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INTRODUCTION Table 1. Major Economic Developments

. . . 1994 1995 1996
Latn oed arecovey  n 199 fom Real GDP growth (% change)

te ecoomc ad el ubdence et hed Regional average (GDP-weighted) 5.8 1.0 3.6
dedced muchof the egon duing e pev Regional average (population-weighted) 5.2 1.8 34

. . Argentina 8.5 -4.6 4.4
os year. The regons e of economic gowh Brazil 6.0 42 30
roe © 36 peoent fom lpecent in 1995, a Mexico 45 6.2 5.1
ey pimaly popeked by reivey hgh Other countries 4.1 4.9 2.8

raies of gowh in Agenna  and Mexico, the Growth of real demand (% change)

. .. Consumption 5.9 3.7 2.8
o econamies most afeded by e ass. - n Investment 96 26 5.6
oher ocouties o te regon,  honever, gowh Exports of goods and nonfactor services 6.8 11.6 8.3
generaly  soned somewhat in 1996 Prelimi- Imports of goods and nonfactor services 16.0 17.4 8.4

nay  indcaions ae ta posgeds for gowh Consumer price inflation (Dec/Dec % change)
" . . 1997 Wi I Median 14.8 12.0 11.3
D Iy , wih a Average (population-weighted) 457.4 27.3 19.3

ae gonh e o oy 40 45 peoat
) . . . International payments (US$ billions)

Infeion remained  rekively subdied n Current account surplus -48.4 -31.9 -36.6
1996, wih te meden e bady aowe dge Net capital inflows 43.8 56.4 63.2
digis Paricuialy nee  weste ey o Reserve accumulation (increase = -) 4.6 -24.5 -26.5
Mew D hrg rion unoer (Iﬂd, & we Sources: IDB economic and social database and IMF, International Financial Statistics.
aste cotved suess o te Badn Sz o8 Unless otherwise noted, regional averages are population-weighted.
lization, which has brought  inflation down
fom wel oer 1000 pecet n 1994 b 11 per FIGURE 1
et n 199%6.

. . . . GDP Growth

Fecd pooy remaned redaned N omost counties (Percent)

of the regon, wih the (populaionweighted) average

Bd dfd & aot 15 paoet o GOPh s2ed o
s hwee bBge Bd ds onpdeed  meoeo
nomic poicy management and posed potential threats
D mecoeconomc and fnencal Sahily oer te med
umterm.

Tadg te rgn asawhdeg te moOwy o nest

ment that has been a halmark  of the 1990s in Latin

America connued  duing 1996, when investiment  grew ; ‘

w56 mt Fmeﬂ’, ﬂ’s rm S CLED ahm -4 A 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
et © mgor epansons o invesment n Agentna 60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96
and Mexico fom very depessed leves  of 1995 Invest B vean, pop.-weighted Median

ment n e remainder  of the regon  wes disappoining,

By aly 2paoat n Bad  ad dedig o aeae
nte = o te countiess hesmet H  sgial Median Inflation Rate
n te | . aswd asin . (Dec/Dec percent change in CPI)
and the Carbbean.

More encouragng  wes the performance  of exparts,
whth gew sy i most of te egon Wh the mgor
eoyin o Bad whee red eqas o goods ad se-
vies dageied for te tid  year, stog eqot  gowah
was widespread, wih real expots gowing a or near
doubledot jEes nd o lan Amecss mexr she
grs

Consumptiongrewmoreslowlythanincomein
196, sy et sy s n te regon conine

FIGURE 2
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Die da te dap dde epabad h te i ye@sS
o te 190 Bad fonee, B amgr oden S n
te eay s d b rHIN sehizaim te auny
epgenced amgo dede N s @E O sMg duig
19% ad 199%6. Ih aher couies o te regon,  honew
a te aeee B o ssdg hesien fom abw o 153
pacet h 198 181 pecet h 1996 rmumng b te
bes dte e 1989x S wh ay akw ecpios
raes of saing in the regon reman below te levels
rached n te 1970s.

Inemaional Ccpiad  fons reumed 1 the regon
wih ethusesm At $63 bion, et cgoid  fons ae-
aged about 35 percent of GDPand roughly meatched the
e o 1998 desie  subsantaly redued raes o et
borowing by Agenna and Mexico, which had been the
major bomowers  duing the ealy 1990s. In the other
aoutes o te mgn ™ gid  bas eeded 45 per
oot of GDP,dven by bge nions © Bovie, Bedg,
Cdombia, Chie and saverd  of the smaler  economies,
ndudng andabe suge o cgpial  fons O Jamaica,
whee they reached nealy 10 percent of GDP.

hdcans o te paceved aednotiness o L&
inAmericanborrowers,suchasBradybondprices,
tes wed te fwode cdios n nersod fen
ada makes 0 aoes toe matkes or te i g o
0 rEsudue ter  nersiord Gebis D ddan  beter
franrdg s ad an impoved  delt poie

Trecgid nons wee used D e amet ac
out dils te asegpd 8 oer 2paoat o te &
gois GDP,rougly te sameas n 19%, and o france
reseve  accumuaion of roughy 15 percent Honewver,
amret aoout deds  ioessad D poenily padem
dc bes n arumbe o couties

Themodestrateofeconomicgrowthin1996was
insuficert D ssure arddon  hn te egols  uem-
poyment rae, which inoessed 1 about 8percet  The
(popuistionweighted) aeage e o uempoyment in
te regon s nowappoaching te vl raded a is
recent peak of 1984, and has inceased by nealy two
peceniege  ports  shee 1990,

However, as wewl dscuss i moe deal  below,
ts tend B somewhat eaggeaed by e exdtaodnay
epeience o Agenina,  where unemployment hes risen
fom te bw sge dgs n te 1970s © nealy 18 per-
cent in 1996. Unemployment has increased  and remains
agae pddem n most of the regon,  but N oounties
oher tan Agenina the incease sice 1990 has been
much smaler, and the rate of unemployment remains
Sustantaly beov tet recoded n te midd980s

FIGURE 3

National Saving, 1970-96
(Percent of GDP, pop.-weighted)

I Latin America @ Excluding Brazil @ Brazil
Source: IMF, World Economic Outlook database, and IDB projections.
FIGURE 4
Capital Flows, 1979-96
(Percent of GDP)
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FIGURE 5

Unemployment, 1975-96
(Percent of labor force, pop.-weighted)
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o ae n te mdt o amdbust reoowy fom te eco
nmc ags o 196 Bad s s maegng anex
panson of domesic demandtet thresens O generae
ussainebe edemd  imbebnces,  whie n many oher
ocouties  ndwg  n patodr saed n te Akan
regon and in Cental America and the Carbbean, the
nesment  pefomance, and n some cases the  appear-
ance of economic and fnancel tensons.
Somed te dvegeness  ae eqaned by dieenc
eshn te elerd eMomet foed by te vaios oo
tes addes bynmpoat deeos nopdy e
Economic oubomes N most counies . were also sonift
caly niuenced by the pocess o econonic adusimert
o the sabization ad rom  pogams of te 1990s.
Aswesdsoussed i lst yea's repot on Economic and
Socdl Pogess n Lain Areica, te adusment D such
rgiom pogans hes ended © nove  afaly welde
fred pocess tet ndudes  an i epasn  h pi
vae sendng and francdl inemediaion, apeiod o
deoskraion aste ey B foced D ope wih &4
frencel ad edard  winereblies generaied by the
preceding equanson, and apeiod of comecion that
someimes, bu nat dneys nvoves aaks Frely, f
meacecoonc  Sahily B bt abs gy e
aler te comedon, the econony eners  a postaorrec
on peicd What deingushes ts paiod fom te oes
tet peoded t 5 rdher te dph oqely o te &
foms tet heve been impemened, nor the need for fu-
ter Eoms, bu Sy te Bd tet e shotem oF
clicaldynamicsassociatedwithadjustmenttothe
Sabization and gom pogam gedely oeese © be
te dommant nlence  ower ecoomic acdy. !

EXTERNAL ENVIRONMENT

World Economic Activity and Financial Markets

about 25 percent in 1996, te samerae as in 1995 2
Growh accelerated somewhat in the Unted Sates and
Japan, and dedined in Europe and the other advanced
economies.Growthinthedevelopingeconomiesin-

ceased fom the 6 pecent recoded duing 1995 b 65
peoet N 1996

Despite this  continuation of moderate economic
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Table 2. External Environment
(Percent)

1994 1995 1996 1997p
Real GDP growth

Advanced economies 3.1 2.5 2.5 2.9

Developing economies 6.8 6.0 6.5 6.6
Growth of real imports

Advanced economies 9.7 8.7 5.3 5.9

Developing economies 7.2 11.6 8.3 10.7
Short-term interest rates

Dollar 4.2 515) 5.1 515)

Deutsche mark 5.3 4.5 3.3 3.3

Yen 1.9 1.0 0.3 0.6

Source: IMF, World Economic Outlook, April 1997. Figures for 1997 are
IMF projections.

gonth, there was a slowdown in the gowth of word
tade wvoumes. Red impots of te advanced economies
gew by oy 53 pecet n 1996 sgricanly bwer ten
the 87 pecent gowh rae recoded duing 1995 Red
impat demand of the wolds  developng  economies  akso
gew moe sowy in 199%.

te dmae for inemational tade Wi mpoe some
whet n 1997, wih te = o ecoomc adMy = eqedt
edD acdeae modesdy n te industid €00NOmes,
ad gonvh n the voume o wold tade © incesse

hemeiordl frenc malkes poakd  afvodie
dmae for deveopng economes. Shoterm nerest
raes &l dung 199 n A mgor ameney aess ad
capil  fons fom industid O developng  economies
meesed htefd qaEe o 197 US et @S
e 9oy, & te noeay  auhoiies aed D esue
tet rbust economc gomh woud not cege  infation
ay pessuess Bibhge messs n US et @es ae
not epeced  for 1997 as awhde, IMF proecions are
tet sdotem iees @es wW e by aou 40 bess
pots n te Uied Saes ad Ddbess pas n Jgen,
whie remainng roughly unchanged in Europe.

