
from large fiscal imbalances and structural rigidities. In
much of the European Union unemployment rose to
new postwar peaks, reflecting weak growth and imped-
iments to labor market flexibility. In the United States

and the United Kingdom, which are
at relatively advanced stages of
expansion, monetary authorities
were concerned with the potential
risk of rising inflation. This led to
increases in official interest rates in
the United Kingdom in October
1996 and the United States in
March 1997. The strength of equity
prices in many countries increased
the danger of a marked correction.
The sustainability of current account
deficits in some emerging market
countries also appeared question-
able. In a number of countries frag-
ile banking systems remained a
concern.

Economic Activity 
and Employment
In the advanced economies, eco-
nomic growth in 1996, at 2!/2 per-
cent, was virtually the same as in
1995, but the pattern of develop-
ments was quite uneven. Year on
year, growth picked up in the
United States, Japan, and a number
of other industrial countries (Figure
2) but weakened in much of conti-
nental Europe. Growth also moder-
ated to a more sustainable pace in
the newly industrialized economies
of Asia.

Most industrial countries at rela-
tively advanced stages of the busi-
ness cycle continued to experience
buoyant growth. In the United
States, hesitant growth during 1995
gave way to a more solid expansion
in 1996, with the economy growing
at 2!/2 percent. This was due in part
to the response to the earlier lower-
ing of interest rates as well as strong
consumer confidence, reflecting
buoyant employment creation and
the absence of substantive macro-
economic imbalances in the econ-
omy. The U.S. fiscal deficit
continued to decline in 1996 both
in nominal terms and as a share of
GDP, and the economy continued
to operate near full capacity. Unem-

ployment, having stood a little above 5!/2 percent since
late 1994, fell to about 5!/4 percent in mid-1996 and
subsequently remained close to that level until it fell to
just below 5 percent in April 1997. Although unem-
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Table 1
Overview of the World Economy
(Annual percent change unless otherwise noted)

1993 1994 1995 1996

World output 2.7 4.1 3.7 4.0
Advanced economies 1.2 3.1 2.5 2.5

United States 2.3 3.5 2.0 2.4
Japan 0.1 0.6 1.4 3.6
Germany –1.1 2.9 1.9 1.4
France –1.3 2.8 2.2 1.3
Italy –1.2 2.1 3.0 0.7
United Kingdom 2.1 3.8 2.5 2.1
Canada 2.2 4.1 2.3 1.5

Seven countries above 1.0 2.8 2.0 2.2
Other advanced economies 2.0 4.5 4.2 3.7

Memorandum
European Union –0.5 2.9 2.5 1.6

Developing countries 6.5 6.8 6.0 6.5
Africa 0.9 2.9 2.9 5.1
Asia 9.3 9.6 8.9 8.2
Middle East and Europe 4.3 0.3 3.8 4.5
Western Hemisphere 3.7 5.0 1.3 3.5

Countries in transition –6.3 –6.7 –0.8 0.1
Central and eastern Europe –4.0 –1.8 1.6 1.6

Excluding Belarus and Ukraine 0.5 3.7 5.0 3.4
Russia, Transcaucasus, and central Asia –8.8 –12.8 –4.0 –1.9

World trade volume (goods and services) 4.1 9.2 9.2 5.6
Imports

Advanced economies 1.8 9.7 8.7 5.3
Developing countries 8.8 7.1 11.6 8.4
Countries in transition 22.6 4.6 16.1 7.8

Exports
Advanced economies 3.4 8.9 8.4 5.0
Developing countries 7.1 12.4 11.2 6.8
Countries in transition 20.6 8.4 13.4 4.7

Commodity prices in U.S. dollars
Oil1 –11.6 –5.5 8.0 18.9
Nonfuel2 1.8 13.6 8.2 –1.3

Consumer prices
Advanced economies 3.1 2.6 2.6 2.4
Developing countries 46.9 51.3 21.3 13.1
Countries in transition 486.1 246.0 117.7 42.7

Six-month LIBOR (in percent)3

On U.S. dollar deposits 3.4 5.1 6.1 5.6
On Japanese yen deposits 3.0 2.4 1.3 0.7
On deutsche mark deposits 6.9 5.3 4.6 3.3

1Simple average of spot prices of U.K. Brent, Dubai, and West Texas Intermediate crude oil.
2Average, based on world commodity export weights.
3London interbank offered rate.



deficits remained roughly unchanged
both in Indonesia, where a slow-
down in non-oil export receipts was
offset by stronger oil exports and
low growth in imports, and in Thai-
land, where a decline in imports was
offset by higher foreign interest pay-
ments on short-term bank liabilities.
In China, the current account
remained in approximate balance in
1996, reflecting a narrowing of the
trade surplus.

As recovery took hold in a num-
ber of Latin American countries,
current account deficits expanded
in 1996 owing to faster growth of
imports, particularly of capital
goods. Argentina and Brazil experi-
enced modest increases in current
account deficits. Mostly because of
significant declines in the prices of
copper and other commodities,
Chile’s current account shifted from
near balance in 1995 to a deficit of
4 percent of GDP in 1996. Mex-
ico’s current account deficit was
virtually unchanged at around !/2 of
1 percent of GDP. In Venezuela,
higher oil prices boosted exports,
resulting in an increased current
account surplus, despite higher
imports.

Declines in certain commodity
prices resulted in a widening of cur-
rent account deficits in some African
countries in 1996, although higher
oil prices helped to eliminate current
account deficits in Nigeria and Alge-
ria. Also aided by higher oil prices,
Saudi Arabia’s current account re-
turned to approximate balance after
several years of deficits. Jordan’s cur-
rent account deficit fell by about
1 percent of GDP to 3 percent in
1996, as a rise in workers’ remit-
tances more than offset higher
imports of food and transport
equipment.

Current account deficits widened
in 1996 in many countries in transi-
tion. In the Czech Republic and the Slovak Republic,
deficits widened to 8!/2 percent and 10!/4 percent of
GDP, respectively, as imports surged and capital
inflows contributed to real exchange rate appreciations.
In contrast, Russia’s current account surplus widened
to more than 1!/2 percent of GDP. Tight financial poli-

cies in Hungary helped to keep the current account
deficit in check.

Net private capital flows to developing countries
reached a record high of almost $200 billion in 1996,
with flows to China alone reaching about $40 billion.
The increase in net capital inflows to both the develop-
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Table 2
Selected Economies: Current Account Positions
(In percent of GDP)

1994 1995 1996

United States –2.1 –2.0 –2.2
Japan 2.8 2.2 1.4
Germany –1.0 –0.9 –0.7
France 0.5 1.1 1.3
Italy 1.5 2.5 3.5
United Kingdom –0.4 –0.5 –0.0
Canada –3.0 –1.4 –0.2

Australia –5.0 –5.3 –3.7
Austria –0.9 –2.0 –1.8
Finland 1.3 4.3 3.4
Greece 0.2 –1.5 –1.3
Hong Kong, China 2.0 –2.0 1.3
Ireland 2.7 2.4 1.1
Israel –3.1 –4.5 –5.2
Korea –1.2 –2.0 –4.9
New Zealand –3.0 –4.3 –5.5
Norway 2.4 3.1 7.2
Singapore 15.9 17.7 15.7
Spain –1.4 0.2 0.5
Sweden 0.4 2.1 2.5
Switzerland 6.9 6.9 6.6
Taiwan Province of China 2.6 1.9 2.7

Algeria –4.4 –5.3 2.9
Argentina –3.6 –1.4 –2.1
Brazil –0.3 –2.5 –3.3
Cameroon –4.2 –0.4 –2.4
Chile –1.2 0.2 –4.1
China 0.6 0.2 –0.1
Côte d’Ivoire –1.0 –5.0 –4.7
Egypt 0.4 1.2 –0.6
India –0.8 –1.5 –1.7
Indonesia –1.7 –3.4 –3.5
Malaysia –6.3 –8.3 –5.2
Mexico –7.0 –0.5 –0.6
Nigeria –3.2 –1.7 5.0
Pakistan –3.7 –3.7 –6.9
Philippines –4.6 –4.4 –4.3
Saudi Arabia –8.9 –5.6 –0.2
South Africa –0.3 –2.1 –2.3
Thailand –5.6 –8.1 –8.0
Turkey 2.0 –1.4 –3.8
Uganda –2.5 –2.0 –1.1

Czech Republic –0.1 –3.0 –8.6
Hungary –9.5 –5.6 –3.8
Poland1 2.3 3.3 –1.0
Russia 3.8 1.2 1.7

1Based on data for the current balance, including a surplus on unrecorded trade transactions, as
estimated by Fund staff.



ary pressures were abating. By January 1996 the target
rate for federal funds had been reduced to 5!/4 percent
and was kept there for the first half of 1996. Long-

term rates fell by about 2 percentage points over 1995
but rose by over 100 basis points in the first half of
1996, primarily reflecting evidence that economic
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Albania February 28, 1997
Algeria June 26, 1996
Antigua and Barbuda July 19, 1996
Argentina October 30, 1996
Armenia September 23, 1996

Australia February 19, 1997
Austria May 24, 1996
Azerbaijan December 20, 1996
Bahamas, The October 11, 1996
Bangladesh August 28, 1996

Barbados November 15, 1996
Belarus July 31, 1996
Belgium February 7, 1997
Benin August 28, 1996
Bhutan December 6, 1996

Bosnia and 
Herzegovina August 26, 1996

Botswana March 5, 1997
Brazil March 3, 1997
Brunei Darussalam May 1, 1996
Burkina Faso February 14, 1997

Cambodia February 3, 1997
Cameroon October 9, 1996
Canada January 29, 1997
Cape Verde August 26, 1996
Central African 

Republic February 21, 1997

Chad May 22, 1996
Chile August 30, 1996
Comoros August 30, 1996
Congo, Republic of June 28, 1996
Costa Rica June 14, 1996

Côte d’Ivoire November 15, 1996
Croatia March 12, 1997
Czech Republic November 27, 1996
Denmark February 24, 1997
Dominica July 1, 1996

Dominican Republic May 15, 1996
Egypt October 11, 1996
Equatorial Guinea November 27, 1996
Eritrea June 12, 1996
Estonia July 29, 1996

Ethiopia May 1, 1996
Fiji August 21, 1996
Finland July 29, 1996
France October 16, 1996
Georgia September 23, 1996

Georgia March 21, 1997
Germany September 6, 1996
Ghana June 21, 1996
Greece August 2, 1996
Grenada May 29, 1996

Guatemala October 16, 1996
Guinea January 13, 1997
Guinea-Bissau March 21, 1997
Guyana October 9, 1996
Haiti October 18, 1996

Honduras December 2, 1996
Hong Kong, China February 21, 1997
Hungary August 28, 1996
Iceland February 10, 1997
India November 4, 1996

Indonesia July 26, 1996
Iran, Islamic 

Republic of August 23, 1996
Ireland July 1, 1996
Israel December 18, 1996
Italy April 4, 1997

Jamaica July 26, 1996
Japan July 24, 1996
Jordan February 10, 1997
Kenya March 21, 1997
Korea November 15, 1996

Kuwait August 19, 1996
Kyrgyz Republic July 31, 1996
Lao People’s 

Democratic 
Republic May 8, 1996

Latvia November 25, 1996
Lebanon July 3, 1996

Lesotho September 23, 1996
Libya August 28, 1996
Lithuania June 26, 1996
Macedonia, FYR April 11, 1997
Madagascar May 17, 1996

Malawi June 19, 1996
Malaysia August 30, 1996
Maldives July 10, 1996
Mali November 25, 1996
Marshall Islands August 21, 1996

Mauritius March 10, 1997
Mexico August 2, 1996
Micronesia August 21, 1996
Moldova September 23, 1996
Morocco December 6, 1996

Mozambique November 18, 1996
Myanmar March 5, 1997
Namibia July 3, 1996
Nepal May 29, 1996
Netherlands June 3, 1996

Netherlands Antilles March 3, 1997
New Zealand November 25, 1996
Nicaragua October 9, 1996
Niger June 12, 1996
Nigeria February 3, 1997

Norway February 24, 1997
Oman March 21, 1997
Panama July 19, 1996
Papua New Guinea December 20, 1996
Paraguay July 19, 1996

Philippines December 20, 1996
Poland March 7, 1997
Portugal October 18, 1996
Qatar June 7, 1996
Romania April 23, 1997

Rwanda November 18, 1996
San Marino July 24, 1996
São Tomé and 

Príncipe June 21, 1996
Saudi Arabia February 24, 1997
Senegal June 28, 1996

Singapore February 7, 1997
Slovak Republic March 19, 1997
Slovenia December 16, 1996
Solomon Islands June 26, 1996
South Africa May 29, 1996

Spain May 3, 1996
Spain March 19, 1997
Sri Lanka July 31, 1996
St. Lucia November 15, 1996
St. Vincent and 

the Grenadines November 8, 1996

Sudan February 12, 1997
Swaziland March 7, 1997
Sweden September 9, 1996
Switzerland February 12, 1997
Syria March 24, 1997

Tajikistan May 8, 1996
Tanzania November 8, 1996
Thailand July 17, 1996
Togo February 3, 1997
Tonga January 27, 1997

Trinidad and Tobago March 24, 1997
Turkey August 26, 1996
Uganda May 1, 1996
Uganda April 23, 1997
United Arab Emirates October 9, 1996

United Kingdom October 23, 1996
United States July 22, 1996
Uruguay July 26, 1996
Uzbekistan June 26, 1996
Vanuatu June 26, 1996

Venezuela July 12, 1996
Vietnam November 27, 1996
Western Samoa March 12, 1997
Yemen, Republic of July 15, 1996
Zambia July 8, 1996

Table 3
Article IV Consultations Concluded in Financial Year 1997



growth in the first half of 1996 was
picking up faster than expected.

The dollar, which had recovered
in late 1995 from historical lows
against the yen and the deutsche
mark, appreciated somewhat further
in early 1996 in response to the rise
in U.S. interest rates. The current
account deficit narrowed slightly to
2.0 percent of GDP in 1995. The
merchandise trade deficit was
unchanged at 2.4 percent of GDP.
Net private capital inflows fell sub-
stantially in 1995, as banking and
direct investment shifted to net out-
flows, which were only partially off-
set by a large increase in net foreign
purchases of U.S. securities.

In their discussion, Directors
praised the U.S. economy’s strong
performance, noting in particular
the continued growth with impres-
sive employment creation and low
unemployment rates while inflation
was kept in check. They also com-
mended the expert handling of
monetary policy and the achieve-
ment in reducing the fiscal deficit.

Directors agreed that the imme-
diate challenge was to maintain the
progress in reducing inflation. The
pace of economic activity had quick-
ened since the beginning of 1996,
with domestic demand increasing
rapidly. As a result, the economy
was operating at a high level of
resource utilization, and the unem-
ployment rate had fallen to low lev-
els. Moreover, it appeared that the economy’s
considerable strength would carry over to the second
half of the year. Given these conditions, most Directors
agreed that an early tightening of monetary conditions
would be needed to ensure that inflationary pressures
did not emerge and to prevent the buildup of adverse
expectations and uncertainty in stock and bond
markets.

In view of the low level of U.S. national saving and
the imbalance between saving and investment, most
Directors believed that the federal budget deficit
remained the main economic policy challenge in the
medium term. Therefore, it was important to consoli-
date into legislative action the consensus on achieving a
balanced budget by fiscal year 2002. Several Directors
considered that the effort needed to balance the bud-
get might have to be greater than envisaged. Questions
were raised about the feasibility of substantial further

cuts in discretionary spending and whether the saving
from the proposed entitlement reforms would be as
large as assumed. Furthermore, since much of the
deficit reduction envisaged by the authorities would be
achieved late in the budget’s time horizon, Directors
noted that tax cuts should be delayed until significant
progress toward a balanced budget had been made. It
would also be important to act expeditiously to address
the impending fiscal pressures expected to result from
the aging of the U.S. population.

On medium-term monetary policy, Directors agreed
price stability should be the primary long-term objec-
tive. They endorsed the Federal Reserve’s handling of
monetary policy, including its careful attention to signs
of emerging pressure. They commended its willingness
to act preemptively on the basis of its assessment of
where the economy was heading; this had contributed
to the enviable anti-inflation record.
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Table 4
United States: Selected Economic Indicators
(Data as of Board discussion in July 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 2.3 3.5 2.0 2.2 2.4
Unemployment rate 6.9 6.1 5.6 5.6 5.4
Change in consumer prices 

(end of period) 2.8 2.7 2.5 2.9 3.3

In billions of U.S. dollars1

External economy
Exports, f.o.b. 456.8 502.5 575.9 615.2 611.7
Imports, f.o.b. –589.4 –668.6 –749.4 –788.9 –799.3
Current account balance –99.9 –148.4 –148.2 –150.9 –165.1
Direct investment –35.1 –4.7 –35.3 . . . –4.4
Portfolio investment –41.8 31.0 95.6 . . . 180.9
Capital account balance 56.4 134.7 116.6 . . . 218.2
Gross official reserves 70.8 45.6 100.0 . . . 129.4
Current account balance 

(in percent of GDP) –1.5 –2.1 –2.0 –2.0 –2.2
Change in real effective 

exchange rate (in percent) 2.6 –1.1 –5.5 . . . 5.9

In percent of GDP1

Financial variables
General government balance –3.6 –2.3 –2.0 –1.5 –1.4
Gross national saving 14.3 15.2 15.9 16.0 16.8
Gross national investment3 16.5 17.7 17.7 . . . 17.8
Change in broad money 

(M2; year-over-year; in percent) 1.1 1.4 2.1 . . . 4.9
Three-month treasury bill rate 

(yearly average; in percent) 3.0 4.2 5.5 5.2 5.1

1Unless otherwise noted.
2Updated Fund staff estimates.
3Includes net capital grants received by the United States.



yen. Most Directors believed that
this reversal had returned the
exchange rate to a level broadly in
line with the fundamentals. Direc-
tors considered that the recent surge
in GDP growth probably overstated
the underlying strength of activity.
At the same time, the continued
large output gap, higher-than-usual
unemployment, and the absence of
wage and price pressures suggested
that there was little immediate dan-
ger of economic overheating, and
Directors concluded that the current
policy stance should be maintained
for the time being and reassessed
later in the year. In the longer run, a
range of structural reforms would be
necessary to increase efficiency and
ensure durable growth.

As regards fiscal policy, Directors
agreed that past stimulus packages
continued to provide desirable sup-
port to economic activity. However,
the fiscal position had deteriorated
sharply since the collapse of the bub-
ble economy, and there had been a
substantial increase in public debt.
Most Directors emphasized that the
exceptional fiscal stimulus through
recent measures should be phased
out in 1997 if the recovery contin-
ued as envisaged. However, some
Directors noted that, given the his-
torically high rate of unemployment
and downside risks to the economic
outlook, there may be a need to
continue fiscal support measures—
particularly if activity were to
weaken later in the year. Directors
expressed concern about the deterioration in Japan’s
longer-run fiscal situation, noting the significant chal-
lenges posed by the country’s aging population. They
noted the desirability of taking decisive and forward-
looking actions to put the fiscal situation on a sustain-
able footing, and they welcomed the authorities’
intention to place fiscal consolidation in a medium-
term framework.

Monetary conditions were at the easiest levels since
the start of the recession, Directors noted. Given that
the margins of slack were large and inflationary pres-
sures were negligible, Directors generally concluded
that the current accommodative monetary stance was
appropriate and should be maintained until there were
clear signs that the economy was on an autonomous
recovery path. Some Directors mentioned the desirabil-

ity of strengthening the independence of monetary
policymakers, noting that such steps would facilitate
setting longer-term objectives for policy.

Directors welcomed the authorities’ changed
approach over the past year in dealing with strains in
the financial sector. Restoring strength and confidence
in the financial sector would take time, and they con-
sidered that the passage of legislation to deal with the
jusen problem (the insolvency of several housing loan
companies) was an important step toward reducing
uncertainties. Nevertheless, many Directors expressed
concern about the lack of transparency in the approach
taken to resolving the jusen problem and emphasized
the need for a clearly defined and comprehensive plan
to resolve remaining difficulties that did not rely on
further ad hoc solutions.
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Table 5
Japan: Selected Economic Indicators
(Data as of Board discussion in July 1996)1

1996_________________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 0.1 0.5 0.9 3.4 3.6
Unemployment rate 2.5 2.9 3.1 3.3 3.4
Change in consumer prices 

(period average) 1.3 0.7 –0.1 0.2 0.1

In billions of U.S. dollars1

External economy
Exports, f.o.b. 352.9 386.0 429.4 420.6 400.2
Imports, f.o.b. 213.3 241.5 297.2 327.8 316.7
Current account balance 132.0 130.6 111.4 69.5 66.0
Direct investment –13.7 –17.2 –22.7 –23.3 23.5
Portfolio investment –70.7 –26.7 –36.2 –43.6 –43.6
Capital account balance –1.5 –1.9 –2.3 –0.2 –0.2
Gross official reserves3 98.5 125.9 183.2 216.6 216.6
Current account balance 

(in percent of GDP) 3.1 2.8 2.2 1.5 1.4
Change in real effective 

exchange rate (in percent) 22.1 7.6 5.7 –13.3 –14.8

In percent of GDP1

Financial variables
General government balance –1.6 –2.1 –3.1 –4.0 –4.6
General government balance 

(excluding social security) –4.8 –5.0 –5.9 –6.8 –7.3
Gross national saving 32.8 31.5 30.8 31.1 31.2
Gross national investment 29.7 28.7 28.7 29.9 29.8
Change in broad money 

(M3; in percent) 3.9 4.0 3.6 . . . . . .
Three-month CD rate 

(average; in percent) 2.8 2.1 2.1 . . . . . .

1Unless otherwise noted.
2Updated Fund staff estimates.
3Excluding gold. 



Directors underscored the key role of structural
adjustment in medium- and long-term growth
prospects. In the view of a number of Directors, this
constituted the authorities’ main policy challenge, and
they urged the Japanese authorities to accelerate efforts
to deregulate the economy, including reforming the
labor sector and implementing reforms relating to land
use and the telecommunications sector. Aggressively
pushing ahead with such policies would enhance
Japan’s welfare and would benefit the international
community. They commended Japan’s role as the
world’s largest provider of financial assistance to devel-
oping countries and welcomed Japan’s generous sup-

port for the ESAF and the Fund’s
technical assistance activities.

Since the consultation, the Japan-
ese authorities have completed the
introduction of procedures and
other measures to be taken in the
case of the failure of financial institu-
tions. Also, the Bank of Japan Law
has been revised with a view to
strengthening the independence of
the central bank.

Germany
The Board concluded the Article IV
consultation with Germany in Sep-
tember 1996. Real GDP, after grow-
ing during 1994 and the first half of
1995 at almost 3 percent, stalled in
the second half of 1995, for an
annual increase of only 1.9 percent
(Table 6). In the first quarter of
1996, real GDP contracted slightly.
Private consumption continued its
moderate (0.5 percent quarterly)
growth rate. Unemployment had
reached its highest postwar level in
March 1996, at 10.4 percent, before
edging down to 10.3 percent in
June.

Consumer prices rose by only 1#/4
percent in 1995, owing to the
strength of the deutsche mark, com-
petitive pressures on traded goods,
and weakness of domestic demand.
In the first half of 1996 consumer
prices rose only 1!/2 percent over the
corresponding period in 1995, while
wholesale, producer, and import
prices fell.

Government deficits for 1995
and 1996 were substantially greater
than expected and exceeded the
Maastricht reference values. Efforts

to correct the fiscal imbalances induced by unification
experienced an unexpected setback in 1995, when the
general government deficit increased by nearly 1 per-
centage point to 3!/2 percent of GDP. Despite expendi-
ture restraints, the federal deficit was projected to rise
further, by almost !/2 of 1 percentage point of GDP, in
1996 because of an unanticipated revenue shortfall,
which resulted from unusually large lagged effects on
tax receipts from the 1992–93 recession and the exten-
sive use of special tax allowances for investment in east-
ern Germany and in housing.

Broad money (M3) grew by only 2.7 percent in
1995 compared with the average in the fourth quarter
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Table 6
Germany: Selected Economic Indicators
(Data as of Board discussion in September 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP –1.2 2.9 1.9 1.0 1.4
Unemployment rate 8.9 9.6 9.4 10.3 10.3
Change in consumer prices 

(period average) 4.5 2.7 1.8 1.6 1.5

In billions of U.S. dollars1

External economy
Exports, f.o.b. 445.0 493.3 588.1 594.5 604.2
Imports, f.o.b. 436.6 481.9 563.5 558.1 574.4
Current account balance –16.0 –21.8 –17.3 –10.9 –17.1
Direct investment –15.3 –16.7 –34.9 . . . –30.5
Portfolio investment 119.4 –33.2 26.7 . . . 50.9
Capital account balance 0.5 0.2 –0.7 . . . 11.9
Gross official reserves 14.2 2.0 –7.2 . . . –1.3
Current account balance 

(in percent of GDP) –0.9 –1.0 –0.7 –0.5 –0.7
Change in real effective 

exchange rate (in percent) 8.0 2.2 7.9 . . . –0.6

In percent of GDP1

Financial variables
General government balance –3.5 –2.6 –3.5 –4.0 –3.8
Primary structural balance3 0.8 1.7 0.9 1.4 1.2
Gross national saving 20.6 21.7 21.7 20.8 20.7
Gross national investment 21.4 22.7 22.4 21.3 21.5
Change in broad money 

(M3; annual average; in percent) 8.2 8.5 0.1 6.54 7.5
Three-month interbank rate 

(in percent) 7.2 5.3 4.5 3.35 3.3

1Unless otherwise noted.
2Updated Fund staff estimates.
3General government balances for 1995 and 1996 were affected by the incorporation of previ-

ously off-budget (primarily interest) expenditures, so that changes in the primary structural bal-
ance—which is the budgetary position, excluding interest transactions, that would be observed if the
level of actual output coincided with potential output—are a better measure of the fiscal impulse.

