1A

Public and publicly guaranteed 3.6 31.4 24.7 60.3 61.1 10

Private nonguaranteed 2.8 13.0 4.7 789 28.4 0

IMF purchases 0.1 0.4 4.8 5.0 7.9 1992 1993 1994 1995 1996 1997 1998 1999
Memo: U Official El Pnvate

IBRD 0.4 1.6 6.1 5.8 4.9 __ _
IDA 0.0 0.1 0.1 0.3 0.5

Principal repayments 3.7 21.7 22.8 79.0 87.1
Long-term debt 3.4 21.2 19.1 765 78.3 U i /; 5 r _

Public and publicly guaranteed 1.7 14.2 16.9 39.7 41.9 0 A n r
Private nonguaraneed 1.8 7.0 2.2 362.7 36.4

IMf repurchases 0.3 0.5 3.7 21 8.8 140

Memo:
IBRD 0.1 0.4 3.3 3.6 3.8
IIDA 0.0 0.0 0.0 0.0 0.0

Net flowvs on debt 7.5 46.1 20.6 50.7 9.4 100 44 4. ,4

of which short-term debt . 23.0 9.1 -14.5 -0.9 4.4' '.4i"
Interest payments (INT) .. 24.6 22.8 46.3 53.5 80 ~
Long-term debt 1.4 17.6 18.8 38.2 46.0
Net transfers on debt .8 21.5 -2.2 4.3 -44.1 6

ExpTotal debt service (TDS) 46.3 45.6 1253 140.6 40

. 4. ~~~~4., .1~~~~~M %OM9W~~~~~t ~ 20

NET RESOURCE FLOWS 4.2 29.9 21.7 137.0 107.2
Net flow of long-term debt (ex. IMP) 2.9 23.2 10.3 62.7 11.2 0
Foreign direct investment (net) 1.1 6.1 8.2 69.3 89.4 1992 1993 1994 1995 1996 1997 1998 1999
Portfolio equity flows 0.0 0.0 0.9 1.7 3.6 U Private non-debt flows 0i Private debt flows El Official flows
Grants (excluding technical coop.) 0.2 0.6 2.3 3.2 3.0 

NET TRANSFERS 0.8 7.5 -3.5 833 43.0
Interestonlong-erm debt 1.4 17.6 18.8 38.2 46.0
Profit remittances on FDI 2.0 4.9 6.4 15.5 18.2 Debt indicators

.,titffl1*Nlt5lWt4f.T4'fk,ll, .' Percent
,t:'? Y Y X A k K>-tiij1&54it4l 300.0

Gross national product (GNP) 162.8 754.7 1,072.9 1,925.2 1,717.3
Exports of goods & services (XGS) 128.0 186.1 373.5 407.4 250.0 -___
of which workers' reittances .. 1.2 4.7 13.0 14.1 | i ...

Imports of goods & services (MGS) 1.. 6 194.8 471.7 443.8
Intenational reserves (RES) 5.5 57.4 58.3 165.3 164.1 200.0 --
Current account balance -30.2 -1.6 -89.6 -58.3

iw`WQIII,~ ~ ~ ~ ~ ~ ~ ~~~~~~~~~~~~~5 150.0

EDT /XGS (%) .. 201.0 255.7 210.5 194.6 100.0
EDT /GNP (%) .. 34.1 44.4 40.8 46.2
TDS /XGS ('e . 36.2 24.5 33.6 34.5
INT /XGS %)- 19.2 12.3 12.4 13.1 50.0 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

I.NT/GNP(% - 3.3 2.1 2.4 3.1
RES /MGS (months) .. 4.3 3.6 4.2 4. 0.0 

Short-term / EDT (%) 26.7 16.3 15.7 15.5 ~~~1992 1993 1994 1995 1996 1997 1998 1999
Concessional /EDT (%) .. 9.3 10.2 3.9 4.0
Multilateral /EDT (%) .. 5.5 12.7 10.5 11.3 7=- -EDT/XGS - EDTIGNP
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LATIN AMERICA AND THE CARIBBEAN

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

Composition of long-term debt, 1999

DEtBT OUTSTANDING (LDOD) 27.6 187.2- 380.2 640.5 649.0Biael
Public and publicly guaranteed 15.8 144.8 355.1 424.2 440.6Biael
Official creditors 8.1 44.9 146.6 170.5 176.413

Multilateral 2.9 14.1 60.5 82.6 89.6
Bilateral 5.2 30.8 86.1 87.9 86.8

Private creditors 7.6 99.8 208.6 253.7 264.3
Bonds 1.2 9.6 76.0 205.3 213.2

Private nonguarasuteed 11.9 42.5 25.1 216.3 208.4
Bonds 0.0 0.0 0.2 53.9 53.4 Mliaea

Private ~~~~~14%
DISBURSEMENTS 6.4 44.4 29.4 139.2 89.573
Public and publicly guaranteed 3.6 31.4 24.7 60.3 61.1
Official creditors 1.3 6.8 13.9 20.7 21.4

Multilateral 0.6 3.0 9.1 16.4 14.3
Bilateral 0.8 3.9 4.8 4.3 7.1

Private creditors 2.3 24.6 10.8 39.6 39.7
Bonds 0.1 1.2 1.9 26.5 30.4

Private nonguarainteed 2.8 13.0 4.7 78.9 28.4
Bonds 0.0 0.0 0.2 15.9 7.8

PRINCIPAL REPAYMENTS 3.4 21.2 19.1 '76.5 78.3 Composition of net flows
Public and publicly guaranteed 1.7 14.2 16.9 39.7 41.9 US$ billion ofl long-term debt
Official creditors 0.5 2.1 7.0 13.8 15.1 t0

Multilateral 0.2 0.7 4.7 6.2 7.2
Bilateral 0.3 1.4 2.2 7.6 7.9 50

Private creditors 1.2 12.1 9.9 26.0 26.8
Bonds 0.1 0.4 2.0 17.1 20.3 40

Private nonguaranteed 1.8 7.0 2.2 36.7 36.4 3
Bonds 0.0 0.0 0.0 7.7 8.3

NET FLOWS ON DEBT 2.9 23.2 10.3 62.7 11.2 20
Public and publicly guaranteed 1.9 17.2 7.8 20.6 19.2
Official creditors 0.8 4.7 6.9 6.9 6.3 1

Multilateral 0.4 2.3 4.4 10.2 7.1 0 I m

Bilateral 0.4 2.4 2.6 -3.2 -0.8
Private creditors 1.1 12.5 0.8 13.7 12.9 -10

Bonds 0.1 0.8 -0. 1 9.4 10.1
Private nonguarauteed 1.0 6.0 2.5 42.1 -79 2

Bonds 0.0 0.0 0.2 8.2 -0.5 1992 1993 1994 1995 1996 1997 1996 1999

* CURRENCY COMPOSJTIOt4 OFLONG4EkM DEBT ~~~~~~~~~~~~~~~~~ . , U~~ Private U Official

Deutsche mark 7.8 5.5 5.8 5.4 .. Net flows on long-term debt by borrower
French franc 2.3 1.8 3.6 1.3
Japanese yen 0.1 4.4 5.7 5.6 .. Govemment and public enterpnses
Pound sterling 4 6 1.4 1.4 0.8 19
U.S. dollars 63.0 63.1 54.9 663 19
Multiple currency 16.9 9.4 17.5 8.4 .. 1998
All other currencies 3.6 3.4 2.5 6.0 1997

DEaTr StUILOWEECONUTIIf@
- ~~ ~ , .. ~~~~., -_ 1996

Total change in debt stocks 22.6 71.8 .. 1995
Net flows on debt 7.5 46 1 20.6 50.7 9.4
Net change in interest arrears . .. 9.1 1.0 1994
Interest capitalized . .. 1.5 0.5 .. 1993
Debt forgiveness or reduction . .. -18.7 -0.9 1992 m
Cross-currency valuation . .. 10.5 6.9 .

Residual -0.3 13.6 .. -5.0 0.0 5.0 10.0 15.0 20.0 25.0
I ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~US$ billion

ALL CREDITORS
Interest (%) 7.0 11.5 7.9 7.9 .. Private sector
Maturity (years) 14.4 11.3 15.0 9.7 .......
Grant element ()16.6 -5.8 12.2 8.8 1999

Official creditors 1998
Interest ()6.0 7.8 7.0 6.9 1997
Maturity (years) 23.4 17.0 18.0 12.1
Grant element ()27.4 14.6 18.6 14.4 1996

Private creditors 1995
Interest ()7.7 13.0 9.1 8.5 1994
Maturity (years) 8.9 9.0 11.1 8.4
Grant element ()10.1 -14.2 3.6 5.7 1993

Memo: i1992
Commitments 4.4 33.3 26.3 63.7 .

Official creditors 1.6 9.6 15.1 22.6 -20.0 -10.0 0.0 10.0 20.0 30.0 40.0 50.0
Private creditors 2.7 23.6 11.2 41.2
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MIDDLE EAST AND NORTH AFRICA

(US$ billion, unless otherwise indicated)