1 This process is described in more detail in Box 1, and at much more length
in the 1996 Report on Economic and Social Development in Latin America.
2The International Monetary Fund now classifies a number of newly industri-
alized economies in Asia (Hong Kong, Korea, Singapore and Taiwan), as well
as lsrael, together with the industrial economies, reflecting the advanced
stage of economic development that these countries have reached.



Box 1. Tendencies in the Adjustment to Stabilization and Reform in Latin America

The 1996 Report on Economic and Social Progress in Latin
America contained an extended account of the stabilization
and economic reform programs of the 1990s and an analysis
of their short-term macroeconomic consequences. Those con-
sequences remain an important influence on macroeconomic
outcomes and policy dilemmas in 1996 and 1997, so we pro-
vide here a brief summary of the stylized facts.

While no two reform programs
have been identical, a pattern is fre-
quently, though not universally, ob-
served. This can be divided into four 15
key periods: (i) an initial period of
economic expansion, followed by
(ii) a period of deceleration, during
which there has frequently appeared
economic and financial stress, which
in turn often requires (iii) a correc-
tion or crisis, which is then followed -10
by (iv) a post-correction period, 15
when the stabilization and reform Reform
package gradually ceases to be the I cop
dominant influence on macroeco-
nomic developments.

Annual rate of growth

Post-reform expansion: Stabilization 20
and reform are generally followed by
recovery of economic activity. The
recovery is fostered by the improved
confidence that typically follows an
inflation stabilization, and by ele-
ments of the reform programs such
as liberalization of trade and finan-
cial markets, which promote a short-
term increase in private spending. 40
The strong response of consumption
and investment spending to the eco-
nomic reform is illustrated in the first
figure above, which compares the
growth rates of domestic production
and spending with those of a nor-
mal year.

This expansion in private spend-
ing is typically accompanied and mag-
nified by a boom in domestic bank
lending, which is itself fostered by
the remonetization of the economy
that follows inflation stabilization.
Such lending booms often reduce the
quality of bank portfolios; thus, financial vulnerabilities tend
to grow as the boom proceeds. The private spending boom
also generates a transitory public revenue boom that may mask
an underlying fiscal disequilibrium. It is also typically accom-
panied by substantial current account deficits that render the
economy vulnerable to a loss of confidence.

15

Annual rate of growth
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Growth Rates of Real GDP and Spending
(Percent)

bl

Expansion Deceleration Correction Post-Correction

[ consumption

Real Bank Claims on the Private Sector
(Percent)

Reform Expansion Deceleration Correction Post-Correction

Real Interest Rate
(Percent)

Reform Expansion Deceleration Correction Post-Correction

Deceleration: Eventually, the growth in private spending
and bank lending slow to more sustainable rates. As bank
credit becomes more scarce, previously hidden flaws in bank
balance sheets may become more apparent, reducing confi-
dence in the domestic financial system. Scarcer credit and
concerns about the viability of the monetary and financial
system contribute to higher interest rates, aggravating the
difficulties faced by the financial
system. The slowdown in private
spending reduces the public revenue
boom, making latent fiscal imbal-
ances visible. And international in-
vestors, already beginning to
contemplate the prospect of a po-
tentially painful external adjust-
ment, are increasingly asked to
finance large external deficits. These
circumstances make the economy
vulnerable to domestic or foreign
shocks, or to a loss of confidence.

I Investment

Correction: The economic and finan-
cial imbalances that develop during
the recovery phase require correc-
tion. This correction has frequently,
though not always, been traumatic,
with domestic output and spending
falling sharply, generally in the con-
text of a major contraction of bank
credit and an acceleration of infla-
tion. The experiences of Argentina
and Mexico in 1995, Venezuela in
1994-95, and Chile in 1982-83 il-
lustrate in extreme form the crisis
that can emerge when the vulner-
abilities that develop during the
boom are large.

Post-correction: What comes next
depends in large part upon whether
authorities can rapidly contain the
macroeconomic instability that may
be generated during the correction.
If this is not achieved, as in Argen-
tina and Uruguay in the early 1980s
and Venezuela in 1993-94, the coun-
try faces the task of restarting the
process of stabilization. If macro-
economic stability is preserved or rapidly reestablished, as
in Chile and Bolivia in the 1980s, and Argentina and Mexico
in the 1990s, the economy can look forward to a period of
renewed recovery, during which the short-term, cyclical dy-
namics associated with reform become of decreasing sig-
nificance.



Increased Capital Flows

Copidd fons D Lan Ameica inceased 0 $63 bion
n 196, gy 35 peoet o te egols  GDP.n do
b |ms, tee nlons ougly mached those receved
byte egon dung te pevos  pesk year of 198 Thee
ae someimpotant  difierences, however, n te compo
don o te fons Ulke n 198 wheninbons © A-
genira  and Mexico accounted for neay twotids of
te od texe o couties moved ks ten 20 pe-
cet of the ol in 1996 Brazl became the dominant
desindin o nereiord d s D lan Arer
ta n 1996 acoouing for st @ pacet o te oA
h o couties o te egn, cd  nows  aeeged
nealy 5pecent o GDP.

There was an equaly impotant change n the com-
posion  of capil  fons beween 1995 and 1996. Dur-
g 196 oer hef te td fons D Lan Amaa wee
fom oficd suces, nmey assoceed  wih te e
reiorel  respoe 0 te oses n Agenla ad Mexoo,
wie pveie cgid fons © dapy h 196 onte
oher had dicd b D te BN wee regpe, &S
Mexoo repad most of the ofical supat  tat i hed
reosved N 19965, whe pivee capid  fons  inoeased
dametcal.

Trevay e fons o cgpd  © Lain Ameica ad
der megos o te wold ae atiuisde n be pat
0 frand odios n te ndsrd economes. Bu
they a0 et a subsantd impovemert  in - market
pecepions  of the  aediworthiness of Lain American
boones. Ths mpoement 5 vidbe  n te Badybod
nerest  rae spead over US. Treesuy bonds that s
chaged by fnencel makes

A te ed of 1995 whensgs o recowy fom te
Teqia oss wee oy begming © emage nvesos
were imposing  spreads of 95 to 155 perent as com-
pensgion  for the ocounty sk embedded in Lain  Amer
ican Brady bonds. Bythe end of 1996, tis premum had
dedined 1 between 525 and 825 percert, with most
uis egEy giat e ddes nte &
Quater o 1997.

Seved ooues ok advaege of the favobe
adions n nereiord frencel males D reduc
e ter inemaiond obigaions D seare moe at
vantageous  financial terms and an improved  debt  pro-
fe Amcdke faue o te boomrg pogans o may
coutes n te rgon weste kenghenng  of debt mar
iy tet tey wee ade D accompsh  Seved cou
tes, indudng  Agenina,  Coomba and Mexco, suc-
cessfuly issued debt of 20 and 0year matty in a
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Table 3. Stripped Spreads

on Latin American Brady Bonds

(Percent)
Dec. 95 Dec. 96 March 97
Argentina 9.56 6.44 4.87
Brazil 9.33 5.39 4.48
Ecuador 15.68 8.25 8.62
Mexico 10.46 6.27 5.19
Venezuela 14.87 5.21 5.36

Note: Figures represent the spread over comparable U.S. Treasury bonds
of representative Brady bonds, after the collateral has been stripped
out of the bond.

Source: West Merchant Bank.

number of mgor  cLMeNGes. In ore partoialy mova-
poceeds 0 buy back oustanding  Brady bonds, manag-
ing boh © baer det seviog  ooss ad b edend te
dede mauly pde S, n m997 Bad
oompeed a$3bion  inemaiondl bod sse, wih a
matly of 0 yeas, ad used the poceeds © buy back
ousandng  Brady bonds.

Tre fvodbe  codios n nemeiordl francdl
makes aso pemited somecouties O ener for te
it  fme—o reener dier g absences—the nema
tond  bond makels. Ecuador and Panamahave recenty
compeed  subsiantal sues, Guaemda 5 n te po
cess of compeing a$150 miion  issue, and a number
o oouties  ae eqeced D eer te makes n te &
ady e ue

Terms of Trade

Duing 199%, the s of tade wee roughy undhanged
in Lain Ameica as awhoe. There were impotant re-
gonal  diffierences, however. Amgenina  and the Andean
economies  saw improvements  in ther  terms  of trade,
Brgey  dien by higner pices for petdeum  and some
g podds

Most Central American and Carbbean  economies,
onte oher had, sufered reddos  n e EBs o
tade bogy essamed o bne wod pos for adeg
astheboomof1994and1995begantounwind,and
hgher  petdeum  prices.

Guwana, Vernezuela, Jamaica, BEouador and Argent
na eeienced  subsianial mpoemens n ter s
d tade Ok epeenad te mogt syicant deleio-
[ion  debD te adese deds o adede N agper
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Table 4. Terms of Trade in Latin America

(Percent change)

1994 1995 1996
Latin America 4.6 2.7 0.3
Argentina -0.1 14 55
Brazil 3.7 4.0 na
Mexico 15 -1.4 -1.2
Other countries 8.1 7.2 0.2
Southern Cone* 3.6 4.2 -0.4
Andean economies 8.3 6.2 4.8
Central America
and the Caribbean 7.1 8.4 -4.4

*The Southern Cone subregion excludes Brazil, which would otherwise
dominate the average.

Note: All regional averages are population-weighted.

Source: IDB economic and social database.

FIGURE 6

Growth in Terms of Trade, 1996
(Percent change)
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¢ Regional average, 3
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pices of moe then 20 pacent  Hadest ht in Centd
America and the Carbbean were Trnidad and Tobago,
Honduras, the Dominican Repubic,  Nicaragua,  Hai,
Panamaand Guaiema, a o which expeienced  dednes
n te ems o tade o moe then Specet duing 19%.

ECONOMIC GROWTH AND EMPLOYMENT

The year 1996 wes one of modest economic recovery  for
Lain Ameica, duing which the (populstiorineighted)

aeage e o red GDRgowh roe © 35 perert  fom
ss then 2pacet n 19%. The recovely  Wes pimardy
led by gomh in eqots, whch rose 83 pecet ad

Table 5. Growth Rates of Real Output

and Demand in Latin America, 1996
(Percent change)

Real GDP Investment Exports Consumption

Latin America 35 5.6 8.3 2.8
Argentina 4.4 7.0 13.6 4.9
Brazil 3.0 2.0 0.0 3.7
Mexico 5.1 27.6 18.7 2.4
Other countries 2.8 -2.8 9.6 1.8

Southern Cone* 4.9 6.1 11.1 5.1

Andean countries 1.9 -4.5 8.7 0.5

Central America
and the Caribbean 3.3 -2.6 12.2 2.7

*The Southern Cone subregion excludes Brazil, which would dominate
the regional average.

