
The tragic events of September 11 came
at a time when, with all major regions al-
ready slowing, the global economy was
particularly vulnerable to adverse shocks.

Indeed, recent data suggest that the world econ-
omy was weaker than earlier thought even before
the terrorist attacks. Furthermore, these at-
tacks—while affecting the United States most di-
rectly—can clearly be seen as a shock with global
reach, given the worldwide impact on confi-
dence, financial markets, and growth prospects.

The Global Outlook
Reflecting these developments, the IMF’s pro-

jections for almost all regions of the world have
been marked down compared with those in the
October 2001 World Economic Outlook (whose pro-
jections were finalized before the terrorist at-
tacks). These reductions are most apparent in
the outlook for 2002, where the strengthening of
activity that had previously been expected in late
2001—particularly among advanced economies—
is now generally not expected until around the
middle of 2002. Growth in the advanced econo-
mies is now expected to be only 0.8 percent in
2002, down from a weak 1.1 percent in 2001
(Table 3.1). The outlook for 2002 is 1!/4 percent-
age points lower than projected in the October
World Economic Outlook, including reductions of
about 1!/2 percentage points in the United States,
Japan, and Canada, 1 percentage point in the
euro area, and over 2 percentage points in the
newly industrialized Asian economies (see Table
1.1 in Chapter I). For developing countries as a
whole, the growth projection for 2002 has been
lowered by nearly 1 percentage point, with the
largest reductions among countries of the
Western Hemisphere—especially Argentina and
Mexico—and also among the members of the
Association of South East Asian Nations
(ASEAN). Nevertheless, growth of close to 4!/2

percent is expected for the developing country
group in 2002 compared with 4 percent in 2001,
supported by relatively strong activity in China
and India, a significant turnaround in Turkey’s
economic prospects, and reasonably firm growth
in the transition economies and Africa.

The limited amount of data since the terrorist
attacks against which to gauge economic
prospects and the virtually unprecedented na-
ture of these recent events inevitably imply a
high level of uncertainty in the latest projec-
tions. Particular concerns are the prospective
depth and duration of the general downturn in
confidence and activity, the risk that existing
weaknesses in some sectors (such as information
technology) will be exacerbated, the addition of
new sectoral pressures (e.g., in travel and
tourism), and the vulnerabilities apparent in
some systemically important countries. At a
more general level, forecasters have not been
particularly successful in capturing turning
points in the cycle and the ensuing pace of activ-
ity, and this needs to be taken into account when
policy responses are being considered. Over the
past decade, however, the IMF’s global growth
forecasts have been generally unbiased—al-
though with substantial variation in region-by-re-
gion performance—and the mean and standard
deviation of the forecast errors for the Group of
Seven countries are similar to those of private
forecasters (Box 3.1).

United States and Canada

Almost all economic indicators in the United
States have weakened in recent months. While
part of this downturn reflects greater-than-ex-
pected weakness in the economy before
September 11, the attacks and their aftermath
led to further declines—including among indi-
cators such as consumer spending and nonde-
fense durable goods orders that had signaled a
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possible bottoming out of activity prior to the at-
tacks. The initial sharp fall-off in some indicators
has at least partially reversed since September—
helped in the case of retail sales, for example, by
significant sales incentives for automobiles—but
most indicators of household and business activ-
ity continue to suggest that growth remains sub-
dued in the latter part of 2001 (Figure 3.1). In
the labor market, for example, job losses and
new claims for unemployment benefits in
October reached their highest levels since the
early 1990s and, although slowing since then,
point to further increases in the unemployment

rate in the months ahead. The housing market
appeared surprisingly robust through August,
but recently released indicators suggest that a
substantial slowing is in prospect. Moreover,
some sectors, particularly travel and entertain-
ment, have faced particularly severe financial dif-
ficulties since September 11 (see Chapter II).

Nevertheless, various forces should contribute
to a strengthening recovery in 2002, although
the speed and strength of their impact is diffi-
cult to anticipate. These forces include the re-
cent reduction in energy prices, the ending of
the inventory cycle downturn, the recovery in
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Table 3.1. Advanced Economies: Real GDP, Consumer Prices, and Unemployment
(Annual percent change and percent of labor force)

Real GDP Consumer Prices Unemployment____________________________ ____________________________ ____________________________
1999 2000 2001 2002 1999 2000 2001 2002 1999 2000 2001 2002

Advanced economies 3.3 3.9 1.1 0.8 1.4 2.3 2.3 1.3 6.4 5.8 6.0 6.6

Major advanced economies 3.0 3.5 1.0 0.6 1.4 2.3 2.2 1.1 6.1 5.7 6.0 6.6
United States 4.1 4.1 1.0 0.7 2.2 3.4 2.9 1.6 4.2 4.0 4.9 6.0
Japan 0.7 2.2 –0.4 –1.0 –0.3 –0.8 –0.7 –1.0 4.7 4.7 5.0 5.7
Germany 1.8 3.0 0.5 0.7 0.7 2.1 2.4 1.0 8.2 7.5 7.5 7.8
France 3.0 3.5 2.1 1.3 0.6 1.8 1.8 1.1 11.2 9.5 8.6 8.9
Italy 1.6 2.9 1.8 1.2 1.7 2.6 2.6 1.3 11.4 10.6 9.5 9.4
United Kingdom1 2.1 2.9 2.3 1.8 2.3 2.1 2.3 2.4 6.0 5.6 5.2 5.4
Canada 5.1 4.4 1.4 0.8 1.7 2.7 2.8 1.6 7.6 6.8 7.3 8.0

Other advanced economies 4.9 5.2 1.5 1.9 1.3 2.4 2.9 1.8 7.3 6.2 6.2 6.3
Spain 4.1 4.1 2.7 2.1 2.2 3.4 3.6 2.1 15.9 14.1 13.0 12.8
Netherlands 3.7 3.5 0.9 1.0 2.0 2.3 5.1 2.1 3.2 2.6 2.4 3.7
Belgium 3.0 4.0 1.2 0.7 1.1 2.7 2.4 0.5 8.8 7.0 6.9 8.1
Sweden 4.1 3.6 1.2 1.7 0.5 1.0 2.6 2.3 5.6 4.7 4.1 4.1
Austria 2.8 3.3 1.1 1.3 0.5 2.0 2.4 2.0 3.9 3.7 3.8 4.1
Denmark 2.1 3.2 1.3 1.7 2.5 3.0 2.4 2.7 5.6 5.2 5.2 5.3
Finland 4.0 5.7 0.7 1.8 1.3 3.0 2.6 1.7 10.3 9.8 9.4 9.9
Greece 3.4 4.3 4.1 3.0 2.2 2.9 3.6 2.9 12.0 11.4 10.9 10.9
Portugal 3.4 3.2 1.6 0.8 2.2 2.8 4.3 2.7 4.4 4.0 3.9 4.2
Ireland 10.9 11.5 6.1 3.0 2.5 5.3 3.9 2.8 5.6 4.3 3.8 4.5
Luxembourg 7.6 8.5 3.3 3.2 1.0 3.2 2.5 2.1 2.9 2.6 2.7 2.7

Switzerland 1.6 2.9 1.6 0.8 0.8 1.6 1.0 0.8 2.7 1.9 1.9 2.4
Norway 1.1 2.3 1.7 2.0 2.3 3.1 3.1 1.9 3.2 3.4 3.4 3.7
Israel 2.6 6.2 0.3 1.7 5.2 1.1 1.2 1.8 8.9 8.8 9.0 9.5
Iceland 4.1 3.6 1.9 0.5 3.4 5.1 6.5 6.7 1.9 1.4 1.4 2.0
Cyprus 4.5 5.1 4.0 3.0 1.8 4.1 2.0 1.8 3.6 3.4 3.6 3.8

Korea 10.9 8.8 2.6 3.2 0.8 2.3 4.3 2.0 6.3 4.1 3.8 3.5
Australia2 4.7 3.3 2.3 3.3 1.5 4.5 4.2 2.2 7.0 6.3 6.8 7.0
Taiwan Province of China 5.4 6.0 –2.2 0.7 0.2 1.3 –0.1 0.3 2.9 3.0 5.1 5.0
Hong Kong SAR 3.0 10.5 –0.3 1.0 –4.0 –3.7 –1.5 — 6.3 5.0 5.1 5.9
Singapore 5.9 9.9 –2.9 1.2 0.1 1.4 1.0 1.4 3.5 3.1 4.5 4.2
New Zealand2 3.8 3.8 2.6 1.9 1.1 2.7 2.7 2.2 6.8 6.0 5.3 5.5

Memorandum
European Union 2.6 3.4 1.7 1.3 1.4 2.3 2.7 1.6 9.1 8.1 7.6 7.8

Euro area 2.6 3.4 1.5 1.2 1.1 2.4 2.7 1.4 10.0 8.9 8.3 8.6

1Consumer prices are based on the retail price index excluding mortgage interest.
2Consumer prices excluding interest rate components; for Australia, also excluding other volatile items.



equity prices, and somewhat stronger levels of
consumer and business sentiment about the fu-
ture compared to the present. Most important,
there is now significant macroeconomic stimulus
in the pipeline. On the monetary side, official
interest rates have been reduced by 4#/4 percent-
age points since the beginning of 2001, includ-
ing 1#/4 percentage points since September 11,
and there is scope for additional easing if eco-
nomic conditions weaken further. The easing to
date has spurred a record surge in the refinanc-
ing of home mortgages, which should help sus-
tain spending in the household sector, and fur-
ther support to demand can be expected given
the lags between interest rate cuts and their im-
pact on activity. Fiscal policy has also been eased
substantially during 2001, including in response
to the events of September 11; rapid implemen-
tation of additional stimulus as currently under
discussion—if carefully designed to strengthen
consumer confidence and boost activity in the
short run—would provide further helpful sup-
port for recovery (see Box 3.2). As the economy
recovers, however, tax or spending measures may
be needed to ensure that medium-term Social
Security obligations can be met.

In the baseline projections for the United
States, the decline in economic activity is ex-
pected to stabilize in early 2002, with a firmer
pickup emerging in the second half of the year.
Overall, the growth projection for 2002 has been
marked down to 0.7 percent, 1!/2 percentage
points lower than in the previous World Economic
Outlook (whose projections were finalized before
the attacks). Given the expected strengthening of
activity during the year, however, growth would
reach over 2!/2 percent in the fourth quarter of
2002 compared with the same quarter of 2001.
Substantial uncertainty still surrounds this short-
term outlook. A stronger and more rapid recov-
ery could emerge if confidence rebounds rapidly,
oil prices fall more than anticipated, or the in-
ventory cycle downturn ends quickly. On the
other side, concerns about personal security and
rising unemployment, together with the sharp
downturn in corporate profitability and the diffi-
culties faced by some specific sectors, could
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Figure 3.1.  Macroeconomic Indicators—Advanced Economies

   Sources: Thomson Financial for industrial production, inflation, unemployment, and 
consumer and business confidence for the United States and Japan;  European Central 
Bank for euro area industrial production, inflation, and unemployment;  European 
Commission for euro area consumer and business confidence. 
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Each issue of the World Economic Outlook in-
cludes forecasts of economic growth for the
world and for various country groupings. By
their nature, forecasts are subject to uncertainty,
which—as extensively discussed elsewhere in this
issue—needs to be explicitly taken into account
by policymakers when considering the implica-
tions for policy. This Box reports some indica-
tors of the accuracy of the World Economic
Outlook growth forecasts over the period 1991
through 2000.1 It is important to stress, however,
that the historical record with respect to the
forecast accuracy of the World Economic Outlook is
not necessarily a good guide to the future. For
example, IMF forecasts—like those of outside
analysts—tend to underestimate growth during
booms and overestimate growth during reces-

sions. Thus, as discussed further below, forecast
accuracy depends importantly on the time pe-
riod in question, and the specific events that oc-
curred during it.

The first table presents the mean and stan-
dard deviation of the forecast error, defined as
the difference between the growth forecast and
the actual outturn, for various country group-
ings over the period 1991–2000.2 The average
error provides an indication of whether the
forecast was subject to bias over the period—a
positive value, for example, shows that growth
was on average overestimated; the standard devi-
ation of the error provides a measure of the de-
gree of uncertainty in the forecast. The forecast
errors are shown at four different points in

Box 3.1. The Accuracy of World Economic Outlook Growth Forecasts: 1991–2000

1The forecasts for the Group of Seven countries are
evaluated over the period from 1985 through 2000.

World Economic Outlook: Estimates of GDP Growth Forecast Errors1

Spring of Previous Year Fall of Previous Year Spring of Current Year Fall of Current Year___________________ __________________ __________________ __________________
Average Standard Average Standard Average Standard Average Standard

error deviation error deviation error deviation error deviation

World2 0.4 0.9 0.2 0.9 –0.1 0.5 –0.1 0.3

Advanced economies 0.4 1.2 0.2 1.1 –0.1 0.6 — 0.4
Major advanced economies 0.4 1.2 0.2 1.1 — 0.6 0.1 0.4

United States –0.5 1.7 –0.5 1.5 –0.2 0.9 — 0.7
Japan 1.8 2.1 1.4 1.9 0.3 1.3 0.2 0.4
Germany 0.9 1.5 0.8 1.5 0.1 1.0 0.2 0.8
France 0.8 1.3 0.6 1.5 0.1 0.8 — 0.5
Italy 1.1 1.2 0.8 1.0 0.3 0.8 0.2 0.5
United Kingdom 0.7 1.6 0.5 1.5 –0.2 0.8 –0.2 0.4
Canada 0.9 2.2 0.6 1.8 0.2 1.2 0.1 0.7

Other advanced economies 0.3 1.4 0.1 1.5 –0.2 1.0 –0.2 0.5

Developing countries 0.2 1.4 — 1.1 –0.3 0.7 –0.2 0.4
Africa 1.9 1.2 1.6 1.0 1.2 0.7 0.6 0.5

Sub-Saharan 1.7 1.3 1.5 1.0 1.0 0.7 0.6 0.4
Developing Asia –0.6 2.2 –0.7 2.0 –0.7 1.3 –0.3 0.7

ASEAN-43 1.7 5.7 1.3 5.2 0.4 3.0 — 0.9
Middle East, Malta, and Cyprus 0.6 2.0 0.9 2.6 0.5 2.6 –0.2 1.3
Western Hemisphere 1.0 1.8 0.7 1.3 –0.4 1.1 –0.3 0.9

Memorandum
World4 0.7 1.2 0.5 1.2 0.1 0.8 — 0.5
Countries in transition 6.0 6.6 4.5 6.3 2.6 6.4 –0.6 1.2

1Forecast errors are defined as forecast minus outturn. Sample period covers 1990 to 2000.
2Excludes countries in transition.
3Includes Indonesia, Malaysia, the Philippines, and Thailand.
4Includes countries in transition.

2The outturn is taken from the October issue of
the World Economic Outlook one year after the year in
question.
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time: (1) the May issue one year prior to the
year in question; (2) the October issue one year
prior to the year in question; (3) the May issue
of the year in question; and (4) the October is-
sue of the year in question. This methodology
provides information on the accuracy of the
World Economic Outlook growth forecasts at four
different points in time leading up to the point
when the growth outturn was realized. The sam-
ple of countries includes all member countries
of the IMF, except the countries in transition
(where forecast errors in the early part of the
transition—a unique event—were very large,
and would significantly bias the results).

The following points are worth noting:
• The average error for global growth is mod-

estly positive for the one-year ahead forecasts,
turning slightly negative in the current year
forecast. The standard deviation of the global
growth forecasts averages 0.9 percentage
points in the one-year ahead forecast, falling
to 0.3 to 0.5 percentage points in the current
year.3 Unsurprisingly, across almost all re-
gions, the average forecast error (in absolute
value) and the standard deviation declined
the shorter the forecast period.

• The moderate overestimation of growth in
world output in the one-year ahead forecast
stems largely from the forecast errors in the ad-
vanced economies, most of which are associ-

ated with turning points. This was due to an
underestimation of the extent of the recessions
in the United States, Canada, and the United
Kingdom in 1991; the euro area in 1993; and
Japan during 1992–95 and 1997–99. Offsetting
this positive error to some degree was an un-
derestimation of growth in the United States in
the second half of the 1990s, a period of sur-
prisingly rapid productivity growth.

• As can be seen from the second table, the mean
and standard deviation of the errors in the
World Economic Outlook forecast for Group of
Seven (G-7) countries are similar to those of
private forecasters. While the average error of
the consensus forecasts for most G-7 countries
was slightly smaller for the one-year ahead fore-
casts compared to the World Economic Outlook
forecasts, the standard deviation of the consen-
sus forecast error was slightly higher. A more
detailed comparison of consensus forecasts,
World Economic Outlook forecasts, and OECD
forecasts finds a high degree of similarity
among all three, and concludes that it is diffi-
cult to say unambiguously which one is better
(Loungani, 2000).

• For developing countries in the first table, the
overall bias to the projections is generally
small, but the forecasting experience differs
significantly across regions, largely reflecting
the differing shocks that each faced.

In Africa, the average forecasting error was
significantly positive for the period (and in
every individual year); in part this arises from

Box 3.1 (concluded)

Consensus Forecast: Estimates of GDP Growth Forecast Errors1

Spring of Previous Year Fall of Previous Year Spring of Current Year Fall of Current Year___________________ ___________________ ___________________ __________________
Average Standard Average Standard Average Standard Average Standard
errors deviation errors deviation errors deviation errors deviation

Major advanced economies 0.3 1.2 0.2 1.1 — 0.6 — 0.4
United States –0.5 1.7 –0.4 1.6 –0.2 0.8 –0.1 0.7
Japan 1.4 2.2 1.0 2.1 0.2 1.3 0.4 0.6
Germany 0.6 1.4 0.5 1.5 –0.1 1.0 –0.1 0.9
France 0.6 1.4 0.5 1.5 0.1 0.8 — 0.6
Italy 0.9 1.2 0.8 1.1 0.3 0.7 0.1 0.5
United Kingdom 0.5 1.8 0.4 1.7 –0.1 0.9 –0.2 0.4
Canada 0.5 1.9 0.4 1.8 0.2 1.1 0.1 0.7

1Forecast errors are defined as forecast minus outturn. Sample period covers 1990–2000.

3Implying that the forecast was within these intervals
over two-thirds of the time.



delay the recovery of household and business
confidence and push deferred spending—
especially on business investment and household
durables—further into 2002 than currently envis-
aged. Such tendencies could be aggravated by
the legacy of high levels of business investment in
the late 1990s and high levels of household debt.

In Canada, the slowdown has been sharper
than earlier envisaged, mainly reflecting events in
the United States. Real GDP growth has slowed
substantially since late 2000, with growth of 1.4
percent now expected in 2001 and 0.8 percent in
2002. Economic activity is expected to turn
around starting in the first half of 2002 and grad-
ually gather pace during the year—supported by

a similar strengthening of activity in the United
States, easier monetary conditions (the Bank of
Canada having lowered official interest rates by
3!/2 percentage points in 2001), fiscal stimulus
stemming from the tax cuts legislated last year,
and the workings of the automatic stabilizers. As
elsewhere in the global economy, however, the
heightened level of uncertainty makes the timing
and pace of a rebound difficult to gauge.

Japan

The events of September 11 and their after-
math have exacerbated what was already a diffi-
cult and troubling economic situation in Japan.
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the obvious difficulties in predicting conflicts
and natural disasters that have seriously af-
fected growth during the decade, as well as a
possible tendency to overestimate growth in
the context of IMF programs.4 Also, for many
African countries, data are available with a
longer lag and are subject to larger revisions
than those for other countries.

In developing Asia, growth was on average
underestimated, entirely reflecting an under-
estimation of growth in China (which has a
large weight in the aggregate) during the
overheating period in the first half of the
1990s. This was offset in part by an overesti-
mation of growth in the ASEAN-4, primarily
during the Asian Crisis in 1997 and 1998
(which also accounts for the very large stan-
dard deviation in the forecast for this group).

In the Middle East, the one-year ahead fore-
casts overestimated growth in the 1990s,
mainly reflecting an overestimation of the
speed of recovery from the Gulf War.