1970 1980 1990 1998 1999
~~~~~~ ~~~~~US$ billion External debt

! 3 39ft4t4~tYDt AiE . W*, tl 250- ____

TOTAL DEBT STOCKS (EDT) .. 83.8 183.2 208.1 214.2

Long-term debt (LDOD) 4.2 61.8 137.5 164.1 169.5 

Public and publicly guaranteed 4.2 61.2 136.0 159.6 161.4 200 8 H

Private nonguaranteed 0.106 1. 9.5 86.0 200 2 

Use of IMF credit 0.1 09 1.8 3.0 3.0 1 - _ 2 r.
Short-term debt 02.1 43.9 41.0 41.8 15 1

21.1~~~~~~~~~4 43'ic .94

of which interest arrears on LDOD .. 0.4 2.9 2.4 2.4 1 5a

Memo: 03 Off2ia 2 Pnv

IBRD 0.1 2.4 8.3 8.8 8.9

IDA 0.0 0.7 1.8 2.6 2.7

TOTAL FLOWS ON DEBT
Disbursements n0.9 1.3 14.7 15.1 11. 5

LMn purchasest 0.0 0.4 0.190.5 0.5

Long-termndebt 0.4 4.8 15.3 13.2 11.3 US$bililon0.9 12.0 14.6 14.7 18.6
Public and publicly guaranteed 0.8 11.7 14.5 13.7 14.7
Private nonguaranteed 0.0 0.3 0.1 1.0 3.9 0

IMF rpurchases 0.0 0.4 0.4 10. 3.95 - -j

Memo: * 5 Pvt

IBRD 0.0 0. 1.2 0.6 1.0 20l Official El P_vate
IDA 0.0 0.1 0.0 0.2 0.2

Principal repayments 0.4 5.1 15.7 13.7 11.7

Long-term debt 0.4 4.8 15.3 13.2 11.3

Public and publicly guaranteed 0.4 4.7 15.1 12.2 11.0 US$ billion Aggregate net resource flows

Private nonguaranteed 0.0 0.1 0.2 1.1 03 

IMF repurcbases 0.0 0.2 0.4 0.5 0.5

Memo:

IBRD 0.0 0.1 0.8 0.9 0.9 20

IDA 0.0 0.0 0.0 0.0 0.0

Net flows on debt 1.0 8.7 0.6 0.7 8.1 15
of which sbort-term debt . 1.4 1.7 -0.8 0.8

Interest Payments (TNT) . 6.5 8.6 8.9 94.

Long-term debt 0.1 3.9 5.2 6.6 7.1

Net transfers on debt 2. 2.2 80 8.2 -1 3

=4 Pe cn 44. - ...... .....Grotal debtioa seroduc (TDS) 417 20.2 427.7 577.2 484.3 4.

NET RESOURCE FLOWS 1.1 8.5 9.9 11.5 19.9

Netxfow of long-teri debt (x. IMF) 0.5 7 1 -0.7 1.5 713 0

Foreign direct investment (net) 0.3 -3.3 2.5 5.1 8.1 1992 1993 1994 1995 1996 1997 1998 1999

Portfolio equity flows 0.0 0.0 0.0 0.9 0.6 6 U n

Grants (excluding technical coop.) 0.4 4.7 8.2 4.1 3.9 __ P_vate_ nn-debt_lows__ Pvate_det_flows_l_Offical_flow

NET TRANSFERS -1.9 -5.3 3.4 3.3 11.0
Interest on long-term debt 0.1 3.9 5.2 6.6 7.1

Profit remittances on FDI 2.9 9.9 1.3 1.5 1.8 Debt indicators

4 ~~~~~~~~~~~~~~Percent
460 .0 ...............-.........

EDT4., / 4444~ XGS (% .. 160.039 12.1 11.

Gross national product (GNP) 41 27 405.5 427.7 577.1 484.1 140.0
Exports of goods & services (XGS) .. 205.7 160.8 161.1 192.4 4

of whic workers' remittances .. 5.1 10.5 10.1 1. 20 

Imports of goods & services (MGS) 144. 144.5 168.4 151.1 
Intemational reserves (RES) 4.5 76.2 39.2 65.8 69.6 o.o
Current account balance 47.0 1.9 -23.4 6.7

44" - ~~~~A"' 44 .<44 "~~~~"4 ~ 80.0

EDort-teXm/EDT(%) .. 40.8 24.0 19.7 19.5 19 92 1993 1994113.9 129.1 111.3 60.0

EDTsina/%) .. 20.7 42.8 36.1 44.2
TDS XGS (%) .. 5.6 158.1 14. 11. 
INT/XGS(% . 3.1 5.3 O 1 200

INT/GNP(%) .. ~~~~ ~~~~ ~~~~~~1.6 2.0 1.6 1.

RES/ MGS (months) . 6.3 3.3 4.7 5.5_______________________
Short-ter / EDT %)25.2 240 9. 1. -

Concessional / EDT 24.0 19.7 1192999.194599 196 99 198 99

Cuncissional / EDT (%) 21.5 24.1 28.8 28.1 192 93 194 95 196 97 198 99
Multilateral / EDT (%) .. ~~~~~6.7 8.6 11.4 11.4 7-:-. - -EDT/XGS - EDTIGNP
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MIDDLE EAST AND NORTH AFRICA

(US$ billion, unless otherwise indicated)

1970 1980 1990 1998 1999
Composition of long-term debt, 1999

DEBT OUTSTANDING (LDOD) 4.2 61.8 137.5 164.1 169.5
Public and publicly guaranteed 4.2 61.2 136.0 159.6 161.4 Private
Official creditors 3.0 31.5 80.8 109.8 107.9 36%

Multilateral 0.2 5.6 15.7 23.8 24.4
Bilateral 2.9 25.9 65.1 86.0 83.5

Private creditors 1.1 29.7 55.1 49.9 53.5
Bonds 0.0 0.7 2.2 5.1 6.7

Private nonguaranteed 0.0 0.6 1.5 4.5 8.0
Bonds 0.0 0.0 0.0 0.8 1.0

DISBURSEMENTS 0.9 12.0 14.6 14.7 18.6
Public and publicly guaranteed 0.8 11.7 14.5 13.7 14.7 BilateralOfficial creditors 0.4 5.8 6.4 3.7 5.5 Multilaera

Multilateral 0.0 0.7 2.4 2.6 3.3 14
Bilateral 0.4 5.1 4.0 1.1 2.3

Private creditors 0.4 5.9 8.1 10.0 9.2
Bonds 0.0 0.1 0.0 1.5 1.8

Private nonguaranteed 0.0 0.3 0.1 1.0 3.9
Bonds 0.0 0.0 0.0 0.0 0.4

PRINCIPAL REPAYMENTS 0.4 4.8 15.3 13.2 11.3 Composition of net flows
Public and publicly guaranteed 0.4 4.7 15.1 12.2 11.0 US$ billion on long-term debtOfficial creditors 0.2 0.9 5.0 5.5 6.2 10

Multilateral 0.0 0.2 1.3 2.1 2.5
Bilateral 0.2 0.7 3.7 3.5 3.7 6

Private creditors 0.2 3.8 10.1 6.6 4.8
Bonds 0.0 0.0 0.1 0.0 0.0 6

Private nonguaranteed 0.0 0.1 0.2 1.1 0.3 4
Bonds 0.0 0.0 0.0 0.1 0.1

NET FLOWS ON DEBT 0.5 7.1 -0.7 1.5 7. 2
Public and publicly guaranteed 0.5 7.0 -0.7 1.6 3.7 0
Official creditors 0.2 4.9 1.4 -1.8 -0.7 0

Multilateral 0.0 0.5 1.1 0.5 0.8 -2
Bilateral 0.2 4.4 0.3 -2.3 -1.4

Private creditors 0.3 2.1 -2.1 3.4 4.4 .4
Bonds 0.0 0.0 -0. 1 1.4 1.7

Private nonguaranteed 0.0 0.1 0.0 -0.1 3.6 -6
Bonds 0.0 0.0 0.0 -0. 1 0.3 1992 1993 1994 1995 1996 1997 1998 1999

- - U~~~~~~~~~~~~~~~~I Private MHOfficial
CURRENCY COMPOSMONF orL G-TJERM DEBT (iPEVMN)._______________

Deutsche mark 7.7 6.4 6.6 5.4 Net flows on long-term debt by borrower
French franc 18.6 9.3 11.1 9.6
Japanese yen 0.0 5.7 6.3 7.6 .. Government and public enterprises
Pound sterling 41 13 15 0919
U.S. dollars 33.0 46.4 38.2 38.3 19
Multiple currency 3.1 4.7 7.5 3.9 .. 1998
All other currencies 32.5 12.4 12.4 11.5 1997

.. DEBT STOCK-PLOW RECONCILIATION ~~~~~~~~~1996
Total change in debt stocks .. -5.7 13.6 .. 1995 E

Net flows on debt 1.0 8.7 0.6 0.7 8.1 19
Net change in interest arrears .. -1.5 0.2 19
Interest capttalized .. 0.2 0.1 .. 1993
Debt forgiveness or reduction . .. -10.6 0.0 1992
Cross-currency valuation . .. 6.1 4.0 .. I
Residual -0.6 8.7 .. 6.Q -4.0 -2.0 0.0 2.0 4.0 6.0

US$ billion

ALL CREDITORS
Interest (%) 4.6 6.4 7.4 5.7 .Private sector
Maturity (years) 18.6 18.1 13.5 12.0 .

Grant element ()33.5 23.7 15.7 20.3 19
Official creditors 1998

Interest ()3.7 4.7 5.5 3. 1997
Maturity (years) 23.5 24.1 21.4 20.5
Grant element ()43.6 38.2 32.2 42.2 1996

Private creditors 1995
Interest (%) 6.3 8.6 8.8 6.2 1994
Maturity (years) 9.4 10.7 7.6 9.9
Grant element(% 14.7 5.7 3.4 14.8 19

Memo: 1992
Commitments 1.2 11.5 15.3 14.7 .

Official creditors 0.8 6.4 6.6 3.0 -1.0 0.0 1.0 2.0 3.0 4.0
Private creditors 0.4 5.1 8.8 11.7 ____________________________
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SOUTH ASIA

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

4 >t;>4rm
4>

4>Th >4>4> E gjj4j4> t g. ~a mm, US$ billion External debt
aff4 l M7,~444414 180

TOTAL DEBT STOCKS (EDT) 38.0 129.9 163.8 170.7 160 - -

Long-term debt (LDOD) 11.3 33.1 113.0 154.2 159.8 4 4>

Public and publicly uaranteed 11.2 32.7 111.3 143.1 147.2 140 - -

Private noniguaranteed 0.1 0.4 1.7 11.1 12.7 t
Use of IMF credit 0.1 2.5 4.5 2.5 2.4 120 

Short-term debt . 2.5 12.4 7.2 8.5 2 2

of which interest arrears on LDOD 0.0 0.0 0.3 0.3 100

Memo:
IBRD 0.9 1.2 9.6 11.2 11.1 80

IDA 1.3 7.1 21.1 31.4 32.6
60

TOTAL FLOWS ON DEBT
Disbursements 1.5 6.4 123 15.5 13.3 
Long-term debt 1.5 4.7 10.4 15.2 12.7

Public and publicly guaranteed 1.4 4.4 10.1 14.1 10.2 20 --

Private nonguaranteed 0.0 0.3 0.3 1.1 2.5 00

IMF purchases 0.0 1.6 1.9 0.3 0.6 1992 1993 1994 1995 1998 1997 1998 1999

Memo: * Officiai E Prvate

IBRD 0.1 0.2 1.6 0.7 1.1 I 14 _

IDA 0.1 0.9 1.6 1.6 1.7

Principal repayments 0.7 1.6 5.3 9.7 8.2

Long-term debt 0.5 1.2 4.1 8.9 7.5 
Public and publicly guaranteed 0.4 1.1 3.8 8.3 6.6 0S billonv Aggreg ate n e eb flows E a

Private nonguaranteed 0.0 0.1 0.4 0.6 0.9

IMF repurchases 0.3 0.3 1.2 0.7 0.7 16 --

Memo:
IBRD 0.1 0.1 0.6 1.0 1.1 14 -4,

IDA 0.0 0.0 0.2 0.4 0.5

Netxforts on debt 1.2 5.9 8.5 4.7 64 . |
of which short-term debt .. 1.0 1.6 -1.2 1.3 10 4

Interest payments (TNT) si 1.2 6.2 6.7 7 0
Long-term debt 0n3 0r9 4v7 6.2 616 4, 8 >7 499 4,

Net transfers on debt 4.6 2.3 -2.0 -096 6-t = , 4 -- - .=.

Total debt service (TDS) 2.8 11.5 1684 1562

EADT G~PE / GNP4EiWSR (%) 160 3 2 82 0 

NET RESOURCE FLOWS 13 6.5 9.2 12.6 118
Net flow of long-term debt (ex. IMF) 1/0 3(5 602 6.3 52 0

Foreign direct investment (net) 0.1 0.2 0.5 3.7 3 4 1992 1993 1994 1995 1996 1997 1998 1999

Portfolio equity flows 0.0 0.0 0.1 0.4 1.1 Pnvate non-debt flows El Pnvate debt flows El Official flows

Grants (excluding technical coop.) 0.3 2.8 2.4 2.3 2 2

NET TRANSFERS 1.0 5.6 4.4 6.1 4 9
Interest on long-term debt 0.3 0.9 4.7 6.2 6.6

Profit remittances on FDI 0.0 0.0 0.1 0.3 0.4 Debt indicators

g g»»444>4,> »4'>44444 44 a.. 4>.»47 7 44,<>>,4 Percent

~m M jIN4E 9 EC$Q LC Th12> ., I 4> ME4

Gross national product (GNP) 85.4 238.0 405.7 560.5 604.8
Exports of goods & services (XGS) 4.1 23.5 39.7 86.6 105.1 30.

of which workers'remtittances .. 4.9 4.8 13.5 14.4
Imports of goods & services (MGS) 5.8 29.6 52.7 97.6 106.7 250.0--

International reserves (RES) .. 15.4 8.9 37.4 39.9

Current account balance .. -4.9 -11.6 -7.7 -9.6 200.0

____ t 4> ~~~~~~~~~~~~~ ~ 150.0

EDT/XGS (%) .. 161.5 327.4 189.1 162.5
EDT/GNP (%) .. 16.0 32.0 29.2 28.2 100.0

TDS /XGS (% . 11.8 29.0 18.9 14.5
INTl XGS (% . 5.2 15.6 7.8 6.7 50.0
INT/GNP(% . 0.5 1.5 1.2 1.2

RES /MGS (months) .. 6.2 2.0 4.6 4.5

Short-termn / EDT (% . 6.5 9.5 4.4 5.0 0.0
Concessional / EDT (%) 74.2 56.3 50.6 50.2 1992 1993 1994 1995 1996 1997 1998 1999

Multilateral / EDT (%) .. 24.6 29.5 36.6 36.5 1 I I EDT/XGS - EDT/GNP
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SOUTH ASIA

(US$ billion, unless otherwise indicated)

1970 1980 1990 1998 1999
. . ... ....... .. ~~~~~~~~~~Composition of long-term debt, 1999

LONG-TERM DElI
DEBT OUTSTANDING (LDOD) 11.3 33.1 113.0 154.2 159.8 Private
Public and publicly guaranteed 11.2 32.7 111.3 143.1 147.2 29%
Official creditors 10.5 30.3 86.9 108.8 113.9

Multilateral 2.2 9.3 38.3 59.9 62.3
Bilateral 8.3 20.9 48.6 48.9 51.6

Private creditors 0.7 2.4 24.4 34.2 33.3 Bilateral
Bonds 0.0 0.0 2.6 6.8 6.7 32%

Private nonguaranteed 0.1 OA4 1.7 11.1 12.7
Bonds 0.0 0.0 0.0 3.7 3.5

DISBURSEMENTS 1.5 4.7 10.4 15.2 12.7
Public and publicly guaranteed 1.4 4.4 10.1 14.1 10.2
Official creditors 1.3 3.4 7.0 8.0 8.8

Multilateral 0.2 1.4 4.4 4.1 4.6 
Bilateral 1.1 2.0 2.6 3.9 4.2 M39iatra

Private creditors 0.1 1.0 3.1 6.1 1.4
Bonds 0.0 0.0 0.4 4.3 0.1

Private nonguaranteed 0.0 0.3 0.3 1.1 2.5
Bonds 0.0 0.0 0.0 0.3 0.0

PRINCIPAL REPAYMENTS 0.5 1.2 4.1 8.9 7.5 Composition of net flows
Public and publicly guaranteed 0.4 1.1 3.8 8.3 6.6 US$ billion on long-term debt
Official creditors 0.3 0.9 2.4 5.3 4.0 6.....

Multilateral 0.1 0.1 1.0 2.0 2.0
Bilateral 0.3 0.8 1.4 3.3 2.0

Private creditors 0.1 0.2 1.4 3.0 2.7 5
Bonds 0.0 0.0 0.3 0.3 0.3

Private nonguaranteed 0.0 0.1 0.4 0.6 0.9 4
Bonds 0.0 0.0 0.0 0.1 0.1

NET FLOWS ON DEBT 1.0 3.5 6.2 6.3 5.2 3
Public and publicly guaranteed 1.0 3.3 6.3 5.8 3.6
Official creditors 1.0 2.4 4.6 2.7 4.8 2-

Multilateral 0.1 1.3 3.4 2.1 2.6
Bilateral ~~~~ ~~~~0.9 1.2 1.2 0.6 2.2

Private creditors 0.0 0.9 1.7 3.1 -1.2 1
Bonds 0.0 0.0 0.1 4.0 -0.2

Private nonguaranteed 0.0 0.2 -0.1 0.5 1.6 
Bonds 0.0 0.0 0.0 0.2 -0. 1 1992 1993 1994 1995 1998 1997 1998 1999

- .. U~~~~~~~~~~~~~ Private U Official
CURRENCY COMPOSITION OF LONG-TERM DEBT (PECENT)

Deutsche mark 9.7 8.3 5.9 4.8 Net flows on long-term debt by borrower
French franc 1.5 2.3 1.7 1.7
Japanese yen 5.5 8.8 11.9 15.1 .. Government and public enterprises
Pound sterling 22.5 17.7 4.8 2.7 199
U.S. dollars 42.0 41.9 51.6 50.6 19
Multiple currency 8.5 7.3 13.6 17.1 .. 1998
All other currencies 9.9 9.6 4.6 2.5 1 99

- DEl)? STOCK-FLOW RECONCILIATION ~~~~~~~1998
Total change in debt stocks 13.3 8.5 1995~~

Net flows on debt 1.2 5.9 8.5 4.7 6.4 1994_________
Net change in interest arrears 0.0 0.1 19
Interest capitalized .0.0 0.0 .. 1993
Debt forgiveness or reduction . .. 0.0 0.0 1992
Cross-currency valuation . .. 2.5 2.9 .

Residual . .. 2.2 0.8 .. 0.0 1.0 2.0 3.0 4.0 5.0 8.0 7.0
US$ billionAVERAGETERMSOF NEW COMMITMET _ _____________

AILL CREDITORS Piaesco
Interest (%) 2.6 4.7 4.6 5.7 Piaesco
Maturity (years) 32.6 32.5 24.7 17.6 .......... . ... --... . .... .... 
Grant element ()30.5 21.4 25.3 29.7 1999 WT325 "y

Official creditors 1998
Interest ()2.3 2.2 3.6 4.1 1997
Maturity (years) 34.9 39.4 28.9 27.8
Grant element ()32.5 27.4 28.9 47.6 19

Private creditors 1995
Interest %)5.9 12.8 6.7 7.3 1994

Maturity(years) ~~~~11.6 10.9 15.2 7.2
Grant element(% 12.1 2.6 17.1 11.5 19

Memo: 1992
Commitmnents 2.0 8.2 13.7 11.6 .

Official creditors 1.8 6.2 9.5 5.8 0.0 0.5 1.0 1.5 2.0
Private creditors 0.2 2.0 4.2 5.7
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SUB-SAHARAN AFRICA

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

. US$ billion External debtn 4, _ p250 -

TOTAL DEBT STOCKS (EDT) . 60.8 176.9 230.1 231.1
Long-term debt (LDOD) 6.1 46.6 149.4 180.2 179.1 .

Public andpublicly guaranteed 5.8 42.0 144.1 171.1 169.4 200

Private nonguaranteed 0.3 4.6 5.3 9.1 9.7

Use of IMF credit 0.1 3.0 6.6 7.4 7.3 9
Short-term debt 11.2 20.9 42.5 44.7 150 .5
of which interest arrears on LDOD . 1.7 9.3 20.2 20.4 1

Memo:
[BRD 0.6 2.5 9.2 5.0 4.1
IDA 0.2 2.6 15.8 33.0 34.8

TOTAL FLOWS ON DEBT
Disbursements 1.3 11.8 10.4 8.2 11.3 50

Long-term debt 1.2 10.6 9.7 7.4 10.7
Public and publicly guaranteed 1.1 9.4 9.1 6.4 8.4
Private nonguaranteed 0.1 1.2 0.6 1.0 2.4 l

IMF purchases 0.0 1.2 0.7 0.8 0.5 1992 1993 1994 1995 1998 1997 1998 1999

Memo: * Ofica n Private

IBRD 0.1 04 0.8 0.2 0.1 

IDA 0.1 0.4 2.0 2.1 2.0

Principal repayments 0.5 3.2 5.6 8.9 10.0
Long-terme debt 0.4 2.8 4.6 7.8 9.4 U o

Public and publicly guaranteed 0.3 2.2 4.2 6.4 7.7 US bilo Agea net rsuc flows

Private nonguaranteed 0.1 0.6 0.5 I.A 1.7
ItM repurchases 0.1 0.4 1.0 1.1 0.6
Memo:

IBRD F 0.0 0.1 0.7 0.7 0.7 20 -

IDA 0.0 0.0 0.1 0.2 0.2 

Net flows on debt 1.5 10.1 7.1 .1.2 3.3 15 L P> 
of which short-term debt .. 1.5 2.3 -0.5 2.0 ,,

Interest payments (INT) .. 3.5 5.3 5.2 5.2 s -45 cistw t5
Long-term debt 0.2 2.4 4.4 4.0 4.0 10 

Net transfers on debt . 6.6 1.8 -6.5 -2.
Total debt service (TDS) 6.7 10.9 14.1 15. 2 

NET RESOURCE FLOWS 1.7 11.4 18.1 14S9 17.5
Net flowoflong-terrdebt(ex MF) 0.8 7.8 5.1 -04 13 0
Foreign directtinvestment (net) 0.4 0.0 0.8 4.4 5.6 1992 1993 1994 1995 1996 1997 1998 1999

Portfolio equity flows 0.0 0.0 0.0 0.7 0.5 U Private non-debt flows 01 Private debt flows 01 Official flows
Grants (excluding technical coop.) 0.4 3.6 12.2 10.2 10.1 | , .

NET TRANSFERS 0.4 5.1 9.2 6.7 8.8
Interest on long-term debt 0.2 2.4 4.4 4.0 4.0
Profit remittances on FDI 1.1 4.0 4.5 4.2 4.7 Debt indicators

Percent

EDT/XGS(%) .... 65.5 209.6 238.9 o225.ft |~M 300.0

Gross national product (GNP) 59.7 259.4 280.7 318.2 304.7
Exports of goods & services (XGS) 92.9 84.4 96.3 102.7 250.0 | .7|

of which workers'remittances .. 0.8 0.8 2.2 2.0 1 50t

Imports of goods & services (MGS) 93.3 91.5 120.9 122.1
Intemational reserves (RES) 3.1 22.9 15.4 30.3 33.0 200.0

Current account balance 0.4 -1.8 -16.1 -10.3

~~$~~r¶~~~j~~ gg 150.0

EDT /XS (%) .. 165.5 209.6 238.9 225.1 100.0 1 1

EDT / GNP 23.5 63.0 72.3 75.8
TDS/XGa/%) .. 72 12.9 14.7 14.8
INT /XGS (%) .. 3.8 6.3 5.4 5.1 50.0

INT /GNP%). 1.4 1.9 1.7 1.7
RES / MGS (months) .. 3.0 2.0 3.0 3.2 ______________________

Short-term /EDT (%) .. 18.4 11.8 18.5 19.3 .
Concessional /EDT (%) .. 26.9 33.1 38.7 39.1 192 93 194 95 196 97 198 99

Multilateral /EDT (%) .. 12.5 21.6 24.8 25.1 - IEDT/XGS - EDT/GNP
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SUB-SAHARAN AFRICA

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

~~ONG-TERMD~~%T . -- . - .~~Composition of long-term debt, 1999
DEBT OUTSTANDING (LDOD) 6.1 46.6 149.4 180.2i 179.1 Priat
P'ublic and publicly guaranteed 5.8 42.0 144.1 171.1 169.4
Official creditors 4.2 25.7 108.7 137.6 135.9

Multilateral 0.9 7.6 38.2 57.0 58.1
Bilateral 3.3 18.1 70.5 80.5 77.8

Private creditors 1.6 16.3 35.4 33.6 33.5
Bonds 0.4 0.6 0.3 8.3 9.8

Private nonguaranteed 0.3 4.6 5.3 9.1 9.7
Bonds 0.0 0.0 0.0 1.6 1.5

Bilateral
DISBURSEMENTS 1.2 10.6 9.7 7.4 10.7 44%
Public and publicly guaranteed 1.1 9.4 9.1 6.4 8.4 Multilatera
Official creditors 0.7 4.2 7.2 4.3 4.7 32%

Multilateral 0.2 1.7 4.6 3.4 3.6
Bilateral 0.5 2.6 2.6 0.9 1.0

Private creditors 0.5 5.1 1.9 2.1 3.7
Bonds 0.0 0.1 0.0 0.0 1.8

Private nonguaranteed 0.1 1.2 0.6 1.0 2.4
Bonds 0.0 0.0 0.0 0.4 0.0

PRINCIPAL REPAYMENTS 0.4 2.8 4.6 7.8 9.4 Composition of net flows
Public and publicly guaranteed 0.3 2.2 4.2 6.4 7.7 US$ billion on long-term debt
Official creditors 0.2 0.7 2.6 3.1 4.5 6-

Multilateral 0.0 0.2 1.3 1.9 2.2
Bilateral 0.1 0.5 1.2 1.2 2.3 5 -

Private creditors 0.2 1.5 1.6 3.3 3.1
Bonds 0.0 0.0 0.0 0.1 0.1 4

Private nonguaranteed 0.1 0.6 0.5 1.4 1.7
Bonds 0.0 0.0 0.0 0.0 0.0

NET FLOWS ON DEBT 0.8 7.8 5.1 .0.4 1.3 2
FPublic and publicly guaranteed 0.8 7.2 4.9 -0.1 0.7 1
Official creditors 0.5 3.6 4.6 1.2 0.2

Multilateral 0.1 1.5 3.2 1.6 1.4
Bilateral 0.4 2.1 1.4 -0.4 -1.2

Private creditors 0.3 3.6 0.3 -1.3 0.6 -
Bonds 0.0 0.0 0.0 -0. 1 1.7

Private nonguaranteed 0.0 0.6 0.2 -0.4 0.6 -2
Bonds 0.0 0.0 0.0 0.4 0.0 1992 1993 1994 1995 1996 1997 1998 1999

U Private U Official
CVRNYCOMPOSITION OF OGEMDEBT(PRET

Deutsche mark 6.6 7.0 6.4 4.7 Net flows on long-term debt by borrower
French franc 14.4 13.8 14.1 10.8
Japanese yen 0.1 5.4 4.0 5.5 .. Government and public enterprises
Pound sterling 22.5 5.7 5.4 3.8 .

U.S. dollars 21.5 35.4 36.5 47.2 1999
Multiple currency 11.2 8.8 10.4 7.6 199
All other currencies 23.4 22.1 20.5 17.9 1997__________

DEBT TO~.LW EOCIITO . -. 1996

Total change in debt stocks 19.8 7.1 .. 1995
Net flows on debt 1.5 10.1 7.1 -1.2 3.3 1994_____________
Net change in interest arrears 2.2 2.0 19
Interest capitalized 1.8 0.5 .. 1993
Debt forgiveness or reduction . .. -1.9 -0.6 1992
Cross-currency valuation 9.6 4.3 .

Residual 1.0 2.1 .. -1.0 0.0 1.0 2.0 3.0 4.0 5.0 6.0
. -1 ~~ I : I., - I ~~ , _... I - ~ ~ I"...., I 11 I ~~- I : - - :' ~~; ~' :'. : --:, I US$S bbillio

AVORAGE. - WWOMI%IdNS_ _ _ _ _ _ _ _ _ _ _ _

ALL CREDITORS
Interest (%) 3.7 7.0 4.3 2.2 Private sector
Maturity (years) 23.9 17.3 25.3 30.8 19
Grant element (%) 47.5 21.7 43.5 61.4 19

OMfcial creditors 1998
Interest ()2.0 4.1 3.5 1.3 1997
Maturity (years) 32.0 25.1 28.3 35.8

Grant element (%) ~~~~~67.4 42.7 51.2 72.4 19
Private creditors 1995

Interest ()6.6 10.0 8.1 6.9 1994
Maturity (years) 10.2 9.4 11.7 7.7
Grant element (%) 1. 02 77 1.41993

Memo: 1992
Commitments 1.9 13.3 11.5 6.0

Official creditors 1. 67 .5 5. -1.0 -0.5 0.0 0.5 1.0
Private creditors 0.7 6.6 2.0 1.1
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SEVERELY INDEBTED LOW-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)

1970 1980 1990 1997 1998