Note: All regional averages are population-weighted.

Source: National and income accounts data from the IDB economic and
social database.

FIGURE 7

GDP Growth, 1996
(Percent change)
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invesmen,  which rose by 56 pecet Theinoease in
osupion & dot o te govh e o red  aupd
indicating amodest nceese n te egos ow /e o
iy

Though a substantial impovement  over 1995, eco
nomic growth was modest throughout  the region.  Only
gy meneged gowh reies  higer hen 4 pecent n 1996,
b epgencd  eonomic coradions dung te yea
The st gonh o eqpots wesquie generaized
Wih te mgor ecepion o Bad, whee eqpols  Seg
reed or te hid ose yea, d mgxr sbegos



FIGURE 8

Real Investment, 1960-96
(Percent of GDP)
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FIGURE 9

Investment Growth, 1996
(Percent change)
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o Llan Ameia epaienced  noeesss
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Fo te eg;n s awhde te ey che  gonh
n domesic invesment  reestabished te oy o i+
vesment tet hed been ahdmak o e roowy o the
190 AsFgue 8dons te sae o rd inesmet
GDPolgpsed  in the ealy  1980s, and oy begen 0 e
ok dung te 190s Shee ten, te nvedment @
hes ieen  fom 165 pecent of GDPn 1990 to 192 per
et n 196 f weedwe Bad whee te moowy o
nedmet hed b anet te 194 inbion sabizaion,
te nesment @b hes en © over 20 peroet,  which
B d bdwte bess maded diing te Be 1905 hut
compadbe wih te ek o the 1960s.

However, the gomh o ivesment duing 1996 wes
auficert Dre it bte dae o GDAemoded dr

ned epos a
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ing the precisis year 1994. Futhemore,  investment
gonh wesmt woepeed, ad s hody  atibuisde o]
mhust reooveies o nvesmet n Ageniia and Mexioo
fom te depessed s of 196

Dung 1996, nesmet gew oy 2pecet n Ba
4 addded byanaeae o 45 paoat h te o
ties o te Andesn regon ad by 26 pacent n Centd
America and the Carbbean. Real invesment grew by
moe ten Spacet h oy seven counties, and by moe
ten Vpacat n aly wo wie @ @ n 11 couies
The recovery  of invesment  gpparent at te agge-
e el thus mesks consderabe diferences aooss
couties o e egn aswd as wedess n a subsan
number of counties

Adjustment to Stabilization and Reform

Economic pefomances in te regon  were n important
respects uneven, wih Amgentna and Mexico staging
dog eoomc reoowies fom te 196 ass. Bed
ian poicymakers aded © conan an expanson N do-
mesic demandtat tediened D geneae ecesve ex
tema  imbalances, whie anumber of oher counties
epaienced  ashap deoderaion n te me o ecoomc
gowth and investment

Oepoeniel  eqadion  for tese vayng  pafo-
mancss 6 diieing e@rd  donsanes For eampke,
the relatively suggsh  economy and poor  investment
pefomance in Cenral Amefica and the Carbbean may
have someting to do wih the adverse terms of trade
sok tat te regon afeed N te pest sucth shods
havetendedtobeaccompaniedbyaperiodofiower

gowth in GDPand investment

Ths cana, honever, be te whoe soy, n 199,
tms of tade shods do not povide muchhep in ac
ocoutng  for  dfierences n economc gomh and invest
met n e couies  of Lain Ameica For eampe, the
tms of tade impoved for the Andean countries, but
gowth and inestment  peffomance  in that  subregion
wes even weaker than in Centd  Ameica and te Caib-
bean. Arnumber of Cenral American  countries, indud-
g Ncaaguia and Honduas, sufered  adverse shods
te ems o tade whout epeiendg  anmgor econonic
sondown o dedre N invesment  Moe genedy,  te
conelation between tems of tade changes and output
gonh wes f ayhing rege dung  19%. 3

3 The correlation between terms of trade shocks and investment was also
negative, but it was not statistically significant.
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FIGURE 10

Change in GDP and Terms of Trade, 1996

(Percent)
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Thisdoesnotmeanthatadversetermsoftrade
shodks were not panfu  for the economies concemed,
bt indeed tet  some addiondl fdor wesimpolat A
key fdor n 1996, as dsossed  aboe, weste pogess
vaos  couties  mecen adiding D the sebizain
ad eom  pogars  inieed ealr n te decae Ta
be 6dooumens tet pogesss Duig te eay yeas o
the decade, alige number of counties, aooouning for
most of the regon's  popudion  and income,  were pess
ing trouch te nid epason  phase o the pocess.
By 1994, tree counties, ndudg  Ageniia and Mex
®, Wee eqpeiendy e decgeraion pese, aste &
d adiad  wiheddiss asooged  wh te ad
psmet pooess begen © meletemsaes B I 1995,
four  countries, most notably  Argenina  and Mexico,
pesed trogh te coredon o ass  phese o te po
cess Duing 1996, most couies  eneed  the postoor
redon phese, whie anumber of aher ocouies  began
D epaience  Sonicart economic and fnencel dress
asodaed  wh the pecedng  yeas o eqanson

Thus, in both 1995 and 1996 fewer oounties  were
n te ni epaan pee o te adsmet  poes
h 196 for te i3 e n te decade, moe counties
were in the deoskeraiion o coredion pheses then were
n te roowy phese which heps epan  te dowdoan
n oed e aoMy.

Ths vay shipeed acoout o te adudmet  poosss
does o, OF coue, povde acopee e@adion for
economic  developments  duing  1996. Table 7 presents
aerage gomh raes of redl GDP, invesmert  and con
anpon o cutiess  n dieet pesss o te adst
ment process duing 1995 and 1996. In boh years the
pers  ae svlr D te Sd  aoout o te adst
ment process  that waes sketched out above; gowh and

Table 6. Stages of Adjustment to Stabilization

and Reform
(Percent of population and number of countries in each phase)

Initial Deceleration Post-

Adoption expansion  or correction  correction
1991 7.9 49.2 0.0 3.1
4 (10) (0) M
1992 5.7 50.4 1.6 3.1
()] (12) (@) M
1993 0.3 47.8 8.6 4.7
(@) (12) @) (@3]
1994 35.1 214 33.7 6.4
(@) (10) () ©)
1995 0.1 53.0 35.9 7.6
(@) (8) () 4)
1996 4.7 41.3 15.3 354
(@) ©) (7 (6)

Note: The first number represents the percent of the Latin American
population in countries judged to be in the indicated phase of the
adjustment process. The number in parentheses gives the number of
countries in the indicated stage.

Source: IDB calculations as described in the text.

sperdng ae hgh duing te recovey phese, sow de
meicdy duing te sess adoedn  pese adre
o dung te postooredion pree Honever, n 19%6
inestment  gowth soned by comparison  with 1995 in
each phase of the poocess exoet  postoomedion. This
meastet somehng dher ten te syired  adusment
pocess 5 needed © epan  te gowh and investment
peomane o couties pessg touh te dher pres
esdte g Ts cod bedner ureed dods a a
somenhet diferent poy response D the macoeconom:
c drenis tee &d D betiggeed by Sabizaion ad
eom. Wesd age ta te Aer  wee mpotarn,
paioaly n Bad adPau
Onewaytosummarizedevelopmentsduring1996
5 tet Lan Ameicen gomh and nvesiment  recovered
mainlybecausetwolargeeconomies,Argentinaand
Mexico, passed twugh the aiss  phase and embarked
on the  postaomredion phese of the adidment  pooess,
n dgher oouties soned n pat becase tey wee now
g fom te ey © te dess o coedn  pese
Bu oher fdos wee o ocouse a wok duing te
year.  Such countypedic baos  ae equed N oper
o, D eqn te EAEy wek pafomene o i+
vedment n couties  ta wee n te ooty  ad the
dess pesss o te addmet  pooes



Table 7. Output and Demand by Stage
of Adjustment Process

(Percent change)

1995 1996

Real GDP

Initial expansion 4.7 5.2

Deceleration or correction 0.5 1.6

Post-correction 5.3 515
Real investment

Initial expansion 9.7 1.2

Deceleration or correction 1.9 -11.4

Post-correction 8.4 10.0
Real consumption

Initial expansion 6.1 5.2

Deceleration or correction -0.4 1.9

Post-correction 5.8 5.6

Source: IDB calculations as described in the text.

Mexco. In 1996, Mexoco overcame the economic ad
frencal ubdence  tat  aficed te couty n 19%
ad began asrong recowery, whie wokig 0 overcome
te fscd  ad frencd imbebnees  tat  emerged duing
te ass Red GDPnoessed st over Specet,  nek
ing up muchthough nat al of the 6 percet dedne in
1995. Unemployment decined over the course of the
yea, dhouh t emaed doe te peoss kA

Wih boh fscal  and moneiry poicy oiened O
wad reesabisment o mecoeconamic  Siabily, e
ton &l shapy fom moe than 50 peroent in 1995
less than 30 percent in 1996. The gowth in domestc
demand wes led by expors, which grew nealy 20 per
oat nh ed EBms adinesmat whee gonvh o realy
DdDpeoxt wesimpessve hbu sl msdidet D hig
rd nesmet D te peecoey kel Red consump
tn, onte oher had gew ks ten 3pecent, oy
g anioeese n mdiod  saig for te seoond cosec
uve yerr Theioeese n domesic ssvig esued ta
the aret  accout of te babanoe o paymens remaned
ner bebne n 199, despe the oy ooy o do
mesic  invesimert.