In the Western Hemisphere, the average error
for the one-year ahead growth forecast growth
was positive, mainly reflecting an overestima-

tion of growth during the Mexican crisis in
1995 and the Brazil crisis in 1998–99. In the
current year, however, forecast errors have
been slightly negative, mainly reflecting an
underestimation of pickups in Argentina and
Brazil.
In conclusion, the above analysis suggests

that, excluding the transition economies, the
IMF’s global growth forecasts have been rela-
tively unbiased over the past decade. However,
the experience varies substantially across re-
gions, generally reflecting the particular shocks
they have experienced. In particular, like out-
side forecasters, IMF forecasters have not been
particularly successful in capturing major turn-
ing points and the ensuing impact on activity.
This is, of course, particularly relevant at the
present juncture, and while this tendency was
recognized while making the forecast, it remains
a source of potential downside risk. It is also
likely, in the present situation, that the uncer-
tainty around the forecast is larger than histori-
cal values of the standard deviation would tend
to suggest. In some cases, notably Africa, there is
evidence of more persistent overestimation of
growth, in part for the structural reasons de-
scribed above, a tendency that needs to be kept
in mind in interpreting the forecasts and draw-
ing the appropriate policy conclusions.

4IMF forecasts assume that programs are
implemented.
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Together with the substantial easing of mone-
tary policy since January, the tax cuts enacted in
June and emergency spending measures passed
in the immediate aftermath of the September
11 attacks have ensured that a considerable stim-
ulus is in the pipeline in the United States.
These initiatives will provide $375 billion in fis-
cal stimulus over the 2002 to 2004 fiscal years
(the 2002 U.S. fiscal year runs from October
2001 to September 2002; see the Table). This
equals 1 percent of GDP for 2002 and nearly 1!/4

percent of GDP in 2003 and 2004. The tax cuts
enacted in June 2001 comprise $243 billion of
the stimulus, while emergency spending author-
ized by Congress immediately following the
September 11 terrorist attacks adds another $63
billion. This includes $38 billion for defense,
$20 billion for disaster recovery, and $5 billion
to aid the airline industry.

In addition, the Bush Administration has pro-
posed a new fiscal stimulus package of $60 to
$75 billion over fiscal years 2002 to 2004, while
Congress is considering packages amounting to
around $100 billion in fiscal year 2002 and
around $210 billion total through 2004. The re-
sulting stimulus could be smaller if the spending
initiatives of $69 billion requested in the
Administration’s fiscal year 2002 Budget but not
yet enacted were to be used instead to meet new
spending requirements. Along with additional
spending for national security expected to
amount to around $50 billion over 2002 to
2004, a new fiscal package of $75 billion would
result in a total fiscal stimulus during fiscal years
2002 to 2004 of around $500 billion, roughly 1!/2

percent of GDP for the period.
With a new fiscal package comprised of tem-

porary measures, the unified budget in the
United States is now expected to be slightly in
deficit in FY 2002 after surpluses from 1998 to
2001. Most of the decline relates to the impact
of the fiscal policy initiatives, although the oper-
ation of the automatic fiscal stabilizers also has
an impact. The cumulative surplus would be re-
duced from around $2.4 trillion to $2.2 trillion
in fiscal years 2002 to 2011—a fairly modest
change, as U.S. growth is expected to rebound

strongly after 2002. If tax measures in the new
stimulus package were permanent rather than
temporary, the cumulative budget surplus would
fall to $1.3 trillion over the fiscal years 2002 to
2011. If economic growth turned out to be even
weaker than forecast, a $75 billion temporary
stimulus package would likely result in the
cumulative budget surplus over fiscal years 2002
to 2011 falling to less than $1.0 trillion.

Assessment of a New Fiscal Stimulus Package

The economic and budgetary impact of a fis-
cal stimulus will depend crucially on the particu-
lar tax and spending initiatives enacted. The
objective should be to structure a package that
shores up consumer confidence and boosts ac-
tivity, without unduly compromising the longer-
term fiscal position.

Well-targeted spending increases are typically
considered to have a larger multiplier impact on
activity than tax reductions, and could thus yield
a quick and effective boost to the economy. The
Administration and Congress are considering
such measures as extending the duration of un-
employment insurance and providing grants to

Box 3.2. Fiscal Stimulus and the Outlook for the United States

Fiscal Stimulus Measures, Fiscal Years 
2002 to 2004
(Billions of dollars for each fiscal year)

Total
2002 2003 2004 2002–04

Total fiscal stimulus measures 176 184 140 500
(Percent of GDP) 1.7 1.7 1.2 1.5

Stimulus under current 
policies 100 137 138 375

Taxes
2001 tax cut package 38 93 112 243

Spending
Defense 22 16 1 38
Other 40 28 26 94

Additional stimulus 77 47 2 125
Taxes

New fiscal stimulus 
package 60 15 0 75

Spending
Defense 13 21 2 35
Other 4 12 0 15

Source: IMF Staff estimates. Columns may not sum to total
due to rounding.



Household and business confidence have fallen
further in recent months, while business condi-
tions have continued to weaken—especially in
the manufacturing sector, where indicators of
excess capacity, employment, and inventories
have all deteriorated. Weaker economic

prospects and persistently low equity prices have
added to concerns about financial system stabil-
ity, particularly in view of writedowns in bank
capital under mark-to-market accounting rules
and uncertainties about the full extent of non-
performing loans.1 The steep downturn in ex-
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assist in financing health care coverage to unem-
ployed workers and their families. While assis-
tance to unemployed workers could help shore
up confidence, there would likely be adverse ef-
fects on individuals’ incentives to find employ-
ment, though this could be mitigated by ensur-
ing that the assistance is explicitly temporary. A
number of proposals are also being considered
in the wake of the terrorist attacks to increase
spending on transportation security and infra-
structure, as well as other programs less obvi-
ously related to the events of September 11. As
with any spending initiatives, the benefits of
these programs must be weighed against long-
term costs, including the possibility that a “pil-
ing on” of new programs could undermine fiscal
discipline over the longer term, implying a per-
manently higher path of public spending.

Temporary income tax cuts would be likely to
have only a limited near-term impact, unless
they are targeted at “liquidity-constrained”
individuals, who would have a higher propen-
sity to spend such tax reductions. Corporate tax
measures being considered—including the
elimination of the corporate alternative mini-
mum tax, and an increase in the carryback pe-
riod for net operating income losses—would
entail significant revenue losses, while poten-
tially providing little short-term stimulus to the
economy. Temporary incentives aimed at invest-
ment, such as proposed partial expensing of
business investment (or accelerated deprecia-
tion) could be more useful in bringing forward
private investment. Of course, reducing tax bur-
dens can have salutary medium-term effects,
and these measures should be considered in

due course consistent with achieving medium-
term fiscal objectives. Other measures under
consideration include a reduction in the capital
gains tax for individuals and an increase in the
amount of capital losses that can be deducted
from income. These proposals face the risk of
a perverse effect of encouraging a sell-off in
equities; the resulting decline in stock prices
and household wealth would further affect
consumption.

The “reversibility” of various policies is also an
important consideration. Given the lags involved
between the easing of fiscal and monetary policy
and the impact on activity, it could become nec-
essary to withdraw some of the stimulus as the
U.S. economy rebounds. This would tend to fa-
vor using monetary policy for any further stimu-
lus, since policy interest rates can be adjusted
relatively rapidly. In contrast, in the event of a
quick recovery in the middle of 2002, institu-
tional and political considerations might make it
more difficult to withdraw fiscal stimulus within
the timeframe needed to avoid overheating.
Among the risks would be that permanent tax
measures that have a significantly adverse im-
pact on the U.S. debt profile could lead to
higher long-term interest rates and thus offset
the stimulus from a shorter-lived policy. Looking
forward, it will be important as well to take off-
setting action by either tax or expenditure meas-
ures when the economy recovers so that the
United States can achieve its medium-term ob-
jective of saving the surplus in the Social
Security trust fund in order to begin dealing
with the challenges associated with the aging of
the U.S. population.

1Mark-to-market accounting rules came into effect at the beginning of April 2001 and are reflected for the first time in
financial results for the half year ending in September 2001.



ports since 2000 also looks set to continue, espe-
cially given the prospect of delayed recoveries in
the United States and Asia and the ongoing
weakness in the global electronics market.

Reflecting these developments, the modest re-
covery that had been projected to emerge early
in 2002 is now not expected until at least the sec-
ond half of the year. In 2002 as a whole, the
economy is expected to contract by 1 percent,
accompanied by ongoing deflation. A high level
of uncertainty and risk—predominantly on the
downside—surrounds even this bleak outlook. A
key concern is of a vicious cycle involving weak-
ening growth, rising numbers of corporate bank-
ruptcies, and increasing concerns about the
health of the banking sector. With a gradual
pickup later in 2002 expected to be driven by
the external sector, greater-than-expected weak-
ness in the global economy or a depreciation of
the dollar against the yen—for example, as a re-
sult of heightened economic or security con-
cerns in the United States—would imply addi-
tional downside risks for Japan.

The prospect of continuing and possibly inten-
sified weakness in the Japanese economy high-
lights even more forcefully than before the need
to implement an ambitious and coordinated
strategy to tackle deep-seated economic weak-
nesses. This strategy has two key elements. First,
persistent weaknesses in the banking sector need
to be addressed, particularly through stronger
loan classification and provisioning practices, dis-
posal of nonperforming loans, and, where appro-
priate, targeted use of public funds through
mechanisms that lead to substantive restructur-
ing of the institutions involved.2 In addition, cor-
porate restructuring should be accelerated, with
banks continuing to take the lead in restructur-
ing their potentially viable borrowers, but under
stronger incentives and clearer timetables for
achieving results. Second, macroeconomic poli-
cies need to be supportive of this strategy, to help
offset potential short-term impacts of structural
reforms on real activity and to counteract defla-

tionary pressures. In particular, a more ambitious
monetary response is required: the Bank of
Japan needs to make a clear commitment to end
deflation within a reasonable timeframe and sup-
port this by further quantitative easing, even if
such a policy were to result in some further de-
preciation of the yen. On the fiscal side, with
near-term economic prospects weakening, the
second supplementary budget will go a signifi-
cant way toward avoiding a withdrawal of stimu-
lus in 2002, and thereby reduce downside risks to
activity. The budget will focus on priorities of the
government that will aid structural reform, in-
cluding public works spending on urban regener-
ation, information technology, and support for
the elderly. At the same time, however, the au-
thorities need to push ahead with measures that
will support fiscal consolidation over the medium
term, including health sector reforms and end-
ing the earmarking of tax revenues.

Euro Area

Economic prospects in the euro area have also
deteriorated over recent months, with the events
of September 11 hitting economies that were al-
ready slowing as a result of regional and global
shocks—including higher oil and food prices,
the reassessment of the technology and telecom-
munications sectors, and the associated fall in
equity prices. Indicators of industrial produc-
tion, service sector activity, and business confi-
dence have weakened throughout the area. The
widely-followed IFO business confidence indica-
tor in Germany has fallen to its lowest level since
1993, while the declines elsewhere have been
less stark. Other leading indicators of business
conditions have yet to show a turning point,
making the timing of recovery uncertain. The
fall in global confidence and activity is also sig-
nificant, given the importance of trade and
other international economic and financial link-
ages. For example, the large share of trade be-
tween the United States and Europe taking place
between subsidiaries of multinational companies
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(such “related party trade” accounted for
around 65 percent of all U.S. imports from
Germany in 2000) may tend to strengthen the
balance sheet linkages associated with this trade
channel. Consumer confidence has also been
declining, probably reflecting international link-
ages in sentiment together with weak real in-
come growth and rising unemployment, and ap-
pears likely to stay under pressure as a result of
the increase in domestic and global uncertainty.

As a result, GDP growth for the euro area in
2002 is now projected at 1.2 percent, 1 percent-
age point lower than projected in October. Part
of this downward revision reflects the carryover
effect on growth in 2002 from recent data indi-
cating growth was weakening even before
September 11. Among the largest economies,
the weakness in Germany—where growth is ex-
pected to be only 0.7 percent in 2002—is partic-
ularly marked and, given the strong economic
linkages within Europe, will adversely affect
growth in the region.3 Growth in France and
Italy is expected to be 1.2 to 1.3 percent in 2002,
also well below potential.

A number of influences should tend to sup-
port activity in the period ahead. Inflation is ex-
pected to continue falling, particularly in re-
sponse to lower energy and food prices, and this
should help to unwind some of the downward
pressures on real incomes and spending that
were evident earlier in the year. Support for ex-
port activity should come from the continued fa-
vorable exchange rate for the euro. On the pol-
icy side, the European Central Bank has lowered
official rates by 1!/2 percentage points since the
beginning of the year, including 1 percentage
point since September 11, and with inflationary
pressures weakening there will be room for addi-
tional easing if necessary. With fiscal policy, the
automatic stabilizers should be allowed to oper-
ate across the euro area but, beyond this, the
scope for additional support varies across coun-
tries. Earlier tax reductions in Germany and
France should continue to provide support to
demand, and modest tax cuts are to occur in

Italy in 2002. These countries though have little
additional room for maneuver on the fiscal
front, given the 3 percent deficit ceiling under
the Stability and Growth Pact, and the only lim-
ited progress made in improving structural fiscal
balances during the recent period of relatively
strong growth (Table 3.2). Other countries, in-
cluding Ireland, Finland, Netherlands, and
Spain, appear to have greater scope for a cau-
tious easing of fiscal policy if downward pres-
sures on activity prevail.

More generally, while the euro area has less
policy stimulus in the pipeline than the United
States, it also appears less vulnerable in some re-
spects than the United States to adverse shocks to
confidence and activity: external balances are
stronger; households are less indebted and less
exposed to stock market developments; and con-
cerns about overinvestment and overcapacity
among firms appear to be lower. But, to underpin
a robust recovery, it is critical—both for Europe
and for the rest of the world—that such strengths
are complemented by more aggressive structural
reforms to labor, product and financial markets,
and other areas that have been holding down
Europe’s potential growth rate and contributing,
at least indirectly, to broader imbalances in the
global economy. The historic introduction of
euro notes and coins, beginning January 1, 2002,
will further strengthen European integration and
support the structural reform process—for exam-
ple, by increasing the transparency of price differ-
ences within the euro area and reducing the costs
of cross-border transactions.

As in other advanced economies, the prospec-
tive depth and duration of the downturn in
household and business confidence represent a
key uncertainty in the current outlook. While re-
covery could start earlier than envisaged, the key
policy concern is clearly that of a more pro-
longed downturn. In addition to the impact of
the global slowdown and of increased interna-
tional tensions, a particular concern in Europe
stems from the weaker labor market outlook—
with unemployment again increasing from al-
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Table 3.2. Major Advanced Economies: General Government Fiscal Balances and Debt1
(Percent of GDP)

1985–94 1995 1996 1997 1998 1999 2000 2001 2002 2006

Major advanced economies 
Actual balance –3.7 –4.1 –3.4 –2.0 –1.4 –1.1 –0.2 –1.3 –1.8 0.2
Output gap2 –0.5 –2.2 –2.0 –1.4 –1.2 –0.8 — –1.4 –3.2 –0.2
Structural balance –3.4 –3.2 –2.6 –1.3 –0.8 –0.7 –0.6 –0.8 –0.6 0.2

United States
Actual balance –4.7 –3.3 –2.4 –1.3 –0.1 0.6 1.5 0.3 –0.5 0.9
Output gap2 –1.3 –3.2 –2.8 –1.6 –0.5 0.4 1.4 –0.8 –3.1 —
Structural balance –4.2 –2.3 –1.5 –0.7 0.1 0.5 1.0 0.5 0.5 0.9
Net debt 51.4 59.6 59.2 57.0 53.4 48.9 43.7 42.0 41.3 30.2
Gross debt 65.7 72.9 72.8 70.3 66.6 63.4 57.4 55.2 54.2 40.3
Japan
Actual balance 0.6 –3.5 –4.2 –3.2 –4.5 –6.8 –7.9 –7.2 –7.1 –1.4

Excluding social security –2.5 –6.3 –6.7 –5.8 –6.5 –8.6 –9.2 –7.9 –7.5 –2.4
Output gap2 1.1 –1.3 0.5 0.3 –2.4 –3.2 –2.5 –4.1 –6.2 –0.9
Structural balance 0.3 –3.2 –4.3 –3.4 –3.6 –5.8 –7.0 –5.6 –4.7 –1.2

Excluding social security –2.9 –6.0 –6.9 –5.9 –6.0 –8.0 –8.7 –7.1 –6.2 –2.4
Net debt 13.5 12.7 16.0 17.5 29.5 35.8 42.9 50.1 57.7 61.7
Gross debt 70.6 87.1 92.4 96.9 110.2 120.3 129.7 140.8 152.5 153.5
Euro area
Actual balance –4.7 –5.0 –4.3 –2.6 –2.2 –1.3 0.2 –1.1 –1.4 0.1
Output gap2 –0.3 –1.2 –1.9 –1.8 –1.2 –1.0 –0.1 –0.9 –2.1 –0.2
Structural balance . . . –4.1 –3.0 –1.4 –1.3 –0.7 –0.7 –0.8 –0.6 0.1
Net debt 43.8 60.6 62.4 62.8 61.3 60.4 58.2 57.4 57.1 49.8
Gross debt 59.4 73.3 75.5 75.3 73.6 72.6 70.2 68.9 68.6 59.5

Germany3

Actual balance4 –1.9 –3.3 –3.4 –2.7 –2.2 –1.6 1.2 –2.5 –2.5 —
Output gap2 –0.2 0.4 –0.7 –1.2 –1.1 –1.1 — –1.2 –2.4 —
Structural balance –1.5 –3.4 –2.8 –1.7 –1.3 –0.8 –1.3 –1.8 –1.2 —
Net debt 24.9 49.4 51.1 52.2 52.0 52.4 51.6 51.1 52.1 45.5
Gross debt 43.8 58.3 59.8 60.9 60.7 61.1 60.3 59.8 60.8 54.2
France
Actual balance4 –3.3 –5.5 –4.1 –3.0 –2.7 –1.6 –1.4 –0.9 –2.1 —
Output gap2 –0.3 –2.7 –3.3 –3.1 –1.8 –1.2 –0.2 –0.6 –1.7 —
Structural balance –2.9 –3.7 –1.9 –1.0 –1.5 –0.9 –1.2 –1.2 –1.4 —
Net debt 28.3 45.8 48.1 49.6 49.8 48.9 47.9 48.8 48.2 43.8
Gross debt 36.9 54.6 57.1 59.3 59.5 58.5 57.5 57.0 57.9 53.5
Italy
Actual balance4,5 –10.5 –7.6 –7.1 –2.7 –2.8 –1.8 –0.3 –1.2 –1.0 –0.5
Output gap2 –0.1 –1.1 –2.0 –2.3 –2.4 –2.7 –1.8 –1.9 –2.6 —
Structural balance –10.4 –7.0 –6.2 –1.7 –1.8 –0.6 –0.7 –0.5 –0.6 –0.5
Net debt 93.2 116.6 116.0 113.7 110.1 108.4 104.4 102.3 101.6 90.0
Gross debt 99.5 123.2 122.6 120.1 116.2 114.5 110.2 108.0 107.3 95.2

United Kingdom
Actual balance4 –3.2 –5.4 –4.1 –1.5 0.3 1.5 3.9 0.5 –0.1 –0.8
Output gap2 0.4 –1.1 –1.3 –0.5 0.2 –0.5 0.1 — –0.9 —
Structural balance –2.5 –4.6 –3.3 –0.9 0.5 1.5 1.7 0.5 0.1 –0.7
Net debt 26.5 36.8 46.2 44.6 41.9 39.0 34.3 31.3 30.1 28.0
Gross debt 43.4 51.7 51.8 49.6 46.5 43.9 40.7 38.3 37.0 33.5
Canada
Actual balance –6.9 –5.3 –2.8 0.2 0.5 1.6 3.2 1.9 1.0 1.1
Output gap2 –1.8 –5.5 –6.5 –5.1 –3.9 –1.7 –0.1 –1.4 –3.2 —
Structural balance –5.6 –2.8 — 2.1 2.5 2.5 3.3 2.6 2.7 1.1
Net debt 66.3 88.6 87.8 84.1 81.2 74.9 66.3 61.5 59.5 44.0
Gross debt 98.0 120.4 120.3 117.6 115.7 112.3 102.6 97.4 94.9 72.6

1Debt data refer to end of year; for the United Kingdom they refer to end of March.
2Percent of potential.
3Data before 1990 refer to west Germany. For net debt, the first column refers to 1988–94. Beginning in 1995, the debt and debt-service obli-

gations of the Treuhandanstalt (and of various other agencies) were taken over by general government. This debt is equivalent to 8 percent of
GDP, and the associated debt service to !/2 to 1 percent of GDP. 

