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I. OVERVIEW

The world econ omy is now grow ing at its slow est rate since
the early years of the de cade (see ta ble 1). The re ces sion in Ja -
pan, the East Asian cri sis and the Rus sian cri sis—along with
con ta gion through the fi nan cial mar kets—com bined in 1998
to halve the rate of growth of the world econ omy and to raise
con cern about global re ces sion. At some points dur ing the year 
there was fear of se ri ous dam age to ma jor fi nan cial mar kets.
The num ber of coun tries that saw an in crease in out put per ca -
pita in 1998 was 23 less than in the pre vi ous year and no sig nif -
i cant im prove ment is ex pected in 1999. More over, world trade 
in 1998 grew at less than half the pace of 1997 and about the
same growth rate is fore seen for 1999. In ter na tional prices in
dol lars of crude pe tro leum fell about one third and non-fuel
com mod ity prices about one eighth in 1998 (see ta ble A.10).
With no ac cel er a tion ex pected in the growth of world out put
and thus de mand, com mod ity prices are fore cast to re main de -
pressed in 1999.

The world eco nomic sit u a tion, how ever, is not uni -
formly bleak. Not only did out put per ca pita rise in over 100
coun tries in 1998, but eco nomic growth was rel a tively strong
in North Amer ica, much of Eu rope, in clud ing some tran si tion
econ o mies, China and In dia. To gether these coun tries ac count

for about half of world pop u la tion while eco nomic growth will 
be slow ing in many of these coun tries in 1999, the cat a strophic 
de clines in out put and em ploy ment in the Asian cri sis coun -
tries are ex pected to end.

None the less, the bot tom ing-out of de cline in the Asian
cri sis coun tries is not the same as re cov ery, and the lat ter does
not seem to be a short-term pros pect. Nor are the rates of eco -
nomic growth in much of the world sat is fac tory. In par tic u lar,
eco nomic growth in the least de vel oped coun tries is pro jected
to be 3¼ per cent in 1999 (see ta ble A.7), which will be barely
suf fi cient to raise per ca pita out put (since pop u la tion growth in 
these coun tries av er ages about 2.5 per cent a year). More rapid
growth on a sus tained ba sis is needed for a sig nif i cant rise in
liv ing stan dards in these coun tries.

The coun tries that have been es pe cially vul ner a ble to the 
re cent wave of fi nan cial and eco nomic cri ses were coun tries
that had taken rel a tively greater steps to lib er al ize their econ o -
mies and in te grate them into the global sys tem. Since dis cov -
er ing the ben e fits and op por tu ni ties of ex ter nal open ing, these
coun tries have re cently been learn ing at high cost that these
pol i cies also have chal lenges and dan gers, re quir ing a more
care ful ap proach to na tional strat e gies of pol icy re form.

Table 1. Growth of world output and trade, 1981-1999
(Annual percentage change)

1981-
1990  1991 1992 1993 1994 1995 1996 1997 1998 a 1999 b

World out put c 2.8 0.8 1.7 1.3 2.9 2.6 3.4 3.3 1.7 2
of which:

De veloped economies 2.9 0.7 1.6 0.8 2.7 2.2 2.9 2.7 1.8 1½
Econ omies in tran si tion d 1.6 -8.2 -13.2 -9.3 -7.1 -0.8 -0.1 2.8 1.1 ¾
De veloping economies 2.4 3.2 5.0 5.2 5.6 4.6 5.7 5.7 1.6 3

World trade e 4.5 4.1 5.7 4.5 10.4 8.6 5.4 9.5 4.1 4

Mem o ran dum items:

Num ber of coun tries with 
 ris ing per ca pita output 106 70 75 68 99 109 120 124 101 104
Num ber of coun tries 
 in sample 127 128 142 143 143 143 143 143 143 143

Source: UN/DESA.

a Partly estimated.
b Forecast, based in part on Project LINK.
c Calculated as a weighted average of individual country growth rates of gross domestic product (GDP), where weights are based on GDP in 1993 prices

and exchange rates.
d Based on reported GDP.
e Average of growth rates of the volume of exports and imports.



From Asian financial crisis to global
economic crisis

Im me di ately fol low ing the Thai cri sis, the in ten sive trade and fi -
nance link ages, to gether with changes in lend ers’ per cep tions of 
risk and will ing ness to ex tend credit, spread the shock to other
econ o mies in the re gion and be yond, even though many of them 
had strong mac ro eco nomic fun da men tals.

One chan nel of trans mis sion was through global fi nan -
cial mar kets. In creased per cep tions of risk re sulted in a sharp
de cline in cap i tal flows to emerg ing mar kets that rely on for -
eign bor row ing to fi nance their fis cal or cur rent ac count def i -
cits (or both). Net pri vate cap i tal flows to de vel op ing coun tries 
in 1998 fell to about half of the peak level reg is tered in 1996.
For eign di rect in vest ment was rel a tively sta ble, but port fo lio
in vest ment and pri vate lend ing fell sub stan tially and net com -
mer cial bank lend ing fell to al most zero. The Asian econ o mies 
in cri sis suf fered large net out flows. Other de vel op ing coun -
tries that re ceived net cap i tal in flows ear lier in the de cade suf -
fered not only a de cline in vol ume but also a sharp rise in the
cost of ex ter nal fi nance.

An other trans mis sion chan nel in volved in ter na tional
com mod ity trade. The re duced world de mand for com mod i -
ties, cou pled with the in cen tives that pro duc ers of com mod i -
ties in the cri sis coun tries had to in crease sup ply in re sponse to
de val ued ex change rates, pushed com mod ity prices lower.
Prices of crude pe tro leum and many other raw ma te ri als
dropped to their low est lev els in de cades (see chap ter V). Ex -
port rev e nues in the many de vel op ing coun tries that re main
heavily de pend ent on the pro duc tion and ex port of these com -
mod i ties de clined sig nif i cantly, lead ing to a de te ri o ra tion in
both their ex ter nal and their fis cal po si tions (since these sec -
tors are typ i cally im por tant sources of gov ern ment rev e nue).
This, in turn, led to fur ther cut backs in gov ern ment ex pen di -
ture, and thus fur ther con trac tions in de mand as part of ac tion
to curb im ports and re store fis cal bal ance.

The sharp con trac tion in im port vol ume in Ja pan and
East Asia re sulted in a sig nif i cant slow down in the growth of
the over all vol ume of trade in the world (see ta ble A.9). Im port
de mand in sev eral Asian econ o mies de clined by over 20 per
cent, re flect ing their de fla tion ary ad just ment to re duced cap i -
tal in flows and sig nif i cantly de val ued cur ren cies. An an tic i -
pated re cov ery in the re gion’s ex ports, which was ex pected to
be stim u lated by the de val u a tions, failed to ma te ri al ize. This
was partly be cause of the credit squeeze faced by man u fac tur -
ers and partly be cause of re duced de mand, es pe cially from Ja -
pan and the cri sis coun tries in the re gion.

In Ja pan, the weak econ omy and the pre vail ing high lev -

els of bad debt pushed more fi nan cial in sti tu tions into in sol -
vency. This wors ened the credit crunch, ag gra vat ing both the
de cline in do mes tic spend ing and the prob lems of bad debt and
in sol vency. The con tin ued de te ri o ra tion in the East Asian econ -
o mies fur ther wors ened the po si tion of Jap a nese banks. The
Gov ern ment took a suc ces sion of mea sures to stim u late the
econ omy, but they failed to achieve the de sired re sults.

The de cline in com mod ity prices was an im por tant fac -
tor in trig ger ing the fi nan cial cri sis in Rus sia in Au gust, even
though do mes tic fac tors were also re spon si ble for the build-up
of fi nan cial fra gil ity in that coun try (see chap ter VI ). Fol low -
ing the Rus sian cri sis, the global fi nan cial in sta bil ity at tained
new heights as the de vel oped coun tries dis cov ered se ri ous fra -
gil i ties in their own fi nan cial sys tems. There was a re sult ing
global de te ri o ra tion in in ves tor con fi dence, fi nan cial losses in
de vel oped coun tries, steep sell-offs in eq uity mar kets in the
United States and else where, and an in crease in risk pre mi ums
to un usu ally high lev els. For sev eral weeks, emerg ing mar kets
were un able to is sue new debt or eq uity in in ter na tional cap i tal
mar kets and even the bor row ing plans of large cor po ra tions
were af fected. The “credit crunch” thus had spread from the
Asian cri sis coun tries to the Rus sian Fed er a tion and, fi nally, to 
de vel oped coun tries.

The po ten tially de fla tion ary im pact of ris ing cost of fi -
nance and fall ing eq uity prices  by heavily in debted firms and
house holds gave rise to wide spread con cern by the third quar -
ter of 1998 that the pre vail ing fi nan cial fra gil ity could lead to a
global re ces sion. In re sponse, the fi nal weeks of the year saw
sev eral pol icy ac tions that re duced, but did not elim i nate, this
pos si bil ity. In rec og niz ing that avoid ing a li quid ity crunch
should be a ma jor ob jec tive, the Group of Seven agreed in the
last quar ter of 1998 to fo cus their im me di ate at ten tion on lim it -
ing the eco nomic slow down and giv ing mo men tum to their
lon ger-term ini tia tives to strengthen the in ter na tional fi nan cial 
sys tem. Most of these coun tries cut in ter est rates in the last
quar ter, the most no ta ble cases be ing the United States, Can -
ada, the United King dom and the coun tries sched uled to adopt
the Euro as a com mon cur rency. In ad di tion, in ter est rates in
some of the cri sis coun tries, which had been de clin ing for
about half the year, ap proached pre-crisis lev els. Other de vel -
op ments in cluded new pack ages of fis cal stim u la tion and sup -
port for the bank ing sec tor an nounced by Ja pan, agree ment by
the United States Con gress to the US con tri bu tion to the In ter -
na tional Mon e tary Fund (IMF), and an IMF loan to Brazil.

As the year ended, a de gree of con fi dence had re turned
to in ter na tional fi nan cial mar kets. Nev er the less, this con fi -
dence re mained sus cep ti ble to ero sion by new shocks that may
arise from any of a va ri ety of sources. Re cent ex pe ri ences
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make it clear that such shocks are ca pa ble of trig ger ing fur ther
neg a tive de vel op ments in the real as well as in the fi nan cial
econ omy. Thus, given the vul ner a bil ity that is now built into
the struc ture of the global fi nan cial sys tem, en su ing de vel op -
ments could pro duce down ward spi rals with sub stan tial and
wide spread neg a tive ef fects on the world’s econ o mies.

Recent economic performance and outlook1

The most dra matic change in eco nomic cir cum stances in 1998
took place in the de vel op ing econ o mies. Hav ing grown by
more than 5 per cent an nu ally for much of the de cade, out put in 
the de vel op ing coun tries as a group ex panded by only 1.6 per
cent in 1998 and only 3 per cent growth is fore cast for 1999,
largely ow ing to the end of the eco nomic free fall in the Asian
cri sis coun tries (see ta ble A.7 for more de tail on these and
other de vel op ing coun tries and re gions). In 1998, out put in
some coun tries con tracted by dou ble-digit fig ures, caus ing
soar ing un em ploy ment, de clin ing real wages and large in -
creases in pov erty. At best, only the slow be gin nings of re cov -
ery are fore cast for 1999, in as so ci a tion with some
strength en ing of ex port growth, eas ing of the credit crunch and 
re duc tion of ex cess ca pac ity.

In ter na tional de vel op ments in 1998 had pro found, al -
though less ex treme, con se quences in many other de vel op ing 
coun tries, no ta bly those most in te grated into global fi nan cial
mar kets and those de pend ent on ex ports of com mod i ties
whose prices had plum meted. Thus, af ter at tain ing its high est 
growth rate for a quar ter of a cen tury in 1997, Latin Amer ica
reg is tered no tan gi ble gain in per ca pita in come in 1998. In
1999, per ca pita out put in Latin Amer ica as a whole is fore -
cast to fall (the pop u la tion growth rate be ing about 1.7 per
cent a year): Brazil has slipped into out right con trac tion and
fur ther slow downs in eco nomic growth in other coun tries are
ex pected ow ing in some cases to strong trade link ages to
Brazil and more gen er ally to a need to re duce fis cal and ex ter -
nal def i cits.

In Af rica, the main in ter na tional trans mis sion chan nel
was com mod ity trade. Nev er the less, in ter na tional fi nan cial in -
sta bil ity made South Af rica sub ject to in tense down ward pres -
sure on its cur rency in mid-1998, and the del e te ri ous ef fects on 
South Af ri can ex pen di ture spilled over to sev eral smaller trad -
ing part ners in the sub-region that had neg li gi ble con nec tions
with in ter na tional fi nan cial mar kets. Growth in Af rica as a
whole is ex pected to im prove mar gin ally in 1999, as sum ing no 

fur ther de te ri o ra tion in com mod ity prices, mod er ate growth in
ex port vol umes and more fa vour able weather con di tions.

Se verely weak ened oil prices gave West Asia a sub stan -
tial ex ter nal shock, lead ing, as in the case of Iran and Saudi
Ara bia, to out put con trac tion. Here too, only a slow im prove -
ment is fore cast for 1999, given the pros pect of no sig nif i cant
strength en ing in oil prices.

In the de vel oped econ o mies, con sum ers and pro duc ers
gen er ally bene fited from the lower in ter na tional prices. Gov -
ern ments saw lit tle in fla tion ary pres sure and in creas ingly be -
came con cerned about the pos si bil ity of de fla tion. There was
also a de cline to ex cep tion ally low lev els in long-term in ter est
rates on gov ern ment se cu ri ties in the ma jor econ o mies, as the
tur moil in world fi nan cial mar kets gen er ated a “flight to qual -
ity”, fed in part by cap i tal re treat ing from many de vel op ing
and tran si tion coun tries. How ever, shrink ing ex pen di ture in
de vel op ing and tran si tion econ o mies and Ja pan be gan to be re -
flected in de clin ing ex ports and cor po rate earn ings.

Ja pan slipped into a re ces sion in the fourth quar ter of
1997, and out put has de clined in ev ery quar ter since (see ta ble
A.2). Out put is fore cast to con tinue to con tract in 1999 (see ta -
ble A.1). The sources of Ja pan’s dif fi cul ties have been largely
do mes tic. The lack of credit, par tic u larly to small and me -
dium-sized en ter prises, ow ing to the pa ral y sis of the un -
der-capitalized bank ing sys tem, con tin ues to de press busi ness
ac tiv ity. Lit tle stim u lus is ex pected from the gov ern ment
spend ing programmes, not be cause of their size, but be cause
of their lim ited ef fec tive ness. Finally, weak ex port sales will
con tinue to ag gra vate the do mes tic re ces sion ary con di tions.

In Eu rope, the at ten tion of mac ro eco nomic pol icy mak ers 
shifted in 1998 from re duc ing bud get def i cits to meet the cri te ria 
for join ing the sin gle cur rency area to bring ing in ter est rates to a
com mon level. As ag gre gate de mand was weak en ing, inter alia, 
ow ing to lost ex ports to Asia, in ter est rates of all coun tries were
re duced to the level in the coun try with the low est rates. The in -
tro duc tion of the Euro at the be gin ning of 1999 should boost
eco nomic growth both in Eu rope and in the world as a whole
over the lon ger term. In 1998, out put in the EU grew al most 3
per cent. It is fore cast to slow in 1999, largely be cause of weak
ex port mar kets, to ap prox i mately 2 per cent.

Out put grew in a range of about 3-4 per cent in Aus tra lia, 
Can ada and the United States in 1998, de spite the in ter na tional 
tur bu lence. Out put growth in each coun try is ex pected to ease
in 1999, but to re main above 2 per cent. In the United States,
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the ma jor cause of de cel er a tion is ex pected to be weaker do -
mes tic de mand, while in the other econ o mies the main fac tor is 
lower com mod ity ex ports as a re sult of fall ing global de mand.
Sev eral of the econ o mies in tran si tion, most sig nif i cantly, the
Rus sian Fed er a tion, were hurt by the col lapse in com mod ity
prices. The Rus sian fi nan cial cri sis, it self par tially trig gered by 
de vel op ments in the oil mar ket, had neg a tive spillover ef fects
on  coun tries. How ever, growth in many Cen tral and East ern
Eu ro pean econ o mies and the Bal tic States held up well in
1998, al though some coun tries were un der go ing mac ro eco -
nomic ad just ment con trac tions. While re duced ex port de -
mand—as so ci ated with the slow down in West ern Eu rope and
the Rus sian cri sis—will soften over all eco nomic con di tions,
these econ o mies are ex pected to grow in 1999. How ever, out -
put in four coun tries in the Com mon wealth of In de pend ent
States—no ta bly the Rus sian Fed er a tion—is fore cast to con -
tract (see ta ble A.5).

The fore go ing fore cast of pros pects in 1999—pre pared
with the as sis tance of Pro ject LINK2 and re ferred to as the
“base line” fore cast—as sumes that world fi nan cial mar kets
will re main sta ble, with eq uity mar kets and ex change rates
among ma jor coun try cur ren cies sus tain ing lev els that pre -
vailed at the end of 1998. It is also as sumed that oil and other
com mod ity prices main tain their mid-November lev els (which 
were 1-4 per cent higher than their av er age for the first ten
months of 1998). Mon e tary pol icy in the United States and Eu -
rope is as sumed to stay neu tral, with those in ter est rates that
are de ter mined by the cen tral banks re main ing at the lev els
pre vail ing at the end of No vem ber 1998. In the same spirit, the
base line fore cast as sumes no fis cal stim u lus in the de vel oped
coun tries be yond what had al ready been an nounced by Ja pan
as of end Oc to ber.3

In ad di tion, the fore cast ing ex er cise makes no pro vi sion
for nat u ral or man-made di sas ters such as those which had sig -
nif i cant ad verse eco nomic ef fects in 1998. A hur ri cane caused
se vere dam age to the peo ples and econ o mies of Cen tral Amer -
ica. El  Niño had—and may con tinue to have—ma jor con se -
quences for sev eral coun tries, while other ex treme cli ma tic

events have caused mis ery else where. A num ber of coun tries
had to cope with out right con flict and po lit i cal un rest in 1998,
which in eluc ta bly dis rupted eco nomic per for mance.

Alternative scenario one: consequences of a global
financial crash

In ter na tional and some na tional fi nan cial mar kets re main frag ile 
and vul ner a ble to panic, even though steps were taken at the end
of 1998 to ease fi nan cial con di tions and boost li quid ity and con -
fi dence. New fi nan cial shocks are thus pos si ble and their po ten -
tial con se quences wor ri some. To in ves ti gate the con se quences,
an al ter na tive sce nario was run us ing the LINK sys tem.

To trace the im pli ca tions of a re newed bout of fi nan cial
tur bu lence, cer tain as sump tions and re la tion ships were ad justed 
to al low for the ef fects of four inter-related fi nan cial set backs,
each of which could feed into the oth ers. First, it was as sumed
that there is an in creased aver sion to risk and a re newed in crease 
in li quid ity pref er ence on the part of the pub lic and the banks,
and that the shift to less risky as sets pro duces a 40 per cent de -
cline from the peaks of 1998 in stock mar ket prices in the United 
States and West ern Eu rope. Such a fall in share prices would be
twice as large as that in mid-1998, but would bring the
price-earnings ra tio back to its his tor i cal av er age.

Sec ondly, it was as sumed that there is an in crease of a
fur ther two per cent age points in the spreads be tween risk-free
in ter est rates and bor row ing rates for the busi ness sec tor,
prompted, for ex am ple, by the fail ure of an other ma jor fi nan -
cial in sti tu tion or sim i lar event. The as sumed spreads would be 
roughly dou ble those that pre vailed in the cri sis pe riod of the
au tumn of 1998.4

The third as sump tion is that of a re newed “flight to qual -
ity” in in ter na tional credit mar kets, such as oc curred fol low ing 
the Rus sian cri sis. The re sult would be a sharp de cline in in ter -
na tional cap i tal flows to emerg ing mar ket econ o mies, par tic u -
larly to Asia and Latin Amer ica.5

Finally, it was as sumed that the Jap a nese res cue of its fi -
nan cial sys tem is not suc cess ful and that the do mes tic credit
crunch con tin ues, with of fi cial in sti tu tions pro vid ing only lim -
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2 LINK is an economic modeling network comprising over 70 national centres around the world, with shared headquarters at the University of Toronto
and the United Nations Department of Economic and Social Affairs.

3 The forecasts also did not take account the European interest rate cuts in December. These developments, however, do not alter the baseline outlook,
owing to other offsetting factors.

4 Following the Russian crisis, spreads rose by more than one percentage point.
5 For the purposes of the modeling exercise, this impact is represented as follows. Foreign investment in China is reduced by $30 billion (to around two

thirds of the 1997 level). This represents a decline in total investment of about 9 per cent. This fall in capital inflows, along with the negative impact
on Chinese exports of the decline in incomes in the rest of the world, is assumed to result in China’s taking a decision to devalue the renminbi by 15
per cent. Brazil’s current account deficit is reduced by $10 billion more than in the baseline, translating into a corresponding cut in imports, and the
Brazilian real is assumed to be devalued by 20 per cent against the dollar.



ited sup ple ments to the credit avail able
from banks.

In West ern Eu rope and North
Amer ica, no spe cial changes in mon e tary
pol icy as a re sult of the col lapse in eq uity
mar kets are as sumed, al though en dog e -
nous mech a nisms in the mod els in clude
re sponses by the mon e tary au thor i ties
that re duce rates be tween 50 and 100 ba -
sis points in re ac tion to the de te ri o rat ing
eco nomic cir cum stances.

The re sult of these fi nan cial shocks
would be a sig nif i cant loss in global out -
put. Even with the en dog e nous re lax ation
of mon e tary pol icy, the rate of growth of
world out put would sink to less than one
per cent in 1999 (see fig ure 1). The main
shock to growth would be in 1999, but
growth rates in 2000 and be yond would
also be less than in the base line, al beit by
smaller amounts. More over, the out put lost in 1999 would not
be made up, and world out put in 2000, for ex am ple, would be
al most $500 bil lion less than in the base line (see ta ble 2).

Al though the cri sis in this sce nario orig i nates in the de -
vel oped coun tries, the im pact is rel a tively greater in the de -
vel op ing coun tries: their loss of out put would be about $120
bil lion in 2000, equiv a lent to 2 per cent of base line out put,
whereas the equiv a lent pro por tion for the de vel oped coun -
tries would be some 1.5 per cent.6 Un em ploy ment in the de -
vel oped coun tries as a whole would rise by half a per cent age
point in 1999 and by more than 1 per cent age point in 2000.
World trade would also suf fer: the to tal value of mer chan dise
trade in 2000 would be 5 per cent be low the base line—or a
loss of over $300 bil lion.

Alternative scenario two: a coordinated 
policy stimulus

The base line sce nario as sumed the con tin u a tion of ex ist ing
pol icy stances in the ma jor econ o mies. These were some what

eas ier po si tions than had been held 3 months be fore, but more
ag gres sive steps to stim u late de mand are also con ceiv able. A
sec ond sce nario was thus con structed to ex am ine the con se -
quences of im ple ment ing a set of pol icy mea sures that would
im prove pros pects by strength en ing global de mand and bol -
ster ing in ves tor con fi dence. Pol icies to this end would be in
the spirit of mea sures al ready taken in 1998 and, in the pres ent
en vi ron ment of low in fla tion, would not com pro mise the ob -
jec tive of main tain ing mac ro eco nomic sta bil ity in the de vel -
oped  economies.

In or der to ex am ine the pos si ble im pact of a co or di nated
set of mac ro eco nomic pol icy mea sures by the ma jor econ o mies, 
a sec ond sim u la tion was run with the LINK sys tem. In this case,
it was as sumed, firstly, that there would be co or di nated in ter est
rate cuts of 1.5 per cent age points in North Amer ica and one per -
cent age point in Eu rope in early 1999 (but no fur ther cut in Ja -
pan since its in ter est rates were al ready close to zero).

Ja pan would con trib ute to the pol icy pack age by un -
der tak ing a dual fis cal stim u lus. First, a new pack age of
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Figure 1: Three scenarios for the world economy in 1999

Source: UN/DESA (1999 based on Pro ject LINK). 

Note: Un der lying data are in 1993 prices and ex change rates.
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6 The impact of the scenario on transition economies is limited, in part because the Russian Federation was already cut off from foreign financing and
in crisis in 1998.



fis cal mea sures was as sumed to be im ple -
mented in early 1999.7 In ad di tion, in the spirit
of the scheme of fi nan cial as sis tance pro posed
by Ja pan’s Min is ter of Fi nance, Ja pan was as -
sumed to pro vide a $17 bil lion net trans fer of fi -
nan cial re sources in 1999 to In do ne sia, the
Re pub lic of Ko rea, Ma lay sia, the Phil ip pines
and Thai land, and a fur ther $13 bil lion in
2000.8 The as sis tance would be al lo cated
among the coun tries in pro por tion to their es ti -
mated loss of GDP in 1998.

Based on these as sump tions, the sim u la -
tion of the LINK sys tem in di cates that the gain
in world out put would be al most $200 bil lion
(see ta ble 2). Since the mon e tary eas ing is as -
sumed to oc cur mainly in the de vel oped econ o -
mies, their growth of out put would in crease by
0.8 per cent age points above the base line and
their un em ploy ment rate would fall by half a
per cent age point. In fla tion in Eu rope and North
Amer ica would rise by no more than 0.2 per cent age points. In 
Ja pan, the in crease would be about 0.5 per cent age points by
2000, but in fla tion would nev er the less re main less than 1.5
per cent.

The gain in GDP for the de vel op ing econ o mies would be 
around 0.5 per cent, mainly from in creased im port de mand in
the de vel oped econ o mies and sec ond ary feed back ef fects
through trade (in clud ing among the de vel op ing coun tries
them selves). How ever, for the aid-receiving coun tries, the ad -
di tional fi nan cial trans fers would com bine with in creased ex -
ter nal de mand to pro vide greater mo men tum to their re cov ery.
Out put in 1999 would be 4.6 per cent higher than the base line

in In do ne sia, 3.1 per cent higher in the Re pub lic of Ko rea, al -
most 2 per cent higher in the Phil ip pines and over 1 per cent
greater in Ma lay sia and Thai land. By 2000, the gains in these
coun tries grow to 5.3 per cent above the base line in In do ne sia,
3.6 per cent in the Re pub lic of Ko rea, 2 per cent in Phil ip pines
and al most 1.5 per cent in Ma lay sia and Thai land.9

The higher eco nomic growth also leads to an in crease in
world trade of about $150 bil lion, or 2.4 per cent over the base -
line, by 2000. Ex ports of South and East Asia (ex clud ing China) 
rise by $28 bil lion in 1999 and $40 bil lion in 2000 rel a tive to the
base line (3.4 and 4.5 per cent re spec tively).10 These gains are
large be cause the re gion’s highly in te grated trad ing re la tion -
ships mul ti ply the ben e fits of the com po nents of the stim u lus.
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Table 2. Consequences of alternative scenarios on
world output and trade, 1999 and 2000

Fi nan cial crash Co or di nated pol i cies

1999 2000 1999 2000

Change in output
World

Bil lions of 1993 dollars -320 -470 190 220
Per cent age of baseline -1.1 -1.5 0.7 0.8

De veloping countries
Bil lions of 1993 dollars -80 -120 40 55
Per cent age of baseline -1.4 -2.0 0.7 0.8

Change in world trade
Bil lions of cur rent dollars -185 -310 104 150
Per cent age of baseline -3.2 -5.0 1.8 2.4

Source: UN/DESA, based on Pro ject LINK. 

7 The package was assumed to involve additional public works spending of ¥8. 1 trillion in 1999 and ¥7. 5 trillion in 2000, along with a tax cut of ¥2
trillion in each of these two years and a “shopping voucher” of ¥0. 7 trillion. It was also assumed that monetary policy in Japan would accommodate
this increase in fiscal expenditure (so that interest rates would remain at their current levels) and that the bank-rescue package would be successful in
preventing further deterioration in the financial sector.

8 The package in the present scenario differs from the officially proposed package, which comprised $15 billion in trade credits, guarantees and
co-financing of multilateral assistance and $15 billion in short-term swap arrangements with partner country central banks, to be available in case of
need (see “Statement by The Hon. Kiichi Miyazawa” Joint Meeting of the Boards of Governors of IMF and the World Bank, 6-8 October 1998).