~~~¾t~~~~~~~ 1,T%f , . US$ billion External debt
W 0 400 ----- 

TOTAL DEBT STOCKS (EDT) .. 75.5 264.1 339.1 361.7 350--
Long-term debt (LDOD) 7.7 60.2 225.7 268.0 295.8 V 
Public and publicly guaranteed 7. 30 211.4 218.4 236.1 ~~'300 -- Vt V
Private nonguaranteed 0.6 7.2 14.2 49.6 59.6 M
Use of IMF credit 0.2 2.5 5.3 8.8 15.3 V 4 I V V Ž

Short-term debt .. 12.8 33.2 62.3 50.6 20V t 
of which interest arrears on LDOD .. 1.7 12.4 20.4 22.6 Nt V 
Memo: 200--

IBRD 0.5 3.1 17.1 14.3 14.7
IDA 0.2 2.7 13.0 24.8 27.1 150

TOTAL FLOWS ON DEBT 100
Disbursements 1.8 13.6 18.5 29.2 22.4
Long-term debt 1.8 12.6 18.1 25.8 16.0 50

Public and publicly guaranteed 1.5 10.9 12.7 12.6 12.7
Private nonguaranteed 0.3 1.8 5.4 13.2 3.3 0- 

IMF purchases 0.1 0.9 0.4 3.5 6.4 1992 1993 1994 1995 1996 1997 1998
Memo: *m Official El Pnvate

IBRD 0.1 0.6 1.7 1.1 1.3 1_________________________

IDA 0.0 OA LA4 2.1 1.9

Principal repayments 0.5 4.1 10.2 17.7 16.5
Long-termndebt 0.5 3.7 9.4 17A4 16.1 U$blin Ageaentrsuc lw

Public and publicly guaranteed 0.4 2.5 7.8 9.7 8.7 US35 lo grgtentrsuc lw
Private nonguaranteed 0.1 1.2 1.6 7.7 7.4

IMF repurchases 0.0 0.4 0.7 0.3 0.4 30
Memo:

IBRD 0.0 0.1 1.1 1.8 1.3 2

IDA 0.0 0.0 0.1 0.1 0.2 

Net flows on debt 2.3 12.0 13.1 14.3 -5.0 20 - V* t4VItS 
of which short-term debt 2.5 4.8 2.8 -10.9 4 1 4
Interest payments (INT) .. 4.4 8.4 9.7 10.6 15-
Long-term debt 0.2 3.2 7.2 7.7 8.6
Net transfers on debt .. 7.6 4.7 4.6 -15.6 10

Total debt service (TDS) .. 8.5 18.6 27.5 27.1

0

NET RESOURCE FLOWS 1.9 12.0 20.0 27.0 13.6
Net flow of long-term debt (ex. IMF) 1.3 8.9 8.7 8A4 0.0 5

Foreign direct investment (net) 0.1 -0. 1 1.8 9.8 4.2 .1992 1993 1994 1995 1996 1997 1998
Portfolio equity flows 0.0 0.0 0.3 0.2 0.3 U Pevate non-debt flows a Pevate debt flows 0 Official flows
Grants (excluding technical coop.) 0.5 3.1 9.3 8.6 9.3 1____________________________
NET TRANSFERS 0.9 3.3 9.9 15.0 1.0
Interest on long-term debt 0.2 3.2 7.2 7.7 8.6
Profit remittances on FDI 0.8 5.5 3.0 4.3 4.0 Debt indicators

___________________ ~~~~~~~~~~~~Percent
:x:tzi;~~~~~~~~:i; t~~~~~~ 5 __ ~~~~~450.0

Gross national product (GNP) 52.0 256.4 257.3 389.3 260.7 400.0-
Exports of goods & services (XGS) . .. 70.5 125.9 109.5
of which workers' remiittances .. 0.6 0.7 3.1 2.8 350.0--
Imports of goods &services (MGS) . .. 81.2 145.9 128.1A
Intemnational reserves (RES) 1.9 21.0 16.4 33.7 40.0 300.0--
Current account balance -2.2 -6.9 -14.3 -11.3

250.0--

4 ~~~~~~~wt ~~~~~~~~ es ~~~~~&200.0--

EDT /XGS (% . 374.6 269.3 330.3 150.0
EDT /GNP(% . 29.4 102.7 87.1 138.7
TDS /XGS(% . .. 26.3 21.8 24.7 100.0 
INT /XGS (%) . .. 11.9 727 9.7
INT /GNP(% . 1.7 3.3 2.5 4.1 50.0
RES / MGS (months) ... 2.4 2.8 3.7 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Short-term / EDT (%) 16.9 12.6 18.4 14.0 1992 1993 1994 1995 1996 1997 1998
Concessional / EDT (%) .. 32.0 37.6 30.0 30.9 __ EDT_XG - EDT_GN
Multilateral /EDT (%) .. 11.2 17.3 17.5 17.9CED/GETGN
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SEVERELY INDEBTED LOW-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)
1970 1980 1990 1997 1998

LOG-ER DB Composition of long-term debt, 1998

DEBT OUtTSTANDING'(LDObD) '7.7 .. 60.2 225.7 -2'68.0 29.
Public and publicly guaranteed 7.0 53.0 211.4 218.4 236.1 Private
Official creditors 5.6 33.9 161.5 178.6 191.9 5

Multilateral 0.7 8.4 45.6 59.5 64.7
Bilateral 4.9 25-4 116.0 119.1 127.2

Private creditors 1.4 19.1 49.9 39.8 44.2
Bonds 0.1 0.2 0.7 6.3 6.2

Private nonguaranteed 0.6 7.2 14.2 49.6 59.6
Bonds 0.0 0.0 0.1 9.7 9.6

DISBURSEMENTS 1.8 12.6 18.1 25.8 16.0 43%
Public and publicly guaranteed 1.5 10.9 12.7 12.6 12.7
Official creditors 1.0 5.0 10.2 8.1 9.5

Multilateral 0.1 1.8 5.3 5.1 5.4 Muliaea
Bilateral 0.8 3.2 4.9 3.0 4.1 22%

Private creditors 0.5 5.9 2.5 4.5 3.2
Bonds 0.0 0.0 0.0 0.1 0.0

Private nonguaranteed 0.3 1.8 5.4 13.2 3.3
Bonds 0.0 0.0 0.1 3.4 0.5

PRINCIPAL REPAYMENTS 0.5 3.7 9.4 17.4 16.1 [Composition of net flows
Public and publicly guaranteed 0.4 2.5 7.8 9.7 8.7 US$ billion on long-term debt
Official creditors 0.2 0.9 3.6 5.8 4.8 8