Seaung areoowy o te domesic baking sygEm
eped  asbs py et The atois ner
vered n egt  banks and iniisied anumber of progams
of fiscd  suppot © the barking sysem © suppat  the
lestudig o bark potdos h addion  seghen
g te egd admeguEioy famewok bBd te gound
wok for astoger frandd ssem Refoms  induded
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noeased  cgpld requremets o maket ik and the
adpion o nereiiordl aouing  sadads for baks
Whie making impotant  headway in  reesiablishing

meaoeconomic  and fnancel stehity, the authories

a0 ased D degpen e coutys shudud eoms  and
srengthen macoeconomic poicy management. Owver the
couxe o te year te auhaiies ok adaiage o &
woebe ocodios n nereiod frencal makels
Eesude  te autys  nersiod oy iy most
o te by epeae duotem  ddt esoeed  wh
te nemaiordl o D te 1965 ass ad b
ng it wih less epensve and muchlongererm  debt
Someprogess  Wwesaso madein  privatizaiion, induding
angpenng o the petochemicd sedor D pivele par
ficipation. And a major pension refom  was enacted,
whch repaoss  the payasyougo, deined  bereft  po-
gamwih asgem o vl Cgpiaized reflement
aocoouis. Thenewsysem 5 eqeded © comenb  fooe
n mid1997, wih about 10 miion wokes oontout

g © te newaocoous. Whenfly  operationd], te new
ssem shoud poe animpotat  posive foce for te
deepening of domesic cgpd matkes

Pospeds  for Mexoo ower the near Bm ae poms
ing. Inflation hes conrued © moderae duing 1997,
adod A D adout Vpaet or te year as awhoe
Gowh s epeded t reman stong.  In cotast  wih
the ealy 1990s, economic gomh duing the past two
yeas hes been undepimed by vay siong eqat - gowh
aswd ssasog rowy o nesmet  fon te seep
declineaf1995,whileconsumptionhasgrownmore

ad busnesses  have gaduely  become ess  overexiended
o the domesic banking sysem.  Longertm  prospecs
Wl depend N subsiand pat onte udehing poky
evMommet  AsPat | o s Repot suggess despe
the deep refoms that Mexico has madeover the past
Oecade, tee reman aeas o poy h whch deeper re
fors ae poste

Souren Coe Ths soegn coas boh te i
adoed te most et o te regos  Eomig eon
ores. The stuoud pddes rowvh peee n Ge wee
body etded ude te mgor Sz ad e
fom pogam of the lale 1970s and ealy 1980s. That
refom pogam ked b aspedacdar boomthat ended n
aneqey edolr ass h 1BLR Cke B hs ae
o te vay few couies onthe oconinent  more ten a
decade o e postooredion peicd  ad auet e
nomc deveopmens tere ae kbrgdy urebied © te
dotem  odeE  egoses D sz ad reom
tet hae dieced muchd te egn Bad  onte dh
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Table 8. Economic Developments and the Adjustment Process, 1996

(Real growth rate, in percent)

Real Terms Real Real
GDP Investment Consumption exports of trade exchange rate interest rate
Adoption
Venezuela -1.6 -8.7 -4.2 4.3 11.8 22.0 -35.2
Initial expansion
Brazil 3.0 2.0 3.7 0.0 0.0 -7.9 21.6
Guyana 7.3 0.2 915 8.2 34.7 -1.4 na
Nicaragua 5.5 4.6 -3.1 37.0 -6.1 na 7.7
Peru 2.8 -3.0 LB 10.2 -1.0 -2.8 21.9
Suriname 7.3 2.1 14.3 1.2 -4.0 -8.8 na
Deceleration or correction
Colombia 3.0 -3.9 1.6 12.0 -1.6 -1.1 17.0
Costa Rica -0.7 -15.0 -0.3 5.7 na -0.5 10.9
Guatemala 31 -12.2 3.2 9.1 -5.2 -1.8 10.7
Jamaica -1.7 -4.7 -1.2 5.0 7.2 -5.1 24.3
Trinidad and Tobago 2.6 -12.2 6.3 8.2 -10.7 -1.6 12.4
Ecuador 2.0 -11.6 1.6 3.6 5.8 -2.4 23.1
El Salvador 3.0 -20.4 2.4 7.3 -2.6 -6.3 10.5
Post-correction
Argentina 4.4 7.0 4.9 13.6 55 0.4 10.5
Bolivia 4.0 10.2 3.6 9.4 -3.2 -5.3 na
Chile 7.2 7.4 8.1 10.9 -13.8 -3.2 10.1
Dominican Republic 7.3 8.5 9.0 6.1 -2.5 -2.9 na
Mexico 5.1 27.6 2.4 18.7 -1.2 -9.5 6.0
Uruguay 4.9 -0.6 5.6 12.3 -3.8 -0.7 11.6

Note: The real interest rate is a lending rate; for Brazil, Mexico and Uruguay the lending rate is estimated assuming a spread over the deposit rate of 8
percentage points. The real exchange rate is a trade-weighted effective rate, and a positive sign denotes a depreciation.
Source: Calculations based on IDB economic and social database, and IMF, International Financial Statistics.

er hand, 5 one of the most recent economies 0 under-
ke Sabizain, tough someimpotart studurd e
foms pedse the mid1994  Sabization, ad te counr
ty 5 n te rawey ealy deges of adusmet  The
Badn epree dbes h omeineedig fegpeds
fom te tpcal  eqanson,  highighing te impact o
dieent pdy rmesposss onte maue o ecoonc ok
omes. Agei, ke Mexo, B n an nemedaie po-
siion, haing exeienced aboomand undergone  a cor-
redion,  fom which the county B now ememing.
Agenila began arecovety  duing the year fom te
Tequa aiss of 1995 Red GDPgew roughy 45 per-
et oMy adede o gpodeey e samemeg
niude n 1995. Recovery weslked by nesment and ex
ports, which grew in real tems by 7 percent and 14
percert,  respechely, whe el cosumpion  gew neer
ly 5percent Recoverty wes also suppoted by renewed
aiee n te Agrire e 9sEm  as eeded
in a subsantal incease N demand for  domesic  bank

dgpods whith eémieed te uoly as o te pe
vos yer ad doned  a readivaion o domesic  qedt
The maor ddlenges tet face Agenla ae D re
dee hgh s o wempoymet ad atan a moe sod
fccd baance Therae of uempoyment rose Seadly
duing the 1990s, even whie economic gomh wes rap-
d adi reded 1Bpevet o the Bbor fooe n 1996
Ts 5 D asusad e&Et arkdn d d  goah
n the wokioce, rather than redudons n unempoy-
mert, but t noneheless  posess angor ddege for te
couty. Thepoicy response o this dalkenge n 19%
wes a sgniicant om o Bbor bws which wold hae
refomed te sysem of saverance  paymens and the ook
bdve bagaig pooesss o hopes of edeig e B
bor market more flexible and promoting  employment
These refoms  have nott  honever, been appoved by the
Congress.

Despie  reasonably rmbust gowh and poicy mea
ares desged D e fed  eene adredie gend



g, te beoe o Agenies  noninencel pbc s
o deeioaed n 196 Thaohte edry did 5 a
rebively sl dee o GDPt redes phc  fenes
winerable o an economic domium o adverse  shock,
asb dosed nnmoedd hn Pat I o ts Rgot

Brazls Red Pan of mid19%4 brought inflaion
down fom roughy 5000 percent per year in the fist
haf of 1994 o 26 percent in 1995 and 11 percent in
1996, which tiggered  an immedaie  and ponerfd  spend
ing boom. Real consumpton grew 9 percent in 1994 and
neay 12 percent in 1995, whie investment grew by
oughly 13 pecert i boh yeas

Twopoicy responses have madethe ongoing Bra-
Zen reowy  somenwha dieet fom te typcd oe
A, te infin Sahizaion wesasoceed  wih a
SUbsanid Bd epaEn wih te Badn  alho-
ies haey Dades nil Ths hesamgied te
spendng  boomthat woud nomaly resut  fom pivate
eposs D e sHdizain whe te gy  gownig
pbic debt ends O cond ot pivale  bononers.  Sec
od, © manegetis spendng boomthe authoiies have
far peveted the bark endng  boomta ofen  ememges
duig te pogsadzai eoay, d te ag o vay
hh ed nees s Red dyd raes aeaged aad
0 percent n 195 ad remaned 0 the doube dgs n
1996 and eaty 1997.

Orereslt o tese poidkes wesasevwre dondoan
n te @& o nesmaet gonh n 1996 hedmet o
ay 2pecet Sisanby beowv te e ta B o
d or te nd epaan pee o addmet Ths B
one reason why invesiment  gosth  of couies  in this
phase of adustment  wes aypicaly v duing  199%.

Gwen te fscd  rigdiies thet ae imposed by the
Bazian  Corsiiuiion, ad te tme and unceraintes
noved n demps © dage tem t 5 had © thik
o an dardie 0 te cuxe tet te Badn  ador
tes are nowpursiing. By prevering  a bank lending
boom, the strategy  may foresl development  of major
wedessss n the fnendd ssem, touh te bng pe
iod o vay hth rd ees @ posss dages O B
onfr te bais Bt te &d  wheddiss a0
eadwh te reedb e e ddidls add oe a
Bge pbc  deft ae sbsarEl ad oy goning

Economic gowh in Chie, a more tan 7 percent,
weste nost gpd 0 e |egon Ths oooed  despie a
Ydpeoet dede n te Bs o tade te ek O a
Bge dop n agper poes enioesse  h padeum pic
es, adafaly  ocontradionay moneiary  poicy,  which
brought  inflaiion don roughy 7pecet s onest
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e n 3Hyeas. Demandgomh west someexdtant ex
patid, bu ohewee  rebively beboed h ed ENs
epots gew roughly 109 percert, imvestment by 74
pecert,  and consumpion by 81 pecet Reel wages rose
by oughy 45 percent, and urempoyment & oer te
oue d te yea

Economic gowth in Chie has been diven by high
raes of saing and investment, which have fisen  fom
etemey bwlewes duig te ass o te eay 1980
D rougly D paoet of GDAh te 1990s Pogeds for
the ner 'Bm gopear good  Infiaion 5 epeced D A
somewnet futher  in 1997, whie the economy 5 expect
edb gov 50 6pecet Ay o opper picss B
epeced D redue te et acoout defid tat @
peared in 1996, and the govemment is once agan ex-
ped D N akd s &t st eedh yea o te
pest decade