9 The distribution of gains reflects the assumed distribution of aid (which was based on the size of the shortfall in 1998 output) and the patterns of trade
of the affected countries.

10 China’s exports would rise 3.6 per cent above the baseline amount in 1999 and 5.0 per cent in 2000.



II. DEVELOPED ECONOMIES: A SLOWING ENGINE
OF WORLD ECONOMIC GROWTH

Al most ev ery de vel oped econ omy is ex pect ing slower eco -
nomic ex pan sion—and in Ja pan pos si bly con tin ued con trac -
tion with in creas ing un em ploy ment—in 1999 (see ta ble A.1).
This fol lows on the mixed re sults in 1998, in which the United
States econ omy out per formed and the Jap a nese econ omy
underperformed most fore casts. The net re sult was that the ag -
gre gate growth of the de vel oped econ o mies fell in 1998 com -
pared to 1996 and 1997. Some of the high un em ploy ment
de vel oped coun tries will be hard pressed to re duce do mes tic
un em ploy ment (see ta ble A.4). In fla tion con tin ues to be very
low (see ta ble A.3). With pres ently pre dicted rates of growth
for 1999—of over 2 per cent in North Amer ica and Eu -
rope—pol icy mak ers would not be ex pected to push for the
im me di ate re lax ation of mon e tary con di tions in their coun -
tries, al though as the sce nario de scribed above sug gests, a re -
lax ation of mon e tary pol icy in 1999 as part of a co or di nated
pack age could be ad van ta geous. 

The shrinking Japanese economy

In 1998, Ja pan had its first an nual fall in out put since the 1974
oil cri sis. More over, a fur ther fall is fore seen for 1999. This re -
flects the se vere slump in pri vate con sump tion and cor po rate
in vest ment, amid con tin ued un cer tainty about eco nomic pros -
pects, as well as weak ex ports ow ing mainly to the re ces sion in 
key Asian mar kets. The un em ploy ment rate is fore cast to reach 
4¾ per cent in 1999, which will mark an other post-war high.

At the end of 1998, the Jap a nese Gov ern ment was dis -
cuss ing its third stim u lus pack age since April 1998. The ear -
lier bud get pack ages pro vided lit tle stim u lus to ag gre gate
de mand, as con sid er able funds were de voted to bol ster ing real
es tate prices and con struc tion pro jects in re mote ar eas. Mean -
while, the en larged Gov ern ment out lays have raised the level
of pub lic debt to over 100 per cent of GDP.

There is neg li gi ble room for fur ther ac tion in the area of
mon e tary pol icy, the tar get over night rate is now only 0.25 per
cent. The yield on Gov ern ment bonds be came even briefly
neg a tive. Even so, in ves tors have sought the safety of gov ern -
ment se cu ri ties, mir ror ing the pub lic at large.

To a large ex tent, the Jap a nese eco nomic woes can be at -
trib uted to the highly re duced abil ity of the banks to ex tend
credit ow ing to deep li quid ity prob lems due mainly to a huge
amount of non-performing loans. The Gov ern ment ef forts to

boost li quid ity have had only lim ited ef fect. The Jap a nese
econ omy is bank-centred, with rel a tively small eq uity mar kets
and many banks have been in deep cri sis for a long time. 

Much of the li quid ity prob lem of Jap a nese banks de rives 
from a huge amount of non-performing loans as well as their
hold ing eq uity shares in other Jap a nese com pa nies, typ i cally
firms with which they have on go ing re la tions. A por tion of the
value of those shares is con sid ered as part of the cap i tal of the
banks, mak ing their cap i tal highly de pend ent on the mar ket
value of those shares. With the stock mar ket in 1998 down to
pre-1985 lev els, most Jap a nese banks had to cur tail the ex pan -
sion of loans—or even call in loans—in or der to meet min i -
mum cap i tal-asset ra tios. 

A bank ing bill passed in early Oc to ber 1998 is the lat est
in a se ries of at tempts to solve the bank ing cri sis. The bill in -
creased the pro posed in jec tion of pub lic funds for
re-capitalizing banks to ¥25 tril lion from ¥13 tril lion in leg is la -
tion passed ear lier in the year. The new leg is la tion also pro -
vided ¥17 tril lion to pro tect de pos i tors and an other ¥18 tril lion
to deal with the liq ui da tion of failed fi nan cial in sti tu tions.

Op ti mism that the bill would speed res o lu tion of the
bank ing cri sis, how ever, was cut short. The na tion al iza tion un -
der the new bank ing bill of Long-Term Credit Bank and, more
re cently, the Nip pon Credit Bank sug gested that many fi nan -
cial in sti tu tions that had ap peared to be in a li quid ity cri sis
might in stead be in sol vent. One way or an other, how ever, the
sit u a tion must be re solved and the credit crunch al le vi ated so
that eco nomic re cov ery may be gin to take hold.

Suddenly, even the United States 
appeared vulnerable

The econ omy of the United States grew more strongly than ex -
pected in 1997 and it has done so again in 1998. In fla tion has
slipped be low 2 per cent, the fed eral gov ern ment bud get has
re turned to a sur plus for the first time since 1969 and un em -
ploy ment has fallen to lev els not seen since the 1960s. 

De spite these uni ver sally sound fun da men tals, the de -
val u a tion of the rou ble in Au gust 1998 trig gered a broad-based 
aver sion to risk within the fi nan cial sec tor and in Sep tem ber
the spec tre of a credit crunch was raised in the United States.
To re store or der to fi nan cial mar kets, the Fed eral Re serve Sys -
tem made three pre emp tive in ter est rate cuts (25 ba sis points



each on 29 Sep tem ber, 15 Oc to ber and 17 No vem ber) driven
by con cern about the im pact on fu ture growth of de te ri o rat ing
con di tions in fi nan cial mar kets.

By No vem ber, the panic had dis si pated. Stock and bond
prices re cov ered from the low lev els reached in Sep tem ber and 
Oc to ber and the ex po sure of the fi nan cial sys tem as a whole to
risk was deemed to have been re duced sig nif i cantly, as com -
plex fi nan cial po si tions be gan to be un wound. 

The out look is, nev er the less, for slow ing growth of
GDP in 1999. In tense com pe ti tion, slump ing de mand abroad, 
a lack of pric ing power and ris ing wage costs have re sulted in
a de te ri o rat ing out look for prof its since mid-1998. In ad di -
tion, credit avail abil ity be came con strained in the fall
months. These fac tors point to a slow ing of in vest ment
spend ing. Also, house hold sav ing dropped close to zero and
con sumer debt has risen to lev els that may be un sus tain able,
es pe cially if the value of house hold as sets in real es tate and
eq uity shares se ri ously weak ens. Con se quently, new de clines 
in the stock mar ket or weak en ing job mar kets could force
many house holds to cut back on con sump tion, fur ther weak -
en ing ag gre gate ex pen di ture. 

All in all, the low un em ploy ment rate, still ris ing wages
and sal a ries, rel a tively high lev els of con sumer con fi dence and 
his tor i cally low lev els of in fla tion and in ter est rates point to a
mod est slow-down in growth in the near term. But should the
slow-down give ev i dence of be ing larger than an tic i pated, the
Fed eral Re serve has sig nif i cant room to re spond with fur ther
in ter est rate cuts. 

Slow-down in Canada, Australia and New Zealand

Can ada, Aus tra lia and New Zea land share cer tain eco nomic
sim i lar i ties, in par tic u lar be ing sig nif i cantly de pend ent on
large com mod ity ex port sec tors. In all three coun tries, the ex -
change rate fell in 1998 on weak ex ports rev e nues and con cern
about as so ci ated con trac tion ary fac tors feed ing through the
econ omy.

In the case of Can ada, out put is fore cast to con tinue to
de cel er ate and the job less rate, which has been slowly fall ing
from its 1992 peak of 11 per cent, is ex pected to stall at above 8 
per cent in 1998 and 1999. To a large ex tent, the slow-down in
growth is as so ci ated with cur tailed out put in sev eral large re -
source-based sec tors as a re sult of fall ing global de mand. Can -
ada raised short-term in ter est rates by al most 3 per cent age
points from May 1997 un til Au gust 1998 to de fend the cur -
rency as the Ca na dian dol lar plunged to re cord lows against
the US dol lar, and long-term rates rose as well. The sit u a tion
be gan to ease in late Au gust and the Bank of Can ada was able

to fol low the re duc tion in in ter est rates in the United States.
Nev er the less, high real in ter est rates will likely dampen con -
sumer and busi ness spend ing in 1999, while res i den tial hous -
ing in vest ment may weaken fur ther. As in the United States,
low in fla tion and a healthy fis cal sit u a tion give the mon e tary
and fis cal au thor i ties some room for ma noeuvre.

In the case of Aus tra lia, the im pact of the Asian cri sis
was im me di ately seen in its ex ports, 43 per cent of which have
been sent to East Asia in re cent years (20 per cent to Ja pan and
9.5 per cent to the Re pub lic of Ko rea). The Aus tra lian dol lar
sank at one point to a re cord low against the US dol lar and the
econ omy weak ened dur ing the first half of 1998. How ever, re -
di rec tion of Aus tra lian ex ports to Eu ro pean and United States
mar kets brought about a re bound in the third quar ter, lim it ing
the im pact of the Asian slow-down on Aus tra lian GDP. In
New Zea land, the im pact of the Asian cri sis was more quickly
felt, ow ing to trade ef fects. 

The euro launched after monetary easing

Eco nomic growth in West ern Eu rope im proved in 1998. In fla -
tion re mained un der 2 per cent. Un em ploy ment eased but was
still over 10 per cent. Net ex ports fell sig nif i cantly in most
coun tries in 1998, but GDP growth was sus tained by strong
do mes tic de mand, in part boosted by en thu si asm that EMU
would come into ef fect on time and would in clude most mem -
ber States of the Eu ro pean Un ion. But Eu rope was not im mune 
to the fi nan cial cri ses in East Asia and Rus sia and their cu mu -
la tive ef fect on net ex ports and do mes tic de mand is ex pected
to con trib ute to a slow-down in 1999 to a rate of slightly above
2 per cent.

Ex ports to some East Asian mar kets and other emerg ing
coun tries were re duced dur ing 1998, with the man u fac tur ing
sec tor suf fer ing most. More over, Eu ro pean in dus try has had to 
face greater com pe ti tion both at home and in third mar kets
from coun tries that had de val ued their cur ren cies. In ad di tion,
the se ries of neg a tive de vel op ments in emerg ing econ o mies, in 
Ja pan, and in fi nan cial mar kets wors ened busi ness sen ti ment
in Eu rope. This is likely to af fect in vest ment in the man u fac -
tur ing sec tor in 1999. How ever, as in the United States, the
man u fac tur ing sec tor is now a rel a tively small and shrink ing
sec tor of most of these econ o mies.

As con sumer and busi ness con fi dence ap peared to fal ter
in the course of 1998, Eu ro pean pol icy mak ers be came in -
creas ingly con cerned. In ter est rates had to be har mo nized by 1
Jan u ary 1999 when mon e tary un ion be gan, and hav ing in ter est 
rates con verge to the low est lev els within EUR11—the rates of 
slightly less than 3½ per cent ob tain ing in France, Ger many
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and some other smaller econ o mies con cerned—be came a
mech a nism for eas ing over all mon e tary pol icy in the EUR11.
The re duc tion in in ter est rates re quired for har mo ni za tion was
es pe cially help ful for It aly as its eco nomic up swing faded
sharply in 1998. It aly has had the low est growth rate in the EU
in 1998, re flect ing not just the cri sis-related dam age to Ital ian
for eign trade, but also the ef fects of a high tax bur den, im posed 
in re cent years to en sure It aly’s qual i fi ca tion to join mon e tary
un ion. In 1999, its eco nomic growth is ex pected to ac cel er ate
mod estly, ow ing to the lower in ter est rates and mea sures to in -
crease la bour mar ket flex i bil ity. On the other hand, 1998 was a 
less pro pi tious time for such fast-growing coun tries as Por tu -
gal, Spain and es pe cially Ire land to re duce in ter est rates. These 
coun tries would need to com pen sate the in fla tion ary pres sures
from mon e tary eas ing mainly through fis cal tight en ing in
1999, which might not be easy po lit i cally.

In the United King dom, which is not a mem ber of
EUR11, mon e tary pol icy was also eased in the course of 1998 
as growth slowed down. This fall in in ter est rates also al -
lowed ster ling to weaken. The de gree of eas ing needed to
achieve har mo ni za tion within EUR11 was, how ever, not
deemed suf fi cient for the area as a whole and on 3 De cem ber,
af ter a meet ing of the ECB Gov erning Coun cil, the EUR11
cen tral banks re duced their key rates to 3.0 per cent, with the
Ital ian rate cut to 3.5 per cent be ing the only ex cep tion (It aly
re duced its rates to 3.0 per cent on 23 De cem ber). Ac cord ing
to the Eu ro pean Cen tral Bank, the move has to be seen as a de
facto de ci sion on the level of in ter est rates which are to ap ply
“for the fore see able fu ture” af ter the start of mon e tary un ion.
The launch ing of the euro will take place in re as sur ing cir -
cum stances of low in ter est rates, low in fla tion and re strained
fis cal po si tions.
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III. ECONOMIES IN TRANSITION: REVERBERATION
OF THE RUSSIAN FINANCIAL SHOCK

On 17 Au gust 1998, the Gov ern ment of the Rus sian Fed er a -
tion, con fronted by climb ing bor row ing costs, shrink ing tax
rev e nues, debt-servicing ob li ga tions that rose to al most 50 per
cent of bud get re ceipts, as well as by a large loss of for -
eign-exchange re serves in curred in de fend ing the cur rency,
an nounced it would re struc ture its rou ble-denominated debt
ma tur ing be fore the end of 1999. It also im posed a uni lat eral
90-day mor a to rium on the re pay ment of ex ter nal debt by Rus -
sian com pa nies and al lowed the rou ble to de pre ci ate. This was
de spite hav ing re ceived ap proval for a pack age as sem bled by
the In ter na tional Mon e tary Fund (IMF) of $22.6 bil lion in
mid-July.

This Rus sian cri sis, like the ear lier Asian de vel op ments,
was an ex og e nous shock to other tran si tion econ o mies. Other
set-backs in the tran si tion pro cess and some prior fi nan cial cri -
ses, as in the Czech Re pub lic in May 1997, could be traced pri -
mar ily to do mes tic fac tors, but now there were var i ous sharp
changes in the ex ter nal en vi ron ment. The re sponses of the dif -
fer ent coun tries re flect not only their dif fer ent ini tial start ing
po si tions, but also the ad vances they have made since the tran -
si tion be gan.

Russian Federation: aftermath of the 
Asian crisis tips it over the edge

Rus sia’s mac ro eco nomic sit u a tion be gan to de te ri o rate se ri -
ously in the sec ond quar ter of 1998, when out put was al most
1 per cent lower than the same pe riod of 1997. In ter est rates
were sharply raised to de fend against a loss of con fi dence in
the rou ble. Cou pled with the ef fect of low in ter na tional prices
for key ex port com mod i ties and a con tin u ing fall in in vest -
ment, Rus sia’s short-lived eco nomic sta bi li za tion was nipped
in the bud.

This was the cul mi na tion of seven years and mul ti ple
programmes in tended to trans form the col lapsed cen trally
planned econ omy into a func tion ing mar ket econ omy. These
re form plans were not al ways con sis tent or fully im ple mented
and did not es tab lish the vi a ble and ac count able cor po rate,
gov ern ment and fi nan cial in sti tu tions that are es sen tial to the
ef fec tive func tion ing of a mar ket econ omy. Thus, in Au gust
1998, the Rus sian econ omy was still an in ef fi cient, vul ner a ble
and largely de mon e tized econ omy that mainly op er ated by
bar ter and by switch ing non-payment from one group—

whether it be pen sion ers, work ers, en ter prises or the Gov ern -
ment—to an other. 

The im me di ate re sult of Rus sia’s fi nan cial cri sis will be
a de cline in GDP, from the sec ond half of 1998 through at least 
1999. The sharp de val u a tion of the rou ble is erod ing real in -
comes and con sumer pur chas ing power and con sumer spend -
ing is ex pected to fall. Mean while, a col lapse in the bank ing
sec tor, high in ter est rates, low sales pros pects, the loss of cap i -
tal by those en ter prises which had held trea sury bills and es ca -
lat ing losses at most en ter prises will force fur ther de clines in
in vest ment. More over, no sig nif i cant re lief is ex pected on the
side of ex port earn ings in the face of con tin u ing weak ness in
in ter na tional prices of oil and other com mod i ties in 1999. Un -
em ploy ment may rise to close to 15 per cent, ac com pa nied by
an ac cel er a tion in in fla tion to above 50 per cent, de pend ing on
pol icy de vel op ments.

The Au gust 1998 cri sis may have marked a turn ing point
in eco nomic pol icy mak ing, as well as eco nomic per for mance.
The fi nan cial tur moil high lighted the weak nesses of pol i cies
that were nar rowly aimed at com bat ting in fla tion. Ex tremely
high in ter est rates and tight money sup ply suc ceeded in bring ing 
in fla tion to rel a tively low lev els (see ta ble A.6), but at the cost of 
sup press ing eco nomic ac tiv ity, un der min ing in dus trial re struc -
tur ing, tear ing the so cial safety net and de mon e tiz ing the real
econ omy. Since the cri sis, pol icy pri or i ties shifted to wards
greater state in ter ven tion to re vive Rus sia’s stalled in dus tries.
Also, given the con tin ued lack of com pet i tive mar ket struc tures, 
strength en ing and broad en ing the reg u la tory func tions per -
formed by the Gov ern ment is seen as crit i cally im por tant.

At least in the short run, Rus sia will likely have to rely
al most en tirely on do mes tic fi nan cial re sources. As of late
1998, fur ther dis burse ments from the July 1998 IMF pack age
were in doubt, as the Gov ern ment’s anti-crisis plan was quite
un con ven tional. It in cludes price con trols on cer tain es sen tial
goods, tighter state reg u la tion of key in dus tries, cur rency con -
trols (in clud ing an ob li ga tion on ex port ers to con vert 75 per
cent, in stead of 50 per cent, of their hard-currency earn ings
into rou bles), and in dex ing of wages for in fla tion. Fur ther -
more, given the uni lat eral de ci sion on do mes tic Gov ern ment
debt, as well as a need to re sched ule the coun try’s for eign debt, 
there are only very slight pros pects that the Gov ern ment or
com mer cial com pa nies would be able to raise new for eign



cap i tal. Un der these cir cum stances, the Gov ern ment has
turned to the cen tral bank for par tial fund ing of bud get ex pen -
di tures, re stor ing a prac tice which had been abol ished in 1995.

Other member countries of the Commonwealth 
of Independent States

Rus sia’s de val u a tion of the rou ble and deep en ing eco nomic
re ces sion has had a neg a tive ef fect on eco nomic growth in
other CIS mem ber coun tries (see ta ble A.5), with those with
stron ger Rus sian trade links, rel a tively weak eco nomic fun da -
men tals and heavy re li ance on com mod ity ex ports suf fer ing
the most. In ad di tion to de clin ing ex ports ow ing to fall ing de -
mand in Rus sia and plum met ing world com mod ity prices,
those econ o mies are be ing ad versely af fected by higher bor -
row ing costs and di min ished in ves tors’ con fi dence in emerg -
ing mar kets. 

In the af ter math of the Rus sian cri sis, the eco nomic
pros pects of Moldova and Ukraine de te ri o rated sig nif i cantly.
In 1998, af ter seven years of re ces sion, Ukraine is es ti mated to
have reg is tered an other de cline in GDP. An in cip i ent re cov ery
in in dus trial pro duc tion and ser vices did not off set the ef fects
of a bad har vest and ini tial fall out of the Rus sian cri sis.
Moldova had be gun to re cover in 1997. How ever, GDP ap -
pears to have fallen in 1998. In 1999 the econ o mies of both
states may fur ther slip into re ces sion, as higher in fla tion fol -
low ing de pre ci a tion of their cur ren cies will erode real in comes 
and cause con sumer de mand to con tract. Heavy trade ex po sure 
to Rus sia will cause ex ports to shrink, fur ther con strain ing
eco nomic growth.

Belarus’ pol icy of mak ing rel a tively few changes to its
cen trally planned econ omy and not de vel op ing ex ten sive fi -
nan cial and trad ing links with the in ter na tional econ omy, ap -
peared to pro tect it dur ing the cri sis. How ever, the fu ture is not
so as sured. Given fall ing de mand in the Rus sian mar ket, the
des ti na tion for more than 70 per cent of Belarusian ex ports,
there could be a sig nif i cant slow-down in sub se quent years.
More over, the over-stimulative pol icy has pro duced vis i ble in -
fla tion of around 70 per cent be cause tight price con trols have
led to short ages of goods and grow ing black-market prices.

The Rus sian fi nan cial cri sis has added to the un fa vour -
able ex ter nal fac tors fac ing the econ o mies of Cen tral Asia,
namely a slump in prices of their key ex port com mod i -
ties—oil, gas, met als, cot ton and gold. Eco nomic growth in the 
re gion is ex pected to de cel er ate or turn into con trac tion, as
lower ex ports feed through into lower pro duc tion and in vest -
ment. Be sides, de clin ing rev e nues from com mod ity ex ports
and pri vat iza tion are likely to ex ac er bate the im bal ances in the

fis cal and cur rent ac counts. Plum meting com mod ity prices
have also led to a slow-down in for eign di rect in vest ment,
which had been an im por tant growth fac tor in sev eral coun -
tries, es pe cially in Kazakhstan and Kyrgyzstan. 

In Azerbaijan, the Gov ern ment’s strat egy has been to al -
low a fur ther build-up of the huge cur rent ac count def i cit that
re sulted from mas sive oil-equipment pur chases fi nanced by
for eign di rect in vest ment in an tic i pa tion of the fu ture in crease
in oil rev e nues. Both fall ing oil prices and the Rus sian eco -
nomic melt down make the time-frame less cer tain in which the 
cur rent ac count po si tion can be cor rected. Nev er the less, de -
spite some slow-down, growth will likely con tinue, fu elled, as
be fore, mainly by oil-sector in vest ment. The fi nan cial cri sis in
Rus sia has had lit tle im me di ate im pact on the econ o mies of
Ar me nia and Geor gia. How ever, a long-term down turn in
Rus sian de mand may ex ac er bate their wid en ing trade and cur -
rent ac count def i cits, as Rus sia ac counts for about 20-25 per
cent of the trade of each of the Transcaucasian states. 

The Baltic States: the Russian crisis helps 
slow down over-heating economies

The growth of the econ o mies of the Bal tic states is set to mod -
er ate from a rate of 6-11 per cent, driven by a strong re cov ery
in man u fac tur ing as well as a re tail boom, to 3-4 per cent (see
ta ble A.5). This is a re sult not just of the Rus sian cri sis, but also 
of pol icy tight en ing aimed at cool ing down these econ o mies.
This not with stand ing, as Rus sia slid back into re ces sion, the
Bal tic re gion saw one of its ma jor ex port mar kets col lapse.
Food-processing, chem i cals, ma chine-building and con sumer
goods in dus tries, as well as ser vices re lated to tran sit trade,
were hit the hard est. In light of the Rus sian down turn, there
could also be some de cline in for eign di rect in vest ment, as a
sig nif i cant part of it had been at tracted to the re gion be cause of
its per ceived role as a trans port hub in East-West trade and a
gate way to the larger mar kets to the East.

Central and Eastern Europe: limited 
effects of the Russian crisis

Fa vour able de mand trends in the Eu ro pean Un ion have so far
out weighed the ad verse im pact of the Asian and Rus sian cri -
ses. For the CEETEs, sales to the East now ac count for a rel a -
tively small share of ex ports as a re sult of which the dam age
from the Rus sian cur rency has been largely con fined to some
wors en ing of bor row ing con di tions on in ter na tional fi nan cial
mar kets and a less san guine cli mate for pri vat iza tion. 

The Rus sian cri sis came at a time when these econ o mies
had made con sid er able prog ress with their tran si tions, in clud -
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ing the cre ation of more ro bust fi nan cial sys tems. Sev eral of
them, how ever, were in dan ger of over-heating. Thus, pri mar -
ily do mes tic fac tors—the need in many cases to make fur ther
prog ress in re duc ing in fla tion—will de ter mine the pace of
eco nomic out put in the me dium term. 

The four CEETE coun tries—Po land, Hun gary, the
Czech Re pub lic and Slovenia—that, to gether with Es to nia and 
Cy prus, be gan ne go ti a tions for en try into the Eu ro pean Un ion
in No vem ber 1998, ex pect a mod er ate slow-down in growth in 
1999 or, in the case of the Czech Re pub lic, a re cov ery from the 
1998 re ces sion. The cri sis, in sum, did not blow them off
course.

Bul garia and Ro ma nia be lat edly paid a heavy price for
ear lier de lays in en act ing cru cial re forms and re cov ery is tak -
ing time. How ever, the cur rency board ar range ment in Bul -
garia has helped strengthen con fi dence, sharply re duce
in fla tion and re store pub lic fi nances. In vest ment has been the
driv ing force in the early stages of re cov ery. The mo men tum
of growth is likely to pick-up, un der pinned by mac ro eco nomic 
sta bil ity, eco nomic re struc tur ing and rapid pri vat iza tion, as
well as grow ing for eign in vest ment in flows. In Ro ma nia,

sharp sub sidy cuts, price lib er al iza tion, the down siz ing of the
State sec tor and a sig nif i cant de val u a tion of the na tional cur -
rency con tracted do mes tic de mand. Mon e tary and fis cal pol i -
cies are likely to con tinue to be aus tere in or der to com bat
in fla tion and so eco nomic re cov ery is ex pected to be slow.

In the Slo vak Re pub lic, strong growth of do mes tic de -
mand over the past sev eral years has been ac com pa nied by a
large cur rent ac count def i cit that be came un sus tain able. The
re sult ing cur rency slide, which be gan in Sep tem ber 1998,
will push up for eign debt ser vic ing costs as well as in fla tion.
This, to gether with very tight mon e tary pol icy and lim ited
abil ity to bor row abroad, is fore cast to sig nif i cantly slow
down growth.

Ex cept for Slovenia, and, to a lesser ex tent, Croatia, eco -
nomic tran si tion in most for mer Yu go slav states, as well as in
Al ba nia, has been lag ging be hind other coun tries in Cen tral
and East ern Eu rope. Per sis tent se cu rity prob lems, in par tic u -
lar, have been hin der ing trade and in vest ment. Given the large
mea sure of in sta bil ity, rel a tively low in vest ment lev els are
likely to per sist and of fi cial flows will re main by far the ma jor
source of cap i tal in flow for quite some time. 
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IV. DEVELOPING ECONOMIES: FINANCIAL CRISES
AND ECONOMIC CONTAGION

The shock of the “Asian cri sis” on the de vel op ing coun tries
be came man i fest in 1998. Out put of the de vel op ing coun tries
as a whole grew by the small est amount since 1983, fol low ing
six suc ces sive years of ro bust ex pan sion (see ta ble A.7). The
im prove ment fore cast for 1999 is more a sta tis ti cal ar ti fact
than a re sump tion of dy namic growth, as it mainly re flects the
end of the sharp con trac tion in sev eral East Asian econ o mies.

The level of out put fell in 1998 in 15 coun tries out of the
95 de vel op ing coun tries mon i tored by DESA, com pared to
only five coun tries in 1997. Of the 15, two were least de vel -
oped coun tries—the Dem o cratic Re pub lic of Congo and Zam -
bia. Most of the re main ing coun tries were in East Asia and
West ern Asia, where the im pact of fi nan cial cri sis and the
plunge in the price of oil were most di rectly felt.

Gross do mes tic prod uct (GDP) per ca pita de clined in 35
de vel op ing coun tries in 1998, com pared to 15 in 1997, en com -
pass ing about a quar ter of the to tal pop u la tion of de vel op ing
coun tries mon i tored. Even more strik ing was the drop by half
in 1998 in the num ber of coun tries (17) that achieved the in for -
mal bench mark rate of growth of per ca pita GDP of 3 per cent
or higher (see ta ble 3). Given the size of China, this left 58 per
cent of the pop u la tion of the de vel op ing world in coun tries
with sub stan tial growth; a some what smaller share is fore cast
for 1999. From 1994 to 1997 in con trast, the pro por tion av er -
aged over 70 per cent or more. More over, only three least de -
vel oped coun tries achieved the bench mark growth rate in
1998, ac count ing for just 5 per cent of the pop u la tion in the 40
least de vel oped coun tries. This is a par tic u larly dis ap point ing
re sult for this group of coun tries, as the cor re spond ing num -
bers were 11 and 50 per cent in 1997. 