Multilateral 0.0 0.2 1.6 3.2 2.3
Bilateral 0.1 0.7 2.0 2.6 2.5 6

Private creditors 0.2 1.6 4.2 3.9 3,8
Bonds 0.0 0.0 0.1 0.0 0.0 4

Private nonguaranteed 0.1 1.2 1.6 7.7 7.4
Bonds 0.0 0.0 0.0 0.3 0.6 2

NET FLOWS ON DEBT 1.3 8.9 8.7 8.4 0.0
Public and publicly guaranteed 1.1 8.3 4.9 2.8 4.1 0-
Official creditors 0.8 4.1 6.5 2.3 4.6

Multilateral 0.1 1.6 3.7 1.9 3.1 -2 -
Bilateral 0.7 2.5 2.9 0.4 1.6

Private creditors 0.3 4.2 -1.7 0.6 -0.6 -4
Bonds 0.0 0.0 -0.1I 0.1 0.0

Private nonguaranteed 0.2 0.6 3.8 5.5 -4.1 -s ___ __

Bonds 0.0 0.0 0.1 3.1 -0. 1 1992 1993 1994 1995 1996 1997 1998
. i E3~~~~~~~r Private U Official

CURRENCY ,COMPOSITION.OP LONG-TERM DEBT(PERCENT)

Deutsche mark 5.2 7.0 5.5 4.5 4.5 Net flows on long-term debt by borrower
Frenchifranc 11.9 9.3 8.8 7.6 7.4
Japanese yen 4.1 10.9 11.4 12.6 13.9 Government and public enterprises
Pound sterling 10.8 3.1 3.5 3.0 2.8
U.S. dollars 29.4 38.6 30.5 37.5 43.1 1998
Multiple currency 8.0 8.2 12.4 11.6 6.4 1997WI

All other currencies 30.0 19.6 23.7 18.8 17.8

DEBT STIAIO
Total~~~~~~~~~~~~~~~~~~~~~ ~~~1996

Ttlchange in debt stocks . .. 31.0 -5.9 22.6
Net flows on debt 2.3 12.0 13.1 14.3 -5.0 1994 T
Net change in interest arrears . .. 2.9 -3.1 2.2
Interest capitalized . .. 1.7 2.4 0.5 1993

Deht forgiveness or reduction . .. -1.5 -5.8 -0.6 1992
Cross-currency valuation . .. 13.9 -13.3 10.8 I 

Residual 0.9 -0.5 14.8 0.0 1.0 2.0 3.0 4.0 5.0 6.0
U3$ billion

AVERAGE TERMS Of NEW COMMITMRNTh _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

ALL CREDITORS
Interest (%) 3.6 7.2 5.1 4.2 3.6 Private sector
Maturity (years) 25.4 18.0 22.8 23.1 25.5
Grant element ()48.8 21.3 35.7 40.6 47.1 1998

Official creditors 19

Interest %)2.2 4.3 4.4 3.1 3.4
Maturity (years) 32.6 25.6 25.3 31.6 26.3 1996
Grant element ()65.3 42.5 42.1 55.2 48.8 1995

Private creditors
Interest ()6.6 10.3 7.9 6.2 7.3 1994
Maturity (years) 9.9 9.8 12.7 8.5 6.5 1993
Grant element ()13.1 -1.4 10.0 15.5 9.2

Memo: 1992
Commiitments 2.3 16.2 15.8 9.3 12.8

Official creditors 1.6 8.4 12.6 5.9 12.2 -6.0 -4.0 -2.0 0.0 2.0 4.0 6.0 8.0

Private creditors 0.7 7.8 3.2 3.4 0.5
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SEVERELY INDEBTED MIDDLE-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)
1970 1980 1990 1997 1998

S 99@g S ~~~~~~~~~~~~~~~~~~~US$ billilon7
4 '4 """'44 ''" HOM ' ~ U$blinExternal debt

u~~~~~~AMx.It3rwLI.'a't'4.a. ~ RIM ' 600 - -~- - .. ~ - -

TOTAL DEBT STOCKS (EDT) .. 143.6 314.1 481.5 531.2
Long-term debt (LDOD) 14.1 112.2 248.7 377.8 437.9 500 --

Public and publicly guaranteed 7.2 87.2 239.6 272.9 299.6 L }

Private nonguaranteed 6.9 25.0 9.1 104.9 138.3 9

Use of IMF credit 0.0 0.7 6.5 9.0 13.4 400

Short-term debt .. 30.7 58.9 94.7 79.9

of which interest arrears on LDOD .. 0.0 22.6 3.6 4.8 1-9

Memo: 3 C -

IBRD 0.6 3.4 14.4 16.0 18.7

IDA 0.0 0.2 0.6 1.4 1.7

TOTAL FLOWS ON DEBT44
Disbursements 3.3 22.5 11.1 72.5 98.6

Long-tertndebt 3.3 22.2 10.5 71.2 93.5 100 A

Public and publicly guaranteed 1.7 16.8 9.6 28.9 39.0

Private nonguaranteed 1.6 5.5 0.9 42.2 54.5 0

IMF purchases 0.0 0.3 0.6 14 5.1 1992 1993 1994 1995 1996 1997 1998

Memo: * ia n Prvate

IBRD 0.1 0.7 1.4 2.9 3.9 80 - __ _

IDA 0.0 0.0 0.1 0.2 0.2

Principal repayments 1.8 11.3 15.6 45.4 52.8

Long-term debt 1.7 11.1 13.8 44.6 51.7 60 - s

Public and publicly guaranteed 0.8 7.1 12.7 22.5 21.9 0 l a

Private nonguaranteed 0.9 4.0 1.1 22.1 29.8

IMF repurchases 0.1 0.2 1.8 0.8 1.2 90

Memo:
IBRD 0.0 0.2 1.6 1.9 1.6 80

IDA 0.0 0.0 0.0 0.0 0.0 70

Net flows on debt 3.7 20.9 -0.2 33.9 29.7 60
of which short-term debt .. 9.7 4.3 6.8 -16.1 4

Interest payments (TNT) .. 12.9 8.7 25.2 26.8 50 t4V . I

Long-termn debt 0.8 9.6 6.8 20.5 22.0 40

Net transfers on debt .1 8.0 -9.0 8.8 3.06 Deb i tors
Total debt service (TDS) 24.2 24.3 70.6 79.6 30 '

NET RESOURCE FLOWS 2.2 17.3 2.5 69.2 88.6

Net flow of long-term debt (ex. IM) 1.6 11.1 -3.3 26.5 41.9 0

Foreign direct investment (net) 0.4 2.8 3.2 31.9 42.5 1992 1993 1994 1995 1996 1997 1998

Portfolio equity flows 0.0 0.0 0.0 7.0 0.8 U Prvate non-debt flows 3 Prvate debt flows 1 Official flows

Grants (excluding technical coop.) 0.1 3.4 2.6 3.8 3.3 -

NET TRANSFERS 0.4 5.6 -7.0 43.1 60.0
Interest on long-term debt 0 8 9.6 6.8 20.5 22.0

Profit remnittances on FDI 1.1 2.2 2.8 5.6 6.6 Debt indicators

fl7**'4* '44.444444 444'4444~~ "'4" 44444"444'4' 44<.~ ~ '.~444 "'44~4444544'.4'.444 Percenecen

OR'EUONQMICIND{4ZA'T 441' ;4444ki~l~s?t1Li1 ~W 450.0--

Gross national product (GNP) 90.5 416.1 705.7 1,272.9 1,232.5 400.0

Exports of goods&services (XGS) 61.1 81.2 142.3 138.0

of which workers' reittances .. .7 1.2 3.9 3.9 350.0 -

Imports of goods & services (MGS) .. 83.5 88.2 197.6 203.1

InteS ational reserves (RES) 3.2 21.5 .8 94.6 86.9 300.0

Current account balance -16.6 -1.4 -46.0 -55.5 250.0--

__ _ ___ _4444' ¼ 200.0

EDT / XGS (%) .. 234.9 386.8 338.3 384.8 150.0

EDT/GNP(% % .. 34.5 44.5 37.8 43.1
TDS /XGS(% . 39.6 30.0 49.6 57.7 100.0

INT /XGS (%) .. 21.1 10.7 17.7 19A4

I.NT / GNP (% . 3.1 1.2 2.0 2.2 50.0

RES / MGS (months) .. 3.4 .. 5.7 5.1

Short-termn/ EDT (%) .. 2. 88 1. 50 0.0
21.4 18.8 19.7 15.0 1992 1993 1994 1995 1996 1997 1998

Concessional I EDT (%) .. 14.9 16.0 12.4 6A _4__

Multilateral / EDT (% . 4.3 8.2 7.4 s.s r' EDT/XGS - EDTIGNP
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SEVERELY INDEBTED MIDDLE-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)

1970 1980 1990 1997 1998
Composition of long-term debt, 1998

DiEBT OUTSTANDING (LDOD) 14.1 112.2; 248:.7 377.8 437.9
Public and publicly guaranteed 7.2 87.2 239.6 272.9 299.6
Official creditors 3.5 35.1 109.7 133.0 142.4

Multilateral 0.9 6.2 25.7 35.8 45.4 Bilateral
Bilateral 2.6 28.9 84.0 97.2 97.0 22%

Private creditors 3.8 52.0 129.9 139.9 157.2
Bonds 0.5 4.2 14.5 115.2 123.4

Private nonguaranteed 6.9 25.0 9.1 104.9 138.3
Bonds 0.0 0.0 0.0 25.1 28.8Pfae

DISBURSEMENTS 3.3 22.2 10.5 71.2 93.5
Public and publicly guaranteed 1.7 16.8 9.6 28.9 39.0 MultilateralOfficial creditors 0.6 4.8 5.0 8.4 14.6 0

Multilateral 0.2 1.3 2.7 6.9 11.6
Bilateral 0.4 3.5 2.3 1.5 3.0

Private creditors 1.1 12.0 4.6 20.6 24.4
Bonds 0.1 0.5 0.3 14.3 14.7

Private nonguaranteed 1.6 5.5 0.9 42.2 54.5
Bonds 0.0 0.0 0.0 8.8 7.5

PRINCIPAL REPAYMENTS 1.7 11.1 13.8 44.6 51.7 Composition of net flows
Public and publicly guaranteed 0.8 7.1 12.7 22.5 21.9 US$ billion ofl long-term debtOfficial creditors 0.2 1.4 5.0 8.8 8.4 40 

Multilateral 0.1 0.3 2.4 3.3 3.1
Bilateral 0.2 1.0 2.6 5.5 5.4 35--

Private creditors 0.5 5.7 7.6 13.8 13.4 3
Bonds 0.0 0.2 0.9 9.5 7.7

Private nonguaranteed 0.9 4.0 1.1 22.1 29.8 25
Bonds 0.0 0.0 0.0 6.5 4.1 2

NET FLOWS ON DEBT 1.6 11.1 -3.3 26.5 41.9 1
Public and publicly guaranteed 0.9 9.7 -3.1 6.4 17.2
Official creditors 0.3 3.4 0.0 -0.4 6.2 10

Multilateral 0.1 1.0 0.3 3.6 8.6
Bilateral 0.2 2.4 -0.4 -4.0 -2.4 5 

Private creditors 0.6 6.3 -3.1 6.8 11.0 0
Bonds 0.1 0.3 -0.7 4.8 7.0

Private nonguaranteed 0.7 1.4 -0.2 20.1 24.7 -
Bonds 0.0 0.0 0.0 2.3 3.4 1992 1993 1994 1995 1996 1997 1998

- A~~~~~~~~~ Private * Official

Deutsche mark 9.6 6.1 7.7 5.8 5.5 Net flows on long-term debt by borrowerFrench franc 1.5 2.4 4.2 2.3 1.7
Japanese yen 0.1 5.7 5.4 5.5 5.0 Government and publiceneterprises
Pound sterling 5.8 1.9 1.5 1.1 0.9
U.S. dollars 61.8 51.4 47.4 53.4 57.6 1998
Multiple currency 12.7 7.2 12.0 11.2 7.5 1997
All other currencies 6.9 4.3 3.6 4.2 8.2

U. *. ~~~~ DEflTS¶~~~fl4?LOWRECONCUaflON - ~~~i.. 1996
Total change in debt stocks 9.9 36.7 49.7 19

Net flows on debt 3.7 20.9 -0.2 33.9 29.7 1994
Net change in interest arrears 9.0 -0.3 1.2
Interest capitalized 1.0 0.9 0.5 1993
Debt forgiveness or reduction . .. -6.6 -1.5 -0.8 1992 
Cross-currency valuation . .. 7.5 -7.3 5.1II II
Residual -0.6 10.8 14.1 0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0 16.0

US$ billion

ALL CREDITORS
Interest (%) 6.9 11.3 6.7 7.9 8.5 Private sector
Maturity (years) 14.2 11.9 15.9 14.7 9.8
Grant element ()17.2 -4.4 21.3 9.9 6.9 1998

Official creditors 1997
Interest ()5.9 7.5 5.7 6.3 7.0
Maturity (years) 23.3 17.2 20.7 18.1 10.1 1996
Grant element ()27.2 17.9 30.6 21.9 12.4 1995

Private creditors
Interest %)7.4 12.9 8.8 8.7 9.6 1994
Maturity (years) 9.7 9.7 6.8 13.0 9.6 19
Grant element ()12.3 -13.5 3.5 3.8 3.2

Memo: 1992
Commnitments 2.3 19.2 7.1 33.2 38.1I IOfficial creditors 08 56 47 1. 1.4 0.0 5.0 10. 15.0 20.0 25.0 30.0

Private creditors 1.5 13.6 2.4 22.0 22.7 _____________________________
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MODERATELY INDEBTED LOW-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)
1970 1980 1990 1997 1998

F>4On, -N,% 4 N,m4442: S --DntT2TA 1. USS billion External debt
a.. , 4< -, 4<. i<rt 4 <9.tN~," 1,< >4, I 250 --

TOTAL DEBT STOCKS (EDT) .. 47.1 151.4 181.5 191.6
Long-term debt (LDOD) 12.6 40.4 129.5 164.7 176.1
Public and publicly guaranteed 12.4 39.4 126.6 151.8 163.8 200

Private nonguaranteed 0.3 1.0 2.9 12.9 12.3

Use ofIMF credit 0.1 2.8 5.9 4.7 4.5
Short-term debt . 4.0 16.0 12.0 10.9 150

of which interest arrears on LDOD 0.0 0.6 0.2 0.4 19

Memo:
IBRD 0.9 1.8 11.6 12.4 12.3 100

IDA 1.4 7.7 24.8 37.5 40.1

TOTAL FLOWS ON DEBT
Disbursements 1.6 8.6 14.6 17.8 18.5 50

Long-term debt 1.6 6.7 12.5 17.2 17.7

Public and publicly guaranteed 1.5 6.3 12.0 14.3 16.2

Private nonguaranteed 0.1 0.5 0.5 2.8 1.5 0T-

IMF purchases 0.0 1.9 2.1 0.6 0.7 1992 1993 1994 1995 1996 1997 1998

Memo: * Official a Private
IBRD 0.1 0.3 1.7 1.1 0.7

IDA 0.1 1.1 2.1 2.3 2.3

Principal repayments 0.8 2.1 6.6 13.2 11.9

Ne lowoong-term debt 0e.IF .5 1.8 . 5.1 41. 10.8 

Long-tertfolio dequityflw 0 0 01 2.4 0.4 | PUS$ billion Aggregate net resource flows
Public and publicly guaranteed 0.5 1.6 4.7 10.9 . 20

Private nonguaranteed 0.0 0.2 0.5 0.9 1.1
IMF repurchases 0.3 0.3 1.5 1.4 1.1 18

Memo:
IBRD 0.1 0.1 0.8 1.2 1.2 16.< .