4Average January–May 1996 compared with average January–May 1995.
5Average January–June 1996.



GDP, which contrasted positively with the outturn in
the previous four years. For 1996, the government
announced a ceiling on the fiscal deficit of 4 percent of
GDP, which put French fiscal policy on course to meet
the Maastricht target of 3 percent for 1997.

As regards monetary policy, the Bank of France had
managed since the fall of 1995 to bring the franc back
within the former narrow band of the EMS and to nar-
row interest rate differentials with Germany. Overall,
the return of market confidence contributed to a sub-
stantial easing in monetary conditions.

Exports weakened markedly during the second half
of 1995, but with domestic demand relatively subdued
the current account surplus reached about 1!/4 percent
of GDP in 1995. Total official reserves (excluding
gold) increased slightly, to $27 billion. The fiscal

reform packages played a critical
role in the strengthening of the
franc.

In their discussion, Directors
commended the authorities for
the progress they had made in
fiscal consolidation, their main-
tenance of a prudent monetary
policy, and their strong com-
mitment to further fiscal consol-
idation and first-round
participation in EMU—policies
that had been rewarded by a
striking improvement in finan-
cial market conditions. How-
ever, economic activity had
been weaker than expected, and
some uncertainty clouded the
outlook for 1997.

As regards fiscal policy,
Directors felt it was still possible
to hold the deficit in 1996 to
the targeted 4 percent of GDP
if economic recovery was on
track. However, they were con-
cerned about slippages in cut-
ting back the social security
deficit and noted the risks of
further overruns in health care
spending. Directors welcomed
the announcement of a budget
for 1997 designed to respect
the Maastricht reference value
of 3 percent of GDP, although
they noted that the budget con-
tained little margin for unex-
pected adverse developments.
They also noted that the decline
in the 1997 deficit was due in
large part to a one-off transfer

from a public enterprise. They urged the authorities to
implement additional measures beginning in early
1997 to ensure adequate structural adjustment and to
avoid an increase in the deficit, in the event of weaker-
than-expected activity, that could jeopardize market
confidence in the achievement of EMU. France faced
serious pressure on the public finances from demo-
graphic changes in the long term, and the fiscal deficit
should therefore be reduced to close to balance over
the next few years. The level of public spending was
clearly too high.

Directors welcomed the skillful handling of mone-
tary and exchange rate policy. Inflation remained low,
and the reduction of interest rates reflected the credi-
bility of both monetary and fiscal policy. Directors sup-
ported the cautious approach of the Bank of France to
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Table 7
France: Selected Economic Indicators
(Data as of Board discussion in October 1996)1

1996_________________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP –1.3 2.8 2.2 1.3 1.5
Unemployment rate 11.6 12.3 11.6 12.4 12.4
Change in consumer prices 

(end of period) 2.1 1.6 2.1 1.8 1.7

In billions of U.S. dollars1

External economy
Exports, f.o.b. 196.3 221.6 267.5 271.5 270.5
Imports, f.o.b. 189.4 216.2 258.0 257.5 257.3
Current account balance 9.2 7.0 16.6 22.3 21.2
Direct investment 0.3 –6.3 5.0 . . . –4.4
Portfolio investment 3.0 –55.8 –13.5 . . . –60.9
Capital account balance –11.8 –11.1 –21.3 . . . –20.1
Gross official reserves 22.6 26.3 26.9 . . . 26.8
Current account balance 

(in percent of GDP) 0.7 0.6 1.2 1.4 1.4
Change in real effective 

exchange rate (in percent) 2.1 0.0 0.4 –1.13 –1.9

In percent of GDP1

Financial variables
General government balance –5.8 –5.8 –5.0 –4.0 –4.2
Gross national saving 18.2 19.0 19.8 19.1 18.8
Gross national investment4 17.2 18.4 18.3 17.5 17.1
Change in broad money 

(M3; in percent) –3.2 1.7 4.7 0.63 –1.5
Three-month interbank rate 

(period average; in percent) 8.4 5.8 6.6 4.05 3.9

1Unless otherwise noted.
2Updated Fund staff estimates.
3Second quarter over same period in 1995.
4Stockbuilding included.
5Average to September 18, 1996.



further monetary easing and the pri-
ority attached to sustaining the sta-
ble and favorable monetary
environment.

Directors were concerned about
the record level of unemployment,
which was due in large part to struc-
tural problems in the labor market.
Far-reaching reforms were needed to
cut unemployment, which was both
a serious social problem and a
potential threat to the credibility of
fiscal adjustment.

Directors urged the authorities to
strengthen their efforts to address
the problems in state-owned banks.
The authorities should proceed
rapidly with privatization, remove
distortions and establish a more level
playing field, strengthen supervision,
and improve corporate governance
and internal controls. They also
pressed for progress with privatiza-
tion and reforms in other sectors
where the state was involved in com-
mercial activities.

Directors praised France’s tradi-
tionally generous commitment to
development assistance, and they
urged the authorities to maintain aid
flows, which had suffered from bud-
getary stringency, at as high a level
as possible.

United Kingdom
The Board concluded the Article IV
consultation with the United King-
dom in October 1996. Real GDP
growth slowed to about 2 percent a
year through the second quarter of 1996 as economic
slowdowns in the United Kingdom’s trading partners
affected net exports (Table 8). Weak demand meant
overhanging stocks, which translated into output cuts
that further harmed growth, and the beef crisis
adversely affected agricultural output. The unexpected
weakness of output and its uncertain duration caused
sluggish private fixed investment. Nonetheless, unem-
ployment fell to a five-year low of 7!/2 percent in July
1996 (2 percent below the European Union average),
thanks in part to active policies against long-term
unemployment.

Inflation was contained despite sharp increases in
1995 in input costs associated with sterling’s deprecia-
tion and a surge in commodity prices. Factors contribut-
ing to subdued inflation included moderate economic
expansion with a continuing output gap, increased com-

petition associated with a structural change in retailing,
and pricing policies for privatized utilities.

Following initial successes, the fiscal consolidation
effort was marred by slippages. The public sector bor-
rowing requirement for 1995/96 was 4.9 percent of
GDP, compared with 3.4 percent projected in the
November 1994 budget. Revenues were responsible
for about four-fifths of the slippage; nominal expendi-
tures were successfully kept within the established tar-
gets, although real expenditures were somewhat higher
because of lower-than-expected inflation. The Novem-
ber 1995 budget measures were broadly neutral;
income tax reductions of about !/2 of 1 percent of GDP
were roughly offset by cuts in current and capital
spending.

In line with the medium-term monetary policy
framework, official interest rates were raised in several
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Table 8
United Kingdom: Selected Economic Indicators
(Data as of Board discussion in October 1996)1

1996_________________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 2.1 3.8 2.5 2.2 2.1
Unemployment rate 10.3 9.3 8.2 7.6 7.5
Change in consumer prices 

(period average)3 3.0 2.4 2.8 2.8 2.9

In billions of U.S. dollars1

External economy
Exports, c.i.f. 182.3 206.3 240.5 251.0 259.4
Imports, f.o.b. 202.6 222.8 258.8 273.2 278.5
Current account balance –16.2 –3.7 –6.2 –1.8 0.0
Direct investment –10.1 –17.7 –8.0 . . . –10.9
Portfolio investment –59.1 77.5 –37.0 . . . –48.0
Capital account balance 19.6 –4.1 0.7 . . . –4.6
Gross official reserves 43.6 43.0 50.1 42.7 42.7
Current account balance 

(in percent of GDP) –1.7 –0.4 –0.6 –0.2 0.0
Change in real effective 

exchange rate (in percent) –8.2 –0.8 –4.3 3.8 3.3

In percent of GDP1

Financial variables
General government balance –7.8 –6.8 –5.5 . . . –4.4
Gross national saving 13.7 15.7 15.8 . . . 16.1
Gross national investment 15.0 15.4 15.6 . . . 15.3
Change in broad money 

(M4; in percent) 4.9 4.0 9.9 9.4 9.5
Three-month interbank rate 

(period average; in percent) 5.9 5.5 6.7 6.0 6.0

1Unless otherwise noted.
2Updated Fund staff estimates.
3Excludes mortgage interest payments.



in the face of market uncertainties
regarding the EMU process. The
improved inflation performance and
relatively high money market rates
helped to foster the appreciation of
the exchange rate. By the fall of
1996, the authorities judged the lira
to have strengthened sufficiently
and on a durable basis to justify
ERM reentry, and the lira rejoined
the ERM in November.

In their discussion, Directors
commended the significant progress
that Italy had made since 1992
toward price stability, fiscal consoli-
dation, and strengthened external
accounts. That progress had placed
the country in a position to aspire to
participate in EMU from the start,
and had been rewarded by increased
market confidence. Directors partic-
ularly welcomed the remarkable
decline in inflation, aided by wage
moderation and the authorities’ firm
conduct of monetary policy.

At the same time, Directors
emphasized that Italy faced several
key challenges, including a slow eco-
nomic recovery, relatively inflexible
labor markets, high unemployment
concentrated in the south, and the
need to achieve sustained structural
strengthening of public finances. On
the labor market, Directors wel-
comed the positive aspects of the
recent Pact for Employment but stressed the need for
bolder initiatives toward labor market flexibility, in par-
ticular through greater regional and sectoral wage dif-
ferentiation and a wider use of nontraditional work
contracts.

Given its high public debt and interest rate premi-
ums, Italy had much to gain from participation in
EMU. However, it faced the difficult task of having to
effect the largest fiscal correction among early EMU
contenders in the context of a weak economic outlook.
Directors commended the authorities’ decision to step
up the pace of fiscal adjustment in 1997. However,
while the corrective fiscal package of March 1997
would bring the deficit within reach of the Maastricht
reference value in 1997, Directors noted that the
reliance on revenue and one-off measures raised ques-
tions about the sustainability of fiscal adjustment
beyond 1997. Permanent savings in such key spending
areas as pensions, health, and public employment were
critical. Directors welcomed the government’s inten-
tion to rely on structural measures in the 1998 budget

and the announcement of the imminent start of discus-
sions on the reform of social spending.

Directors noted that monetary union, with the
intensified competitive pressures that it would bring,
would increase the challenges faced by the Italian
banking system. Directors recognized that current
problems had both important cyclical and regional
components, but they stressed the importance of con-
tinuing to address the problems of nonperforming
loans, overstaffing, and high operating costs. Acceler-
ated privatization of the major banks was seen as cru-
cial to addressing the banking sector’s structural
problems.

Canada
The Board concluded the Article IV consultation with
Canada in January 1997. Canada has had considerable
success in the implementation of its economic strategy.
In fiscal year 1996/97 (ending March 1997) the fed-
eral budget deficit was expected to be below the target
of 3 percent of GDP. This was being accomplished by
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Table 9
Italy: Selected Economic Indicators
(Data as of Board discussion in April 1997)

1993 1994 1995 19961

In percent
Domestic economy
Change in real GDP –1.2 2.1 3.0 0.7
Unemployment rate2 10.2 11.3 12.0 12.1
Change in consumer prices (end of period) 4.3 4.0 5.6 2.6

In billions of U.S. dollars3

External economy
Exports, f.o.b. 226.8 250.3 298.9 329.9
Imports, f.o.b. 192.7 212.9 253.5 266.3
Current account balance 11.4 15.1 27.2 42.3
Direct investment –3.5 –2.9 –0.9 –3.4
Portfolio investment 72.6 –5.1 30.3 41.6
Capital account balance 9.5 –13.8 –4.0 –5.1
Gross official reserves 53.7 56.7 55.8 69.4
Current account balance (in percent of GDP) 1.1 1.5 2.5 3.5
Change in real effective exchange rate 

(in percent) –16.2 –6.3 –8.0 10.4

In percent of GDP3

Financial variables
General government balance –10.0 –9.6 –7.0 –6.7
Gross national saving 18.1 18.9 20.6 21.1
Gross national investment 16.9 17.1 18.1 17.8
Change in M2 (in percent)4 7.8 1.7 2.1 2.7
Three-month rate on treasury bills 

(period average; in percent) 10.5 8.8 10.7 8.6

1Fund staff estimates.
2Excluding workers in the Wage Supplementation Fund.
3Unless otherwise noted.
4End of period, moving average of last three months; growth rate used for target monitoring.



measures introduced in the 1994, 1995, and 1996
budgets, which cut business and farm subsidies, com-
mercialized public spending programs, imposed user
charges, and lowered government consumption by
scaling back most spending programs, cutting defense
spending, and eliminating some 55,000 government
jobs.

Real GDP growth picked up in 1996, from 0.7 per-
cent during 1995 (fourth quarter to fourth quarter) to
an annual rate of 1.3 percent during the first half of
1996 and 3.3 percent in the third quarter, led by
increases in residential construction and investment in
machinery and equipment. Personal consumption
increased sharply in the first quarter of 1996 but rose
moderately during the second and third quarters. The
unemployment rate remained at about 9!/2 percent dur-
ing the first half of 1996, but then rose slightly to
9.7 percent in December (Table 10).

Core consumer price inflation fell from 4.6 percent
in 1989 to less than 2 percent at the beginning of 1996.
It dropped further to 1.7 percent during the first 11
months of 1996, reflecting the slack in the economy.

Monetary conditions eased significantly in 1995
and 1996. The Bank of Canada’s operating band for

the overnight interest rate was
reduced in steps from 5!/2–6 percent
in early January to 2#/4–3!/4 percent
in November. Canadian short-term
interest rates have been below their
U.S. counterparts since March
1996—unprecedented in recent
decades—while differentials
between Canadian and U.S. long-
term interest rates narrowed sharply
to levels well below the historical
average. This reflects Canada’s sus-
tained low inflation and the steady
progress in reducing the federal
budget deficit.

The external current account
deficit was 1.4 percent of GDP in
1995 and continued to improve dur-
ing 1996, shifting into small sur-
pluses in the second and third
quarters. This improvement was
largely due to the strength of the
U.S. economy, and to the lagged
effects of the real effective deprecia-
tion of the Canadian dollar in the
early 1990s.

Canada experienced large net
inflows of direct investment and
portfolio capital in 1995 and the first
three quarters of 1996, while at the
same time large short-term outflows
by Canadian banks and sales of

money market instruments were recorded.
In their discussion, Directors commended the

authorities for the impressive progress in implement-
ing their economic strategy during the past year. 
They noted that inflation had been contained at a low
level, federal fiscal deficit targets were being more
than met, and substantial measures had been taken by
provincial governments to balance their budgets.
Sound macroeconomic policies had improved confi-
dence in financial markets, as reflected in the negative
short-term Canada–U.S. interest rate spreads. This
considerable progress in the economic fundamentals
had improved Canada’s prospects for sustainable
growth.

Directors agreed that the easing in monetary condi-
tions during 1996 had been appropriate in light of the
sustained low inflation, strong fiscal adjustment at all
levels of government, and considerable slack in the
economy. Caution would have to be exercised in eas-
ing monetary conditions further, however, given the
considerable stimulus from past policy actions and the
lags between monetary policy actions and their effects
on the economy. Directors noted that strong output
growth in the third quarter of 1996 and the economic
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Table 10
Canada: Selected Economic Indicators
(Data as of Board discussion in January 1997)

1993 1994 1995 19961

In percent
Domestic economy
Change in real GDP 2.2 4.1 2.3 1.4
Unemployment rate 11.2 10.4 9.5 9.7
Change in consumer prices (end of period) 1.7 0.1 1.8 1.6

In billions of U.S. dollars 2

External economy
Exports, f.o.b. 161.9 183.1 212.3 226.5
Imports, f.o.b. 164.4 179.9 198.3 206.4
Current account balance –22.3 –16.2 –8.2 0.3
Direct investment –0.8 –0.2 5.0 . . .
Portfolio investment 21.0 9.0 14.7 . . .
Capital account balance 29.4 14.3 4.4 . . .
Gross official reserves 12.1 13.1 15.3 . . .
Current account balance (in percent of GDP) –4.0 –3.0 –1.4 0.0
Change in real effective exchange rate 

(in percent) –3.3 –6.7 –3.9 . . .

In percent of GDP2

Financial variables
General government balance –7.3 –5.3 –4.1 –2.1
Gross national saving 13.6 15.3 17.0 17.5
Gross national investment 18.2 19.0 18.2 17.5
Change in broad money (in percent) 3.1 2.7 4.0 2.3
Three-month treasury bill rate (in percent) 4.8 5.5 7.0 4.2

1Fund staff projections.
2Unless otherwise noted. 



indicators for the fourth quarter
seemed to signal the long-awaited
strengthening of economic activity
in Canada.

Directors were encouraged by
the plans to eliminate fiscal imbal-
ances at the federal and provincial
levels during the next few years.
They noted the quality of the fiscal
adjustment, which relied mainly on
expenditure cuts rather than revenue
increases. It was important that
the government hold to its planned
fiscal policy course set out in the
1995 and 1996 federal budgets to
achieve the deficit-reduction tar-
gets for the coming years. Those
measures might balance the budget
by 1999/2000.

Directors remained concerned by
the persistence of high unemploy-
ment rates. They also observed that
the public old-age support system
faced important challenges, given
the aging population in Canada and
the large unfunded liability of the
system. They commended the
authorities’ initiatives in facing those
challenges and urged the federal and
provincial authorities to reach agree-
ment quickly on an appropriately
balanced package of contribution rate increases and
benefit cuts to shore up the finances of the Canada
Pension Plan. Subsequent to the Board discussion,
agreement was reached between the federal and
provincial governments on measures to deal with the
long-term needs of the Plan.

Directors commended Canada’s consistent support
for free trade, including multilateral trade liberalization
and regional and bilateral market opening on terms
supportive of the multilateral trading system. They
supported the further reduction of tariffs on a range
of goods and the simplification of Canada’s tariff
system.

Directors were encouraged by Canada’s commit-
ment to raise its official development assistance, as cir-
cumstances allowed, toward the target of 0.7 percent
of GNP.

Other Advanced Economies

Greece
The Board concluded the Article IV consultation with
Greece in August 1996. Greece’s economic perfor-
mance had improved during 1995 as output growth
accelerated to 2 percent, although unemployment rose

slightly to 10 percent during the year (Table 11). Infla-
tion dropped below two digits in 1995 for the first
time in two decades.

There was further progress in fiscal consolidation,
with the central government deficit declining from
12.7 percent of GDP in 1994 to 11.2 percent in
1995, against a budget target of 10 percent. The
overrun was due mainly to revenue shortfalls, par-
ticularly in indirect taxes, and to delays in transfers
from the European Union. However, the authorities
met the convergence plan target for the general gov-
ernment deficit. Monetary policy continued to be
guided by the preannounced exchange rate target.
The target for the rate of crawl of the drachma 
vis-à-vis the European currency unit (ECU) of 3 per-
cent during 1995 was achieved. This policy and the
successful handling of a speculative attack against the
drachma in May 1994 had spurred a surge in capital
inflows. The Bank of Greece adopted a cautious 
stance in dealing with the inflows—lowering inter-
vention rates only slowly, sterilizing most of the
inflows, raising reserve requirements from 9 percent 
to 11 percent, and extending reserve requirements to
short-term foreign currency liabilities of the banking
sector.
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Table 11
Greece: Selected Economic Indicators
(Data as of Board discussion in August 1996)

1993 1994 1995 19961

In percent
Domestic economy
Change in real GDP –1.0 1.5 2.0 2.5
Unemployment rate 9.7 9.6 10.0 9.8
Change in consumer prices (end of period) 12.1 10.8 8.1 5.0

In billions of U.S. dollars2

External economy
Exports, f.o.b. 5.0 5.2 5.8 . . .
Imports, c.i.f. 17.6 18.7 22.9 . . .
Current account balance –0.7 –0.1 –2.9 . . .
Capital account balance 4.4 6.9 3.1 . . .
Gross official reserves 8.6 15.3 15.7 . . .
Current account balance (in percent of GDP) –0.4 0.2 –1.5 –1.8
Change in real effective exchange rate

(in percent) –3.6 1.3 3.7 . . .

In percent of GDP2

Financial variables
General government balance –14.2 –12.1 –9.2 –7.0
Gross national saving 21.1 21.0 20.3 21.0
Gross national investment 21.5 20.8 21.8 22.8
Change in broad money (in percent) 15.3 13.9 8.3 9–12
Three-month treasury bill rate (in percent) 18.2 18.2 14.5 . . .

1Fund staff estimates.
2Unless otherwise noted.



ment surpluses would be appropri-
ate, given the fiscal implications of
an aging population. Directors also
commended the authorities for giv-
ing priority to maintaining a strong
system of banking supervision. They
stressed that, given banks’ depen-
dence on property lending and the
increasing linkages with China’s
economy, continued close monitor-
ing of asset quality and maintenance
of high prudential standards were
needed. Directors also welcomed
the Hong Kong Monetary Author-
ity’s participation in the New
Arrangements to Borrow (NAB).

The Board viewed Hong Kong as
having strong potential for further
high growth over the medium term.
They noted that its future lay in
developing its services-based export
industries and maintaining its status
as an international financial center.
In this context, they encouraged the
authorities to proceed with plans to
deregulate the nontraded goods and
services markets. Directors also
noted that safeguarding Hong
Kong’s institutions and values, par-
ticularly the rule of law, impartiality
of the judiciary, neutrality of the
civil service, and freedom of infor-
mation, was important for its medium-term prospects.
Directors looked forward to the success of the “one
country–two systems” framework and the continued
prosperity of the Hong Kong economy.

Israel
The Board concluded the Article IV consultation with
Israel in December 1996. The rapid, but fairly bal-
anced, expansion of the Israeli economy since 1989—
with GDP rising at more than 6 percent a year—turned
into generalized overheating in 1995–96 (Table 13).
Underlying inflation accelerated to a rate of 12 percent
in mid-1996, from 9 percent in 1994–95, as real wages
rose by 2.5 percent in the first half of the year. Accord-
ing to preliminary estimates, domestic demand grew by
5.5 percent, and unemployment rose slightly to some
6!/2 percent in 1996.

A shift to an expansionary fiscal stance abetted the
evolution from growth to overheating. In late 1994, in
the wake of what proved to be a transitory rise in rev-
enues, the authorities instituted large increases in pub-
lic sector wages and simultaneously cut taxes at a cost
to the budget of 2.5 percent of GDP. Since then, tax
revenues had consistently fallen short of expectations,

and the targets for the domestic deficit had been
missed by wide margins. For 1996, the general govern-
ment budget deficit was estimated at 4.2 percent of
GDP.

With fiscal policy easing and the economy overheat-
ing, monetary policy turned restrictive after 1994, lead-
ing to controversial side effects. The exchange rate
strengthened within its crawling band, appreciating
about 5 percent in terms of the consumer price index
and unit labor costs since 1993. Capital inflows surged,
averaging some 2.5 percent of GDP annually during
1995 and 1996. Moreover, domestic financial markets
were unsettled by the restrictive monetary policy.

The economy’s overheating was particularly evident
in the external accounts. The current account deficit
increased to more than 5 percent of GDP in 1996, a
level not experienced since the early 1980s.

In their discussion, Directors praised authorities for
their effective management of the economy over the
past six years, marked by a near halving of inflation and
unemployment rates and by the successful absorption
of immigrants. They expressed concern, however,
about the persistence of inflation and the high current
account deficit. The main policy requirement was for
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Table 12
Hong Kong, China: Selected Economic Indicators
(Data as of Board discussion in February 1997)

1993 1994 1995 19961

In percent
Domestic economy
Change in real GDP 6.1 5.4 4.7 4.5
Unemployment rate 2.0 2.0 3.3 2.6
Change in consumer prices (period average) 8.5 8.1 8.7 6.0

In billions of U.S. dollars2

External economy
Exports, f.o.b. 163.1 182.5 209.2 222.5
Imports, c.i.f. 155.0 181.0 214.8 221.0
Current account balance3 8.2 1.5 –4.9 1.6
Gross official reserves 43.0 49.3 55.4 63.8
Current account balance (in percent of GDP)3 7.0 1.6 –2.3 1.0
Change in real effective exchange rate

(in percent) 10.5 1.5 –1.2 4.1

In percent of GDP2

Financial variables
General government balance4 2.5 2.3 1.3 –0.3
Gross national saving5 35.8 33.8 31.0 33.0
Gross domestic investment 27.6 31.9 34.5 32.0
Change in broad money (in percent) 15.6 13.6 13.6 13.1
Best lending rate (in percent) 6.5 8.5 8.8 8.5

1Fund staff estimates.
2Unless otherwise noted.
3Balance on goods and nonfactor services.
4Data are for fiscal years ending March.
5Foreign component of saving included for 1993 and 1994 only.



the authorities to strengthen domestic saving with a
more ambitious fiscal consolidation effort. Directors
viewed the authorities’ medium-term strategy of fiscal
consolidation, disinflation, and structural reform as
charting the appropriate direction for the needed
adjustment.

Noting that fiscal policy had been at the root of the
overheating experienced in 1995/96, Directors
stressed that improving public sector saving was essen-
tial and called for strict adherence to the deficit target
for 1997. They viewed as important recently
announced plans for additional spending cuts and the
establishment of a contingency reserve. They consid-
ered the authorities’ emphasis on containing expendi-
tures helpful and suggested the adoption of more
realistic revenue estimates. Directors generally regarded
the existing medium-term fiscal targets as insufficient
to generate the domestic saving required to sustain a

high rate of investment and to
achieve low single-digit inflation in
five years. They therefore urged the
adoption of more ambitious
medium-term objectives. They also
recommended improved trans-
parency and accountability of fiscal
policy, in particular by also provid-
ing deficit estimates inclusive of the
accrued liabilities associated with
indexation that are excluded from
the present measures and by explain-
ing the government’s accounting
methodology to the public.