In 1999, sub stan tial rates of GDP growth will re main
lim ited to a small num ber of coun tries (see ta ble 3). In ad di -
tion, there is a high de gree of un cer tainty in this out look, as the
cur rent sit u a tion is out side re cent ex pe ri ence. While con sid er -
able pol icy eas ing has re laxed the li quid ity squeeze to some
ex tent in East Asia, se ri ous fi nan cial and cor po rate weak -
nesses keep the re gion vul ner a ble to neg a tive shocks. 

Africa: The growth impulse is not sustained

As in 1997, growth in Af rica in 1998, at 2.6 per cent, was
barely suf fi cient to pre vent a de te ri o ra tion in out put per per -
son. Growth slowed in the ma jor ity of Af ri can coun tries. Only

seven coun tries re corded growth rates of 3 per cent or higher in 
per ca pita GDP in 1998, down from 12 in 1997 (see ta ble 3).
Al though 1998 was the fourth con sec u tive year that GDP per
ca pita did not fall, an event that has not oc curred since the late
1970s, the mod est growth of GDP per ca pita is far too slow to
re duce pov erty in the re gion. Pres ently, it does not even ap pear 
that the re cent peak growth rate of 4.5 per cent at tained in 1996 
will be achieved again soon.

The slow down in out put growth in 1998 was pri mar ily a
re sult of ex ter nal fac tors: slow growth in the world econ omy,
de clin ing com mod ity prices, par tic u larly of oil, and to a lesser
ex tent, fi nan cial con ta gion. More over, ad verse weather, civil
strife and po lit i cal tur moil dis rupted eco nomic ac tiv ity in a
num ber of coun tries. At the same time, most coun tries main -
tained pru dent mon e tary and fis cal pol i cies and deep ened struc -
tural re forms. In fla tion in Af rica reached its low est av er age rate
since 1973, mainly as a re sult of gen er ally good food har vests
and lower im port prices for food, fuel and man u fac tured goods. 

GDP growth is ex pected to strengthen to about 3½ per
cent in 1999, with im proved oil prices, sta ble non-oil com -
mod ity prices and some re cov ery of de mand for ex ports. Less
un fa vour able weather con di tions and im proved po lit i cal con -
di tions would pro vide a fur ther boost. A slow re cov ery of
growth in South Af rica is an tic i pated for 1999, re flect ing
higher pro duc tion of tradables, due to the lower ex change rate,
and some re duc tion in in ter est rates in late 1998. Growth in Ni -
ge ria is also fore cast to strengthen on sta ble oil prices and an
im proved po lit i cal en vi ron ment.

External shocks and economic growth

As Af rica is the re gion with the small est ac cess to in ter na tional 
fi nan cial mar kets, it was least af fected by the in ter na tional fi -
nan cial cri sis. None the less, Af ri can econ o mies have felt the
im pact of the cri sis: to tal ex port rev e nues of Af rica de clined by 
about $14 bil lion (11 per cent) in 1998, mainly as a re sult of
price de clines. 

The larg est im pact was on the oil-producing coun tries,
where trade def i cits and bud get def i cits in creased (or sur pluses 
de clined) as a re sult of the lower rev e nues from fuel ex ports.
GDP in most fuel-exporting coun tries grew more slowly in
1998 than in 1997 as the ef fect of lower oil prices fil tered
through the econ omy. 



Table 3. Number of developing countriesa with GDP per capita growth of 3 per cent or more, 1992-1999

Num ber of 
coun tries

mon i tored

1992 1993 1994 1995 1996 1997 1998 a 1999 b

N P N P N P N P N P N P N P N P

De veloping
countries 95 33 45 28 48 34 72 32 69 37 73 35 72 17 58 16 54

of which

Latin America 24 9 20 9 27 9 56 5 17 7 33 8 37 4 12 3 4

Africa 38 8 12 4 12 8 12 8 11 14 28 12 29 7 11 7 17

East ern and
 South ern Asia
 (incl. China) 18 12 58 13 61 14 93 14 93 13 94 12 90 4 75 5 75

East Asia
 (excl. China) 12 10 88 10 88 7 87 9 87 10 99 8 76 2 18 3 18

West ern Asia 15 4 32 2 29 3 3 5 33 3 35 3 37 2 37 1 9

Memo items:

Least de vel oped
 countries 40 9 23 8 46 11 42 12 46 12 53 11 50 3 5 4 8

Sub-Saharan
 Af rica 31 7 18 4 21 7 14 8 18 12 38 10 32 5 10 6 15

Source: UN/DESA.

Note: N: Num ber of coun tries that achieved 3 per cent per ca pita growth;   P: Per cent age of to tal pop u la tion of mon i tored coun tries in a given group ac counted for by coun tries in this group that
achieved 3 per cent  per ca pita growth.

a Comprise 95 countries that are regularly monitored.
b Forecast, based in part on Project LINK.



De clining prices for non-fuel pri mary com mod i ties also
had a de press ing ef fect on ex port rev e nues, de spite higher vol -
umes in cer tain cases. In other cases, min ing out put de clined as 
a re sult of pre vi ously in ad e quate in vest ment and in se cu rity,
while ag ri cul tural out put was neg a tively af fected by ad verse
weather in some coun tries.

Af ri can coun tries, Kenya, Mau ri tius and Zim ba bwe in
par tic u lar, have also faced in creased com pe ti tion from Asian
man u fac tured ex ports be cause of the steep de val u a tions in
Asia and ex cess sup plies in global mar kets stem ming from the
re duc tion in de mand and in creased sup ply.

The di rect fi nan cial con ta gion of the Asian cri sis has
mostly been felt by South Af rica. Be tween May and Au gust
1998, the ex change rate came un der spec u la tive at tacks. De -
spite gen er ally good mac ro eco nomic fun da men tals and a
sound bank ing sys tem, South Af rica was vul ner a ble, be cause
its small cur rent ac count def i cit was mostly fi nanced by port -
fo lio in vest ment and re serve lev els were low. Au thor ities
raised in ter est rates sig nif i cantly, de spite slow GDP growth
and high un em ploy ment. GDP growth is ex pected to be barely
pos i tive in 1998. The slow growth and fall of the ex change rate 
in South Af rica also trig gered ex change rate de val u a tions,
higher in fla tion, in creased com pe ti tion and slower out put
growth in neigh bour ing coun tries.

Impact of uneven weather patterns

Stronger growth in north ern and west ern Af rica was fu elled by 
ag ri cul tural out put that bene fited from fa vour able weather
con di tions. Ag ri cul tural pro duc tion in Al ge ria and Mo rocco
re turned to nor mal lev els from the drought-affected har vests
of 1997, and ag ri cul tural growth was sim i larly strong in Mad a -
gas car, Ma lawi, Mau ri tius and sev eral other coun tries.

How ever, ag ri cul tural out put was lower than nor mal in
sev eral coun tries in east ern and south ern Af rica be cause of ad -
verse weather. This re duced out put in re lated man u fac tur ing
sec tors, raised in fla tion and in creased im ports of food.

Ad verse weather also had con se quences for
non-agricultural sec tors in some coun tries. Low rain fall in
Ghana in late 1997 and early 1998 low ered the pro duc tion of
hy dro elec tric ity, which ham pered eco nomic ac tiv i ties not
only in Ghana, but also in Benin and Togo, to which Ghana
ex ports power.

Political instability and civil strife

Po lit i cal tur moil, civil strife and bor der con flicts are again hav -
ing sig nif i cant eco nomic con se quences in sev eral coun tries in
cen tral, east ern and west ern Af rica. These con flicts re main di -
rect crit i cal ob sta cles to eco nomic and so cial de vel op ment and
di vert scarce re sources from de vel op ment-oriented ex pen di -
tures to the mil i tary.1

The erup tion of civil war in the Dem o cratic Re pub lic of
the Congo in Au gust 1998 has se verely dis rupted eco nomic ac -
tiv ity, re ha bil i ta tion and pros pects for eco nomic re form in that
coun try. At least eight coun tries were drawn into the con flict.

The im pact of such con flicts is only partly cap tured by
eco nomic in di ca tors. GDP in An gola, for ex am ple, has con -
tin ued to grow dur ing the coun try’s civil dis tur bance be cause
the oil sec tor is rel a tively iso lated. Other in di ca tors pres ent a
more com pre hen sive pic ture of the sit u a tion. For ex am ple,
there are about 1.3 mil lion in ter nally dis placed per sons in
An gola and the mor tal ity rate of chil dren un der five years of
age is about 30 per cent. In Su dan, the long-running civil war, 
com bined with in ad e quate rain fall, led to wide spread hun ger
and star va tion in 1998, ne ces si tat ing sub stan tial emer gency
food as sis tance. 

In con trast, in Bu rundi, the Congo, Mo zam bique, and
Rwanda, GDP growth was fu elled partly by a re vival of eco -
nomic ac tiv i ties af ter civil strife. Mo zam bique and Rwanda
achieved growth rates of 10 per cent in 1998. Mo zam bique’s
per for mance also re flects sub stan tial in flows of for eign di -
rect in vest ment for large-scale pro jects in in fra struc ture, con -
struc tion and in dus try, fol low ing de cades of civil war that
ended in 1994.

Po lit i cal un cer tainty and civil un rest, on top of low oil
prices and en ergy short ages, were among the fac tors that af -
fected oil ex ports and eco nomic ac tiv ity in Ni ge ria in 1998.
How ever, the new Pres i dent’s re vi tal iza tion of eco nomic and
po lit i cal re forms could lead to re newed as sis tance from the in -
ter na tional com mu nity, debt re lief and a lift ing of sanc tions.

East Asia: economic fallout from a financial crisis

In East Asia, the fi nan cial cri sis shaped eco nomic de vel op -
ments. In do ne sia, the Re pub lic of Ko rea, Ma lay sia and Thai -
land were hit by fi nan cial panic, ex change-rate col lapse and
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credit crunch, while the con trac tion in Hong Kong (China) was
pri mar ily due to sharply higher in ter est rates nec es sary to main -
tain its cur rency peg to the dol lar. The Phil ip pines man aged
barely pos i tive growth on the sur pris ing strength of ex ports
(mostly to the United States and Eu rope), in spite of a
drought-induced de cline in ag ri cul tural pro duc tion. The Sin ga -
pore econ omy started to de cline in the sec ond half of 1998, as
mea sures to strengthen do mes tic de mand were un able to off set
the im pact of col lapsed intraregional trade and in vest ment flows 
and its de te ri o rat ing price com pet i tive ness. Tai wan Prov ince of
China was the only ma jor econ omy in the sub re gion to with -
stand the spillover ef fects, largely by de val u ing early.

In most of the af flicted econ o mies, the down ward spi ral
of pro duc tion be gan in late 1997 or early 1998. The sit u a tion
was ag gra vated by the rapid de te ri o ra tion of al ready pre car i -
ous fi nan cial po si tions of the heavily in debted cor po rate and
fi nan cial sec tors ow ing to the plunge in ex change rates and the
strat egy of rais ing in ter est rates in or der to re build con fi dence,
and fi nan cial in flows. How ever, as set prices plunged as a re -
sult of high do mes tic in ter est rates, and the very large
post-devaluation for eign debt ser vic ing ob li ga tions caused a
large num ber of cor po rate and bank ing fail ures. Not only did
fixed in vest ment plum met in this sit u a tion but con sump tion
also con tracted mark edly, as in comes shrank with soar ing un -
em ploy ment and de clin ing real wages, along with sub stan tial
loss in pri vate wealth re sult ing from the col lapse of as set
prices. Even in Hong Kong (China), the Phil ip pines and Sin ga -
pore, where the bank ing sys tems are more ro bust and cor po -
rate debt man age able, do mes tic de mand was se verely
de pressed by high in ter est rates, de clin ing in comes and loss of
pri vate wealth.

The take-off in ex port growth that was ex pected as a re -
sult of the cur rency de val u a tions in the re gion (see fig ure 2) did
not oc cur be cause intraregional trade col lapsed and the credit
crunch de nied ac cess to work ing cap i tal and trade fi nanc ing.
How ever, in ter est rates were brought down dur ing the year and
there were some signs of strength en ing ex port vol ume by late
1998 in In do ne sia, the Re pub lic of Ko rea and Thai land. 

The cur rent ac count po si tions of In do ne sia, Ma lay sia, the
Re pub lic of Ko rea and Thai land have turned around dra mat i -
cally in ad just ment to the re ver sal of cap i tal flows, mainly as a
re sult of sub stan tial im port com pres sion (see ta ble 4).2 In deed,
ex port earn ings in dol lar terms gen er ally stag nated or de clined

be cause of the fall in the dol lar prices of some of ma jor ex ports,
such as elec tron ics, elec tri cal equip ment and com mod i ties.

In fla tion rose in most of the econ o mies in the re gion in
1998 ow ing to the im pact on do mes tic prices of the large de -
val u a tions, but in most cases re mained be low 10 per cent.
Price in creases were mit i gated by tight mon e tary pol icy early
in the year and weak de mand. The ex cep tion was In do ne sia,
where food prices in par tic u lar rose ex or bi tantly, ow ing to a
drought and a break down of the food dis tri bu tion sys tem, as
well as the dras tic de pre ci a tion of the cur rency and a large
money sup ply in crease early in the year.

Prospects for 1999

By the end of 1998, it ap peared that the pe riod of eco nomic
con trac tion was end ing and that a re sump tion of growth might
be gin in the lat ter part of 1999 in a num ber of coun tries.3 Em -
ploy ment and wages in the re gion will lag the re turn of eco -
nomic growth, leav ing lit tle change or even a slight in crease in
un em ploy ment in 1999. In fla tion in the re gion is ex pected to
mod er ate in 1999, as the fa vour able con di tions in late 1998 are 
main tained. The re turn of ag ri cul tural pro duc tion in
drought-affected coun tries to nor mal lev els will fur ther re in -
force the trend.
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Figure 2: Real effective exchange rates of selected Asian
countries, June 1997 to October 1998

Source: Mor gan Guar anty Trust Com pany, World Fi nan cial Mar kets.

2 In the Philippines, however, import growth remained robust for most of the year.
3 This outlook is subject to particular uncertainty as the economies in question are not operating in a familiar manner. For example, the banking

systems in the region remain a particular vulnerability.



Table 4. Selected macroeconomic indicators for Indonesia, the Republic of Korea, Malaysia, the Philippines and Thailand, 1996-1999

GDP growth rate
(per cent age)

Cur rent ac count bal ance
(per cent age of GDP)

In fla tion
(per cent age)

Un em ploy ment
(per cent age)

Fis cal bal ance
(per cent age of GDP)

1996 1997 1998 a 1999 b 1996 1997 1998 a 1999 b 1996 1997 1998 a 1999 b 1996 1997 1998 a 1999 b 1996 1997 1998 a 1999 b

Indonesia 8.0 4.6 -15.0 -2 -3.5 -2.3 2 2 8.0 6.6 80 30 4.5 5.0 15 18 0.8 0.0 -9.0 -10

Re pub lic of 
 Ko rea 7.1 5.5 -6.2 1½ -4.9 -1.9 9.0 4½ 4.9 4.5 7.5 5 2.0 2.6 7.1 7½ 0.0 0.0 -4.0 -5

Malaysia 8.2 7.8 -6.0 1 -5.0 -5.1 3.0 1½ 3.5 2.7 6.0 7 2.6 2.7 7 7 0.7 1.6 -4.0 -4

Philippines 5.5 5.1 1.0 2½ -4.7 -4.3 -2.6 -1¾ 8.4 5.5 9.7 8 7.5 8.7 9.5 10½ 0.3 0.1 -2.2 -1¾

Thailand 6.7 -0.4 -7.0 -½ -7.9 -1.9 7.0 5 5.9 5.6 10.0 8 2.6 4.5 10.0 12 2.2 -0.9 -3.5 -4

Source: UN/DESA.

a Estimate.
b Forecast, based in part on Project LINK.



The ma jor fac tors be hind the ex pected im prove ment
in eco nomic growth are the end of fi nan cial panic, con tin -
ued re lax ation of the credit crunch ow ing to eas ing mon e -
tary pol icy and some ini tial re sults of fi nan cial re struc tur ing 
and re cap i tal iza tion mea sures. Ex port earn ings growth is
ex pected to strengthen some what with the sta bi li za tion of
in ter na tional prices of com mod i ties and man u fac tures.
There would be some re vival of intraregional trade, in clud -
ing with Ja pan, but this will be partly off set by damp ened
ex port growth to other de vel oped coun tries as eco nomic
growth there slows sig nif i cantly.

Easing of macroeconomic policy stance 

Be hind the re cov ery out look is a shift to a more stim u la tive
mac ro eco nomic pol icy stance in the sec ond half of 1998 in
most econ o mies in the re gion, fa cil i tated by the sta bi li za tion of 
ex change rates and lower than an tic i pated in fla tion. The re -
duc tions in in ter na tional in ter est rates late in the year pro vided
fur ther lee way for mon e tary eas ing. In Ma lay sia, pri or ity was
placed on re flat ing the econ omy and cap i tal con trols were put
in place in Sep tem ber 1998 to en able in ter est rates to be cut
with out en gen der ing mas sive cap i tal out flows.

Fis cal pol icy be came more ex pan sion ary in Hong Kong
(China), the Re pub lic of Ko rea, Ma lay sia, Sin ga pore and
Thai land in mid-1998. Fur ther in creases in bud geted ex pen di -
tures, par tic u larly on in fra struc ture in vest ment, and some tax
cuts were sub se quently en acted in some coun tries. In a num ber 
of coun tries, such as In do ne sia, the Re pub lic of Ko rea, the
Phil ip pines and Thai land, ad di tional pub lic re sources have
been al lo cated to so cial ser vices to help buffer the im pact of
the eco nomic re ces sion. In In do ne sia, the Re pub lic of Ko rea,
Thai land and Ma lay sia, large amounts of pub lic re sources are
also needed for the re struc tur ing of the se ri ously un der cap i tal -
ized fi nan cial sec tors. In rec og ni tion of these fac tors, the fis cal
def i cit tar gets pre vi ously agreed with IMF were eased for the
three coun tries with IMF agree ments. 

Financial and corporate restructuring

Given the role of fi nan cial sec tor weak ness in the cri sis,4 In do -
ne sia, the Re pub lic of Ko rea, Ma lay sia and Thai land have

been im ple ment ing mea sures to re struc ture and re form these
sec tors. The re cap i tal iza tion of the bank ing sec tor is dif fi cult
in the face of acute short age of fi nan cial re sources and col -
lapsed as set prices. At tempts to re duce cor po rate debt have
also yielded lim ited re sults so far, partly ow ing to con cern over 
ag gra vat ing al ready high un em ploy ment and the lack of an ef -
fec tive bank ruptcy mech a nism.

Human impact of the crisis 

In a re gion that had grown ac cus tomed to ris ing in come and
de clin ing pov erty, open un em ploy ment has dou bled or even
tri pled in sev eral coun tries (see ta ble 4). Dis placed work ers
and new job seek ers have had to seek em ploy ment in the in for -
mal sec tor, while many un em ployed ur ban work ers re turned to 
ru ral ar eas, putt ing pres sure on the ru ral econ omy as well.

The dras tic rise in un em ploy ment, de cline in wages and
higher in fla tion have led to sub stan tial real in come de clines,
with the poor and near-poor be ing the hard est hit. The ex tent of 
so cial dis tress is re flected in the higher in ci dence of sui cides,
il licit ac tiv i ties and do mes tic vi o lence in the re gion.5 Fur ther -
more, if the cri sis con di tions are not soon re versed, the prog -
ress East Asia had made in hu man re source de vel op ment could 
be eroded by the de clines in health con di tions and en roll ment
rates at all lev els of ed u ca tion.

The de te ri o ra tion has been par tic u larly wrench ing in In -
do ne sia, where the pur chas ing power of the lower in come
strata has col lapsed be cause of soar ing prices of sta ples, par tic -
u larly rice. The eco nomic shock is es ti mated to have raised the
num ber of peo ple in pov erty to 100 mil lion, or 48 per cent of
the pop u la tion, com pared to 11 per cent in 1996. A fur ther rise
in the pov erty rate in 1999 to 66 per cent of the pop u la tion is
an tic i pated if there is no im prove ment in nom i nal in come and
in fla tion.6

South Asia

One of the more en cour ag ing de vel op ments in the re cent pe -
riod is that the Asian sub-continent has main tained a cer tain
mo men tum of eco nomic growth, par tic u larly in In dia, Ban -
gla desh and Sri Lanka. The re gion has had to cope with both
con ven tional and un usual con straints on growth, in clud ing
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4 See World Economic and Social Survey 1998 (United Nations publication, Sales No. E.98.II.C.1), pp. 40-46.
5 See World Bank, East Asia: Road to Recovery, Washington, D.C., 1998, pp. 80-85.
6 The definition of poverty is based on the official poverty line of $0.55 and $0.40 daily real income for urban and rural areas, respectively, in 1996, and 

adjusted for inflation and exchange rate changes in 1998 and 1999.  (See ILO, Employment Challenges of the Indonesian Economic Crisis,
Jakarta, June 1998, pp. 44-49.)



in 1998, sanc tions on In dia and Pa ki stan fol low ing their nu -
clear tests.

In 1999, as some of the sanc tions im posed on both coun -
tries have been lifted, some re lief for the In dian and es pe cially
the Pa ki stan econ omy is ex pected. In ad di tion, the re cent aid
pack age from the In ter na tional Mon e tary Fund should help
Pa ki stan avoid de fault ing on its large ex ter nal debt, as fall ing
for eign in vest ment and of fi cial flows af ter the im po si tion of
sanc tions, to gether with a sharp fall in the prices of its ex ports
and lower work ers’ re mit tances, had caused un usual debt ser -
vic ing dif fi cul ties.

In In dia, for eign in sti tu tional in ves tors moved funds out
of the coun try in the wake of the nu clear tests, which placed
down ward pres sure on the In dian ru pee and forced the au thor i -
ties to raise in ter est rates in Au gust 1998. This af fected busi -
ness con fi dence and in vest ment. More over, as in Pa ki stan,
In dia’s ex port earn ings in dol lar terms have been hit by the re -
ces sion in East Asia and the com pet i tive gains from a 17 per
cent de pre ci a tion of the In dian ru pee have been lim ited by the
large de clines in the ex change rates of In dia’s com pet i tors in
the re gion. These fac tors are likely to keep In dian in dus trial
growth slug gish.

The Pa ki stani econ omy, in par tic u lar, is pass ing through
a dif fi cult pe riod. At the heart of the coun try’s prob lems lies a
fis cal def i cit of about 6 per cent of GDP, partly re lated to the
large ex ter nal debt bur den. A tighter fis cal stance can be ex -
pected dur ing 1999, which is likely to fur ther slow eco nomic
ac tiv ity. Other coun tries in the re gion are un der com pa ra ble
fis cal pres sures.

Mon e tary pol icy is also con strained in the re gion. In In -
dia, for ex am ple, the au thor i ties have lim ited scope for cut ting
in ter est rates be cause of in fla tion ary pres sures. In fla tion rose
late in 1998 ow ing to a new im port sur charge, the large de pre -
ci a tion of the ru pee and weather-related short ages in cer tain
food com mod i ties. In ad di tion, the con tin ued down ward pres -
sures on the cur rency will also make the au thor i ties hes i tant to
lower in ter est rates. 

Be sides mon e tary and fis cal con straints, in Ban gla desh
eco nomic ac tiv ity slowed dur ing the sec ond half of 1998, as
floods se verely dam aged ag ri cul tural pro duc tion and af fected
in dus trial out put. Eco nomic ac tiv ity will slow down fur ther in
1999 as ris ing in fla tion, caused by a short fall in food sup plies
ow ing to the floods, will force the au thor i ties to main tain
higher in ter est rates. Nev er the less, as the ef fects of the floods
wear off and as for eign di rect in vest ment into the en ergy sec tor 
in creases, in dus trial growth is likely to re cover dur ing the sec -
ond half of 1999.

China: Sustaining fast growth

Growth in China weak ened early in 1998 but strength ened in
the sec ond half, boosted by a suc ces sion of stim u la tive mon e -
tary and fis cal mea sures that be gan in late 1997. More over, af ter 
dev as tat ing sum mer floods, which lim ited ag ri cul tural pro duc -
tion, re con struc tion boosted spend ing. Fixed in vest ment, which
had slowed early in 1998, re bounded by the third quar ter. Sim i -
larly, con sumer de mand had been de pressed in the first half ow -
ing to slow in come growth and in creas ing ur ban un em ploy ment 
re sult ing from state-owned en ter prise (SOE) re struc tur ing;
how ever, it also strength ened in the sec ond half.

The weak ness of do mes tic de mand was re in forced by
tepid ex port growth as intraregional trade col lapsed. Ex port
growth slowed to less than 2 per cent, from about 20 per cent in 
1997. How ever, as im port growth also stag nated dur ing the pe -
riod of slow growth of do mes tic de mand, the trade bal ance re -
corded a sub stan tial sur plus.

One con cern of in ter na tional fi nan cial mar kets and
neigh bour ing coun tries dur ing 1998 was whether China would 
de value its cur rency. How ever, with more than $140 bil lion of
for eign ex change re serves and the tight en ing of for eign ex -
change con trols in Au gust to pre vent cap i tal flight, the Gov -
ern ment was able to re duce in ter est rates and with stand
de val u a tion pres sure. In late 1998, the de pre ci a tion of the dol -
lar (which the Chi nese cur rency closely tracks) al le vi ated de -
val u a tion pres sure for the time be ing.

Con tinuing the mo men tum of the sec ond half of 1998,
eco nomic growth is ex pected to strengthen slightly in 1999, as
the Gov ern ment main tains its stim u la tive mon e tary and fis cal
pol icy stance, in creas ing pub lic in vest ment in in fra struc ture
par tic u larly. How ever, un em ploy ment will re main high, as en -
ter prise re trench ment con tin ues. The rate of in fla tion is ex -
pected to be con tained be low 4 per cent, ow ing to ex cess
ca pac ity, sta ble food prices and re strained im port prices.

There is an other di men sion to the Chi nese out look that
war rants com ment. Deeply rooted weak nesses of the fi nan cial
sec tor and fi nan cial prob lems in the en ter prise sec tor, ag gra -
vated by eco nomic slow ing, have now be gun to be ad dressed.
Cou pled with the slower growth of the econ omy and the
spillover from the re gional eco nomic cri sis, pol icy mak ers
have, how ever, be come cau tious in im ple ment ing re form, so
as to avoid sharp in creases in un em ploy ment and de clines in
in come. Any sig nif i cant fi nan cial fall out from the sys temic
weak nesses can re sult in cau tion on the part of for eign in ves -
tors and, thus, smaller fi nan cial in flows, lim it ing fi nanc ing for
pub lic as well as pri vate in vest ment.
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Western Asia: Plunge in price of oil disrupts growth

Eco nomic growth in West ern Asia fell sharply in 1998 re flect -
ing the cen tral role of oil in the re gional econ omy. Oil ex port
earn ings fell by over one-fourth from the 1997 level, or about
$30 bil lion, the larg est an nual fall in rev e nues since the price
col lapse of 1986. GDP con tracted in many of the re gion’s oil
ex port ers and bud get fore casts were dis rupted by rev e nue
short falls, lead ing to lower gov ern ment ex pen di tures and the
can cel la tion or post pone ment of a large num ber of con struc -
tion and de vel op ment pro jects.

As oil prices are ex pected to in crease only mar gin ally
in 1999, bar ring ma jor sup ply dis rup tions, the out look is for
con tin ued low growth on av er age. Fis cal con sol i da tion re -
mains high on the agenda, with ex pen di ture cuts and mea -
sures aimed at di ver si fy ing gov ern ment rev e nues ex pected to 
in ten sify. There is more ac cep tance of the need to stream line
large and costly wel fare sys tems in most coun tries of the re -
gion, but the ab o li tion of sub si dies or the in tro duc tion of new
taxes re main po lit i cally dif fi cult. Ac cel er ated pri vat iza tion
and in creased bor row ing will help cush ion but not off set the
im pact of lower oil tax rev e nues, most no ta bly in Saudi Ara -
bia, but the fis cal and ex ter nal def i cits of all oil ex port ers are
ex pected to re main large.