IDA 0.0 0.0 0.2 0.4 0.5 14 -

Netflows on debt 1.3 7.6 10.3 3.5 5.2 12 T 
of which short-term debt 1.2 2.3 1.1 1.3

Interest payments (INT) c M 1.7 7.0 7.4 7.4 10 4><.- .4

Long-term debt03 12 53 65 67 f

Net transfers on debt .. 5.9 3.3 -3.9 -2.2 4| '

Total debt service (TDS) 3.9 13.7 20.7 19.4 6| ... 

NET RESOURCE FLOWS 1.8 9.1 13.5 17.3 15.6
Net flow of long-term debt (ex. IMF) 1.1 4.9 7.4 5.4 6.9 0

Foreign direct investment (net) 0.2 0.4 0.4 5.3 4.0 1992 1993 1994 1995 1996 1997 1998

Portfolio equity flows 0.0 0.0 0.1 2.4 0.4 * Pfivate non-debt flows Eo Private debt tlows to Official tlows

Grants (excluding technical coop.) 0.5 3.8 5.6 4.1 4.3 _ _

NET TRANSFERS 1.3 7.6 7.8 10.2 8.3

Interest on long-term debt 0.3 1.2 5.3 6.5 6.7

Profit remittances on FDI 0.1 0.4 0.4 0.6 0.6 Debt indicators

- - ~~~~~~~~~~ ~ ~ ~~ ~ Percent

Gross national product (GNP) 93.2 267.7 453.5 578.6 589.6

Exports of goods &services (XGS) 6.4 33.2 51.7 98.3 98.4 30. 4, -½ .

of which workers' remiittances .. 5.0 6.1 16.1 14.0
Imports of goods &services (MGS) 8.7 41.6 67.8 116.9 115.8 250.0 - -

Intemnational reserves (RES) 15.5 9.3 36.9 39.4 .-

Current account balance -6.2 -12.4 -12.8 -10.3 200.0 - --

EDT/XGS%). 141.9 292.5 184.6 194.6
EDT /GNP%). 17.6 33.4 31.4 32.5 100.0

TDS /XGS(). 11.6 26.4 21.0 19.7

INT /XGS (%) . 5.2 13.6 7.6 7.6 50.0

INT /GNP (%) .. 0.6 1.6 1.3 1.3
RES /MGS (months) . 4.5 1.7 3.8 4.1
Short-term / EDT (%) . 8.5 10.6 6.6 5.7 193 19019.96 97 19

Concessional /EDT (%) .. 63.8 52.2 51[.0 52.2 19 93 19 95 19 97 19

Multilateral / EDT (). 23.8 30.6 37.8 38.5 -=EDT/XGS - EDT/GNP
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MODERATELY INDEBTED LOW-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)

1970 1980 1990 1997 1998
Composition of long-term debt, 1998. ..... LONG.TERM..E .

DEBT OUTSTANDING (LDOD) 12.6 40.4 129.5 164.7 176.1 Private
Public and publicly guaranteed 12.4 39.4 126.6 151.8 163.8 28%
Official creditors 11.3 33.9 98.3 118.8 126.7

Multilateral 2.4 11.2 46.3 68.7 73.7
Bilateral 8.9 22.7 52.0 50.1 53.0

Private creditors 1.1 5.4 28.3 33.1 37.1 Bilateral
Bonds 0.2 0.6 2.9 2.8 6.8 30%

Private nonguaranteed 0.3 1.0 2.9 12.9 12.3
Bonds 0.0 0.0 0.0 4.1 3.9

DISBURSEMENTS 1.6 6.7 12.5 17.2 17.7u
Public and publicly guaranteed 1.5 6.3 12.0 14.3 16.2
Official creditors 1.4 4.6 8.4 9.7 9.6r

Multilateral 0.2 1.9 5.3 5.8 5.3
Bilateral 1.2 2.6 3.1 3.9 4.3 Multilateral

Private creditors 0.1 1.7 3.6 4.6 6.7 42%
Bonds 0.0 0.1 0.4 1.1 4.2

Private nonguaranteed 0.1 0.5 0.5 2.8 1.5
Bonds 0.0 0.0 0.0 1.4 0.3

PRINCIPAL REPAYMENTS 0.5 1.8 5.1 11.8 10.8 Composition of net flows
Public and publicly guaranteed 0.5 1.6 4.7 10.9 9.7 US$ billion on long-term debt
Official creditors 0.3 1.1 3.0 7.4 6.1 7-

Multilateral 0.1 0.2 1.5 2.6 2.5
Bilateral 0.3 0.9 1.6 4.8 3.6 6-

Private creditors 0.1 0.5 1.7 3.5 3.6
Bonds 0.0 0.0 0.3 0.1 0.3 5

Private nonguaranteed 0.0 0.2 0.5 0.9 1.1
Bonds 0.0 0.0 0.0 0.2 0.1 4

NET FLOWS ON DEBT 1.1 4.9 7.4 5.4 6.9
Public and publicly guaranteed 1.1 4.7 7.4 3.4 6.5 3
Official creditors 1.1 3.5 5.4 2.3 3.5

Multilateral 0.2 1.7 3.9 3.2 2.7 2-
Bilateral 0.9 1.8 1.6 -0.9 0.7 

Private creditors 0.0 1.2 1.9 1.1 3.1 1-
Bonds 0.0 0.0 0.1 1.0 3.9

Private nonguaranteed 0.0 0.2 0.0 2.0 0.4 0-
Bonds 0.0 0.0 0.0 1.2 0.2 1992 1993 1994 1995 1996 1997 1998

:CURRENCY COMPOSITION (WLONG-TERM DEBT (PERCENT) UPiaeUOfca

Deutsche mark 9.6 8.0 5.2 4.4 4.8 Net flows on long-term debt by borrower
French franc 1.8 4.4 2.9 2.4 2.4
Japanese yen 4.8 7.1 10.5 12.2 13.6 Govemment and public enterpriases
Pound sterling 24.3 16.7 4.9 3.2 2.9....... ..............-
U.S. dollars 40.0 40.8 50.9 53.2 52.9 1998
Multiple currency 8.4 8.9 14.0 16.6 15.9 1997 EMEK EE
All other currencies 10.9 13.3 10.1 6.1 5.8

DEBT STOcK~~~~~~~~PLOW ~ ~ :1996

Total change in debt stocks 16.5 -1.1 10.1 19
Net flows on debt 1.3 7.6 10.3 3.5 5.2 1994
Net change in interest arrears 0.0 -0.4 0.2
Interest capitalized 0.2 0.1 0.0 1993
Debt forgiveness or reduction . .. -0.4 -2.3 -0. 1 1992
Cross-currency valuation 3.6 -4.2 3.3IIII
Residual 2.8 2.2 1.3 0.0 2.0 4.0 6.0 6.0 10.0
-. ~ .. - -.-.. ~~ -~ : : US$ billion

AVE RA GZLTEEMS OP N EW C M I M N S_ _ _ _ __ _ _ _ _ _ _ _ _ _ _

ALL CREDITORS
Interest (%) 2.6 5.0 4.6 4.6 5.1 Private aector
Maturity (years) 32.3 30.0 24.6 19.8 19.1........--.......
Grant element ()32.8 23.4 27.2 23.7 34.9 1998

Official creditors 1997
Interest %)2.2 2.8 3.7 3.5 3.4
Maturity (years) 34.7 35.7 28.4 27.1 28.2 1996
Grant element ()35.2 29.4 31.4 31.3 52.9 1995

Private creditors
Interest (91) 5.9 12.3 6.8 6.3 7.3 1994
Maturity (years) 11.3 10.6 14.9 7.5 7.2 1993
Grant element(% 12.1 3.0 16.5 10.9 11.5

Memo: 1992
Comnmitments 2.1 10.4 16.1 15.6 13.7

Official creditors 1.9 8.0 11.5 9.8 7.8 0.0 0.5 1.0 1.5 2.0 2.5
Private creditors 0.2 2.3 4.6 5.8 6.0 I___________________________
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MODERATELY INDEBTED MIDDLE-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)

1970 1980 1990 1997 1998

4 gEzzz-g~%&S~ .- , US$ billion External debt
_ ~~~~ ~~ ~~~ ~~~800 - - - - - - -

TOTAL DEBT STOCKS (EDT) .. 154.7 357.8 623.5 700.0 700

Long-term debt (LDOD) 13.9 108.9 295.6 478.1 555.4

Public and publicly guaranteed 10.4 93.8 273.6 358.0 390.9
Private nonguaranteed 3.5 l S.I 22.0 120.1 164.5sss 'i BYi

Use of IMF credit 0.3 3.5 7.8 21.7 28.8 
Short-term debt . 423 54.4 123.6 115.8 500

of which interest arrears on LDOD 0.0 6.0 3.5 5.4

Memo: 400 Ol

IBRD 1.4 6.1 29.6 28.9 30.2
IDA 0.1 0.5 0.7 1.1 1.2 300

TOTAL FLOWS ON DEBT 200 -

Disbursements 3.5 31.3 53.4 92.6 87.1

Long-term debt 3.3 29.8 51.2 86.7 78.8 100

Public and publicly guaranteed 2.2 22.6 44.0 48.3 47.5

Private nonguaranteed 1.1 7.2 7.1 38.4 31.4 0 T i I

]IMF purchases 0.2 1.5 2.2 5.8 8.2 1992 1993 1994 1995 1996 1997 1998

Memo: H Official l Pfivate

IBRD 0.2 1.2 4.2 5.1 4.3 _ _80_t_ _ _ _

IDA 0.0 0.0 0.0 0.1 0.1

Principal repayments 1.6 12.3 38.0 47.7 49.8

LNeong-termdebt 1.4 11.8 36.1 46.0 47.4 U o
Public and publicly guaranteed 0.8 8.7 33.6 31.0 30.8 1S 

Private nonguaranteed 0.6 3.2 2.5 15.0 16.6

IMF repurchases 0.2 0.5 1.9 1.7 2.3 90

Memo:
IBRD 0.1 0.3 2.6 3.3 4.0 80

IDA 0.0 0.0 0.0 0.0 0.0 70

Netxfows on debt 5.3 26.5 11.1 55.8 16.6 60 s 2 ' .

of which short-term debt .. 7.6 -4.3 11.0 -20.6 1

Interest payments (INT) .. 13.3 25.4 33.3 348. |0

Long-term debt 0.5 8.3 20.8 25.6 27.6 40 

Net transfers on debt .. 13.2 -14.3 22.5 -17.7 |

Total debt service (TDS) .. 25.6 63.4 81.0 84.2 30 

10 

NET RESOURCE FLOWS 2.6 21.2 27.4 85.8 73.3
Netflowoflong-termdebt(ex IMF) 1.9 18.0 15.1 40.7 31.4 0

Foreign direct investment (net) 0.4 2.5 8.3 39.1 34.7 1992 1993 1994 1995 1996 1997 1998

Portfolio equity flows 0.0 0.0 1.2 4.3 0 U Prvate sos-debt flows 0 Prvate debt flows tlOfficial flows

Grants (excluding technical coop.) 0.3 0.7 2.7 1.7 1.9

NET TRANSFERS 0.7 9.7 1.7 49.0 33.5
Interest on long-term debt 0m5 8.3 20.8 25.6 27.6

Profit remiittances on FDI 1.3 3.3 4.9 11.2 12.2 Debt indicators

El M -_ __ - Percent

NMI ~ ~ l -1*--*Ii 160.0 .

Gross national product (GNP) 194.7 915.1 1,147.6 1,434.8 1,218.4 140.0

Exports of goods & services (XGS) 8 148.4 253.6 547.4 486.5
of wliich workers' rermittances .. 4.2 8.9 12.9 10.7 120.0

Imports of goods &services (MGS) .. 157.1 261.3 573.2 483.9 -

Intemnational reserves (RES) .. 58.8 73.2 178.2 177.5 100.0 

Current account balance .. -4.0 -25.6 -3.5

EDT /XGS (%) .. 104.2 141.1 113.9 143.9 6.

EDT /GNP (%) .. 16.9 31.2 43.5 57.5
TDS /XGS (%) .. 17.3 25.0 14.8 17.3 4.

INTIXGS(% . 8.9 10.0 6.1 7.1

INTIGNP(% . 1.5 2.2 2.3 2.8 2.