Andean economies:  Economic  developments  in most
ocouties  of the Andesn regon  were heay  infuenced
byter ocniung o ash te cae o Veezeh, r&
nened engagement wih the process  of  siabiization ad
refom.  In the midde of 1996, Venezuela entered the
adopion prese of te pocess, iy a sebizain
and refoom  progam that pids up te peces fom the
193 cobpse  of apevouss  siabizaion pogam 4 Ec-
uadorandColombiaspentmostof1996copingwith
mayd the wsd feaues o the siess  and comedion
pheses of the adusment pooess. Pey, smir o some
respeds to Brazl, atemped to manage the spending
boomassocaied  wih te recovety phese Ony n Bow
B, whee Sabizaion ok pee n e MBS, wee
economc devedopmens  lagey  undfleced . by macoeco-
nomc fooes  ebied 0 sabizaion ad reom

Venezuela entered the adopion phase of the ad
justment  process in Apd 1996, whenit  reniiated a
Sabiization o the coutys 1989 pogam, which oo+
bpsed a the end of 1994. The new stabiization pro-
makinganassociatedmaxi-devaluation,beganina
bust of inflaion thet tled appodray 100 per-
at n 196 Howee, de te nid Uge, A
began 0 dedne ad s epeded D subside © roughly
40 percent  in 1997

The vaty  substantal oeshooing o te exhange
e ta  iniied the refom pogam hes importanty

4The Venezuelan reform program, Agenda Venezuela, also incorporates impor-
tant structural reforms, most notably a deep reform of the social security
system and the labor code, and a privatization program.
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condiored te economic response 0 the  Siabiizaion
pogam. The depredation geneaied  an enomous tans
& o wedh fom te mobak phee  sdor D te bak
g ssem ad te goemmen, aste rd vade o bok
vardenominated  liabiites colapsed.  This largely
rexled te ass o bas tet hed ot been nenened
in by mid1996, whie at the sametme reducng the
puchasing power of domesic consumers. The real de-
peddion a0 hed afavodbe  mpadt onte d  ac
auk

Fraly, oonidence tat te aurency  woud  Sebk
e atereny medpesed bd B D ared o
te ppios  yeas i Ot Cambired wih & brge
ok dok bd pes tB @asd te =d edare
e D apprecee Sapy duig te seood hef of the
year adte it moihs of 1997, as domesic  infetion
geay exceeded the nomid  depreciaion o te bofF
e red neest  @es whth hedte e o eodg
te ed vale o boher  Edies o te assidn
barking sysem ad the pubic  secor.

Recoveryinprivatedemandhasbeensomewhat
sow, pehaps because te tanser  of weath fom the
norfirencel pvele  sedr assoceied wih e 196 de
valuaion  has depressed consumpion  demand. t seems
iey, aswd ta te muchanideeed eom o Vee
2655 Bor  bEggbn B aedly uxadly — arogte
bieess sdoxr  ad contbuing D amcare D he
nevwokes ul  the newregme s estbished (The
new labor  law was approved by Congress in Juy  1997)
Honever, whente noesse i domesic  demand anives,
the banking system wil be wel placed t© magnfy a
spendingboomwithanotherdomesticlendingboom.
Tre ddenge  for te auhoiies n omg yeas Wl be
o manage te recovety t© minmize the financal and
Bd  wiheadiss ky D empente dme o a
fonerchoddg poy  sance
assoceied . wih te siess and coredion pheses of the
adusmet  pooess In boh cases te ealy  1990s wi
nessed  inflation stabiization—mid in Coombia and
more subsanial in Eocuedo—and sonificart strucud
refoms.  Both economies remoneized  and a bank lend-
g boomresued,  agan  rebively md n te cae o
Coombia and more pronounced i Ecuador.  The resul
g pvee  spendg  boonswere dharacerized n paic
ur byrepd gonh n domesic invesiment,  especaly
in Colombia, where there was investment spending to
dedp rewd HE

Boh economes showed sgns of stess in 1996, As

the bak endng boomsoned, red inerest  raes rose
dramaiicall, autaing nesment  demand. And as te
tet equed te adhoies D makeafd  coredon

for pdoymakes N 1997 5 © manegeths  comedion n
away that mnmizes the lkelhood of amagor econom-
c doantm.

In Peu, te poblem s managng te boomin pi
vae demandthat has been wih the economy since 1993,
when the country's  refom  program  brought  inflation
below 50 percent, compared wih the quadiuple-cigit
infation raes of the be 1980s ad ealy 1990s. The
siong  spendng  boomtiggered by the  siabizaiion and
eoms geeaed anioesse n e et aooout deF
ad e i 196 idbed poymdes O hen  &BA
ntefds pt dteys bdg D dagdy baer gonh
n red oupt adadedre n nesmet  Thus, as n
Bed,  pocy edustmens  duing 199 remped  te
boomphase and led to muchweaker inestment than is
ypcd o te eay sage o adsmet D sebizain
and refom.

Ths nemypin nteeoay 6k b
hd honeer Theewonomy dgpys  ew sos o dess—
money demand coninues 0 rise, captel  fows  remain
hth adtee ae sy Bv s o ddess h te bak
g ssem  which cnies © eqad 5 iy © te
pvee s d agd e Teddage fr Paus D
manegets ooy adpeet & fom geneding  den
geous  winerabies. Apoenidd  coneen B te wvay
Substantial boomin bark lendng,  which hes the poen
# o e te fedd 9gEm added  eOMY.

In BoMa,  the economy gew 4 percert,  diven by
pd govh n red ivesment (102 pere)  and red
eqpots (94 pece).  Consumpion gew 36 percent,
myig asd meese h te cuiys  bw e o sar
g Inkion & D 8pacet n 1996 doanfon realy
13 peoet N 196,

The county  impemenied  impotant  strucural re-
foms duing te year Amgor penson rEfom  law wes
aly-capleized acous  Thelbw a0 essdded Boo
Soidaridad, apogam tet povdes suppot 0 those
6 yeas adoder adis fraced by e saes o cp
bed  eEphs The cadeizain o te pic  p
rochemicals  company YPFBwas completed, making Bo-
Ma ore o te few Lain Ameicen couties tet has
been abe 0 pivatize n ts sedor Theoouty aso
appoved alaw b mpove bnd tnue  and tiing S5



ems afedty bBw © @ioeze e d et esuc
es, and a newhydocabons  law and tax regme for the
hydocabons sedor:. The decentialization o d ©
sporshies 0 mundpeliss ad peedues oot
uved, whie te 1997 budget law esiabished  medhansms
D Imt  te ndebiedness o decentraized and auono-
mousagences. BoMa B aso berng consdeed  for ad
ditonal dett refief  under the Highly Indebted Poor
Cariess  He

Ceid Ameica adte Cabbean Thee suiboegos
wee sbeded D Wwo npolt ederd shods n 1996
te dedre hn wod ooee picss aste afee boomd
199495 began to uwind, and aloss of intemational
tet coutys ot shap depecaion o te ed ex
change rale and iis posion in NAFTA Howewver, these
sods dona Uy egan te sbegos modest rae
of gomh or dedne n ivesment  As wehave noed,
sed outes o te sbegon  pefomed  rebively
wd despe adede h te Bems o tade ad te o
e 5 ao tue for somedher economes  Indeed,
vure s, epat gowh wesadely stong n the
subegon. Red eqots o good ad nonfador sanvices
(@s measured in the natonal income and product ac
ocouts) gew anaerage of 12 perce;, and in oy o
economes (Belze and Suiname) dd red eqots gow
ks ten 5pecet

Thus, impotart  though the  competiveness shods
may have been, anoher impodant reason for the weak-
ness of many Central American and Carbbean econo-
mies duing 1996 wes the development of economic and
e  gesss asomed wh ademet bt B
bization ad eom pogars  Couties tet sufered
patoly bp dddes nhed nestmat d dghed
s o economic and fnancal dess. Wecanat exam-
e each couty o the sbegon n dedl, bu insed
epoe somecouties tat ae represeniative o the
poEs

h Jmea, te sazan begen n 1991,
when inflaion reached 80 peoet  Ths wesak n haf
n 192 ad rlm ained b OB amet br
d o ogly Bpaat  The rlN ez (03
gered  a remonetization o the economy, which hejped D
frace adomesic bdng boom Ths h um  suypot
ed an expanson  of domesic spending tat bought e
coutys amet aooout deid D 65 pecet of GDP
n 1995 ad nealy 8pecent in 19%.

Duing 199%, te econony cameunder dress. e
et rkies oxe dardcy, pedyg pesue  on aeady
overextendedbanksandinsurancecompanies.Some
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mpotat fancel insiuions oobsed, ad a ooy
fedd o  emegd Asarst o hoh red et
s ass o te el o5 te eEsn addr
a fd depmets te Jaraen Bd  bdee swg
fom asupls o nealy 2paoet o GDPo adeid o
a kot 8pavat Dedig wh ts f&d pddem ad
esuig te te frend ass  does ey ad
apade te ressn n e noirencel ecoomy, wl
need © be hoh prioties for Jamecan pogyneles.
In Costa Rica, the cedit and spending boom took
pece dung 199293 wheninesmet gowh averaged
roughly25percentandconsumptiongrowthabout?

peoent  Ths boombrougt te cuent  account  defict
fom 13 pecent of GDPn 1991 t© more tan 8 peroent
in 1993. The spendng boomwes supported by lage i+
fons of foregn  ded  mvesment and an eqpanson o
ek D te phae sedxr o aou BSpeoat per yea
The pbic  sedor  supus  remained near belnce  duing
texe yeas depe te fvosbe nped o te sedg
boomon pubic revenue.  Pubic  spending increased  in
tandem wih the temporary hgher revenue.
Thus,whenthespendingboomendedin1994,a

e fd i eamgd Dege s D aee
ca  consoicktion, the pbc sedor bebnoe emas n
defid  of about Specat pa year, which hes contbue
adbte e rd et s T s eqhn te
coutys  dsgpponing nesmet  peomance oer te
et hee yeas

n 191, adts Sabizaion wes dloned by a domes
ic spendng boomfueled by a subsiantal ncease n
bark edng D te phae sedor tet bought te o
ret acoout deid © roughly  8peret of GDAn 1991
ad 192 Acoredion begen n 19983 dung whch oo
sumpion demand fel  and, somewhat kter,  investment
demadbegen © gow ks pdyy,  wil domesc  spendt
ng & inb e wth ihoome By 1996, the macoeco
nomc adusiment o the sabizaion wes brggy com+
pete, and the economy grew by more than 7 percert,
wih srong invesmert goath desple a subsianid Oe
de n te &ns o &k

The subsantdl vagion  agoss te regon n e
nomc pefomance duing 19% s tus lagey,  though
nt o couse ocnpedy, egbned by te poges  tat
couties  have been meking trough  the adusment  po-
s, adte poy mregoss ta rdod  adhoies
have madeto the economic foces assodaed wih that
adsmet Ths povdes sorebess © eped ta the
bysaed ouies o te ign ae te Bt O s
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oy, oda prenomenatat can be oeoome.  Anopi
mEc noe B poided by te epeiene o te sx
ties ta gopear by 1996 © hae oeoone tee dess
es A o tee cuiess epeead a b repedde
gowth accompanied (except in Uuguay) by robust i+
vesment  growth.