The fall in oil prices led to some terms-of-trade gains in
the oil-importing coun tries of West ern Asia. On the other
hand, the down turn in the oil-exporting coun tries has neg a -
tively im pacted work ers’ re mit tances, trade and for eign in -
vest ment in the other coun tries. In ad di tion, the con tin u ing
sanc tions on Iraq and un cer tain ties over the Mid dle East peace
pro cess con tin ued to limit trade and in vest ment.

Slow growth in Is rael was also the re sult of a dis cour ag -
ing en vi ron ment for for eign in ves tors and re trench ment, tight
mac ro eco nomic pol i cies and re struc tur ing in re sponse to in ter -
na tional com pe ti tion. The West Bank and Gaza con tin ued to
suf fer from very high un em ploy ment. Pros pects for the econ -
omy are highly de pend ent on suc cess in the peace pro cess, fi -
nan cial as sis tance from abroad, and re mit tances of
Pal es tin ians work ing in Is rael.

The sec ond wave of in ter na tional fi nan cial tur moil in
Au gust 1998 trig gered large cap i tal out flows from Tur key.
In ter est rates were raised sharply to stem the out flow and sta -
bi lize the ex change rate, fur ther damp en ing pri vate in vest -
ment and con sump tion which had be gun to weaken early in
1998. In ad di tion, pre vi ously strong ex port growth has been

tem pered by in creas ing price com pe ti tion from East Asian
ex port ers. Thus, GDP growth in 1998 slowed sig nif i cantly,
while the in fla tion rate was about 85 per cent. GDP growth is
fore cast to slow fur ther in 1999, as mon e tary and fis cal pol i -
cies will re main tight to dis cour age cap i tal out flows and re -
duce in fla tion.

Latin America and the Caribbean: spillover 
from international financial crises

Af ter a rel a tively strong per for mance in 1997, eco nomic con -
di tions in Latin Amer ica and the Ca rib bean wors ened mark -
edly in 1998, as a re sult of spillover ef fects from the fi nan cial
cri ses and dam age from se vere weather. 

The de cel er a tion was es pe cially ev i dent in the larg est
econ o mies—Ar gen tina, Brazil, Mex ico, Peru and Ven e zuela
(see ta ble A.7). Do mes tic de mand was de pressed by mac ro -
eco nomic tight en ing to coun ter the loss of con fi dence from fi -
nan cial con ta gion and by de clines in ex ports.7 The po lit i cal
un cer tainty as so ci ated with im pend ing elec tions in sev eral
coun tries also slowed pri vate spend ing and con trib uted to the
slow-down. A few econ o mies in Cen tral Amer ica and the Ca -
rib bean, how ever, were less af fected by the in ter na tional fi -
nan cial tur moil and bene fited from the drop in oil prices.

De struc tive weather phe nom ena spared nei ther Cen tral
nor South Amer ica. El Niño, which lasted from April 1997 to
June 1998, was one of the most se vere ep i sodes ever and took a 
toll of over 1,000 lives and caused more than $15 bil lion in
dam age. It rav aged in fra struc ture and led to out put losses, es -
pe cially in the ag ri cul tural and fish ing sec tors, par tic u larly in
Ec ua dor and Peru, but also in Chile, Co lom bia, Guy ana and
Brazil. In Oc to ber 1998, in one of the worst nat u ral di sas ters
ever to hit Cen tral Amer ica, heavy trop i cal storms se verely hit
Hon du ras, Nic a ra gua, El Sal va dor and Gua te mala, caus ing
floods that left some 11,000 peo ple dead and hun dreds of thou -
sands home less. It also heavily dam aged ag ri cul tural pro duc -
tion and in fra struc ture.

Af ter a mod er ate re duc tion in un em ploy ment in 1997
and the first months of 1998, un em ploy ment be gan to rise in
the sec ond half of 1998, es pe cially in Brazil and Co lom bia,
while weaker la bour de mand also neg a tively af fected the
growth of real wages. In fla tion in ter rupted its de cline and has 
been creep ing back up in Ec ua dor, Nic a ra gua, Par a guay and
a few other coun tries hit by de val u a tions, by food price in -
creases caused by nat u ral di sas ters, or by rate in creases for
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pub lic util i ties. In ad di tion, the re gion’s cur rent ac count def i -
cit wid ened fur ther, reach ing over $80 bil lion for 1998, or
about 4 per cent of GDP (com pared to 3.2 per cent in 1997).
Cur rent ac count def i cits de te ri o rated par tic u larly in Chile,
Co lom bia, Ec ua dor, Mex ico, Peru and Ven e zuela.

The pros pects for eco nomic growth in Latin Amer ica
wors ened af ter the Au gust round of global tur moil in fi nan cial
mar kets. A ma jor un cer tainty is the out look for Brazil, gen er ally 
seen as most vul ner a ble to a run on the cur rency. In any case, it
will not avoid a re ces sion. More over, Latin Amer ica’s cur rent
ac count def i cit will need to shrink in 1999, forc ing a pol icy
tight en ing that will com press do mes tic de mand and im ports.
The out look also abruptly wors ened for Cen tral Amer ica, where 
re cov ery from the dam ages of hur ri cane Mitch may take years.

Impact of the international financial crises 

Fol low ing a tem po rary re cov ery in early 1998, stock
mar kets in the re gion de clined and cur ren cies came un der re -
newed pres sure from large out flows of cap i tal, es pe cially fol -
low ing the Rus sian cri sis in Au gust 1998, which in creased
fears of de val u a tion and de fault in sev eral coun tries, in clud ing
Brazil, Co lom bia, Ec ua dor and Ven e zuela. For eign re serves
de creased, es pe cially in Brazil and Ven e zuela. How ever, mar -
ket con di tions eased some what for Latin Amer i can bor row ers
af ter the re duc tion of in ter na tional in ter est rates in Oc to ber.

With pri mary com mod i ties rep re sent ing around 45 per
cent of Latin Amer i can ex ports, ex port rev e nues fell in 1998,
as a re sult of the de cline in com mod ity prices (see ta ble A.10).
De pend ence on a few com mod ity ex ports proved a ma jor li a -
bil ity for sev eral coun tries. The oil ex port ers, par tic u larly Ec -
ua dor, Ven e zuela and Co lom bia, were af fected the most,
to gether with cop per ex port ers (e.g. Chile and Peru). In 1999,
com pe ti tion from Asia could be come a larger threat to Latin
Amer i can, and es pe cially Mex i can, la bour-intensive ex ports

of man u fac tures.
In re sponse to these fi nan cial and trade ef fects, a large

num ber of coun tries changed their mix of mon e tary, fis cal and
trade mea sures. To stem the loss of re serves and the flight of
de pos its from the bank ing sys tem or to de fend lo cal cur ren -
cies, do mes tic in ter est rates were raised steeply and steps were
taken to re duce li quid ity on the in ter bank mar ket. Af ter reach -
ing a peak in the third quar ter of 1998, how ever, in ter est rates
started to de cline in most coun tries (in clud ing Ar gen tina,
Brazil, Chile, Mex ico and the An dean econ o mies). Yet, by the
end of 1998, they were still much higher than ear lier in the year 
in most coun tries.

Some coun tries ad justed their ex change rates or al lowed
them to de pre ci ate. In Sep tem ber, Co lom bia and Ec ua dor wid -
ened the trad ing band of their cur ren cies, ef fec tively de val u -
ing. The Mex i can peso, which is freely float ing, fell sharply
dur ing 1998. In Brazil and Chile, as cap i tal in flows dwin dled,
the au thor i ties re laxed re stric tions on short-term cap i tal in -
flows. More over, a few coun tries adopted anti-dumping mea -
sures to im prove the cur rent ac count and to pro tect do mes tic
pro duc ers threat ened by com pe ti tion from Asia. 

Faced with de clin ing tax rev e nues from com mod ity ex -
ports, Ec ua dor, Mex ico, Ven e zuela and, to a lesser de gree,
Chile and Co lom bia, cut gov ern ment ex pen di tures and in tro -
duced mea sures aimed at boost ing other rev e nues and di ver si -
fy ing the tax base. Brazil adopted af ter the elec tion in Oc to ber
1998 new fis cal mea sures, which aim to sta bi lize the ra tio of
pub lic debt to GDP by the year 2000.

Such pol icy tight en ing in the re gion will in ev i ta bly ag -
gra vate the al ready poor so cial con di tions. The eco nomic
slow down is al ready push ing up un em ploy ment, while pres -
sure to cut fis cal spend ing is lim it ing their ca pac ity to mit i gate
la bour-market de te ri o ra tion, and to ex pand much-needed so -
cial ex pen di tures.
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V. INTERNATIONAL TRADE AND TRADE POLICY

Momentum eroded from world trade growth

With an es ti mated growth rate of only 4 per cent in 1998 and a
fore cast of about the same rate of growth in 1999, world trade
has lost much of the mo men tum of the mid dle 1990s (see ta ble
A.9). The ma jor fac tor in the slow down in 1998 was the con -
trac tion in the vol ume of im ports in Ja pan of about 10 per cent
and in South and East Asia (ex clud ing China) of over 6 per
cent. How ever, the growth of im ports slowed ap pre cia bly in
all other ma jor geo graphic group ings of de vel op ing as well as
de vel oped coun tries.

While some of the fac tors that ac count for these re sults
are ex pected to ease in 1999, the net ef fect will be no im prove -
ment in the vol ume of trade flows. In the case of Ja pan, the con -
trac tion in im port vol ume is ex pected to con tinue, al beit at a
much re duced rate, as re cov ery from re ces sion is slow to ap pear. 
Mean while, the im port surge in the United States, which im -
parted much of the lim ited mo men tum in world trade in 1998, is
ex pected to ease con sid er ably. It had been boosted by the strong
growth of out put and real in come in the United States, which is
ex pected to slow in 1999, as well as by a higher real ef fec tive
ex change rate of the dol lar (see ta ble A.11).

Most other coun tries, par tic u larly de vel op ing coun tries,
re duced im ports or com pressed im port de mand in 1998, ow ing 
to new, tightly-binding con straints on im port ca pac ity. For the
cri sis coun tries of Asia, in par tic u lar, the with drawal of in -
flows that had ear lier fi nanced sig nif i cant trade def i cits re -
quired ur gent im port com pres sion. Other coun tries found that
de clines in com mod ity prices se ri ously re duced ex port earn -
ings and thus im port ca pac ity. With out com pen sat ing fi nanc -
ing, there was no short-term al ter na tive to cur tail ing im ports in 
com mod ity-dependent coun tries.

The high de gree of re gional trade in ter de pen dence, once
a source of strength, has ex ac er bated the de cline in the ex ports
of the coun tries of the re gion.1 For ex am ple, ex ports to Asian
part ners, which ac counted for about 60 per cent of the value of
China’s ex port sales in 1997, fell 8.6 per cent in the first 10
months of 1998, com pared to the same months in 1997. Jap a -

nese ex ports to Asian coun tries have also de clined; e.g., they
were al most 24 per cent lower in Oc to ber 1998 than in the
same month in 1997. In the case of the Re pub lic of Ko rea, the
value of mer chan dise ex ports to Ja pan, to the mem ber coun -
tries of the As so ci a tion of South-East Asian Na tions and to
China were down by 20, 28 and 9 per cent re spec tively for the
first 9 months of 1998. 

In ad di tion, var i ous coun tries out side the re gion that rely 
heavily on ex ports to East Asia have been dis pro por tion ately
af fected by the con trac tion of im port de mand in the re gion. For 
ex am ple, Asia ac counts for some 10 per cent of the mer chan -
dise ex ports of Latin Amer ica, but has a much higher pro por -
tion for coun tries such as Peru and Ec ua dor, and as much as
around 35 per cent in the case of Chile. In Af rica, the im pact of
the Asian cri sis has been felt par tic u larly in Zam bia, the
United Re pub lic of Tan za nia and Congo, since over a quar ter
or more of the ex ports of these coun tries go to Asia. Among
the econ o mies in tran si tion, Kazakhstan, the Rus sian Fed er a -
tion, Ukraine and Ro ma nia ex pe ri enced a re duc tion in the vol -
ume of their Asian ex ports.

Fur ther more, it was an tic i pated by many that the sharp
de val u a tions of Asian cur ren cies in 1997 and 1998 would
strengthen the com pet i tive ness of the ex ports of the East Asian 
re gion and prompt a ma jor ex port ex pan sion. In deed, the real
ef fec tive ex change rate fell from 1996 to 1998 by about a fifth
in the Phil ip pines and Thai land, by about one quar ter in Ma -
lay sia and the Re pub lic of Ko rea, and by more than half in In -
do ne sia (see ta ble A.11).2 In the event, the over all vol ume of
ex ports from East and South Asia rose only 1 per cent in 1998,
(see ta ble A.9), ow ing to the credit crunch in the re gion. Only a 
fur ther small in crease in ex port vol ume is fore cast for 1999. At 
some point, how ever, an ex port surge may be an tic i pated,
which will force other de vel op ing coun try ex port ers into
sharper com pe ti tion with the re gion in third mar kets. 

Commodity markets

Oil and non-oil com mod ity mar kets were plagued by ad verse
con di tions dur ing 1998, as weak de mand, am ple sup ply and

1 For a discussion of intraregional trade in East and South-East Asia, see Trade and Development Report, 1998 (United Nations publication, Sales No.
E.98.II.D.6), Part One, chap. II.

2 In fact, because many of the exports are themselves import-intensive, the extent of devaluation, even in real effective terms, exaggerates the price
advantage received by regional exporters.



ris ing stocks all com bined to ex ert con sid er able down ward
pres sure on prices. Most com mod ity prices mea sured in dol -
lars had ac tu ally peaked at mid-decade and have fallen since,
al beit ir reg u larly, with the de cline in pe tro leum prices hav ing
be gun later than other com mod i ties. How ever, al most all
broad classes of com mod ity prices fell sharply in 1998, mea -
sured both in dol lars and against the prices of
a bas ket of man u fac tures ex ported by de vel -
oped coun tries (see ta ble A.10). 

Oil prices on av er age have been about
one third lower in 1998 than in 1997 (based
on data for the first three quar ters of the year), 
in the face of con tin ued slug gish de mand and
ris ing in ven to ries. While lower oil prices
ben e fit oil-importing coun tries, some 25
coun tries are de pend ent on pe tro leum for 20
per cent or more of their for eign ex change
earn ings, in clud ing, for ex am ple the Rus sian
Fed er a tion (25 per cent of mer chan dise ex -
ports), Nor way (48 per cent) and Ven e zuela
(79 per cent).3 

At the same time, the over all dol lar in -
dex for non-oil com mod i ties of de vel op ing
coun tries was 12 per cent lower in 1998, re -
flect ing weak en ing ten den cies in all ma jor
com mod ity cat e go ries, ex cept veg e ta ble oil -
seeds and oils (see ta ble A.10). Sev eral in di -
vid ual com mod i ties of par tic u lar im por tance
to de vel op ing coun tries, how ever, have seen
es pe cially sharp price de clines.

Va garies of weather, which were par -
tic u larly marked in 1998 ow ing to the ef fects
of El Niño, in duced surges in the prices of
many ag ri cul tural com mod i ties, al beit only
tem po rarily. High cof fee prices had pre vailed 
up to the be gin ning of 1998 and were re spon -
si ble for a marked de cline in pur chases in
both 1997 and the early part of 1998. By Sep -
tem ber 1998, how ever, due to sub se quent
good pro duc tion pros pects, es pe cially in
Brazil, prices dropped by 50 per cent from

their lev els in De cem ber 1997 (see ta ble 5). El Niño-induced
price in creases were also ob served in the case of fats and oils,
no ta bly both co co nut and palm oil, with con com i tant re duc -
tions in ex ports ow ing to lower pro duc tion. Sim i larly, grain
pro duc tion, no ta bly rice, was ad versely af fected by El Niño,
es pe cially in East and South Asia where poor har vests re sulted
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Table 5. International commodity export prices, 1995-1998
(Percentage change in dollar prices over previous year)

1995 1996 1997
Sept. 
1998 a

Sept. 
1998 b

All com mod i tiesc 9.9 -4.2 0.0 -13.5 -18.4

Food and trop i cal bev er ages 4.5 2.1 2.8 -20.5 -22.1
Trop i cal bev er ages 1.1 -15.2 33.3 -26.0 -32.5

Cof fee 0.7 -19.1 54.7 -37.0 -49.6
Co coa 2.7 1.6 11.2 -2.9 -0.1
Tea -10.3 8.8 25.8 -23.4d -10.9d

Food 5.9 6.8 -3.5 -19.3 -18.3
Sugar 10.8 -9.9 -4.9 -41.4 -36.7
Beef -31.2 -6.4 4.0 -11.0 -6.4
Maize 15.5 25.0 -25.3 -22.4 -22.2
Wheat 18.5 16.2 -22.6 -20.5 -21.6
Rice -10.1 5.0 -10.7 22.0 1.6
Ba nanas 0.1 7.5 4.3 7.0 -15.2

Veg e ta ble oil seeds and oils 10.3 -4.2 -0.9 5.3 10.2

Ag ri cul tural raw ma te ri als 15.0 -9.9 -10.3 -2.5 -12.0
Hides and skins 4.3 -23.7 -19.8 -4.6e -2.0e

Cot ton 22.3 -17.4 -1.5 -12.2 -18.2
To bacco -11.2 15.6 15.6 -10.8 -10.2
Rub ber 38.6 -11.9 -28.3 -5.8 -37.4
Trop i cal logs 5.4 -20.1 -5.5 4.4 2.2

Min erals, ores and met als 20.2 -12.1 0.0 -6.8 -21.6
Alu minium 22.3 -16.6 6.2 -12.3 -14.4
Phos phate rock 6.1 8.6 7.9 4.9 4.9
Iron ore 5.8 6.0 1.1 2.8 2.8
Tin 13.7 -0.8 -8.4 -0.5 -1.5
Cop per 27.2 -21.8 -0.8 -6.5 -36.9
Nickel 29.8 -8.8 -7.6 -31.0 -41.9
Tung sten ore 49.6 -17.9 -9.3 -6.5 -14.0
Lead 15.2 22.7 -19.4 -1.1 -15.4
Zinc 3.4 -0.6 28.4 -9.2 -26.1

Source: UNCTAD, Monthly Com mod ity Price Bul le tin, var i ous is sues.

a Change from December 1997. 
b Change from June 1997.
c Excluding crude petroleum. 
d Data to June 1998.
e Data to July 1998.

3 3 See IMF, World Economic Outlook, May 1998, Annex II, table 27. and OECD, OECD Economic Outlook, November 1998 (Preliminary edition),
Box 1.5.



in marked in creases in im ports.
In ad di tion to de vel op ments that re flected ex og e nous

weather-related fac tors pre dom i nant in ag ri cul ture, com mod -
ity mar kets have been sub jected to pres sures stem ming from
the cri sis in East Asia. Sev eral of the East Asian econ o mies are 
ma jor sup pli ers of com mod i ties, such as veg e ta ble oil seeds
and oils, cof fee, ba nanas, tea, co coa bean, nat u ral rub ber, tin
and cop per. The large cur rency de val u a tions in 1997 and 1998
pro duced large price in cen tives to in crease ex ports, to which
ex port ers re sponded, ex cept in some cri sis coun tries where
dif fi cul ties were en coun tered in ob tain ing let ters of credit
from lo cal banks.

Also, many of the fast-growing econ o mies in Asia had
be come ma jor mar kets for a wide range of in ter na tion ally
traded com mod i ties, in clud ing high-value food stuffs, ag ri cul -
tural raw ma te ri als, met als and fuel and the de cline in their
com mod ity im ports was very sub stan tial. Thus, de spite rel a -
tively strong de mand in both West ern Eu rope and the United
States, met als prices have re mained weak on ac count of sharp
de clines in con sump tion in Ja pan and the East Asian de vel op -
ing coun tries in cri sis. Thus, be tween June 1997 and Sep tem -
ber 1998, alu mi num prices dropped by 14 per cent, cop per by
37 per cent, nickel 42 per cent, and lead and zinc by 15 per cent 
and 26 per cent re spec tively.

Ag gre gate de mand at the global level is ex pected to re -
main weak, as de scribed above, and as credit con straints ease
on East Asian cri sis coun tries it can be ex pected that they will
seek to ex pand their sup plies. Thus, al though com mod ity
prices are no to ri ously dif fi cult to fore cast, the ex pec ta tion as -
sum ing no un fore seen sup ply shocks is that the dol lar prices of
in ter na tion ally traded com mod i ties will re main more or less at
their lev els at the end of 1998. This means that for 1999 as a
whole, com mod ity prices would be about the same or slightly
higher than the av er age for 1998, which is to say, an other year
of a dif fi cult en vi ron ment for com mod ity pro duc ers. 

The international policy agenda 
for 1999 and beyond

Trade flows in the short run re flect the trade pol icy en vi ron -
ment as it ex ists at the mo ment. That en vi ron ment is per pet u -
ally chang ing, how ever, as pres sures build and op por tu ni ties

evolve to change trade bar ri ers and in cen tives. In deed, one of
the con cerns in the pres ent con junc ture is that pres sures for
pro tec tive mea sures and in ap pro pri ate re course to
anti-dumping ac tions do not lead to back-tracking on in ter na -
tional com mit ments to trade lib er al iza tion. In this re gard, as
well, the mul ti lat eral dis cus sions on trade pol icy to take place
in 1999 do not have a fore gone con clu sion.

Multilateral trade negotiations

The Uru guay Round of Mul ti lat eral Trade Ne go ti a tions cre -
ated a new mul ti lat eral trad ing sys tem with much wider
scope, in terms of the sec tors cov ered, the num ber of coun -
tries bound by the “sin gle un der tak ing”, and the range of do -
mes tic pol icy mea sures which could af fect the trade in ter ests
of other coun tries. It also pro vided for a more ef fec tive dis -
pute set tle ment mech a nism where small coun tries have been
suc cess ful in chal leng ing the ac tions of ma jor trad ing pow -
ers. In deed, one of the chal lenges to the WTO sys tem in 1999
will be to dem on strate the cred i bil ity of the rules and mech a -
nisms as a frame work for fur ther trade lib er al iza tion ini tia -
tives, in a man ner in which all coun tries can ef fec tively
pur sue their in ter ests. Al ready, pro pos als to re ne go ti ate the
rules or in cor po rate ex tra ne ous con cepts within the rules are
un der dis cus sion in cer tain cap i tals.

A pro cess has been launched in the WTO aimed at pre par -
ing an agenda for fu ture mul ti lat eral trade ne go ti a tions in the ex -
pec ta tion that a de ci sion will be taken at the next WTO
Min is te rial Con fer ence, sched uled to be held in the United
States in No vem ber-December 1999. Var i ous ap proaches have
al ready emerged at this early stage of the pro cess. Some de vel -
op ing coun tries are pre oc cu pied with prob lems aris ing from the
im ple men ta tion of the WTO ob li ga tions. They find that they
have con sid er able ad min is tra tive and fi nan cial prob lems in
meet ing their own ob li ga tions, and are of ten dis ap pointed with
the man ner in which their de vel oped trad ing part ners have de -
parted from at least the spirit of their own ob li ga tions, in clud ing
those re lat ing to dif fer en ti ated and more fa vour able treat ment.4

On the other hand, some de vel oped coun tries are ad vo cat ing
that an other ma jor round of mul ti lat eral ne go ti a tions cov er ing a
wide range of is sues (e.g. in vest ment, com pe ti tion, en vi ron -
ment, etc.),5 the so-called “Mil len nium” round, be ini ti ated at
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4 For example, the review of the implementation of the Agreement on Textiles and Clothing identified that notwithstanding the fact that the legal
requirements (i.e., the percentages of products to be integrated) had been met, the integration programmes of importing countries for the two Stages
were not commercially meaningful for developing exporting Members. The backloading of integration, with meaningful integration being left to the
last three years, meant that the process was not progressive as envisaged in the Agreement.

5 At Marrakesh some developing countries proposed subjects for inclusion on the agenda such as trade and immigration, trade and monetary and
financial issues etc. 



the third WTO Con fer ence. Other de vel oped coun tries ap pear
to be aim ing at a more short term, nar row ap proach, along the
lines of the ne go ti a tions on fi nan cial and tele com mu ni ca tions
ser vices and in for ma tion tech nol ogy prod ucts (ITA) that were
car ried out suc cess fully within the WTO frame work. Many
coun tries, both de vel oped and de vel op ing, are op posed to the
idea of lim ited sec toral ne go ti a tions, as they con sider these will
not pro vide a suf fi cient bal ance of in ter ests and prob a bly ne -
glect their own.

The world fi nan cial cri sis has also led some to have sec -
ond thoughts as to the wis dom of en ter ing into com mit ments in
the area of fi nan cial ser vices. Some coun tries af fected by this
cri sis con sider that the ma jor trad ing coun tries have prof ited
from their mis for tune to ex tract ac cess to their mar kets that they
were un able to achieve in the con text of re cip ro cal ne go ti a tions
in the Uru guay Round. More over, the trad ing sys tem has had to
bear the bur den of the fail ure of the fi nan cial sys tem. Coun tries
must ex port their way out of their fi nan cial dif fi cul ties, but at the 
same time are be ing obliged to ac cept dra co nian mac ro eco -
nomic mea sures which shrink im ports dra mat i cally.

The cur rent in ter na tional en vi ron ment is thus not pro pi -
tious for the ne go ti a tion of new trade rules. Such ne go ti a tions
could back fire, with the per verse re sult of un rav el ling much of
the ac com plish ments of the Uru guay Round. The ne go ti a tors
of the Uru guay Round were, how ever, en light ened enough to
take the un prec e dented step of in cor po rat ing com mit ments to
en ter into fu ture ne go ti a tions as an in her ent el e ment of the fi -
nal pack age. This built-in agenda al ready pro vides for ne go ti a -
tions on trade and in vest ment in ser vices, and ag ri cul ture, and
for the con sid er ation of in vest ment and com pe ti tion pol icy in
the con text of the TRIMs Agree ment, as well as cer tain ac tions 
on sub si dies, rules of or i gin, etc. If in dus trial tar iffs were
added to this, the po ten tial for a bal anced pack age of in ter est to 
most coun tries would seem to ex ist.

Agriculture

De veloping coun tries re quire greater mar ket ac cess in pre -
cisely those ar eas sin gled out for im me di ate ne go ti a tion in the
built-in agenda, i.e., ag ri cul ture and ser vices. De veloping
coun tries’ trade in ag ri cul tural prod ucts re mains se verely
ham pered by mas sive do mes tic sup port and ex port sub sidy
programmes, peak tar iffs, (which also ap ply in cer tain in dus -
trial sec tors), and dif fi cul ties in the op er a tion of the mech a -
nisms of the Ag ri cul ture Agree ment, no ta bly the tar iff quota
sys tem. The re cent signs of re newed ex port sub sidy com pe ti -
tion have high lighted the need for much more strin gent dis ci -
plines than those con tained in the Uru guay Round

com mit ments. The con tin ued re form of trade in the ag ri cul -
tural sec tor will also have to take ac count of non-trade con -
cerns, in clud ing the con tri bu tion of the ag ri cul tural sec tor to
em ploy ment, food se cu rity, etc. A fur ther re duc tion of the
mas sive do mes tic sup port pro vided to de vel oped coun try ag ri -
cul ture would lib er ate re sources that could be used for more
con struc tive pur poses, in clud ing as sist ing ag ri cul tural pro duc -
tion in net-food im port ing coun tries.

Studies car ried out jointly by UNCTAD and WTO have
iden ti fied tar iff peaks which se ri ously im pede the ex ports of de -
vel op ing coun tries. These are found not only in the ag ri cul tural
sec tor, where they can ex ceed 300 per cent ad va lo rem, but also
in the fish er ies, tex tiles, leather, leather goods and foot wear, au -
to mo tive and elec tronic sec tors. Mar ket ac cess is also im peded
by the tar get ing of anti-dumping ac tions and other con tin gency
mea sures at cer tain sec tors of in ter est to de vel op ing coun tries,
as has tra di tion ally oc curred and is hap pen ing again in the steel
sec tor. This will re quire that the rel e vant WTO Agree ment, and
per haps the con cept of anti-dumping it self, be ad dressed.