Directors observed that monetary
policy had to bear the brunt of the
fight against inflation over the past
two years, but they considered that a
shift to a less restrictive monetary
stance should await credible progress
with fiscal consolidation. They gen-
erally thought that the increased
emphasis on inflation targeting
within the crawling exchange rate
band had provided a clarity of pur-
pose and objectives that could facili-
tate the pursuit of disinflation. They
urged the adoption of a forward-
looking inflation strategy that could
usefully integrate structural
aspects—policies for releasing public
lands, the privatization and regula-
tion of utilities, and enhanced com-
petition policies.

Directors considered that Israel’s
record on structural policies was
mixed. Although progress had been
made in liberalizing trade, strength-

ening antitrust and competition policy, and downsizing
banks’ holdings in nonfinancial companies, there was
need to accelerate privatization and to decrease other
forms of government intervention in the economy.
Directors welcomed plans to rationalize the tax and
regulatory treatment of financial instruments, but they
felt that much more needed to be done if Israel were
to establish a resilient and efficient capital market.

Korea
The Board concluded the Article IV consultation with
Korea in November 1996. Following two years of
rapid expansion led by buoyant investment and
exports, economic growth moderated in late 1995 and
early 1996 in response to an earlier tightening of
monetary conditions and less favorable short-run
export prospects. Domestic demand decelerated
sharply as growth of investment in equipment slowed
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Table 13
Israel: Selected Economic Indicators
(Data as of Board discussion in December 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 3.5 6.8 7.1 4.3 4.4
Unemployment rate 10.0 7.8 6.3 6.3 6.7
Change in consumer prices

(end of period) 11.2 14.5 8.1 12.0 10.6

In billions of U.S. dollars1

External economy
Exports, f.o.b. 14.8 16.7 19.0 19.9 20.2
Imports, c.i.f. 20.4 22.6 26.7 28.9 28.3
Current account balance –1.1 –2.3 –3.9 –5.2 –4.9
Direct investment — –0.2 1.2 . . . 1.6
Capital account balance 2.4 1.6 3.9 . . . 6.1
Gross official reserves 6.4 6.8 8.2 . . . 11.4
Current account balance

(in percent of GDP) –1.7 –3.2 –4.5 –5.6 –5.2
Change in real effective exchange

rate (in percent) –0.6 2.4 3.5 . . . 3.3

In percent of GDP1

Financial variables
General government balance –3.5 –2.2 –3.4 . . . –4.2
Gross national saving

(in percent of national income) 20.2 18.7 18.1 . . . . . .
Gross national investment

(in percent of national income) 21.8 22.0 22.6 . . . . . .
Change in broad money

(in percent) 22.0 24.6 21.7 . . . 2.4
Interest rate at discount window

(in percent) 11.3 13.4 15.5 . . . 16.1

1Unless otherwise noted.
2Updated Fund staff estimates.



because of a large capacity buildup
in recent years as well as the less
favorable export outlook. In late
1995 and the first half of 1996, the
labor market was tight, with the
unemployment rate at about 2 per-
cent. Influenced by unfavorable
agricultural price developments,
consumer price inflation edged up
in the first half of 1996 to 5.0 per-
cent from 4.5 percent in 1995
(Table 14).

The fiscal situation in Korea
remained sound as the result of a
long tradition of fiscal conservatism.
Over the years, fiscal expenditure,
relatively low by international stan-
dards, had been broadly in line with
revenue, resulting in moderate levels
of government debt and high gov-
ernment saving. Monetary develop-
ments in 1995–96 were broadly
consistent with the government’s
objectives to lower underlying infla-
tion and achieve a soft landing.
Growth of the broad monetary
aggregate in 1995, although rapid at
the beginning of the year, slowed to
13.7 percent by the end of Decem-
ber, well within the target range of
12 percent to 16 percent. Other
monetary aggregates showed a simi-
lar behavior.

Since 1994, the current account
deficit had widened sharply, initially
in tandem with the rapidly growing
economy, but subsequently mainly
as a result of adverse developments
in the terms of trade. Nevertheless,
capital inflows, growing in response to continued relax-
ation of controls on foreign equity investment and on
access to trade financing, had comfortably financed this
deficit. In 1995 the surplus on the capital account rose
to $16 billion, and net inflows of $14 billion were
recorded during the first half of 1996. Since 1994, the
authorities have progressively dismantled import barri-
ers and cut tariffs in accordance with the Uruguay
Round; except for a small number of products with
potentially adverse health or security effects, import
licensing is now automatic. The nominal effective
exchange rate had been broadly unchanged in the
period since late 1994, notwithstanding large fluctua-
tions over the same period in key currency exchange
rates.

Over the past ten years, the authorities had partially
implemented two public enterprise privatization pro-

grams; the program introduced in December 1993
envisaged privatization of 58 of 133 public enterprises
during 1994–98. As of mid-1996, 16 enterprises had
been privatized.

In their discussion, Directors welcomed Korea’s con-
tinued impressive macroeconomic performance: growth
had decelerated from the unsustainably rapid pace of
the previous two years, inflation had remained subdued
notwithstanding some modest pickup in the months
prior to the consultation, and the widening of the cur-
rent account deficit largely resulted from a temporary
weakening in the terms of trade. They welcomed
Korea’s prospective membership in the OECD and the
BIS and noted the challenge of ensuring that the speed
of structural reforms in the financial sector and the capi-
tal account was commensurate with the needs of
Korea’s transformation into an industrial economy.
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Table 14
Korea: Selected Economic Indicators
(Data as of Board discussion in November 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 5.8 8.6 9.0 7.1 7.1
Unemployment rate 2.8 2.4 2.0 2.0 2.0
Change in consumer prices

(end of period) 5.8 5.6 4.7 4.9 4.5

In billions of U.S. dollars1

External economy
Exports, f.o.b. 80.9 93.7 123.2 129.4 128.3
Imports, f.o.b. 79.1 96.8 128.0 139.8 143.5
Current account balance 0.4 –4.5 –8.9 –17.7 –23.7
Direct investment –0.5 –1.3 –1.9 . . . –1.7
Portfolio investment 10.7 6.8 8.5 . . . 11.3
Capital account balance 2.6 9.1 16.0 . . . 24.6
Gross official reserves 20.2 25.6 32.7 . . . 33.2
Current account balance 0.1 –1.2 –2.0 –3.6 –4.8

(in percent of GDP)
External debt (in percent of GDP) 13.3 14.7 17.2 . . . 22.9
Debt service (in percent of

exports of goods and services) 9.1 6.2 5.4 . . . . . .
Change in real effective exchange

rate (in percent) –1.8 0.7 1.1 . . . 3.6

In percent of GDP1

Financial variables
General government balance 0.3 0.5 0.4 — . . .
Gross national saving 35.2 34.9 35.1 34.5 . . .
Gross national investment 35.1 36.1 37.1 38.0 . . .
Change in broad money

(end of period; in percent) 17.3 17.6 13.7 . . . 17.8
Three-month CDs (in percent) 12.3 14.8 11.7 . . . 13.5

1Unless otherwise noted.
2Updated Fund staff estimates.



rent account deficit. Financial stabil-
ity and continued structural reforms
would help to keep the traded-
goods sector competitive and to
maintain private capital inflows.

Directors underscored the impor-
tance of continuing with structural
reforms to enhance potential
growth. In particular, they proposed
perseverance in efforts to raise pri-
vate investment and saving in rela-
tion to GDP and to improve
education and training facilities to
raise labor productivity. They wel-
comed the authorities’ commitment
to promote further multilateral and
regional initiatives to liberalize
trade.

Subsequent to the consultation,
in December 1996 a new coalition
government took office. While the
economic policy stance has not been
fundamentally modified, two
changes are of note. First, the infla-
tion band was widened from 0–2
percent to 0–3 percent, and the
Reserve Bank signaled its intention
to keep inflation in the middle part
of the new band. Meanwhile, infla-
tion pressures continued to ease;
underlying inflation for the March
1997 quarter was 0.2 percent, and
for the 12-month period ending
March 1997 it was 2 percent on
average. Second, budgeted spending
on health, education, and law and
order was increased for the next sev-
eral years by 1!/2 percent of GDP a
year, and the announced July 1997 tax cut was delayed
by one year. However, sizable budget surpluses con-
tinue to be targeted.

Spain
The Board concluded the Article IV consultation with
Spain in March 1997. Recent economic developments
in the country were then generally favorable. Growth
in private consumption had strengthened to about
2.5 percent (quarter-on-quarter, annualized) in mid-
1996 as booming stock and bond markets added to
household wealth. For 1996 as a whole, GDP grew by
an estimated 2.2 percent (Table 16). Consumer infla-
tion fell to 3.2 percent (year-on-year) in December
1996, the lowest rate in three decades. With output
still below potential, unemployment remained a serious
economic and social problem. After peaking at over
24 percent in early 1994, the unemployment rate was

reduced by the subsequent recovery to 22 percent of
the labor force in the third quarter of 1996, still well
above that of any other industrial country.

Since late 1994, monetary policy had been centered
squarely on the task of lowering inflation. Inflation and
monetary growth both declined during 1996, allowing
the Bank of Spain to reduce the reference ten-day
repurchase rate to 6 percent in January 1997 from
9.25 percent in December 1995. Fiscal policy focused
on qualifying Spain for entry into EMU in 1999. The
convergence plan submitted to the European Council
in July 1994 called for the general government deficit
to fall from 7.4 percent of GDP in 1993 to 3.0 percent
in 1997, primarily through expenditure reductions.
During 1994–96, multiyear limits were imposed on
public sector wage increases, agreements were struck
with local and regional governments to limit their
deficits, controls were placed on the rise in health care
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Table 15
New Zealand: Selected Economic Indicators1

(Data as of Board discussion in November 1996)2

1996/97_______________________
Projections at
time of Board

1993/94 1994/95 1995/96 discussion Outturn3

In percent
Domestic economy
Change in real GDP 6.2 5.2 2.8 2.5 2.0
Unemployment rate 9.5 6.9 6.5 6.5 6.4
Change in consumer prices

(period average) 1.4 2.4 3.3 2.4 2.2

In billions of U.S. dollars2

External economy
Exports, f.o.b. 10.8 12.6 13.4 14.5 15.2
Imports, c.i.f. 9.1 11.3 12.8 14.4 14.7
Current account balance –0.6 –2.0 –2.4 –2.8 –2.8
Direct investment 0.5 1.2 4.5 4.2 4.4
Portfolio investment 1.3 0.4 1.2 1.4 1.2
Capital account balance 1.0 1.8 2.9 2.8 2.9
Gross official reserves 3.8 3.9 4.5 4.7 4.4
Current account balance

(in percent of GDP) –1.3 –3.9 –4.1 –4.5 –4.3
Change in real effective exchange

rate (in percent) 6.4 5.3 5.7 . . . . . .

In percent of GDP2

Financial variables
General government balance 0.9 3.1 3.8 3.1 2.0
Gross national saving 18.9 17.9 18.4 17.9 18.2
Gross national investment 20.2 21.8 22.6 22.4 22.5
Change in broad money

(in percent) 6.6 6.7 12.0 15.0 10.0
Interest rate on 90-day bank bills

(in percent) 5.4 9.4 8.9 9.9 . . .

1Data are for fiscal years ending March.
2Unless otherwise noted.
3Updated Fund staff estimates.



spending, and unemployment benefits were reduced.
Although progress on fiscal consolidation in 1995 was
disappointing, the situation improved during 1996.
Preliminary data suggested that the general govern-
ment deficit target of 4.4 percent of GDP on a national
accounts basis was attained.

Spain’s external position remained strong. The
external current account moved to a surplus of 0.6 per-
cent of GDP in 1996 from 0.2 percent in the previous
year, owing to an improvement in the trade balance
and tourism. Official foreign reserves rose from $36
billion in March 1995 to $65.3 billion at the end of
January 1997, against the background of considerable
net capital inflows. Over the same period, the peseta
was maintained close to the middle of the ERM band.

In their discussion Directors commended the
authorities for their sound macroeconomic policies and
particularly for progress in fiscal consolidation and
structural reforms. They observed that Spain seemed
poised in 1997 for a strengthening of the economic
recovery and sustainable growth over the medium

term. They also welcomed Spain’s
firm commitment to meeting the
Maastricht convergence criteria in
1997 and considered that this
achievement was within the authori-
ties’ reach. They agreed that the
authorities should be prepared to
introduce additional fiscal measures,
if needed to ensure compliance with
the Maastricht criteria.

Directors urged the authorities
to take early steps to place the fiscal
consolidation process on a sustain-
able footing. They noted that it
would be necessary to go beyond the
temporary expenditure cuts and to
undertake a comprehensive restruc-
turing of government expenditure.
On the revenue side, some Directors
encouraged the authorities to
improve the tax code by a reduction
in the marginal tax rates.

Directors complimented the
Bank of Spain for its success in
reducing inflation, noting that the
increased independence of the bank
and its inflation-targeting framework
had worked well. They agreed with
the authorities that the recent low
inflation data might allow prudent
interest rate cuts, although subse-
quent reductions in interest rates
should be linked to clear progress on
the fiscal front.

Because of the strong perfor-
mance of the external sector in recent years, Directors
generally agreed that competitiveness was not an
immediate problem. Nevertheless, they stressed the
need for structural reforms and continued wage mod-
eration to ensure the maintenance of external competi-
tiveness over the medium term. As regards internal
competition, they encouraged the authorities to move
ahead in improving the markets for urban real estate,
professional services, and retail trade and in implement-
ing a more market-oriented autonomous regulatory
framework for monopolies.

Directors observed that the high unemployment
rate and severe labor market rigidities remained the
most pressing policy challenge. Spain’s prospective
entry into the EMU made it imperative for the
authorities to undertake labor market reforms without
delay.

Sweden
The Board concluded the Article IV consultation with
Sweden in September 1996. During 1990–93 Sweden
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Table 16
Spain: Selected Economic Indicators
(Data as of Board discussion in March 1997)

1993 1994 1995 1996

In percent
Domestic economy
Change in real GDP –1.2 2.1 2.8 2.2
Unemployment rate (period average) 22.7 24.2 22.9 22.2
Change in consumer prices1 4.9 4.3 4.3 3.2

In billions of U.S. dollars2

External economy
Exports, f.o.b. 62.1 74.0 92.7 103.1
Imports, c.i.f. 77.0 88.8 110.4 116.9
Current account balance –5.8 –6.8 1.2 2.9
Net investment3 54.2 –15.8 23.4 1.0
Net other portfolio investment4 –54.5 21.2 –31.0 18.7
Capital account balance 2.9 2.6 6.0 5.9
Gross official reserves (end of period) 45.3 44.5 38.2 61.8
Current account balance (in percent of GDP) –1.1 –1.4 0.2 0.6
Change in real effective exchange rate

(in percent) –10.5 –4.8 1.4 2.3

In percent of GDP2

Financial variables
General government balance (Maastricht basis) –7.4 –6.2 –6.6 –4.4
Gross national saving 18.7 18.6 21.3 21.0
Gross national investment 19.9 20.0 21.1 20.6
Change in broad money (end of period;

in percent) 10.1 7.0 9.2 6.3
Three-month interbank interest rate (period

average; in percent) 11.7 8.0 9.4 7.5

1End of period, year-on-year percentage change (December on previous December).
2Unless otherwise noted.
3Including foreign direct investment and marketable securities.
4Including loans, deposits, and repurchase operations.



had experienced its worst postwar
economic crisis, but, propelled by
strong export performance, the
economy had been making a strong
recovery since the second quarter of
1993. Real GDP growth reached
3.6 percent in 1995, the highest rate
since 1987 (Table 17). Consumer
price inflation dropped to below 2
percent beginning in January 1996,
partly as a result of the appreciation
of the krona and declining mortgage
interest rates. Wage increases, how-
ever, continued to be uncomfortably
high; although total unemployment
edged down slightly, it remained
above 12 percent in the first quarter
of 1996.

After the general government
deficit reached 12.3 percent of GDP
in 1993, Sweden had set its public
finances firmly on a path of fiscal
consolidation. The EMU Conver-
gence Program adopted by the gov-
ernment in June 1995 specified
measures expected to reduce the
deficit by 7.5 percent of GDP by
1998—with the reduction split
evenly between spending decreases
and tax increases. With rapid output
growth, it was expected that the fis-
cal deficit would narrow to 2.5 per-
cent of GDP in 1997 (meeting the
Maastricht criterion), but weakened
economic activity since late 1995
had altered this outlook. In April
1996 a Supplementary Budget Bill
accordingly proposed additional expenditure measures
of SKr 12 billion to bring the deficit below 3 percent
of GDP in 1997. The positive reception of this bill in
the markets also eased pressure on the krona and on
interest rates. By mid-July 1996 the krona had appreci-
ated by 18 percent from its low point in 1995, and the
differential in long-term interest rates with Germany
had narrowed to 160–170 basis points, or about one-
third of its highest level in early 1995.

In their discussion, Directors noted that the
Swedish economy was well on its way to recovery from
the crisis of 1990–93. The Swedish inflation rate was
among the lowest in Europe. Directors commended
the authorities for their steadfast pursuit of a strong
program of fiscal consolidation and the successful reso-
lution of the banking crisis. These successes had
enhanced government credibility in financial markets.
Directors emphasized, however, the need for structural
reforms in the labor market to help moderate wage

inflation and reduce the high unemployment rate, as
well as full implementation of the fiscal consolidation
program. Noting the sensitivity of fiscal consolidation
to growth, Directors welcomed the adoption of addi-
tional fiscal measures in the April 1996 Supplementary
Budget Bill to keep the fiscal consolidation program on
track, as well as the greater weight put on expenditure
reduction in these measures.

With evidence of the growing credibility of policies,
and in view of the high level of unemployment, Direc-
tors concurred that easing monetary policy had been an
appropriate initiative. Most Directors considered that
the Riksbank’s monetary policy framework, including
inflation targeting, had contributed to reducing infla-
tion. Some Directors thought a strong commitment to
EMU membership would help to safeguard the favor-
able market sentiment that had been gained.

Directors welcomed the appreciation of the krona
during the preceding year and generally concurred
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Table 17
Sweden: Selected Economic Indicators
(Data as of Board discussion in September 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP –2.2 3.3 3.6 1.1 1.1
Unemployment rate 8.2 8.0 7.7 8.0 8.0
Change in consumer prices

(period average) 4.6 2.2 2.5 0.5 0.5

In billions of U.S. dollars1

External economy
Exports, f.o.b. 49.4 60.0 79.7 . . . 84.5
Imports, c.i.f. 42.5 51.3 64.9 . . . 66.6
Current account balance –4.0 0.8 4.9 6.2 6.1
Direct investment 2.4 –0.4 3.1 . . . 0.6
Portfolio investment 4.1 4.8 –5.2 . . . –3.5
Capital account balance 3.8 –0.8 –5.0 . . . –6.0
Gross official reserves 2.5 3.1 3.4 2.9 2.9
Current account balance

(in percent of GDP) –2.2 0.4 2.1 2.5 2.4
Change in real effective exchange

rate (in percent) –23.7 –2.2 –1.2 11.6 9.9

In percent of GDP1

Financial variables
General government balance –12.3 –10.8 –8.0 –4.0 –2.5
Gross national saving 11.3 14.5 17.5 17.7 17.2
Gross national investment 13.3 14.1 15.5 15.1 14.7
Change in broad money

(M3; in percent) 4.0 0.3 2.7 11.7 11.7
Three-month interbank interest

rate (period average; in percent) 8.5 7.6 8.8 6.0 6.0

1Unless otherwise noted.
2Updated Fund staff estimates.



with the authorities’ view that the krona appeared to
be at or close to equilibrium. They were concerned,
however, with the high rates of wage increases, which
could increase inflation, decrease competitiveness and
the momentum of growth, and slow the reduction of
unemployment.

Directors welcomed the initiatives of the Employ-
ment Bill, although a number of Directors considered
them insufficient to meet the authorities’ employment
objectives. They urged reforms to increase the flexibil-
ity of the labor market and supported the formulation
of a new wage-setting mechanism. Several Directors
stressed the importance of greater wage differentiation
and of measures to facilitate the employment of new
entrants into the labor market.

Developing Countries

Algeria
The Board concluded the Article IV consultation with
Algeria in June 1996 and conducted the second review

under the extended arrangement for
Algeria. In 1995, real GDP was esti-
mated to have increased by 4.3
percent—after two years of
decline—driven by a strong export-
led expansion in the hydrocarbon
sector, a rebound of agriculture, and
an upturn in the construction and
services sectors (Table 18). Inflation
fell from 39 percent in the 12
months to the end of 1994, to 22
percent by the end of 1995. Unem-
ployment remained high.

The fiscal deficit narrowed to
1.4 percent of GDP in 1995 from
4.4 percent in 1994. The ratio of
revenue to GDP increased, mainly
owing to higher hydrocarbon
receipts. On the expenditure side,
interest payments exceeded targets,
but the fiscal program was kept on
track as the authorities cut current
outlays and contained salary
increases. As a result, civil service
wages fell substantially in real terms.

Fiscal adjustment provided the
underpinning for a tight monetary
policy, as demand for broad money
continued to grow less than nominal
GDP. Credit to the economy rose
by 85 percent in 1995; an expansion
in credit to food-importing agencies
and the railway company was partly
offset by a sharp contraction of
credit to the government and by

increased bank provisioning and recapitalization. Real
interest rates became positive in late 1995.

Notwithstanding demand restraint and a substantial
real depreciation of the Algerian dinar in 1994, the
external current account deficit increased by 1.3 per-
centage points to 5.6 percent of GDP in 1995.
Imports rose in response to trade liberalization and
higher cereal prices. However, the balance of payments
strengthened significantly in the first half of 1996, as
the trade balance responded strongly to the dinar
depreciation, more than offsetting a drying up of short-
term inflows in the form of suppliers’ credit pending an
expected debt-rescheduling agreement, and official
reserves rose.

In financial sector reform, the introduction of regu-
lar repurchase auctions on the money market in May
1995 was later followed by the institution of a formal
auction system to sell negotiable treasury bonds on the
money market, with a view to establishing open market
operations by the central bank. In the public enterprise
sector, enterprises were put under hard budget con-
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Table 18
Algeria: Selected Economic Indicators
(Data as of Board discussion in June 1996)1

1992 1993 1994 1995 19962

In percent
Domestic economy
Change in real GDP 1.6 –2.2 –1.1 4.3 4.0
Unemployment rate 21.3 23.2 24.4 24.8 28.0
Change in consumer prices

(end of period) 28.0 16.1 38.6 21.9 15.1

In billions of U.S. dollars1

External economy
Exports, f.o.b. 11.5 10.4 8.9 10.3 12.6
Imports, f.o.b. 8.3 8.0 9.2 10.2 9.6
Current account balance 1.3 0.8 –1.8 –2.3 0.2
Direct investment 0.0 0.0 0.0 0.0 0.2
Capital account balance –1.2 –0.8 –2.5 –3.9 –2.8
Gross official reserves (end of period) 1.5 1.5 2.6 2.1 3.7
Current account balance (in percent

of GDP) 2.8 1.6 –4.3 –5.6 0.3
External debt (in percent of GDP) 52.0 53.0 70.3 78.4 72.4
Debt service (in percent of exports of
goods and services) 78.3 82.2 48.7 43.8 32.7
Change in real effective exchange rate

(in percent) 27.0 14.2 –28.7 –6.0 5.0

In percent of GDP1

Financial variables
Central government balance –1.2 –8.7 –4.4 –1.4 2.6
Gross national saving 31.2 30.8 27.4 26.5 28.3
Gross national investment 28.4 29.2 31.8 32.0 28.0
Change in broad money (in percent) 23.9 21.5 15.4 10.5 15.0
Repurchase rate (in percent) 17.0 17.0 21.0 23.0 20.0

1Unless otherwise noted.
2Fund staff estimates.



year, monetary policy remained relaxed. However, as
net foreign assets declined sharply, broad money
growth decelerated to 8.2 percent as against 16 per-
cent in the preceding year. The real effective exchange
rate appreciated slightly during 1995/96. To slow the
appreciation, the exchange rate of the taka vis-à-vis the
U.S. dollar was depreciated several times during
1995/96.

In their discussion, Directors welcomed the oppor-
tunity that the new government now had to adopt
bolder polices. They urged the authorities to undertake
a fundamental overhaul of the role of government and
to reform the financial sector.

Directors viewed the strengthening of fiscal policy
as the central element of the adjustment effort. They

emphasized the need for the govern-
ment to resist pressures for higher
public sector wages, to make timely
cuts in low-priority domestically
financed expenditure, and to be
ready to implement additional mea-
sures. In view of the country’s low
ratio of revenue to GDP, Directors
suggested that the authorities
should vigorously pursue tax admin-
istration reform, a broadening of the
tax base, and elimination of tax
exemptions.

Directors stressed the importance
of reducing domestic credit growth
by limiting the expansion of bank
borrowing by the government and
curbing central bank lending to
banks and to specialized institu-
tions. They pointed to the need for
a more independent and effective
role for the central bank. They
noted the need to increase further
the flexibility of interest rates and
for the authorities to be prepared to
tighten their monetary targets for
1996/97 to bring about a desired
reduction in inflation and to
strengthen the international reserve
position.

Directors generally encouraged
the authorities, in conjunction with
tightening financial policies, to
adopt a more market-based
exchange rate regime. This would
help to prevent a further decline in
reserves and help the conduct of
monetary policy while avoiding
recourse to administrative controls
on imports.