Increased National Saving

Durg te i tee yeas o te decade o s
iy °cdedned  precioLsly n lan  Areia,  fom ougr
y 20 percent o noome n 190 b abw of 165 pecent
n 198 S ten te asar e o sy hes sayed
ogly oosat  mg sy n 1997

Bu te et sy d te o aeae e d
savng masks an impotant  difference between the be-
havior of Bed—whee in te ealy sages of amaor
ad saing flen—and  te rest of the regon, whdh B
geredy  fuher  dog n the sabizain pocess  ad
hes begn © e aeoEy o savg

AsFge 1 isEes te asar @& o g N
Lain Ameican couies  oher ten Bad rose fom a
low of 153 percent i 1993 © 18 percent in 1996, re-
g D lees o te Be 19k Tk ese n &
torel  saMg hes been faly  widespread,  between 1990
and 1996 most counties re o ssig eumed B o
ooated tet recoded N 1990 Oy n Hai  and Bad
5 e sasing r@e rowgedy bebow te 1990 bl

Employment and Unemployment

Themodestrateofeconomicgromhin1996wasnot
suficent D redue te rgols r@Ee o wempoymen,

whch e sigty © ust adowe 8peet o the bbor
e (ue 9

conscerably duing te 1990s, and nowsands near is
1934 peek Honever, s ioease 0 te regod aer
aeb den D awy boe eet by te etaodmay
expeience  of Agenna,  where the unempoyment  rate
nte 1970s © realy 1Bpecet wdy. h couies odh
er then Amgenna,  unempoyment inceesed N 199 and
1996, hut the increase was much more modest (@bout a
paceniage pa, adte asege dars wd bdow pe
vos  peals

Uenpoymet r@ies dier wddy aooss te regon,
paly for deiod ad e s h 1956 ad
1996, themeasuredunemploymentrateexceeded10

FIGURE 11

National Saving, 1996 vs. 1990
(Percent of GDP)

1990

FIGURE 12

Unemployment, 1996
(Percent of labor force)
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Note: Figures are for 1996 if available, otherwise 1995.

percent in 10 countries. Duing 1996, unemployment
noessed N egt ocoutes addeded h oy wo
h most countres, te Aue o te 1990s ety
D reduce uempoyment appears pimady  atibuigble
D te EOEYs  EHMVEY v ppe e ten D e
a  daaoess o te ey toth te e
e o te oms hes a0 been mpoiat N somecoun
fies (Pat | o t5 Regpot adyzes n moedd  te
impact of the regon's refoms on unemployment) As
Foure 14 busraes, couties  ta  have managed moe
repd raes of economc gomh have ended b expert

5We focus on national saving, rather than domestic saving, because our em-
phasis is on the resources available for internal financing of domestic invest-
ment, which is best measured by national saving.
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FIGURE 13

Unemployment, 1995 vs. 1996
(Percent of labor force)
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FIGURE 14
Unemployment and GDP Growth, 1990-96
(Percent)
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ee dedes n te @ o uwempoymet, wih agonh

e doe 3D 4pacat eoued D U Edos N
unemployment.

Aswehae noed, Agenlia 5 amgor oder  hee
Despte rapd gowth duing the 1990s, unemployment
hoeased by aful 10 pecenizge poris. £ seems most
padke tet ts ioeee b5 ebed O te ree o te

POVERTY AND INEQUALITY IN THE 1990s

Afer fing  ooninualy troughot e 19705, poverty
increased  dramatically in Latin America during the
1980s. 5Bythe end of the decade, te popoton  of the
popuaion Mg N moderae povety hadrisen o 3H
pecert, adte dae o te popion N edeme pov
ey hadmen © rogly 17 peoat
Duing te recoety of the 1990s te powety rate
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FIGURE 15
Poverty in Latin America, 1970-95
(Percent of population)
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@ Extreme e \loderate

hes dedned vay sigy, whe te number o poor hes
messed  somenhat Honever, tis sbly o te agge
g ppety e meds impott  dierences n ooty
eprene Shoe 190, powety hes noeased N Mexoo,
Honduas ad (flom  a rebtvely bv lee) te Bahamss,
we doedy abeds Py hnte dg ans o
fe egn

Aswih  unempoymert,  the  reltvely minor - impact
o te recat economic recovery  onpovetly S  pima
iy s te oed wekes o te 1905 e0wAY.

Foue 16das te dage n te ppaty r@ie ower
the most recet peiod for which meesues e agast
te e o gomh of redl GDPY (The yeas sed  wih
each county indcate the begmning and end of te pe
fod, for eampe, n Peu wehae measues of povety
for 1986 and 1994). Thefgue demonstaes that  high
e economc gomh hes been assocaied wih  reducions
n poety, adsggess ta agonh e of subsen
ey hgher ten 3D 4pacet 5 requed D seaue
meanngl  redudons 0 the powety @ie  The falue
o te ey o te 1990s © redue the regois pov
aly e despe awerege GDPgowh of just under 35
peeet 5 tus bogy  atbusbe o te weskess of
te ey © e

8 This section draws upon Londofio, Juan Luis and Miguel Székely (1997)
“Distributional Surprises after a Decade of Reforms: Latin America in the 1990s,”
Inter-American Development Bank.

7 The changes graphed in Figure 16 are not equal to the difference between
the 1990 and 1995 figures presented in Table 9 because the latter figures
include projections by Londofio and Székely. We chose observations as close
to five years apart as possible, but in some cases were forced by data limita-
tions to work with somewhat longer or shorter time periods. Most of the
observations in Figure 16 cover the 1990s, but in a few cases the most recent
observations available covered the late 1980s.
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Table 9. Poverty in Latin America

during the 1990s

FIGURE 16

Poverty and Growth

(Percent of population in poverty) (Percent)
Moderate poverty Extreme poverty 15 T T T T T T
| | | | | |

1990 1995 1990 1995 PER 86.94 | | | | |
Bahamas 75 8.9 5.0 7.6 10 - ! ! ! ! !
Brazil 46.3 435 24.5 229 E : : : : : :
Chile 31.0 21.5 8.1 3.1 %‘ 5 1 1 1 1 1 1
Colombia 24.4 21.9 9.0 6.8 8 S ' | ' | | |
Costa Rica 240 213 94 81 2 Bsesos LoDoMBGR2 |
Dominican Republic 424 36.6 15.6 11.6 £0 : , — :
Guatemala 455 425 24.5 23.1 g IBRA 90-95, MEXN [
Honduras 67.6 68.3 39.2 416 5. l LJAM 88-935m . : I

i | | | | | 1 -

e a | | & | A L Hewe D YREH
Panama 53.5 46.0 30.5 25.8 105 n 5 5 . : 5 7
Peru 39.6 328 11.0 10.0 Rate of GOP growth
Venezuela 14.3 13.4 8.7 7.7

Note: Because the required household data do not exist in each year for
all countries, some of the figures in this table are projections that
account for the impact of macroeconomic fluctuations, but assume that
the household distribution of income is the same as in the most recent-
ly available household survey data.

Source: Londofio and Székely (1997).

59
58
Income Distribution 57
Treflle o poety © dede nmeyao et te man *
ner n which the gans fom recovety  were distibuted. 55
Duing te 1990s the dsthbuion o Lan Ameien i+ o
comedd not impowe, ahough the pessent  detio-
@ion et deedezed te Be 19805 wes aresed
Aswedsass nmeedsd hn Pat | o ts Rexat
agy fom econnc emey, st as ey ae dgiopo-
foreiey  hut by bed tmes (Londofio and Sz&kdy,  1997).
The income  distibution tus ends o impove i per
ods of economc recovey  and deterioaie n bed fimes.
Bu te by waddf  goys o lan  Armeien oo
ey appear © havwe benefied fom the recowy o the 110
1990s somewhat more than the poorest  dasses.
Accodng 0 esimaies by Londofo and Székely,  the 105
per capia income of te top nhoome quintie gew by 5
pecent  beween 1991 and 1995, whie te per cgpla I+
comecof the midde and lwer income goups gew oy
3 patet
The epeience of the 1990s suggess  that  subsian %
ty nmoerad govh wl berequed © maesgE
icant progess toward redudng  unemployment and pov- 90

ay adimpoig te dstuion d ome Pat | o
s Repat eamnss te e o shudud poldes, ad

FIGURE 17

Income Inequality in Latin America, 1970-96
(Gini coefficient)
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FIGURE 18

Income Per Capita by Income Group
(1990 = 100)
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@ Bottom quintile @ \iddle quintiles e Top quintile
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ages tet dher poy oms  pafoAly n te aea FIGURE 19

of educaton,  can make an important  contouion  to Inflation, 1996 vs. 1995

redios N poety  ad nequally a wd (Percent)
120

INFLATION VEN,
100

niaion ey © 1996 wih te meden e o 80

infation down sightly D 11 percert  fom about 12 pe-
et in 199%5. Infaion & o remaned appoximaely
cosat h realy eay ocuty o te regon Oy n
Veeagh dd N meese  SbsarE, fom aout
SHpacet n 195D oer 10 paeet n 196 Ths ac
odkrgion  wesassoceied  wih the adopion  of the Apd