Cer tain WTO agree ments also ad dress the prob lems of
mar ket ac cess aris ing from stan dards and tech ni cal reg u la -
tions, in clud ing san i tary and phytosanitary reg u la tions, and
these have al ready be come the sub jects of dis pute in the WTO. 
In creased pub lic aware ness of food safety is sues is lead ing to a 
greater pro lif er a tion of stan dards with the po ten tial for in -
creased trade bar ri ers against those de vel op ing coun tries
whose prod ucts are not able to con form to them. De veloping
coun tries need to make more ef fec tive use of the ex ist ing in -
stru ments, but ways should be found to en able them to par tic i -
pate more ef fec tively in the for mu la tion of in ter na tional
stan dards and to gain ac cess to mu tual rec og ni tion agree ments.

Services

In ser vices, trade con tin ues to be ham pered by re stric tions im -
posed on the move ment of nat u ral per sons to sup ply ser vices
cou pled with other bar ri ers, in clud ing anti-competitive prac -
tices, no ta bly in trans por ta tion and pro fes sional and busi ness
ser vices. The forth com ing ne go ti a tions will need to take these
into ac count. Com mit ments re lat ing to move ment of per sons
need to be come more spe cific at the level of ser vice
sub-sectors or cat e go ries of pro fes sions. Ar ti cle VI work on
gen eral dis ci plines on pro fes sional ser vices in re la tion to rec -
og ni tion of qual i fi ca tion and li cens ing re quire ments could be
ac cel er ated. The ref er ence pa per ap proach pro vid ing for com -
pe ti tion safe guards used in the ba sic tele com mu ni ca tion pro to -
col could be adapted to the sit u a tion of other sec tors, such as
tour ism and trans port. 
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There is a risk that the pro pos als for a hor i zon tal frame -
work for in vest ment could un der mine fur ther lib er al iza tion in
this area. The Gen eral Agree ment on Trade in Ser vices
(GATS) is based on the pos i tive list ap proach to mak ing com -
mit ments on mar ket ac cess and na tional treat ment in which
con ces sions are ne go ti ated in par tic u lar sec tors/subsectors and 
in re la tion to par tic u lar modes of sup ply. This al lows for pro -
gres sive lib er al iza tion adapted to an in di vid ual coun try’s stage 
of de vel op ment and pos si bil ity of trade offs and obtention of
re cip ro cal ben e fits. By con trast, the OECD draft MAI and
NAFTA are based on the neg a tive list ap proach, which pro -
vides for mar ket ac cess/na tional treat ment as ob li ga tions, sub -
ject to res er va tions.

The GATS has pro vided a frame work for ma jor lib er al -
iza tion of in vest ment and can play the same role for the move -
ment of per sons and elec tronic com merce. In the con text of
trade ne go ti a tions, elec tronic com merce would ap pear to be
pri mar ily an is sue of trade in ser vices, as only ser vices can ac -
tu ally be trans mit ted through elec tronic net works. As such, it
greatly ex pands the pos si bil i ties for cross-border trade in ser -
vices, and will be come a sub ject for ne go ti a tion in that con text. 
Studies by UNCTAD have found that in most ser vice sec tors,
the ben e fits from lib er al iza tion can only be de rived by de vel -
op ing coun tries if ac com pa nied by sup port ive ca pac ity build -
ing mea sures, no ta bly through ac cess to in for ma tion net works
and ac cess to tech nol ogy as rec og nized in GATS Ar ti cle IV.

“TRIMs”

The Uru guay Round Agree ment on Trade-related In vest ment
Mea sures (TRIMs) sim ply con firmed that cer tain per for mance 
re quire ments (i.e. lo cal con tent and trade bal anc ing) in the area 
of goods were in con sis tent with GATT Ar ti cles III and XI.
How ever, its built-in agenda am bi tiously pro vides that it
should be re viewed to de ter mine whether it should be “com -
ple mented” with pro vi sions on in vest ment pol icy and com pe -
ti tion pol icy. The re view could be con fined to per for mance
re quire ments or could deal with broader as pects of in vest ment
pol icy.6 Broader as pects of in vest ment pol icy could re late to
con sid er ation of GATS-style mar ket ac cess com mit ments
and/or ne go ti at ing dis ci plines on in vest ment in the con text of
other WTO Agree ments. Even the rel a tively “like-minded”
coun tries of the OECD were un able to agree to a com pre hen -
sive agree ment cov er ing all as pects of in vest ment pol icy.

France with drew from MAI ne go ti a tions in Oc to ber and op po -
si tion is be ing mo bi lized par tic u larly at the pro vin cial and state 
lev els in fed eral coun tries. Dif fi culties re late inter alia to pro -
pos als to in clude la bour and en vi ron men tal stan dards, cul tural
ex cep tion, ex cep tion for re gional in te gra tion agree ments and
the is sue of ex tra ter ri to ri al ity of US leg is la tion. 

As re gards com pe ti tion pol icy, a num ber of de vel op ing
coun tries have ar gued that since TRIMs are used to com bat the 
anti-competitive prac tices of for eign cor po ra tions, lib er al iza -
tion of in vest ment mea sures should be ac com pa nied by mul ti -
lat eral rules on com pe ti tion pol icy. Ef fec tive com pe ti tion
pol icy is clearly a stim u lus to in vest ment, as it en sures that in -
vest ment will pro vide ef fec tive mar ket ac cess. On the other
hand, com pe ti tion pol icy can block in vest ment where such in -
vest ment is deemed to cre ate dom i nant mar ket power. Com pe -
ti tion pol icy can also af fect trade by pro vid ing an al ter na tive to 
anti-dumping ac tions. Rules on com pe ti tion pol icy there fore
have a large role to play in a mul ti lat eral trad ing sys tem in a
glob al iz ing world and the ne go ti at ing agenda will need to take
this fully into ac count. Such rules would need to pro vide the
nec es sary flexibilities for de vel op ing coun tries.

Special and Differential Treatment

Fu ture trade ne go ti a tions would need to deal with the de vel op -
ment di men sion in a more in te grated fash ion than has been the
case in the past. Ne go ti a tors will need to find a ba sic con sen sus 
on which mea sures are cru cial to the de vel op ment pro cess,
rather than em bark on an other ex er cise of con struct ing tran si -
tional pe ri ods, de void of any par tic u lar eco nomic cri te ria. De -
veloping coun tries have in the past bene fited from spe cial and
dif fer en tial (S&D) treat ment in the form of mar ket ac cess (e.g.
GSP) and in terms of flex i bil ity in the use of trade mea sures,
on both the im port and sup ply side. The Uru guay Round, how -
ever, re sulted in an ero sion of GSP, an ex ten sive bind ing of
tar iffs, and re stric tions on the scope for sub si dies, TRIMs, etc.
Some de vel op ing coun tries have there fore ex pressed con cern
that they have been de prived of es sen tial tools for strength en -
ing their sup ply ca pac ity to face a more com pet i tive world.

Ne go ti a tions would also need to take into ac count that
whereas the pos i tive list ap proach of the GATS has en abled
de vel op ing coun tries to main tain the flex i bil ity needed for im -
ple ment ing their in dus trial pol i cies (in clud ing for ex am ple,
per for mance re quire ments), tran si tional pe ri ods and spe cial
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and dif fer en tial treat ment pro vi sions con tained in other Agree -
ments (e.g. the TRIMs tran si tional pe riod) have not dealt ef -
fec tively with de vel op ment con cerns e.g. in re la tion to
im ple men ta tion dif fi cul ties. More over, al though it is a pos i -
tive de vel op ment that there are no more “free rid ers” in the
sys tem, a dan ger to that sys tem now arises from the in ad e quate 
ca pac ity of many de vel op ing coun tries to com ply fully with
their ob li ga tions, en force their rights or even sim ply par tic i -
pate in WTO meet ings. 

The ne go ti a tions need also to rec og nize that, al though
the GSP is be com ing less im por tant as MFN tar iffs are re duced 
and more de vel op ing coun tries en ter into free trade ar eas with
de vel oped coun tries, it re mains cru cial for many de vel op ing
coun tries and should be pre served. In this con text, it is odd, to
say the least, that the rep re sen ta tives of coun tries which nor -
mally laud the eco nomic ben e fits of uni lat eral free trade de -
scribe the GSP as a “bur den” and a drain on fis cal rev e nue.
One con crete pos si bil ity in this re gard would be to ap ply also
to GSP the stand still that is nor mally ap plied at the be gin ning
of the ne go ti at ing pro cess.

Finally, the idea of at tach ing fi nan cial win dows to mul -
ti lat eral trade agree ments has tra di tion ally been con sid ered
anath ema in GATT. How ever, it is be com ing in creas ingly ap -
par ent that de vel op ing coun tries have dif fi culty in meet ing
their ob li ga tions, and ben e fit ing from their trad ing op por tu ni -
ties with out tar geted fi nan cial sup port. For ex am ple, it is clear
that op por tu ni ties in trade in ser vices will only ma te ri al ize
with IN TERNET ac cess, that the lib er al iza tion of en vi ron -
men tal ser vices will con trib ute to en vi ron men tal pro tec tion
only if de vel op ing coun tries have the re sources to pur chase
them, and that de vel op ing coun try pro duc ers are un able to
meet en vi ron men tal stan dards if the equip ment re quired costs
more than their an nual in come. It has been pointed out that un -
der the non-actionable pro vi sion for R&D sub si dies, de vel -
oped coun tries are able to sub si dize their firms in ven tions
which then be come patentable and ben e fit from pro tec tion un -
der the TRIPS Agree ment, whereas de vel op ing coun tries do
not have such re sources. Hence the im por tance of tar geted fi -
nan cial sup port.

Lomé Convention negotiation issues

Over the past 25 years, the sta ble, con trac tual and
non-reciprocal trade pref er ences and other in stru ments of de -
vel op ment and fi nan cial co op er a tion in sti tuted un der the
Lomé Con ven tion be tween the EU (Eu ro pean Un ion) and the
ACP (Af ri can, Ca rib bean and Pa cific) Group con sti tuted a
ma jor in no va tion in in ter na tional de vel op ment pol icy and
North-South trade re la tions.7 To day, the Lomé Con ven tion is 
at a cross roads. On 30 Sep tem ber 1998, of fi cial ne go ti a tions
com menced be tween the 15 EU States and the 71-member
ACP Group on a suc ces sor agree ment that would take ef fect
upon the ex piry of the Fourth Lomé Con ven tion on 29 Feb ru -
ary 2000. Whilst the Eu ro pean Un ion Coun cil en cour ages a
fun da men tal re view of the Lomé Con ven tion and greater mu -
tual ob li ga tions in clud ing rec i proc ity in trade re la tions,8 the
ACP Group endeavours to pre serve its core de vel op ment
prin ci ples such as the ACP Group’s rec og nized geo graph ical
cov er age and ho mo ge ne ity, non-reciprocity in trade re la tions 
with pref er ences, and ad e quate de vel op ment as sis tance,
among oth ers.9 

The ne go ti a tions be tween the EU and the ACP Group
over the com ing months will ad dress cer tain prin ci pal ne go ti -
at ing is sues. These have, to a large ex tent, been in flu enced by 
a world eco nomic set ting which has greatly changed. In par -
tic u lar, the con cept of non-reciprocal trade re la tions has been
af fected by an ever ex pand ing mul ti lat eral trade lib er al iza -
tion pro cess and the tight en ing of trade rules un der the WTO.
Also, the EU and other de vel oped coun tries are in creas ingly
con cen trat ing non-reciprocal trade pref er ences on LDCs
only and re ly ing on re cip ro cal trade agree ments with other
de vel op ing coun tries. 

One ma jor ne go ti a tion is sue would be the con cept of dif -
fer en ti ated treat ment for ACP States, with the most fa vour able
treat ment re served for the most needy coun tries, namely the 38 
LDCs and other is land and land locked coun tries. Lomé
non-reciprocal trade pref er ences and the com mod ity pro to cols 
for ba nana, beef and rum would be im por tant for these coun -
tries. The sugar pro to col has an un spec i fied life and has been
in cluded in the EU’s sched ule of com mit ments un der the Uru -
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Brussels, 20.11.1996, COM(96) 570 final).

8 See speeches by Ms. Ferrero-Waldner, President of the Council of the European Union, and Mr. Pinheiro, Commissioner in the European
Commission, on the occassion of the official opening of negotiations on 30 September 1998.

9 See the speech by the Hon. Ms. Billie A. Miller, Deputy Prime Minister of Barbados and President-in-Office of the ACP Council of Ministers, on the
occassion of the official opening of negotiations on 30 September 1998.



guay Round. The dif fer en ti ated ap proach could un der mine the
unity and sol i dar ity of the ACP Group, how ever. 

The con cept of dif fer en ti a tion also emerges in terms of
the ne go ti a tion of the eco nomic part ner ship agree ments be -
tween the EU and the three re gions of the ACP Group or in di -
vid ual coun tries, mod elled along the lines of the EU-South
Af rica free trade agree ment (cur rency be ing ne go ti ated).
This is in tended to strengthen the re gional in te gra tion pro -
cesses in each ACP re gion. How ever, the for ma tion of
fully-fledged free trade ar eas and cus toms un ion within dif -
fer ent ACP re gions will be a for mi da ble task; it took sev eral
de cades to con struct the cus toms un ion ar range ment among
the more de vel oped EU States. Also, the dif fer ent re gional
agree ments could even tu ally lead to a break-up of the ACP
Group’s ho mo ge ne ity and weaken its col lec tive bar gain ing
po si tion against the EU. 

The large num ber of re gional trade agree ments—over
50—would im pose a ma jor bur den on the EU and in volved
ACP States in terms of pre par ing and par tic i pat ing in WTO ex -
am i na tion and re view pro cesses. En suring the WTO com pat i -
bil ity of the EU-ACP re gional trade agree ments with GATT
1994 Ar ti cle XXIV and the rel e vant Un der stand ing, as cur rent
prac tice in di cates, would re quire the par ties to en gage ac tively
and ne go ti ate force fully in the WTO dis cus sions. 

Other pos si bil i ties ex ist. The for ma tion of an ACP-wide
free trade area in the very dis tant fu ture has been con tem plated
to ra tio nal ize the many dif fer ent ex ist ing ACP re gional trade
agree ments. This op tion does not at pres ent ap pear fea si ble
ow ing to dif fi cul ties for the ACP coun tries to agree on a sin gle
plan and sched ule for mu tual free trade with sim i lar com mit -
ments for each part ner coun try in view of the wide dif fer ences
in their lev els of de vel op ment and fac tor en dow ments. Al ter -
na tively, non-LDC ACP States that by de lib er ate choice or for
other rea sons re frain from the re gional eco nomic part ner ships
agree ments could be in te grated into the GSP scheme of the
EU. This op tion re quires, in the first place, the main te nance of
uni lat eral EU GSP scheme and, in the sec ond place, an im -
prove ment of the scheme so that the af fected ACP States’ mar -
ket ac cess con di tions are not eroded. It rep re sents how ever a
down grad ing of pref er en tial ac cess as these ACP coun tries
may ac tu ally have to pay du ties on some prod ucts which pre vi -

ously en tered duty-free. Ac cord ingly, it does not ap pear to be a 
re al is tic prop o si tion. 

An other prin ci pal ne go ti at ing is sue per tains to the ero -
sion of Lomé non-reciprocal trade pref er ences from MFN im -
prove ments (lib er al iza tion) in EU mar ket ac cess con di tions
un der its WTO ob li ga tions. The ero sion will be slight how ever 
as the im ports from ACP States are ei ther al ready bound
duty-free or sub jected to very low MFN rates (less than 3 per
cent for in stance).10 None the less, even af ter all Uru guay
Round con ces sions are fully im ple mented by the EU and other
ma jor in dus tri al ized coun tries, sig nif i cant tar iff bar ri ers in the
form of high tar iff peaks (ex ceed ing 12 per cent ad va lo rem)
will af fect an im por tant per cent age of ag ri cul tural and in dus -
trial prod ucts of cru cial ex port in ter est to de vel op ing coun tries
such as ag ri cul tural sta ples; fruit, veg e ta bles and fish; pro -
cessed (es pe cially canned) food; tex tiles and cloth ing; foot -
wear, leather and leather goods; au to mo biles, other trans port
equip ment and elec tron ics.11 The ACP States’ trade in these
sec tors could con tinue to be stim u lated by way of the pres er va -
tion and better uti li za tion of non-reciprocal trade pref er ences. 

Full rec i proc ity in trade re la tions be tween ACP States
and the EU is likely to be a ma jor ne go ti a tion is sue. Rec i proc -
ity pre sup poses that the par tic i pat ing ACP econ o mies have al -
ready reached a high level of in ter na tional com pet i tive ness
and ma tu rity in their pro duc tion and ad min is tra tive struc tures
in or der to be able to face the intra-regional com pe ti tion,
forego some de vel op ment pol icy in stru ments and in gen eral be 
able to ab sorb re cip ro cal ar range ments and com mit ments.
These con di tions do not yet ex ist in many ACP States and
more over are dif fi cult to de velop in the short run. A very long
tran si tion pe riod would thus be re quired, and dur ing the ad -
just ment pe riod, the non-reciprocal pref er ences would need to
be pre served and con tin ued.

Prolonging in one form or an other the ap pli ca tion of
non-reciprocal Lomé pref er ences to all ACP States would re -
quire val i da tion by the WTO. The Fourth Lomé Con ven tion
ben e fits from a multi-year waiver un der GATT Ar ti cle XXV,
ac corded in De cem ber 1994 un til the ex piry of the Con ven tion.
These pro vi sions com pel the EU and the ACP States to mo bi lize 
sup port for the waiver from three fourths of the to tal WTO
mem ber ship, i.e., about 100 mem bers at pres ent WTO mem ber -
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ship of 133 coun tries. This could be dif fi cult but not im pos si ble,
since the 55 ACP States which are WTO mem bers to gether with 
the 15 EU mem bers could have the nu mer i cal strength to ne go -
ti ate the re quired sup port from other WTO mem bers .

What ever op tions are cho sen , the ne go ti a tions be tween

the EU and ACP Group over the next two years to elab o rate
com mon lan guage and uni fy ing themes on the prin ci pal ne go -
ti at ing is sues will be dif fi cult and com plex, re quir ing sub stan -
tial fi nan cial, tech ni cal and an a lyt i cal re sources as well as
po lit i cal cap i tal.
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VI. FINANCIAL MARKETS AND PRIVATE CAPITAL FLOWS

A year of volatile financial markets

The dif fi culty that fi nan cial mar kets have faced in as sess ing
the re gional and global im pact of the Asian cri sis has been ev i -
dent dur ing 1998 in vol a til ity of as set prices and in de clines in
ma jor cat e go ries of in ter na tional fi nanc ing for most de vel op -
ing re gions which have be come se verer and more wide spread
since the mid dle of the year. The agree ment that the Re pub lic
of Ko rea reached in Feb ru ary with its cred i tor banks to re -
sched ule out stand ing short-term debt led to a sharp re cov ery in 
as set prices and a strength en ing of ex change rates across East
Asia. A stron ger than ex pected per for mance of the United
States econ omy and im proved pros pects for a Eu ro pean re cov -
ery, which sug gested that the de vel oped econ o mies might es -
cape con tam i na tion from the cri sis and pro vide the ex pand ing
ex port mar kets re quired for ad just ment in East Asia, re in -
forced the pos i tive im pact of the debt re struc tur ing, and by the
be gin ning of April it was widely be lieved that con di tions in the 
re gion had sta bi lised and that re cov ery was im mi nent.

This fa vour able view of re cov ery in Asia re ceived a sharp 
re ver sal in May, as po lit i cal un rest in In do ne sia even tu ally
brought down the Gov ern ment and re fo cused in ves tor at ten tion
on the po lit i cal risks of the ad just ment pol i cies that were be ing
pur sued in the re gion. At ten tion was not lim ited to Asian fi nan -
cial mar kets; other emerg ing mar kets in clud ing those as far
apart as South Af rica, Rus sian Fed er a tion and Brazil faced a
rapid exit of for eign cap i tal ac com pa nied by strong sell ing pres -
sure on their cur ren cies. In re sponse to its loss of some $25 bil -
lion in re serves, Brazil an nounced a pack age of spend ing cuts in
ex cess of 3 per cent of GDP and in creased in ter est rates to above 
40 per cent, while in Rus sia of fi cial rates were raised to tri ple
digit fig ures. Al though the mea sures in tro duced in Brazil suc -
ceeded in halt ing and even tu ally re vers ing the cap i tal out flows,
Rus sian Fed er a tion was obliged to raise over night rou ble rates
to 200 per cent to sup port the ex change rate and avoid fi nan cial
melt down as stock prices fell and the trad ing was sus pended on
the Mos cow stock fu tures mar ket.

In ter na tional cur rency and eq uity mar kets were also dis -
turbed by the nu clear tests in In dia and Pa ki stan and the sub se -
quent an nounce ment of in ter na tional sanc tions, as well as by
what ap peared to be a free fall of the yen in June as ru mours of
weak ness in the bank ing sec tor were re in forced by the dif fi cul -
ties at the Long Term Credit Bank. The rapid de cline in the
Jap a nese cur rency cre ated sell ing pres sure in eq uity mar kets in 

the rest of the Asian re gion as in ves tors feared the ero sion of
their com pet i tive ness vis-à-vis Ja pan. It also pro voked the
Chi nese Gov ern ment to an nounce that its pol icy of ex change
rate sta bil ity could not sur vive a sus tained de val u a tion of the
re gion’s other cur ren cies in re sponse to weak ness in the yen.
Al though co or di nated cen tral bank in ter ven tion led by the
United States in sup port of the yen and a po lit i cal agree ment
on a res cue plan for the trou bled Jap a nese bank ing sec tor led to 
sta bili sa tion of the cur rency mar kets and a re cov ery in the Jap -
a nese stock mar ket, this calm was rel a tively short-lived and
both cur ren cies and as set prices were again in rapid de cline
later in the sum mer. As com mod ity prices con tin ued to de -
cline, fi nan cial mar kets shifted at ten tion to wards the im pact of
the cri sis on fis cal and trade bal ances in com mod ity pro duc ing
coun tries, in par tic u lar cer tain Latin Amer i can coun tries and
Rus sia. As a re sult, in Au gust and Sep tem ber there was a
marked re sur gence of fi nan cial in sta bil ity as in ter na tional in -
ves tors fled emerg ing mar kets ir re spec tive of lo cal con di tions
and de serted risk ier as sets in de vel oped mar kets in a “flight to
qual ity”. In creased in sta bil ity was ac com pa nied by falls in ma -
jor cat e go ries of ex ter nal fi nanc ing for de vel op ing and tran si -
tion econ o mies.

Con di tions in the Rus sian Fed er a tion were of par tic u lar
im por tance in the rapid re-emergence of vol a til ity and the rush
to li quid ity in the late sum mer. As noted above, signs of dif fi -
culty first arose in June; ex tremely high in ter est rates had to be
em ployed to de fend the rou ble and there were prob lems in at -
tract ing in ves tors to debt auc tions and for the privatisation of a
large state en ter prise. But by Au gust the dif fi cul ties spread to
other rou ble-denominated as sets, lead ing to the de facto de -
fault of some $30 bil lion in rou ble-denominated gov ern ment
debt, ac com pa nied by a 90-day mor a to rium on pri vate for eign
debt ser vic ing, and pre clu sion of hold ings of short-term
money mar ket in stru ments by for eign ers. The clear ing and
pay ments dif fi cul ties that this cre ated for for eign in ves tors led
to the bank ruptcy of a large United States hedge fund that had
spe cial ised in in vest ing in Rus sian gov ern ment se cu ri ties and
a rapid rush to li quid ity. Un der lying this tur moil was the at -
tempt by some large West ern banks that had lent di rectly or in -
di rectly against the col lat eral of Rus sian gov ern ment debt to
un wind po si tions and real ise prof its to cover losses. These dif -
fi cul ties in what were con sid ered to be well-managed and su -
per vised in sti tu tions led to a rad i cal re as sess ment of risk and a



flight to the most liq uid, least risky in stru ments such as cer tain
gov ern ment bonds and re lated ex change-traded (as op posed to 
cus tom ized, OTC)  interest-rate de riv a tives.. 

The sharp rise in credit spreads be tween non-investment
grade pa per and United States Trea sury se cu ri ties pro duced
mas sive losses in the ar bi trage po si tions of an other (even
larger) United States hedge fund whose share of the mar ket in
such se cu ri ties was so large that the Fed eral Re serve felt it nec -
es sary to co or di nate a res cue of the fund in or der to avoid the
pos si ble break down of mar ket li quid ity in re sponse to the sale
of the fund’s port fo lio to pay cred i tors. Eq uity prices re acted
with steep de clines in 25 emerg ing fi nan cial mar kets in Au gust 
(in 13 cases—Ar gen tina, Brazil,
Chile, Hun gary, In do ne sia, Ma -
lay sia, Mex ico, Peru, Phil ip pines,
Po land, South Af rica, Tur key and
Ven e zuela—the de clines amount -
ing to 25 per cent or more). Latin
Amer i can mar kets gen er ally ex pe -
ri enced larger de clines than those
of East Asia af ter the cri sis in that
re gion. Be tween mid-August and
mid-October in ter na tional bond
is sues by en ti ties from de vel op ing
and tran si tion econ o mies were ex -
tremely rare: the only such is sues
by en ti ties other than those of
Hong Kong (China) and Tai wan
Prov ince of China were two by
Leb a non.

Yield spreads1 on in ter na -
tion ally is sued bonds of de vel op -
ing and tran si tion econ o mies had
al ready tended to rise dur ing the
first half of 1998, but as shown in
fig ure 3, they have been sub ject to
fur ther sharp in creases since Au -
gust. Amongst coun tries which ex -
pe ri enced large out flows of cap i tal 
dur ing this pe riod Brazil lost ap -
prox i mately one-third of its in ter -
na tional re serves in lit tle more
than two months, and both Ar gen -
tina and Chile ex pe ri enced se vere

pres sure on their cur ren cies. Mex ico, with a flex i ble ex -
change-rate pol icy de signed to raise the risks of spec u la tion
against the cur rency, was forced to in crease in ter est rates
sharply in or der to pre vent cap i tal out flows of a mag ni tude that 
would have threat ened a col lapse of the cur rency. 

There was also a re ver sal of the trend to wards a stron ger
dol lar, and sharp down wards re vi sions in fore casts for pri vate
cap i tal in flows to de vel op ing and tran si tion econ o mies. How -
ever, not all de vel op ing econ o mies were equally af fected: in
South and East Asia, for ex am ple, while Hong Kong (China)
ex pe ri enced a sus tained at tack on its cur rency, else where, in
coun tries such as In do ne sia, Re pub lic of Ko rea, Ma lay sia and
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Figure 3: Selected internationally issued emerging market
bonds: yield spread over United States treasury bondsa

(Basis pointsb)

Source: UNCTAD, based on Fi nan cial Times, var i ous is sues.

a Differential between the yield on US dollar bonds issued by the borrowing country and those of the same
maturity issued by the United States Government.

b 1/100th of one per cent.

1 For the definition of yield spread for the case of dollar bonds, see the notes to figure 3.



Thai land ex change rates re mained rel a tively sta ble and the
trend to wards lower in ter est rates con tin ued. None the less, the
events of the sum mer and au tumn of 1998 pro vide an other
stark re minder of the po tency of con ta gion in to day’s in ter na -
tional fi nan cial mar kets as in ves tors un wind po si tions of ten
char ac ter ized by high de grees of le ver age in re sponse to
shocks fre quently orig i nat ing in mar kets in which the share of
their global ex po sure is rel a tively small. 

Anatomy of the financial crisis in the
Russian Federation

Like the East Asian cri sis, the Rus sian cri sis com bines bank -
ing and cur rency cri ses, linked through ex ces sive cur rency ex -
po sure and do mes tic lend ing funded by for eign bor row ing and
cap i tal in flows. How ever, the un der ly ing causes of this cri sis
are quite dif fer ent from those in East Asia, since do mes tic
mac ro eco nomic im bal ances and struc tural and in sti tu tional
weak nesses played a much greater role. 