RESIMGS (months) .. 4.5 3.4 3.7 4.4 ______________________

Short-term /EDT (%) .. 27.3 15.2 19.8 16.6 1992 1993 1994 1995 1996 1997 1998

Concessional I EDT (% . 9.7 10.2 7.3 7.0 ___

Multilateral /EDT (%) . 6.3 13.9 8.6 8.4 Eniz ETIXGS - EDT/GNP
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MODERATELY INDEBTED MIDDLE-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)
1970 1980 1990 1997 1998

. ..... ~~~~~~~~~~~~~~~~~~~~Composition of long-term debt, 1998
LONG-TERM DEBT

DEBT OUTSTANDI]NG (LDOD) 13.9 108.9 29;5.6 478.1 555.4
Public and publicly guaranteed 10.4 93.8 273.6 358.0 390.9
Official creditors 7.2 32.3 106.2 179.3 193.4

Multilateral 2.0 9.7 49.6 53.5 58.5 Bilateral
Bilateral 5.3 22.6 56.6 125.8 134.9 24%

Private creditors 3.2 61.5 167.4 178.7 197.6
Bonds 0.5 4.2 39.4 80.0 96.2

Private nonguaranteed 3.5 15.1 22.0 120.1 164.5Prvt
Bonds 0.0 0.0 0.1 29.4 32.865

DISBURSEMENTS 3.3 29.8 51.2 86.7 78.8
Public and publicly guaranteed 2.2 22.6 44.0 48.3 47.5
Official creditors 1.1 6.1 16.5 19.3 14.3 I,, utilateral

Multilateral 0.4 2.0 7.8 8.8 8.7
Bilateral 0.8 4.0 8.7 10.4 5.5

Private creditors 1.1 16.6 27.5 29.0 33.2
Bonds 0.0 0.5 3.2 19.1 21.8 _________________________

Private nonguaranteed 1.1 7.2 7.1 38.4 31.4
Bonds 0.0 0.0 0.0 9.5 4.5

PRINCIPAL REPAYMENTS 1.4 11.8 36.1 46.0 47.4 Composition of net flows
Public and publicly guaranteed 0.8 8.7 33.6 31.0 30.8 US$ billion on long-term debt
Official creditors 0.4 1.6 7.4 12.1 12.2 40

Multilateral 0.2 0.4 3.8 6.3 6.2
Bilateral 0.2 1.2 3.6 5.9 5.9 35

Private creditors 0.4 7.0 26.2 18.8 18.6 30
Bonds 0.1 0.1 2.1 10.1 8.1

Private nonguaranteed 0.6 3.2 2.5 15.0 16.6 25
Bonds 0.0 0.0 0.0 0.4 1.3

20
NET FLOWS ON DEBT 1.9 18.0 15.1 40.7 31.4
Public and publicly guaranteed 1.4 14.0 10.4 17.3 16.6 1
Official creditors 0.8 4.4 9.1 7.1 2.1 10

Multilateral 0.2 1.6 4.0 2.5 2.5
Bilateral 0.6 2.9 5.1 4.6 -0.4 5

Private creditors 0.7 9.5 1.4 10.2 14.5 0-
Bonds 0.0 OA4 1.1 9.0 13.7

Private nonguaranteed 0.4 4.0 4.7 234 14.7 -5 -- - __ 
Bonds 0.0 0.0 0.0 9.0 3.2 1992 1993 1994 1995 1996 1997 1998

CURRENCY COMPOSITON 4 LONG4TERM DEBT (PERCENT) f daaUOfca

Deutsche mark 8.0 7.2 13.7 15.1 15.4 Net flows on long-term debt by borrower
French franc 8.2 9.8 6.1 3.3 3.1
Japanese yen 0.4 7.8 13.0 12.7 12.7 Govemment and public enterprises
Pound sterling60 . 13 05 05
U.S. dollars 53.5 48.1 38.9 53.1 55.0 1998
Multiple currency 15.0 15.5 15.8 10.2 7.3 199____________________
All other currencies 7.6 7.7 8.1 4.2 4.2

1996
DEBT STOCK-FLOW RECONCILIATION

Total change in debt stocks . .. 29.1 29.7 76.6 1995
Net flows on debt 5.3 26.5 11.1 55.8 16.6 1994
Net change in interest arrears . .. 4.5 -4.9 1.9
Interest capitalized . .. 0.5 5.4 0.5 1993
Debt forgiveness or reduction . .. -4.0 -0.8 -0.1 199
Cross-currency valuation 15.4 -17.4 12.8 1992
Residual 1.6 -8.5 44.7 0.0 5.0 10.0 15.0 20.0

US$ billion
AVERAGE TERMS OFP NEW COMMITMESNTS ______________

ALL CREDITORS
Interest (91) 5.6 9.6 7.9 6.8 6.9 Priate aector
Maturity (years) 17.4 14.0 16.5 14.3 11.9
Grant element (1)25.7 4.4 12.2 17.3 13.7 1998

Offlcial creditors 1997
Interest ()4.7 6.8 6.8 5.7 5.4
Maturity (years) 23.5 19.3 17.7 16.0 16.3 1996
Grant element ()35.7 22.2 21.2 25.5 27.6 1995

Private creditors
Interest ()6.9 11.3 8.6 7.6 7.5 1994
Maturity (years) 9.5 10.7 15.7 13.1 10.1 1993
Grant element ()12.7 -6.9 6.2 11.3 8.2

Memo: 1992
Commitments 2.9 25.5 50.0 49.5 61.2Official creditors 1.6 9.9 19.9 2. 175 0.0 5.0 10.0 15.0 20.0 25.0 30.0

Private creditors 1.2 15.6 30.1 28.5 43.7 _________________________
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OTHER DEVELOPING COUNTRIES

(US$ billion, unless other-wise indicated)_____________________________
1970 1980 1990 1997 1998

ggg'." ~ ~ ~ ~ ~ ~ ~ ~ ~ U$ ilinExternal debt
m, 21 M N 800 - - --- --- ----- **---

TOTAL DEBT STOCKS (EDT) .. 188.5 372.9 700.9 751.5 700

Long-term debt (LDOD) 12.9 1.29.9 281.7 497.8 565.2
Public and publicly guaranteed 8.8 107.7 264.4 410.8 438.7

Private nonguaranteed 4.2 22.2 17.3 87.0 126.4 60

Useof IMF credit 0.1 2.8 9.1 26.6 31.7

Short-term debt .. 55.9 82.1 176.6 154.6 50

of which interest arrears on LDOD .. 0.7 11.1 2. 6 3.0

Memo: 400 ~ 
IBRD 1.0 7.8 23.0 34.4 40.1

IDA 0.1 0.7 5.9 12.7 14.1 300 -

TOTAL FLOWS ON DEBT20--
Disbursements 3.0 37.7 39.6 119.5 93.5
Long-term debt 3.0 36.3 36.7 107.6 84.7 100

Public and publicly guaranteed 1.8 29.7 31.8 74.8 59.1

Private nonguaranteed 1.2 6.6 4.9 32.7 25.7 

IMF purchases 0.0 1.4 2.9 12.0 8.8 1992 1993 1994 1995 1996 1997 1998

Memo: * Official n3 Private

IBRD 0.2 1.5 4.6 7.5 7.4 __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

IDA 0.0 0.1 0.7 1.2 1.0

Principal repayments 2.1 14.6 23.3 75.6 65.0
Long-term debt 2.0 14.0 21.1 71.3 60.1 U$blin Ageaentrsuc lw

Public and publicly guaranteed 1.2 10.9 17.3 54.7 41.5 1S60 lon Ageae e eouc lw

Private nonguaranteed 0.8 3.2 3.7 16.6 18.6

I.MF repurchases 0.1 0.6 2.2 4.3 4.

Memo:
IBRD 0.0 0.4 2.4 2.7 2.6 10

IDA 0.0 0.0 0.0 0.1 0. 1'

Net flows on debt 3.2 44.0 25.7 44.8 29.7 100 ..

of which short-term debt .. 20.9 9.5 0.8 1,2 , . j 5 7 ' Ž 

Interest payments (INT) .. 16.6 21.0 37.2 40.9 80-

Long-term debt 0.6 10.6 14.7 26.8 29.9

Net transfers on debt .. 27.5 4.8 7.6 -11.2 6

Total debt service (TDS) .. 31.2 44.3 112.8 105.9
40

20

NET RESOURCE FLOWS 2.7 23.1 35.1 144.5 127.2
Net flow of long-term debt (ex. IMF) 1.0 22.2 15.6 36.3 24.6 0

Foreign direct investment (net) 1.1 -1.1 10.4 84.2 85.5 1992 1993 1994 1995 1996 1997 1998

Portfolio equity flows 0.0 0.0 1.1 16.3 8.7 M Private non-debt flows M1 Private debt flows El Official flows

Grants (excluding technical coop.) 0.6 2.0 8.0 7.7 8.4 I

NET TRANSFERS -1.0 0.2 13.9 107.6 85.4
Interest on long-term debt 0.6 10.6 14.7 26.8 29.9

Profit remittances on FDI 3.2 12.4 6.4 10.1 11.8 Debt indicators
Percent

NW, OW O~OMJV1NfDIMMERS

Gross national product (GNP) 262.6 1,185.0 1,686.6 2,772.6 2,704.8 90.0 

Exports of goods & services (XGS) .. 360.2 440.5 908.2 883.3

of which workers' remittances .. 3.9 8.3 18.6 16.2 8.

Imports of goods & ser-vices (MGS) . .. 428.4 905.8 870.7 70.0

Intemnational reserves (RES) .. 103.7 305.8 356.0

Current account balance .. 1.7 -11.3 6.6 80.0 

40.0

EDT /XGS (%) .. 52.3 84.7 77.2 85.1

EDT /GNP (% . 15.9 22.1 25.3 27.8 30.0

TDS/XGS(% . 8.7 10.1 12.4 12.0 20.0

INT /XGS(% . 4.6 4.8 4.1 4.6

INT /GNP(% . 1.4 1.2 1.3 1.5 1 0.0:

RES / MGS (months) . .. 2.9 4.1 4.9 0,0 II I

Short-term / EDT (%) .. 29.6 22.0 25.2 20.6 19 93 19 95 19 97 19

Concessional /EDT (%) .. 10.6 `'I3.1 10.7 11.0 ___

Multilateral /EDT (%) .. 7.1 11.0 10.3 11.2 1 T---- -EDT/XGS - EDT/GNP
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OTHER DEVELOPING COUNTRIES

(US$ billion, unless otherwise indicated) ____________________________

1970 1980 1990 1997 1998
Composition of long-term debt, 1998LONG-TERM DEBT

DEBT OUTSTANDING (LDOD) 12.9 129.'9 28i.7 497.8 565.2
Public and publicly guaranteed 8.8 107.7 264.4 410.8 438.7
Official creditors 4.7 42.9 129.5 184.8 198.5 BilateralMultilateral 1.3 13.3 41.2 72.1 84.020

Bilateral 3.3 29.6 88.3 112.7 114.4
Private creditors 4.1 64.8 135.0 226.0 240.3

Bonds 0.5 3.9 49.9 104.4 112.8
Private nonguaratuteed 4.2 22.2 17.3 87.0 126.4 Private

Bonds 0.0 0.0 0.6 38.8 41.4 65%

DISBURSEMENTS 3.0 36.3 36.7 107.6 84.7
Public and publicly guaranteed 1.8 29.7 31.8 74.8 59.1 MliaeaOfficial creditors 0.8 8.6 13.2 19.9 19.2 Mliaea

Multilateral 0.3 2.3 6.6 14.1 13.7
Bilateral 0.6 6.3 6.5 5.9 5.5

Private creditors 1.0 21.1 18.6 54.9 39.9
Bonds 0.0 0.6 2.2 28.0 17.9

Private nonguaranteed 1.2 6.6 4.9 32.7 25.7
Bonds 0.0 0.0 0.6 12.5 7.7

PRINCIPAL REPAYMENTS 2.0 14.0 21.1 71.3 60.1 Composition of net flows
Public and publicly guaranteed 1.2 10.9 17.3 54.7 41.5 US$ billion on long-term debt
Official creditors 0.4 2.3 6.4 17.4 12.1 4 

Multilateral 0.1 0.5 3.2 4.5 4.6
Bilateral 0.3 1.8 3.2 13.0 7 40

Private creditors 0.8 8.6 10.9 37.3 29.5 35
Bonds 0.0 0.2 2.2 17.1 10.4 30

Private nonguaranteed 0.8 3.2 3.7 16.6 18.6 25
Bonds 0.0 0.0 0.0 4.9 6.7

20
NET FLOWS ON DEBT 1.0 22.2 15.6 36.3 24.6 15
Public and publicly guaranteed 0.6 18.8 14.4 20.1 17.6
Official creditors 0.4 6.3 6.7 2.5 7.2 10

Multilateral 0.2 1.8 3.4 9.6 9.1 s-
Bilateral 0.2 4.5 3.3 -7.1 -2.0 o-

Private creditors 0.2 12.5 7.7 17.6 10.4
Bonds 0.0 0.4 0.0 10.9 7.5

Private nonguaranteed 0.4 3.5 1.2 16.2 7.0 -1 --- _______
Bonds 0.0 0.0 0.6 7.5 1.0 1992 1993 1994 1995 1996 1997 1998

U Private M Off icialCURRENCY COMPOSITON OF LONG-TERM DEBT (PERCENT)
Deutsche mark 9.7 5.8 8.3 4.9 5.3 Net flows on long-term debt by borrower
French franc 3.8 2.6 5.3 3.3 3.7
Japanese yen 1.5 5.0 11.8 9.8 10.3 Government and public enterprises
Pound sterling 3.8 1.4 1.7 1.0 0.8
U.S. dollars 51.5 58.9 41.8 58.9 48.7 1998
Multiple currency 14.2 12.0 18.1 12.5 8.1 1997____________
All other currencies 13.6 5.1 6.3 4.7 4.8 19

1996
DEBT STOCK-FLOW RECONCILIAT1ON

Total change in debt stocks . .. 18.0 37.7 50.6 19
Net flows on debt 3.2 44.0 25.7 44.8 29.7 1994
Net change in interest arrears . .. -0.9 0.1 0.4
Interest capitalized . .. 2.6 0.1 0.0 1993
Debt forgiveness or reduction . .. -20.9 -1.8 -0. 1 1992
Cross-currency valuation . .. 11.9 -13.5 9.5
Residual -0.4 7.9 11.0 0.0 5.0 10.0 15.0 20.0 25.0 30.0 35.0

US$ billionAVERAGE TERMS OF NE~W COMfIOTMENTS
ALL CREDITORS

Interest (%) 6.2 10.3 7.7 6.5 6.7 Private sector
Maturity (years) 17.0 13.5 16.0 10.7 10.7
Grantcelement(% 24.6 2.7 14.4 15.6 15.1 1998

Official creditors 1997PI
Interest (i)4.9 6.3 6.1 6.1 5.5
Maturity (years) 22.4 21.7 21.3 18.9 18.3 1996
Grant element ()35.9 27.1 27.5 24.3 26.4 1995

Private creditors
Interest ()7.9 12.5 8.9 6.7 7.4 1994
Maturity (years) 9.8 8.9 11.9 7.4 6.8 1993
Grant element %)9.8 -10.7 4.5 12.1 9.4

Memo: 1992
Commnitments 2.4 27.0 35.3 74.9 48.5

Official creditors 1.4 9.6 15.2 21.4 16.3 0.0 5.0 10.0 15.0 20.0
Private creditors 1.0 17.4 20.1 53.5 32.1
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LOW-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

ffi W g'°s6'"ss t'.' «. US$ billion External debt
_ ., ~~~~~ ~~~"> ~~ 800 -

TOTAL DEBT STOCKS (EDT) .. 131.3 477.9 721.6 730.2 700 -
Long-term debt (LDOD) 20.3 108.6 406.7 611.0 619.1 
Public and publicly guaranteed 19.4 100.4 389.6 511.6 526.6
Private nonguaranteed 0.9 8.2 17.1 99.4 92.5 6 _

UserofIMcredit 0.3 5.3 11.8 20.5 22.5 19 1 4
Short-term debt .. 17.3 59.5 90.1 88.6 50 4 2
of which interest arrears on LDOD .. 1.7 13.0 2:3.1 23.3 9 2 
Memo: 400 O

IBRD 1.4 4.9 31.5 36.7 37.5
IDA 1.6 10.5 41.7 77.8 81.8 300

TOTAL FLOWS ON DEBT 200

Disbursements 3.4 24.8 43.3 53.3 51.8
Long-term debt 3.4 22.0 40.8 46.1 48.6 100

Public and publicly guaranteed 3.0 19.7 34.9 40.7 44.2

Private nonguaranteed 0.3 2.2 5.8 5.3 4.4

IMF purchases 0.1 2.8 2.5 7.2 3.1 1992 1993 1994 1995 1996 1997 1998 1999

Memo:UOfcil0Pve
IBRD 0.2 0.9 4.0 3.5 4.0 ___ _Off___ _icial___ ___El___ _ P__vate _ __