Directors observed that pro-
longed delays in implementing structural reforms were
an important reason for the economy’s lackluster per-
formance over the past few years. They considered
that top priority should be given to the early reform of
the closely related problems in the financial sector and
public enterprises. While welcoming ongoing
improvements in bank supervision, they urged the
authorities to expedite implementation of plans to
restructure the banking system. Noting the large
losses in public enterprises, Directors urged the
authorities to proceed quickly to develop a compre-
hensive program of reform and privatization. Estab-
lishing a strong record of fundamental and sustained
reforms would help Bangladesh to mobilize needed
external assistance.
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Table 19
Bangladesh: Selected Economic Indicators1

(Data as of Board discussion in August 1996)2

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn3

In percent
Domestic economy
Change in real GDP4 5.0 4.5 4.9 4.9 5.6
Change in consumer prices

(period averages)5 2.5 3.7 8.9 . . . 6.7

In billions of U.S. dollars2

External economy
Exports, f.o.b. 2.4 2.5 3.5 3.9 3.9
Imports, c.i.f. 4.1 4.2 5.8 6.8 6.9
Current account balance –0.6 –0.4 –1.0 –1.6 –1.6
Capital account balance 1.3 1.3 1.2 0.6 0.6
Gross official reserves 2.1 2.8 3.1 2.0 2.0
Current account balance

(in percent of GDP) –2.6 –1.5 –3.3 –4.8 –4.7
External debt (in percent of GDP) 47.9 55.3 51.5 49.7 44.0
Debt service (in percent of exports

of goods and services) 12.0 11.4 9.7 10.7 9.4
Change in real effective exchange

rate (in percent) –3.3 –2.0 –4.6 1.9 1.9

In percent of GDP2

Financial variables
Central government balance –5.4 –5.5 –6.4 –5.7 –5.3
Gross national saving 10.6 12.9 12.3 10.3 11.0
Gross fixed investment 13.2 14.3 15.6 15.1 15.7
Change in broad money

(in percent) 11.4 14.5 16.0 8.2 8.2
Bangladesh Bank rate (in percent;

end of period) 6.5 5.5 5.5 6.5 6.5

1Data are for fiscal years ending June.
2Unless otherwise noted.
3Updated Fund staff estimates.
4Fund staff estimates based on rebenchmarking the national accounts to 1989/90; official data

based on 1984/85 weights show slightly lower estimates of GDP.
5Based on the updated 1985/86 national index.



Benin
The Board concluded the Article IV
consultation with Benin in August
1996 and approved a request for a
new arrangement under the ESAF
(see Chapter 6). The discussions
were held against a background of
continued satisfactory performance
by Benin, attributable to adjustment
undertaken in the 1980s, the deval-
uation of the CFA franc in January
1994, and improved terms of trade. 

Real GDP growth is estimated to
have reached almost 5 percent in
1995, while the rate of inflation
declined and public finances contin-
ued to improve (Table 20). Benin
observed all the performance criteria
under the ESAF for the end of Sep-
tember 1995, but at the end of
December it missed the benchmarks
for net credit to the government and
net domestic assets of the central
bank.

Investment rose to about 19 per-
cent of GDP in 1995 from 15.8 per-
cent in 1994, in part because of
strong construction activity and ris-
ing private investment in the cotton
sector, and in part because of public
infrastructure projects undertaken in
connection with the summit of fran-
cophone countries. Benin’s
improved terms of trade raised
incomes and boosted private con-
sumption by about 10 percent. The investment boom
was not matched by an equivalent increase in savings,
and the external current account deficit rose to 8.6
percent in 1995. Imports rose by 38 percent because
of the robust growth in domestic demand, whereas
exports of goods were virtually flat because of a disap-
pointing cotton crop.

Fiscal developments were generally favorable in
1995, with Benin meeting key targets, including the
narrowly defined primary surplus and the ratio of rev-
enue to GDP, with some margin. The overall budget
deficit was held to about 7 percent of GDP, somewhat
lower than envisaged. In contrast, primary expenditure
exceeded the target, in part because of unanticipated
outlays for infrastructure. These were partly offset by
lower expenditures for health and education. Net
credit to the government also exceeded the program
target but was expected to be reversed in the second
half of 1996. Although the net domestic assets of the
banking system expanded, its net foreign assets grew
less than envisaged.

The authorities continued to address the task of
strengthening the private sector through privatization,
restructuring, and price liberalization. Price controls
were lifted on seven products in early 1995, leaving
those on only five subject to government approval.

In their discussion, Directors noted the considerable
improvement in Benin’s macroeconomic performance
in recent years, with robust growth and lower inflation,
following the implementation of successive adjustment
programs. However, they observed that the economy
was not sufficiently diversified and that policies needed
to be strengthened to increase national saving, attract
foreign direct investment, and support private sector
activities.

In the fiscal arena, Directors called for stronger
efforts to reduce reliance on foreign resources and to
help raise domestic saving. They also stressed the need
to increase budgetary allocations for education, health,
and other social sectors. While they welcomed the
decision to reduce the burden of taxation on the cot-
ton sector by raising producer prices, they called for

A R T I C L E  I V  C O N S U L T A T I O N S

67A N N U A L  R E P O R T  1 9 9 7

Table 20
Benin: Selected Economic Indicators
(Data as of Board discussion in August 1996)

1993 19941 19951 19961

In percent
Domestic economy
Change in real GDP 3.2 4.3 4.8 5.5
Change in consumer prices (end of period) 4.1 54.3 3.1 6.7

In millions of U.S. dollars2

External economy
Exports 111.7 174.5 234.9 289.3
Imports 369.2 277.1 435.8 458.8
Current account balance3 –158.6 –76.5 –177.7 –163.6
Capital account balance –33.7 –20.7 10.3 48.1
Gross official reserves 174.6 173.7 128.5 164.8
Current account balance (in percent

of GDP)3 –7.5 –5.0 –8.6 –7.3
External debt (in percent of GDP) 72.4 86.4 82.0 79.6
Debt service (in percent of exports of

goods and nonfactor services)4 18.6 19.7 17.5 15.1
Change in real effective exchange

rate (in percent) –0.2 –35.8 7.5 . . .

In percent of GDP2

Financial variables
General government balance –4.7 –6.9 –7.0 –6.6
Gross national saving4 9.6 12.8 11.7 12.6
Gross national investment 14.9 15.8 19.0 17.8
Change in broad money (in percent) 5.9 41.2 16.1 14.0
Interest rate (in percent)5 7.5 5.5 6.0 5.5

1Fund staff estimates.
2Unless otherwise noted.
3Excluding official grants.
4Including current official grants, but excluding project grants.
5Average monthly money market rate; end of period.



offsetting revenue measures. Directors welcomed a
number of developments in Benin that would promote
a more efficient allocation of financial resources in the
region: the broadening of financial instruments, the
creation of a regional financial market, and the deepen-
ing of the regional interbank market.

Directors emphasized the need for a larger private
sector role and encouraged the authorities to persevere
with privatization to help foster private-sector-led
growth. While noting the recent substantial increase in
cotton production, they recommended reducing the
government’s role in that sector.

Directors took the view that Benin’s adjustment
efforts deserved continued support by the international
financial community. The external debt was high, but
the operations to reduce the debt stock requested by
the authorities should improve debt indicators in the

coming years. Nevertheless, the
economy would remain vulnerable
to external shock. To achieve
broadly based growth and external
debt sustainability over time, Benin
therefore needed to implement
sound macroeconomic policies and
structural reforms combined with a
prudent debt-management policy
and adequate financing on conces-
sional terms.

Cambodia
The Board concluded the Article IV
consultation with Cambodia in Feb-
ruary 1997. Real growth had
rebounded to 7!/2 percent in 1995
(Table 21), boosted by a record rice
harvest and buoyant activity in con-
struction, tourism, and the garment
industry, and was projected at about
6 percent for 1996, the modest
slowdown arising from the negative
impact of recent floods on rice out-
put. Inflation dropped to single dig-
its during 1995 and the first nine
months of 1996 (from over 100 per-
cent in 1993).

Fiscal policy continued to play
the central role in sustaining macro-
economic stability. Fiscal discipline
was maintained in 1996 despite rev-
enue shortfalls (because of tax
exemptions and persistent difficulties
in bringing extrabudgetary revenue
into the budget) and higher-than-
budgeted operational outlays on
security and defense. Civilian non-
wage expenditures, particularly for

health and education, however, were compressed
below budgeted levels. The overall deficit for 1996 was
projected at about 7 percent of GDP, to be fully
financed through official aid flows.

Monetary developments were marked by a pro-
nounced shift away from foreign currency in circulation
toward domestic currency and foreign currency
deposits. This portfolio shift resulted in an acceleration
in the growth of measured broad money (including
foreign currency deposits) to 44 percent in 1995. With
a slowdown in the growth of riel in circulation, mone-
tary expansion moderated in the second half of 1996
and was projected to fall to 30 percent by the end of
the year.

In 1996, the balance of payments benefited from
large official financing flows and increased foreign
direct investment, and the current account deficit was
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Table 21
Cambodia: Selected Economic Indicators
(Data as of Board discussion in February 1997)

1993 1994 19951 19962

In percent
Domestic economy
Change in real GDP 4.1 4.0 7.6 6.0
Change in consumer prices (end of period) 31.0 26.1 0.1 10.0

In millions of U.S. dollars 3

External economy
Exports, f.o.b.4 102 234 269 305
Imports, f.o.b. –305 –509 –650 –700
Current account balance5 –189 –329 –469 –430
Direct investment 0 80 151 171
Capital account balance 75 136 206 195
Gross official reserves 71 100 182 217
Current account balance (in percent of GDP) –9.4 –13.7 –16.0 –13.9
External debt (in percent of GDP)6 20 20 19 21
Debt service (in percent of exports of
goods and services) 0.4 3.2 1.3 3.7
Change in real effective exchange rate 

(annual percent change; end of period) –10.1 8.7 –0.2 –10.67

In percent of GDP3

Financial variables
General government balance (cash basis) –5.6 –6.8 –7.7 –7.0
Gross national saving 4.7 4.8 5.6 5.8
Gross national investment 14.1 18.5 21.6 19.7
Change in broad money 

(end of period; in percent)8 40.0 29.4 44.3 33.0

1Fund staff estimates.
2Fund staff projections.
3Unless otherwise noted.
4Excludes reexports.
5Excluding official transfers.
6Excludes debt to countries of the former Council for Mutual Economic Assistance amounting to

an estimated Rub 840 million, for which dollar valuation is not available.
7October.
8Including foreign currency deposits.



Moreover, revenue collection was lower and outlays
higher than anticipated. A number of structural
reforms in 1995/96 were delayed or incompletely
implemented, including civil service and administra-
tive reforms, public enterprise divestiture, banking
sector restructuring, and the securitization of 
domestic arrears. Although the authorities reduced
external arrears to official creditors by CFAF 309 bil-
lion, arrears to these creditors were not eliminated
because of a shortfall in the primary balance, an
unanticipated buildup of government deposits in the
banking system, and a shortfall in external program
assistance.

Monetary developments in 1995/96 included an
apparent weakening of money demand, a slight deteri-
oration in the net foreign asset position of the banking
system, and a pickup in private sector credit. Recorded
broad money contracted by 5 percent, implying an
increase in income velocity, attributable to problems in
the domestic banking system. 

At their meeting, Directors noted
the strengthening of Cameroon’s
economic recovery in 1995/96,
accompanied by a sharp drop in
inflation and an improved balance of
payments. They regretted, however,
that slippages in implementing fiscal
policy and delays in key structural
reforms had led to a continued
buildup of external arrears, which
affected the credibility of the eco-
nomic program. Directors urged the
authorities to strengthen the imple-
mentation of fiscal and structural
policies expeditiously to facilitate
discussions of a program that could
be supported by an arrangement
under the ESAF. Prompt action
would also help solidify the gains
from the CFA franc devaluation and
allow Cameroon to achieve its full
growth potential.

While recognizing that
Cameroon had made progress in
improving public finances, Directors
expressed concern about revenue
shortfalls and expenditure overruns
and exhorted the authorities to
strengthen the country’s fiscal per-
formance and to implement
promptly the measures outlined 
in the government’s 1996/97 bud-
get. In particular, they urged the
authorities to improve tax adminis-
tration, reduce tax fraud, close tax
loopholes, step up expenditure

controls, and strictly monitor and prioritize expendi-
tures. Directors also noted that Cameroon had pro-
gressed in liberalizing the trade regime and labor
markets. But they expressed concern over the persis-
tent delays in implementing other structural reforms,
notably in the areas of the financial system and public
enterprises.

With respect to Cameroon’s debt burden, Directors
were disappointed with the recent further increase in
external arrears and urged the authorities to clear
them, in line with the terms of the last Paris Club
agreement. They emphasized that normalization of
relations with external creditors was crucial for mobiliz-
ing new external resources to support the country’s
adjustment efforts. Directors concluded by underscor-
ing the importance of achieving all fiscal and structural
program targets for the second half of 1996, which
would allow Cameroon to regain donor confidence
and establish a credible track record for consideration
of an ESAF arrangement.
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Table 22
Cameroon: Selected Economic Indicators1

(Data as of Board discussion in October 1996)

1992/93 1993/942 1994/952 1995/963

In percent
Domestic economy
Change in real GDP –3.2 –2.5 3.3 5.0
Change in consumer prices 

(end of period) –4.1 33.8 13.4 4.4

In millions of U.S. dollars 4

External economy
Exports 1,651.7 1,433.3 1,662.2 1,755.2
Imports 1,020.7 1,016.7 1,074.6 1,192.0
Current account balance –620.1 –337.0 –170.0 –226.7
Direct investment 134.0 102.2 88.6 91.9
Capital account balance –286.1 –266.4 –661.7 –167.2
Gross official reserves 45.1 13.5 12.7 13.7
Current account balance 

(in percent of GDP) –5.2 –4.3 –2.1 –2.5
External debt (in percent of GDP) 70.8 122.7 116.2 104.3
Debt service (in percent of exports of 

goods and services) 42.5 55.0 60.9 54.5
Change in real effective exchange rate 

(in percent) –2.6 –24.7 –13.6 6.6

In percent of GDP 4

Financial variables
General government balance –6.8 –9.2 –4.9 –2.8
Gross national saving 11.3 11.0 12.4 13.5
Gross national investment 16.6 15.3 14.5 16.0
Change in broad money (in percent) –10.3 17.7 6.1 –5.1
Interest rate (in percent) 11.5 12.5 8.8 8.0

1Data are for fiscal years (July 1–June 30).
2Estimated.
3Updated Fund staff estimates.
4Unless otherwise noted.



Chile
The Board concluded the Article IV
consultation with Chile in August
1996. Chile’s economy had contin-
ued to perform strongly in 1995.
Output grew at a rate of 8.5 per-
cent, and inflation declined to
8.2 percent, from 8.9 percent in
1994. Unemployment fell to
4.7 percent at the end of 1995, from
5.9 percent at the end of 1994
(Table 23). Domestic demand pres-
sures intensified during the year, and
aggregate domestic expenditure
grew by 13 percent. The growth of
private sector credit increased to
23 percent in 1995, from 20 percent
in 1994. Exceptionally high copper
prices and lower-than-expected bud-
get expenditures increased the pub-
lic sector surplus to 2.8 percent of
GDP in 1995, from 1.2 percent in
1994.

The external current account
shifted to a virtual balance in 1995,
from a deficit of 1.2 percent of GDP
in 1994, as a result of a sharp
improvement in Chile’s main
export prices. Partly because of pre-
payment of external public debt and
a shift in portfolio investment to net
outflows, total capital inflows
dropped to less than $1 billion in
1995, from $3.8 billion in 1994.
Official reserves at the end of 1995
were $14.2 billion, an increase of
$1.4 billion. The Chilean peso, in
real effective terms, appreciated by
2.2 percent in 1995.

Performance in the first quarter
of 1996 was strong. Aggregate
domestic demand grew by 13 per-
cent and output by 9 percent, compared with the same
period in 1995. The trade surplus dwindled because of
lower export prices, and capital inflows rebounded
sharply in the first half of 1996.

In their discussion, Directors commended the
authorities for their skillful management of the econ-
omy and had much praise for its impressive perfor-
mance in recent years: declining unemployment, lower
inflation, high saving and investment, a strong external
position, and encouraging improvements in social
conditions.

Although the medium-term outlook remained
favorable, Directors felt that Chile’s most important
challenge was to bring inflation down to industrial

country levels. In that context, Directors emphasized
that more decisive action to reduce the scope of index-
ation would help in achieving the inflation target. The
current tight monetary policy was generally considered
appropriate by Directors, in view of the need to curb
private demand to a sustainable level. They recom-
mended keeping that stance until signs were clear that
inflation was declining in line with the authorities’ tar-
get for 1996.

Directors endorsed the authorities’ fiscal stance
for 1996, which was stronger than envisaged in the
budget. Such a stance would help to reduce the
burden of monetary policy and the upward pressure
on the currency. Directors noted that achieving the

A R T I C L E  I V  C O N S U L T A T I O N S

71A N N U A L  R E P O R T  1 9 9 7

Table 23
Chile: Selected Economic Indicators
(Data as of Board discussion in August 1996)1

1996________________________
Projections at
time of Board

1993 1994 19952 discussion Outturn3

In percent
Domestic economy
Change in real GDP 6.3 4.2 8.5 7.4 7.2
Unemployment rate 4.7 6.0 5.4 . . . . . .
Change in consumer prices
(end of period) 12.2 8.9 8.2 7.0 6.6

In billions of U.S. dollars1

External economy
Exports, f.o.b. 9.2 11.6 16.0 15.1 15.4
Imports, c.i.f. –10.2 –10.9 –14.7 –16.4 16.5
Current account balance –2.1 –0.6 0.2 –2.7 –2.9
Direct investment 0.9 1.9 1.9 2.1 4.2
Portfolio investment 0.8 1.3 0.0 1.3 1.2
Capital account balance 2.7 4.6 1.2 3.7 5.0
Gross official reserves 9.7 13.2 14.2 14.8 14.9
Current account balance 

(in percent of GDP) –4.5 –1.2 0.2 –3.8 –4.1
External debt (in percent of GDP) 42.0 41.2 32.4 34.5 36.3
Debt service (in percent of exports 

of goods and services) 24.6 19.2 26.0 25.4 31.8
Change in real effective 

exchange rate (in percent)4 –1.9 4.9 2.2 . . . 3.9

In percent of GDP1

Financial variables
General government balance 1.9 2.7 3.7 2.9 3.0
Gross national saving 24.2 25.6 27.6 23.9 23.6
Gross domestic investment 28.8 26.8 27.4 27.7 27.7
Change in broad money 

(in percent) 27.0 19.3 27.4 19.3 23.5
Interest rate (in percent)5 6.5 6.4 6.1 . . . 7.3

1Unless otherwise noted.
2Preliminary.
3Updated Fund staff estimates.
4Twelve months ended December. Decline indicates depreciation of the Chilean peso.
5Average annual rate on 90-day central bank indexed promissory notes.



while continuing China’s opening
to, and growing integration with,
the global economy. They agreed
that the key challenge was to take
advantage of this favorable situation
to undertake bold and comprehen-
sive structural reforms, particularly
to address deep-seated weaknesses in
the state enterprises and the financial
system in order to accelerate China’s
transition to a more fully market-
based economy.

Directors stressed the importance
of maintaining cautious macro-
economic policies to sustain low
inflation. Noting the rapid growth
of broad money, they generally cau-
tioned that more restrained broad
money growth than envisaged in
the authorities’ monetary policy
framework for 1997 would be
prudent.

Directors also stressed that the
development of a medium-term
framework for fiscal policy would
help in prioritizing public expendi-
tures, identifying the associated
sources of financing, and assessing
the overall fiscal policy stance. They
also emphasized the need to
improve the transparency of the
budget. Also, a marked improve-
ment in budgetary revenue would
be required to ensure a strong
overall fiscal position. In that con-
nection, they suggested a broaden-
ing of income taxes and the
value-added tax, the strengthening
of tax administration, and the phas-
ing out of tax concessions for
foreign-funded enterprises. More
generally, they emphasized the
importance for a market economy of a broad-based,
simple, and nondistortionary tax system.

In view of the continuing weakness in the state-
owned enterprise sector, Directors considered that 
an acceleration of enterprise reform should be a
priority to ensure a stable macroeconomic framework
and to improve competitiveness and efficiency. They
welcomed the authorities’ decision to allow greater
management authority and diverse forms of ownership.

Directors emphasized the need to improve the com-
mercial orientation and soundness of the financial
system.

Directors commended the authorities for their
acceptance of Article VIII. Noting the rapid accumula-

tion of international reserves in recent years and the
prospect for further increases in the future, Directors
suggested the acceleration of trade liberalization would
assist in the adjustment process, improve efficiency,
and ease the pressures on monetary policy emanating
from the very strong external position.

Much remained to be done to improve economic
statistics, Directors stressed, including in the national,
fiscal, and external accounts.

Directors congratulated China on the historic occa-
sion of the reunification of Hong Kong with China,
which promised new opportunities for further enhanc-
ing the prosperity of China, Hong Kong, and the
global economy. 
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Table 24
China: Selected Economic Indicators
(Data as of Board discussion in June 1997)

1993 1994 1995 19961

In percent

Domestic economy
Change in real GDP 13.5 12.6 10.5 9.7
Change in retail prices (period average) 13.0 21.7 14.8 6.1 

In billions of U.S. dollars 2

External economy
Exports, f.o.b. 75.9 102.6 128.1 128.5
Imports, c.i.f. –86.3 –95.3 –110.1 –114.6
Current account balance3 –11.9 7.7 1.6 3.9 
Direct investment 23.1 31.8 33.8 38.8 
Portfolio investment 3.0 3.5 0.8 2.4 
State gross official reserves4 23.0 53.5 76.0 107.7
Current account balance 

(in percent of GDP) –2.7 1.4 0.2 0.5
External debt 84.4 95.0 106.6 116.2
Debt service (in percent of exports 

of goods and nonfactor services) 12.6 11.6 10.6 10.9
Change in real effective exchange rate 

(in percent)5 –1.90 9.01 5.34 4.95

In percent of GDP 2

Financial variables
Overall budgetary balance6 –2.0 –1.6 –1.7 –1.5
Gross national saving 40.6 42.6 41.1 42.9 
Gross domestic investment 43.3 41.2 40.8 42.4 
Change in broad money (in percent)7 24.0 34.5 29.5 25.3 
Interest rate (in percent; one-year 

time deposits, year-end) 10.98 10.98 10.98 7.478

1Fund staff estimates.
2Unless otherwise noted.
3Series has breaks in 1995 and 1996 owing to changes in the coverage of services items.
4Includes gold, SDR holdings, and reserve position in the Fund.
5December averages.
6Central and local governments.
7End of period; banking survey. Owing to break in the series in 1993, growth rates for

that year are not available and monetary survey data (broadly similar) are reported
instead.

8End-March 1997.



Egypt
The Board concluded the Article IV consultation with
Egypt in October 1996 and approved Egypt’s request
for a two-year precautionary Stand-By Arrangement.
Since 1991, Egypt had been implementing wide-
ranging stabilization and structural reforms with the
support of two successive Stand-By Arrangements. Real
GDP growth, stagnant in 1991/92, at the time of the
consultation was estimated to have increased to more
than 4 percent in 1995/96, while the annual rate of
inflation was reduced from more than 21 percent to
slightly over 7 percent (Table 25).

Significant progress had been made toward fiscal
consolidation. The overall fiscal deficit, which exceeded
15 percent of GDP in the late 1980s, stood at about
1.3 percent of GDP in 1995/96, in line with the bud-
get target and about the same level as in the preceding
year. While total revenues declined relative to GDP,

current outlays fell commensurately,
although priority social sectors such
as health and education were
shielded.

There had been a further easing
of interest rates, and excess reserves
of commercial banks had decreased.
The rate on three-month treasury
bills dropped to 10!/2 percent, from
about 14 percent two years earlier.
The nominal exchange rate of the
pound vis-à-vis the U.S. dollar
remained virtually constant; in real
effective terms, the pound appreci-
ated 9 percent, reflecting the
stronger U.S. dollar. Overall, the
rate of appreciation of the pound in
real effective terms slowed signifi-
cantly from 1993 as the inflation dif-
ferential between Egypt and its
trading partners declined and capital
inflows subsided.

The overall balance of payments
remained in surplus, leading to a
substantial accumulation of net
international reserves, which stood
at the equivalent of about 15
months of imports in October 1996.
With limited external borrowing and
further debt relief from the Paris
Club, the ratio of external debt to
GDP fell to about 47 percent in
mid-1996, and the debt-service ratio
declined to about 11 percent of cur-
rent account receipts (including all
transfers).

The current account remained in
surplus in 1995/96, albeit at a lower

level than in 1994/95 (0.2 percent and 2.7 percent of
GDP, respectively), despite a substantial widening of
the trade deficit, a decline in private remittances, and
little change in official transfers. The widening of the
trade deficit, which reached 14 percent of GDP in
1995/96, was attributable to a decline in exports from
exceptional levels in 1994/95; the impact on imports
of more robust economic growth—intermediate and
capital goods accounted for a large share of import
growth; and rising world prices for imports of wheat
and maize. Higher tourism receipts mitigated the dete-
rioration in the trade account. In the capital account,
sizable net inflows (largely associated with commercial
banks’ drawdowns of deposits abroad) helped to sus-
tain the overall external surplus at about $800 million.