As part of its ef forts to achieve sta bi li za tion through
con trol of the money sup ply, the Rus sian Gov ern ment fi -
nanced it fis cal def i cit by in creased is sue of short-term trea -
sury bills (known by the ac ro nym, GKO). This led to a rapid
in crease in debt ser vice that reached about one-third of fed eral
spend ing in the first quar ter of 1998. Rus sian banks were the
ma jor buy ers of this pa per, bor row ing dol lars from for eign
banks through repo con tracts2 and gen er at ing ar bi trage prof its
from the sub stan tial dif fer en tial be tween Rus sian and for eign
in ter est rates. Rus sian banks thus as sumed the risk of a de val u -
a tion of the rou ble, but in view of the IMF’s sup port for a sta -
ble ex change rate this risk was con sid ered to be low. 

About a quar ter of the sub se quently de faulted gov ern -
ment debt was pur chased di rectly by for eign in ves tors, some
of whom fi nanced their pur chases with rou bles re ceived on
repo agree ments with Rus sian banks. These in ves tors hedged 
their as so ci ated cur rency risks with non-deliverable for ward
con tracts worth about $40 bil lion pur chased from Rus sian as
well as from West ern banks. They were faced with losses of
100 per cent of their po si tions when the sus pen sion of pay -
ment on the bonds be came de facto de fault and res o lu tion of
the for ward con tracts was pro hib ited. The sit u a tion was ag gra -
vated by the sus pen sion of pay ment on for wards by West ern
banks as well.

While do mes tic fac tors were re spon si ble for the Rus sian 

Fed er a tion’s in creased vul ner a bil ity, the Asian cri sis played a
cru cial role in trig ger ing the cri sis through its im pact, firstly,
on per ceived in ter na tional lend ing risk and, sec ondly, on com -
mod ity prices, par tic u larly those of oil and other pri mary prod -
ucts which con sti tute the ma jor ity of the Rus sian Fed er a tion’s
ex ports. The fall in com mod ity prices re versed the Rus sian
pay ments bal ance from a sur plus of $3.9 bil lion in the first half 
of 1997 to a def i cit of around $6 bil lion for the first half of
1998. In the ab sence of other sources of for eign ex change, rou -
ble sta bil ity re quired in ter ven tion that re sulted in a de cline in
re serves and higher in ter est rates to at tract cap i tal in flows.
How ever, when in ter est rates on gov ern ment se cu ri ties rock -
eted to above 100 per cent, the de cline in the value of gov ern -
ment se cu ri ties led to mar gin calls on Rus sian banks for
ad di tional col lat eral on their repo loans from for eign cred i tors.
Rus sian banks thus had to find funds to pur chase ad di tional
gov ern ment se cu ri ties to re store the col lat eral for their loans at
just the time when the cen tral bank was drain ing li quid ity from 
the mar ket to de fend the ex change rate and for eign lend ers
were un will ing to in crease their ex po sure to Rus sian banks.
The banks’ ef forts to bor row more were trans ferred to the in -
ter bank money mar ket, but lack ing cen tral-bank sup port for its 
li quid ity, this mar ket proved un able to meet these ad di tional
de mands for fund ing and ceased to func tion.

Thus, the only re main ing al ter na tive for the banks was 
to close their repo po si tions by re pay ing the bor rowed dol -
lars. This cre ated ad di tional de mand for dol lars and in -
creased down ward pres sure on the ex change rate and
in ter na tional re serves, pro vok ing fur ther mon e tary tight en -
ing by the cen tral bank and fur ther falls in the prices of gov -
ern ment se cu ri ties. These in turn gen er ated ad di tional
mar gin calls and a fur ther de mand for dol lars in what be -
came an un sus tain able spi ral that re duced re serves at the
rate of ap prox i mately $4 bil lion a month. A wider band for
the rou ble/dol lar ex change rate was in tro duced in the third
week in Au gust around a new cen tral rate cor re spond ing to a 
rou ble de pre ci a tion of more than 25 per cent and was ac -
com pa nied by var i ous emer gency mea sures in clud ing a
90-day mor a to rium on ob li ga tions on se lected pri vate for -
eign debts with a ma tu rity of more than 180 days and on
those due to mar gin calls and for eign ex change con tracts as
well as other cap i tal con trols. The gov ern ment also an -
nounced a mor a to rium on its own debt in an tic i pa tion of a
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2 A “repo” or repurchase agreement is a contract between a seller and a buyer of securities (usually those issued by a government) under which the
former repurchases them from the latter at a higher price some time in the future. These contracts are used in many financial markets as a vehicle for
short-term financing of inventories of securities, where the securities being financed serve as collateral for the loans. 



forced con ver sion of GKO’s and other bonds ma tur ing in
1999 into lon ger-term debt in stru ments. 

The mor a to rium pro duced large losses for for eign in -
vest ment funds and banks as the full value of the de faulted se -
cu ri ties had to be writ ten off, and ad di tional losses re sulted
from the sus pen sion of pay ment of for ward ex change con -
tracts.3 For Rus sian banks the losses as so ci ated with the cri sis
are es ti mated at 40 per cent of their as sets and all are con sid -
ered to be tech ni cally in sol vent.4 On the other hand, the losses
for West ern banks were not sub stan tial,5 al though they were
an im por tant fac tor in ini ti at ing the global li quid ity cri sis that
pushed fi nan cial mar kets to the point of break down. 

Exchange rate movements

As noted above, ex change-rate changes brought about sub -
stan tial shifts in the rel a tive com pet i tive ness of dif fer ent coun -
tries and re gions as mar kets re acted to the Asian cri sis. In
ad di tion to the sharp fluc tu a tions in the ex change rates of the
Asian coun tries af fected, 1998 has also wit nessed in creased
vol a til ity in the for eign ex change mar kets of sev eral other de -
vel op ing coun tries as well as in the ma jor in ter na tion ally
traded cur ren cies, the dol lar, the yen and the Eu ro pean cur ren -
cies, no ta bly the mark. Given Ja pan’s link ages to the rest of
Asia and its in ter nal eco nomic dif fi cul ties, the yen was es pe -
cially hard hit, and by the late spring mar ket par tic i pants were
sell ing the cur rency ag gres sively in what ap peared to be a to tal
col lapse of con fi dence. As al ready noted, the re sult ing de pre -
ci a tion was halted only by com bined in ter ven tion in sup port of 
the yen in the early sum mer. 

Since the Rus sian cri sis was ini tially con sid ered as a
threat to the sta bil ity of the Ger man bank ing sys tem, the ma jor
lender to the area, ini tial re ac tions in cluded a strength en ing of
the dol lar against the mark. This ten dency was soon re versed
as large United States hedge funds6 were asked for in creased
col lat eral on their Rus sian po si tions and had to re duce the size
of their bal ance sheets. Since many in sti tu tions had been
arbitraging the large dif fer en tial be tween yen and dol lar in ter -
est rates, the in creased need for li quid ity caused firms to ex tin -
guish these po si tions, thus buy ing yen and sell ing dol lars.
More over, the con tin ued de te ri o ra tion in the United States
trade bal ance and the slow ing of the coun try’s econ omy cre -
ated ex pec ta tions that the Fed eral Re serve would move
quickly to cut in ter est rates, thereby re in forc ing the down ward
move ment of the dol lar against the yen and the mark. While
the weak ness of the dol lar is likely to be as so ci ated with mar -
ket vol a til ity and make ex pan sion in Ja pan7 and Eu rope more
dif fi cult, it can also be ex pected to re duce the like li hood of a
de val u a tion in Hong Kong and China ow ing to its af fects on
the com pet i tive ness of their cur ren cies vis-à-vis the yen, and
ease pres sures on the Latin Amer i can econ o mies that have for -
mal or in for mal links to the dol lar. It will also ease some of the
pres sure on com mod ity pro duc ers, the ma jor ity of pri mary
com mod i ties be ing priced in dol lars, while im ported goods are 
priced in a wider va ri ety of cur ren cies. 

Thus the be hav iour of ex change rates in de vel op ing
coun tries has been in flu enced by the move ments in the ma jor
cur ren cies.8 The Hong Kong dol lar, the Chi nese renminbi and
the Argentinian peso have re mained sta ble at their fixed rates
to the dol lar. The Bra zil ian real has fol lowed a path of grad ual

36 W O R L D    E C O  N O M I C    S I T  U  A  T I O N    A N D    P R O S  P E C T S    F O R    1 9 9 9

3 Credit derivatives, another instrument to which banks had recourse to control risks associated with their investments in the short-term debt of the
Russian government, have also been the subject of difficulties since the moratorium. These are designed to provide protection against credit risks,
payouts being triggered by events such as defaults, downgrading of a borrower’s credit rating or changes in the yield spread of debt in relation to some 
reference asset. The difficulties have resulted from disagreements over the interpretation of clauses specifying the default events triggering payouts,
in particular whether the Russian moratorium constitutes such an event. 

4 For further detail see, “The Russian Crisis”, a paper prepared jointly by the secretariats of the United Nations Conference on Trade and Development
and the United Nations Economic Commission for Europe, Geneva, October, 1998.

5 In the case of German banks, for example, whose lending to Russia amounts to more than 50 per cent of the total by international banks, their assets in
Russia are less than 5 per cent of their total foreign assets.

6 Hedge funds are private investment pools which originally acquired their name because they used a form of spread trading in which long positions in
investments expected to increase in value were balanced by short positions in the same type of assets that were expected to decline in value. These
funds now typically follow more aggressive strategies based on high levels of leverage and remuneration of managers consisting primarily of
percentages of investment profits. The most widely discussed case of recent difficulties among such funds is that of Long-Term Capital Management
(LTCM), for which the United States Federal Reserve organised a consortium of creditors and investors for the purpose of an injection of emergency
financing to prevent the fund from becoming insolvent owing to losses on highly leveraged positions in such instruments as United States
government bonds and the shares of companies involved in takeover activity, as well as Russian securities. But difficulties were also experienced by a 
number of other hedge funds, in many cases owing to the movements in asset prices following the Russian financial crisis.

7 A stronger yen is, however, beneficial to the capital position of Japanese banks since it reduces the capital requirement on the yen value of foreign
assets while the rise in equity prices that has accompanied yen appreciation increases their unrealised profits on equities in the investment portfolio
that are part of tier-2 capital.

8 For a composite indicator of exchange rates for selected countries, see table A.11.



de pre ci a tion ac cord ing to an ad just able peg for mula, de spite
heavy spec u la tive pres sure, at the cost of a sub stan tial loss of
re serves. In Chile ex ter nal pres sures have led to changes in the
fluc tu a tion band for the peso/dol lar rate and to a new rule for
the cen tral rate to ac com mo date a more rapid de pre ci a tion. Re -
serve re quire ments on cap i tal in flows have also been re laxed
to al le vi ate the pres sure on the cur rency. In Co lom bia the fluc -
tu a tion band for the peso/dol lar rate was shifted by an amount
cor re spond ing to a 9 per cent de pre ci a tion of the cen tral rate
for the peso. In Ven e zuela, where the ef fects of weak oil prices
have been ac com pa nied by an un cer tain po lit i cal out look, the
Gov ern ment has so far man aged to with stand down ward pres -
sures on the bo li var with out al ter ing its cur rency re gime of a
fluc tu a tion band around a cen tral rate sub ject to small monthly
ad just ments. In Mex ico, which has a float ing ex change rate,
the peso has ex pe ri enced a sub stan tial de pre ci a tion dur ing
1998 which at one point ex ceeded 25 per cent. 

Cur rencies in Asia have con tin ued to fluc tu ate widely
but on a gen er ally im prov ing trend. Ex change rates in the re -
gion have been in flu enced both by fac tors spe cific to in di vid -
ual coun tries, and by the move ment of the yen rel a tive to the
dol lar. A num ber of cur ren cies have achieved a mea sure of
sta bil ity af ter mid-summer tur bu lence. The In do ne sia ru piah
went from 8000 at the be gin ning of the year to above 15000 at 
the height of the po lit i cal cri sis, but has now re turned to a
range around 8000. The Tai wan ese dol lar, backed by sub -
stan tial re serves and a rel a tively strong eco nomic per for -
mance, none the less fell from 28 to around 35 to the dol lar in
mid-year be fore strength en ing more re cently. The Ma lay sian
ringgit fell steadily through out the year to more than 4.20 to
the dol lar un til the in tro duc tion of ex change con trols in Sep -
tem ber when the rate was fixed at 3.8 to the dol lar. Two cur -
ren cies have im proved steadily over the year. The Thai baht
has ap pre ci ated by around 30 per cent against the dol lar, but
with a set back dur ing the sum mer. The Ko rean won has also
ap pre ci ated, sta bi lis ing in a range around 1300 to the dol lar
com pared with 1800 at the be gin ning of the year. The ap par -
ent re turn of sta bil ity in ex change rates in coun tries such as
In do ne sia, Thai land and the Re pub lic of Ko rea has also been
as so ci ated with ero sion of some of their in creased com pet i -
tive ness achieved since 1997 and thus may pres age fu ture
cur rency ad just ments in the re gion. How ever, other de vel op -
ing coun tries that have been de pend ent on com mod ity earn -
ings to pre serve cur rent-account bal ance have been
es pe cially hard hit by re cent de vel op ments. Rus sia and sev -
eral Latin Amer i can econ o mies are out stand ing ex am ples, as

are some OECD coun tries such as Can ada, Aus tra lia and
New Zea land which have also ex pe ri enced de pre ci a tions of
ap prox i mately 10 per cent.

Some policy responses

Pol icy re sponses in de vel op ing coun tries to re cent con di tions
in in ter na tional fi nan cial mar kets have var ied. Some gov ern -
ments have felt con strained to take mea sures aimed at re stor -
ing cap i tal in flows, whilst oth ers have been con cerned mainly
to shield their do mes tic econ o mies from the im pact of vol a tile
cap i tal flows or have been able to main tain the over all thrust of 
their mac ro eco nomic pol i cies largely un changed. 

Hong Kong (China) and Ma lay sia, for ex am ple, have
moved in dif fer ent ways to pre vent cap i tal flows from threat en ing 
do mes tic mac ro eco nomic sta bil ity. In a se ries of mea sures start -
ing in mid-August, the au thor i ties in Hong Kong (China), the lo -
ca tion of one of the world’s fre est fi nan cial mar kets, acted to
squeeze or re strict short sell ing of eq ui ties and thus limit spec u la -
tive strains on its cur rency and on share prices. A ma jor tar get of
this in ter ven tion was the so-called “dou ble play”, in which spec u -
la tors com bined short sales of stock or stock fu tures with the pur -
chase of United States dol lars against Hong Kong dol lars. Un der
Hong Kong’s Cur rency Board sys tem, the pur chase of dol lars au -
to mat i cally re duces do mes tic li quid ity and puts up ward pres sure
on in ter est rates, in creas ing the costs of fi nanc ing long stock po si -
tions and thus pro duc ing pres sure to sell shares and caus ing
prices to fall. This cre ates the pos si bil ity to profit by clos ing the
prior short sales of stock at the lower prices. To di min ish the prof -
it abil ity of such trades the Hong Kong Mon e tary Au thor ity pur -
chased stock (es ti mated at about US $15 bil lion) to pre vent the
fall in stock prices and cre ate losses for short sell ers forced to
close po si tions at higher prices. Other steps taken to curb spec u la -
tion were mar gin sur charges on large po si tions in the stock fu -
tures mar ket and a tem po rary mor a to rium on short sell ing of three 
of the most im por tant shares traded in Hong Kong (China).

At the be gin ning of Sep tem ber, with the ob jec tives of
keep ing in ter est rates low to coun ter de te ri o rat ing pros pects
for growth and to lessen the pres sure of non-performing loans
on its bank ing sec tor, Ma lay sia in tro duced strin gent new ex -
change con trols af fect ing cur rent as well as cap i tal trans ac -
tions. These con trols are de signed to re strict trad ing out side
Ma lay sia of fi nan cial as sets de nom i nated in ringgit. Of fi cial
ap proval will now be re quired for most cross-border cap i tal,
and some cur rent, trans ac tions, and ringgit de pos its held off -
shore were to be re pa tri ated within a month of the an nounce -
ment of the mea sures.

In China a num ber of in ter na tional trust and in vest ment 
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cor po ra tions have failed to meet in ter est pay ments to cred i -
tors and one, Guangdong In ter na tional, had to be closed
down when it could no lon ger meet its ex ter nal ob li ga tions,
reach ing $3 bil lion. This has been taken as an in di ca tion of
the de ter mi na tion of the au thor i ties not to bail out in sol vent
fi nan cial in sti tu tions. The coun try gen er ally re quires ap -
proval of for eign in debt ed ness by its fi nan cial and
non-financial in sti tu tions in or der to guar an tee re pay ment,
and clo sure of Guangdong In ter na tional is likely to en tail
con sid er able losses for un guar an teed for eign lend ers. Else -
where in East Asia the tur bu lence in in ter na tional fi nan cial
mar kets has not in most cases se ri ously dis rupted move ments 
to wards lower in ter est rates and the more sta ble ex change
rates al ready men tioned. How ever, the trend to wards more
fa vour able fi nan cial con di tions is tak ing place in the con text
of fore casts of slow or neg a tive GDP growth in 1998-1999
and low cap i tal in flows (dis cussed be low).

In Latin Amer ica, as al ready noted, in the af ter math of
the Rus sian fi nan cial cri sis Brazil has ex pe ri enced sus tained
cur rency at tacks. The Gov ern ment had ear lier re laxed ex ist ing
con trols on cap i tal flows in or der to fa cil i tate in flows, but
these have sub se quently been tight ened as the cri sis per sisted.
At the time of writ ing the Gov ern ment has just an nounced new 
mea sures of fis cal aus ter ity sup ported by a $41.5 bil lion ex ter -
nal fi nan cial pack age mo bi lized by the IMF. It would be pre -
ma ture to at tempt to eval u ate their pros pects for suc cess in
main tain ing the ex change rate. But it is gen er ally ex pected that 
the res cue plan will lead to a re ces sion, and the cru cial ques -
tion is whether in ter na tional in ves tors and lend ers can be per -
suaded to sup port a shrink ing econ omy. 

Else where in Latin Amer ica a num ber of coun tries con -
tinue to be ad versely af fected by weak ness of de mand for pri -
mary com mod i ties. The ad verse ef fects of such weak ness on
trade and fis cal bal ances are ca pa ble of dis rupt ing ex ter nal fi -
nanc ing and per haps of even tu ally lead ing to large shifts in the
pat tern of re gional ex change rates. The pol icy re sponses to re -
cent pres sures in Mex ico (which in cluded the sharp de pre ci a -
tion of the peso/dol lar ex change rate men tioned above) have
in cluded tighter mon e tary pol icy and a draw ing of the full $2.6 
bil lion avail able un der a credit line ar ranged with 33 in ter na -
tional banks in No vem ber 1997 (shortly be fore the credit line
be came due for re newal on terms which were ex pected to be
less fa vour able to the coun try). Con scious of the strain to

which in ter na tional fi nan cial tur bu lence pe ri od i cally sub jects
its cur rency-board re gime (strains so far suc cess fully with -
stood) and of the dif fi cul ties of meet ing over the next sev eral
months its an tic i pated ex ter nal fi nan cial needs from the cap i tal 
mar kets, Ar gen tina has ne go ti ated an ad di tional pack age of
loans from mul ti lat eral fi nan cial in sti tu tions. The coun try was
also the first in the re gion to ar range an in ter na tional bond is -
sue since the Rus sian fi nan cial cri sis.

Prospects for private capital flows 
to emerging markets

More un fa vour able con di tions in in ter na tional fi nan cial mar kets 
since mid-1997 ini tially had un even ef fects on dif fer ent re gions. 
In East and South Asia ma jor cat e go ries of ex ter nal fi nanc ing
de clined sharply in 1997, and this trend ac cel er ated in the first
half of 1998: the ex po sure of BIS-reporting banks to the re gion,
for ex am ple, ac tu ally de creased by more than $50 bil lion (af ter
ad just ment for the ef fect of changes in ex change rates), a large
part of the con trac tion be ing con cen trated in the four coun tries,
In do ne sia (by $8.9 bil lion), Re pub lic of Ko rea ($20.6 bil lion),
Ma lay sia ($4.3 bil lion), and Thai land ($13.8 bil lion).9 Else -
where the main ini tial man i fes ta tions of the more un fa vour able
en vi ron ment were pe ri ods of tur bu lence in cur rency and stock
mar kets but ex ter nal fi nan cial flows were less af fected. 

Dur ing 1998, how ever, there has also been a de cel er a tion
of these flows to most emerg ing fi nan cial mar kets out side East
and South Asia. For ex am ple, the (ex change-rate-adjusted) ex -
po sure of BIS-reporting banks to Latin Amer ica ac tu ally con -
tracted in the sec ond quar ter of 1998 (af ter in creas ing by $15.6
bil lion in the first quar ter), as did their ex po sure to Af rica. The
in crease in their ex po sure to the tran si tion econ o mies of East ern
Eu rope and of the for mer USSR fell from $6.5 bil lion in the first 
quar ter of 1998 to $4.2 bil lion in the sec ond, and only for West
Asia of the ma jor de vel op ing re gions did the level of bank lend -
ing ac tu ally in crease in the sec ond quar ter (sus tained to a sig nif -
i cant ex tent by syn di cated loan fa cil i ties for Saudi Ara bian oil
com pa nies). Net flows to de vel op ing and tran si tion econ o mies
from new ex ter nal bond is sues re mained rel a tively buoy ant in
the first two quar ters of 1998 for Latin Amer ica (at $20.6 bil -
lion) and for the tran si tion econ o mies of East ern Eu rope and the
coun tries of the for mer USSR (at $7.6 bil lion). How ever, net is -
sues by coun tries of East and South Asia amounted to only $3.3
bil lion, much of this be ing due to those of Re pub lic of Ko rea.
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9 See “International Banking and Financial Market Developments”, BIS Quarterly Review, November 1998, table 6A. The BIS’s alternative
semi-annual reporting system for the consolidated international claims of reporting banks shows similar figures for exchange-rate-adjusted changes
in exposure. 



Flows in this form con tracted sharply in the third quar ter, in part
as a re flec tion of the vir tual halt in new ex ter nal bond is sues by
de vel op ing and tran si tion econ o mies af ter the Rus sian cri sis
dis cussed above: net flows to East ern Eu rope and coun tries of
the for mer USSR, the only re gion not ex pe ri enc ing a fall, were
due al most en tirely to the Rus sian Fed er a tion’s ex change of do -
mes tic Trea sury bills for Eu ro dol lar bonds.

Af ter the mid dle of 1997 fore casts for pri vate cap i tal
flows to de vel op ing and tran si tion econ o mies were ini tially
less af fected than those for GDP by the de te ri o ra tion in the
eco nomic out look. How ever, as shown in the ac com pa ny ing 
charts, since the mid dle of 1998 this has changed: re cent es -
ti mates of the In sti tute of In ter na tional Fi nance (IIF) and
J.P. Mor gan of the out-turn for to tal net cap i tal flows to
emerg ing mar kets for the year as a whole have been re vised
down wards by about 25 per cent (fig ure 4), and the most re -
cent fore cast of J.P. Mor gan for 1999 is of a re duc tion of al -
most 50 per cent in such flows (though the IIF fore cast
some what ear lier lit tle change in com par i son with its lower
es ti mate for 1998) (fig ure 5). 

 The larg est down ward re vi sions for 1998 in volve bank
lend ing and port fo lio in vest ment, and all ma jor re gions are af -
fected. The one cat e gory of fi nanc ing that has been rel a tively
lit tle af fected by these re vi sions is FDI (fig ure 4), whose rel a -

tive buoy ancy may re flect the in flu ence of in creased ac qui si -
tion of busi nesses in East and South Asia in re sponse to lower
prices in for eign ex change due to cur rency de pre ci a tion and
the lib er al iza tion of some con trols on in ward in vest ment. J.P.
Mor gan’s fore cast down turns for 1999 ap ply to all ma jor re -
gions (fig ure 5). More over all cat e go ries of fi nanc ing are ex -
pected to con tract, though the fore cast re duc tion for FDI (at 17
per cent) is less than for the oth ers.

How ever, in view of the se ver ity and the du ra tion of the
cur rent global li quid ity crunch, even these down ward re vi -
sions may un der state the even tual de cline in cap i tal flows for
the com ing year. Given that the new-issue mar ket for United
States cor po ra tions has re cov ered very slowly from a vir tual
halt in ac tiv ity in the au tumn of 1998, it is un likely that emerg -
ing mar kets will fare much better. If firms have dif fi culty rais -
ing funds for do mes tic in vest ment, this is likely to ex tend to
their cross-border di rect in vest ment as well. Com mer cial
banks in the United States have stepped in to re place some of
the fi nanc ing slack, but only for better-grade bor row ers. Also
in dic a tive of the cur rent re luc tance of banks to com mit ad di -
tional funds to emerg ing-market bor row ers is the fail ure of any 
pri vate lend ers to par tic i pate in the Bra zil ian res cue pack age,
al though they have agreed to an in for mal roll over of the coun -
try’s short-term debt.
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Figure 4: Revisions in forecasts of capital flows to selected
developing and transition economies, 1998-1999

Source: UNCTAD, based on J.P. Mor gan, World Fi nan cial Mar kets and In sti tute of In ter na tional Fi nance, Inc. (IIF) Cap i tal Flows of Emerging Mar ket Econ omies.

a Change between end-March and end-June in net capital inflows.
b Change between end-June and end-September in net capital inflows.
c Change between end-April and end-September in net private inflows.
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Figure 5: Forecast changes in capital flows to selected
developing and transition economies, 1998-1999

Source: UNCTAD, based on J.P. Mor gan, World Fi nan cial Mar kets, 7 Oc to ber 1998, and In sti tute of In ter na tional Fi nance, Inc. (IIF), Cap i tal Flows to
Emerging Mar ket Econ omies, 29 Sep tem ber 1998. (See fig ure 4 for types of flows in cluded.)
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VII. OFFICIAL DEVELOPMENT FINANCE AND DEBT

Recent trends in official finance

Of fi cial de vel op ment as sis tance (ODA) and other de vel op -
ment fi nance from the main aid-giving in dus trial ised coun tries 
have de clined sig nif i cantly since the be gin ning of the 1990s.
Long be fore the threat of more lim ited ac cess to credit, in the
wake of the Asian fi nan cial cri sis, there has been an “ODA
crunch”. Poor coun tries that rely heavily on ODA are ex pe ri -
enc ing re duced aid flows as they now con front fall ing com -
mod ity prices and pos si bly de creas ing ex port earn ings.
Mean while, their ac cess to pri vate fi nance for in vest ment re -
mains lim ited. If this sit u a tion per sists, ad just ment and re form
programmes in a large num ber of low-income coun tries would 
be at risk. So would their agen das for pov erty re duc tion and
so cial and hu man de vel op ment.

Official resource flows

ODA flows started to de cline in nom i nal terms in 1995. Avail -
able es ti mates in di cate a par tic u larly sharp drop in the level of
such as sis tance in 1997, to $49 bil lion from al most $58 bil lion
in the pre vi ous year. Falling bi lat eral flows ac counted for most 
of this de cline. Of fi cial aid to coun tries in tran si tion and
higher-income de vel op ing coun tries peaked at $8.5 bil lion in
1995, be fore fall ing to $5.7 bil lion in 1996 and re cov er ing
again to a pro jected level of $7 bil lion in 1997. Other de vel op -
ment fi nance flows fluc tu ated around a de clin ing trend dur ing
the first half of the 1990s, be fore un der go ing a marked con -
trac tion in 1996-1997. The de cline of ODF has par al lelled the
de cline of ODA.

The least de vel oped coun tries (LDCs) and other
low-income coun tries have been par tic u larly af fected by the
de cline in ODA, and have not as a gen eral rule been able to
com pen sate the short fall in of fi cial de vel op ment fi nance by re -
course to pri vate fi nanc ing. Of fi cial flows still ac counted for
over 90 per cent of to tal re source flows to the LDCs in 1997,
and about 55 per cent in the case of other low-income coun -
tries.1 ODA flows to the LDCs peaked at $16.6 bil lion in 1995. 
They have since con tracted sharply, fall ing to $12 bil lion in
1997 ac cord ing to pro vi sional es ti mates. The net flow of other
de vel op ment fi nance to these coun tries has been neg li gi ble.