4Includes one-off receipts from the sale of mobile telephone licenses equivalent to 2.5 percent of GDP in 2000 for Germany, 0.5 percent of
GDP in 2001 for France, 1.2 percent of GDP in 2000 for Italy, and 2.4 percent of GDP in 2000 for the United Kingdom.

5Includes asset sales equivalent to 0.2 percent of GDP in 2001, 0.7 percent in 2002, 0.5 percent in 2003, and 0.1 percent in 2004.



ready high levels in the largest euro area econo-
mies. In addition, a further decline in economic
prospects could lead to renewed weakness in
stock prices, which are already down significantly
since the beginning of the year. Although the
significance of equity holdings differs among
euro area economies, and as noted above is gen-
erally lower than in the United States, such a fall
would add to downward pressures on household
demand and on business investment spending.

Other Advanced Economies

The outlook for other advanced economies
has also deteriorated, driven by the weakening
prospects for trade and declining business and
consumer confidence, but with important
country-by-country differences. In the United
Kingdom, economic activity has so far been more
resilient to the global downturn than activity in
other major advanced economies. Industrial out-
put has continued to fall while exports weakened
in the second quarter, influenced mainly by the
shocks to the information technology (IT) sector
and also by the strong exchange rate. Demand
has been buoyed by strong private consumption
growth and by already budgeted increases in gov-
ernment spending. However, the recent soften-
ing of business and consumer confidence as well
as house prices and labor market indicators sug-
gest that private consumption growth is likely to
slow down. Reflecting this, growth projected for
2002 has been marked down to 1.8 percent
(compared with 2.4 percent in the last World
Economic Outlook). The Bank of England has low-
ered interest rates by 1 percentage point since
the terrorist attacks and, provided the inflation
outlook remains benign, there would be scope
for further reductions if economic prospects de-
teriorate more than currently envisaged.

The 2002 outlook for the smaller European
economies outside the euro area has also been
marked down by varying degrees—by 0.3 points
in Denmark and Norway, and 0.8 to 0.9 points in
Sweden and Switzerland. In addition to poorer
export market conditions in Europe and falling
domestic confidence, these countries also face

some more specific pressures. Norway, for exam-
ple, is exposed to oil market developments;
Switzerland has experienced some currency ap-
preciation stemming from safe haven related
capital inflows following September 11; and
Sweden has faced persistent weakness in the
krona, which should provide some support to
exports. How these pressures unfold, together
with the outlook for inflation and output more
broadly, will determine the scope for further eas-
ings in monetary policy—each of these countries
having already lowered interest rates in the after-
math of September 11.

Elsewhere, economic conditions in Australia
and to a lesser extent New Zealand appear rea-
sonably robust despite some recent weakening
in confidence. Growth in Australia in 2002 is ex-
pected to reach 3.3 percent, stronger than in
2001 although !/2 of a percentage point lower
than projected in the October World Economic
Outlook, while growth in New Zealand is pro-
jected to weaken somewhat to 1.9 percent.
Export performance has been well-sustained in
both countries in 2001—helped by weak curren-
cies and, in New Zealand, by more favorable
agricultural growing conditions—and this has
contributed to sharp reductions in their current
account deficits. External performance could
still come under pressure, however, if global
growth and commodity prices remain weak.
Household spending has also held up quite
well: house construction is up strongly in
Australia, supported by lower interest rates and
earlier homeowner incentives; and lower inter-
est rates, rising rural incomes, and continued
low unemployment are contributing to the re-
silience of demand in New Zealand.

Emerging Markets
Developing and transition economies are be-

ing hit on several fronts by the events of
September 11 and their aftermath, with the re-
sult that projections for almost all regions have
been marked down from those in the October
World Economic Outlook (Table 3.3). This weaker
outlook stems from several interrelated influ-
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Table 3.3. Selected Developing and Transition Economies: Real GDP, Consumer Prices, and Current
Account Balance  
(Annual percent change unless otherwise noted)

Real GDP Consumer Prices1 Current Account Balance2____________________________ ____________________________ ____________________________
1999 2000 2001 2002 1999 2000 2001 2002 1999 2000 2001 2002

Developing countries 3.9 5.8 4.0 4.4 6.8 5.9 6.0 5.3 –0.2 1.1 0.1 –1.2

Africa 2.5 2.8 3.5 3.5 11.6 13.5 12.8 8.3 –3.6 0.9 –0.8 –3.3
Algeria 3.2 2.4 3.6 3.4 2.6 0.3 3.7 5.2 — 16.8 11.1 0.6
Ghana 4.4 3.7 4.0 4.0 12.4 25.2 33.0 15.9 –11.5 –9.1 –7.9 –5.8
Kenya 1.3 –0.2 1.1 1.4 6.1 7.1 5.0 5.0 –2.2 –2.1 –2.9 –4.0
Morocco –0.7 0.8 6.1 4.4 0.7 1.9 2.5 2.3 –0.5 –1.7 –1.4 –0.4
Nigeria 1.1 3.8 4.2 1.8 6.6 6.9 19.3 15.2 –9.5 4.8 –4.1 –10.6
Tunisia 6.1 4.7 5.4 5.3 2.7 2.9 2.9 2.7 –2.1 –4.2 –4.2 –3.9
South Africa 1.9 3.1 2.2 2.3 5.2 5.4 5.8 4.5 –0.4 –0.3 0.5 1.0

Developing Asia 6.2 6.8 5.6 5.6 2.5 1.9 2.8 3.0 2.2 2.1 1.1 0.2
Bangladesh 5.4 6.0 4.7 3.2 6.4 2.3 1.8 4.0 –1.4 –1.6 –2.4 –2.4
China 7.1 8.0 7.3 6.8 –1.4 0.4 1.0 1.0 1.6 1.9 1.0 0.3
India 6.8 6.0 4.4 5.2 4.7 4.0 3.9 4.8 –0.7 –0.9 –0.6 –0.7
Indonesia 0.8 4.8 3.2 3.5 20.7 3.8 11.5 10.9 4.1 5.2 3.4 1.0
Malaysia 6.1 8.3 0.3 2.5 2.8 1.5 1.5 1.8 15.9 9.4 7.5 5.1
Pakistan 4.1 3.9 3.7 4.4 4.1 4.4 3.8 5.0 –2.8 –1.9 –2.1 –2.2
Philippines 3.4 4.0 2.9 3.2 6.6 4.3 6.1 5.0 10.0 12.1 4.9 2.8
Thailand 4.3 4.4 1.5 2.0 0.3 1.5 1.7 1.1 10.2 7.5 4.7 4.0
Vietnam 4.2 5.5 4.7 4.8 4.1 –1.7 0.8 4.9 4.5 2.1 1.7 –1.1

Middle East3 3.0 5.5 4.5 3.8 12.1 9.2 9.4 9.0 3.0 11.6 6.0 –0.6
Egypt 6.0 5.1 3.3 3.3 3.8 2.8 2.4 3.0 –1.9 –1.2 — –1.6
Iran, Islamic Rep. of 3.1 5.8 5.0 4.8 20.4 12.6 16.0 13.0 6.4 13.0 4.1 1.6
Saudi Arabia –0.8 4.5 2.3 1.6 –1.3 –0.6 –1.1 1.4 0.3 9.0 4.0 –6.4

Western Hemisphere 0.1 4.1 1.0 1.7 8.8 8.1 6.3 5.2 –3.2 –2.5 –3.0 –2.9
Argentina –3.4 –0.5 –2.7 –1.1 –1.2 –0.9 –1.0 –0.5 –4.2 –3.2 –2.4 –1.2
Brazil 0.5 4.4 1.8 2.0 4.9 7.0 6.7 5.6 –4.8 –4.1 –4.7 –4.0
Chile –1.1 5.4 3.3 3.0 3.3 3.8 3.7 3.3 –0.1 –1.4 –2.0 –1.9
Colombia –4.1 2.8 1.4 2.4 10.9 9.2 8.0 7.6 0.2 0.4 –2.6 –3.4
Ecuador –7.3 2.3 5.2 3.8 52.2 96.2 37.0 8.8 6.9 5.3 –4.6 –4.4
Mexico 3.7 6.9 — 1.2 16.6 9.5 6.5 5.0 –3.0 –3.2 –3.0 –3.5
Peru 0.9 3.1 0.2 3.7 3.5 3.8 2.1 1.8 –3.8 –3.1 –2.1 –2.3
Venezuela –6.1 3.2 2.7 1.8 23.6 16.2 12.6 13.5 3.6 10.8 4.3 2.7

E.U. accession candidates — 4.8 0.2 3.4 25.3 24.4 21.5 18.1 –4.1 –5.2 –3.0 –3.9
Bulgaria 2.4 5.8 4.5 3.8 2.6 10.4 7.2 4.2 –5.3 –5.8 –7.1 –5.7
Czech Republic –0.4 2.9 3.3 3.1 2.1 4.0 3.9 3.8 –2.9 –4.8 –5.5 –5.2
Estonia –0.7 6.9 4.5 4.1 3.3 4.0 5.7 3.0 –4.7 –6.4 –6.8 –6.8
Hungary 4.5 5.2 3.7 3.5 10.0 9.8 9.2 5.5 –4.3 –3.3 –2.2 –2.6
Latvia 1.1 6.6 7.0 4.5 2.4 2.6 2.5 3.0 –9.8 –6.9 –7.1 –7.0
Lithuania –3.9 3.9 3.9 4.3 0.8 1.0 1.4 2.2 –11.2 –6.0 –6.0 –5.8
Poland 4.1 4.1 1.5 2.2 7.3 10.1 5.7 5.1 –7.5 –6.3 –4.0 –4.3
Romania –2.3 1.6 4.8 4.6 45.8 45.7 34.1 25.9 –4.1 –3.7 –6.0 –5.6
Slovak Republic 1.9 2.2 2.7 3.1 10.7 12.0 7.5 4.1 –5.7 –3.7 –8.6 –7.7
Slovenia 5.2 4.6 3.0 3.0 6.2 8.5 6.5 6.0 –3.9 –3.2 –1.1 –2.5
Turkey –4.7 7.2 –6.1 4.1 64.9 54.9 53.9 46.4 –0.7 –4.9 1.6 –1.4

Commonwealth of 
Independent States 4.6 7.9 6.1 3.9 70.6 25.0 20.6 13.5 7.3 13.5 8.1 3.4

Belarus 3.4 5.9 3.0 1.5 293.8 169.0 61.0 26.0 –1.6 –1.3 1.6 –0.4
Kazakhstan 2.8 9.4 9.0 7.0 8.4 13.3 8.5 7.0 –1.0 4.3 –4.7 –6.1
Russia 5.4 8.3 5.8 3.6 85.7 20.8 21.5 14.0 11.8 18.0 11.0 5.6
Ukraine –0.2 5.8 8.2 5.0 22.7 28.2 11.9 9.0 2.6 4.7 3.0 1.2

1In accordance with standard practice in the World Economic Outlook, movements in consumer prices are indicated as annual averages rather
than as December/December changes during the year, as is the practice in some countries.

2Percent of GDP.
3Includes Bahrain, Egypt, Islamic Rep. of Iran, Iraq, Jordan, Kuwait, Lebanon, Libya, Oman, Qatar, Saudi Arabia, Syrian Arab Republic, United

Arab Emirates, and Republic of Yemen.



ences: the further slowing now expected in the
advanced economies and spillover effects on
trade and confidence; the particularly strong im-
pact of the slowdown on some sectors—notably
information technology and tourism—to which
some emerging markets are heavily exposed;
financial market linkages with advanced econo-
mies, especially in view of increased market un-
certainties and deterioration in external financ-
ing conditions since September 11; and
downward pressures on prices of fuel and non-
fuel commodities, many of which were already
weak.

The relative significance of these channels
varies from region to region, although they all
tend to be relevant to some degree. Asia, for ex-
ample, will probably be strongly affected
through the trade channel, with both export
prices and volumes shown to be sensitive to the
advanced economy cycle.4 Compounding this
linkage is the heavy exposure of many Asian
economies to the severe downturn in the global
electronics cycle, and some will also be hit by
the downturn in tourism. Trade ties are also a
key determinant of the outlook elsewhere: for
example, the steeper slowdown in the United
States will weaken further the outlook for
Mexico and other countries in Central America;
and countries in Central Europe and the Baltics
will be hurt by the rapid slowing in Western
Europe.

The sharp reactions of advanced economy
financial markets to the September 11 attacks
were echoed and amplified in emerging mar-
kets, with falling stock prices, widening bond
spreads, and weakening currencies. While these
trends have subsequently reversed in many
emerging market economies, countries with sub-
stantial external financing requirements remain
vulnerable to potential reassessments of global
or domestic economic prospects and to further
shocks to international financial markets. These
concerns are probably the strongest in Latin
America—notably in Argentina, which is experi-
encing renewed financial turbulence, but also in

other regional economies with persistently high
current account deficits and large external
debts. There have also been heightened con-
cerns regarding the outlook for Turkey, where
the exchange rate fell substantially in September
and early October, although it has subsequently
strengthened. The economies of Central and
Eastern Europe and the Baltics could potentially
be at risk from adverse developments in global
financial markets, given the rather high current
account deficits in most of these countries; how-
ever, indications so far suggest that they are at-
tracting funding without significant difficulty,
possibly reflecting increased discrimination
among investors toward countries with stronger
economic fundamentals.

Recent commodity price developments will
have the most direct and sizable impact in the
Middle East, among the Commonwealth of
Independent States (CIS), and in Africa, where
many countries are heavily dependent on a nar-
row base of fuel or nonfuel commodity exports.
As discussed below, growth and current account
prospects for 2002 have weakened among most
oil exporters, although in some cases—including
Russia—significant carryover effects from strong
growth in 2001 are still present. Lower oil prices
will also have an adverse impact on a number of
emerging market debtor countries, including
Indonesia and Venezuela. The growth outlook
for many African economies is expected to be
held back by falling prices of almost all nonfuel
commodities, some of which—notably coffee
and cotton—were already at very depressed lev-
els, although the impact will be partly offset by
the lower price of oil imports.

In the following sections, countries and re-
gions are broadly grouped according to three
themes: those most exposed to weaker external
demand, those with large external financing re-
quirements, and those highly dependent on
commodity exports. It should be stressed, how-
ever, that these influences are interrelated to
some degree and most regions will be affected
by more than one; as a result, regional distinc-
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tions are not clear-cut. Moreover, the impact of
these pressures is not necessarily symmetric
across the regions concerned—for example, de-
teriorating external financing conditions may
have much more serious consequences for
emerging market borrowers with weak fiscal and
structural conditions than for those borrowers
whose fundamentals are strong.

The Impact of Weakening External Demand

Weaker global growth is hampering the trade-
dependent economies of Asia and Central
America, the latter particularly influenced by
the U.S. slowdown. In Asia, the marked weaken-
ing in the newly industrialized and ASEAN
economies was driven initially by external
influences—especially by lower growth in the
United States and Europe, economic contrac-
tion in Japan, and the decline in the global elec-
tronics cycle (Figure 3.2). Particularly in a num-
ber of the newly industrialized economies, these
pressures now appear to have been stronger
than earlier thought, and have generally intensi-
fied since September 11. Furthermore, the slow-
down has spread increasingly into domestic
demand and into a broader range of nonelec-
tronics and service sectors, including the
tourism sector—of particular importance for
Hong Kong SAR, Singapore, Thailand, and for
a number of small island nations in the Asia-
Pacific region.

In response to the slowdown, macroeconomic
policies across the region have generally been
eased. Most countries have lowered official in-
terest rates since September 11, continuing the
trend established before this date, and the
weakening of most regional currencies (apart
from those with fixed pegs) has also contributed
to an easing of monetary conditions. In coun-
tries with low inflation and flexible exchange
rates—such as Korea, Singapore, and Taiwan
Province of China—there is still room for ma-
neuver on the monetary front if necessary. On
the fiscal side, the scope for adjustment varies
considerably. Following widespread easing of fis-
cal policy earlier in the year, some countries—
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Figure 3.2.  Technology and Total Exports in Emerging Asia

Asian export growth has fallen significantly in 2001, largely as a result of the 
downturn in the global electronics cycle.

Newly industrialized
economies

   Source:  IMF staff estimates.
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including Hong Kong SAR, Malaysia, and
Singapore—have eased further in recent
months, and there remains room for stimulus in
Korea and other countries with low public debt.
But high public debt or deficits in some cases—
particularly in India, Indonesia, and the
Philippines—greatly constrain the scope for fur-
ther fiscal support.

Reflecting the greater-than-expected slowing
in external demand and the weakness evident in
sectors of domestic activity, growth projections
across Asia have been revised down from those
in the October 2001 World Economic Outlook, with
recovery delayed into 2002. The sharpest reduc-
tions are in the outlook for the newly industrial-
ized economies: Hong Kong SAR, Singapore,
and Taiwan Province of China are now expected
to grow by only around 1 percent in 2002, while
firmer growth of 3!/4 percent is projected for
Korea. Growth in the ASEAN economies is pro-
jected to reach just under 3 percent in 2002,
with the outlook for Malaysia (which in addition
has been hit by lower oil revenues) and
Thailand much weaker than anticipated in
October. Activity is expected to hold up rela-
tively well in China, where growth of close to 7
percent is projected for 2002, and in south Asia,
including India and Pakistan, where growth of
4!/2 to 5 percent is expected. The more robust
activity among these countries reflects the fact
that they are less exposed, although not com-
pletely immune, to the downturn in global trade
and activity compared with most of the smaller
Asian economies. The prospective winding down
of the conflict in Afghanistan and provision of
large-scale international assistance for recovery
should contribute significantly to growth in that
country and may also boost activity in the sur-
rounding region.

The key uncertainty in the outlook for much
of Asia is the strength of export demand—
especially the pace of recovery in technology
sectors—but there are also concerns about a
broader-based deterioration in domestic activity
and confidence. Further risks could arise from
financial sector weakness in some countries, in-
cluding Indonesia, Taiwan Province of China,

and Thailand. More generally, the deterioration
in external financing conditions since Septem-
ber 11 could affect capital flows, including direct
investment, to Asia and other emerging mar-
kets—highlighting the importance of further
structural reforms to strengthen financial and
corporate sectors and hence to sustain external
confidence. With still large current account sur-
pluses and reserves, however, together with flexi-
ble exchange rates in many countries, Asia is rel-
atively well placed to withstand external shocks.
Lower world interest rates and lower oil prices
should also help—although declining oil rev-
enues will add to fiscal and external financing
pressures in oil-exporting Indonesia.

The outlook for Central America and the
Caribbean has been revised down sharply, largely
reflecting the impact of weaker U.S. growth,
falling remittances, and, for the Caribbean in
particular, the downturn in tourism (see Box
3.3). The U.S. slowdown has led to a marked
downturn of activity in Mexico, with growth of
only 1!/4 percent projected for 2002 compared
with the 4 percent predicted in the October
World Economic Outlook. However, the mainte-
nance of firm fiscal and monetary policies has
helped support investor confidence, as has the
ongoing strengthening of the financial system.
This has been reflected in the continued
strength of the peso and a narrowing of bond
spreads, following some weakening in the imme-
diate aftermath of the September 11 attacks.
The early passage of tax reform measures would
further strengthen fiscal sustainability and flexi-
bility over the medium term.