156 ) and . . 0o ARGSRE 10 20 30 40 50 60
1995

ed domesic pice and exchange conros that  had been

nh pae © dded anoenvaled edae e The S

bizaion pogam tis begen wih abug o hgh il FIGURE 20

fn peig te nbin e fr te yexr D & owr
100 percent  Inflaion  began o dedine  in the early
mohs of te pogam, adk poeced © dede D D
© 40 peoet n 1997

h oe autes o te egn ibin  de © %
o emaned owghy  udenged Bed  Cosa Rea, Ha
i and Jamaica brought infliaion  down fom about 25

Fiscal Accounts, 1983-96
(Population-weighted averages, in percent of GDP)

[uN

w
o

[
2
K
228 3y
. . <5 c
peoet © te 100 15 pacet rage whe inkion n ;26 4§
. . =] -
Suiname dedined from 37 percent in 1995 to 05 per g
et n 199%. - -5
22 -6
FISCAL POLICY % 5
83 84 8 8 87 8 8 9 91 92 93 94 95 96
h fe m %aV\h:b. Bﬂ m IETH’Hj md)/ - Balance e Expenditure e Revenue
restained n 19%6, wih an aeraoe (mlbrnweqr Note: Brazil is in the sample for the balance but not for the revenue and expenditure averages.

ed) fscdl  defidt of about 15 pevet of GDPEThs B
sighy srelr ten n 1996 adwhike t 5 hgr ten
te dds oot fom 1919 t meEs amEmak

abe tmaound fom the 1980s. et of GDPn Babados, H Savedo, Eoedor, Jamaica,
The 196 rest  releds, honee, dyace ek Nicaragua, and Suiname.  In Babados, H Savedor ad
in diferent oournies. Verezgha acheved  an enamous Sutame, te 1956 d s wes suficenty srong
nesse n b fed  supss,  whch impoed by nealy tet te 1996 fcd  ouoome emared n bde o |
13 paceniage pos o GDP.Ths wesde b fscd  po- aey g did Bu h te de cutes te 196
iy danges assodaied  wih the midk1996  niiation of Bd dfd  eoeeded 4pauet o GDR

the siabiization pogam, te way faorabe  shok © Impovement in te regons  fscdl balance wesn
te countys pubic frences oocasoned by higner  pe s pat atbete D aeddn b te Bad
toeum pices, and aredudion  h te oot of te 19M en fcd deid fom realy Specet n 1965 b abou
berking aiss,  which hed raised  spendng by 4 percent dpacat n 196 whch wesisdf  sulidet o te

of GDPnh 199. Chie akso experienced a substantal
meese nis Bd wups  whith reeded 56 pecent
of GDPduing 199 despte the adverse shodk o oop-

i 8 In this section we refer to data on the nonfinancial public sector in the 15
P pos countries for which it was available. For the other countries we used data for

Trefscd  belance  deterioaied by moe ten 2 pe- the central government.
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FIGURE 21
Fiscal Balance, 1995 vs. 1996

FIGURE 22

Fiscal Balance, 1996
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regonel  average by about 3 percentage Table 10. International Trade and Payments
pots. °Despe thee impoemens, how
te i 1993 1994 1995 1996

e, te pic s e e USS billions

mens a aical poy podkem for Bed Exports, goods and nonfactor services 199.4 231.1 274.6 304.8

Fed ok wee a0 bBge n Neegs, Imports, goods and nonfactor services -220.5 -256.5 -283.6  -316.5

. . ) Factor income and transfers (net) -23.0 -23.0 -22.9 -24.9

Cosa R, Jamaca. and Hal Current account balance -44.1 -48.4 -31.9 -36.6

Net capital flows 65.4 43.8 56.4 63.2

INTERNATIONAL TRADE AND Reserve accumulation (- = increase) -21.3 4.6 -24.5 -26.5
PAYMENTS Percent of GDP

Exports, goods and nonfactor services 14.2 14.7 16.5 17.3

. : : Imports, goods and nonfactor services -15.7 -16.3 -17.0 -17.9

Lain Ameicen tade cohued B epad

. ) Factor income and transfers (net) -1.6 -1.5 -1.4 -1.4

n 19%6, adte regols curent  aooourt Current account balance -3.2 -3.1 -1.9 2.1

celds remaned  1eEvely bn. The vele Net capital flows 4.6 2.8 3.4 3.6

Reserve accumulation (- = increase) -1.5 0.3 -1.5 -1.5

gew by roughly 10 percent in 1996. The
epason o epots flows  an inoease
o nealy 20 peoent n 1995 and a ower
eceed 17 pacet of te regons  GDP,wp
substantialy fom the 14 percent share
recoded i 1993

Trergos aret eaoout did oeesd P
y, recng $65 bin o 21 peoet o GDP,duig
196 Theddd s emaned subsanibly bebwv those
recorded in 1993 and 1994, though as wenoe beow in
wed outess te did  meaded ahlth bd n 196
Cooid  fons of $63 bion, 36 peoat o te regois
GDP, were more then  suficent o france s deid,
adfor te ssood cosenive ye, couties o te re
gn acumbied  nemaiord eEes d are eqhe
et © roughy 15 pecet o GDP.

Note: Figures for imports and exports in 1996 are based in part upon IDB projections.
Source: IDB economic and social database.

Exports Continue to Expand

Asin 195, eqpot gowh wes particuiady damaic n
Mexico, where expots increased by nealy 20 peroent
duing 1996, folowing  an expansion of more than 25

9 Unlike most of the fiscal accounts described in the section, the Brazilian data
represent the operational fiscal outcome, that is, after subtracting the compo-
nent of interest expenditure that represents the inflationary component of do-
mestic current interest rates. This definition is for most purposes more mean-
ingful than the conventional definition, but constraints on the availability of
data prevent us from adopting it for all countries of the region. In any event, in
the relatively low inflation environment of 1996, the differences between the
operational and the conventional fiscal accounts are relatively minor.



percent  duing 1995, The 19%6 incease  wes due in some
pat O imesssd d pies bt eoed  pAly anex
panson in the vume of Mexcan eqots. Sihnce 1993,
te US ddd vde o Mecan eqas hes en by realy
75 percent, bringng  them from 15 percent of GDPin
1998 o 37 perent N 1996.

Boas a0 gew gy n Ageie g h US
dr &ns byoe Bpawet h dap oy Bad
Bn eqots baey ioeesed  duing 1996, ad have reen
byoly BSpaoat dwe 198 Ths edey sow gonh
in Braziian epots has been accompaned duing te
pest to yeas by vay raod gowh hoimpots,  wih e
ek ta te Baden ouet  acoout hes mowed ip
oy b it

In aher couties o te regon,  eqat gonh wes
ey baeen tee etemes b Souhen Core coun
ties oher ten Agetra ad Bed, eqat gonh wes
by Ekdg n sisaE pat aeddn  n te e
o Cheen epos asEed wh adap dde n ap
per pes  Thevle of epas  gew by nealy 12 perert
n te Andean economies boosed n pat by noeeses
d poss adbyneay 8paat n Catd Amea ad
te Cabbean, despe te goedy ulawabe tends
nts shegos epat pos

Increased Private Capital Flows

Ulde n 195 wenabge poion o te cgpd  fons
o te |=gn  wee did s asoEed  wh nere
tonal suppot provided t© hep Amgentna  and Mexico
osmre te Tegbh a5 te BHn ngH bes
D lan Ameia n 196 keded  amun o pvee I+
vesos  Oficel fors wee n te aggegae redued ©
insignificance by the lage Mexcan repaymets o the
loans ganted by the US. Treasuy and the IMF duing
1995,

Capital flons to Amgentna and Mexico decined
dapy oer te pst o yeas g fom realy o
tids o te rgod ol n 198 © oy 16 pecent
o te od ©n 196 Meawhe g te suooessul
Sabization ad rom  pogam  iniisied n 194 cp
il fons fom Bed rose fom 2 pecet of GDRiuing
1993 and 15 percent in 1994 © nealy 45 percent in
1995 and 1996. Coptd fons t© Brad nowaccout for
realy hef te egod o

h couties o te egon dher ten Agele,  Ba
4 adMewo, cpd fows ioeesed  fom sbout 3 per
ot of GDFn 195 © nealy Specet n 199%6. Cgpd
fons were partoLiary bBge n Blvig  Coorbe Gue
na, Jamaica and Nicaragua. In Bolva, = Colombia and

ADJUSTING TO REFORM 21

Table 11. Exports of Goods and Nonfactor Services

(Billions of U.S. dollars)
1993 1994 1995 1996

Latin America 199.4 231.1 274.6 304.8
Argentina 15.6 18.5 23.9 27.9
Brazil 43.6 49.0 52.6 54.3
Mexico 61.4 71.2 89.8 106.7
Other countries 78.8 92.4 108.3 115.8

Southern Cone* 32.7 39.3 50.8 54.2

Andean economies 35.1 41.2 475 53.0

Central America
and the Caribbean 26.7 30.4 33.9 36.5

Note: Some figures for 1996 are based upon IDB projections.
*Excludes Brazil, which would otherwise dominate the subregional av-
erage.

Source: 1DB economic and social database.

Table 12. Net Capital Flows to Latin America

(Percent share of GDP)
1993 1994 1995 1996

Latin America 4.7 2.8 3.4 3.6
Argentina 4.4 3.6 0.8 2.4
Brazil 2.0 15 4.3 4.4
Mexico 7.3 2.8 4.5 1.2
Other countries 5.2 4.3 2.8 4.7

Southern Cone* 4.6 4.3 1.1 3.1

Andean economies 5.1 3.4 2.8 4.7

Central America
and the Caribbean 5.1 4.1 4.2 4.3

*Excludes Brazil, which would otherwise dominate the subregional
average.
Source: IDB economic and social database.