ODA flows to other low-income coun tries dropped from $32
bil lion in 1995 to an es ti mated $25 bil lion in 1997 (see ta ble 6).

Of fi cial de vel op ment fi nance over all de clined by al most 
$20 bil lion over 1996-1997. On the other hand, to tal of fi cial
re source flows, which in clude IMF non-concessional lend ing,
showed sig nif i cant in crease in 1997, as a re sult of IMF res cue
pack ages for East Asian coun tries.

Donors’ aid budgets

Pre lim i nary es ti mates for 1997 of aid pro vided by the coun -
tries that are mem bers of the De vel op ment As sis tance Com -
mit tee (DAC) of OECD in di cate that, as a per cent age of these
do nors’ com bined GNP, ODA has fallen for five con sec u tive
years. The share of ODA in GNP fell from 0.33 per cent in
1992 (the level main tained dur ing the first three years of the
de cade) to 0.22 per cent in 1997. This is the low est ra tio re -
corded since 1970, when the United Na tions adopted the over -
all ODA tar get of 0.7 per cent of do nor coun tries’ GNP.2

More over, the share of ODA to LDCs as a per cent age of DAC
do nors’ GNP has con tracted sharply. It fell from 0.09 per cent
of at the start of the de cade to 0.05 per cent in 1996.

The re cent fall in ODA was largely the re sult of cuts in the 
aid bud gets of the G-7 coun tries. The United States (0.08 per
cent in 1997) and Ja pan (0.11 per cent) re cord the low est
ODA/GNP ra tios. Ja pan re mains the most im por tant do nor in
dol lar terms, fol lowed by France, the United States and Ger -
many. To gether these four coun tries ac counted for some 58 per
cent of to tal DAC ODA in 1997. Among the G-7 coun tries, the
United King dom has re af firmed its com mit ment to meet ing the
0.7 per cent ODA tar get and re vers ing the de cline in its aid.

A num ber of smaller do nor coun tries have stead fastly im -
ple mented their ODA programmes. Aid from coun tries that are
not mem bers of the G-7 has re mained broadly sta ble since 1992. 
The ODA programmes of Ire land, Lux em bourg, New Zea land
and Por tu gal have in deed been grow ing strongly. Four DAC
mem bers, Den mark, the Neth er lands, Nor way and Swe den
have main tained their aid above the 0.7 per cent tar get. In ad di -
tion, they have met the spe cial tar gets for ODA to the LDCs set
at the Sec ond United Na tions Con fer ence for the LDCs in 1990.

1 OECD, External debt statistics: Resource flows, debt stocks and debt service, 1986-1997, Paris 1998.
2 Information on donor countries’ aid performance in 1997 is from press release SG/COM/NEWS(98)64, DAC/OECD, 18 June 1998.



The outlook and role of ODA

Pros pects for a re ver sal of the trend of de -
clin ing aid and re newed ODA growth are
highly un cer tain. The fi nan cial cri sis that
has spread from East Asia in creases claims
on global re sources, es pe cially to cover un -
ex pected debt ar range ments, and could con -
trib ute to a fur ther re duc tion in tra di tional
aid programmes in the long run. This could
have im por tant im pli ca tions for, inter alia,
the re source base of mul ti lat eral in sti tu tions, 
in clud ing the concessional win dows of the
de vel op ment banks. For ex am ple, al ready
the re plen ish ments of the Af ri can De vel op -
ment Fund in 1996 and of the Asian De vel -
op ment Fund in 1997 fell be low ini tial
tar gets. An other ex am ple is the de cline in
IBRD net in come at the same time as po ten -
tial de mands on this in come are in creas ing3.
This might re duce World Bank re sources
sup port ing spe cial programmes for the
poor est coun tries, in clud ing debt re duc tion
and the HIPC Trust Fund.

In this re spect, two par tic u larly im -
por tant is sues were on the in ter na tional
agenda at the end of 1998. One was the long out stand ing is sue
of se cur ing the long-term fi nanc ing of ESAF op er a tions, the
centre piece of IMF sup port for low-income coun tries. The other 
was the con clu sion of the ne go ti a tions of the twelfth re plen ish -
ment of the IDA. The lat ter was suc cess fully re solved as rep re -
sen ta tives of 39 do nor coun tries reached a re plen ish ment
agree ment in No vem ber 1998. This will al low IDA to pro vide
concessional lend ing of $20.5 bil lion to the poor est de vel op ing
coun tries over FY2000-2002. New con tri bu tions from do nor
coun tries to this pack age amount to some $11.6 bil lion.4

The cur rent ODA crunch may force a re con sid er a tion of
the role of aid in en cour ag ing the mo bi li sa tion of pri vate fi -
nance for in vest ment in the de vel op ing coun tries, in par tic u lar
in the low-income coun tries. ODA could be used as a le ver age
for mo bi li sa tion of pri vate fi nance, es pe cially in de vel op ing
the in fra struc ture in these coun tries. Im proved in fra struc ture

fa cil i ties can be seen as a pre con di tion for growth and over all
de vel op ment in the poor est coun tries, and for im prov ing their
pros pects of at tract ing pri vate cap i tal. Con trib uting to in fra -
struc ture pro ject fi nanc ing in the form of par tial fund ing on
concessional terms or grants, or through par tial risk guar an -
tees, could play a role as a cat a lyst for such fi nanc ing.5

Ad e quate re sources are also needed to achieve the de -
vel op ment pol icy goals set by the in ter na tional com mu nity, in
ar eas such as pov erty re duc tion, im proved ed u ca tion, health
and gen der equal ity, en vi ron men tal sustainability and gov er -
nance. An ex am ple is the DAC tar get to re duce by one-half the
pro por tion of the world’s pop u la tion liv ing in ex treme pov erty
by the year 2015.6 More re cently, sim i lar ob jec tives for Af rica
were set in the agenda for ac tion en dorsed by the Sec ond To -
kyo In ter na tional Con fer ence on Af ri can De vel op ment in Oc -
to ber 1998. To be ef fec tive, such tar gets need to be sup ported
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Table 6. Official finance for development: 1990-1997
(Billions of dollars)

1990 1995 1996 1997 a

Of fi cial de vel op ment as sis tance (ODA) 50.6 59.8 57.9 49.0
of which to least de vel oped coun tries (LDCs) 15.4 19.6 14.2 12.0
of which to other low-income countries 26.5 32.0 29.0 25.0

Other official aid 2.3 8.5 5.7 7.0

Other de vel op ment fi nance (non-concessional) 23.7 21.1 14.5 14.0
of which to LDCs 0.9 0.0 0.0 0.0
of which to other low-income countries 5.5 3.3 4.0 3.0

To tal of fi cial de vel op ment finance 76.5 89.3 78.1 70.0
Net use of IMF credit b -2.2 11.6 -2.9 14.4
To tal of fi cial re source flows, in clud ing IMF credit 74.3 100.9 75.2 84.4

Mem o ran dum items:
To tal ODA as per cent age of DAC do nors’ GNP 0.33 0.27 0.25 0.22
ODA to LDCs as per cent age of DAC do nors’ GNP 0.09 0.06 0.05 ..

Source: OECD Ex ter nal Debt Sta tis tics: Re source Flows, Debt Stocks and Ser vice, 1986-1997 and
OECD, De vel op ment Co-operation, 1996 and 1997 re ports.

Note: ODA, as re corded by the De vel op ment As sis tance Com mit tee of the OECD, ex cludes of fi cial 
aid to a num ber of higher-income coun tries, which to gether with aid to coun tries in tran si tion is
in cluded in the item “other of fi cial aid” above.

a Provisional.
b Non-concessional flows from the IMF General Resources Account (GRA).

3 See paragraph 12 of the communique of the Development Committee dated 17 April 1998. See also Financial Times, “World Bank ’s loans to prop up 
Asia leave little for the poor ”, 2 April 1998.

4 The rest of the package comes mainly from repayment of earlier credits and contributions from the World Bank itself.
5 See UNCTAD, The Least Developed Countries 1998 Report, Part one, chapter II.
6 See Shaping the 21st Century: The contribution of development co-operation, OECD, May 1996.



by new aid flows and strong com mit ments to elim i nate the
poor est coun tries’ debt over hang.

Implementation of the HIPC initiative, and new
challenges to the international debt strategy

In 1998, the in ter na tional com mu nity pur sued its ef forts to
pro vide a last ing so lu tion to the poor est coun tries’ debt prob -
lems within the frame work of the HIPC (heavily in debted poor 
coun tries) ini tia tive. At the same time, new chal lenges such as
the need to pro vide debt re lief for poor coun tries in a
post-conflict sit u a tion and to the coun tries struck by nat u ral di -
sas ter in Cen tral Amer ica, have ap peared.

Progress in the HIPC initiative

By the end of 1998, 10 HIPCs—out of 40 cur rently in cluded in 
this cat e gory7—had seen their cases re viewed un der the ini tia -
tive. Benin and Sen e gal have both con cluded exit agree ments
with the Paris Club. Their debts are deemed sus tain able and
hence will not be con sid ered for fur ther re lief. Uganda,
Bolivia, Burkina Faso and Guy ana were de clared el i gi ble for
HIPC as sis tance in 1997, and Côte d’Ivoire, Mo zam bique and
Mali qual i fied in 1998. Ar range ments for Guinea-Bissau were
de layed by the con flict in that coun try. The ac tual de liv ery of
full HIPC as sis tance, no ta bly re lief on debts to mul ti lat eral in -
sti tu tions, takes place later af ter a pe riod of up to three more
years af ter el i gi bil ity is de clared.

The first coun tries to com plete the HIPC pro cess were
Uganda (in April 1998) and Bolivia (in Sep tem ber 1998). Three
oth ers are ex pected to fol low in 1999, and two ad di tional coun -
tries in 2000 and 2001 re spec tively. Among the first HIPCs to
go through the pro cess, sev eral have been given credit for a
good track re cord of eco nomic per for mance be fore en try, and
have bene fited from a short en ing of the set of two three-year pe -
ri ods of sat is fac tory per for mance fore seen in the ini tia tive.

Possible HIPC financing constraints

Most re cent es ti mates of re quired debt re lief for the seven
HIPCs so far de clared el i gi ble amount to $6.1 bil lion in nom i -
nal terms, the bulk of which is ac counted for by Mo zam bique
($2.9 bil lion). Al to gether, re lief re quire ments un der the HIPC
ini tia tive for the 20 coun tries in cluded in pre lim i nary cost es ti -
mates could be in the or der of $20 bil lion in nom i nal terms.
This fig ure no ta bly ex cludes coun tries such as Li be ria, So ma -

lia and Su dan, which could po ten tially have large costs if they
be came el i gi ble for as sis tance un der HIPC.

Fi nancing pack ages for in di vid ual HIPC coun tries are
be ing put to gether case by case. Ex pe ri ence so far in di cates
that this can be a time-consuming and dif fi cult pro cess. Se -
curing the nec es sary fi nanc ing for the full and ex pe di tious
im ple men ta tion of the ini tia tive emerges as a key is sue. Not
only would any short fall in fund ing slow down fur ther im ple -
men ta tion, it may also lead to set ting debt sustainability tar -
gets too high. If in suf fi cient lev els of debt re lief were to
in cor po rate into the op er a tion of the Ini tia tive, its aim of pro -
vid ing an exit strat egy would be jeop ar dised. It should be
noted that res cue pack ages for some of the coun tries caught
in the cri sis in 1997-1998, of a mag ni tude far greater than that 
im plied by the full im ple men ta tion of HIPC, have been ar -
ranged within fairly short time spans. Al though these un der -
tak ings are not di rectly com pa ra ble, since HIPC in volves a
sub stan tial de gree of concessional fi nance in clud ing out right
debt can cel la tion, both in volve re source mo bi li sa tion ef forts
by of fi cial agen cies and pub lic fund ing. The pres ent value (in 
1998 dol lars) of HIPC re lief is cur rently es ti mated at less
than $10 bil lion. In com par i son, the to tal amount of fi nan cial
res cue pack ages for East Asian coun tries and re cently, the
Rus sian Fed er a tion and Brazil, was close to $200 bil lion. As -
suring sus tain able debt po si tions and thereby the de vel op -
ment pros pects for the poor est coun tries should not be seen as 
a lesser pri or ity than lend ing pub lic re sources to mid -
dle-income coun tries in cri ses.

The mul ti lat eral in sti tu tions hold ing claims on the
HIPCs have made var i ous ar range ments for par tic i pa tion in
the ini tia tive, al though some of them face con straints in cov er -
ing the full cost of their par tic i pa tion from their own re sources. 
Spe cial funds have been set up at the IMF (the ESAF/HIPC
Trust) and the World Bank (the HIPC Trust Fund).8 How ever,
IMF re sources cur rently avail able for new com mit ments
might be ex hausted af ter the mid dle or end of 1999. To date,
eight coun tries have made spe cial con tri bu tions to the
ESAF-HIPC Trust for around SDR 36 bil lion, while fif teen bi -
lat eral do nors have for their part made con tri bu tions or
pledged re sources to the World Bank’s trust fund to tal ling
about $300 mil lion.

As stressed dur ing the an nual meet ings of the IMF and
the World Bank in Oc to ber 1998, ad di tional con tri bu tions are 
needed to as sist all mul ti lat eral in sti tu tions to meet their
share of the cost of the HIPC ini tia tive. This con cerns in par -
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7 Excluding Nigeria, which is not IDA-only, but was on the original list of 41 HIPCs. 
8 The HIPC Trust Fund can also be used by others institutions for help in the delivery of HIPC relief, enabling them to receive additional contributions

from interested donors. 



tic u lar the Af ri can De vel op ment Bank. De ci sions re gard ing
the lon ger-term fi nanc ing of the ESAF-HIPC Trust are also
ur gently needed.

Extension of the HIPC entry period

Ini tially, sup port un der the HIPC ini tia tive was made avail able 
to coun tries em bark ing on IMF- and World Bank-supported
programmes be fore Oc to ber 1, 1998. Fol low ing a com pre hen -
sive re view by the Boards of these two in sti tu tions at the end of 
the first two-year pe riod since the set ting up of the scheme, it
was de cided to ex tend the en try pe riod to the end of the year
2000. At the same time, it was noted that HIPC should not be
seen as a per ma nent fa cil ity, and po ten tial el i gi ble coun tries,
in clud ing those emerg ing from con flict, are en cour aged to be -
gin the re quired programmes as early as pos si ble.

Of the 40 HIPCs, 31 had ac tu ally met the for mal en try
re quire ment dur ing the first two years of HIPC.9 There are thus 
nine re main ing HIPCs that may ben e fit from the ex ten sion of
the en try pe riod, all of them be ing LDCs and nearly all be ing
in volved in, or emerg ing from, civil con flict. Some of them
have very large debts, many of them have ar rears to the IMF
and the World Bank, and pre lim i nary anal y sis in di cates that
most of them have po ten tially un sus tain able debt ra tios and
would be can di dates for HIPC re lief.

Debt relief for post-conflict countries 
and other emergency situations

A group of eleven coun tries in sub-Saharan Af rica has been
iden ti fied as rep re sent ing ex cep tional needs for eco nomic re -
ha bil i ta tion as sis tance. All are HIPCs as well as LDCs, and
the group in cludes some coun tries that have al ready em -
barked on IMF- and World Bank-supported eco nomic
programmes, as is re quired for con sid er ation un der the HIPC
ini tia tive. The ex ter nal debt of the group at end-1996
amounted to some $58 bil lion, ac cord ing to World Bank data. 
Ar rears are es ti mated to rep re sent $28 bil lion, al most 50 per
cent of to tal pub lic and pub licly guar an teed debt. Mech a -
nisms for clear ing ar rears at a suf fi ciently early stage af ter
these coun tries emerge from con flict thus ap pear to be of cru -
cial im por tance. This prob lem is es pe cially acute for those
hav ing large and pro tracted ar rears to mul ti lat eral in sti tu tions 
as well as bi lat eral cred i tors. They typ i cally find them selves

in a dif fi cult fi nan cial sit u a tion, where large fi nanc ing needs
for re con struc tion and re-establishing ba sic so cial ser vices
com pete with the ur gency of es tab lish ing a track re cord of
debt ser vic ing in or der to nor mal ise re la tions with their cred i -
tors and ac cess new re sources. The ad e quacy of ex ist ing
mech a nisms needs to be ex am ined, and new ap proaches de -
vel oped for pro vid ing ear lier as sis tance to post-conflict
coun tries by the in sti tu tions con cerned and for lend ing into or 
pro vid ing as sis tance un der ar rears.

At the 1998 an nual meet ings of the IMF and the World
Bank, the in ter na tional com mu nity was called on to ex plore
ad di tional ways to pro vide as sis tance more quickly and ef fec -
tively to post-conflict coun tries. Em pha sis was also given to
the need to pro vide and where needed in crease pos i tive net
trans fers from of fi cial cred i tors to such coun tries that are
adopt ing sound eco nomic and so cial pol i cies.10 The IMF and
World Bank in co-operation with other ma jor cred i tors will
con tinue to work on these is sues. In this con text, the link to
HIPC sup port also needs to be ex am ined. A first step in fa cil i -
tat ing the ac cess of post-conflict coun tries to HIPC re lief has
al ready been taken. The IMF Board, fol low ing the re view of
the first two years of the im ple men ta tion of the HIPC ini tia tive
men tioned above, has agreed to broaden the programmes
which could qual ify as part of the first three-year stage lead ing
up to the de ci sion on el i gi bil ity for HIPC re lief. Programmes
sup ported by post-conflict emer gency as sis tance may now be
counted in, on a case-by-case ba sis.

Other ex cep tional mea sures be yond the HIPC frame -
work may also be needed. The “post-catastrophe coun tries”
in Cen tral Amer ica have seen their econ o mies dev as tated by 
the hur ri cane Mitch in late 1998. Their re con struc tion needs 
must take pre ce dence over ex ter nal debt-servicing ob li ga -
tions. In this case, sev eral cred i tor coun tries rap idly an -
nounced debt re lief ac tions, and the in ter na tional fi nan cial
in sti tu tions have taken steps to re as sess their debt sit u a -
tion.11 On a gen eral level, such an event raises the ques tion
of the def i ni tion of debt sustainability in econ o mies vul ner -
a ble to ex og e nous shocks, and of find ing suit able mech a -
nisms to deal with the af ter math of se vere shocks. The still
evolv ing in ter na tional debt strat egy needs to be suf fi ciently
flex i ble to re spond to var i ous types of cri sis af fect ing the
debtor coun tries.
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9 A few of them may not enter the process, e.g., Ghana, Kenya and Lao People’s Democratic Republic have never received a concessional rescheduling 
from the Paris Club, a condition for consideration under the initiative.

10 See Communiqué of the Development Committee, October 5, 1998, para. 17 and Communiqué of the Interim Committee of the Board of Governors
of the International Monetary Fund, October 4, 1998, para. 4b.

11 Apart from undertaking a comprehensive assessment of the external debt situation and related requirements for debt relief of Honduras and
Nicaragua, both HIPCs, the World Bank, IMF and the IDB were also working to establish a trust fund to help these countries cover multilateral debt
service obligations. 
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Table A.1.  Developed economies: rates of growth of real GDP, 1989-1999
(Annual percentage changea)

1989 1990 1991 1992 1993  1994 1995 1996 1997 1998b 1999c

All developed economies 3.7 2.7 Ë  0.7 1.6 0.8 2.7 2.2 2.9 2.7 1.8  1½ 

Major industrialized countries  3.7 2.7 Ë  0.7 1.7 0.9 2.7 2.1 2.9 2.6 1.6 1½

Canada 2.5 0.3 -1.9 0.9 2.3 4.7 2.6 1.2 3.8 2.9 2½
France 4.3   2.5 0.8 1.2 -1.3 2.8 2.1 1.6 2.3 3.0 2½
Germany 3.3 4.7 Ë 1.2 2.2 -1.1 2.9 1.9 1.4 2.2 2.7 2¼

  Italy 2.9 2.2 1.1 0.6 -1.2 2.2 2.9 0.7 1.5 1.7 2   
  Japan 4.8 5.1 3.8 1.0 0.3 0.7 1.4 4.1 0.8 -2.7 -1   
  United Kingdom 2.2 0.4 -2.0 -0.5 2.1 4.3 2.7 2.2 3.4 2.3 1½

United States 3.4 1.2 -0.9 2.7 2.3 3.5 2.3 3.4 3.9 3.4 2¼

Other industrialized countries 3.8 2.8 0.9 1.1 0.5 3.0 2.9 2.6 3.3 3.3 2¾

Australia 4.2 1.2 -1.3 2.7 4.0 5.3 4.1 3.7 2.8 3.8 3   
 Austria 4.2 4.6 3.4 1.3 0.5 2.5 2.1 1.6 2.6 3.0 2¾
  Belgium-Luxembourg 3.7 3.0 1.7 1.5 -1.1 2.5 2.2 1.6 3.1 2.9 2½
  Denmark 0.3 1.2 1.4 1.3 1.3 3.5 3.1 3.5 3.4 2.4 2   
  Finland 5.7 0.0 -7.1 -3.6 -1.2 4.6 5.1 3.6 6.0 4.9 3½
 Greece 3.5 -0.6 3.5 0.4 -0.9 1.5 2.0 1.8 3.2 3.4 3½
  Iceland 0.3 1.2 1.1 -3.4 1.0 3.7 1.0 5.5 5.0 5.6 4¼
  Ireland 6.1 7.8 2.0 4.2 3.1 7.3 11.1 7.4 9.8 9.1    6¾
  Malta 8.2 6.3 6.3 4.7 4.5 3.4 7.3 3.6 2.9 3.8 4½
  Netherlands 4.7 4.1 2.3 2.1 0.3 2.6 2.3 3.5 3.7 3.6 2¾
  New Zealand -0.6 0.3 -2.3 0.6 5.1 5.5 3.3 2.7 3.1 0.2 -1   
  Norway 0.9 2.0 3.1 3.3 2.7 5.5 3.9 5.5 3.4 2.3 2¼
  Portugal 4.9 4.1 2.1 4.2 7.8 1.9 2.0 3.2 3.7 4.1 3½
  Spain 4.8 3.7 2.3 0.7 -1.2 2.1 2.8 2.2 3.6 3.7 3½
  Sweden 2.4 1.4 -1.1 -1.4 -2.2 3.3 3.6 1.3 1.8 3.0 2¼
  Switzerland 4.4 3.7 -0.8 -0.1 -0.5 0.5 0.6 0.0 1.7 1.7 1½
                    
Western Europe 3.4 2.9 Ë 0.7 1.1 -0.4 2.9 2.4 1.7 2.6 2.8 2¼

of which:
European Union (15) 3.4 2.9 Ë 0.7 1.1 -0.5 2.9 2.5 1.7 2.7 2.8 2¼

  EUR11 3.8 3.5 Ë 1.2 1.4 -0.9 2.7 2.4 1.6 2.5 2.8 2½

Source: UN/DESA; based on IMF, International Financial Statistics.

Ë Indicates discontinuity in the series: from 1991, Germany includes eastern Lander (states).

a Data for country groups are weighted averages, where weights for each year are the previous year’s GDP valued at
1993 prices and exchange rates.

b    Preliminary estimates.
c  Forecast, partly based on Project LINK.
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Table A.2.  Major industrial countries: quarterly indicators, 1996-1998

1996 Quarters  1997 Quarters 1998 Quarters

I II III IV  I II III IV I II III

Growth of gross domestic producta

Canada 1.3 0.6 2.9 2.3 5.2 5.2 4.4 2.8 3.1 1.4 1.8
France 5.1 -0.5 3.1 0.6 0.8 4.5 3.6 3.2 2.8 3.2 2.0
Germany -0.4 6.1 3.0 0.3 1.8 4.1 3.2 1.1 5.7 0.4 3.6
Italy 2.4 -3.5 2.9 -0.1 0.1 8.0 2.2 1.0 -0.6 2.3 2.0
Japan 8.4 -1.1 -1.6 4.3 8.3 -10.6 3.2 -1.5 -5.3 -3.3 -2.6
United Kingdom 4.1 1.2 2.4 2.8 4.5 4.1 3.6 3.8 1.9 1.9 1.9
United States 2.0 4.7 1.0 4.3 4.9 3.3 3.1 3.7 5.4 1.8 3.7

Total 3.7 2.2 1.0 3.2 4.8 0.4 3.2 1.9 1.9 0.5 1.7

Unemployment rateb, c

Canada 9.5 9.6 9.8 9.9 9.6 9.4 9.0 8.9 8.6 8.4 8.3
France 12.1 12.4 12.5 12.6 12.5 12.5 12.4 12.3 12.1 11.9 11.9
Germany 8.9 8.9 8.8 9.1 9.4 9.9 10.1 10.3 10.0 9.8 9.5
Italy 12.0 12.0 12.0 12.0 12.2 12.1 12.1 12.1 12.1 12.3 12.3
Japan 3.3 3.5 3.3 3.3 3.3 3.5 3.4 3.5 3.6 4.2 4.3
United Kingdom 8.4 8.3 8.2 7.8 7.5 7.3 6.8 6.6 6.4 6.3 6.3
United States 5.6 5.4 5.3 5.3 5.2 4.9 4.9 4.7 4.7 4.4 4.6

Total 6.9 6.9 6.8 6.8 6.7 6.7 6.6 6.5 6.5 6.4 6.5

Growth of consumer pricesd

Canada 1.8 3.3 0.3 2.8 2.1 1.1 1.0 -0.3 2.1 1.4 0.4
France 2.9 3.2 -1.1 1.8 2.1 0.7 0.7 1.1 0.0 2.4 -1.0
Germany 2.5 2.1 1.4 -0.3 3.8 1.4 3.1 -0.7 0.7 2.0 1.0
Italy 4.4 4.6 0.9 1.8 2.7 2.1 0.6 2.7 2.7 1.7 0.1
Japan -1.1 3.0 -0.8 1.1 -1.1 8.9 0.0 1.1 -1.8 2.2 -2.2
United Kingdom 2.0 5.5 0.7 2.3 2.3 5.3 3.9 3.2 1.3 7.8 1.2
United States 2.3 4.1 2.0 3.0 2.7 1.6 1.6 1.6 1.0 2.3 1.5

Total 1.6 3.7 0.8 2.0 1.8 3.5 1.4 1.3 0.4 2.5 0.2

Source:  UN/DESA, based on data of IMF, OECD and national authorities.

a Percentage change in seasonally adjusted data from preceding quarter, expressed at annual rate (total is
weighted average with weights being annual GDP valued at 1993 prices and exchange rates).

b Percentage of total labour force, seasonally adjusted data as standardized by OECD.
c For some countries, 1997III is an estimate.
d Percentage change from preceding quarter, expressed at annual rate.
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Table A.3.  Developed economies: consumer price inflation, 1989-1999
(Annual percentage changea)

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998b 1999c

All developed economies 4.3 4.9 4.3 3.2 2.8 2.2 2.3 2.2 2.1 1.3 1¾

Major industrialized countries 4.2 4.7 4.1 3.0 2.6 2.1 2.1 2.1 2.1 1.3 1½

  Canada 5.1 4.7 5.6 1.5 1.9 0.2 2.2 1.5 1.7 1.0 1¾
  France 3.4 3.4 3.2 2.4 2.1 1.7 1.7 2.1 1.1 0.8 1¼
  Germany 2.8 2.7 3.6 5.1 4.4 2.7 1.9 1.5 1.8 1.0 1   
  Italy 6.2 6.5 6.3 5.1 4.5 4.0 5.3 3.9 2.0 2.0 2   
  Japan 2.2 3.1 3.3 1.7 1.2 0.7 -0.1 0.2 1.7 0.3 -½
  United Kingdom 7.8 9.5 5.9 3.7 1.6 2.5 3.4 2.5 3.1 2.8 2½
  United States 4.9 5.4 4.2 3.1 3.0 2.5 2.8 2.9 2.4 1.6 2¾