The smaller countries in Central America and
the Caribbean are particularly vulnerable to re-
cent developments. In Central America, exports
to the United States account for almost 20 per-
cent of GDP while, in the Caribbean, tourism ac-
counts for 7 to 50 percent of GDP and by some
estimates 25 percent of employment in the re-
gion (Box 3.3). Given the size of the external
shock these countries are facing, domestic ad-
justment efforts—already under way in the
Caribbean—will need to be complemented by
additional external financing.
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Table 3.4. Emerging Market Economies: Net Capital Flows1

(Billions of U.S. dollars)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Total2
Private capital flows, net3 145.6 151.3 205.7 233.2 116.8 69.6 59.6 8.9 20.1 59.8

Private direct investment, net 54.1 81.4 96.5 119.6 145.2 155.4 153.4 146.2 162.4 142.6
Private portfolio investment, net 87.6 113.1 41.2 86.9 48.6 –4.2 31.0 –4.3 –13.0 13.7
Other private capital flows, net 3.9 –43.2 68.0 26.8 –77.0 –81.6 –124.8 –133.0 –129.4 –96.6

Official flows, net 46.3 3.7 26.6 0.1 62.6 54.3 5.1 –3.6 34.2 21.4
Change in reserves4 –63.9 –69.9 –117.1 –109.4 –62.5 –45.2 –87.9 –114.2 –98.0 –34.4
Memorandum
Current account5 –116.5 –72.6 –93.1 –95.5 –69.6 –53.2 37.8 128.9 51.5 –47.5

Africa
Private capital flows, net3 2.5 13.4 11.5 11.1 8.4 10.0 11.9 7.0 9.5 10.0

Private direct investment, net 3.2 3.3 2.9 4.8 8.4 6.9 9.0 7.2 21.4 11.0
Private portfolio investment, net 0.9 3.5 3.1 2.8 7.0 3.7 8.7 –1.8 –6.3 4.2
Other private capital flows, net –1.6 6.6 5.6 3.4 –6.9 –0.7 –5.8 1.6 –5.8 –5.2

Official flows, net        4.4 3.2 4.1 –0.2 1.3 2.6 0.4 –2.7 –0.2 0.7
Change in reserves4 2.8 –5.8 –2.0 –9.5 –11.3 0.7 –4.3 –14.8 –11.2 –2.0
Memorandum
Current account5 –11.1 –11.5 –16.6 –5.1 –7.0 –20.0 –15.4 3.8 –3.6 –14.2

Developing Asia6

Crisis countries7

Private capital flows, net3 30.8 35.0 55.2 74.1 –5.9 –31.9 –18.3 –20.9 –24.1 –10.5
Private direct investment, net 6.7 6.5 10.3 11.7 10.2 11.4 8.9 5.1 1.8 4.8
Private portfolio investment, net 25.0 13.3 18.6 27.6 8.8 –9.0 13.1 7.0 –0.9 2.6
Other private capital flows, net –0.8 15.2 26.3 34.8 –25.0 –34.3 –40.3 –32.9 –25.0 –18.0

Official flows, net        3.2 1.1 9.0 –4.5 14.1 17.3 –3.3 3.0 –0.2 –1.6
Change in reserves4 –20.0 –6.5 –17.3 –5.3 39.4 –46.9 –39.3 –23.8 –5.7 –5.9
Memorandum
Current account5 –13.5 –23.2 –40.4 –53.0 –25.5 69.7 62.9 45.7 31.9 23.3

Other Asian emerging markets
Private capital flows, net3 22.5 35.1 37.4 50.5 22.9 –13.0 9.7 4.9 17.2 6.0

Private direct investment, net 26.4 38.2 39.6 45.6 49.6 48.5 43.0 41.7 41.9 36.9
Private portfolio investment, net 0.9 7.5 2.1 3.5 –0.1 –6.3 0.7 –3.3 –3.8 1.2
Other private capital flows, net  –4.7 –10.6 –4.3 1.3 –26.6 –55.1 –34.1 –33.5 –21.0 –32.1

Official flows, net        8.2 2.5 –3.7 –7.9 –7.3 –0.3 2.1 –9.1 –1.9 3.6
Change in reserves4 –16.8 –51.6 –25.4 –41.6 –46.8 –16.9 –38.7 –26.2 –41.9 –23.7
Memorandum
Current account5 –7.2 18.3 8.0 15.0 51.2 41.6 37.9 41.7 29.5 16.1

Memorandum
Hong Kong SAR
Private capital flows, net3 — — — — 11.7 –8.5 1.0 3.8 8.3 1.4

Middle East, Malta, and Turkey8

Private capital flows, net3 30.7 16.0 8.5 8.8 17.7 11.8 –1.1 –22.4 –29.2 –0.7
Private direct investment, net 3.2 5.2 6.4 4.7 5.2 6.3 5.4 7.2 6.5 8.4
Private portfolio investment, net 6.7 7.7 2.0 0.7 –0.9 –13.2 –4.2 –15.1 –9.6 –5.2
Other private capital flows, net 20.8 3.1 0.1 3.4 13.4 18.6 –2.3 –14.6 –26.1 –3.8

Official flows, net 1.7 3.4 4.4 6.5 7.8 1.8 –1.0 –0.6 10.6 0.9
Change in reserves4 1.6 –4.7 –11.3 –22.0 –20.5 10.6 –6.2 –25.3 –13.4 8.9
Memorandum
Current account5 –30.8 –6.3 –5.3 4.9 2.6 –24.7 11.4 59.4 39.3 –6.7

Western Hemisphere
Private capital flows, net3 39.3 47.1 44.0 66.4 70.6 71.7 43.6 37.9 38.8 39.5

Private direct investment, net 8.7 22.8 24.2 40.3 56.1 60.7 63.8 62.5 64.1 50.0
Private portfolio investment, net 45.5 65.0 0.8 38.8 25.9 16.5 9.8 4.6 4.0 7.6
Other private capital flows, net –14.8 –40.7 19.0 –12.7 –11.5 –5.5 –30.0 –29.2 –29.3 –18.0

Official flows, net 29.9 4.7 18.6 3.4 13.7 15.6 6.4 6.2 24.2 14.1
Change in reserves4 –20.7 4.0 –23.3 –29.0 –13.8 8.8 7.7 –2.9 –6.8 —
Memorandum
Current account5 –46.0 –52.2 –36.5 –40.5 –67.1 –90.7 –56.9 –48.7 –56.0 –55.3



Countries with Substantial External Financing
Requirements

The increased uncertainty in global financial
markets since September 11 has added to al-
ready significant concerns about economic
prospects for economies with sizable external fi-
nancing requirements. These concerns have
been most acute in Latin America—notably
Argentina—given the particularly high level of
external debt and external financing needs of
this region (Table 3.4). Moreover, many of these
countries face additional pressures: some will be
hard hit by the downturn in commodity prices—
especially oil and metals—and in tourism; and,
more generally, they face weaker export markets
and lower domestic confidence. As a result,
growth projections for Latin America in 2002
have been sharply reduced compared with those
in the October World Economic Outlook. The out-
look for Turkey has similarly been marked down,
largely reflecting increased financial market un-
certainties, and Pakistan has also seen a large in-
crease in its bond spread and external financing
requirement in the aftermath of September 11.

But countries in Central and Eastern Europe
and the Baltics, which continue to run generally
high current account deficits, have appeared
better able to weather these uncertainties and
meet their financing needs and are expected to
show relatively robust growth in 2002.

Economic developments in Latin America
have been dominated by the financial crisis in
Argentina, which in some respects has been
brought to a head by the recent turbulence in
global financial markets. As discussed in Box 3.4,
measures introduced over the past year—
including the $29.5 billion debt swap in June,
tax reforms in late June that resulted in an effec-
tive depreciation of the peso for non-energy
trade, the zero deficit law approved in July, and
the augmentation of Argentina’s program with
the IMF in August—failed to produce a sus-
tained improvement in investor sentiment and
reduction in interest rates spreads. Instead, the
deteriorating economic outlook has heightened
financial market concerns about the sustainabil-
ity of current fiscal, exchange rate, and financ-
ing arrangements. Against this background, the
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Countries in transition
Private capital flows, net3 19.8 4.6 49.0 22.3 3.2 21.0 13.8 2.2 7.6 15.0

Private direct investment, net 6.0 5.3 13.1 12.4 15.6 21.6 23.4 22.5 26.7 31.5
Private portfolio investment, net 8.7 16.1 14.6 13.4 8.0 4.0 2.8 4.3 3.6 3.5
Other private capital flows, net 5.1 –16.8 21.3 –3.5 –20.4 –4.6 –12.4 –24.7 –22.7 –20.0

Official flows, net        –1.1 –11.2 –5.8 2.6 32.9 17.2 0.5 –0.4 1.1 3.0
Change in reserves4 –10.9 –5.3 –37.8 –2.0 –9.4 –1.6 –7.1 –21.5 –19.7 –12.5
Memorandum
Current account5 –7.9 2.3 –2.2 –16.8 –23.9 –29.1 –2.1 27.0 13.2 –6.0

Memorandum
Fuel
Private capital flows, net3 25.4 19.4 23.0 –7.1 –18.1 –2.6 –23.4 –61.1 –41.4 –27.9

Nonfuel
Private capital flows, net3 120.2 131.8 182.7 240.3 134.9 72.2 83.0 70.0 61.5 87.7

1Net capital flows comprise net direct investment, net portfolio investment, and other long- and short-term net investment flows, including of-
ficial and private borrowing. Emerging markets include developing countries, countries in transition, Korea, Singapore, Taiwan Province of China,
and Israel.

2Exludes Hong Kong SAR .
3Because of data limitations, “other net investment” may include some official flows.
4A minus sign indicates an increase.
5The sum of the current account balance, net private capital flows, net official flows, and the change in reserves equals, with the opposite

sign, the sum of the capital account and errors and omissions.
6Includes Korea, Singapore, and Taiwan Province of China. 
7Includes Indonesia, Korea, Malaysia, the Philippines, and Thailand.
8Includes Israel.

Table 3.4 (concluded)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
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The member countries of the Caribbean
Community (CARICOM) are characterized
mainly by small size and population, vulnerability
to hurricanes, and high production costs in agri-
culture that stem from relatively high wages and
low productivity.1 Social indicators are generally
favorable, although unemployment is high, with
official rates ranging from 8 percent to 17 per-
cent. Low productivity, and the impending re-
duction in preferential access for sugar and
banana exports to the EU market, have con-
tributed to a downturn in agriculture and in-
creased reliance on tourism, which is the most
important source of incomes and economic ac-
tivity in most countries. The sector’s contribution
to economic activity ranges from about 7 percent
in The Dominican Republic to near 50 percent
in The Bahamas, and some estimates indicate
that one in four jobs in the region depends on
tourism. As a percentage of GDP, tourism earn-
ings range from 15 percent in Belize and
Dominica to more than 40 percent for Antigua
and Barbuda and St. Lucia (see the figure).

The region’s prospects, which already were
being adversely affected by the slowdown in the
U.S. economy by mid-2001, have worsened con-
siderably following the September 11 attacks.
The sharp drop in visitors after September 11
has led to a fall in economic activity and in-
comes, and increased unemployment and un-
deremployment as some hotels have closed
while others have reduced the length of the
work week.2 With a weakening of a significant
proportion of the revenue base, fiscal and exter-
nal positions have also begun to deteriorate.
Preliminary estimates are that an external fi-
nancing gap ranging from $1–2 billion (2 per-

cent to 4 percent of GDP) for the region as a
whole could emerge in 2002.

The Region’s Response

As the crisis developed, efforts were made to
develop a prompt, coordinated regional re-
sponse. In late September, member countries of
the Eastern Caribbean Currency Union
(ECCU)3 agreed to:
• restrain the growth of public expenditure,

and speed up public sector reforms aimed at
greater efficiency;

• discontinue discretionary tax concessions that
are widely used in the region to promote
tourism and manufacturing; and

Box 3.3. The Effects of the September 11 Attacks on the Caribbean Region
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   Source: IMF staff estimates.

St. Vincent and
the Grenadines

1Four countries, the Dominican Republic, Haiti,
Jamaica, and Trinidad and Tobago, account for about
80 percent of the region’s population. The average pop-
ulation of the other 11 countries is about 250,000.
These latter countries are the six independent member
countries of the ECCU (see footnote 3 below), and The
Bahamas, Barbados, Belize, Guyana, Suriname.

2Hotel occupancy rates in some countries have
fallen to about 15 percent or less, compared with an
average for September-October of about 60 percent.

3The union comprises Anguilla and Montserrat,
which are British territories, and Antigua and
Barbuda, Dominica, Grenada, St. Kitts and Nevis, St.
Lucia, and St. Vincent and the Grenadines. Monetary
and exchange rate policies of the Union are adminis-
tered by the Eastern Caribbean Central Bank (ECCB).



Argentine authorities have approached their
creditors to negotiate a restructuring of debt. In
tandem with appropriate macroeconomic poli-
cies, such an arrangement should be designed to
restore fiscal solvency and lay the basis for a re-
turn to sustainable growth.

With indicators of production, spending, and
confidence registering sharp declines in the
third quarter, real GDP in Argentina is now ex-
pected to contract by 2#/4 percent in 2001, in-
cluding a fall of over 10 percent in investment
spending, lower consumption, and a positive
contribution to growth from net exports—
largely because of declining imports. Consumer
prices are expected to fall by 1 percent in the

year as a whole, and producer prices by around
4 percent. Looking ahead, while the situation re-
mains subject to great uncertainty, output is
likely to fall in 2002, with deflation continuing
(although at a slower rate than in 2001).

Contagion from the most recent financial tur-
moil in Argentina on other Latin American
economies has generally been limited—in part
because the latest round of difficulties was well
anticipated by financial markets (see Chapter I,
Appendix). In Brazil, interest rate spreads, eq-
uity markets, and the exchange rate deteriorated
sharply immediately after the terrorist attacks in
September but, thanks in part to continued
strong policy implementation, these variables
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• convene meetings of labor, business, and
government representatives to reach agree-
ment on a framework for prices, wages, and
employment.
Also, at the conclusion of an emergency meet-

ing of the Caribbean Community (CARICOM)
on October 12, the heads of government
reached agreement on (1) approaching the IDB
and the European Union (under the ACP-EU
Convention), with proposals for emergency fi-
nancing; (2) allocating additional budgetary re-
sources for tourism promotion, mainly in the
U.S., U.K., and Canadian markets; (3) strength-
ening airport security; and (4) implementing
the recent UN Security Council resolution re-
garding the treatment of funds used to support
terrorist activities. In addition, a number of gov-
ernments in the region have begun approaching
the Caribbean Development Bank, the Inter-
American Development Bank, and the World
Bank for financial assistance.

Governments in a number of countries have
announced specific measures to address the
deterioration of their economic situation. In
many cases these measures comprise expen-
diture cuts, especially in low-priority capital proj-
ects, materials and supplies, government travel,
some salaries, and overtime pay. Several coun-
tries have also announced freezes in civil service

employment and a strengthening of revenue ad-
ministration. In a few cases, governments have
announced plans for a fiscal stimulus package,
the relaxation of monetary policy, and borrow-
ing from the international markets or the bank-
ing system. Other measures are likely to be an-
nounced in the context of the annual budget
presentations for a number of countries that will
be made in late 2001 and early 2002.

The Response of the IMF

The IMF, jointly with other institutions like
the World Bank, the Caribbean Development
Bank, and the ECCB, has focused its initial ef-
forts on assessing the macroeconomic impact of
the crisis, and working with countries to develop
appropriate policy responses. These efforts will
be supported by technical assistance from the
IMF in fiscal and financial sector policies pro-
vided on an ongoing basis through the recently
established Caribbean Center for Technical
Assistance (CARTAC) that is based in Barbados.
IMF staff have also begun to discuss possible fi-
nancial support through the existing facilities,
such as Stand-By Arrangements, and the
Compensatory Financing Facility (CFF)—which
is designed to provide assistance to cover short-
falls in export receipts (including from tourism)
stemming from external shocks.
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After a decade of high growth, low inflation,
and important progress in structural reform fol-
lowing the adoption of the convertibility regime
in 1991, the performance of the Argentine
economy deteriorated in 1999. This deteriora-
tion was partly the result of remaining domestic
disequilibria, a weakening of policies, and a
worsening of the external environment.

Argentina has continued to battle with a re-
cession since then, reigniting doubts regarding
the sustainability of the fiscal position and the
exchange rate regime. In December 2000, the
Argentine authorities put forward a revamped
economic program that sought to bolster eco-
nomic growth through a modest fiscal expan-
sion and various structural measures, set in a
framework that ensured medium-term fiscal sus-
tainability. In support of the program, the IMF
approved, in January 2001, an augmentation
and front-loading of resources under the Stand-
By Arrangement that was in place since March
2000.

In the event, the December 2000 program
proved unsuccessful in restoring market confi-
dence in Argentina’s capacity to grow and main-
tain fiscal solvency within the framework of the
convertibility regime. The authorities took advan-
tage of the favorable market conditions of early
2001 to accelerate the borrowings contemplated
in their financing plan; however, clear signs of fis-
cal strain began to emerge in mid-February after
press reports showed that there had been sizable
revenue shortfalls and spending overruns in
December and January. On March 2, 2001,
Economy Minister Jose Luis Machinea resigned
amidst strong political resistance to adhere to the
fiscal targets agreed with the IMF. 

A broadly similar pattern was repeated on sev-
eral other occasions during the year, notably fol-
lowing the announcement of Economy Minister
Ricardo Lopez-Murphy’s plan of across-the-board
budget cuts in mid-March, of Minister Domingo
Cavallo’s late March plan of selective tax conces-
sions and higher import tariffs, of the late-May
“mega swap,” of the mid-June plan that included
further tax cuts and a mechanism to compensate
non-energy exporters and importers for the

strength of the U.S. dollar vis-à-vis the euro, and
of the “zero-deficit” plan of July 11. Each time,
the Argentine authorities reiterated their com-
mitment to fiscal prudence, the timely service of
government debt, and the convertibility regime,
and proposed or adopted measures aimed at bol-
stering the confidence of domestic and foreign
investors, and of the public in general. Although
there were reservations about some of the meas-
ures, the authorities’ resolve to maintain the con-
vertibility regime was supported by the official
community, including through the provision of
additional financial resources in early September
to help dispel concerns about a debt default.

None of these plans, however, proved to be
sufficient to restore market confidence on a last-
ing basis. Following the announcement of the
“zero-deficit” plan on July 11, Moody’s and
Standard & Poor’s lowered by one notch their sov-
ereign rating for Argentina, and the country’s
EMBI spread widened more than 300 basis
points (see the figure). The downrating fueled a
large withdrawal of bank deposits that put enor-
mous pressure on domestic interest rates and on
tax revenues. The withdrawal continued through
late August, when the IMF announced its plans
to augment Argentina’s Stand-By credit by $8 bil-
lion. Other confidence indicators also deterio-
rated during this period: Moody’s lowered
Argentina’s debt rating one more notch on July
26, the consumer confidence index fell sharply,
tax revenues plummeted, and private growth
forecasts for 2001 were revised downward well
into negative territory.

Despite the official backing from Congress to
the “zero-deficit plan,” the clear resolve of
Finance Minister Cavallo and President de la
Rua, progress in reducing discretionary expendi-
tures, and the additional resources provided by
the IMF, a recovery in confidence continued to
prove elusive following the completion of the
fourth review of the Stand-By arrangement on
September 7. Although some $2.5 billion of pri-
vate sector deposits returned to the banking sys-
tem and domestic interest rates fell markedly,
most indicators of confidence for the months of
September and October did not show any im-

Box 3.4. Argentina: An Uphill Struggle to Regain Confidence
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provement, and some of them, like the EMBI
spread, continued to deteriorate, in part due to
global risk aversion following the September 11
attacks. Tax revenues also declined further, in
part reflecting declining growth and deteriorat-
ing domestic financial conditions. Days before
the congressional elections of October 14,
Standard & Poor’s and Moody’s downrated
Argentina’s debt once again. The outcome of the
elections slowed agreement on the spending cuts
needed to comply with the zero-deficit plan in
the rest of 2001 and 2002, and on the reform of
the revenue-sharing agreement with the
provinces (although considerable progress was
made subsequently). Faced with these con-

straints, on October 29 the Argentine govern-
ment announced that it would seek a voluntary
restructuring of all its bonded debt (about $100
billion), arguing that it was the only path left to
restore fiscal solvency and revive economic
growth. One week after the announcement, the
EMBI had shot up 500 basis points and Standard
& Poor’s had placed Argentine debt on its “selec-
tive default” category; bank deposits, however, re-
mained relatively stable.