IDA 0.1 1.5 4.1 5.0 5.2

Principal repayments 1.3 6.8 20.8 39.9 43.1
Long-term debt 1.0 6.1 18.1 38.4 41.9 L US ll A

Public and publicly guaranteed 0.8 4.7 16.1 26.9 31.0 US$ bilin.ggeat.nt.eouceflw

Private nonguaranteed 0.1 1.4 2.1 11.5 10.9

IM repurchases 0.3 0.7 2.7 1.5 1.2
Memo: 100

IBRD 0.1 0.2 2.1 2.9 3.1 

IDA 0.0 0.0 0.2 0.7 0.8
80 _

Net flows on debt 3.6 21.6 32.2 -2.8 17.2 |

of which short-term debt .4 3.6 9.8 -16.1 -7|4

Interest payments (TNT) . 6.5 18.9 25.8 27 5 60 - 4 9
Long-term debt 0.5 4.7 15.1 21.4 23.8

Net transfers on debt .4 15.1 13.4 -28.6 -263. 40

Total debt service (TDS) .. 13.3 39.7 65.7 70 6

20

NET RESOURCE FLOWS 3.7 23.3 44.3 77.9 75.6
Netflowoflong-te debt (ex IMF) 2.4 15.8 226 7.7 6.7 0
Foreign direct investment (net) 0.3 0.2 5.7 53.5 49.5 1992 1993 1994 1995 1996 1997 1998 1999

Portfolio equity flows 0.0 0.0 0.4 1.9 586 U Pnvate non-debt flows n Psvafe debt flows 0 Official flows

Grants (excluding technical coop.) 1.0 7.2 15.5 14.8 13.7 _ _ _ _ _ _ _ _ _

NET TRANSFERS 2.2 12.7 25.7 49.3 42. 6
Interest on long-termdebt 05 4.7 15.1 21.4 23.8

Profit remittances on FDI 09 5.9 3.5 7.2 9.1 Debt indicators

~~. ~~ 4 ~~~~<S.<4V ~~Percent
___ ~~~~~~~~~~~~~~~~a300.0

Gross national product (GNP) 248.4 742.4 1,106.4 1.838.4 1,958.2

Exports of goods & services (XGS) 185.4 427.2 480.3 250.0 --

of which workers'remittances .. 5.6 7.0 17.3 17.0

Imports of goods & services (MGS) 337201.3 442.6 489.9
Intematioal reserves (RES) .. 47.0 60.8 234.6 253.5 20

Current account balance -8.4 -7.5 4.9 -7.7

~~4 " 4 . 4 < ,;4;......... 4 '~~~~~44~*444 4.; ~~~ ~44444 4<~~44< 150.0--

EDT / XGS (i). .. 257.8 168.9 152.0 100.0

EDT /GNP(% . 17.7 43.2 39.3 37.3
TDS /XGS(% . .. 21A4 154 14.7
INT / XGS %). .. 10.2 6.0 57 50.0

INT /GNP(% . 0.9 1.7 1A4 1A

RES / MGS (months) . .. 3.6 6.4 6.2 I I

Short-term / EDT (%) 13.2 12.5 12.5 12.1 ~~~1992 1993 1994 1995 1996 1997 1998 1999

Concessional / EDT (%) .. 43.7 40.5 33.7 38.2 _______

Multilateral /EDT (%) .. 15.1 20.8 22.8 23.7 UrE =DTIXGS EDT/GNP
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LOW-INCOME COUNTRIES

(US$ billion, unless otherwise indicated) ____________________________

1970 1980 1990 1998 1999
Composition of long-term debt, 1999

LONG-TEfl DEBT?
DEBT OUTSTANDING (LDOD) 20.3 108.6 406.7 611.0 619.1
Public and publicly guaranteed 19.4 100.4 389.6 511.6 526.6 Private
Official creditors 16.9 71.4 279.9 375.1 388.2 37%/

Multilateral 3.1 19.8 99.6 164.4 173.4
Bilateral 13.8 51.5 180.3 210.7 214.8

Private creditors 2.5 29.0 109.7 136.5 138.4
Bonds 0.3 0.9 9.1 27.0 26.8 Bilateral

Private notaguaranteed 0.9 8.2 17.1 99.4 92.535
Bonds 0.0 0.0 0.1 14.7 13.7

DISBURSIEMENTS 3.4 22.0 40.8 46.1 48.6
Public and publicly guaranteed 3.0 19.7 34.9 40.7 44.2
Official creditors 2.4 9.9 21.7 24.6 28.0

Multilateral 0.4 3.8 12.0 13.9 15.3
Bilateral 2.0 6.1 9.7 10.6 12.7 Multilateral

Private creditors 0.7 9.9 13.3 16.2 16.2 28%
Bonds 0.0 0.1 0.7 5.6 1.8

Private nonguaranteed 0.3 2.2 5.8 5.3 4.4
Bonds 0.0 0.0 0.1 1.3 0.0

PRINCIPAL REPAYMENTS 1.0 6.1 18.1 38.4 41.9 Composition of net flows
Public and publicly guaranteed 0.8 4.7 16.1 26.9 31.0 USbiloonog-emdt
Official creditors 0.5 2.0 7.7 13.8 15.0 20Tilono og-emdb

Multilateral 0.1 0.4 3.3 5.5 6.5
Bilateral 0.4 1.6 4.4 8.3 8.5

Private creditors 03 27 84 1. 59 1
Bonds 0.0 0.0 0.7 0.3 1.9

Private nonguaranteed 0.1 1.4 2.1 11.5 10.9 10
Bonds 0.0 0.0 0.0 1.0 1.0

NET FLOWS ON DEBT 2.4 15.8 22.6 7.7 6.7 
Public and publicly guaranteed 2.2 15.0 18.8 13.9 13.2
Official creditors 1.9 7.9 14.0 10.7 13.0 

Multilateral 0.3 3.4 8.7 8.4 8.8
Bilateral 1.6 4.5 5.3 2.3 4.1 -

Private creditors 0.3 7.2 4.9 3.1 0.2
Bonds 0.0 0.1 0.0 5.2 -0.2

Private nonguaranteed 0.2 0.8 3.8 -6.2 -6.5 -0-__________
Bonds 0.0 0.0 0.1 0.3 -1.0 1992 1993 1994 1995 1995 1997 1998 1999

CURRENCY COMPOSITION OF L)NG4TSRM PERT (PERCENT)

Deutsche mark 8.0 7.2 5.1 4.0 Net flows on long-term debt by borrower
French franc 5.5 6.7 5.8 4.8
Japanese yen 4.6 9.1 13.2 13.7 .. Government sand public enterpases
Pound sterling 19.4 8.2 3.6 2.2 .

U.S. dollars 36.1 37.1 36.7 41.4 1999 A"UMkw 
Multiple currency 8.3 10.4 15.1 9.5 .. 1998
All other currencies 17.8 15.9 16.7 10.3 1997

- ~~~~~DEBTVSTCK-LOW RECONCILIATION 196.'E~

Total change to debt stocks 58.6 4t.4 .. 1995

Net flows on debt 3.6 21.6 32.2 -2.8 1.2 1994_____________

Net change in interest arrears . .. 2.9 2.4 19
Interest capitalized . .. 1.9 0.5 .. 1993
Debt forgiveness or reduction . .. -1.9 -0.7 1992
Cross-currency valuation . .. 19.0 16.7 ..

Residual .4.4 25.2 .. 0.0 5.0 10.0 15.0 20.0 25.0 39.0

AVERtAGE TERMW NENW COMMITMENTS USb/o

ALL CREDITORS
Interest (%) 3.1 6.8 5.5 4.7 Private sector
Maturity (years) 28.8 21.3 22.1 20.3
Grant element ()41.1 20.1 27.9 36.5 1 999

Official creditors 1998
Interest ()2.2 3.6 4.0 3.7 1997
Maturity (years) 33.7 29.9 27.0 26.6
Grant element(% 48.7 36.3 38.5 47.8 1998

Private creditors 1995
Interest (%) 6.5 1 1.0 7.9 6.9 1994
Maturity (years) 10.2 9.6 13.7 7.0
Grant element ()12.9 -2.0 9.8 12.2 1993

Memo: 1992
Cotmmitments 4.4 30.6 42.1 35.3

Official creditors 3.5 17.6 26.7 24.1 >~~~~~~~~~~~.10o -5.0 0.0 5.0 10.0Official creditors 3.5 17.6 26.7 24.1 ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~US$ billion
Private creditors 0.9 12.9 15.5 11.3



264
MIDDLE-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)
1970 1980 1990 1998 1999

US$ billion External debt
~~i~iSittWtilNT&i SUAXYrWAt4t K aiŽ44~~~~~~~~~g Amtn 2,000 __-

TOTAL DEBT STOCKS (EDT) .. 478.1 982.4 1,814.5 1,823.8 1,800 4 

Long-term debt (LDOD) 40.9 342.9 774.4 1,419.4 1,451.6 .44 2
Public andpublicly guaranteed 26.4 280.5 726.0 1,017.7 1,053.5 1,600
Private nonguaranteed 14.5 62.3 48.4 401.7 398.1 1soo400 
Use of IMF credit 0.4 6.9 22.9 73.3 58.5 ,444

Short-term debt .. 128.3 185.1 321.8 313.6 1,200 4444

of which interest arrears on LDOD . 0.8 39.7 13.1 17.5 1,000 33

Disbursements 9.8 88. 93.8 9 266.7 194.2 400 fI I
Public and publicly guaranteed 5.7 66.5 75.2 133.8 130.7 200 
Privatenonguaranteed 3.8 19.2 13.0 111.0 51.8 0 

I.MF purchases 0.3 3.2 5.7 21.9 11.8 1992 1993 1994 1995 1996 1997 1998 1999
Memo: * Official 5 Pnvate

IBRD 0.5 3.5 9.6 14.0 13.3
IDA 0.0 0.1 0.3 0.6 0.4

Principal repayments 5.5 37.6 72.9 156.1 171.0
Long-term debt 5.0 36.3 67.4 147.7 144.4

Public and publicly guaranteed 2.7 26.0 60.1 85.7 88-7 2 b00 

Private nonguaranteed 2.3 10.3 7.3 62.0 55.7 | T ;
IMF repurchases 0.4 1.3 5.5 8.4 26.5 | 1 .1
Memo: | 250 + .ia

IBRD 0.2 .80 6.4 7 20.8 6.
IDA 0.0 0.0 0.0 0.1 0.1

Net flow on debnts 12.5 89.5 27.8 79.1 19.05
Lowigterm debt-tcrmet (.e 3.2 67.4 147.5 14-.8 | 1992 1993 net 1995 flows
Granterest paueints gte can 44 56 96.0 6.3 107.88.7 30 , 4

Priesonlong- term debt 1.8 28.1 39.6 73.5 87.5
Net rerepcases on 0De .4 17.0 1.2 -8.2 32.5 | Deb indicators44

IBrDs n a i nlpouc0GP1.2 2 7.1 3,63.74,7. 4 17.8 | 64 0t.6|

TDoAta o fgodebservices(TDS) .. 0.0 1.5 250.4 128.1 4

of which ForS 7rm. 9.4 5 4.2 40.5 215.1

Netfowtsoflog-ts ervidebte IMGS) 45 4938. 7208. 9735.0 1383.0 0

Internsit reptives (RET) 1. 4.2 18.4 141.4 104.5 1909 1 1

Porretfoi qcuity falowse 0.0. . 2.3 13.6S 229.0 U2. Prvt no-db flw CfPvt etfos Ofca lw

Lneetnong-term debt 1.8 28.1 39.6 73.5 87.5

PEt tranfers on FdI 56 7.8 143.1 2180. 328.5 t ic 

Gros naioa prdcGNP ) 419 3 2,275 3.1 31.7 4,179 4,197.8 |140.0 

TEXotaS of goodsc& Se (1. 514.5 1.9 128.4 1,1.3

oNT wchOURkE rmtnS 7 .. 8.8 18.2 23 29. 1 20.0 2 .5
INmTpfo of (%go &ermies (eMG) .. 538.9 72.7 1,35 13.5 .

ItREaioa reservs (RES)h .. 165. 12.2 46.1 5-0.7 100.0 j j 

Short-eindrmEcT(%)smet(et. 426. 18.4 117.4 142.5 1992 1993 1994 1995 1996 1997 1998 1999|

Curretfoi accunty balance.0 2.3 -1.5 -7.0 -26.4 fvt o-ettos aPvaedb lw 3ofca lw

ETXnts (essiongl/ED .. 86.7 1.2 1.4 128.5 

MulTD atX SER%) .. 6 14.5 17 189 95.6

InterGst(nlogtrmdb .. 78.7 79.2 73.3 87.65 0

PoitN eit/G ncesonFD 5.6 17.9 14.6 23. 32.6etidctr

Gross naMti (onalpouths GN) 41 .3 37.7 26.7 417 .1 4 617. 140.0__ _ _ _ __ _ _ _ __ _ _ _ __ _ _ _

Shport-ter/ED (%)ssevie .XGS26.8 718.8 1728.7 1741.2
of which workers' reniittances 8.8 18.2 30.2 29.9 199293 194 19019.97096 19

Iontemational/reDTve (%E) 165.1 162.2 76.4 81.5 100.0_

MulTiael I EDTG %). 6.1 117.1 84.9 92.5 EZ~D/G D/N
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MIDDLE-INCOME COUNTRIES

(US$ billion, unless otherwise indicated)

1970 1980 1990 1998 1999

LONG-TERM DEBT ~~~~~~~~~~Composition of long-term debt, 1999

DiEBT OUTSTANDING (LDOD) 40.9 342.9 774.4 1,419A 1,451.6
Public and publicly guaranteed 26.4 280.5 726.0 1,017.7 1,053.5
Official creditors 15.4 106.7 325.3 477.8 487.3

Multilateral 4.2 29.0 108.6 161.9 172.4 Bilateral
Bilateral 11.2 77.7 216.6 315.9 314.9 22%

Private creditors 11.0 173.8 400.7 539.8 566.2
Bonds 1.5 12.2 98.4 318.5 343.1

Private nonguaranteed 14.5 62.3 48.4 401.7 398.1 Pdvate
Bonds 0.0 0.0 0.7 101.8 103.0 66%

DISBURSEMENTS 9.6 85.7 88.2 244.8 182.4
Public and publicly guaranteed 5.7 66.5 75.2 133.8 130.7 .Mliaea

Official creditors 2. 91 31.6 42.6 43.012
Multilateral 0.8 5.6 15.8 30.9 24.3
Bilateral 1.7 13.5 15.8 11.7 18.7

Private creditors 3.2 47.4 43.6 91.2 87.7
Bonds 0.1 1.6 5.5 53.1 54-8

Private nonguaranteed 3.8 19.2 13.0 111.0 51.8
Bonds 0.0 0.0 0.6 19.2 13.7

PRINCIPAL REPAYMENTS 5.0 36.3 67.4 147.7 144.4 Composition of net flows
Public and publicly guaranteed 2.7 26.0 60.1 85.7 88.7 US$ billion on long-term debt
Official creditors 1.0 5.2 17.9 29.8 30.4 100

Multilateral 0.3 1.3 9.2 13.3 13.2
Bilateral 0.7 3.9 8.6 16.5 17.2

Private creditors 1.7 20.8 42.2 55.9 58.3 80
Bonds 0.1 0.5 5.0 26.2 30.0

Private nonguaranteed 2.3 10.3 7.3 62.0 55.7 60
Bonds 0.0 0.0 0.0 11.9 12.3

NET FLOWS ON DEBT 4.5 49.3 20.8 97.0 38.0 40
Public and publicly guaranteed 3.0 40.4 15.1 48.1 42.0
Official creditors 1.6 13.9 13.8 12.8 12.6 20

Multilateral 0.5 4.3 6.6 17.6 11.1
Bilateral 1.0 9.6 7.2 -4.8 1.5

Private creditors 1.5 26.6 1.3 35.3 29.4 0
Bonds 0.0 1.1 0.5 26.8 24.8

Private nonguaranteed 1.5 8.9 5.7 49.0 -4.0 -20 -- ___

Bonds 0.0 0.0 0.6 7.3 1.4 1992 1993 1994 1995 1996 1997 1998 1999
61 Private M Official

CURENC COPOSTIO OLONG-TERIM-DET (PERCENT)'
Deutsche mark 9.0 6.4 10.5 9.6 Net flows on long-term debt by borrower
French franc 4.9 5.0 5.6 3.0
Japanese yen 0.7 6.1 9.1 9.3 .. Government and public enterprises
Pound sterling 5.2 1.7 1.6 0.8 .

U.S. dollars 55.1 54.4 43.6 56.8 1999
Multiple currency 14.1 11.1 14.5 7.8 .. 1998
All other currencies 9.4 5.7 6.2 6.0 ________________

DEBTSTO`CK.VLQW RECNCIAON 1996

Total change in debt stocks .. 45.9 168.1 .. 1995
Net flows on debt 12.2 89.5 27.8 79.1 19.5
Net change in interest arrears . .. 12.6 3.5 - 1994
Interest capitalized40 .193Ant%jREM
Debt forgiveness or reduction . .. -31.5 -0.9 19
Cross-currency valuation . .. 33.2 24.8 .

Residual -0.2 60.6 .. 0.0 10.0 20.0 30.0 40.0 50.0
US$ billion

AVERAGE TERMS OPNEWCOMMITMENTS
AILL CREDITORS

Interest (%) 6.2 10.3 7.8 7.4 Pnvate sector
Maturity (years) 16.3 13.3 16.1 10.7
Grant elemnent ()22.7 1.1 13.3 11.7 1999

Official creditors 1998
Interest (%) 5.0 6.9 6.6 6.0 1997
Maturity (years) 23.0 19.6 18.8 14.2
Grantelement(% 34.0 22.3 22.9 21.3 1996

Private creditors 1995
Interest ()7.4 12.2 8.8 8.0 1994 'MTT
Maturity (years) 9.6 9.8 13.9 9.0
Grant element (J11.8 -10.4 5.4 7.1 1993

Memo: 19
Commoitments 7.5 67.7 82.2 138.9 .

Official creditors 3.7 23.9 37.2 45.2 -10.Q 0.0 10.9 20.0 30.0 40.0 50.0o 80.0 70.0
Private creditors 3.8 43.8 45.0 93.7USbilo
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(US$ billion, unless otherwise indicated)

1970 1980 1990 1997 1998
%%~~~~.*'' ~US$ billion External debt

;az N0Miy 1 R2 O4140 . .. ....

TOTAL DEBT STOCKS (EDT) .. 37.0 95.1 109.6 113.7
Long-term debt (LDOD) 4.2 28.9 79.4 94.4 98.8 120

Public and publicly guaranteed 4.0 25.8 75.3 89.5 94.1
Private nonguaranteed 0.2 3.1 4.1 5.0 4.7 100 -4
Use of INIF credit 0.1 2.0 4.5 4.8 5.2 ½ . "i

Short-term debt 6.1 11.3 10.4 9.7
of which interest arrears on LDOD. . .
Memo:

IBRD 0.2 1.7 4.9 1.9 1.6 60
IDA 0.2 2.0 12.7 25.9 28.3

TOTAL FLOWS ON DEBT 4

Disbursements 1.0 7.6 7.1 4.8 4.3
Long-term debt 1.0 6.9 6.4 4.3 3.6 20

Public and publicly guaranteed 0.9 6.2 6.0 4.2 3.5
Private nonguaranteed 0.1 0.6 0.4 0.1 0.1

IMF purchases 0.0 0.8 0.6 0.5 0.7 1992 1993 1994 1995 1996 1997 1998

Memo:
IBRD 0.0 0.3 0.3 0.0 0.0 0Pdvate
IDA 0.1 0.3 1.8 22 1.9

Principal repayments 0.3 2.1 3.4 3.3 3.1
Long-term debt 0.2 1.9 2.7 2S. 2.6

Public and publicly guaranteed 0.2 1.5 2.3 2. 22 USbilo Aggregate net resource flows
Private nonguaranteed 0.0 0.4 0.4 0.4 0.4

IPf repurchases o 0.0 0.2 0.7 0.6 0. 6
Memo: 12 good &

IBRD 0.0 0.1 0.4 0.4 0.3
IDA 0.0 0.0 0.0 0.1 0.2 10 o

Net flows on debt 1.1 6.0 5.2 4.1 0.1 .e 

of which shon-term debt .. 0.5 1.6 2.7 31.1 a -5;.

Interest payments (TNT) 1. 9 2.4 7.9 2.1 4 tI
Long-termn debt . 14 7 6 17 
Net transfers on debt . 4.1 2.9 2.2 -2.0 ,~5v44-..A..4.

Total debt service (TDS) 4.0 5.8 5.3 52 4 .t

NET RESOURCE FLOWS 0.9 7.7 13.3 10.3 10.6 "<"~~
4 tit2 

Net flow of long-term debt (ex. IMF) 0.8 4.9 3.7 1.5 1.0 0
Foreign direct investment (net) -o. 1 0.6 0.4 1.3 1.4 1992 1993 1994 1995 1996 1997 1998
Portfolio equity flows o.o 0.0 0.0 0.1 0.0 * Prvate non-debt flows 0 Private debt flows 0 Official flows
Grants (excluding technical coop.) 0.2 2.2 9.2 7.4 8.2
NET TRANSFERS 0.5 5.6 11.1 89 3 8.5
Initerest oni long-term debt 0.1 1.4 1.7 1.6 1.7
Profit remiittances on FDI 0.3 0.7 0.5 0.4 0.4 Debt indicators