Other industrialized countries 5.3 6.2 5.5 4.3 3.9 3.3 3.4 2.6 1.8 1.7 2   

  Australia 7.5 7.3 3.2 1.0 1.8 1.9 4.7 2.6 0.3 0.3 2½
  Austria 2.5 3.3 3.3 4.1 3.6 3.0 2.3 1.8 1.3 1.0 1¼
  Belgium 3.1 3.4 3.2 2.4 2.7 2.4 1.4 2.1 1.6 1.2 1½
  Denmark 4.7 2.7 2.4 2.1 1.3 2.0 2.0 2.2 2.1 2.0 2¼
  Finland 6.6 6.2 4.1 2.6 2.2 1.1 0.9 0.6 1.3 1.5 1¾
  Greece 13.8 20.3 19.5 15.8 14.5 10.9 8.9 8.2 5.5 4.6 3   
  Iceland 20.8 15.5 6.8 3.9 4.1 1.6 1.6 2.3 1.8 1.9 2   
  Ireland 4.1 3.3 3.2 3.1 1.4 2.3 2.5 1.7 1.5 2.7 3¼
  Malta 0.8 3.0 2.5 1.7 4.1 4.2 4.0 2.6 3.2 3.9 3¼
  Netherlands 1.0 2.5 3.1 3.2 2.6 2.8 2.0 2.1 2.1 2.2 2   
  New Zealand 5.7 6.0 2.6 1.0 1.4 1.7 3.8 2.6 0.9 1.5 1½
  Norway 4.5 4.2 3.4 2.3 2.3 1.5 2.5 1.2 2.6 2.4 3¼
  Portugal 12.6 13.4 11.4 8.9 6.8 4.9 4.1 3.2 2.1 2.6 2¾
  Spain 6.8 6.7 5.9 6.0 4.6 4.8 4.6 3.6 2.0 2.0 2¼
  Sweden 7.1 9.9 9.0 2.8 4.5 2.6 2.5 0.0 0.8 0.6 1  
  Switzerland 3.2 5.4 5.8 4.1 3.4 0.8 1.8 0.9 0.4 0.1 1  
                    
Western Europe 4.7 5.3 4.9 4.4 3.6 3.0 3.0 2.4 2.0 1.6 1¾
of which
European Union (15) 4.8 5.3 4.9 4.4 3.6 3.1 3.0 2.5 2.0 1.7 1¾
EUR11 4.0 4.2 4.3 4.4 3.7 3.0 2.8 2.4 1.7 1.4 1½

Source: UN/DESA, based on data of IMF, International Financial Statistics.

a Data for country groups are weighted averages, where weights for each year are consumption
    expenditure for the year valued at 1993 prices and exchange rates.   
b Partly estimated.
c Forecasts.
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Table A.4.  Developed economies: unemployment rates, 1989-1999
(Percentage of total labour forcea)

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998b 1999c

All developed economies 6.1 6.0 6.6 7.3 8.0 7.9 7.5 7.6 7.3 7.0 7   

Major industrialized countries 5.7 5.6 6.2 6.8 7.2 7.1 6.7 6.8 6.6 6.5 6½

  Canada 7.5 8.1 10.4 11.3 11.2 10.4 9.5 9.7 9.2 8.5 8¼
  France 9.3 9.0 9.5 10.4 11.7 12.3 11.6 12.4 12.4 11.7 11   
  Germany d 5.6 4.8 4.2 4.5 7.9 8.4 8.2 8.9 10.0 9.9 9½
  Italy 10.0 9.1 8.8 9.0 10.3 11.4 11.9 12.0 12.2 12.0 12   
  Japan 2.3 2.1 2.1 2.2 2.5 2.9 3.1 3.4 3.4 4.2 4¾
  United Kingdom 7.3 7.1 8.8 10.1 10.5 9.6 8.7 8.2 7.0 6.4 7¼
  United States 5.3 5.6 6.8 7.5 6.9 6.1 5.6 5.4 4.9 4.5 4¾

Other industrialized countries 8.1 7.8 8.7 10.0 11.9 12.1 11.4 11.2 10.7 9.8 9¼

  Australia 6.2 7.0 9.5 10.8 11.0 9.8 8.6 8.6 8.7 8.2 8   
  Austria 2.8 3.1 3.4 3.5 4.0 3.8 3.9 4.3 4.4 4.4 4¼
  Belgium 7.5 6.7 6.6 7.3 8.9 10.0 9.9 9.7 9.2 8.5 7¾
  Denmark 7.4 7.7 8.5 9.2 10.1 8.2 7.2 6.8 5.5 4.8 4½
  Finland 3.3 3.2 7.2 12.4 16.9 17.4 16.2 15.3 13.1 11.6 10½
  Greecee 7.5 7.0 7.7 8.7 9.7 9.6 10.0 10.3 10.4 10.2 10   
  Icelande 1.7 1.8 1.5 3.1 4.4 4.8 5.0 4.3 3.9 3.1 2¾
  Ireland 14.7 13.4 14.8 15.4 15.6 14.3 12.3 11.6 10.1 8.7 8   
  Luxembourg 1.8 1.7 1.7 2.1 2.7 3.2 2.9 3.3 3.7 3.1 3   
  Maltae 3.7 3.8 3.6 4.0 4.5 4.0 3.6 3.7 4.4 4.6 4½
  Netherlands 6.9 6.2 5.8 5.6 6.6 7.1 6.9 6.3 5.2 4.3 4   
  New Zealand 7.1 7.8 10.3 10.3 9.5 8.1 6.3 6.1 6.7 7.4 7   
  Norway 5.0 5.3 5.6 6.0 6.1 5.5 5.0 4.9 4.1 3.3 3¾
  Portugal 4.9 4.6 4.0 4.2 5.7 7.0 7.3 7.3 6.8 6.4 6   
  Spain 17.2 16.2 16.4 18.5 22.8 24.1 22.9 22.2 20.8 19.1 18   
  Sweden 1.6 1.8 3.3 5.9 9.5 9.8 8.8 9.6 9.9 8.6 8½
  Switzerland 0.5 0.5 2.0 3.1 4.0 3.8 3.5 3.9 5.2 4.2  3½
                    
Western Europe 8.1 7.4 7.8 8.6 10.6 11.0 10.5 10.7 10.5 9.9 9¾
of which:
European Union (15)          8.3 7.6 7.9 8.8 10.8 11.2 10.8 10.9 10.7 10.1 10   
EUR11 8.9 8.0 7.9 8.6 11.0 11.7 11.4 11.7 11.8 11.2 10¾

Source: UN/DESA, based on data of OECD.

a Unemployment data are standardized by OECD for comparability among countries and over time, in conformity with the
definitions of the International Labour Office (see OECD, Standardized Unemployment Rates: Sources and Methods (Paris, 1985));
national definitions and estimates are used for other countries.     

b Partly estimated.
c Forecast.
d Prior to January 1993, data refer to Western Germany only. 
e Not standardized.
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 Table A.5. Economies in transition: rates of growth of real GDP, 1993-1999
(Annual percentage change a)

                    1993 1994 1995 1996 1997b 1998c 1999c

Economies in transition -9.3 -7.1 -0.8 -0.1 2.8 1.1 ¾ 

Central & Eastern Europe
    and Baltic States -7.8 3.6 5.4 4.1 4.3 3.2 3¼

Central & Eastern Europe -5.9 3.9 5.7 4.1 4.0 3.1 3¼

Albania 9.7 9.4 8.0 9.1 -7.1 8.0 7   
 Bulgaria -1.5 1.8 2.1 -10.9 -6.9 1.5 2   
  Croatia -7.9 5.9 7.0 4.3 6.5 5.0 4   
  Czech Republic 0.6 2.7 6.4 3.9 1.0 -0.8 1¼
  Hungary -0.6 2.9 1.5 1.3 4.4 4.8 3½
  Poland 3.9 5.1 7.1 6.1 6.9 5.4 5   

Romania 1.5 3.9 7.1 4.1 -6.6 -5.0 1   
 Slovakia -3.9 4.9 7.4 6.9 6.5 4.5 1   
 Slovenia 2.9 5.3 4.2 3.0 3.8 4.0 3½

TFYR of Macedonia -9.1 -1.9 -1.2 0.8 1.5 4.0 4   
Fed. Rep. of Yugoslavia -30.8 2.7 6.0 5.8 7.4 2.0 2   

Baltic States -22.3 0.2 2.2 3.8 7.1 5.7 3¼

Estonia -8.5 -1.8 4.2 4.1 11.4 6.0 4   
Latvia -14.9 0.8 -1.0 2.9 6.5 5.0 3   

  Lithuania -30.3 0.8 3.2 4.1 5.7 6.0 3   

Commonwealth of -10.5 -15.5 -6.7 -4.6 1.1 -1.5 -2¼
 Independent States

Armenia -8.8 5.4 6.9 5.8 2.5 4.0 6   
Azerbaijan -23.1 -19.7 -11.7 1.1 5.9 5.0 4   
Belarus -7.7 -12.6 -10.3 2.8 10.3 9.0 5   
Georgia -29.3 -10.3 2.6 8.8 11.1 10.0 9   
Kazakhstan -9.1 -12.7 -8.2 0.5 2.0 1.0 -2½
Kyrgyzstan -15.5 -20.1 -5.3 7.0 6.5 5.0 3½
Republic of Moldova -1.2 -31.0 -1.8 -7.8 1.3 -6.0 -3   
Russian Federation -8.6 -12.8 -4.1 -4.8 0.8 -4.5 -5   
Tajikistan -16.3 -21.3 -12.5 -16.7 2.0 3.0 3½
Turkmenistan 1.4 -16.7 -7.6 0.1 -25.9 1.5 6   
Ukraine -14.2 -22.8 -12.2 -10.0 -3.2 -1.5 -2   
Uzbekistan -2.3 -5.2 -0.9 1.6 5.3 3.0 2½

Source: UN/DESA and ECE. 

a Country group aggregates are averages weighted by GDP in 1993 dollars (for methodology, see World
      Economic and Social Survey, 1992 (United Nations publication, Sales No. E.92.II.C.1 and corrigenda),
      annex, introductory text.)
b Partly estimated.
c Forecast, based in part on Project LINK.
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Table A.6. Economies in transition: consumer price inflation, 1993-1999
(Annual percentage change)

1993 1994 1995 1996 1997a 1998b 1999b

Central and Eastern Europe  
   

Albania 85.0 21.5 8.0 12.7 33.1 27.0 18   
Bulgaria 72.9 96.2 62.1 123.1 1 082.6 25.0 12   
Croatiac 1 516.6 97.5 2.0 3.6 3.8 5.5 4   
Czech Republic 20.6 10.0 9.1 8.9 8.4 11.0 7   
Hungary 22.6 19.1 28.5 23.6 18.5 14.5 10½
Poland 36.9 33.2 28.1 19.8 13.2 11.0 9   
Romania 256.2 137.1 32.2 38.8 154.9 55.0 35   
Slovakia 23.1 13.4 10.0 6.0 6.5 7.0 8   
Slovenia c 31.8 19.8 12.7 9.7 9.4 8.0 7   
TFYR of Macedonia c 353.1 121.0 16.9 4.1 4.4 3.0 4½
Yugoslavia .. d .. d 71.8 90.5 23.2 50.0 30   

Baltics States

Estonia 89.6 47.9 28.9 23.1 11.1 10.6 5¼
Latvia 109.1 35.7 25.0 17.7 8.5 6.0 6   
Lithuania 410.1 72.0 39.5 24.7 8.8 8.2 9   

Commonwealth of
Independent States

Armenia 3 731.8 47.9 32.0 5.7 21.9 17.0 9   
 Azerbaijan 1 129.7 1 663.9 411.5 19.8 3.6 5.3 7¼

Belarus 1 190.9 2 219.6 709.3 52.7 63.9 69.0 80   
Georgia 4 084.9 22 470.0 177.6 39.4 7.3 7.0 6½
Kazakhstan 1 662.7 1 879.5 175.9 39.1 17.4 12.0 17   

    Kyrgyzstan 1 208.7 278.1 42.9 30.3 25.5 11.0 10   
Republic of Moldova 1 751.0 486.4 29.9 23.5 11.2 20.0 25   
Russian Federation 875.0 309.0 197.4 47.8 14.7 40.0 60   
Tajikistan 2 884.8 350.3 682.1 422.4 85.4 35.0 18   
Turkmenistan 1 630.5 2 714.0 1 005.0 992.0 87.0 25.0 30   
Ukraine 4 734.9 891.2 376.7 80.2 15.9 8.5 25   
Uzbekistan 1 231.8 1 550.0 315.5 64.4 27.6 21.0 32   

Source: UN/ECE and UN/DESA.

a Partly estimated.
b Forecast.
c Retail prices.
d Annual rates of hyperinflation of over 1 trillion percentage points.
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Table A.7.  Developing countries: Rates of Growth of GDP, 1981-1999

 1981- 1991- 1991 1992 1993 1994 1995 1996 1997 1998a 1999b

1990 1998 

 
Developing countries c 2.4 4.6 3.2 5.0 5.2 5.6 4.6 5.7 5.7 1.6 3
 of which:  

Africa 1.9 1.8 0.8 -0.4 -0.6 2.0 2.8 4.5 2.7 2.6 3½
 

Eastern and Southern Asia 7.2 6.7 6.9 7.8 7.9 8.6 8.2 7.4 6.3 0.8 4¼
 Region excluding China 6.6 5.1 6.2 5.6 5.9 7.0 7.3 6.5 5.2 -2.2 2¼

of which:
 East Asia 7.1 5.2 7.2 6.0 6.5 7.6 7.6 6.6 5.2 -4.2 1½ 
  South Asia  5.3 4.8 2.9 4.2 3.9 5.2 6.2 6.0 5.3 4.4 4½

Western Asia -2.2 2.5 -5.0 5.5 4.3 -0.9 4.1 4.8 5.9 1.7 2½

Latin America and the Caribbean 1.0 3.3 3.4 2.9 3.5 5.5 -0.1 3.7 5.4 2.6 1¼

Memo Items:  
Sub-Saharan Africa (excluding
 Nigeria and South Africa) 1.7 1.6 -0.3 -1.2 -2.9 1.8 4.2 4.9 4.2 2.7 4

 
Least developed countries 2.1 2.1 -0.5 0.5 -1.1 1.9 4.7 4.7 4.4 2.3 3¼

25 largest developing economies  
Algeria 3.0 1.5 0.1 1.4 -1.2 -1.1 3.9 3.8 1.3 3.7 4
Argentina -1.4 5.4 8.9 8.7 6.0 7.4 -4.6 4.4 8.4 4.5 2
Brazil 1.5 2.5 0.1 -1.1 4.1 5.8 4.1 3.0 3.0 0.5 -1½
Chile 2.6 6.8 7.1 10.5 6.0 4.1 8.2 7.2 7.1 4.5 3
China 9.1 10.7 9.2 14.2 13.5 12.6 10.5 9.6 8.8 7.5 8
Colombia 3.7 3.8 1.6 4.0 5.1 6.3 5.7 2.1 3.0 2.5 2
Egypt 6.3 3.3 2.3 2.5 2.0 2.3 3.2 4.0 5.3 4.9 5
Hong Kong, China 6.7 4.2 5.1 6.3 6.1 5.3 4.7 4.8 5.3 -4.0 0
India 5.3 4.8 2.0 4.0 3.9 5.4 6.7 6.4 5.5 4.8 5
Indonesia 5.5 3.9 7.0 6.5 6.5 7.5 8.1 8.0 4.6 -15.0 -2
Iran (Islamic Republic of) 2.8 3.3 6.0 6.0 2.6 1.8 4.2 5.0 3.5 -2.5 ½
Iraq -11.1 -3.1 -45.0 3.0 1.5 -5.0 -1.0 0.0 25.0 15.0 8
Israel 2.8 4.7 6.2 6.6 3.4 6.6 7.1 4.5 2.1 1.1 2
Republic of Korea 9.1 5.4 9.1 5.1 5.8 8.6 8.9 7.1 5.5 -6.2 1½
Malaysia 6.0 6.4 8.6 7.8 8.3 9.2 9.5 8.2 7.8 -6.0 1
Mexico 1.7 3.0 4.3 3.7 1.9 4.6 -6.2 5.1 7.0 4.3 3
Pakistan 6.0 4.5 6.7 5.1 3.1 4.2 4.9 5.2 4.2 3.0 2
Philippines 2.1 2.8 0.0 0.0 2.1 4.4 4.8 5.5 5.1 1.0 2½
Saudi Arabia -2.9 1.5 6.0 3.0 1.6 -2.7 -0.2 4.0 3.0 -2.0 1
Singapore 7.0 7.2 6.7 6.0 9.9 10.1 8.9 7.0 7.8 0.0 ½
South Africa 1.5 1.2 -1.0 -2.2 1.3 2.7 3.4 3.2 1.7 0.5 2
Taiwan Province of China 7.9 6.3 7.6 6.8 6.3 6.5 6.1 5.6 6.7 4.5 5
Thailand 7.8 5.0 8.5 7.8 8.3 8.7 8.6 6.7 -0.4 -7.0 -½
Turkey 4.3 4.3 0.8 5.0 8.1 -6.1 8.0 7.0 6.8 4.5 3¾
Venezuela 0.8 2.2 9.7 6.1 0.7 -2.5 2.2 -1.5 5.0 -1.5 0
 

Source: UN/DESA.

a Preliminary estimates.
b Forecast, based in part on Project LINK.
c Covering countries that account for 98 per cent of the population of all developing countries.
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Table A.8.  Developing countries: Consumer price inflation, 1989-1999a

(Annual percentage change)

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998b 1999c

All developing countries 361.2 532.0 81.6 132.9 254.1 134.6 20.9 16.8 11.1 13.3 9½ 

by region:

Latin America 1 128.6 1 679.6 210.6 354.1 757.8 326.4 23.4 19.5 11.7 9.4 8½

Africa 19.8 16.1 96.0 172.3 112.5 244.7 40.6 36.6 14.3 10.8 11½

Western Asia 27.7 23.9 27.9 29.0 27.0 41.6 40.7 33.0 30.8 38.9 19½

Eastern and Southern Asia 6.2 7.8 9.5 7.2 5.7 7.1 6.8 6.2 5.0 14.5 8½

China 18.0 3.2 3.3 6.4 14.7 24.1 17.1 8.3 2.8 0.7 3½

Memo item:

Sub-Saharan Africa 25.7 22.8 283.3 532.6 342.4 780.2 87.0 94.8 31.5 20.1 20½

Least developed countries 33.2 27.9 366.0 687.1 440.8 997.6 103.6 118.9 37.3 24.4 26   

Source: UN/DESA, based on IMF, International Financial Statistics.

a Weights used are GDP in 1993 dollars.
b Preliminary estimates based on data for part of the year.
c Forecast.
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Table A.9. World trade: rates of growth of volumes, 1989-1999
(Annual percentage change)

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998a 1999b

World trade c 7.2 5.2 4.1 5.7 4.5 10.4 8.6 5.4 9.5 4.1 4    

Volume of exports

Developed market economies 7.0 4.9 3.1 3.8 2.5 9.4 7.3 4.2 9.2 4.6 4¼ 
of which:

North America 7.8 6.6 5.0 6.7 5.3 9.0 9.0 6.2 10.9 4.4 5¼ 
Western Europe 7.4 4.2 2.2 3.3 2.5  11.4 7.6 3.9 8.4 6.4 4½ 
Japan 4.3 5.3 2.5 1.5 -2.4 1.7 3.3 0.6 9.6 -3.7 -½ 

Economies in transition -0.7 -9.8 -18.0 11.0 .. .. .. .. .. .. ..
of which:

Eastern Europe -1.5 -6.3 -8.1 8.5 .. .. .. .. .. .. ..
Former USSR 0.1 -13.0 -27.7 14.2 .. .. .. .. .. .. ..

Developing countries 9.1 13.9 10.6 9.1 8.7 13.6 13.6 6.6 11.1  1.9 2¼ 
of which:

Latin America & Caribbean 4.6 5.1 4.7 6.3 10.3 9.2 9.9 9.3 13.3 8.8 5½ 
 Africa              8.0 8.2 1.0 1.5 -0.1 6.2 6.8 8.0 3.9 0.3 5½ 

Western Asia 9.3 7.2 2.9 8.0 7.3 8.1 6.0 9.0 4.2 -3.0 1½ 
 South & East Asia 11.0 18.7 15.8 10.5 10.6 14.5 16.5 6.0 10.3 1.0 1½ 

China 8.3 25.9 18.2 15.7 6.8 31.0 18.9 2.4 26.4 4.6 1¼ 

Volume of imports

Developed market economies 7.0 4.5 2.6 4.2 1.2 11.1 7.1 4.7 9.0 6.6 4¼ 
of which:

 North America 4.3 1.3 -0.9 7.9 9.6 12.0 7.2 5.6 13.3 13.1 4½ 
 Western Europe 7.9 6.3 4.1 3.2 -3.0 10.0 6.0 4.3 7.6 5.7 5    
 Japan 7.9 5.7 4.0 -0.4 2.9 13.6 12.5 3.5 2.7 -10.0 -1¾ 

Economies in transition 6.9 -4.6 -22.5 0.8 .. .. .. .. .. .. ..
of which:

Eastern Europe 4.1 -8.4 -2.5 12.0 .. .. .. .. .. .. ..
Former USSR 9.3 -1.4 -38.5 -13.4 .. .. .. .. .. .. ..

Developing countries 9.1 3.9 14.7 11.7 15.5 9.5 9.6 8.5 11.1 -0.5 3½ 
of which:

 
Latin America & Caribbean 4.9 9.4 20.8 22.5 10.8 14.4 4.2 8.4 26.6 11.6 -1¾ 
Africa              -0.6 3.0 -1.9 3.0 0.1 2.1 9.6 3.4 8.2 2.4 4½ 

 Western Asia 4.3 2.8 12.3 9.0 12.7 -11.1 11.3 11.8 7.4 4.1 1    
South & East Asia 14.8 6.4 16.8 9.7 17.4 14.8 12.5 8.1 8.4 -6.2 5½ 
China 7.7 -16.1 21.4 23.1 36.4 9.1 0.1 11.4 10.3 4.2 5½ 

Source: UN/DESA, based in part on data of regional commissions of the United Nations and IMF.

a Preliminary estimates.
b Forecast, based in part on Project LINK.
c Average of the growth of the volume of world exports and exports.
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Table A.10.  International prices of non-fuel commodities
exported by developing countries, 1988-1998

(Annual percentage change a)

Vegetable Agricultural Minerals Combined Manufactured Real Memo item: 
Tropical oil-seeds raw and index export prices of crude 

Food beverages and oils materials metals Dollar SDR pricesb commoditiesc petroleumd

1988 29.9 1.2 31.5 8.4 45.1 26.2 21.4 8.2 16.6 -19.7 
1989 5.9 -14.6 -11.5 0.0 0.0 0.0 4.9 -1.1 1.1 21.6 
1990 -6.2 -11.4 -12.9 4.7 -9.8 -5.9 -11.2 9.9 -14.4 28.6 
1991 -6.6 -8.1 8.1 -0.7 -9.5 -6.3 -7.4 0.0 -6.3 -16.4 
1992 -2.1 -14.0 7.5 -3.7 -3.7 -3.4 -5.7 3.0 -6.2 -1.0 
1993 0.7 6.1 0.0 -6.2 -14.7 -3.5 -2.4 -5.8 2.5 -11.4 
1994 10.1 75.0 24.4 15.7 12.7 18.0 13.6 2.1 15.6 -4.9 
1995 5.9 1.1 10.3 15.0 20.2 9.9 4.3 11.1 -1.1 8.6 
1996 6.8 -15.2 -4.2 -9.9 -12.1 -4.2 1.0 -3.6 -0.6 20.3 
1997 -3.5 33.3 -0.9 -10.3 0.0 0.0 5.2 -7.5 8.2 -7.9 
1998e -10.9 -15.6 8.4 -11.3 -17.1 -11.9 -9.2 1.0 -11.8 -32.0 

1997     I    -3.9 19.9 4.2 -9.3 -3.1 -2.3 0.0 -6.5 4.5 12.8 
            II -5.6 47.3 -3.7 -8.7 0.5 0.2 5.0 -5.7 6.2 -7.5 
           III -5.4 36.6 -6.8 -10.9 8.2 0.2 6.3 -8.5 9.5 -10.9 
           IV 1.4 32.3 1.5 -13.0 -2.4 0.5 6.1 -7.6 8.8 -20.6 

1998     I -8.9 9.9 2.6 -14.6 -15.8 -8.5 -5.2 -2.0 -6.7 -35.7 
            II -9.8 -27.9 9.8 -11.6 -18.0 -13.6 -10.5 -1.0 -12.7 -30.0 
           III -14.3 -24.5 13.3 -7.4 -17.7 -13.8 -11.9 2.1 -15.5 -31.8 

Sources:  UNCTAD, Monthly Commodity Price Bulletin  , United Nations, Monthly Bulletin of Statistics
        and OPEC Statistical Bulletin.

a For quarterly data, quarter shown is compared to same quarter of previous year.
b Index of developed countries manufactured export prices (1990 base year).
c Combined index of dollar commodity prices deflated by manufactured export price index.
d OPEC basket of 7 crude oils.
e Three quarters only.
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Table: A.11.  Selected developed and developing economies: real effective exchange ratesa, 1988-1998

(1990=100)

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998b

Developed economies
Canada 101.8 105.0 100.0 97.6 91.4 89.0 88.7 92.3 91.5 92.7 91.3
France 98.8 95.9 100.0 97.9 101.7 103.1 102.6 103.1 103.2 98.6 99.3
Germany 99.8 96.7 100.0 97.9 100.7 100.9 99.8 104.8 100.4 94.9 96.4
Italy 90.1 93.1 100.0 101.0 98.4 85.0 83.3 81.1 91.4 91.2 93.3
Japan 120.3 112.2 100.0 104.8 106.6 121.6 126.5 127.5 108.8 103.4 100.0
United Kingdom 100.2 98.2 100.0 102.9 99.9 91.6 92.6 89.7 92.4 106.8 109.5
United States 97.9 101.8 100.0 101.2 101.1 103.3 100.5 95.7 100.2 106.3 114.5

Developing economies
Argentina 103.3 88.0 100.0 115.4 113.4 115.0 111.4 108.9 112.8 120.4 123.6
Brazil 67.0 82.7 100.0 80.4 73.1 82.2 94.2 100.2 98.6 104.8 104.7
Chile 98.6 101.9 100.0 106.1 113.9 113.9 113.9 120.3 126.6 135.1 129.5
Mexico 112.3 107.6 100.0 106.2 107.8 116.6 112.2 78.9 89.8 102.8 103.0
Venezuela 135.5 117.9 100.0 99.8 100.7 104.0 109.3 139.1 119.1 139.4 156.2
Hong Kong, China 93.1 98.1 100.0 103.5 106.3 111.7 114.5 113.0 121.2 131.5 138.9
Indonesia 101.8 102.8 100.0 101.0 99.6 101.6 100.3 98.8 103.5 96.7 42.8
Malaysia 106.0 103.5 100.0 98.8 106.5 109.6 106.4 106.1 111.3 108.7 82.9
Philippines 99.6 106.1 100.0 97.0 105.7 97.4 104.4 103.5 114.7 109.0 89.2
Republic of Korea 96.3 107.7 100.0 96.9 88.4 85.8 84.1 85.6 88.5 83.8 65.4
Singapore 90.0 95.5 100.0 102.5 105.3 106.2 109.2 110.3 115.1 117.0 113.7
Taiwan Province of China 101.0 107.7 100.0 97.1 94.7 91.6 90.5 91.3 88.7 90.3 86.2
Thailand 97.4 100.3 100.0 102.4 98.7 100.2 99.5 97.7 105.6 97.6 86.4
Turkey 87.2 95.4 100.0 97.1 89.1 92.6 72.8 75.6 74.3 78.4 78.3

Source:  Morgan Guaranty Trust Company, World Financial Markets.

a Measured against a broad currency basket of 22 OECD currencies and 23 developing-economy currencies (mostly Asian and
Latin American).  The real effective exchange rate, which adjusts the nominal index for relative price changes, gauges the
effect on international price competitiveness of the country's manufactures due to currency changes and inflation differentials. 
A rise in the index implies a fall in competitiveness and vice versa.  The relative price changes are based on indices most
closely measuring the prices of domestically produced finished manufactured goods, excluding food and energy, at the first
stage of manufacturing.  The weights for currency indices are derived from 1990 bilateral trade patterns of the corresponding
countries.

b Data for ten months only.
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