In early November, the government an-
nounced that the restructuring of its bonded
debt would proceed in two phases. The first
phase, designed primarily for local bondholders
(banks, pension funds, mutual funds) com-
prised the exchange of eligible bonds for do-
mestic loans of a lower yield backed by ear-
marked tax revenues. Over $50 billion of
government bonds (including from the
provinces) were swapped for those loans on
November 30. The government expects to com-
plete the second phase of the restructuring
within the next three months.

The authorities placed a cap on deposit inter-
est rates in late November equivalent to the
market average of 12 percent. A few days earlier,
a projected fiscal outturn for 2001 that ex-
ceeded by more than $1 billion the end-year tar-
get contained in the IMF program was an-
nounced. The combination dealt another blow
to confidence. During the last week of the
month, deposit outflows resumed, bank liquidity
dried up, interest rates skyrocketed, and the
EMBI spread reached an all-time high of more
than 3300 basis points. To arrest the outflow of
deposits and avoid the collapse of the financial
system, on December 1 the authorities intro-
duced wide-ranging controls on banking and
foreign exchange transactions. These included
setting a monthly limit on withdrawals from in-
dividual bank accounts; prohibiting banks from
granting loans in pesos and from operating in
the peso market; putting a cap on interest rates
on peso deposits; and introducing foreign ex-
change restrictions on travel and transfers
abroad. The authorities stressed that all the
measures were transitory and aimed at safe-
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subsequently more than recovered their earlier
losses, despite recent developments in
Argentina. The continuing slowdown in the
economy—with growth now projected to remain
at around 2 percent in 2002—and the earlier de-
preciation of the real have begun to generate a
sizable reduction in the external current ac-
count deficit, in turn helping to stabilize ex-
change rate expectations. Nevertheless, risks re-
main, both with respect to future developments
in Argentina and uncertainties in the runup to
next year’s presidential election. Continued
strong implementation of the policy program
therefore remains crucial, including through the
maintenance of tight fiscal and monetary poli-
cies and further progress with structural reform.

Elsewhere in Latin America, relatively high ex-
ternal financing requirements also remain the
central vulnerability. These financing needs are
typically linked to large public sector deficits and
debt, a sizable share of which is linked to foreign
currencies. Several countries are also exposed to
commodity price risks—including Venezuela and
Ecuador (oil), Chile (metals), and Colombia
(coffee)—and to adverse developments in the
region (Uruguay). While the potential risks vary
substantially across countries, policies will need
to be geared to maintaining investor confidence.
These include a stronger adjustment effort in
Venezuela, where the fiscal and external position
will be hard hit by lower oil prices—although
the oil stabilization fund will help to cushion
these effects. Also needed are further progress

in banking and fiscal reforms in Ecuador and
fiscal tightening and accelerated structural
reforms in Uruguay.

The countries of Central and Eastern Europe
and the Baltics also face substantial external fi-
nancing requirements, given the persistently
high current account deficits in most of these
countries. International economic and financial
market sentiment toward these countries ap-
pears to have remained generally strong, how-
ever, as indicated by robust inflows of direct in-
vestment and of other external funding. While
these inflows could still be at risk if there is pro-
longed weakness in global activity, the favorable
reaction to date may stem from the general im-
provements in economic fundamentals among
these countries, including through privatization,
other structural reforms, and, in most cases, gen-
erally sound macroeconomic policies.

As a result, the outlook for this region may in
practice be more strongly influenced by its strong
trade linkages with Western Europe (Figure 3.3).
For example, export growth in the Czech
Republic and Hungary is slowing from strong
rates earlier this year, and a more generalized
slowdown in trade appears likely as the impact of
weaker activity in the European Union takes
hold. But several factors appear to be contribut-
ing to a somewhat more robust outlook for this
region than in the advanced economies, al-
though with important divergences among indi-
vidual countries. On the trade side, for example,
the strong competitive position of these econo-
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guarding the convertibility of bank deposits, and
said that they would be revoked after 90 days,
when the next phase of the debt restructuring is
finalized.

Given the large uncertainty surrounding
Argentina’s prospects, economic projections—
notably of GDP growth—are particularly prob-
lematic. Few doubt that output will fall, for a
third year in a row in 2001. At the time of the

fourth review (in August), IMF staff projected a
mild recovery in 2002 based on the pickup in
confidence and bank credit that were to follow
from the strict adherence to the zero deficit
plan. The picture for 2002 is now much less
clear, and the downside risks have increased.
Correspondingly, the IMF staff and consensus
forecast for 2002 growth in Argentina have been
revised downward significantly (see Figure).

Box 3.4 (concluded)



mies has enabled them to preserve and gain mar-
ket share. In addition, structural changes—in-
cluding recent and continuing inflows of foreign
direct investment—have diversified the export
base of many countries in this region and may
have made exports less cyclically sensitive.

Domestic demand growth, supported in part
by declining inflation across much of the region,
should also help offset potential weaknesses in
external trade. Reflecting this, growth of 3 to 3!/2

percent is expected in 2002 in much of central
Europe, and of 4 to 4!/2 percent in southeastern
Europe and the Baltics—only marginally weaker
in many countries than in 2001. In Poland, by
far the largest country in this region, the macro-
economic policy stance was tightened in 2001 to
contain rising inflation pressures, and this con-
tributed to relatively weak growth of 1!/2 percent
this year. Monetary policy has been eased re-
cently, however, and further relaxation is possi-
ble given the still high level of real interest rates.
These steps are expected to help support a
pickup in growth to around 2!/4 percent in 2002.

Risks for the region as a whole appear tilted to
the downside, however, especially in view of the
general weakening of global growth. If activity
should weaken sharply, there is only limited
room for an easing of macroeconomic policies.
As just noted, Poland—together with some other
countries—has scope to ease monetary condi-
tions, but inflation pressures remain of concern
elsewhere (including in Hungary and Romania),
and currency board arrangements in the Baltic
countries and Bulgaria constrain their scope for
independent monetary policy responses. The
room for maneuver on fiscal policy is also quite
limited, given rising deficits in some countries
(Hungary and Poland, for example) and persist-
ently high current account deficits in much of
the region.

Economic prospects for Turkey—which had
appeared to be improving from early August—
have also been set back by the events of
September 11 and their aftermath. While in-
creases in interest rates and declines in prices
immediately following the attacks have subse-
quently reversed, Turkey remains vulnerable to
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further downturns in investor sentiment given its
high domestic and external financing require-
ments. These financing concerns have been
heightened by the prospect of lower access to in-
ternational financial markets, an unfavorable cli-
mate for privatization, and weaker growth in ex-
port earnings, including from tourism. With
economic recovery further delayed, the econ-
omy is now projected to contract even more
severely in 2001—with output falling by 6
percent—and to pick up more slowly in 2002—
with growth reaching around 4 percent. The dis-
inflation process has been hampered in 2001 by
a further depreciation of the exchange rate,
which has weakened by over 50 percent against
the dollar since the beginning of the year; in
2002 inflation is expected to decline but to be
substantially higher than projected in the previ-
ous World Economic Outlook. In light of this deteri-
oration, the authorities have taken additional
measures to ensure that the 2002 fiscal targets
are met, and intend to formulate a strengthened
adjustment program for 2002 to 2004. This pro-
gram will build on the progress already made in
macroeconomic and financial stabilization, and
be accompanied by decisive steps to complete
banking sector reform, revitalize privatization
and private sector development, and improve
public sector governance and efficiency.

Commodity Exporting Countries

The third broad-based influence on economic
prospects for many emerging markets comes
from developments in commodity prices. The
sharp weakening of the outlook for global
growth in the aftermath of September 11 has led
to a significant decline in oil prices and further
falls in prices of most nonfuel commodities. The
impact of lower commodity prices will vary sig-
nificantly, depending on the structure of the
economy and the previous stance of policies. In
general, oil exporters are likely to be most se-
verely affected, although in a number of coun-
tries—particularly in the Middle East—the im-
pact will be cushioned as a result of the relatively
conservative policies followed when prices were

high. Among nonfuel commodity exporters, the
adverse impact will be offset in part by lower oil
prices, so that growth for the group as a whole is
relatively well sustained. The impact on poverty
may be more marked, however, with lower prices
for agricultural goods having a particularly
strong effect on the poor in rural areas.

Looking first at the oil exporting countries—
particularly in the Middle East, Africa, and the
Commonwealth of Independent States (CIS)—
lower production and prices of oil have con-
tributed to a general weakening of projected
growth for 2001 and 2002 compared with the ex-
ceptionally strong performance experienced in
most of these countries in 2000 (Figure 3.4).
With the oil market weakening further since the
events of September 11, the 2001–02 growth pro-
jections for a number of these countries have
been marked down compared with those in the
October 2001 World Economic Outlook; in other
cases, though, new data or country-specific de-
velopments have led to upward revisions to the
outlook.

In the Middle East, the outlook for Saudi
Arabia and Kuwait has weakened further in the
light of recent oil market developments, with
Saudi Arabia expected to grow by just over 1!/2

percent in 2002 compared with 4!/2 percent in
2000. Growth in the Islamic Republic of Iran is
expected to continue at a relatively firm pace of
around 5 percent, however, supported in part by
continued recovery in agriculture and strong
performance in the construction and manufac-
turing sectors. The outlook for the Middle East,
particularly for non-oil producing countries, is
influenced by a range of other pressures. These
include increased regional security concerns,
which have contributed to a downturn in
tourism (of particular importance for Egypt,
Israel, and Jordan); continuing weakness in the
information technology sector (affecting Israel);
and fiscal and external financing difficulties,
possibly aggravated by a downturn in remit-
tances from overseas (key risks in Lebanon).

In the CIS, activity in Russia and Kazakhstan is
expected to slow somewhat from the strong pace
of 2000 and 2001, although it should remain rea-
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sonably healthy, with growth of 3!/2 percent still
expected in Russia in 2002 and 7 percent in
Kazakhstan. In Russia, the climate for foreign
investment appears to have improved, investment
spending—particularly on energy-related
projects—has been even stronger than earlier ex-
pected, and consumer spending has also been
strong. While Russia remains vulnerable to lower
oil prices, the impact is expected to be manage-
able unless the decline proves to be significantly
deeper and more prolonged than currently antic-
ipated. With growth estimates for 2001 now re-
vised up substantially, the carryover effects of
these changes have supported the 2002 outlook
as well. The strength of activity in Russia is also
contributing to reasonably firm growth among
non-oil producing countries in the CIS—
especially among countries that are more ad-
vanced in the transition process, such as Ukraine.

Among African oil-producing countries, the
2002 outlook for Algeria and Nigeria has been
revised down compared with the October World
Economic Outlook. In Algeria, the oil stabilization
fund built up during the recent period of high
oil prices will help cushion the downturn, and
growth is expected to be relatively well sustained
at around 3!/2 percent. Weaker growth of under
2 percent is expected in Nigeria, where the
economy continues to be dominated by oil and
where an effective stabilization mechanism to
smooth the effects of oil price fluctuations has
not been put in place. Angola is expected to
grow by around 11 percent in 2002, supported
by a sizable increase in oil production from new
offshore fields.

Not surprisingly, the reduction in oil prices
has led to a general weakening of current ac-
count positions among oil exporters (Figure
3.4). While surpluses are still expected in Russia,
Algeria, and Venezuela in 2002—albeit much re-
duced from their recent levels and from earlier
projections for 2002—lower oil prices have led
to the emergence of external deficits in Saudi
Arabia and Kazakhstan rather than previously
projected surpluses. Of much more concern is
Nigeria, where the current account deficit is now
expected to reach over 10 percent of GDP in
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Figure 3.4.  Fuel and Nonfuel Commodity Exporting Countries
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2002—more than double what is expected in
2001 and what was projected earlier for 2002.

Turning to nonfuel commodities, the further
weakening in global economic activity and
prospects since September 11 has pushed down
the prices of most metals and agricultural com-
modities—many of which, including coffee, cot-
ton, and copper, were already at depressed lev-
els. These trends have weakened the outlook for
many of the poorest countries—mainly in
Africa—whose overall economic prospects are
often closely tied to export earnings from a
small range of nonfuel commodities. At the
same time, however, lower oil prices are helping
to offset the terms of trade deterioration among
energy-importing countries and limiting the in-
crease in their external financing requirements.
In particular, while recent commodity price
shocks imply additional terms of trade losses
equivalent to around 5 to 10 percent of GDP in
most of the main oil exporting countries, the im-
pact on nonfuel exporters is much lower—
generally in the range of –1 to 1 percent of GDP
(see Chapter II).5

Reflecting these developments, growth of 3!/2

percent is projected for the oil importing coun-
tries of Africa in 2002, nearly 1 percentage point
lower than in the October World Economic
Outlook, but up from growth of 3!/4 percent ex-
pected in 2001.6 These countries’ current ac-
count deficits are expected to deteriorate mod-
estly to just under 3 percent of GDP, compared
with 2.4 percent in 2001. Prospects for individual
countries in this group vary widely, however, re-
flecting not only their particular mix of com-
modity trade but also economic policy develop-
ments and other country-specific influences. In
South Africa, growth is expected to remain at
around 2!/4 percent, with inflation coming down
and the current account in surplus. While the
rand has weakened further as a result of re-
gional and domestic factors, the country’s vul-

nerability to external shocks has generally dimin-
ished—reflecting strong macroeconomic funda-
mentals, continuing reductions in the central
bank’s net open forward position (now at its low-
est level in over a decade), and a healthy bank-
ing system. Elsewhere, relatively healthy growth
in the range of 4 to 6 percent is expected in
Cameroon, Ghana, Tanzania, and Uganda, and
around 8 percent in Mozambique—countries
where macroeconomic and structural policies
have generally been sound. In contrast, weaker
growth is expected to persist in Kenya, where
policy implementation has been mixed; and the
ongoing turmoil in Zimbabwe continues to un-
dermine economic activity, with GDP expected
to contract by around 6 percent in 2002.

Appendix: Alternative Scenario—
Impact of a More Gradual Increase
in Confidence and Risk Appetite

The baseline projections envisage that the
global economy will start to recover during next
year, based in part on an expected rebound in
confidence and risk appetite over the course of
2002. However, the world economic outlook is
still subject to considerable uncertainty, reflect-
ing both the effects of the September 11 attacks
and existing financial inbalances. In particular,
policymakers need to consider the outcome if
the synchronized slowing in output continues
through 2002, reflecting a slower-than-antici-
pated rebound in consumer and business confi-
dence and a more prolonged period of difficult
financial market conditions for emerging market
economies.

To illustrate some of the downside risks at-
tached to the baseline projections, the alterna-
tive scenario assesses the implications if con-
sumer and business confidence and risk appetite
do not recover during 2002, using the IMF’s
multicountry macroeconometric model,

CHAPTER III GLOBAL AND REGIONAL ECONOMIC PROSPECTS

60

5Specifically, these are the terms of trade gains or losses arising under the commodity price baseline used in this interim
World Economic Outlook relative to those arising in the baseline used in the October 2001 World Economic Outlook.

6As noted in the October World Economic Outlook, however, the IMF’s projections for Africa have tended to be too opti-
mistic, with outturns often lower than expected as a result of adverse shocks, including conflict, and shortfalls in policy im-
plementation (see also Box 3.1).



MULTIMOD. In addition, results are reported
for a separate block that is currently under de-
velopment for emerging market economies.7

The key assumptions underlying the scenario are
that:

• The lack of recovery in confidence is modeled as
a reduction in the propensity to consume
relative to baseline that sum to around half
of the estimated total impact on GDP if con-
fidence were to remain depressed (see
Chapter II), while the other half of the im-
pact is already contained in the baseline sce-
nario as confidence and financing condi-
tions recover only gradually over 2002. In
the United States, the marginal propensity
to consume is assumed to drop relative to
baseline by 1 percent in 2002 and by !/2 per-
cent in 2003, before reverting to baseline in
2004. In other industrial countries, the
downward corrections to consumption are
assumed to be half this size.

• The more gradual increase in global risk ap-
petite is assumed to reduce equity prices in
industrial countries by raising the discount
rate on future profits as well as prolong the
period during which emerging market
economies face elevated risk premia and a
curtailment of capital flows relative to the
baselines. As a result, the discount rate is as-
sumed to rise by !/2 percentage point in the
United States and !/4 percentage point else-
where in 2002, then taper off. In emerging
markets the risk premium is assumed to in-
crease by 1 percentage point in 2002 com-
pared to the baseline, equal to about half of
the current impact, as measured by the
widening in the EMBI+ spread between
September 11 and early November. The risk
premium is assumed to be !/2 percent above
baseline in 2003, before reverting to base-
line in 2004.

In the alternative scenario, oil prices are as-
sumed to fall in line with weakening demand. In

addition, monetary authorities in both industrial
countries and emerging economies are assumed
to follow a forward-looking Taylor rule, respond-
ing to changes in expected inflation and the cur-
rent output gap, so that nominal interest rates
fall in response to the adverse shocks described
above. In Japan, where nominal interest rates
are close to their floor, some quantitative easing
is also assumed. Finally, fiscal authorities allow
automatic stabilizers to operate, but are not as-
sumed to initiate discretionary policies.

The slower reversion of consumer and in-
vestor confidence is estimated to reduce global
output relative to baseline by about #/4 percent in
2002 and about !/4 percent in 2003 (Table 3.5).
In industrial countries, the fall in output is al-
most 1 percent in 2002, with the distribution
across countries and regions depending on the
size of the shock and on the room for maneuver
on monetary policy. In particular, in Japan,
where nominal interest rates are at their floor,
deflation accelerates and increases real interest
rates by more than #/4 percentage points relative
to baseline in 2002, leading to an appreciation
of Japan’s real effective exchange rate (Figure
3.5). Altogether, the loss in output in 2002 rela-
tive to baseline due to the slower rebound in
confidence is about 1 percent in the United
States, !/2 to #/4 percent in the euro area and
other industrial country regions, and almost 1!/2

percent in Japan, even though the initial shock
to Japan’s domestic demand was assumed to be
only half of that in the United States. The im-
pact of weaker domestic demand in industrial
countries and tighter foreign financing con-
straints would reduce output in developing
countries as a whole by !/4 percent relative to
baseline in 2002 and domestic demand by over
1 percent.

The failure of global risk appetite to recover
and the fall in external demand from industrial
countries is likely to have a particularly signifi-
cant impact on emerging market economies.
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feedback from the new block to the MULTIMOD simulation, however, is limited to the impact on capital flows to develop-
ing countries.