Since 1991, progress had been made in strengthen-
ing the revenue system through the introduction of a
general sales tax and a global income tax; liberalizing
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Table 25
Egypt: Selected Economic Indicators1

(Data as of Board discussion in October 1996)

1992/93 1993/94 1994/95 1995/96

In percent
Domestic economy
Change in real GDP 0.5 2.9 3.2 4.2
Change in consumer prices 

(period average) 11.1 9.0 9.4 7.1

In billions of U.S. dollars2

External economy
Exports, f.o.b. 3.4 3.3 5.0 4.6
Imports, c.i.f. 10.7 10.6 11.9 13.7
Current account balance 2.2 0.2 1.6 0.2
Direct investment 0.5 1.3 0.7 0.5
Portfolio investment . . . 0.0 0.0 0.1
Capital account balance 0.8 2.1 –0.4 0.8
Gross official reserves 15.5 17.0 18.4 18.9
Current account balance 

(in percent of GDP)3 5.6 0.4 2.7 0.2
External debt (in percent of GDP) 65.8 58.0 55.7 47.1
Debt service (in percent of current account 

receipts, including all transfers) 13.6 12.1 10.3 10.7
Change in real effective exchange rate 

(in percent)4 7.9 10.4 –0.4 2.4

In percent of GDP 2

Financial variables
General government balance –3.5 –2.1 –1.3 –1.3
Gross national saving 17.0 17.2 19.4 17.2
Gross national investment 16.2 16.8 16.7 17.0
Change in broad money (in percent) 16.4 12.4 11.1 10.5
Average interest rate on three-month 

treasury bill (in percent) 16.3 13.9 11.0 10.5

1Data are for fiscal years ending June.
2Unless otherwise noted.
3Including official transfers.
4For 1995/96, the change relates to the 12-month period ended May 1996.



a disciplined framework for economic policy during the
run-up to the elections in late 1996. Directors
exhorted the government to resist spending pressures
and stressed the importance of strictly implementing all
elements of the program. They also stressed that a sub-
stantial and durable reduction in inflation was the pri-
ority of the program and should be the key objective of
monetary policy. Directors welcomed indications that
the growth of reserve money had declined to within
program ceilings and that inflation was also declining.
They emphasized that the credibility, strength, and
sustained implementation of financial policies were crit-
ical in achieving low inflation.

As regards fiscal policy, Directors were encouraged
by the measures implemented to regularize outstand-

ing arrears to local contractors and
to bring road spending under con-
trol. They noted, additionally, that
the favorable outcome of civil ser-
vice pay negotiations would help to
maintain fiscal restraint and stressed
the importance of adopting effective
instruments to monitor and control
government expenditures. Over the
medium term, Directors observed
that Ghana needed to rely less on
trade taxes and to widen the tax
base.

Directors saw structural reforms
as essential for accelerating growth
and alleviating poverty. These
should focus on enhancing private
sector activity and on relieving the
financial burden public enterprises
imposed on the state. While wel-
coming the progress in deregulating
the marketing and pricing of oil and
in curtailing the access of the GNPC
to central bank credit, Directors
expressed concern about the practice
of providing the GNPC with official
guarantees and urged the authorities
to continue with the restructuring of
the oil sector. They also encouraged
the authorities to move forward with
liberalizing cocoa exports by reduc-
ing, if not eliminating, export taxes
in a framework that would balance
competition and regulation to
secure a free market while ensuring
quality control. Directors welcomed
the authorities’ intention to divest
the government’s share in the bank-
ing sectors.

Directors agreed that, with sus-
tained strong policies, Ghana’s

external debt burden appeared manageable in the
medium term and that the balance of payments posi-
tion looked sufficiently robust to sustain modest
adverse shocks. They suggested, nonetheless, close
monitoring of Ghana’s debt situation.

Guatemala
The Board concluded the Article IV consultation with
Guatemala in October 1996. The Guatemalan authori-
ties had succeeded in 1995 in reducing the combined
public sector deficit by increasing government revenue
and restraining expenditure. In 1995, real GDP grew
by 5 percent, spurred by high coffee prices, and infla-
tion dropped to 8!/2 percent (Table 27). The foreign
reserve position deteriorated, owing to lax credit
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Table 26
Ghana: Selected Economic Indicators
(Data as of Board discussion in June 1996)1

1996______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 5.0 3.8 4.5 5.0 5.2
Change in consumer prices 

(end of period) 27.7 34.2 70.8 25.0 32.7

In millions of U.S. dollars1

External economy
Exports, f.o.b. 1,063.6 1,226.8 1,431.2 1,597.4 1,510.1
Imports, f.o.b. –1,728.0 –1,579.9 –1,687.2 –1,947.2 –1,835.1
Current account balance3 –559.1 –264.9 –141.8 –210.6 –273.0
Direct investment 25.0 30.0 35.0 20.0 20.0
Overall balance 41.2 163.8 284.0 115.3 –18.9
Gross official reserves 420.4 592.9 779.7 832.5 598.9
Current account balance 

(in percent of GDP)4 –9.2 –4.9 –2.2 –3.4 –4.3
External debt (in percent of GDP) 82.5 94.5 80.8 84.8 78.8
Debt service (in percent of exports 

of goods and services) 35.7 27.4 35.8 24.0 27.9
Change in real effective exchange 

rate (annual average; in percent) –13.2 –17.6 14.1 . . . 12.2

In percent of GDP1

Financial variables
General government balance5 –7.7 –3.5 –4.5 –2.0 –8.8
Gross national saving 5.6 10.8 16.4 14.6 14.4
Gross national investment 14.8 15.9 18.6 17.9 18.7
Change in broad money 

(in percent) 27.4 46.2 37.4 5.0 34.2
Discount rate on 91-day treasury 

bills (in percent; end of period) 32.0 29.5 40.5 . . . 42.8

1Unless otherwise noted.
2Updated Fund staff estimates.
3Excluding divestiture receipts.
4Including official grants.
5Including divestiture proceeds.



policies and shortfalls in official
financing.

In 1996, under a new administra-
tion, the fiscal position continued to
improve as a result of additional rev-
enue measures, on the one hand,
including an increase in the value-
added tax rate to 10 percent from
7 percent and the introduction of
an extraordinary and temporary soli-
darity tax, and, on the other hand,
tight expenditure control. Despite
the improvement in the two preced-
ing years, Guatemala’s tax ratio at
8!/2 percent of GDP remained rela-
tively low by regional standards,
and the resources devoted to basic
social needs and infrastructure con-
tinued to be insufficient. Credit to
the private sector continued to
expand rapidly in the first half of the
year, but it slowed subsequently as
the central bank tightened credit
policy.

Growth of economic activity
slowed in 1996, to an estimated
3 percent, because of the effects of
lower coffee prices on domestic
demand, while inflation rose. The
external current account deficit was
projected at the time of the consul-
tation to decline marginally, and the
overall balance of payments to be in
approximate equilibrium (in the
event, the current account deficit fell
to less than 3 percent of GDP, and
the overall balance moved into sur-
plus). Following downward pressure
on the quetzal in the first quarter of
1996, which prompted the central
bank to sell foreign exchange,
the currency appreciated a little in
nominal terms in the second quar-
ter, with the central bank interven-
ing on the buying side; in real effective terms the
quetzal appreciated by 2 percent during January–June
1996.

Soon after assuming office in January 1996, the new
administration, under the auspices of the United
Nations, resumed peace negotiations with insurgent
groups, and in December 1996 peace accords were
signed. The government is committed to implement-
ing an ambitious Peace Program over the next several
years to achieve durable progress in the political, social,
and economic areas. The program includes (1) the
strengthening of democratic institutions, the judicial

system, and public security; (2) higher spending on
basic infrastructure, low-income housing, primary
health care and education, and land reform; and (3) a
reduction in military expenditures and higher tax rev-
enue to finance the peace-related outlays within a
sound fiscal framework.

Directors, at their meeting, welcomed the prog-
ress made in the peace negotiations. They were of 
the view that this important achievement provided 
a clear opportunity to address the economy’s fiscal 
and external fragility and to improve basic social
conditions.

A R T I C L E  I V  C O N S U L T A T I O N S

77A N N U A L  R E P O R T  1 9 9 7

Table 27
Guatemala: Selected Economic Indicators
(Data as of Board discussion in October 1996)1

1996_______________________
Projections at
time of Board

1993 1994 19952 discussion Outturn3

In percent
Domestic economy
Change in real GDP 3.9 4.0 4.9 3.8 3.1
Unemployment rate 5.5 5.2 4.2 . . . . . .
Change in consumer prices 

(end of period) 11.6 11.6 8.6 10.0 10.9

In millions of U.S. dollars1

External economy
Exports, f.o.b. 1,462 1,687 2,156 2,246 2,213
Imports, c.i.f. –2,599 –2,781 –3,292 –3,424 –3,146
Current account balance –746 –697 –589 –616 –418
Direct investment, net 228 65 70 103 81
Portfolio investment, net 155 359 –102 0.0 88
Capital account balance4 955 533 369 607 560
Gross official reserves5 3.5 3.2 2.3 2.2 2.9
Current account balance 

(in percent of GDP) –6.6 –5.4 –4.0 –3.9 –2.7
External debt (in percent of GDP) 19.8 18.6 15.9 14.7 15.0
Debt service (in percent of exports 

of goods and services) 14.3 13.0 9.2 9.3 9.9
Change in real effective exchange 

rate (in percent) 1.5 7.5 –0.2 . . . 5.4

In percent of GDP1

Financial variables
General government balance –1.4 –1.1 –0.7 . . . . . .
Gross national saving 10.7 10.3 11.4 10.9 11.8
Gross domestic investment 17.2 15.7 15.4 14.8 14.8
Change in broad money 

(in percent) 18.5 17.9 14.7 14.0 14.0
Interest rate (in percent;

end of period)
Lending 25.7 20.2 22.2 . . . 22.4
Time deposits 18.0 12.5 14.2 . . . 13.3

1Unless otherwise noted.
2Estimated.
3Updated Fund staff estimates.
4Includes errors and omissions.
5In months of imports of goods and services.



improving the targeting of food and
fertilizer subsidies and proceeding
quickly with civil service reform to
reduce the wage bill.

Directors stressed that monetary
policy should be firmly focused on
inflation and cautioned against
undue easing of monetary condi-
tions. They underlined the need to
stick to the target for broad money
in light of the recent pickup in infla-
tion. Directors also urged the
authorities to phase out ad hoc
financing from the Reserve Bank of
India to the government at the end
of the fiscal year as an important
step in building the framework for
greater central bank independence.

Directors emphasized the need
for flexible exchange rate manage-
ment in close coordination with
other macroeconomic policy instru-
ments. They stressed that the
exchange rate should be allowed to
respond to market signals and that,
in managing intervention policy, the
authorities should avoid a too
mechanical reliance on indicators of
the real exchange rate. They also
pointed to the considerable effi-
ciency gains from freer capital flows.
A number of Directors considered
that more could be done to open up
the Indian economy to foreign
investment and urged that priority
be given to removing the remaining
obstacles to foreign direct and port-
folio investment.

While welcoming the new gov-
ernment’s reform program, Direc-
tors emphasized that early
elaboration of a comprehensive
framework of structural reforms and
bold initial action would help to fos-
ter an efficient and dynamic private sector response.
They pressed for accelerated trade liberalization,
including the early phasing out of quantitative restric-
tions on imports of consumer goods. Directors also
called for further efforts to strengthen public sector
banks and to ensure effective supervision; more ambi-
tious public enterprise reform, including privatization
and implementation of an effective exit policy; and
actions to establish a framework for private participa-
tion in infrastructure.

Subsequent to the Board meeting, revised national
accounts data indicated significantly higher real GDP

growth over 1993/94–1995/96 than previously esti-
mated: GDP growth in these years is now estimated at
6.0 percent in 1993/94, 7.2 percent in 1994/95, and
7.1 percent in 1995/96. For 1996/97, by contrast,
despite slowing industrial activity, strong agricultural
performance helped to maintain GDP growth close to
7 percent. A good harvest also helped to ease pressures
on food prices, and wholesale price inflation receded to
6!/2 percent by early April 1997. While exports slowed
markedly, import growth also came down sharply, and
the current account deficit remained about 1!/2 percent
of GDP in 1996/97. The overall balance of payments
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Table 28
India: Selected Economic Indicators1

(Data as of Board discussion in November 1996)2

1996/97____________________
Projections 

at time
of Board

1993/94 1994/95 1995/963 discussion Outturn4

In percent
Domestic economy
Change in real GDP 

(at factor cost) 4.3 6.3 7.0 6.8 6.8
Change in consumer prices 

(end of period) 9.9 9.7 8.9 9.5 9.5

In billions of U.S. dollars 2

External economy
Exports, f.o.b. 22.7 26.9 32.5 34.9 34.3
Imports, c.i.f. 25.1 31.7 41.1 43.1 45.3
Current account balance –1.2 –2.6 –5.2 –6.2 –5.1
Direct investment, net 0.6 1.3 2.0 2.3 2.4
Portfolio investment, net 3.6 3.6 2.1 4.2 3.3
Capital account balance 9.8 8.7 4.0 9.1 11.4
Gross official reserves 15.7 20.8 17.0 20.0 22.3
Current account balance 

(in percent of GDP) –0.5 –0.9 –1.6 –1.7 –1.5
External debt (in percent of 

GDP; end of period) 36.3 32.9 29.2 26.8 27.2
Debt service (in percent of 

exports of goods and services) 26.5 26.4 26.2 28.4 27.8
Change in real effective 

exchange rate (in percent; 
end of period) 6.9 –5.1 –0.6 6.0 8.0

In percent of GDP 2

Financial variables
General government balance –8.8 –7.4 –7.6 –7.4 –7.4
Gross national saving 21.4 24.4 24.6 26.2 25.5
Gross domestic investment 21.6 25.2 26.2 27.5 27.5
Change in broad money 

(in percent; end of period) 18.4 22.3 13.2 16.1 15.6
Interest rate (in percent)5 12.5 12.7 13.9 13.7 13.7

1Data are for fiscal years ending March.
2Unless otherwise noted.
3Fund staff estimates.
4Updated Fund staff estimates.
5Ten-year government bonds.



to lessen moral hazard. Further
deregulation and opening of the
economy to world markets were the
key to maintaining competitiveness,
and they welcomed the recent
reduction in tariffs. Directors sup-
ported accelerated liberalization of
internal and external trade of the
main commodities in order to
enhance equity as well as encourage
non-oil exports. More generally,
they strongly urged greater trans-
parency in policy implementation,
especially a regulatory framework
and tax system that provided a level
playing field.

Islamic Republic of Iran
The Board concluded the Article IV
consultation with the Islamic
Republic of Iran in August 1996.
Having addressed the 1992/93 for-
eign exchange difficulties in the First
Five-Year Development Plan (ended
1994/95), the authorities had
shifted the emphasis of the Second
Five-Year Development Plan
(1995/96–1999/2000) to boosting
growth and lowering inflation in the
context of increasing openness and
liberalizing the economy. Under this
plan, the real GDP growth rate rose
from 1.6 percent in 1994/95 to
3.1 percent in 1995/96 (Table 30).
Year-on-year inflation soared to
49 percent from 35 percent during
that period, but the 12-month rate
fell from a peak of 59 percent in
May 1995 to 26 percent by May
1996. Despite doubling at the start
of the year, domestic energy prices
remained far below international prices in 1995/96.

The fiscal deficit narrowed further to 3.8 percent of
GDP in 1995/96, following a decline in 1994/95 to
4.5 percent from the peak of 7.2 percent in 1993/94.
Although the ratio of total budgetary revenue to GDP
fell from the previous year, the authorities contained
budgetary expenditure within the scope of revenue col-
lection. As in the two preceding years, the deficit
resulted mainly from extrabudgetary foreign exchange
losses.

Broad money grew by 37 percent in 1995/96,
compared with 29 percent in the previous year. Both
net domestic asset expansion (caused partly by bank
support for the servicing of external debts incurred

before March 1994 by public enterprises and the pri-
vate sector) and net foreign asset expansion fueled the
growth. Deposit rates, already negative in real terms
over the past several years, became more strongly mis-
aligned as inflation rose. The subsequent deceleration
of inflation reduced this misalignment, but the disin-
termediation associated with negative real rates of
return contributed to the growth, albeit incipient, of
alternative channels for financial intermediation,
including the Teheran stock exchange.

In the external sector, the authorities continued to
strengthen their reserve position in 1994/95–
1995/96, reducing the stock of external arrears to
$315 million in March 1996 from over $11 billion in
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Table 29
Indonesia: Selected Economic Indicators1

(Data as of Board discussion in July 1996)2

1995/96____________________
Projections 

at time 
of Board

1992/93 1993/94 1994/95 discussion Outturn3

In percent
Domestic economy
Change in real GDP 7.2 7.3 7.5 8.1 8.2
Change in consumer prices 

(end of period) 5.0 10.2 9.6 9.0 9.0

In billions of U.S. dollars 2

External economy
Exports, f.o.b. 35.3 36.5 42.1 47.8 47.8
Imports, c.i.f. 30.3 32.3 37.9 46.1 46.1
Current account balance –2.6 –3.0 –3.3 –6.9 –6.8
Direct investment 1.7 2.0 2.6 5.4 5.4
Portfolio investment 1.2 2.0 0.8 1.7 1.8
Capital account balance 6.6 4.5 7.2 14.7 12.3
Gross official reserves 12.0 12.7 13.3 16.0 16.0
Current account balance 

(in percent of GDP) –1.8 –1.9 –1.8 –3.4 –3.3
External debt 

(in percent of GDP) 58.9 55.9 56.8 54.8 52.9
Debt service (in percent of 

exports of goods and services) 32.2 33.4 33.7 34.8 33.2
Change in real effective 

exchange rate (in percent) –2.4 1.6 –2.5 –0.6 –0.6

In percent of GDP 2

Financial variables
General government balance –1.3 –0.5 0.2 1.0 1.0
Gross national saving 30.2 31.4 32.4 34.8 . . .
Gross national investment 32.4 33.2 34.3 37.8 . . .
Change in broad money 

(in percent) 22.2 20.8 22.1 28.0 28.0
Three-month time deposit rate 

(in percent) 15.7 11.5 15.9 17.3 17.3

1Data are for fiscal years ending March.
2Unless otherwise noted.
3Updated Fund staff estimates.



March 1994. This improvement was driven by a sharp
turnaround in the external current account, which, in
turn, was caused by the almost 50 percent drop in
imports achieved over that time through intensified
import controls and exchange restrictions instituted in
May 1995. Total exports, meanwhile, fell by 5.6 per-
cent in 1995/96, as non-oil exports, affected by the
imposition of exchange controls and a misalignment of
the export exchange rate, declined by 33 percent. The
overall capital account deficit was roughly unchanged
from 1994/95, and the overall balance of payments
shifted to a surplus, the first in several years. The
exchange controls gave rise to a parallel market, in
which the exchange rate depreciated gradually from
May 1995 to June 1996.

In their discussion, Directors commended the
authorities for the considerable progress made over the
past two years in regularizing the external debt situa-
tion, lessening the vulnerability of the foreign exchange
reserve position, and reducing inflation despite an
unfavorable external environment. Those positive
developments put the authorities in a position to
design and implement in a timely fashion a compre-

hensive reform effort, which should
give priority to unifying the
exchange rate at a realistic level,
abolishing exchange restrictions, and
liberalizing imports while substan-
tially strengthening public finances
and pursuing a prudent monetary
policy.

Directors encouraged the
authorities to strengthen further the
fiscal stance by cutting the deficit,
including by reducing the extra-
budgetary foreign exchange losses,
and by significantly lessening the
dependence on oil revenue. They
noted in that connection that the
fiscal position would benefit by
broadening the domestic tax base
through the introduction of a value-
added tax and improvement in tax
administration, by reducing the gap
between domestic and international
energy prices, and by containing
public expenditure. Directors
underscored the need for prudent
credit and monetary policies based
on greater use of market-based
instruments of control, including
positive real interest rates, to lower
inflation. They encouraged the
authorities to promote sound
money and securities markets by lib-
eralizing credit allocation and con-

trol and by strengthening the regulatory and
prudential policy framework.

Directors noted that the existing exchange rate sys-
tem was severely hampering investment and growth of
the non-oil sector. They encouraged the authorities to
develop a firm timetable leading to the early unification
of exchange rates under the Second Five-Year Develop-
ment Plan and called for the liberalization of the
remaining exchange restrictions and trade controls.
They also emphasized the importance of addressing
long-standing distortions in the economy arising from
the heavy implicit subsidy on domestic energy
consumption.

Jordan
The Board concluded the Article IV consultation with
Jordan in February 1997 and completed the second
review under the Extended Arrangement approved on
February 9, 1996. Since the balance of payments crisis
of the late 1980s and the regional disturbances associ-
ated with the Middle East crisis in 1990–91, Jordan had
made impressive progress toward achieving macroeco-
nomic stability and growth. In 1996, despite a difficult
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Table 30
Islamic Republic of Iran: Selected Economic Indicators1

(Data as of Board discussion in August 1996)

1992/93 1993/94 1994/95 1995/96

In percent
Domestic economy
Change in real GDP 5.9 4.9 1.6 3.1
Change in consumer prices 

(period average) 24.4 22.9 35.2 49.4

In billions of U.S. dollars2

External economy
Exports, f.o.b. 19.9 18.1 19.4 18.3
Imports, f.o.b. 23.3 19.3 12.6 12.8
Current account balance –7.3 –4.5 5.1 3.5
Capital account balance 3.7 –4.5 –2.9 –2.9
Gross official reserves 2.9 2.9 3.9 6.7
Current account balance 

(in percent of GDP) –5.6 –5.6 7.7 3.9
External debt (in percent of GDP) 12.2 28.7 34.5 24.4
Debt service (in percent of exports of 

goods and services) . . . . . . 13.9 27.1

In percent of GDP2

Financial variables
General government balance –1.2 –7.2 –4.5 –3.8
Gross national saving 29.8 23.6 32.0 33.2
Gross national investment 35.4 29.2 24.2 29.3
Change in broad money 

(in percent of stock) 24.7 34.8 29.4 37.0
Short-term deposit rate (in percent) 7.5 8.0 8.0 8.0

1Data are for fiscal years ending on March 20.
2Unless otherwise noted.



external environment, the overall
economic performance remained
favorable. Real GDP growth was
estimated at 5.2 percent, and the 
12-month inflation rate declined to
2.5 percent (Table 31). The external
current account deficit (including
grants) was estimated to have nar-
rowed to 3 percent in 1996 from 
3.9 percent in 1995, as the larger-
than-envisaged trade deficit arising
from a sharp increase in imports of
foodstuffs (related to higher world
prices) and transport equipment was
offset by a pickup in workers’ remit-
tances. The capital account, how-
ever, was adversely affected by
regional developments, and the over-
all balance of payments deficit
widened.

The favorable 1996 macroeco-
nomic performance was under-
pinned by the authorities’
continued steadfast and responsive
policy implementation. Important
steps were taken toward fiscal con-
solidation, mainly through contain-
ment of expenditures. Food and
animal feed subsidies were
reformed, and capital expenditures
and spending on nonwage goods
and services were reduced. Conse-
quently, the fiscal deficit (excluding
grants) as a percentage of GDP was estimated to have
dropped to 4.6 percent in 1996 from 5.3 percent in
the previous year.

Despite regional uncertainties and the deteriorating
economic conditions in the West Bank and Gaza Strip,
significant progress was made in building up official
foreign exchange reserves in 1996 in the context of the
exchange rate policy of maintaining a tight link
between the Jordan dinar and the U.S. dollar. This
involved sizable open market operations and an
increase in interest rate spreads. The result has been a
tight monetary policy, with low growth in money sup-
ply and net domestic assets of the banking system.

Structural reforms were implemented in public
finance and the social safety net, the financial sector,
trade, and the regulatory framework with a view to
opening up further the Jordanian economy, to encour-
age competition, and to facilitate domestic and foreign
private investment. Although progress in privatization
was slow, institutions for implementing it were
established.

The Board welcomed the authorities’ steadfast
implementation of adjustment and reform policies,

which, despite the difficult external environment, 
had led to an impressive economic performance.
Directors emphasized that continued strong macro-
economic policies and an intensification of structural
reforms would consolidate the economic gains and
further reduce Jordan’s vulnerability to external
developments.

Directors generally welcomed the policy package
for 1997. Looking forward, a number of Directors
stressed the importance of further budgetary revenue
reform over the medium term in order to strike a
better balance in the composition of fiscal adjust-
ment. Directors considered that a greater effort by 
the government to address poverty issues, especially
through the World Bank–supported social productiv-
ity program, was also essential for sustained adjust-
ment and reform.

Directors noted that Jordan had maintained an
appropriately tight monetary policy, accompanied by
financial sector reforms, and that the exchange rate
policy had contributed to financial stability. Monetary
policy should continue to be geared toward building
up official foreign exchange reserves. Directors indi-
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Table 31
Jordan: Selected Economic Indicators
(Data as of Board discussion in February 1997)

1993 1994 1995 19961

In percent
Domestic economy
Change in real GDP 5.6 8.1 6.9 5.2
Change in consumer prices (end of period) 1.9 4.9 4.2 2.5

In billions of U.S. dollars2

External economy
Exports, f.o.b. 1.2 1.4 1.8 1.9
Imports, c.i.f. 3.5 3.4 3.7 4.3
Current account balance –0.6 –0.4 –0.3 –0.2
Capital account balance –0.1 –0.0 0.2 0.2
Gross official reserves 0.6 0.4 0.4 0.7
Current account balance (in percent of GDP) –11.7 –6.6 –3.9 –3.0
External debt (in percent of GDP) 121 112 103 100
Debt service (in percent of exports of goods

and services) 35.9 30.6 26.3 24.9
Change in real effective exchange rate

(in percent) 2.7 –3.8 –6.8 . . .

In percent of GDP2

Financial variables
General government balance (excluding grants) –5.9 –6.1 –5.3 –4.6
Gross national saving (including grants) 25.7 27.9 29.4 32.0
Gross national investment 34.3 33.1 31.8 33.4
Change in broad money (in percent) 6.9 8.0 6.6 2.0
Six-month CDs of the Central

Bank of Jordan (in percent) 4.1 7.9 9.0 9.5

1Fund staff estimates.
2Unless otherwise noted.



cated that, given the fluid regional conditions, the
authorities should continue monitoring monetary
developments carefully and adjust their policies in the
event of an unanticipated decline in money demand. In
that regard, they stressed the importance of a flexible
interest rate policy and of monitoring external
competitiveness.