- ~~~~~ ~~~ ~Percent
,, QMWmn~~~~A~~ojgsr ~~~ 600.0 .

Gross national product (GNP) 18. 3 70.3 9.7 96.1 99.9
Exportsofgoods &services(XGS) 19.5 21.7 27.5 26.8 500.0 -

of which workers' remittances 0.4 0.6 0.4 0.4 -
Imiports of goods & services (MGOS) 27.9 32.2 37.3 38.6
International reserves (RES)15 2. 33 72 76 400.0-

Current account balance -7.2 -6.6 -4.9 -5.2

EDT I XGS (%) . 189.5 439.0 398.1 423.7 200.

EDT! /GNP (% . 52.6 106.0 114.0 113.8
TDS /XGS (% . 20.6 26.8 19.1 19.4
INT/XGS (). 9.7 10.9 7.0 7.7 1 00.0
INT/GNP(% . 2.7 2.6 2.0 2.1
RES/MCGS (months) . 1.2 1.2 2.3 2.4

Short-term/EDr(%) .. 16.6 11.9 9.5 8.5 ~~~~~~~~~~~0.0
Short-term / EDT 16.6 11.9 9.5 8.5 ~~~~~~~1992 1993 1994 1995 1996 1997 1998

Concessional /EDT (%) . 32.6 46.4 59.4 61.6
Multilateral /EDT (%) . 14.6 28.5 36.5 37.7 =EDT/XGS - EDT/GNP
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(US$ billion, unless otherwise indicated) ______________________

1970 1980 1990 1997 1998
LONG-TEEM PEST ~~~~~~~~~~Composition of long-term debt, 1998

Private
DEBT OUTSTANDING (LDOD) 4.2 28.9 79.4 94.4 98.8 11%
Public and publicly guaranteed 4.0 25.8 75.3 89.5 94.1
Official creditors 2.9 16.8 64.9 83.4 88.2

Multilateral 0.5 5.4 27.1 40.0 42.9
Bilateral 2.5 11.4 37.8 43.4 45.3

Private creditors 1.1 9.0 10.4 6.1 5.9
Bonds 0.2 0.0 0.0 2.5 2.4

Private nonguaranteed 0.2 3.1 4.1 5.0 4.7 Multilateral
Bonds 0.0 0.0 0.0 0.3 0.343

DISBURSEMENTS 1.0 6.9 6.4 4.3 3.6 B3ilateral
Public and publicly guaranteed 0.9 6.2 6.0 412 3.5 46%
Official creditors 0.5 2.9 5.3 3.8 3.3

Multilateral 0.1 1.2 3.3 3.2 2.8
Bilateral 0.4 1.7 2.0 0.6 0.6

Private creditors 0.4 3.3 0.7 0.4 0.1
Hoods 0.0 0.0 0.0 0.0 0.0

Private nongusaranteed 0.1 0.6 .0.4 0.1 0.1
Bonds 0.0 0.0 0.0 0.0 0.0

PRINCIPAL REPAYMENTS 0.2 1.9 2.7 2.8 2.6 Composition of net flows
Public and publicly guaranteed 0.2 1.5 2.3 2.4 2.2 US$ billion on long-term debt
Official creditors 0.1 0.4 1.4 1.8 1.8 5

Multilateral 0.0 0.1 0.9 1.2 1.2
Bilateral 0.1 0.3 0.5 0.6 0.6

Private creditors 0.1 1.1 0.9 0.6 0.4 4
Bonds 0.0 0.0 0.0 0.0 0.0 3

Private nonguaranteed 0.0 0.4 0.4 04 O 04 3
Bonds 0.0 0.0 0.0 0.0 0.0

2
NET FLOWS ON DEBT 0.8 4.9 3.7 1.5 1.0 2
Public and publicly guaranteed 0.7 4.7 3.7 1.8 1.3 2
Official creditors 0.4 2.5 3.8 2.0 1.5 

Multilateral 0.1 1.1 2.4 2.0 1.6 1
Bilateral 0.3 1.4 1.5 0.1 -0.1 0

Private creditors 0.3 2.2 -0.2 -0.2 -0.2 
Bonds 0.0 0.0 0.0 0.0 0.0

Private nonguaranteed 0.0 0.2 0.0 -0.3 -0.3 - ____ _____

Bonds 0.0 0.0 0.0 0.0 0.0 1992 1993 1994 1995 1996 1997 1998
- _-, ~~~~6'ii O~~~ - Private * Official

Deutsche mark 6.8 5.9 3.9 3.8 3.8 Net flows on long-term debt by borrower
French franc 19.3 17.8 17.3 12.4 12.4
Japanese yen 0.0 7.7 3.2 4.4 4.9 Government sand public enterprises
Pound sterling 21.6 5.4 3.7 2.8 2.6
U.S. dollars 21.3 28.5 30.4 42.3 44.1 1998
Multiple currency 6.0 8.8 12.7 10.3 8.5 1997
All other currencies 24.7 23.5 26.5 21.8 21.4

- . - . ~~~~~~~~~~~~~~~~~~~~~1995
Total change in debt stocks .. 11.0 -5.0 4.1 19

Net flows on debt 1.1 6.0 5.2 4.1 0.1 1994
Net change in interest arrears .. 0.2 -1.8 0.4
Interest capitalized .. 1.3 2.1 0.5 1993
Debt forgiveness or reduction . .. -1.6 -4.7 -0.6 1992
Cross-currency valuation . .. 5.1 -3.6 2.2IIII
Residual 0.6 -1.1 1.6 0.0 1.0 2.0 3.0 4.0 5.0

US$ billion
AVERAGE: TERMS OF NEW CbM&7MITET" . -

AILL CREDITORS
Interest (%) 3.3 6.5 33 1.5 1.2 Private sector
Maturity (years) 27.1 18.4 28.6 37.3 37.0
Grant element (%) 53.1 25.0 52.7 70.8 73.8 1998

Official creaitors 19
Interest ()1.8 3.7 2.7 1.3 1.0
Maturity (years) 34.6 26.8 30.6 39.2 38.0 1996
Grant element ()71.0 47.0 58.6 74.4 75. 1995

Private creditors
Interest (%/) 6.5 9.4 8.4 4.8 6.2 1994
Maturity (years) 10.3 9.6 12.0 8.0 6.3 1993
Grant element ()13.0 2.2 5.1 16.0 10.4

Memo: 1992
Commitments 1.3 8.9 7.6 3.5 4.3II

Official creditors 09 45 68 33 .2 -0.4 -0.3 -0.2 -0. 1 0.0 0.1 0.2 0.3 0.4
0.9 4.5 6.8 3.3 4.2 ~~~~~~~~~~~~~~~~~~~~~~~~US$ billion

Private creditors 0.4 4.4 0.8 0.2 0.1







O ver the past year, developing countries have started to recover from the 1997-1999 global
0 financial crisis. The elements underlying the recovery - strong industrial country growth,
robust global trade, and firming commodity prices - should permit more "self-financing" and
more sustainable developing country growth than have been the case following previous crises. But
international capital market flows remain selective and volatile. Global Development Finance 2000
provides a comprehensive look at external debt and financial flows to developing countries.

Volume 1, Analysis and Summary Tables, examines these developments in detail and charts the
prospects for private and public global development finance. It explores the special risks and
benefits of short-term capital flows, reviews policy options for countries to safeguard against the
volatility of private capital flows, and draws lessons from the past century's booms and busts in
private flows to emerging markets. The volume also reviews debt-restructuring agreements and
privatization transactions and contains summary data for country groups.

Volume 2, Country Tables, provides statistical data for 137 countries reporting debt under the
World Bank Debtor Reporting System. The country tables present a wealth of information about
each country's external debt and cover major economic aggregates and key debt ratios. Data are
also provided on debt service paid, average terms of new commitments, currency composition of
long-term debt, debt restructuring, and scheduled debt service projections.To facilitate cross-country
comparisons of key statistics, summary statistical tables are provided for regional and income groups.

Global Development Finance 2000 is available on a Windows-based CD-ROM that contains all
the time-series data from the World Bank Debtor Reporting System, and allows users to graph,
map, and extract the data in many formats. The CD-ROM also provides the contents of the two
volumes in searchable page format.

Global Development Finance 2000 is an invaluable resource for economists, bankers, country-risk
analysts, financial consultants, scholars, and investors.

For general and ordering information, please visit the World Bank's publications website at www.worldbank.org/pubhcations,
or call 703-661-1580. From within the U.S., please call 800-645-7247.
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