This issue is examined in more detail in Table
3.6, which is based on a new block for emerging
market economies currently under develop-
ment, and can be thought of as a model for
emerging Latin American and Asian economies,
with the important exceptions of China and
India.8 The higher risk premium reduces capital
inflows to these countries by about $23 billion in

2002 and causes the exchange rate to depreci-
ate. The rise in real interest rates, increase in the
value of foreign currency denominated debt,
and decline in the stock prices of domestic firms
reduce wealth relative to the baseline, which in
turn reduces private consumption and invest-
ment. However, the impact of the contraction in
domestic demand on output is partially offset by
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Table 3.5. Alternative Scenario: Delayed Strengthening in Consumer Confidence and Risk Appetite
(Percent deviation from baseline unless otherwise specified)

2002 2003 2004 2005 2006

World real GDP –0.7 –0.2 0.3 0.2 0.1

United States
Real GDP –0.9 –0.2 0.5 0.3 0.2
Domestic demand –0.9 –0.2 0.5 0.3 0.2
Real effective exchange rate –2.4 –1.2 –0.1 . . . 0.1
Current account ($billion) 1.0 36.9 38.9 17.2 11.5
CPI Inflation (percentage points) –0.7 –0.7 –0.2 0.1 0.1
Short-term interest rate (percentage points) –1.8 –1.2 –0.3 –0.1 –0.1
Short-term real interest rate (percentage points) –1.2 –0.8 –0.2 –0.2 –0.2

Euro area
Real GDP –0.6 0.1 0.5 0.2 0.1
Domestic demand –0.1 0.3 0.4 0.2 0.1
Real effective exchange rate 0.5 0.4 0.1 . . . . . .
Real U.S. dollar exchange rate 2.3 1.2 0.1 –0.1 –0.1
Current account ($billion) –7.6 –6.7 3.6 –3.4 –4.3
CPI inflation (percentage points) –0.9 –0.7 –0.1 0.3 0.2
Short-term interest rate (percentage points) –1.4 –0.8 –0.0 0.1 0.1
Short-term real interest rate (percentage points) –0.8 –0.5 –0.1 –0.1 –0.1

Japan
Real GDP –1.4 –0.7 0.2 . . . . . .
Domestic demand –1.1 –0.5 –0.1 . . . . . .
Real effective exchange rate 3.5 1.4 0.4 0.3 0.1
Real U.S. dollar exchange rate 4.5 1.9 0.4 0.2 . . .
Current account ($billion) 5.4 –10.9 –8.3 –7.2 –5.4
CPI inflation (percentage points) –0.8 –0.6 –0.2 . . . . . .
Short-term interest rate (percentage points) . . . –0.1 –0.2 0.1. 0.2
Short-term real interest rate (percentage points) 0.8 0.3 . . . 0.1 0.2

Other industrial economies
Real GDP –0.7 . . . 0.4 0.2 0.2
Real domestic demand –0.2 0.2 0.3 0.2 0.1
Current account ($billion) –21.2 –20.3 –5.6 –3.1 –3.4

Industrial countries
Real GDP –0.9 –0.2 0.4 0.2 0.1
Real domestic demand –0.6 . . . 0.4 0.2 0.1
Current account ($billion) –22.4 –1.1 28.6 3.5 –1.5

Developing countries
Real GDP –0.3 –0.1 0.1 0.1 0.1
Real domestic demand –1.2 –0.6 0.3 0.1 0.1
Current account ($billion) 22.4 1.1 –28.6 –3.5 1.5

Memorandum
Price of oil –14.9 –16.2 –9.2 –1.5 –1.4

8The group comprises about one-third of developing countries‘ GDP.



an increase in the external balance as imports
are reduced and exports boosted. Altogether,
the delayed fall in the risk premium would re-
duce output in emerging market economies by
almost 2 percent relative to baseline in 2002 and
domestic demand by around 3!/2 percent (Figure
3.5).9 Such an outcome would reduce global
output compared to that reported in the earlier
MULTIMOD scenario.

Given the large uncertainties surrounding the
alternative scenario, it may be useful to provide
ready reckoners of the individual shocks that
comprise the overall scenario, so that the likely
impact of alternative assumptions can be con-
structed. Table 3.7 provides such a breakdown
for the three main components of the alterna-
tive scenario: lower consumer confidence,
higher risk aversion, and a fall in the oil price
(the endogenous impact of lower oil prices has
been eliminated from the other two ready reck-
oner calculations). The fall in consumer confi-
dence relative to baseline has a substantial im-
pact on output in 2002, particularly in the
United States and Japan, which is then largely
reversed in 2003—hence this is best thought of
as a large temporary disturbance focused on the
industrial countries. By contrast, higher risk
aversion has a smaller but more persistent im-
pact in most industrial countries, with the im-
portant exception of Japan. The simulation us-
ing the emerging market economies block also
indicates that it could also have a substantial im-
pact on parts of Asia and Latin America that are
relatively open to trade and capital flows.
Finally, lower oil prices provide mild support for
global activity. Indeed, the effect could be some-
what larger than the simulation indicates, as
MULTIMOD does not capture the impact of
changes in prices of other energy products,
such as gas, which tend to follow the price of
oil.

These scenarios should be regarded as illustra-
tive of the potential downside risks facing the
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9In addition, a change in the risk premium could also
have supply-side, credit rationing effects if banks experi-
ence a large increase in nonperforming foreign loans.

Figure 3.5.  Impact of a Delayed Reversion in 
Global Confidence and Risk Appetite

   Source: IMF staff estimates.
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world economy if the recent deterioration in
confidence and increase in global risk aversion
are maintained through 2002. The implication is
that global growth could fall below 2 percent in
2002, similar to levels experienced in 1975, 1981,
and 1991.

References
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Table 3.7. Ready Reckoners of Individual Shock1

(Percent deviation from baseline)

Real GDP____________________________________________________________________________________
Higher risk aversion lower
confidence reduces U.S. Reduces U.S. investment Oil prices lower by 

consumption by 1 percent by !/2 percent and  10 percent in 2002 and
and !/2 percent elsewhere2 !/4 percent elsewhere3 by 5 percent in 2003______________________ _____________________ _____________________
2002 2003 2002 2003 2002 2003

Global economy –0.4 –0.1 –0.3 –0.2 . . . 0.1

Industrial countries –0.5 –0.2 –0.3 –0.2 . . . 0.1
United States –0.6 –0.2 –0.3 –0.2 0.1 0.1
Euro area –0.3 –0.1 –0.2 –0.1 0.1 0.1
Japan –0.6 –0.3 –0.7 –0.3 . . . . . .

Developing countries –0.1 . . . –0.1 –0.1 . . . 0.1

Memorandum
Emerging markets –0.1 . . . –1.8 –0.9 0.1 0.1

1These results are generated using a version of MULTIMOD that contains a linear relationship between inflation and demand conditions.
2In the United States, lower confidence is assumed to reduce the marginal propensity to consume by 1 percent in 2002 and by !/2 percent in

2003, before reverting to baseline in 2004. In the other industrial countries, the negative shock to consumption is assumed to be half this size.
Developing and emerging economies are not assumed to suffer any direct shock to domestic consumption.

3In the United States, the flight to quality is assumed to increase the risk premium on equities in the United States by !/2 percent in 2002 and
by !/4 percent in 2003, before reverting to baseline in 2004. In the other industrial countries, the increase in the risk premium is assumed to be
half this size. Developing economies are not assumed to suffer any direct shock to risk aversion. Emerging markets face a rise in default risk by
1 percent in 2002 and by !/2 percent in 2003.

Table 3.6. Alternative Scenario: Delayed Recovery in Financing Flows to Emerging Markets
(Percent deviation from baseline unless otherwise specified)

2002 2003 2004 2005 2006

Emerging Market Borrowers
Real GDP –1.8 –0.9 0.4 0.1 0.1
Domestic demand –3.4 –1.8 0.3 . . . . . .
Real exports 1.4 0.7 0.1 . . . . . .
Real imports –3.8 –1.9 –0.2 –0.2 –0.1

Nominal effective exchange rate –4.7 –2.4 –0.3 0.1 0.2
Real competitiveness index –2.7 –1.3 –0.2 . . . . . .
Current account ($billion) 22.9 14.0 0.9 3.9 2.7

Total wealth –2.2 –1.2 0.5 0.1 . . .
Market value of capital stock –8.4 –4.4 0.4 0.2 0.1
Real capital stock –0.3 –0.1 –0.3 –0.2 –0.2
Domestic private debt (percentage points of GNP) 0.3 0.2 –0.7 –0.4 –0.3
Foreign private debt (percentage points of GNP) 2.1 1.1 –0.2 –0.2 –0.2

CPI inflation (percentage points) 0.6 0.3 –0.1 –0.1 –0.1
Short-term interest rate (percentage points) 0.6 0.3 –0.4 –0.1 . . .
Short-term real interest rate (percentage points) 0.5 0.3 –0.5 –0.1 . . .
Yields on domestic private debt (percentage points) 2.3 1.1 –0.3 –0.1 –0.1
Yields on foreign private debt (percentage points) 1.2 0.6 . . . . . . . . .



Directors observed that at the time of
the October 2001 World Economic
Outlook update, the global economic
outlook in the near term was being af-

fected by a sharp slowdown in growth in almost
all major regions of the world, accompanied by a
marked decline in trade growth, significantly
lower commodity prices, and deteriorating fi-
nancing conditions in emerging markets.
Nevertheless, in the immediate period prior to
the terrorist attacks of September 11, there ap-
peared to be a reasonable prospect of recovery
in late 2001. However, more recent data, on
which the interim World Economic Outlook revi-
sions are based, indicate that the situation be-
fore the attacks was in fact weaker than earlier
projected in many regions, including the United
States, Europe, and Japan. Directors accordingly
concluded that the tragic events of September
11 had exacerbated an already very difficult situ-
ation in the global economy.

Impact of September 11
Directors observed that, in the aftermath of

the September 11 attacks, consumer and busi-
ness confidence weakened further across the
globe. There was a significant initial impact on
demand and activity, particularly in the United
States, although there are signs that this is now
beginning to stabilize. Turning to financial mar-
kets, Directors observed that there had been an
initial generalized shift away from risky assets in
both mature and emerging markets, including a
substantial deterioration in financing conditions
for emerging market economies. Between end-
September and early December 2001, however,

financial markets generally strengthened, as eq-
uity markets recovered and the earlier flight to
quality began to reverse. A few Directors cau-
tioned that this recovery in financial markets
may reflect an overreaction following the attacks
and the subsequent monetary response, and
should not be seen as indicating that a recovery
is in sight. Movements in major exchange rates
on net have been moderate, while commodity
prices have fallen back further, especially for oil,
as the outlook for global growth has weakened.

Directors expressed particular concern about
the synchronicity of the slowdown across nearly
all regions, reflected, among other things, in the
recent data on employment declines and the
softening in labor markets. They noted that, to a
considerable extent, this synchronicity is the re-
sult of common shocks, including the initial in-
crease in oil prices and the bursting of the infor-
mation technology bubble. Increased
international linkages, particularly in the finan-
cial and corporate sectors, have also played a
role. 

Directors noted that the more pronounced
economic slowdown and worsening financing
conditions have adversely affected many emerg-
ing markets through trade and confidence
channels, constraining capital flows, including
foreign direct investment. Countries with sub-
stantial external financing requirements remain
vulnerable to potential reassessments of global
and domestic economic prospects and to fur-
ther shocks to international capital markets.
Nevertheless, Directors considered that recently
most emerging markets have become more re-
silient to external shocks as a result of improved
macroeconomic management, broad-based

65

ANNEX SUMMING UP BY THE ACTING CHAIR

The following remarks by the Acting Chair summarize the Executive Board’s discussion of the
Interim World Economic Outlook, which took place on December 11, 2001.



structural reforms, and flexible exchange rates.
They also noted signs of increased investors’ dis-
crimination across countries, which was helping
to limit contagion risks.

Directors observed that developing countries
and, in particular, the poorest countries are be-
ing hurt by weaker external demand and falling
commodity prices, with oil exporters particularly
affected. Nonfuel commodity exporters will also
be affected by further weakness in already de-
pressed prices, although for some the benefits
from lower oil prices will limit the increase in ex-
ternal financing requirements. Thus, while
growth is projected to be relatively well sustained
for the group as a whole, the outlook for individ-
ual countries varies widely. Directors were also
concerned that this overall outlook may mask
the true impact on poverty, as lower prices for
agricultural goods will hurt rural areas, while the
benefits of lower oil prices tend to accrue in rel-
atively more prosperous urban areas.

Outlook for 2002
Directors considered that the current outlook

remains subject to considerable uncertainty, re-
flecting in part the inherent unpredictability of
changes in confidence and financial market sen-
timent, and evidenced for example by the sharp
increase in dispersion in private sector forecasts.
Notwithstanding these uncertainties, they ob-
served that a number of factors should help to
support recovery in 2002. First, policymakers
have generally moved quickly to support activity,
and, with much of the resulting stimulus still in
the pipeline, significant support will be provided
to activity in the course of 2002. Second, oil prices
have weakened sharply as a result of weakening
demand, which could provide support for global
activity, although there are clearly negative ef-
fects for oil producers, including a number of
highly indebted countries. Third, the completion
of ongoing inventory corrections will provide
support to demand. Finally, the strengthening of
economic fundamentals in many countries in re-
cent years—notably lower inflation, generally im-
proved fiscal positions, stronger external finan-

cial positions in many emerging market
economies, especially in Asia, and the shift
toward more flexible exchange rates—has
increased the room for policy maneuver and
resilience to external shocks.

Risks to Recovery
Directors acknowledged that the above factors

may support the possibility that recovery in 2002
could come more rapidly than presently ex-
pected, particularly if the policy stimulus in the
pipeline produces a faster or stronger impact
and if confidence revives more sharply than as-
sumed. Nevertheless, Directors believed that the
possibility of a worse outcome still remains the
major global policy concern, and identified
three interlinked areas of risk. First, confidence
and activity in the United States may pick up more
slowly than currently expected, possibly as a re-
sult of the imbalances accumulated in the past.
There are also downside risks to activity in the
other major currency areas. These could rein-
force the already synchronized downturn, with
negative consequences for developing countries
through a reduced desire for risk taking in
financial markets and lower commodity prices.
Second, the outlook for many emerging market
economies will continue to depend on develop-
ments in global risk aversion; while recent devel-
opments have been encouraging, market access
for many countries remains limited. Third, many
Directors noted that the imbalances in the
global economy remain an important source of
risk. All Directors agreed that, against this back-
ground, the economic situation merits contin-
ued close monitoring.

Policy Challenges Ahead
Directors believed that the primary challenge

faced by policymakers is how best to support the
prospects for recovery and to limit the risks at-
tendant on a deeper and longer downturn.
Given the synchronicity of the slowdown, poli-
cies in both advanced and developing countries
must be viewed in a global perspective to ensure
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that there is adequate global demand. Monetary
policy—the most flexible instrument—has appro-
priately played the primary role to date, and
most Directors agreed that there remains room
for further easing if weakness persists, including
through a more aggressive approach to mone-
tary easing in Japan.

Turning to fiscal policy, given the limitations
of monetary policy in the current environment
of weak confidence and excess capacity, most
Directors agreed that fiscal policy should also
play a role, particularly through the operation
of the automatic stabilizers, although the room
for maneuver will depend on each country’s
medium-term consolidation objectives.
Additional stimulus presently under considera-
tion in the United States could be helpful if
implemented sufficiently rapidly while demand
is still weak, and should be carefully designed to
shore up consumer confidence and boost activ-
ity in the short run, without exacerbating
medium-term fiscal pressures. In Europe, some
Directors thought that the automatic stabilizers
should be allowed to operate in full, and a few
Directors saw room for well-designed moderate
discretionary policies in some countries in the
region. In Japan, the recent supplementary
budget has gone a significant way toward avoid-
ing a withdrawal of stimulus in the current re-
cessionary environment. Structural reforms in
Europe and, particularly, in Japan, remain cru-
cial, both to improve growth potential and
boost confidence, and to help reduce global im-
balances over the longer term.

In developing and emerging markets, there is gen-
erally considerably less room for policy maneu-
ver to support growth, although where it exists it
should be used. In particular, Directors were of
the view that, in the difficult external environ-
ment, many emerging market economies have
little alternative but to implement even much
deeper reforms to strengthen (or even restore)

their economic fundamentals, and ensure future
access to finance at acceptable spreads so as to
sustain growth. More generally, domestic policies
should be geared to achieving early external ad-
justment where necessary, accompanied by struc-
tural reforms—particularly of the financial and
corporate sectors—to help reduce vulnerability.

For its part, the international community
should provide strong support for such efforts,
through the international financial institutions
and other channels, and due attention will need
to be paid to the appropriate mix between ad-
justment and financing. For the poorest coun-
tries, additional concessional financing may be
required. A few Directors reiterated the call for
improved market access to industrial country
markets, as well as for a rapid increase in official
development assistance toward the U.N. target
of 0.7 percent of GNP.

Finally, there remains an important question
as to the potential long-term impact of increased
security concerns and other related issues, in-
cluding transportation costs on economic activ-
ity. While it is impossible to estimate their size
with any precision at this stage, and there will be
a short-term impact on productivity, Directors
noted that such costs are likely to be concen-
trated in a few industries, and, at this stage, it is
not anticipated that they will be large enough or
long lasting to have a significant impact on
medium- and long-term growth trends, although
a few Directors considered that more widespread
effects remain possible. Nonetheless, this rein-
forces the need to press forward with structural
and other reforms designed to increase long-run
productive potential. Directors underlined, in
this connection, that the agreement reached at
the World Trade Organization meetings in Doha
in November to launch new trade negotiations is
of particular importance, as they can be ex-
pected to contribute substantially to global eco-
nomic growth over the medium term.
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Eight statistical tables are included in this
appendix. They focus on global develop-
ments and represent a subset of the tra-
ditional 46 Statistical Appendix tables in

the World Economic Outlook. Data in these tables
have been compiled on the basis of information
available through early December 2001.

Assumptions
Key assumptions underlying the estimates for

2001 and beyond are:
• Real effective exchange rates for the advanced

economies are assumed to remain constant
at their average levels during the period
September 17–October 16, 2001, except for
the currencies participating in the
European exchange rate mechanism II
(ERM II), which are assumed to remain
constant in nominal terms relative to the

euro. These assumptions imply an average
U.S. dollars/SDR conversion rate of 1.277
in 2001 and 1.285 in 2002.

• Established policies of national authorities
are assumed to be maintained.

• It is assumed that the price of oil will average
$24.25 a barrel in 2001 and $18.50 a barrel
in 2002; thereafter, the oil price assumption
is based on market information on long-
term futures and swaps.

• With regard to interest rates, it is assumed
that the London interbank offered rate (LI-
BOR) on six-month U.S. dollar deposits will
average 3.8 percent in 2001 and 2.8 percent
in 2002.