Directors observed that the authorities’ far-reaching
structural reforms in the regulatory framework, the
financial sector, and the subsidy system were trans-
forming the Jordanian economy. They emphasized that
the pace of privatization should be accelerated to
encourage private sector activity and attract much-
needed foreign direct investment. Directors also called
for progress in the reform of the public pension system
and the civil service.

Kuwait
The Board concluded the Article IV consultation with
Kuwait in August 1996. Economic performance had
been generally good over the previous three years:
overall nominal GDP growth had averaged 11 percent,
and the program of reconstruction and rehabilitation

following the Iraqi occupation had
been successfully completed. In
1995, enhanced private sector confi-
dence and high oil prices toward the
end of the year contributed to
strong overall nominal GDP growth
of 8 percent (Table 32). Inflation
remained low.

Owing to higher oil revenues and
the containment of expenditures,
the fiscal position improved in
1994/95, as the deficit as a percent-
age of GDP dropped to 11.7 per-
cent from 17.7 percent in the
previous year. However, the budget
structure remained weak. Kuwait’s
dependency on oil receipts had
increased in recent years because of
the lower contribution of invest-
ment income to revenues, in con-
nection with the drawdown of
foreign assets. In addition, post-
liberation current spending on
wages, salaries, subsidies, domestic
transfers, and defense had drifted
upward.

Private sector confidence in the
financial sector, shaken by the dis-
ruptions caused by the Iraqi inva-
sion, revived with the encouraging
repayments made under the Debt
Collection Program (which covered
nonperforming loans associated with

the collapse of the informal stock market in 1982 and
the 1990 invasion).

The overall improvement in the fiscal accounts car-
ried over to the balance of payments in 1995, as the
current account surplus rose to the equivalent of
13.9 percent of GDP from 9.6 percent in 1994. The
overall balance also benefited from the reversal of the
capital outflows associated with the 1994 military alert.
Government external debt as a share of GDP fell from
25.5 percent at the end of 1994 to 12 percent at the
end of March 1996, as the postliberation syndicated
bank loan was amortized on schedule.

The Board commended the authorities for success-
fully implementing the reconstruction and rehabilita-
tion program and for maintaining economic growth
with low inflation. Those developments placed Kuwait
in a good position to address forcefully its remaining
economic and financial challenges, which included
restoring a strong fiscal position, further enhancing the
integrity of the financial system, reforming the labor
market, and generating employment opportunities.
Directors welcomed the incorporation of those policy
priorities in the Five-Year Development Plan, 
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Table 32
Kuwait: Selected Economic Indicators1

(Data as of Board discussion in August 1996)

1993 1994 1995 19962

In percent
Domestic economy
Change in nominal GDP 23.6 1.6 8.0 1.9
Change in consumer prices (period average) 0.4 2.3 1.0 . . .

In billions of U.S. dollars3

External economy
Exports, f.o.b. 10.2 11.1 12.6 12.9
Imports, f.o.b. 7.0 6.7 7.7 9.1
Current account balance 1.9 2.4 3.7 3.0
Direct and portfolio investment –0.7 –1.0 –0.3 –0.4
Capital account balance –0.9 –1.5 –4.5 –3.8
Gross official reserves4 3.6 3.7 3.6 3.6
Current account balance (in percent of GDP) 8.1 9.6 13.9 11.1
External debt (in percent of GDP)5 24.5 25.5 15.0 3.3
Change in real effective exchange rate

(in percent) –2.1 –3.6 –0.2 . . .

In percent of GDP3

Financial variables
General government balance –22.4 –17.7 –11.7 –6.9
Gross national saving (in percent of GNP) 31.0 35.3 29.0 . . .
Change in broad money (in percent) 5.6 5.4 9.4 4.5
Three-month interbank rate (in percent) 7.43 6.27 7.07 6.84

1Fiscal data are for year ending June; all other data are for calendar years.
2Fund staff estimates.
3Unless otherwise noted.
4Central Bank of Kuwait reserves only.
5Government external debt only.



authorities to limit the deterioration of the overall pub-
lic sector balance projected in 1996 and to restore fis-
cal surplus in 1997. They welcomed the authorities’
intention to consider proposals for expenditure-
reducing and revenue-enhancing measures, including
rescheduling lower-priority public investment projects,
further cuts in investment incentives, and an early
introduction of a value-added tax.

In view of the continued rapid money and credit
growth, several Directors favored further tightening of

monetary policy, and Directors
noted that the authorities’ readiness
to allow greater exchange rate flexi-
bility should help to increase the
effectiveness of monetary policy. But
the difficulty of significantly reducing
the current account deficit through
higher private saving, particularly in
the short run, underscored the need
for greater reliance on fiscal policy to
increase public saving.

Directors observed that
Malaysia’s high level of investment
and rapid total factor productivity
growth augured well for sustainable
growth in the future, provided that
the momentum of liberalization and
structural reform was sustained. The
Board supported measures to
strengthen the services sector,
including through tax reforms.
Directors also urged labor market
reforms, including a more flexible,
productivity-based wage system, and
strengthening of education and
training. A continuation of financial
reform was also important, such as
deregulation to promote develop-
ment of the bond market and
greater reliance on indirect monetary
instruments. Continued strong
emphasis on prudential supervision
of commercial banks and other
financial institutions would facilitate
further financial liberalization. Direc-
tors also urged further trade and tar-
iff reform and the elimination of
controlled and administered prices.

Mexico
The Board concluded the Article IV
consultation with Mexico in August
1996. Although the lingering effects
of the 1994 financial crisis had led
output to contract by around 6.2
percent in 1995, real GDP expanded

by 2.8 percent during the first quarter of 1996 relative
to the last quarter of 1995. Reflecting the recovery, the
open unemployment rate fell from 7.4 percent in the
third quarter of 1995 to 5.4 percent in May 1996.
Meanwhile, the 12-month rate of inflation declined
from 52 percent in December 1995 to 32 percent by
June 1996.

Fiscal performance during 1995 was better than
programmed, largely owing to lower wage payments
and revenue sharing to the states, and a shortfall in
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Table 33
Malaysia: Selected Economic Indicators
(Data as of Board discussion in August 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 8.3 9.2 9.5 8.8 8.2
Unemployment rate 3.0 2.9 2.8 2.8 2.6
Change in consumer prices

(end of period)2 3.5 3.7 3.4 4.0 3.5

In billions of U.S. dollars1

External economy
Exports, f.o.b.2 46.0 56.6 71.3 81.0 76.6
Imports, f.o.b.2 42.8 54.9 71.0 81.0 73.1
Current account balance2 –2.9 –4.2 –7.0 –7.8 –5.2
Private long-term capital, net2 3.2 3.6 2.5 2.7 4.5
Capital account balance2 10.8 1.5 6.4 11.2 9.2
Gross official reserves

(end of year) 28.3 26.7 25.1 28.4 27.7
Current account balance

(in percent of GDP) –4.6 –5.9 –8.3 –8.2 –5.2
External debt (in percent

of GDP) 42.8 37.5 37.5 41.5 38.1
Debt service (in percent of

exports of goods and services) 7.3 5.8 7.1 7.4 5.7
Change in real effective exchange

rate (annual average; in percent) –0.4 –3.2 0.4 . . . 4.2

In percent of GDP1

Financial variables
Consolidated public sector

balance2 –4.7 1.3 0.6 –1.0 1.2
Gross national saving2 30.5 32.7 32.4 32.0 36.0
Gross national investment2 35.1 38.7 40.7 40.1 41.2
Change in total liquidity

(M3; end of year; in percent) 23.8 15.8 18.2 22.0 23.7
Three-month interbank rate

(annual average; in percent) 7.2 5.1 6.1 7.23 7.2

1Unless otherwise noted.
2Official data provided subsequent to the Board discussion. Official data for 1993–95 were as fol-

lows: change in consumer prices—3.6 (1993); exports—71.6 (1995); imports—71.5 (1995); cur-
rent account balance— –3.1 (1993), –4.6 (1994), –7.5 (1995); private long-term capital, net—5.0
(1993), 4.3 (1994), 4.1 (1995); capital account balance—1.3 (1994), 7.4 (1995); consolidated
public sector balance— –2.2 (1993), 3.5 (1994), 2.9 (1995); gross national saving—33.0 (1993),
34.0 (1994), 34.7 (1995); gross national investment—37.8 (1993), 40.4 (1994), 43.2 (1995).

3First quarter.



planned investment expenditures.
The fiscal outturn in the first quarter
of 1996 was considerably stronger
than expected, largely because of the
impact of higher-than-expected
international oil prices and lower-
than-programmed expenditures.
The restrictions faced by monetary
policy in early 1995, when delays in
the disbursement of external loans
led to an increase in net domestic
assets and a decline in net interna-
tional reserves, were alleviated by
mid-March as external financing
became available. In October and
November, a second round of finan-
cial market turbulence led the
authorities to tighten the monetary
stance. By the first quarter of 1996,
larger-than-programmed external
borrowing by the government
boosted international reserves and
was responsible for a sizable decline
in net domestic assets.

Mexico’s main financial indi-
cators improved steadily during the
first half of 1996. The stock market
index rose by about 15 percent.
The interest rate on 28-day treasury
bills fell from around 50 percent
to 28 percent, and the peso appre-
ciated slightly. Mexico registered
a trade surplus in the first five
months of 1996: merchandise
exports increased 22 percent, and
merchandise imports rose by
20 percent.

Directors noted with satisfaction
the recovery in economic activity
and employment, the sharp decline
in inflation in 1996, and the
strengthening of the balance of pay-
ments. They observed that the firm
implementation of monetary policy
aimed at lowering inflation had con-
tributed to the decline in interest
rates in the context of relative
exchange rate stability. That in turn had reinforced
investor confidence, leading to increased private capital
flows.

Notwithstanding the improved economic perfor-
mance, Directors stressed that areas of concern
remained. In particular, the banking system remained
fragile, and banks’ nonperforming portfolios had con-
tinued to increase, albeit at a slower rate, creating the
need for various support programs. They were con-

cerned at the high fiscal costs associated with those
programs and the potential moral hazard they created;
they welcomed the government’s intention not to pro-
vide further direct relief through new programs to
bank debtors.

The Board stressed that the authorities should con-
tinue to resist pressures to relax policies and should be
ready to take compensatory action as needed to achieve
the main objectives of the program. A sustained tight
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Table 34
Mexico: Selected Economic Indicators
(Data as of Board discussion in August 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
GDP (annual change) 2.0 4.4 –6.2 3.6 5.1
Unemployment rate (average) 3.4 3.7 6.3 5.5 5.5
Inflation rate (end of period) 8.0 7.1 52.0 25.0 27.7

In billions of U.S. dollars1

External economy
Exports3 51.9 60.9 79.5 . . . 96.0
Imports3 –65.4 –79.3 –72.5 . . . –89.5
Current account balance –23.4 –29.7 –1.6 –3.4 –1.9
Direct investment 4.4 11.0 9.5 6.3 7.6
Portfolio investment4 28.9 8.2 –9.7 . . . 14.2
Capital account balance5 32.5 14.6 15.4 . . . 3.3
Gross official reserves 25.3 6.5 17.1 16.6 19.5
Current account balance

(in percent of GDP) –5.8 –7.0 –0.5 –1.2 –0.6
External debt (in percent of GDP) 32.7 33.8 59.3 56.6 49.3
Debt service (in percent of exports

of goods and nonfactor services
and transfers) 26.2 27.7 24.7 . . . 28.0

Change in real effective exchange
rate6 6.4 14.0 95.9 . . . –9.9

In percent of GDP1

Financial variables
General government balance7 0.7 –0.1 0.0 — –0.1
Gross national saving 15.2 14.7 19.2 17.8 20.3
Gross domestic investment 21.0 21.7 19.7 19.0 20.9
Change in broad money (M4;

in percent) 26.5 24.1 20.7 . . . 30.1
Nominal interest rate (in percent)8 15.0 14.1 48.4 29.0 31.4

1Unless otherwise noted.
2Updated Fund staff estimates.
3Includes in-bond industry.
4Comprises equity investments, private and public bond placements in international markets, and

purchases by foreigners of government securities.
5Includes liabilities to the Fund, as well as all the financial support provided to Mexico in 1995 by

other creditors.
6End of period real exchange rate based on relative unit labor costs in the manufacturing industry;

a positive sign indicates a depreciation of the peso.
7Data for the general government do not exist. Figures shown are overall nonfinancial public sec-

tor (central government plus enterprises).
8On one-month treasury bills (average of primary auction).



sary to prevent increased inflation
from eroding the contribution of
the depreciation to competitiveness.
Although Directors welcomed the
abolition of foreign exchange con-
trols on nonresidents in March
1995, they noted that this action
had exposed the economy more
directly to shifts in investor senti-
ment and that financial policies
therefore needed to respond accord-
ingly. In that light, Directors
endorsed the increase in the bank
rate at the end of April 1996 and the
authorities’ commitment to step-by-
step liberalization of the exchange
controls on residents. 

Directors emphasized that
investor confidence would be bol-
stered by the announcement of a
medium-term structural reform
package that would address high
unemployment and low growth.
Such a program should aim to
increase the demand for unskilled
labor and improve the overall com-
petitiveness of South African indus-
try. The important role of further
trade liberalization in improving
economic efficiency and growth was
stressed in this context. Monetary
policy should focus on maintaining
control of inflation, exchange rate
policy should support trade liberal-
ization, and fiscal policy should be
designed to strengthen domestic
saving.

Subsequent to the Board discus-
sion, in June 1996, the Minister of
Finance presented the authorities’
growth, employment, and redistrib-
ution strategy, designed to raise medium-term eco-
nomic growth and employment. It included
commitments to more rapid fiscal consolidation and to
exchange control reform, which were fully reflected in
the budget for 1997/98, as well as further structural
reform measures. In early 1997, the rand appreciated,
reflecting renewed confidence in the policy framework
and a strengthening in the external current balance.

Tanzania
The Board concluded the Article IV consultation with
Tanzania in November 1996. Compared with an aver-
age of about 3.7 percent in the three preceding years,
real GDP growth, led by agriculture, increased to an
estimated 4.5 percent in 1995/96 (Table 36).

Although manufacturing activity continued to decline,
owing especially to inefficiencies in the parastatal sec-
tor, newly privatized enterprises expanded robustly.
Slower monetary expansion and improved agricultural
production led to a fall in the inflation rate on a year-
end basis to 22.7 percent in June 1996 and to 18 per-
cent in August 1996 from a peak of 38 percent for the
year ended February 1995.

The new government, elected in November 1995,
faced major deficiencies in budgetary and financial
institution management. In the fiscal area, these defi-
ciencies were reflected in weak tax administration,
exacerbated by widespread tax exemptions and evasion,
with the result that revenue collection remained below
potential. Weakness in expenditure control also ener-
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Table 35
South Africa: Selected Economic Indicators
(Data as of Board discussion in May 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 1.3 2.7 3.3 4.0 3.1
Unemployment rate . . . . . . 32.0 . . . . . .
Change in consumer prices

(period average) 9.7 9.0 8.6 7.5 7.4

In billions of U.S. dollars1

External economy
Exports 24.1 24.7 27.9 31.1 29.1
Imports, f.o.b. –18.3 –21.5 –27.1 –29.5 –27.1
Current account balance 1.7 –0.6 –3.5 –3.4 –2.0
Direct investment –0.3 0.5 0.4 0.5 0.6
Portfolio investment 1.0 0.3 2.0 1.5 0.5
Capital account balance –4.5 1.5 6.0 3.0 3.4
Gross official reserves 2.7 3.1 4.3 2.2 2.2
Current account balance

(in percent of GDP) 1.5 –0.5 –2.6 –2.5 –2.0
External debt (in percent of GDP) 14.8 15.3 15.5 17.0 19.0
Debt service (in percent of

exports of goods and services) 10.3 10.8 13.8 17.4 16.6
Change in real effective exchange

rate (in percent) –4.4 –3.1 — . . . –8.1

In percent of GDP1

Financial variables
General government balance3 –6.0 –5.7 –5.5 –5.1 –5.1
Gross national saving 17.2 17.2 16.7 17.3 16.5
Gross national investment 15.7 17.7 19.3 19.8 18.0
Change in broad money

(in percent) 7.0 15.7 15.1 12.0 13.6
Interest rate (in percent)4 12.0 13.0 15.0 . . . 17.0

1Unless otherwise noted.
2Updated Fund staff estimates.
3Central government; fiscal-year basis (April–March).
4Bank rate; end of period.



vated budgetary management. The dominance of a
wide range of allowances in the government wage bill
and an inability to eliminate low-priority activities con-
tributed to expenditure overruns. In the financial sec-
tor, institutional weaknesses have compromised the
effectiveness of indirect monetary instruments in pro-
moting greater efficiency in providing financial
services.

To address the budgetary weakness during the first
half of fiscal year 1995/96 (July–June), the govern-
ment adopted a mini-budget that included both rev-
enue measures and expenditure cuts. As a result, for
1995/96 as a whole, the government’s overall deficit
amounted to 3.3 percent of GDP, compared with a
deficit of 5.8 percent of GDP in 1994/95. The fiscal
improvement in 1995/96 contributed critically to the
decline in the rate of broad money growth to 15 per-

cent in the year ended June 1996,
compared with 38 percent a year
earlier. A credit ceiling on state-
owned banks and sales of foreign
exchange by the Bank of Tanzania
also contributed to the slower pace
of monetary expansion. During the
second half of 1995/96, the gov-
ernment also adopted several struc-
tural measures designed to remove
the institutional deficiencies indi-
cated above.

Despite a modest deterioration in
the terms of trade, the external posi-
tion strengthened in 1995/96.
Import volume declined owing to
tighter customs control and the
uncertainties of an election year.
The external current account deficit,
excluding grants, declined to 16.2
percent of GDP in 1995/96, com-
pared with 20.6 percent of GDP in
1994/95. Gross official reserves
declined from the equivalent of 8.8
weeks of imports at end-June 1995
to 8.1 weeks of imports at end-June
1996, but they recovered to 10.0
weeks of imports at end-August
1996 owing to purchases of foreign
exchange by the Bank of Tanzania
during the traditional export season.

Although Directors welcomed
the marked improvement in Tanza-
nia’s macroeconomic performance,
they emphasized in their discussion
that the financial situation remained
fragile. In this light, they stressed
the importance of strong financial
policies and structural reforms—

particularly fiscal consolidation and financial sector
reform—in order to stabilize the economy, sustain
more broadly based growth, and improve living
standards.

Directors applauded the new government’s initia-
tives to address persistent fiscal imbalances and struc-
tural impediments that hindered sound financial
management. They welcomed the pay reform in the
civil service, the establishment of the Tanzania Rev-
enue Authority, and the strengthened expenditure con-
trol and budgetary processes. Some Directors, noting
the government’s determination to increase trans-
parency and accountability by public officials, encour-
aged the authorities to intensify their efforts in the
fight against corruption. Directors regretted the delay
in introducing the value-added tax and noted the
importance of improving tax administration and
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Table 36
Tanzania: Selected Economic Indicators1

(Data as of Board discussion in November 1996)

1993/942 1994/952 1995/962

In percent
Domestic economy
Change in real GDP 3.5 3.8 4.5
Change in consumer prices (period average) 30.2 34.0 25.7

In millions of U.S. dollars3

External economy
Exports, f.o.b. 485.9 592.9 659.1
Imports, c.i.f. –1,590.5 –1,509.7 –1,538.9
Current account balance4 –1,075.8 –861.7 –835.9
Direct investment5 63.0 67.3 105.6
Capital account balance 256.6 113.9 118.8
Change in gross official reserves (increase –) –11.7 51.2 15.0
Current account balance (in percent of GDP)5 –30.5 –20.6 –16.2
External debt (in percent of GDP) 194.7 171.8 143.7
Debt service (in percent of exports of goods

and services)6 59.9 41.6 38.4
Change in real effective exchange rate (in percent;

end of period) –3.5 –3.8 22.2

In percent of GDP3

Financial variables
Central government balance4 –7.9 –6.9 –4.9
Gross national saving 6.8 9.9 11.7
Gross national investment7 29.4 26.6 27.7
Change in broad money (in percent) 35.0 37.7 15.0
Interest rate (in percent)8 38.2 51.5 22.0

1Data are for fiscal years (July–June).
2Data provided by the Tanzanian authorities, and Fund staff estimates.
3Unless otherwise noted.
4Excluding grants.
5$32 million of privatization proceeds is included in 1995/96.
6Excluding Fund; before rescheduling.
7Based on national accounts data, which are not fully consistent with the balance of payments

data.
8Discount rate of the Bank of Tanzania, end of period.



and debt-service returns. On the other hand, the level
of short-term capital inflows and short-term debt were
somewhat high. Also, the limitations of present policy
instruments constrained the authorities’ ability to man-
age shocks. Caution in the use of foreign savings was
warranted, Directors observed, and early action was
required to reduce the current account deficit. While
fiscal policy could play a role in the short term, over
the medium term the emphasis should be on measures
to increase private saving.

Directors noted that Thailand’s remarkable growth
performance owed much to structural policies that fos-
tered strong total factor productivity growth. They

encouraged the authorities to main-
tain and strengthen the momentum
of reform, particularly in the finan-
cial and trade sectors, and recom-
mended a further strengthening of
supervision of the banking sector.
Much progress had been made in
reducing poverty, but the deteriora-
tion in distribution was a serious
concern, and the authorities could
improve their efforts in this regard.
Directors welcomed measures to
improve education. Directors
encouraged the authorities to
strengthen their efforts to improve
the statistical base.

Uruguay
The Board concluded the Article IV
consultation with Uruguay in July
1996, together with a first review
under the Stand-By Arrangement
approved in March 1996. In 1995
real GDP had declined by about 2.0
percent, and unemployment rose
significantly. The decline in output
continued during early 1996 in con-
struction, commerce, and industry,
but agricultural output rose. The
12-month rate of inflation fell from
44 percent during 1994 to 30 per-
cent in May 1996.

The combined public sector
deficit was reduced in 1995 to 1.75
percent of GDP, from 3 percent in
1994. The central administration
wage bill and outlays on goods and
services were restrained, and invest-
ment spending was scaled back rela-
tive to GDP. Social outlays
increased, however, as inflation
declined. Although the net revenue
effect of the tax package imple-

mented in May 1995 was positive, tax revenue fell rela-
tive to GDP in 1995, reflecting a sharp fall in domestic
demand.

The expansion of currency in circulation slowed
from 43 percent in 1994 to about 31 percent in the
year ended May 1996, and the growth of broad money
and credit to the private sector also declined. The
interest rate on short-term treasury bills also declined
significantly during that period, as did the prime lend-
ing rate.

Uruguay’s external position strengthened during
1995 and early 1996, with the external current account
deficit narrowing from 2 percent of GDP in 1995 to
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Table 37
Thailand: Selected Economic Indicators
(Data as of Board discussion in July 1996)1

1996_______________________
Projections at
time of Board

1993 1994 19952 discussion Outturn3

In percent
Domestic economy
Change in real GDP 8.3 8.8 8.7 8.3 6.7
Unemployment rate 2.6 2.6 2.5 . . . 2.0
Change in consumer prices

(period average) 3.3 5.0 5.8 6.0 5.9

In billions of U.S. dollars1

External economy
Exports, f.o.b. 36.6 44.6 56.0 63.9 54.7
Imports, c.i.f. 45.1 53.4 70.9 80.5 70.8
Current account balance –6.1 –7.8 –13.1 –14.5 –14.4
Direct investment, net 1.4 0.9 1.3 1.4 17.1
Portfolio investment, net 3.9 1.2 3.2 . . . 1.1
Capital account balance 10.5 12.2 22.0 20.5 18.0
Gross official reserves 25.4 30.3 37.0 43.0 38.7
Current account balance

(in percent of GDP) –5.4 –5.6 –8.1 –7.9 –8.0
External debt (in percent of GDP) 41.7 45.3 49.5 52.4 49.9
Debt service (in percent of exports

of goods and services) 10.9 11.4 11.0 12.4 11.4
Change in real effective exchange

rate (in percent) 0.9 –0.5 –0.9 . . . 6.6

In percent of GDP1

Financial variables
Overall public sector4 0.9 1.6 2.5 2.5 2.2
Gross domestic saving 35.0 35.6 35.0 35.7 34.5
Gross national investment 40.4 41.2 43.1 43.6 42.5
Change in broad money

(in percent) 18.4 12.9 17.0 17.3 12.6
Interbank lending rate (in percent;

end of period)5 4.38 7.22 . . . . . . 12.1

1Unless otherwise noted.
2Fund staff estimates.
3Updated Fund staff estimates.
4Fiscal years ending September 30.
5Weighted average.



1.8 percent of GDP by March 1996
(Table 38). Nevertheless, export
growth slowed during this same
period, reflecting declining demand
from Argentina and Brazil. The
monthly rate of depreciation of the
exchange rate band vis-à-vis the
U.S. dollar, which had remained
unchanged at 2 percent since 1992,
was lowered to 1.8 percent in April
1996. In real effective terms, the
Uruguayan peso appreciated by
3!/2 percent from early 1995 to April
1996, and in April 1996 it was
appreciated by about 14 percent
relative to its average level in
1990–95.

During their meeting, Directors
commended the authorities on the
progress made over the past year in
fiscal consolidation and implement-
ing structural reforms, which had
helped to reduce Uruguay’s external
vulnerability to declining demand
from its main trading partners dur-
ing the period. They were con-
cerned, however, that inflation
remained high, output had declined
substantially, and unemployment
had risen. To sustain rapid output
and employment growth in the
medium term, saving and invest-
ment needed to be increased.

The Board stressed that it was
urgent to reduce inflation. To that
end, further fiscal adjustment would
be needed during 1996. Measures
to broaden the tax base and improve
the administration of taxes and
social security contributions,
together with close monitoring of
the financial performance of public enterprises, were
also needed.