For a full description of World Economic Outlook
data and conventions, as well as the classification
of countries in the various groups presented in
the following tables, see the October 2001 World
Economic Outlook, pp. 181–92.
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Table 1. World Output1
(Annual percent change)

Average
1983–92 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

World 3.5 2.3 3.7 3.6 4.0 4.2 2.8 3.6 4.7 2.4 2.4

Advanced economies 3.3 1.4 3.4 2.7 3.0 3.4 2.7 3.3 3.9 1.1 0.8
Major advanced economies 3.2 1.3 3.1 2.3 2.8 3.2 2.8 3.0 3.5 1.0 0.6

United States 3.4 2.7 4.0 2.7 3.6 4.4 4.3 4.1 4.1 1.0 0.7
Japan 3.9 0.5 1.0 1.4 3.6 1.8 –1.0 0.7 2.2 –0.4 –1.0
Germany 3.1 –1.1 2.3 1.7 0.8 1.4 2.0 1.8 3.0 0.5 0.7

France 2.2 –0.9 1.8 1.9 1.1 1.9 3.5 3.0 3.5 2.1 1.3
Italy 2.3 –0.9 2.2 2.9 1.1 2.0 1.8 1.6 2.9 1.8 1.2
United Kingdom 2.5 2.5 4.7 2.9 2.6 3.4 3.0 2.1 2.9 2.3 1.8
Canada 2.6 2.4 4.7 2.8 1.6 4.3 3.9 5.1 4.4 1.4 0.8

Other advanced economies 3.9 1.9 4.6 4.3 3.8 4.3 2.2 4.9 5.2 1.5 1.9

Memorandum
European Union 2.6 –0.3 2.8 2.5 1.7 2.6 2.9 2.6 3.4 1.7 1.3

Euro area 2.7 –0.8 2.3 2.3 1.4 2.3 2.9 2.6 3.4 1.5 1.2
Newly industrialized Asian 

economies 8.2 6.5 7.7 7.5 6.3 5.8 –2.4 7.9 8.2 0.4 2.0

Developing countries 4.7 6.4 6.7 6.1 6.5 5.8 3.6 3.9 5.8 4.0 4.4

Regional groups
Africa 2.0 0.4 2.3 3.0 5.5 3.1 3.5 2.5 2.8 3.5 3.5
Developing Asia 7.3 9.4 9.7 9.0 8.3 6.5 4.0 6.2 6.8 5.6 5.6
Middle East, Malta, and Turkey 3.5 3.5 0.3 4.2 5.1 5.1 4.1 1.1 5.9 1.8 3.9
Western Hemisphere 2.3 4.0 5.0 1.8 3.6 5.3 2.3 0.1 4.1 1.0 1.7

Analytical groups

By source of export earnings
Fuel 2.6 0.6 0.1 3.1 3.7 4.2 3.6 1.4 4.9 4.4 3.6
Nonfuel 5.0 7.1 7.4 6.5 6.8 5.9 3.6 4.2 5.8 3.9 4.5

By external financing source
Net debtor countries 4.8 6.5 6.9 6.3 6.6 5.9 3.6 4.0 5.8 4.0 4.5

of which, official financing 2.6 1.6 2.4 5.4 5.3 4.2 3.9 3.7 3.8 4.2 4.0

Net debtor countries by debt-
servicing experience

Countries with arrears and/or
rescheduling during 1994–98 2.7 3.6 4.6 5.2 5.0 4.4 –0.4 2.0 4.5 3.2 3.4

Countries in transition 0.2 –8.9 –8.6 –1.4 –0.6 1.6 –0.8 3.6 6.3 4.9 3.6
Central and eastern Europe . . . –0.3 3.0 5.6 3.9 2.6 2.3 2.0 3.8 3.0 3.2
CIS and Mongolia . . . –12.6 –14.6 –5.5 –3.3 1.1 –2.8 4.6 7.8 6.1 3.9

Russia . . . –13.0 –13.5 –4.2 –3.4 0.9 –4.9 5.4 8.3 5.8 3.6
Excluding Russia . . . –11.8 –17.0 –8.6 –3.1 1.5 1.6 2.8 6.8 6.8 4.6

Memorandum
Median growth rate
Advanced economies 3.2 0.7 4.1 2.9 3.0 3.7 3.4 3.7 3.8 1.6 1.3
Developing countries 3.4 3.1 3.8 4.3 4.6 4.4 3.7 3.5 3.9 3.3 3.2
Countries in transition . . . –8.1 –3.0 2.1 3.0 3.7 3.8 3.3 5.1 4.5 4.1

Output per capita
Advanced economies 2.9 0.8 2.7 2.1 2.3 2.8 2.1 2.8 2.5 0.5 0.3
Developing countries 2.4 4.4 4.9 4.5 4.8 4.2 1.9 2.3 4.3 2.5 3.0
Countries in transition . . . –9.0 –8.6 –1.4 –0.3 2.0 –0.5 4.1 6.1 5.2 4.0

World growth based on market 
exchange rates 3.1 1.1 2.9 2.8 3.2 3.5 2.3 3.0 4.0 1.4 1.2

Value of world output in billions
of U.S. dollars

At market exchange rates 23,863 24,442 26,234 29,095 29,818 29,680 29,487 30,550 31,362 31,117 31,920
At purchasing power parities 22,806 30,467 32,170 33,996 36,032 38,227 39,652 41,585 44,549 47,473 50,612

1Real GDP.
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Table 2. Employment and Unemployment in Advanced Economies
(Percent)

Average1

1983–92 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Growth in employment

Advanced economies 1.3 –0.1 1.1 1.2 1.0 1.5 1.0 1.3 1.4 0.4 0.2

Major advanced economies 1.2 – 1.0 0.8 0.8 1.4 1.0 1.1 1.2 0.1 –0.1
United States 1.8 1.5 2.3 1.5 1.5 2.3 1.5 1.5 1.3 –0.2 0.2
Japan 1.3 0.2 0.1 0.1 0.4 1.1 –0.7 –0.8 –0.2 –0.7 –1.2
Germany 0.9 –1.4 –0.2 0.1 –0.3 –0.2 1.1 1.2 1.6 0.1 –0.2

France 0.2 –1.2 0.1 0.8 0.1 0.5 1.4 1.4 2.4 1.7 —
Italy 0.4 –4.1 –1.6 –0.6 0.5 0.4 1.1 1.3 1.9 1.5 0.3
United Kingdom 0.5 –0.9 1.0 1.4 1.1 2.0 1.1 1.3 1.0 0.6 0.4
Canada 1.5 0.8 2.0 1.9 0.8 2.3 2.7 2.8 2.6 1.0 0.8

Other advanced economies 1.4 –0.4 1.3 2.2 1.7 1.5 1.0 2.1 2.1 1.2 0.9

Memorandum
European Union 0.6 –1.9 –0.2 0.8 0.7 0.9 1.9 1.7 2.0 1.0 0.3

Euro area 0.6 –1.8 –0.5 0.5 0.5 0.8 1.6 1.7 2.0 1.1 0.2
Newly industrialized Asian

economies 2.5 1.5 2.8 2.5 2.1 1.6 –2.7 1.5 1.3 1.2 1.4

Unemployment rate

Advanced economies 7.0 7.5 7.4 7.1 7.1 6.9 6.8 6.4 5.8 6.0 6.6

Major advanced economies 6.9 7.2 7.0 6.7 6.8 6.6 6.3 6.1 5.7 6.0 6.6
United States2 6.8 6.9 6.1 5.6 5.4 5.0 4.5 4.2 4.0 4.9 6.0
Japan 2.5 2.5 2.9 3.2 3.4 3.4 4.1 4.7 4.7 5.0 5.7
Germany 7.3 7.6 8.1 7.9 8.6 9.5 8.9 8.2 7.5 7.5 7.8

France 9.8 11.7 12.3 11.7 12.3 12.3 11.8 11.2 9.5 8.6 8.9
Italy3 10.7 10.1 11.1 11.6 11.6 11.7 11.8 11.4 10.6 9.5 9.4
United Kingdom 9.0 10.4 9.7 8.7 8.2 7.1 6.3 6.0 5.6 5.2 5.4
Canada 9.7 11.4 10.4 9.4 9.6 9.1 8.3 7.6 6.8 7.3 8.0

Other advanced economies 7.2 8.6 8.7 8.2 8.1 7.8 8.1 7.3 6.2 6.2 6.3

Memorandum
European Union 9.4 10.6 11.1 10.7 10.8 10.5 9.8 9.1 8.1 7.6 7.8

Euro area 9.7 10.8 11.5 11.3 11.5 11.5 10.8 10.0 8.9 8.3 8.6
Newly industrialized Asian

economies 2.8 2.4 2.2 2.1 2.2 2.5 5.4 5.3 3.8 4.3 4.2

1For employment, compound annual rate of change; for unemployment rate, arithmetic average.
2The projections for unemployment have been adjusted to reflect the new survey techniques adopted by the U.S. Bureau Labor Statistics in January 1994.
3New series starting in 1993, reflecting revisions in the labor force surveys and the definition of unemployment to bring data in line with those of other

industrial countries.



STATISTICAL APPENDIX

72

Table 3. Inflation
(Percent)

Average
1983–92 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

GDP deflator
Advanced economies 4.5 2.7 2.2 2.3 1.9 1.7 1.4 0.9 1.4 1.7 1.4
Major advanced economies 3.7 2.3 1.8 1.9 1.6 1.5 1.1 0.9 1.2 1.5 1.3

United States 3.3 2.4 2.1 2.2 1.9 1.9 1.2 1.4 2.3 2.3 2.1
Japan 1.8 0.5 0.1 –0.3 –0.8 0.3 –0.1 –1.4 –1.9 –1.5 –1.5
Germany 2.8 3.7 2.5 2.0 1.0 0.7 1.1 0.5 –0.4 1.4 1.5
France 4.4 2.4 1.8 1.7 1.4 1.2 0.9 0.3 0.8 1.6 1.3
Italy 8.3 3.9 3.5 5.0 5.3 2.4 2.7 1.6 2.2 2.6 1.6
United Kingdom 5.6 2.6 1.4 2.6 3.3 2.9 2.9 2.6 1.7 1.6 2.3
Canada 3.6 1.4 1.2 2.3 1.7 1.1 –0.4 1.4 3.7 1.5 0.7

Other advanced economies 7.9 4.4 3.8 3.9 3.0 2.5 2.3 0.8 1.8 2.3 1.7

Memorandum
European Union 5.5 3.5 2.7 3.1 2.6 1.9 2.0 1.5 1.5 2.2 1.8

Euro area 5.5 1.9 2.0 2.4 2.9 –0.2 1.2 1.7 1.3 2.3 1.7
Newly industrialized Asian

economies 5.4 6.0 5.5 4.7 3.7 2.9 3.2 –2.3 –1.9 0.7 0.9

Consumer prices
Advanced economies 4.6 3.1 2.4 2.6 2.4 2.1 1.5 1.4 2.3 2.3 1.3
Major advanced economies 3.9 2.8 2.2 2.2 2.2 2.0 1.3 1.4 2.3 2.2 1.1

United States 4.0 3.0 2.6 2.8 2.9 2.3 1.5 2.2 3.4 2.9 1.6
Japan 1.8 1.3 0.7 –0.1 0.3 1.7 0.7 –0.3 –0.8 –0.7 –1.0
Germany 2.3 4.5 2.7 1.7 1.2 1.5 0.6 0.7 2.1 2.4 1.0

France 4.4 2.1 1.7 1.8 2.1 1.3 0.7 0.6 1.8 1.8 1.1
Italy 7.4 4.6 4.1 5.2 4.0 1.9 2.0 1.7 2.6 2.6 1.3
United Kingdom1 5.3 3.0 2.4 2.8 3.0 2.8 2.7 2.3 2.1 2.3 2.4
Canada 4.4 1.8 0.2 1.9 1.6 1.6 1.0 1.7 2.7 2.8 1.6

Other advanced economies 7.7 4.2 3.3 3.8 3.2 2.3 2.4 1.3 2.4 2.9 1.8

Memorandum
European Union 5.1 3.8 2.6 2.9 2.5 1.8 1.5 1.4 2.3 2.7 1.6

Euro area 5.0 3.9 3.0 2.7 2.3 1.6 1.2 1.1 2.4 2.7 1.4
Newly industrialized Asian

economies 4.3 4.6 5.7 4.6 4.3 3.4 4.4 — 1.2 2.0 1.2

Developing countries 46.4 49.2 55.4 23.2 15.4 9.9 10.5 6.8 5.9 6.0 5.3
Regional groups
Africa 22.1 39.0 54.7 35.3 30.2 14.2 10.6 11.6 13.5 12.8 8.3
Developing Asia 9.9 10.8 16.0 13.2 8.2 4.8 7.7 2.5 1.9 2.8 3.0
Middle East, Malta, and Turkey 22.9 29.4 37.3 39.1 29.6 27.7 27.6 23.3 19.1 19.1 17.4
Western Hemisphere 170.2 194.6 200.3 36.0 21.2 12.9 9.8 8.8 8.1 6.3 5.2

Analytical groups
By source of export earnings
Fuel 15.3 29.2 36.2 42.6 35.1 19.4 17.2 16.2 12.9 13.0 11.8
Nonfuel 51.6 51.8 57.7 21.3 13.5 8.9 9.9 5.9 5.3 5.4 4.8
By external financing source
Net debtor countries 48.4 51.2 57.5 23.8 15.8 10.2 10.8 6.9 6.1 6.2 5.4
Net debtor countries by debt-

servicing experience
Countries with arrears and/or

rescheduling during 1994–98 109.8 200.7 221.8 40.1 21.0 11.9 18.3 13.3 11.0 11.4 8.6
Countries in transition 42.4 635.8 274.2 133.8 42.5 27.4 21.8 43.9 20.1 16.0 11.0
Central and eastern Europe . . . 79.9 45.6 24.7 23.2 41.8 17.1 10.9 12.8 9.3 7.3
CIS and Mongolia . . . 1,246.1 508.1 235.6 55.9 19.1 25.0 70.4 25.0 20.6 13.5

Russia . . . 878.8 307.5 198.0 47.9 14.7 27.8 85.7 20.8 21.5 14.0
Excluding Russia . . . 2,440.9 1,334.5 338.8 75.5 29.7 19.3 41.8 34.6 18.4 12.2

Memorandum
Median inflation rate
Advanced economies 4.7 3.0 2.4 2.5 2.2 1.8 1.7 1.5 2.7 2.6 1.9
Developing countries 9.4 9.7 10.6 10.0 7.3 6.2 5.8 4.0 4.2 4.2 4.4
Countries in transition 95.8 472.3 132.1 40.1 24.1 14.8 10.0 8.0 10.0 7.3 5.3

1Retail price index excluding mortgage interest.
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Table 4. Fiscal Indicators
(Percent of GDP)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Advanced economies

Central government balance
Advanced economies –4.3 –3.7 –3.3 –2.7 –1.5 –1.7 –0.9 0.3 –0.6 –1.0

United States –4.2 –3.0 –2.6 –1.8 –0.6 0.5 1.3 2.2 1.0 0.3
Japan –2.6 –3.4 –3.9 –4.2 –3.9 –8.9 –7.9 –7.5 –6.3 –5.5
Germany –2.1 –1.5 –1.4 –2.2 –1.7 –1.5 –1.3 1.3 –1.4 –1.1

France –4.6 –4.6 –4.2 –4.6 –3.6 –3.7 –3.0 –2.4 –1.9 –2.8
Italy –9.9 –9.1 –7.1 –6.8 –2.9 –2.8 –1.4 –1.0 –2.1 –2.4
United Kingdom –8.1 –6.9 –5.4 –4.1 –1.5 0.3 1.4 4.0 0.6 –0.1
Canada –5.4 –4.5 –3.9 –2.0 0.7 1.0 0.9 1.8 0.5 0.5

General government balance
Advanced economies –4.7 –4.0 –3.8 –3.1 –1.7 –1.3 –0.9 0.2 –0.9 –1.4

United States –5.1 –3.8 –3.3 –2.4 –1.3 –0.1 0.6 1.5 0.3 –0.5
Japan –1.6 –2.2 –3.5 –4.2 –3.2 –4.5 –6.8 –7.9 –7.2 –7.1
Germany1 –3.1 –2.4 –3.3 –3.4 –2.7 –2.2 –1.6 1.2 –2.5 –2.5

France1 –6.0 –5.5 –5.5 –4.1 –3.0 –2.7 –1.6 –1.4 –0.9 –2.1
Italy1,2 –9.4 –9.1 –7.6 –7.1 –2.7 –2.8 –1.8 –0.3 –1.2 –1.0
United Kingdom1 –7.7 –6.8 –5.4 –4.1 –1.5 0.3 1.5 3.9 0.5 –0.1
Canada –8.7 –6.7 –5.3 –2.8 0.2 0.5 1.6 3.2 1.9 1.0

General government structural balance3

Advanced economies –4.0 –3.4 –3.3 –2.5 –1.3 –0.8 –0.6 –0.5 –0.6 –0.5
United States –3.8 –2.8 –2.3 –1.5 –0.7 0.1 0.5 1.0 0.5 0.5
Japan –1.5 –1.9 –3.2 –4.3 –3.4 –3.6 –5.8 –7.0 –5.6 –4.7

Excluding social security –4.6 –4.7 –6.0 –6.9 –5.9 –6.0 –8.0 –8.7 –7.1 –6.2
Germany4 –3.1 –2.5 –3.4 –2.8 –1.7 –1.3 –0.8 –1.3 –1.8 –1.2

France4 –3.5 –3.5 –3.7 –1.9 –1.0 –1.5 –0.9 –1.2 –1.2 –1.4
Italy4 –8.2 –7.8 –7.0 –6.2 –1.7 –1.8 –0.6 –0.7 –0.5 –0.6
United Kingdom4 –6.4 –5.7 –4.6 –3.3 –0.9 0.5 1.5 1.7 0.5 0.1
Canada –4.3 –3.8 –2.8 — 2.1 2.5 2.5 3.3 2.6 2.7

Developing countries

Central government balance
Weighted average –3.3 –2.8 –2.6 –2.1 –2.4 –3.8 –4.2 –3.0 –3.8 –3.7
Median –4.2 –3.8 –3.3 –2.4 –2.4 –3.1 –3.4 –2.9 –3.7 –3.4

General government balance
Weighted average –3.4 –3.7 –3.3 –3.3 –3.5 –5.0 –5.2 –3.9 –4.8 –4.5
Median –3.7 –3.4 –3.3 –2.6 –2.4 –3.1 –3.2 –2.9 –3.3 –3.0

Countries in transition

Central government balance –6.2 –7.4 –4.6 –4.6 –4.7 –3.5 –2.0 — –0.2 –1.5
General government balance –6.8 –7.5 –4.7 –5.9 –5.4 –4.9 –2.2 0.2 –0.8 –2.3

1Includes one-off receipts from the sale of mobile telephone licences equivalent to 2.5 percent of GDP in 2000 for Germany, 0.5 percent of GDP in 2001 for France, 1.2 per-
cent of GDP in 2000 for Italy, and 2.4 percent of GDP in 2000 for the United Kingdom.

2Includes asset sales equivalent to 0.2 percent of GDP in 2001, 0.7 percent in 2002, 0.5 percent in 2003, and 0.1 percent in 2004.
3Percent of potential GDP.
4Excludes mobile telephone license receipts.
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Table 5. World Trade
(Annual percent change)

Average
1983–92 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Trade in goods and services

World trade1

Volume 5.4 3.6 8.8 9.8 6.8 10.3 4.2 5.4 12.4 1.0 2.1
Price deflator

In U.S. dollars 2.2 –3.9 2.7 8.9 –1.3 –5.9 –4.9 –1.6 –0.8 –3.0 0.2
In SDRs –0.3 –3.1 0.2 2.8 3.1 –0.7 –3.5 –2.3 2.9 0.3 –0.4

Volume of trade
Exports

Advanced economies 5.8 2.9 8.6 8.4 6.1 10.5 3.9 5.2 11.6 –0.3 0.5
Developing countries 5.9 9.4 11.3 10.9 9.3 13.3 4.9 4.7 15.0 3.4 4.5

Imports
Advanced economies 6.5 1.3 9.4 8.7 6.4 9.3 5.9 7.7 11.5 –0.3 1.4
Developing countries 3.3 10.7 6.8 19.6 9.4 10.6 –1.4 1.7 16.1 5.0 6.5

Terms of trade
Advanced economies 1.1 0.8 0.1 0.2 –0.2 –0.5 1.4 –0.3 –2.3 0.1 0.7
Developing countries –2.7 –1.7 0.9 3.0 1.8 –1.3 –7.3 3.9 7.5 –2.6 –3.0

Trade in goods

World trade1

Volume 5.6 4.2 10.0 10.5 6.4 10.5 4.6 5.6 12.8 0.2 1.7
Price deflator

In U.S. dollars 2.0 –4.6 2.7 9.3 –1.3 –6.2 –5.8 –1.5 0.3 –2.7 0.1
In SDRs –0.4 –3.7 0.1 3.1 3.2 –1.0 –4.4 –2.3 4.0 0.5 –0.5

Volume of trade
Exports

Advanced economies 6.1 3.2 9.6 9.1 5.7 10.8 4.3 5.1 11.8 –0.9 0.4
Developing countries 6.0 9.2 11.8 12.3 9.1 12.6 4.8 4.7 15.4 2.3 3.5

Imports
Advanced economies 6.8 2.1 11.0 9.3 5.8 9.9 5.9 8.5 11.8 –1.0 1.1
Developing countries 3.4 12.0 7.9 20.1 9.7 10.0 0.5 0.8 16.4 3.5 5.7

World trade prices in U.S. dollars2

Manufactures 4.7 –5.7 3.1 10.3 –3.1 –8.0 –1.9 –1.8 –5.1 –1.7 1.9
Oil –5.2 –11.8 –5.0 7.9 18.4 –5.4 –32.1 37.5 56.9 –14.0 –23.7
Nonfuel primary commodities 0.8 1.7 13.4 8.4 –1.3 –3.0 –14.7 –7.0 1.8 –5.5 1.7

Terms of trade
Advanced economies 1.1 1.6 0.5 0.3 –0.8 –0.6 1.6 — –2.6 –0.2 0.9
Developing countries –3.2 –3.3 1.4 2.2 2.8 –0.9 –6.6 4.7 7.0 –3.0 –3.3

Fuel exporters –7.5 –7.0 –1.5 6.1 17.3 0.2 –26.2 30.4 40.5 –10.9 –15.7
Nonfuel exporters –0.5 –1.6 2.4 2.1 –0.8 –1.1 –1.3 –0.5 –1.3 –0.5 0.4

Memorandum

World exports in billions of 
U.S. dollars

Goods and services 2,877.6 4,725.9 5,286.9 6,266.0 6,587.2 6,852.4 6,768.9 6,970.9 7,746.4 7,556.6 7,689.1
Goods 2,306.8 3,725.1 4,206.1 5,038.3 5,272.0 5,475.9 5,379.1 5,549.5 6,253.3 6,064.0 6,147.9

1Average of annual percent change for world exports and imports. The estimates of world trade comprise, in addition to trade of advanced economies and developing coun-
tries (which is summarized in the table), trade of countries in transition.

2As represented, respectively, by the export unit value index for the manufactures of the advanced economies; the average of U.K. Brent, Dubai, and West Texas Intermediate
crude oil spot prices; and the average of world market prices for nonfuel primary commodities weighted by their 1987–89 shares in world commodity exports.
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Table 6. Payments Balances on Current Account
(Billions of U.S. dollars)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Advanced economies 66.6 24.5 47.7 30.5 77.0 28.0 –139.5 –253.7 –199.6 –197.7

Major advanced economies 17.0 –14.3 –1.9 –12.8 12.4 –61.8 –221.8 –338.9 –280.6 –272.1

United States –82.5 –118.2 –109.9 –120.9 –139.8 –217.5 –324.4 –444.7 –392.0 –393.8
Japan 132.0 130.6 111.4 65.8 94.1 121.0 106.8 116.9 90.8 105.7
Germany –9.8 –23.9 –20.7 –7.9 –2.7 –6.7 –17.9 –19.4 –0.5 13.8

France 9.2 7.4 10.9 20.5 39.4 37.6 37.2 23.8 25.1 20.5
Italy 7.8 13.2 25.1 40.0 32.4 20.0 6.3 –5.7 –1.3 –2.2
United Kingdom –17.9 –10.4 –14.2 –13.6 –2.8 –8.0 –30.9 –27.9 –24.3 –30.8
Canada –21.8 –13.0 –4.4 3.4 –8.2 –8.3 1.1 18.1 21.6 14.7

Other advanced economies 49.6 38.8 49.6 43.3 64.6 89.9 82.3 85.2 81.0 74.4

Memorandum
European Union 8.9 10.1 46.2 77.2 107.8 63.4 6.6 –28.0 0.9 2.7

Euro area1 24.7 17.0 53.6 81.3 102.5 64.4 26.1 –8.7 14.2 21.3
Newly industrialized Asian

economies 20.8 16.1 5.9 –0.9 10.7 68.0 66.1 50.6 44.1 39.0

Developing countries –118.2 –85.5 –97.1 –74.0 –58.5 –86.7 –11.6 61.5 4.6 –69.0

Regional groups
Africa –11.1 –11.5 –16.6 –5.1 –7.0 –20.0 –15.4 3.8 –3.6 –14.2
Developing Asia –33.0 –19.0 –43.8 –38.8 8.9 47.2 46.2 45.7 24.2 6.2
Middle East, Malta, and Turkey –28.2 –2.9 –0.2 10.3 6.6 –23.2 14.5 60.8 40.0 –5.8
Western Hemisphere –46.0 –52.2 –36.5 –40.5 –67.1 –90.7 –56.9 –48.7 –56.0 –55.3

Analytical groups

By source of export earnings
Fuel –23.7 –3.3 2.2 31.4 20.6 –29.7 18.4 97.8 50.9 –0.3
Nonfuel –94.6 –82.2 –99.2 –105.4 –79.1 –57.0 –30.0 –36.2 –46.3 –68.8

By external financing source
Net debtor countries –103.1 –78.1 –99.1 –86.9 –69.7 –71.3 –24.9 4.2 –30.0 –67.9

of which, official financing –8.0 –9.8 –11.6 –8.7 –4.9 –10.1 –6.5 3.9 –0.9 –10.8

Net debtor countries by debt-
servicing experience

Countries with arrears and/or
rescheduling during 1994–98 –28.2 –18.6 –47.3 –41.5 –49.4 –58.4 –23.5 8.5 –17.2 –34.1

Countries in transition –7.9 2.3 –2.2 –16.8 –23.9 –29.1 –2.1 27.0 13.2 –6.0

Central and eastern Europe –8.1 –3.2 –3.0 –15.0 –16.9 –20.2 –23.1 –19.7 –19.8 –20.7
CIS and Mongolia 0.2 5.5 0.8 –1.9 –7.0 –8.9 21.0 46.7 32.9 14.7

Russia 2.6 8.2 4.9 3.8 –0.4 –1.6 22.7 45.3 33.8 18.0
Excluding Russia –2.4 –2.7 –4.1 –5.7 –6.6 –7.3 –1.7 1.5 –0.8 –3.3

Total2 –59.5 –58.7 –51.6 –60.3 –5.4 –87.8 –153.2 –165.1 –181.9 –272.8

1Calculated as the sum of the balances of individual euro area countries.
2Reflects errors, omissions, and asymmetries in balance of payments statistics on current account, as well as the exclusion of data for international organizations and a lim-

ited number of countries.
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Table 7. Summary of Balance of Payments, Capital Flows, and External Financing
(Billions of U.S. dollars)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Developing countries

Balance of payments1

Balance on current account –118.2 –85.5 –97.1 –74.0 –58.5 –86.7 –11.6 61.5 4.6 –69.0
Balance on goods and services –93.9 –56.0 –56.6 –43.7 –35.0 –53.7 24.9 111.5 54.7 –14.9
Income, net –52.6 –57.7 –73.6 –68.1 –69.1 –74.5 –81.5 –97.5 –98.3 –101.9
Current transfers, net 28.2 28.2 33.1 37.8 45.6 41.5 44.9 47.6 48.2 47.7

Balance on capital and financial account 140.4 114.4 122.7 107.6 116.7 112.8 29.6 –45.6 10.9 78.1
Balance on capital account2 5.7 5.5 8.1 9.5 13.4 7.6 8.8 4.7 6.9 8.2
Balance on financial account 134.7 108.9 114.6 98.1 103.3 105.2 20.8 –50.4 4.0 70.0

Direct investment, net 48.0 75.3 85.1 107.6 129.7 130.5 126.1 118.3 134.9 109.5
Portfolio investment, net 103.8 99.2 21.8 72.8 42.2 4.8 19.0 –14.4 –18.9 17.6
Other investment, net 22.3 –15.1 74.3 12.4 –11.9 –35.6 –92.4 –93.6 –46.0 –43.3
Reserve assets –39.5 –50.4 –66.6 –94.7 –56.7 5.4 –31.8 –60.7 –66.0 –13.8

Errors and omissions, net –22.1 –28.9 –25.6 –33.6 –58.2 –26.1 –18.0 –15.9 –15.5 –9.1

Capital flows
Total capital flows, net3 174.2 159.3 181.2 192.8 160.0 99.8 52.6 10.3 70.0 83.7

Net official flows 45.0 20.9 33.5 4.1 19.7 32.7 22.1 8.1 47.8 30.8
Net private flows4 129.2 138.4 147.7 188.7 140.4 67.0 30.5 2.3 22.2 53.0

Direct investment, net 48.0 75.3 85.1 107.6 129.7 130.5 126.1 118.3 134.9 109.5
Private portfolio investment, net 73.6 93.6 15.2 60.8 36.2 –4.3 11.1 –19.7 –17.0 10.0
Other private flows, net 7.5 –30.4 47.4 20.2 –25.6 –59.3 –106.6 –96.4 –95.7 –66.5

External financing5

Net external financing6 187.8 174.4 213.9 239.5 251.0 202.8 165.4 155.2 187.6 185.9
Nondebt-creating flows 93.2 100.5 113.6 150.3 168.6 145.0 142.0 145.9 144.2 134.1

Capital transfers7 5.7 5.5 8.1 9.5 13.4 7.6 8.8 4.7 6.9 8.2
Foreign direct investment 

and equity security liabilities8 87.5 95.0 105.6 140.8 155.2 137.4 133.2 141.2 137.3 126.0

Net external borrowing9 94.6 73.9 100.2 89.1 82.4 57.8 23.4 9.3 43.4 51.7
Borrowing from official creditors10 44.4 21.7 31.9 8.8 11.9 28.5 27.3 9.1 43.5 25.4
Of which,

Credit and loans from IMF11 –0.1 –0.8 12.6 –2.9 0.8 8.5 1.3 –6.7 . . . . . .
Borrowing from banks12 19.3 –28.2 20.3 19.8 25.9 28.1 –3.5 8.0 –2.0 7.7
Borrowing from other private creditors 30.8 80.4 48.0 60.5 44.5 1.2 –0.4 –7.8 1.9 18.6

Memorandum
Balance on goods and services

in percent of GDP13 –2.5 –1.4 –1.3 –0.9 –0.7 –1.1 0.5 2.1 1.0 –0.3
Scheduled amortization of external debt 122.7 127.2 154.7 197.0 240.8 245.1 278.2 276.7 260.9 239.4
Gross external financing14 310.5 301.6 368.5 436.5 491.8 447.9 443.6 431.9 448.6 425.2
Gross external borrowing15 217.3 201.1 254.9 286.1 323.2 302.9 301.6 285.8 304.3 291.1
Exceptional external financing, net 34.1 20.1 20.5 20.3 16.3 20.1 24.0 19.7 25.5 7.6
Of which,

Arrears on debt service 4.1 –14.1 –2.4 –0.2 –8.3 3.6 12.9 –22.8 . . . . . .
Debt forgiveness 1.8 1.3 1.9 5.1 14.3 1.6 2.0 3.7 . . . . . .
Rescheduling of debt service 22.5 25.1 20.3 15.3 10.4 6.1 11.1 41.4 . . . . . .

Countries in transition
Balance of payments1

Balance on current account –7.9 2.3 –2.2 –16.8 –23.9 –29.1 –2.1 27.0 13.2 –6.0
Balance on goods and services –8.6 1.2 –5.1 –17.8 –19.0 33.8 3.7 32.2 16.2 –1.2
Income, net –5.5 –3.1 –1.9 –4.8 –10.8 –73.1 –13.8 –13.2 –13.3 –14.8
Current transfers, net 6.2 4.2 4.7 5.8 5.9 10.1 8.0 8.1 10.2 10.0

Balance on capital and finalcial account 10.3 –1.7 5.8 24.1 27.0 37.0 7.3 –19.7 –11.0 5.5
Balance on capital account2 2.5 10.2 0.4 1.2 0.3 0.4 0.2 — 0.1 0.1
Balance on financial account 7.8 –11.9 5.4 22.9 26.6 36.6 7.1 –19.7 –11.1 5.4

Direct investment,net 6.0 5.3 13.1 12.4 15.6 21.6 23.4 22.5 26.7 31.5
Portfolio investment, net 8.7 16.1 14.6 13.4 24.4 12.2 1.8 6.2 6.3 6.5
Other investment, net 4.0 –28.0 15.5 –0.9 –3.9 4.4 –11.0 –27.0 –24.4 –20.0
Reserve assets –10.9 –5.3 –37.8 –2.0 –9.4 –1.6 –7.1 –21.5 –19.7 –12.5

Errors and omissions, net –2.4 –0.6 –3.6 –7.2 –3.1 –7.8 –5.3 –7.4 –2.1 0.5
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Capital flows
Total capital flows, net3 18.7 –6.6 43.1 24.9 36.1 38.2 14.2 1.8 8.6 18.0

Net official flows –1.1 –11.2 –5.8 2.6 32.9 17.2 0.5 –0.4 1.1 3.0
Net private flows4 19.8 4.6 49.0 22.3 3.2 21.0 13.8 2.2 7.6 15.0

Direct investment, net 6.0 5.3 13.1 12.4 15.6 21.6 23.4 22.5 26.7 31.5
Private portfolio investment, net 8.7 16.1 14.6 13.4 8.0 4.0 2.8 4.3 3.6 3.5
Other private flows, net 5.1 –16.8 21.3 –3.5 –20.4 –4.6 –12.4 –24.7 –22.7 –20.0

External financing5

Net external financing6 19.0 13.4 32.1 35.4 74.8 56.9 42.8 24.8 29.1 42.9
Nondebt-creating flows 9.8 16.3 14.8 14.7 21.4 24.5 24.4 25.8 29.5 34.6

Capital transfers7 2.5 10.2 0.4 1.2 0.3 0.4 0.2 — 0.1 0.1
Foreign direct investment and equity 

security liabilities8 7.2 6.1 14.3 13.5 21.1 24.2 24.2 25.9 29.5 34.5

Net external borrowing9 9.2 –2.9 17.3 20.7 53.4 32.4 18.4 –1.1 –0.4 8.3
Borrowing from official creditors10 2.0 –5.8 –2.5 2.9 32.9 17.2 0.4 –0.4 1.0 3.0
Of which,

Credit and loans from IMF11 3.7 2.4 4.7 3.7 2.5 5.5 –3.6 –4.2 . . . . . .
Borrowing from banks12 5.6 3.8 –0.8 4.6 4.5 5.2 –1.5 — 1.2 2.2
Borrowing from other private creditors 1.7 –0.9 20.6 13.2 16.0 9.9 19.4 –0.6 –2.6 3.1

Memorandum
Balance on goods and services

in percent of GDP13 –1.8 0.2 –0.7 –2.0 –2.1 4.2 0.5 4.4 1.9 –0.1
Scheduled amortization of external debt 25.3 22.4 26.7 25.6 19.3 23.1 27.4 29.2 28.2 29.1
Gross external financing14 44.3 35.7 58.8 61.0 94.1 80.0 70.2 53.9 57.3 72.0
Gross external borrowing15 34.5 19.5 44.0 46.3 72.7 55.5 45.8 28.1 27.7 37.4
Exceptional external financing, net 20.4 17.3 14.9 13.6 –20.8 7.8 7.7 5.2 0.8 0.4
Of which,

Arrears on debt service 0.5 3.8 –0.5 1.1 –24.8 5.0 1.8 1.6 . . . . . .
Debt forgiveness 2.1 — 0.9 0.9 — — — — . . . . . .
Rescheduling of debt service 1.4 13.3 13.9 9.9 3.3 2.4 4.7 3.7 . . . . . .

1Standard presentation in accordance with the 5th edition of the International Monetary Fund’s Balance of Payments Manual (1993).
2Comprises capital transfers—including debt forgiveness—and acquisition/disposal of nonproduced, nonfinancial assets.
3Comprise net direct investment, net portfolio investment, and other long- and short-term net investment flows, including official and private borrowing. In the standard bal-

ance of payments presentation above, total net capital flows are equal to the balance on financial account minus the change in reserve assets.
4Because of limitations on the data coverage for net official flows, the residually derived data for net private flows may include some official flows.
5As defined in the World Economic Outlook (see footnote 6). It should be noted that there is no generally accepted standard definition of external financing.
6Defined as the sum of—with opposite sign—the goods and services balance, net income and current transfers, direct investment abroad, the change in reserve assets, the

net acquisition of other assets (such as recorded private portfolio assets, export credit, and the collateral for debt-reduction operations), and the net errors and omissions. Thus,
net external financing, according to the definition adopted in the World Economic Outlook, measures the total amount required to finance the current account, direct investment
outflows, net reserve transactions (often at the discretion of the monetary authorities), the net acquisition of nonreserve external assets, and the net transactions underlying the
errors and omissions (not infrequently reflecting capital flight).

7Including other transactions on capital account.
8Debt-creating foreign direct investment liabilities are not included.
9Net disbursement of long- and short-term credits, including exceptional financing, by both official and private creditors.
10Net disbursement by official creditors, based on directly reported flows and flows derived from information on external debt.
11Comprise use of International Monetary Fund resources under the General Resources Account, Trust Fund, and Poverty Reduction and Growth Facility (PRGF). 
12Net disbursement by commercial banks, based on directly reported flows and cross-border claims and liabilities reported in the International Banking section of the

International Monetary Fund’s International Financial Statistics.
13This is often referred to as the “resource balance” and, with opposite sign, the “net resource transfer.”
14Net external financing plus amortization due on external debt.
15Net external borrowing plus amortization due on external debt.

Table 7 (concluded)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
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Table 8. External Debt and Debt Service

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Percent of exports of goods and services
External debt1

Developing countries 212.8 199.6 181.3 168.0 161.0 186.1 178.0 142.3 144.3 144.4

Regional groups
Africa 271.9 281.0 253.1 228.2 216.0 243.6 228.4 177.2 177.8 185.2
Developing Asia 157.3 140.1 127.5 121.7 116.8 126.3 123.4 98.7 99.2 95.2
Middle East, Malta, and Turkey 195.5 192.3 174.6 154.2 155.7 206.3 187.3 144.8 156.0 174.8
Western Hemisphere 288.0 272.3 251.5 236.6 224.2 257.6 253.8 209.7 207.3 201.3

Analytical groups

By external financing source
Net debtor countries 239.1 221.2 200.2 186.1 176.3 197.6 191.5 156.1 156.9 153.0

of which, official financing 381.1 396.8 339.9 297.7 260.6 286.4 260.1 194.8 195.3 204.0

Net debtor countries by debt-
servicing experience

Countries with arrears and/or 
rescheduling during 1994–98 343.6 329.6 305.1 280.7 264.4 311.6 298.4 235.5 239.5 243.5

Countries in transition 130.6 125.1 106.6 106.6 104.2 115.5 130.7 107.6 104.1 103.6
Central and eastern Europe 136.4 120.6 100.6 103.7 98.5 91.0 115.0 105.9 100.2 97.3
CIS and Mongolia 125.7 129.2 112.2 109.3 109.7 150.6 149.8 109.4 108.3 111.4

Russia 171.1 166.1 134.2 132.4 130.6 181.3 170.3 122.1 121.4 126.6
Excluding Russia 32.7 35.5 58.0 55.9 63.4 85.0 105.5 80.7 81.2 83.1

Debt-service payments2

Developing countries 23.0 22.5 23.1 23.9 24.2 26.3 28.0 21.9 21.5 20.4

Regional groups
Africa 27.6 27.5 27.6 23.7 21.3 21.8 20.3 17.3 17.1 18.4
Developing Asia 17.9 17.3 16.5 15.3 15.0 17.8 19.0 13.3 13.4 12.0
Middle East, Malta, and Turkey 12.1 14.0 15.0 17.1 14.4 16.5 15.4 12.2 13.6 14.1
Western Hemisphere 39.4 36.9 40.2 46.1 51.6 51.2 59.0 49.7 46.2 42.7

Analytical groups

By external financing source
Net debtor countries 26.0 24.5 25.3 25.9 26.6 28.2 30.6 24.3 23.6 21.9

of which, official financing 34.9 36.9 33.1 24.4 20.2 19.3 17.0 13.9 14.5 13.9

Net debtor countries by debt-
servicing experience

Countries with arrears and/or
rescheduling during 1994–98 32.1 29.7 33.5 32.2 36.7 44.3 50.2 33.8 33.1 32.8

Countries in transition 10.1 9.8 11.5 11.2 11.1 15.8 16.7 14.5 13.9 13.4
Central and eastern Europe 13.9 15.6 15.8 16.1 15.8 15.5 18.4 19.2 17.0 15.4
CIS and Mongolia 6.9 4.7 7.5 6.8 6.5 16.2 14.7 9.7 10.4 10.9

Russia 9.4 5.6 6.7 6.7 5.7 18.7 15.2 8.5 11.0 12.0
Excluding Russia 1.7 2.4 9.3 7.0 8.1 11.0 13.4 12.3 9.1 9.0

Billions of U.S. dollars
Memorandum

External debt
Developing countries 1,605.3 1,729.9 1,876.1 1,950.3 2,031.6 2,180.4 2,243.5 2,204.0 2,194.8 2,210.9
Countries in transition 236.3 253.0 275.9 299.1 308.6 360.4 358.4 358.9 364.6 372.9

Debt-service payments
Developing countries 173.6 194.8 239.5 277.8 305.5 308.0 352.7 339.0 327.6 313.6
Countries in transition 18.2 19.8 29.7 31.4 32.8 49.4 45.8 48.3 48.6 48.2

1 Total debt at year-end in percent of exports of goods and services in year indicated.
2 Debt-service payments refer to actual payments of interest on total debt plus actual amortization payments on long-term debt. The projections incorporate the impact of

exceptional financing items.
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