Directors urged the authorities to continue and not
delay their plan to slow the depreciation of the
exchange rate band, in line with targeted inflation and
supported by appropriately restrained financial and
wage policies. At the same time, to improve external
competitiveness and increase productivity, Directors
urged the authorities to accelerate tax changes and
structural reforms. In particular, it was extremely
important to undertake a fiscal package that included
reducing social security contribution rates paid by
employers, lengthening the adjustment period of
wages, and removing backward wage indexation
arrangements, as well as other measures to help deliver

the programmed narrowing of the fiscal deficit in 1996
and its further decline in 1997.

Directors emphasized that credit policy should con-
tinue to be restrained until signs were clear that fiscal
adjustment was taking place and inflation was declining
as planned. In that context, Directors welcomed the
authorities’ intention to restrain credit expansion by
the state banks.

Directors commended the authorities on the imple-
mentation of the reform of the main social security sys-
tem and encouraged them to press for prompt passage
of legislation for reforming the other social security
plans. They welcomed the ongoing effort to implement
the reform of the central administration. Those efforts,
as well as institutional changes and other steps to
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Table 38
Uruguay: Selected Economic Indicators
(Data as of Board discussion in July 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP 3.0 6.8 –2.4 — 4.9
Unemployment rate (end of

period) 7.6 9.9 11.1 . . . 11.9
Change in consumer prices

(end of period) 52.9 44.1 35.4 23.6 24.3

In billions of U.S. dollars1

External economy
Exports, f.o.b. 1.6 1.9 2.1 2.3 2.4
Imports, c.i.f. –2.3 –2.7 –2.8 –2.9 –3.3
Current account balance –0.3 –0.4 –0.3 –0.3 –0.3
Capital account balance 0.6 0.7 0.6 0.3 0.4
Gross official reserves 1.4 1.7 1.8 1.9 . . .
Current account balance

(in percent of GDP) –2.6 –2.7 –2.0 –1.7 –1.5
External debt (in percent

of GDP) 38.5 35.5 34.0 34.3 33.8
Debt service (in percent of exports

of goods and services) 23.0 23.5 28.3 25.4 19.4
Change in real effective exchange

rate (in percent; end of period) 15.5 –1.6 3.2 . . . 2.6

In percent of GDP1

Financial variables
Consolidated public sector balance –1.9 –3.1 –1.7 –1.3 –1.7
Gross national saving 12.0 12.0 12.1 11.4 11.7
Gross domestic investment 14.6 14.6 14.1 13.1 13.2
Change in broad money

(in percent) 36.0 37.3 31.6 23.2 36.9
Interest rate (in percent)3 48.2 44.7 39.4 . . . 29.2

1Unless otherwise noted.
2Updated Fund staff estimates.
3For 1993, the rate is for central bank treasury bills; thereafter the rate is for treasury bills with a

maturity of up to 63 days.



strengthen tax administration, would be instrumental
in making room in the public finances for reducing
producer taxes further in the medium term. Directors
encouraged the authorities to develop further the
private sector by deepening deregulation and privatiza-
tion and accelerating the planned restructuring of the
state banks to enhance economic efficiency and raise
private investment. Directors considered that the
authorities should also seek a deepening of trade
liberalization.

Republic of Yemen
In July 1996, the Board concluded the Article IV con-
sultation with the Republic of Yemen and completed

the first review under the Stand-By
Arrangement approved on March 20,
1996. To reverse the disappointing
macroeconomic and policy perfor-
mance over 1990–94, the authorities
had launched in 1995, and strength-
ened in 1996 under the Stand-By
Arrangement, a financial adjustment
and structural reform program. The
program was comprehensive and
entailed substantial fiscal adjustment;
the elimination of domestic bank bor-
rowing for the budget; a supportive,
tight monetary stance directed at realiz-
ing positive real interest rates; and far-
reaching structural reforms. These
reforms encompassed a broadening of
the excise tax base, excise tax harmo-
nization, and introduction of govern-
ment debt instruments; the freeing of
interest rates and basic monetary man-
agement reforms; the freeing of
exchange markets, unification of the
exchange system, and adoption of a
floating-rate regime; and full one-step
tariff reform, elimination of import
licensing, and removal of virtually all
import prohibitions for economic
reasons.

Real non-oil GDP recovered
strongly in 1995—following the civil-
war-induced contraction in 1994—
rising on a net basis by 3 percent, and
growth was expected to accelerate to
4 percent in 1996 (Table 39). The
core inflation rate, moreover, was
declining sharply as a result of the con-
tinued tight financial policies and the
appreciation of the free market
exchange rate. Over February–May
1996, the annualized rate was about 20
percent, compared with 48 percent in

1995 and 71 percent in 1994.
The overall cash budget deficit, which had declined

to 6 percent of GDP in 1995 from 17 percent in 1994,
was forecast to narrow further to 3 percent. This
improvement reflected the benefits to oil revenues
deriving from the depreciation of the official exchange
rate and to a large increase in non-oil revenues deriving
from the tax and tariff reforms and improved adminis-
tration. On the expenditure side, the GDP ratios for
the wage, subsidy, and defense bills were all targeted to
decline to allow for increased outlays for public invest-
ment and civil service reform.

With no bank borrowing, broad money growth was
targeted to slow from 20 percent in 1995 to 14 per-
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Table 39
Republic of Yemen: Selected Economic Indicators
(Data as of Board discussion in July 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real non-oil GDP 3.7 –4.5 7.5 4.0 4.0
Change in core inflation

(period averages) . . . 71.3 48.0 20.0 11.1

In billions of U.S. dollars1

External economy
Exports, f.o.b. 1.2 1.8 1.9 2.1 2.2
Imports 2.1 1.7 2.0 2.4 2.3
Own current account (excluding

oil company transactions) –0.5 0.2 –0.1 –0.5 –0.3
Overall balance –0.4 –0.7 –0.5 –0.9 –0.3
Own gross official reserves (in

months of imports, excluding
oil company transactions) 0.0 0.0 0.0 0.0 0.1

Own current account (in percent
of GDP, excluding oil company
transactions) –12.1 3.5 –1.8 –9.1 –5.0

External debt (in percent of GDP) 209.1 200.6 188.1 171.8 167.0
Debt service (commitment basis;

in percent of current account
receipts, excluding oil company
transactions) 59.3 40.7 36.7 30.8 30.2

Change in real effective exchange
rate (parallel/free market rate;
in percent) . . . –14.7 –6.2 . . . 21.6

In percent of GDP1

Financial variables
Central government balance

(cash basis) –16.5 –16.5 –5.9 –3.1 –2.5
Gross national saving –10.6 17.6 21.4 13.7 20.1
Gross national investment 15.0 9.6 15.1 15.5 19.1
Change in broad money (in percent) 46 34 20 14 11
Effective deposit rate (in percent) 3–5 3–5 20–22 25–27 20–22

1Unless otherwise noted.
2Provisional actual data and updated Fund staff estimates.



Directors supported the introduction of a treasury
system and elimination of all expenditure arrears.
They expressed concern, however, over declining
tax collections and the persistence of tax arrears.
They urged the authorities to strengthen the fiscal
position by broadening the tax base to include the
expanding private sector and further rationalizing
expenditures.

Directors welcomed the improved implementation
of the monetary program and encouraged the authori-
ties to take measures, such as expanding the use of
treasury bills, to deepen the financial sector and
enhance the central bank’s flexibility. With respect to
the exchange rate, they welcomed the move from the
de facto peg to a more flexible arrangement.

The fragility of the banking system and the increase
in disintermediation were of concern to Directors.

They urged the authorities to take
bold steps to strengthen the banking
system and build public trust,
including the reorganization of the
Savings Bank and the restructuring
or, if necessary, liquidation of large
commercial banks deemed to be
insolvent.

The Board stressed that the
current account deficit was unsus-
tainably high. While Armenia
would continue to depend on
sizable concessional assistance in
the foreseeable future, it would
also have to create the necessary
environment for attracting foreign
investment and promoting export
growth.

Directors expressed concern that
some structural reforms had fallen
behind schedule, notably the privati-
zation of medium- and large-scale
enterprises, and that, as in other
countries, reliance on voucher-based
privatization had not yielded desired
improvements in enterprise gover-
nance. They urged the authorities to
accelerate privatization, legal reform,
and the restructuring of the energy
and agricultural sectors.

Following the Board discussion,
updated estimates showed that real
GDP increased by 5.8 percent in
1996, compared with a program
projection of 6.5 percent. The cur-
rent account deficit, at 26.6 percent,
was lower than projected. Despite a
sharp increase in broad money dur-
ing the second half of 1996, infla-

tion was lower than projected owing to a strong
increase in the demand for money.

Azerbaijan
The Board concluded the Article IV consultation with
Azerbaijan in December 1996 and considered Azerbai-
jan’s requests for an Extended Arrangement and an
arrangement under the ESAF. Targets for macroeco-
nomic stabilization under the Systemic Transformation
Facility and the Stand-By Arrangement in 1995–96
had been largely met. Real GDP grew by 1 percent in
1996, encouraged by large investments in the oil fields,
and foreign direct investment increased substantially
(Table 41). Inflation was sharply reduced; twelve-
month inflation in October 1996 was 11.7 percent.
The fiscal deficit, financed almost exclusively through
foreign sources, also declined. The large oil invest-
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Table 40
Armenia: Selected Economic Indicators
(Data as of Board discussion in September 1996)1

1996_______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP –14.8 5.4 6.9 6.5 5.8
Change in consumer prices

(end of period) 10,896 1,884.5 31.9 18.0 5.7

In millions of U.S. dollars1

External economy
Exports . . . 209.3 270.9 295.2 290.3
Imports . . . 401.2 672.9 767.6 757.9
Current account balance3 . . . –231.4 –483.0 –486.6 –424.3
Direct investment . . . 2.6 19.9 33.8 12.3
Gross official reserves 4.9 32.3 107.1 132.7 161.9
Current account balance

(in percent of GDP) . . . –35.6 –37.6 –29.5 –26.7
External debt (in percent

of GDP) . . . 30.8 28.9 35.0 37.8
Debt service (in percent of exports

of goods and services) 0.8 3.0 20.6 20.2 19.7
Change in real effective exchange

rate (in percent) . . . . . . 6.7 . . . –14.2

In percent of GDP1

Financial variables
General government balance . . . –22.0 –14.8 –11.0 –10.8
Gross national saving . . . –23.5 –24.0 –20.8 –20.8
Gross national investment . . . 11.0 8.8 8.1 7.1
Change in broad money (in percent) . . . 684.0 69.0 25.0 35.0
Interest rate (in percent)4 . . . 285.0 83.0 . . . 53.0

1Unless otherwise noted.
2Updated Fund staff estimates.
3Excluding official transfers.
4Average refinance rate.



ments helped to reverse the output
decline, but the external current
account deficit widened from 11
percent of GDP in 1995 to an esti-
mated 19 percent of GDP in 1996.
With higher world oil prices, the
terms of trade were expected to
improve in 1996. Gross official
reserves, virtually nil in 1994,
reached approximately $215 million
in 1996. External debt in 1996 was
projected to reach 16.3 percent of
GDP.

Monetary expansion was stronger
than programmed in 1995, but in
1996 the velocity of broad money
declined in line with projections.
Although the nominal exchange rate
remained stable during 1995, the
manat appreciated in relation to the
U.S. dollar (7 percent) and the
Russian ruble (20 percent) during
the first 11 months of 1996. The
government took steps in 1996 to
streamline the exchange and pay-
ments system; however, some
restrictions on current international
transactions remained. Enterprise
and land privatization picked up
during the second half of 1996, but
progress was slower in implementing
the treasury system, raising residen-
tial energy prices to meet cost-
recovery targets, and increasing
competition in domestic markets.

During their discussion, Direc-
tors commended the authorities for
implementing the stabilization and
reform program supported by the
Fund and welcomed the gains achieved: a sharp reduc-
tion in inflation, higher international reserves, a
strengthening of the exchange rate, and resumption of
economic growth. Directors were encouraged by the
authorities’ decision to accelerate structural reforms,
stressing that maintaining momentum in this regard
would be crucial to achieving sustained and balanced
growth.

Achievement of program objectives would require
that the hesitancy of the past few years in implement-
ing structural reforms not be repeated, and that
reforms receive strong support from both the govern-
ment and the public. Expected income flows from
Azerbaijan’s oil wealth should not lead to complacency
and delays in restructuring the economy, Board mem-
bers emphasized. Balance of payments prospects would
likely improve in the medium term as oil revenues

came on stream, but Directors stressed the importance
of structural reforms to ensure balanced growth.
Strong and early implementation of structural reforms
would also enhance productivity growth. Privatization,
land reforms, termination of the government’s involve-
ment in production and trade, and a regulatory and
legal framework were critical for allocative efficiency
and the transformation to a market economy that
could support the growth potential of agriculture and
other non-oil sectors.

Directors welcomed the authorities’ commitment to
adhere to tight financial policies. They supported the
authorities’ intention virtually to eliminate the general
government fiscal deficit by 1999 and to maintain
monetary policies consistent with low inflation. Direc-
tors agreed that the projected appreciation of the real
exchange rate over the medium term was appropriate
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Table 41
Azerbaijan: Selected Economic Indicators
(Data as of Board discussion in December 1996)

1993 1994 19951 19962

In percent
Domestic economy
Change in real GDP –23.1 –18.1 –11.0 1.2
Unemployment rate 16 15 17 20
Change in consumer prices 

(period average) 1,130.0 1,664.4 411.7 19.9

In millions of U.S. dollars 3

External economy
Exports, f.o.b. 697 682 680 849
Imports, f.o.b. 819 845 955 1,318
Current account balance 

(including transfers) –160 –121 –311 –654
Direct investment4 . . . 22 275 601
Capital account balance5 . . . 54 456 562
Gross official reserves . . . 2 119 214
Current account balance 

(in percent of GDP)6 –12.3 –6.6 –11.2 –19.1
External debt (in percent of GDP) . . . . . . 15.1 16.3
Change in real effective exchange rate 

(in percent) . . . . . . 37.0 3.9

In percent of GDP3

Financial variables
General government balance –12.7 –11.4 –4.3 –2.7
Gross national saving . . . . . . 2.8 2.3
Gross national investment . . . . . . 14.3 21.4
Change in broad money (in percent) . . . 508.6 175.2 56.3
Interest rate (in percent)7 . . . . . . 107 . . .

1Fund staff estimates.
2Program or projected.
3Unless otherwise noted.
4Including portfolio investment.
5Capital and financial account.
6Including oil consortiums.
7Central bank refinancing rate; end of period, compounded.



sible. They welcomed the commitment
to reduce public expenditures in
1996–97, to exert greater control over
local government borrowing, and to
strengthen tax administration. Addi-
tional revenue measures should be
taken if a revenue shortfall reappeared.

Directors encouraged the authorities
to streamline further the government’s
role in the economy, including through
structural reform of public expenditures
and the pension system. They wel-
comed the progress made in banking
supervision and the restructuring of
commercial banks. Although some ele-
ments of the financial system remained
fragile, Directors commended the
authorities’ commitment to seek mar-
ket-based solutions to problem banks
and to limit the risks to public funds.
Directors urged decisive movement on
plans to commercialize and privatize
infrastructural enterprises and to accel-
erate land privatization. Speedy adjust-
ment of administered prices,
particularly of energy prices, was also
needed. Noting Estonia’s remarkable
record on free trade, Directors urged
the authorities to resist pressures to
introduce protective import tariffs,
especially in the agricultural sector.

Hungary
The Board concluded the Article IV
consultation with Hungary in August
1996 and conducted the first review
under the Stand-By Arrangement
approved in March 1996. Macroeco-
nomic conditions in Hungary had
improved significantly since the begin-
ning of 1995, owing to the stabiliza-
tion program enacted by the
authorities. Adjustment measures
included an up-front devaluation of the
forint; a preannounced crawling peg for the exchange
rate, along with tight incomes policies to anchor wage
increases and drive down inflation; fiscal retrenchment;
and acceleration of structural reforms.

As a result, the balance of payments improved
(Table 43). The external current account deficit
dropped to $2.5 billion in 1995, from almost $4 bil-
lion in 1994, and declined further to $934 million dur-
ing the first half of 1996. Output rose 1!/2 percent in
1995, although production declined slightly in the sec-
ond half of the year, unemployment increased slightly,
and domestic demand contracted sharply. Export and

import flows had increased considerably since 1994, a
sign of further opening of the economy. The strength-
ened external position was accompanied by a surge in
direct investment and other private capital inflows,
which boosted gross official reserves and led to a drop
in the ratio of net external debt to GDP.

After devaluation of the forint and increases in
administered prices in early 1995, inflation picked up
and then abated, but it lingered at 24–25 percent
through June 1996. Real wages dropped by more than
10 percent in 1995, and in June 1996 the 12-month
rate of increase in gross wages was holding at about
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Table 42
Estonia: Selected Economic Indicators
(Data as of Board discussion in July 1996)1

1996______________________
Projections at
time of Board

1993 1994 1995 discussion Outturn2

In percent
Domestic economy
Change in real GDP –8.4 –0.1 4.3 3.1 4.0
Unemployment rate3 5.5 5.4 5.0 . . . 5.5
Change in consumer prices 

(end of period) 35.7 41.6 28.8 23.7 15.0

In millions of U.S. dollars1

External economy
Exports, f.o.b. 811.5 1,328.6 1,861.3 2,330.3 2,060.4
Imports, f.o.b. 956.3 1,689.9 2,553.5 3,100.9 3,144.0
Current account balance 23.3 –171.0 –185.2 –302.9 –428.5
Direct investment 154.4 212.2 202.3 210.0 93.7
Portfolio investment –0.2 –14.1 –16.3 60.1 30.8
Capital account balance4 222.2 175.2 258.9 442.5 478.5
Gross official reserves 388.4 447.0 582.8 706.2 639.6
Current account balance 

(in percent of GDP) 1.4 –7.5 –5.1 –6.9 –10.1
External debt (in percent of GDP) 8.6 7.4 6.6 7.6 7.2
Debt service (in percent of exports 

of goods and services) 1.4 0.4 0.5 0.8 0.8
Change in real effective exchange 

rate (in percent) . . . 30.8 9.8 . . . 6.5

In percent of GDP1

Financial variables
General government balance –0.7 1.3 –1.2 –1.4 –1.5
Gross national saving5 22.4 17.7 18.1 17.5 17.1
Gross national investment6 26.5 28.9 26.8 26.1 29.9
Change in broad money 

(in percent) . . . 29.6 31.2 36.7 36.8
Interest rate (in percent)7 22.1 21.3 16.1 . . . 13.8

1Unless otherwise noted.
2Updated Fund staff estimates.
3Unemployed job seekers as a percentage of total labor force; period average.
4Financial and capital account.
5Gross domestic saving.
6Gross domestic investment.
7Weighted average annual interest rates (end-December) on 6- to 12-month commercial bank

kroon loans to individuals and companies.



25 percent. The deficit of the consolidated government
(excluding privatization receipts) fell by !/2 of 1 per-
centage point of GDP in 1995, and further cuts were

budgeted for 1996. The better-
than-expected performance of the
central government budget during
the first half of 1996 more than
compensated for the growing deficit
of the social security funds.

The goal of monetary policy was
to support the exchange rate policy
and keep interest rates positive in
real terms despite pressures arising
from the conversion into forint of
foreign exchange assets. Exchange
rate pressures intensified in early
1996, entailing sterilized interven-
tion by the central bank, owing to
an interest rate differential (adjusted
for the announced rate of crawl) of
13–14 percentage points. Neverthe-
less, broad money accelerated, and
treasury bill rates dropped by some
7 percentage points during early
1996. Market rates stabilized, and
intervention subsided during May
and June as the interest rate differ-
ential narrowed to about 5 percent-
age points.

Privatization increased, marked
by the sale of some major public
utilities at the end of 1995, but the
downsizing of health care facilities,
the tightening of pharmaceutical
subsidies, and disability pension
reform lagged. However, the retire-
ment age was raised for both men
and women (after a transition
period), and progress was made in
preparing a comprehensive pension
reform, including introduction of a
fully funded component.

In their discussion, Directors wel-
comed the marked improvement in
macroeconomic conditions: the fis-
cal and external current account
deficits had declined sharply, struc-
tural reform had gained momentum,
and the stronger external perfor-
mance had led to a sizable decline in
net external debt. The international
financial markets were rewarding the
authorities’ strong adjustment
efforts. Moreover, the rebound in
exports had made possible positive
economic growth, despite the sharp

contraction in domestic demand. Progress in reducing
inflation, however, had been slower than expected, and
Directors highlighted the consequent risk to the

100 A N N U A L  R E P O R T  1 9 9 7

T H E  F U N D  I N  1 9 9 6 / 9 7

Table 43
Hungary: Selected Economic Indicators
(Data as of Board discussion in August 1996)1

1996_____________________
Projections 

at time 
of Board

1993 1994 19952 discussion Outturn3

In percent
Domestic economy
Change in real GDP –0.6 2.9 1.5 2.0 1.0
Unemployment rate 12.1 10.4 10.4 . . . 10.5
Change in consumer prices 

(end of period) 21.1 21.2 28.3 16.6 19.8

In billions of U.S. dollars1

External economy
Exports 8.1 7.6 12.8 12.6 14.2
Imports 11.3 11.2 15.3 14.2 16.8
Current account balance –3.5 –3.9 –2.5 –1.8 –1.7
Foreign direct investment, net 2.3 1.1 4.4 1.6 2.0
Capital and financial account balance4 6.1 3.4 7.8 2.1 0.4
Gross official reserves 6.7 6.8 12.0 11.4 9.8
Current account balance 

(in percent of GDP) –9.0 –9.5 –5.6 –4.0 –3.8
External debt, net (in percent of GDP) 38.8 45.8 36.8 39.5 31.7

Gross interest payments 
(in percent of exports of goods 
and nonfactor services)5 14.6 18.2 13.8 . . . 12.1

Net interest payments 
(in percent of exports of goods 
and nonfactor services)6 10.4 12.1 9.4 . . . 6.1

Amortizations (excluding 
prepayments; in percent of exports 
of goods and nonfactor services)7 24.1 30.5 29.9 . . . 32.6

Prepayments (in percent of exports 
of goods and nonfactor services)8 6.4 9.5 5.7 . . . 8.8

Change in real effective exchange rate 
(in percent; based on consumer 
price index) 9.3 –0.8 –4.0 . . . 2.2

In percent of GDP1

Financial variables
Consolidated government balance –7.6 –6.4 –3.8 0.6 –0.2
Excluding privatization receipts –7.8 –7.1 –6.6 –3.9 –3.5
Gross national saving (national

accounts basis) 10.6 14.4 18.8 21.6 21.7
Gross national investment 

(national accounts basis) 20.0 22.2 22.4 24.4 23.7
Change in broad money 

(M2; in percent) 16.8 13.0 18.5 13.7 20.9

1Unless otherwise noted.
2Estimated.
3Updated Fund staff estimates.
4Includes errors and omissions but excludes the change in reserves. In 1996, includes concepts of

the capital and financial accounts in IMF, Balance of Payments Manual, fifth edition (1993).
5Interest expenditure on all external obligations.
6Interest expenditure on all external obligations minus interest receipts arising from external assets

and foreign exchange reserves.
7Principal repayments on all external obligations minus payments made during the year on obliga-

tions falling due after the end of the year.
8Principal repayments made during the year on obligations falling due after the end of the year.



advance repayments to the Fund. A substantial sur-
charge, moreover, might not be compatible with the
cooperative nature of the Fund and, by adding to
members’ balance of payments difficulties, could prove
counterproductive.

There was general agreement on the appropriateness
of special postprogram monitoring in cases of large-
scale use, although there were some doubts about the
effectiveness of such monitoring. The modalities of spe-
cial postprogram monitoring will be considered further.

Members’ Use of Fund Resources 
and Credit Outstanding
In 1996/97 members’ purchases from the GRA,
excluding reserve tranche purchases,8 amounted to
SDR 4.9 billion or less than half the 1995/96 level of

SDR 10.8 billion (Table 45; see also Appendix II,
Table II.7). These purchases consisted of SDR 1.8 bil-
lion under Stand-By Arrangements (compared with
SDR 8.4 billion in 1995/96), SDR 2.8 billion under
Extended Arrangements (SDR 1.6 billion in
1995/96), and SDR 0.3 billion under the Compen-
satory and Contingency Financing Facility (CCFF;
SDR 9 million in 1995/96).

For the second successive year, Russia was the
largest user of Fund resources in 1996/97, drawing a
total of SDR 2.1 billion (about 50 percent of its quota)
in monthly purchases under an Extended Arrangement
(Appendix II, Table II.7). Ukraine made monthly
drawings totaling SDR 0.6 billion under a Stand-By
Arrangement. Other large users of Fund resources
were Algeria (SDR 0.5 billion), Venezuela (SDR 0.4
billion), Argentina (SDR 0.3 billion), Bulgaria
(SDR 0.2 billion), and Peru (SDR 0.2 billion). The
drawing by Peru was in support of a debt- and debt-
service-reduction operation with commercial creditors.
Broken down according to region, purchases by coun-
tries of the former Soviet Union and central and east-
ern European countries in 1996/97 amounted to
SDR 3.2 billion; Latin American countries purchased
SDR 0.9 billion; African countries purchased SDR 0.5
billion; Asian countries purchased SDR 0.1 billion; and
purchases by Middle Eastern countries amounted to
SDR 0.2 billion.

Repurchases in the GRA during 1996/97 totaled
SDR 6.7 billion, the same level as in the previous
financial year (Appendix II, Table II.8). The actual
level of repurchases in 1996/97 was higher than the
scheduled level of SDR 3.9 billion owing mainly to
voluntary advance repurchases made by Mexico
(SDR 2.6 billion) and Hungary (SDR 140 million).
Scheduled repurchases will rise over the next several
years on account of the recent increase in the use of
Fund resources and the revolving nature and medium-
term maturity of the Fund’s balance of payments assis-
tance (Figure 9).

Taking into account both purchases and repur-
chases, Fund credit outstanding in the GRA declined
for the first time in six years in 1996/97, from
SDR 36.3 billion as of April 30, 1996 to SDR 34.5 bil-
lion as of April 30, 1997, or by SDR 1.8 billion
(Appendix II, Table II.9). If net disbursements of
SDR 0.2 billion under the Structural Adjustment Facil-
ity (SAF) and ESAF are also included (see below),
Fund credit outstanding under all facilities decreased
by SDR 1.5 billion in 1996/97, from SDR 42.0 billion
as of April 30, 1996 to SDR 40.5 billion as of April 30,
1997 (Figure 10).

Stand-By and Extended Arrangements
Commitments under 11 new Stand-By Arrangements
totaling SDR 3.2 billion were approved in 1996/97
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Table 44
New Arrangements to Borrow1

Amount
Participant (in millions of SDRs)

Australia 810
Austria 412
Belgium 967
Canada 1,396
Denmark 371

Deutsche Bundesbank 3,557
Finland 340
France 2,577
Hong Kong Monetary Authority 340
Italy 1,772

Japan 3,557
Korea 340
Kuwait 345
Luxembourg 340
Malaysia 340

Netherlands 1,316
Norway 383
Saudi Arabia 1,780
Singapore 340
Spain 672

Sveriges Riksbank 859
Swiss National Bank 1,557
Thailand 340
United Kingdom 2,577
United States 6,712_______
Total 34,000

1The NAB will enter into force when adhered to by potential partici-
pants with credit arrangements amounting to no less than SDR 28.9 bil-
lion, including the five members or institutions with the largest credit
arrangements.

8No reserve tranche purchases were made by members in
1996/97, compared with purchases of less than SDR 50 million
in 1995/96. Reserve tranche purchases represent members’ use
of their own Fund-related assets and not use of Fund credit.



(Appendix II, Table II.1). Seven arrangements totaling
SDR 1.7 billion were approved for countries of the for-
mer Soviet Union and central and eastern European
countries (Bulgaria with two arrangements, Estonia,
Latvia, Romania, Tajikistan, and Ukraine). Two
arrangements totaling SDR 1.0 billion were approved
for Latin American countries (El Salvador and
Venezuela). Arrangements totaling SDR 0.3 billion
were approved for a Middle Eastern country (Egypt)
and an African country (Lesotho), and an increase of
SDR 0.2 billion was approved for an existing arrange-
ment for an Asian country (Pakistan). As of April 30,
1997, 14 countries had Stand-By Arrangements with

the Fund, with total commitments of SDR 3.8 billion
and undrawn balances of SDR 2.5 billion (Appendix
II, Tables II.2 and II.3).

Five new Extended Arrangements with commit-
ments totaling SDR 1.2 billion were approved in
1996/97—for Azerbaijan, Croatia, Kazakstan,
Moldova, and Peru, all transition economies with the
exception of Peru—and increases were approved for
the existing arrangement with Jordan and the arrange-
ment with Peru. The Extended Arrangements for
Azerbaijan, Kazakstan, and Moldova succeeded earlier
Stand-By Arrangements. As of April 30, 1997,
11 countries had Extended Arrangements, with
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Table 45
Selected Financial Indicators
(In millions of SDRs)

Financial Year Ended April 30__________________________________________________________________________________
1989 1990 1991 1992 1993 1994 1995 1996 1997

During period

Total disbursements 2,682 5,266 6,823 5,903 5,877 5,903 11,178 12,303 5,644
Purchases by facility (GRA)1 2,128 4,440 6,248 5,294 5,284 5,241 10,592 10,826 4,939

Stand-By and first credit tranche 1,702 1,183 1,975 2,343 2,940 1,052 7,587 9,127 1,836
Extended Fund Facility (EFF) 188 2,449 2,146 1,571 2,254 746 1,595 1,554 2,820
Compensatory and Contingency

Financing Facility (CCFF) 238 808 2,127 1,381 90 718 287 9 282
Systemic Transformation Facility — — — — — 2,725 1,123 136 —

Loans under SAF/ESAF arrangements 554 826 575 608 593 662 587 1,477 705
Special Disbursement Account resources 380 584 180 138 49 68 19 185 —
ESAF Trust resources 174 242 395 470 544 594 568 1,292 705

By region 2,682 5,267 6,823 5,903 5,877 5,903 11,178 12,303 5,644
Africa 701 1,289 577 740 377 1,185 1,022 2,304 992
Asia 469 525 1,714 1,476 1,806 690 383 367 181
Europe 338 268 1,960 1,516 1,343 3,258 2,896 5,156 3,381
Middle East — 66 — 333 26 11 76 129 153
Western Hemisphere 1,174 3,119 2,572 1,838 2,325 758 6,801 4,427 937

Repurchases and repayments 6,705 6,399 5,608 4,770 4,117 4,509 4,231 7,100 7,196
Repurchases 6,258 6,042 5,440 4,768 4,081 4,343 3,984 6,698 6,668
Trust Fund and SAF/ESAF loan repayments 447 357 168 2 36 166 247 402 528

End of period
Total outstanding credit 

provided by Fund 25,520 24,388 25,603 26,736 28,496 29,889 36,837 42,040 40,488
Of which:
General Resources Account 23,700 22,098 22,906 23,432 24,635 25,533 32,140 36,268 34,539
Special Disbursement Account 965 1,549 1,729 1,865 1,879 1,835 1,651 1,545 1,220
Administered accounts

Trust Fund 682 326 158 158 158 105 102 95 90
ESAF Trust2 174 416 811 1,281 1,824 2,416 2,944 4,132 4,639

Percentage change in total outstanding credit –14 –4 5 4 7 5 23 14 –4
Number of indebted countries 83 87 81 82 90 93 99 97 95

1Excludes reserve tranche purchases.
2Includes Saudi Fund for Development associated loans.



Overdue Financial Obligations
The level of outstanding overdue financial obligations
to the Fund increased slightly in 1996/97 from
SDR 2,175 million as of April 30, 1996 to SDR 2,212
million as of April 30, 1997.11 There was one new case
of protracted arrears to the Fund in 1996/97, with the
number of countries in arrears to the Fund by six
months or more increasing from six to seven. Of the
seven countries in protracted arrears as of April 30,
1997, all were in arrears in the SDR Department; five
to the GRA; three to the Trust Fund; and two were in
arrears on SAF obligations. Selected data on arrears to
the Fund are shown in Table 46, and further informa-
tion on countries’ overdue financial obligations by type
and duration is shown in Table 47.

As of April 30, 1997, four countries were ineligible
to use the general resources of the Fund, pursuant to
declarations under Article XXVI, Section 2(a)—
Liberia, Somalia, Sudan, and Zaïre. These four coun-
tries accounted for 95 percent of total overdue
obligations to the Fund on that date. Declarations of
noncooperation, a further step under the strengthened
cooperative arrears strategy, were in effect with respect
to three countries: Liberia (issued March 30, 1990),
Sudan (September 14, 1990), and Zaïre (February 14,
1992). The voting rights of two countries remained
suspended during 1996/97: Sudan (effective
August 9, 1993) and Zaïre (June 2, 1994).

Progress Under the Strengthened
Cooperative Strategy
The strengthened cooperative strategy to resolve the
problem of protracted overdue obligations to the Fund
was formulated in early 1990 and was endorsed by the
Interim Committee in May of that year. The three key
elements of the strategy—prevention, intensified col-
laboration, and remedial measures—continued to be
implemented in 1996/97 in order to assist overdue
countries in finding solutions to their arrears problems
and to prevent the emergence of new arrears.

Prevention
The pursuit of sound economic policies by members
with outstanding Fund credit and their willingness to
sustain those policies and undertake further adjustment
as needed provide the most fundamental safeguard for
Fund resources. Thus, the key preventive elements
against the emergence of new arrears are closely bound
to the specification of the macroeconomic program
supported by a Fund arrangement, including the
appropriate conditionality underlying the use of Fund
resources, technical assistance in the formulation and
implementation of the adjustment program, and the
assurance, through multilateral efforts as necessary, of
adequate financing. In addition, the assessment of
member countries’ medium-term balance of payments
viability and capacity to repay the Fund plays an impor-
tant role.

Important actions have been taken to enhance sur-
veillance practices (see Chapter 4) in order to improve
the Fund’s ability to identify at an early stage member
countries’ emerging economic and financial difficulties,
including in the period after an arrangement has
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Table 46
Arrears to the Fund of Countries with Obligations Overdue by Six Months or More
(In millions of SDRs; end of period)

Financial Year Ended April 30________________________________________________________________________________
1992 1993 1994 1995 1996 1997

Amount of overdue obligations 3,497.1 3,006.4 2,911.3 2,982.6 2,174.9 2,212.2

Number of countries 11 12 9 8 6 7
Of which:

General Department 3,275.8 2,767.9 2,729.2 2,808.8 2,001.3 2,023.1
Number of countries 10 11 8 7 5 5
SDR Department 38.2 50.2 51.7 46.6 53.4 73.3
Number of countries 10 12 9 8 6 7
Trust Fund 183.1 188.3 130.4 127.2 120.2 115.8
Number of countries 6 6 4 4 3 3

Number of ineligible members 8 7 5 5 4 4

11The data in this section include the overdue financial obliga-
tions of the Federal Republic of Yugoslavia (Serbia/Monte-
negro), which has not yet completed arrangements for succession
to membership in the Fund.



expired but when obligations remain outstanding.
Emphasis is placed on improving the provision of
information by member countries to the Fund, and a
discussion of data issues is now included in staff reports
for Article IV consultations and use of Fund resources.
Initial steps have also been taken to strengthen the
Fund’s financial sector surveillance, underscoring the
importance of the safety and soundness of the banking
system in weathering economic shocks and enhancing
members’ overall performance.

The regular assessments of financing requirements
and the member’s capacity to repay the Fund in staff
reports presenting a member’s request for use of Fund
resources take into consideration the sensitivity of the
program assumptions to exogenous developments or
policy slippages and the member country’s payments
record to the Fund and other international financial
institutions. These assessments are being supplemented
by analyses of debt sustainability of the heavily
indebted poor countries (HIPCs) in the context of the
HIPC Initiative (see Chapter 7). As of end-1996, pre-
liminary debt sustainability analyses had been prepared
for 37 HIPCs.

Intensified Collaboration 
and the Rights Approach
The intensified collaborative aspect of the arrears strat-
egy is based on cooperation among the member coun-
try in arrears, the Fund, other international financial
institutions, and bilateral creditors and donors. The
member country is expected to establish a strong track
record of policy performance and payments to the
Fund, while bilateral and multilateral creditors, in turn,
assist in organizing financing that will contribute to
supporting the member’s adjustment program and

facilitating the clearance of arrears to the Fund and
other multilateral creditors. Pursuit of the intensified
collaborative strategy, including in several cases the
rights accumulation approach, has been successful in
resolving most of the cases of large and protracted
arrears.

Staff-monitored programs and rights accumulation
programs provide a framework for countries in pro-
tracted arrears to the Fund to establish a satisfactory
track record of policy and payments performance. The
availability of the rights approach is limited to the 11
countries that were in protracted arrears to the Fund at
the end of 1989. To avail themselves of this approach,
these countries must enter into a medium-term rights
accumulation program by a certain deadline. A rights
accumulation program, which shares many of the fea-
tures of a normal Fund-supported macroeconomic sta-
bilization and structural reform program, allows a
country in protracted arrears to accumulate rights to
future drawings of Fund resources in accordance with a
phased schedule, and in amounts up to the level of
arrears outstanding at the beginning of the program.
Disbursements are made, however, only after the clear-
ance of arrears, and they are conditional upon satisfac-
tory conclusion of the rights program and approval by
the Fund of a successor arrangement or arrangements.
In light of the risks associated with potentially large
disbursements to members previously in protracted
arrears, it was decided to establish the SCA-2, financed
through the extended burden-sharing mechanism, as
an added precautionary balance and source of liquidity
in respect of encashments of rights under arrangements
in the GRA.

The deadline for entry into a rights accumulation
program has been extended on a number of occasions.

134 A N N U A L  R E P O R T  1 9 9 7

T H E  F U N D  I N  1 9 9 6 / 9 7

Table 47
Arrears to the Fund of Countries with Obligations Overdue by Six Months or More, 
by Type and Duration, as of April 30, 1997
(In millions of SDRs)

By Type By Duration __________________________________________ ______________________________________________
General Dept. SDR Trust Less than 3 years or

Total (including SAF) Dept. Fund 1 year 1–2 years 2–3 years more

Afghanistan 1.3 — 1.3 — 1.1 0.3 — —
Iraq 28.9 — 28.9 — 3.7 4.1 3.8 17.3
Liberia 443.9 398.2 14.9 30.8 10.4 11.5 11.5 410.5
Somalia 188.1 166.7 13.7 7.7 6.9 7.4 7.8 166.0
Sudan 1,169.7 1,092.3 0.1 77.3 25.4 29.0 30.3 1,085.0
Yugoslavia, Federal Republic of 

(Serbia/Montenegro) 81.1 68.5 12.6 — 9.1 9.7 13.6 48.7
Zaïre1 299.1 297.3 1.8 — 35.0 29.4 50.9 183.8_______ _______ ____ _____ ____ ____ _____ _______
Total 2,212.2 2,023.0 73.3 115.8 91.6 91.4 117.9 1,911.3

1The official name of Zaïre was changed to Democratic Republic of the Congo on May 17, 1997.



quality that warranted monthly monitoring by Fund
staff. On March 27, 1997, the Board considered an
adjustment program drawn up by the Sudanese author-
ities in conjunction with the staff. The Board agreed
that the program was broadly of a quality that war-
ranted monitoring by the staff and supported such
monitoring on a monthly basis.

SDR Transactions and Operations
The SDR is an international reserve asset created by the
Fund under the First Amendment to its Articles of
Agreement to supplement existing reserve assets. First
allocated in January 1970, total SDR allocations are
SDR 21.4 billion. These are held largely by Fund mem-
bers, all of which are participants in the SDR Depart-
ment, with the balance held by the Fund’s GRA and by
official entities prescribed by the Fund to hold SDRs.
Prescribed holders do not receive SDR allocations, but
they can acquire and use SDRs in transactions and
operations with participants in the SDR Department
and with other prescribed holders under the same
terms and conditions as participants. During 1996/97
the number of prescribed holders remained unchanged
at 15.12 Following a broad review, involving outside
experts, of the role and functions of the SDR in the
light of changes in the world financial system, the
Interim Committee in September 1996 endorsed the
consensus reached in the Board that all members
should receive an equitable share of cumulative SDR
allocations through an amendment to the Articles of
Agreement providing for a onetime allocation of SDRs
based on a common benchmark ratio of cumulative
allocations to present quotas (see Chapter 8).

The SDR is the unit of account for Fund operations
and transactions and is also used as a unit of account,
or the basis for a unit of account, by a number of other
international and regional organizations and interna-
tional conventions. In addition, to a very limited extent
the SDR has been used to denominate financial instru-
ments created outside the Fund by the private sector
(private SDRs). At the end of 1996/97, the currencies
of two member countries were pegged to the SDR.

SDR Valuation and Interest Rate Basket
Since January 1, 1981 the value of and interest rate on
the SDR have been determined on the basis of a basket
of five currencies. In September 1995 the Board
reviewed the valuation of the SDR, and the valuation
basket was revised effective January 1, 1996. The cur-
rencies included in the new basket, which are those of
the five member countries with the largest exports of
goods and services during the five-year period ending
one year prior to the date of the revision, are the same
as those in the previous basket. However, their initial
weights were modified to reflect changes from
1985–89 to 1990–94 in their relative importance in
international trade and reserves, as measured by the
value of exports of goods and services of the countries
issuing them and the balances of the currencies held as
reserves by members of the Fund. The initial weights
and the corresponding amounts of each of the five cur-
rencies in the revised basket are shown in Table 48.

Since August 1, 1983 the SDR interest rate has
been calculated weekly as a weighted average of inter-
est rates on selected short-term instruments in the five
countries whose currencies are included in the valua-
tion basket. With effect from January 1, 1991, the
interest rates and instruments are the market yield 
on three-month treasury bills in the United States, the
three-month interbank deposit rate in Germany, 
the three-month rate on certificates of deposit in
Japan, the three-month rate for treasury bills in France,
and the market yield on three-month treasury bills in
the United Kingdom.

SDR Transfers
Total transfers of SDRs in 1996/97 decreased to
SDR 19.8 billion, after having reached a record level
of SDR 27.4 billion in 1995/96. Two major develop-
ments contributed to this decline in SDR transfers.
First, delays in a number of large purchases by members
during 1996/97 constrained the transfer of SDRs by
the GRA to participants, and contributed to inadequate
availability of SDRs for members to acquire in transac-
tions by agreement and subsequently to use in the dis-
charge of their financial obligations to the Fund.
Second, during the latter half of the year, there was a
need for the GRA to expand its receipts of currencies in
order to facilitate harmonization of the Fund positions
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12These prescribed holders of SDRs are the African Develop-
ment Bank, African Development Fund, Arab Monetary Fund,
Asian Development Bank, Bank of Central African States, Bank
for International Settlements, Central Bank of West African
States, East African Development Bank, Eastern Caribbean Cen-
tral Bank, International Bank for Reconstruction and Develop-
ment, International Development Association, International
Fund for Agricultural Development, Islamic Development Bank,
Latin American Reserve Fund, and Nordic Investment Bank. 

Table 48
SDR Valuation Basket
(As of January 1, 1996)

Percentage Amount of
Currency Weight Currency Units

U.S. dollar 39 0.582
Deutsche mark 21 0.446
Japanese yen 18 27.2
French franc 11 0.813
Pound sterling 11 0.105



of creditor members, which resulted in a decrease in
repurchases in SDRs. Summary data on transfers of
SDRs by participants, the GRA, and prescribed holders
are presented in Table 49 (see also Appendix II,
Table II.11).

Transfers of SDRs from participants to the GRA fell
from SDR 7.7 billion in 1995/96 to SDR 6.0 billion

in 1996/97, reflecting mainly a decrease in the use of
SDRs for repurchases from SDR 5.6 billion in
1995/96 to SDR 4.4 billion in 1996/97. The decline
in repurchases in SDRs was due to a lack of availability
of SDRs for acquisition by members needing to make
repurchases and, as noted above, the need for larger
receipts of currencies by the GRA in order to facilitate

F U N D  F I N A N C I A L  O P E R A T I O N S  A N D  P O L I C I E S

137A N N U A L  R E P O R T  1 9 9 7

Table 49
Transfers of SDRs
(In millions of SDRs)

Annual Average1 Financial Years Ended___________________________________________________
1/1/70– 5/1/78– 5/1/81– 5/1/83– 5/1/87– April 30 1/1/70–__________________________
4/30/78 4/30/81 4/30/83 4/30/87 4/30/94 1995 1996 1997 4/30/97

Transfers among participants 
and prescribed holders

Transactions with designation 
From own holdings 221 294 815 165 — — — — 5,016
From purchase of SDRs 

from Fund 43 1,150 1,479 1,744 141 — — — 14,727
Transactions by agreement 439 771 1,262 3,121 5,609 8,987 8,931 7,411 85,565
Prescribed operations — — 277 520 1,304 124 1,951 88 13,923
Fund-related operations — — — 43 236 301 704 606 3,434
Net interest on SDRs 42 161 259 285 369 174 319 268 5,832

Total 744 2,377 4,092 5,878 7,658 9,586 11,905 8,372 128,497

Transfers from participants to 
General Resources Account

Repurchases 306 809 702 991 1,768 1,181 5,572 4,364 33,838
Charges 259 620 1,233 2,574 1,821 1,386 1,985 1,616 34,509
Quota payments 24 1,703 175 1,591 1,854 24 70 — 25,097
Interest received on General 

Resources Account holdings 16 135 551 307 118 262 53 51 4,058
Assessments 1 1 2 4 4 4 4 4 71

Total 606 3,269 2,662 5,466 5,565 2,857 7,683 6,035 97,573

Transfers from General Resources 
Account to participants and 
prescribed holders

Purchases 208 1,474 2,227 2,554 2,154 5,970 6,460 4,060 52,385
Repayments of Fund borrowings — 88 86 614 1,124 862 — — 11,620
Interest on Fund borrowings 4 27 183 443 276 97 — — 4,286
In exchange for other members’ 

currencies
Acquisitions to pay charges — 3 95 896 356 99 49 224 6,646
Acquisitions to make quota 

payments — 114 — — — — — — 341
Reconstitution 175 33 — — — — — — 1,555

Remuneration 26 165 604 1,536 1,012 815 1,092 1,055 18,112
Other 29 7 22 17 61 51 259 27 1,136

Total 442 1,911 3,217 6,059 4,982 7,894 7,859 5,366 96,082

Total transfers 1,792 7,556 9,971 17,404 18,205 20,336 27,448 19,773 322,152

General Resources Account 
holdings at end of period 1,371 5,445 4,335 1,960 6,038 1,001 825 1,494 1,494

1The first column covers the period from the creation of the SDR until the Second Amendment to the Articles of Agreement; the second column covers
the period of the SDR allocations in the third basic period and the Seventh General Review quota increases; after an intervening period represented by the
third column, the fourth column covers the period of the Eighth General Review quota increases and before the introduction of the two-way arrangements
to facilitate transactions by agreement; and the fifth column covers, except for the three most recent financial years, the period since the designation mech-
anism became of a precautionary nature.



Administration Department, also manages the
Advanced Studies Program (with financing from
Japan) that provides scholarships to Asian officials to
study at leading North American universities. Ten offi-
cials were sponsored for training under this program
during the financial year.

The in-house Economics Training Program of the
Institute, aimed at Fund economists, expanded signifi-
cantly in 1996/97. Some 131 internal training sessions
were organized in the financial year, providing over
1,500 staff-days of training. The program included two
seminars for senior staff.

During 1996/97, the Institute hosted some ten
groups of official visitors consisting of 280 officials

from member countries. Briefings
were held on a wide range of topics,
including the role and organization
of the Fund. Institute staff also orga-
nized seminars for senior World
Bank managers in collaboration with
the Learning and Leadership Center
of the Bank, and a one-week course
on financial programming for the
U.S. Foreign Service Institute. The
outreach and impact of the IMF
Institute’s training program was
enhanced in 1996/97 through the
use of video conferencing, an
instructional CD-ROM, and the
introduction of a site on the World
Wide Web.

Fiscal Affairs Department
In 1996/97, the volume of techni-
cal assistance provided by the Fiscal
Affairs Department was a little
below the level reached in 1995/96;
the small reduction was caused by
difficulties and delays in fielding
long-term resident advisors (assign-
ments of six months or longer). The
program of technical assistance con-
tinued to be diverse both geographi-
cally and by fiscal discipline.

In 1996/97 a total of 97 person-
years of technical assistance was pro-
vided to 101 member countries,
compared with 103 person-years
and 111 countries in 1995/96.
Within this total the regional distrib-
ution of assistance did not change
significantly. As in the previous
financial year, countries of the
African continent, together with the
Baltic countries, Russia, and other
countries of the former Soviet

Union, were the recipients of about half of the techni-
cal assistance provided. The other half was provided to
countries of Asia, Europe, the Middle East, and the
Western Hemisphere, without any noteworthy change
in the respective shares of these regions. The depart-
ment was again able to respond quickly to urgent
requests for assistance; thus, missions were fielded to
Bulgaria and Bosnia and Herzegovina on a very short
notice, while the West Bank and Gaza Strip, Haiti, and
Rwanda continued to receive assistance on a high-
priority basis. As in previous years, assistance to help
the authorities with the building of tax administration
and public expenditure management institutions
absorbed about 80 percent of the department’s total
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Table 50
Technical Assistance Delivery
(In effective person-years)1

1993/94 1994/95 1995/96 1996/97

Fund technical assistance resources 194.0 220.0 211.4 172.7
Staff 100.9 115.7 108.6 97.1
Headquarters-based consultants 20.5 22.1 23.5 20.1
Experts 72.6 82.3 79.3 55.5

External technical assistance resources 68.6 80.5 97.5 104.2
United Nations Development Program 19.3 16.6 25.0 21.5
Japan 40.1 51.4 65.0 67.3
Other 9.2 12.4 7.5 15.4

Total technical assistance resources 262.6 300.6 309.0 277.0

Total resources by department
Monetary and Exchange Affairs Department 105.7 138.1 137.3 114.6
Fiscal Affairs Department 94.8 95.1 99.8 96.2
Statistics Department 35.5 37.9 39.2 36.6
IMF Institute 13.0 14.6 14.0 11.0
Legal Department 7.5 7.9 11.0 9.3
Other2 6.0 7.0 7.7 9.3

Total regional use by department 243.3 271.1 280.1 251.0
African Department 63.8 60.6 62.4 54.5
Asia and Pacific Department3

Central Asia Department 25.6 27.7 27.5 —
Southeast Asia and Pacific Department 15.6 23.6 25.0 —

European I Department 24.6 27.8 24.4 22.5
European II Department 65.9 79.3 73.5 57.6
Middle Eastern Department 11.5 16.9 23.4 26.5
Western Hemisphere Department 30.9 27.4 32.3 31.2
Interregional 5.4 7.9 11.7 9.6

Nonregional use 19.3 29.6 28.9 26.1

Total technical assistance use 262.6 300.6 309.0 277.0

1An effective person-year of technical assistance is 260 days.
2“Other” includes the Policy Development and Review Department, Bureau of Computing Ser-

vices, and Technical Assistance Secretariat.
3Effective January 1, 1997, the Central Asia and Southeast Asia and Pacific Departments were

merged into a single Asia and Pacific Department.
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