Guag te s ©oed  Be ded  ben et
mens, assocdled  n te case of Bovia  wih e con
s gz pogan  h Naegg  te rbas  Ep
esred bBge diH s wik o Jmem te s
semD hae ekoed  sotem  patb bas alect
edby th domesc ieest  raes

Foreign Direct Investment Remains High

Aoy $BHon  h 196 foegn ded  invedment
aooued for oer hef the nt cgpd  fons D te re
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FIGURE 23 Table 13. Current Account Balance, 1993-96

Net Capital Inflows, 1996 (Share of GDP)
(Percent of GDP)
1993 1994 1995 1996
e 2l Latin America -3.1 3.1 -1.9 2.1
E&)’h - 11.8 Argentina -2.7 -3.3 -0.9 -1.0
- S Brazil 0.0 0.2 25 3.2
HBHS - ;:g Mexico -5.8 -7.8 -0.3 -0.6
coL ~ 7.2 Other countries -4.4 -2.5 -2.6 -1.7
i 3
BLZ ~ X
g 28 Southern Cone* -3.2 -3.1 -0.8 -1.8
BRA - i
oTM ~ : 28 Andean economies  -4.3 21 3.1 -0.5
i | i
’L\Jﬂg - : %% Central America
CRI — ; Regional average, 0.9 and the Caribbean -4.4 -3.5 -3.3 -2.3
DOM ~ <@ pop.-weighted | 0.5
- ; ; o2
\S/E’F\é - 1 1 _421:8 Source: IDB economic and social database.
£ 0 é 1'0 15" : *Excludes Brazil, which would otherwise dominate the subregional

average.

gon, and amounted to nealy 2 percent of GDP. This
compares favorably — with 1992 and 1993, when foreign
dedt inesmet aooued fr oy ot atid o od
cpd  nbns touh te 1996 e B somentet boer
than those recoded duing 1994 and 1995.

FIGURE 24

Current Account Balance, 1996
(Percent of GDP)
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Current Account Deficits High in Some Countries

Asnoed aoe, te lage capd  inlows  of 1996 wee
nat accomparied by a synicant neese 0 te egos
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rnence a subsand noee2  n nemaiond IESENES,
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n Ageniia  and Mexo have dedned  dramaicaly. A

Lo
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te sametme, refeding the spendng  boom associaied -15 -10 5 0 1 15

wh b amesdl sehzeim, te wet

oout deid  n Bad hes imgeesed  fom rough bebnoe

in1993and1994toabout3percentof GDPIN1996. modest 15 percet of GDPn Ecuador, but reached over

Though ths i substantaly sraler as ashae o GDP 10 paot N Verezuel

ten wvesMexos dfd  h 194 Bads  dd deady

gees abgy dee d b epas  Ekdy te & Current Trends in Intraregional Trade

ta Bad B shsady ks gen b nerdod tack

ten 5 Mexn. Duing the 1990s, intraregional tade has gown more
The curert  acoount defict N 1996 wes baige—ap- gy ten tack wh rnoegod  pates astak b

proaching or exceeding 5 percent of GDP—ina number eralizaion has opened natrd  trading  opportuniies

o oouties, indudng the Bohames Bovia,  Coombg, wihn  te mgn  These gopatnies hae been fosered

Guyana, Hai, Nicaragua, Paraguay and Peru. Ecuador aswel by the impotant  subregonal tade  agreements

ad Vereaeh eoodd amet  aoout supsss bt o the 1990s amed & futher opeig makes, nens

ingacombinationofweakdomesticdemandandthe fing compefion  ad aeding  newtade and invesment

et o Hger d pies  Thesupls  wes a rebively links



T ted & patodaly poouced n te e o
epas.  She 1990, inraregordl eqpas  hae goan by
18 percent ayear on average, compared to 9 percent
gomh n novegonal expots, and nowaccout for 18
peoent o ol Lain Ameican and Cabbean  expors,
up fom 12 percent  in 1990.

h 19%, honeve, te regois  intaregordl eqas
gew a adoner e (7 pecert) ten eqots © tid
makets (12 percent).  Three subregons—the  Centra
AmericanCommonMarket(CACM),the AndeanCom-
munityandtheGroupofThree(G-3}—followedthis
oeral tend, whie NAFTAand MERCOSUBH not In
d sbegod makes eogt NAFTA gowh N it
subregonal  commerce soved markedy in 1996.

IN:CACM  exports  expanded by just 5 percent in
1996, agomh e muchlower ten the avwerage for te
bss gy ten tee o dhe inegan gops i Lan
Amenica, such tade nowaccounts for roughly 20 per-
cet of o CACMdpots, up fom 16 pecet n 1990,

Aler severd  yeas of rapd  gowth,  intaAndean
rade sagnated in 1996, gowing by ony 12 percent
compaed © 1995 Whie  infraregordl epos d  ac
out or ay Ulpsoxt o te shegos ol eqof
the Andean maket i of muchgester Sgnificance for
someocouties  (oeby  Coombia and Boivia).

TradeamongtheG-3membersdeciinedby2per-
cet n 1996, Integop tade acoouts for ks ten 3
proat o oed G3eqpas dogh sch eqos hae
fped n asde vde S 190

TradeamongMERCOSURmMembercountriesslowed
in 1996 0 12 percent, compared 0 over 20 percent N
19%5. Asin previous years, however, inraMERCOSUR
tade apn epaded a dodke te @ o te siegos
epats © tid makes, and nowaccouns for 22 per-
et o ta eqas, wiom 9pecet nh 190

InraNAFTA  exports  expanded more rapidy  than
NAFTAs td  eqos oray  © wha hgpened 0 196
Oreof the most notable  developments i 1996 was the
reoey o Medan impos fom te Uned Saies O
oning ashap dop n 19% as aresut  of the Mexcan
peso afss. Sce 1990, maNAFTA  tade hes expanded
byahot 1l pacet ayear Ths B s ten te 7per
et noeese n NAFTAS tade wih tid  couties, ad
nowaccountsforaimost50percentoftota NAFTA
eqis

From1990-95,intra-CARICOMexportsgrewmore
then twie asfas (O pace) as CARCOMypots © the
et o te wold @ percen) Lke aoher subegos n
thehemisphere, CARICOMcountriesthusseemtobe
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iy inoeased  advenage of egond eqot  goportu-
nes  Newtheess CAROCOM edeags 4 e
et ol aoud 10peoat o te shegos eqos

Trepre for hpos & gy  dieet here,
deae ssspdes D te Llan Ameten maket i 1995
amogt HBpacet o te regons  npos were suppied
by couties ousde te hemisphere (many te EU, Ja
pan ad the Asan NICs), compaed © a 33 percet  shae
n 1990

Regional Trade Initiatives

The past year has seen a number of iniatives among
Lain  Amefican and Caibbean ocounies 0 deepen and
The couies  of the Centdl Ameican CommorMiar-
ket (CACM) have agreed on a new schedule for  conver-
gence 0 alower commonextemal  taiff (CET). Bythe
year 2000, d oouties wl  hae a CETd betveen zeo
ad 15 percent  dependng onthe nature  of the producs,
CACMrembers have also taken steps to coodinate fur
Some negotiaions maeybe undetaken  jonty by Centdl
American  govemments.  Oneof the immediate concems
for the shmus & te eoson o peferences  wih the
United States and Canada due to the NAFTAagreement
ocouties  hae arounced tet they Wl seek aredpo-
cd fee tade ageemet wih te Unied Saies rather
ten puse ter eafer mEQes for noedoocd NAF
TApaty. They ae a0 egaged n Bls for afee tade
nenion  © pusue doser reions wih MERCOSUR
Membersofthe CaribbeanCommunity(CARICOM)
hae adanced seady n s of covegence D alow
er commonexdemal taif. Onte eterd fot, CAR-
revson o the Eugpesn Unons  banama regme  folow-
ing arecent fndng by the Wold Trade Organization
WTO)thet te regme n is peset fom B inoompat
be wih muised tale ks Seed Catben o
ties deperd heay oninoome fom ts gecd  regiTe,
aswd asoher peleences  gaed by e BUuder the
LomelVAgreementwhichexpiresintheyear2000.
Moreover, CARICOMournties  have not been sucoessiul
Dde ntag dos © e NAFTAmy. h adr ©
e tee debps  ad b patiee efiechvely n te
hemispheric  integration process,  CARICOMyovemnments
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deakd n Be 196D cese apit regEn Edy
D ts ed adef negaieir for  CARCOMhes gopork
edin ealy 1997

h anefat D iR ter  negan shee,
Andean Gowp pesdes ageed n Tiyo n Mach 1996
D hpamet wieragng  insiuiordl Eeoms,  indd
ing te ceaion o anew Andean Iniegration Sysem
stenghen management of  iniegration a the poliical
bd adb foser moe efedve  coodetion between
te vaos  Adeen idilios Recart  poical ad e
nomic problems in some member counties  have  dearly
compicaied  the  Andean iniegration pocsss. Ored the
most sefios delenges hes beenreied 0 Peus oo
trued spedd  das  Visaws the rest of the Andean
Gowp. Peu ket the Andean fee tade aea n 1992 and
hes s mananed  bibied tacde ageemets wih
Arken patres Abeddonn n Bks megadg  te ane
dios o Paus mnoopoaon hes ey kd D te
anouncement of tet countys sepaion fom the re
gl tedg  bic

Members of the Soutem Cone CommorMarket (VER-
COSUR)continued ~ efforts o deepen and widen their
integration scheme. At is December 1996 meeling in
Foideza, Bad, te CommoMaket Cound 1ok oo
© nraregord commere. £ aso amounced the esiab
shment of a MERCOSUgvelopment bank to finance
negaionesed nesmat pogedls aswd asasc
e, wih headquaters n Monevdeo, which 5 ©
povide  adminsraive supat 0 the negaion po-
0ess. In 1996, MERCOSURyned free trade agreements
wih Che awd Bdva  Wih te incoporation o tee
two ocounties  as assodate  members of MERCOSURbe
shegn hsden te s sep nbs pas D aese a
much wider  integration scheme. The aea of fee tade
tet W emee fom thee ageemans  hoopoaes helf
o the regons popuaion  and amost 60 peroent of is
GDP. MERCOSURs also entered  into  expansion  taks
wih the Andean Group. Anagreement between the mem-
bes o te o Hocs cold edkh  anaea o fee fak
exompessg  Mialy d o Souh Ameica

Since impementation  of the Noth American Free
Trade Ageemet (NAFTA) n 194, @if  medudos amog
the couies  have proceeded as scheduled;,  a dedsion
westken n ealy 1997 © speed up lberaizaion for
somepoduds. NAFTAcouties  have aso pogessed
ey noadf baies © tak wih ae o per
e mpoene n te agoud asm TheUS d&
sn heay 1990k an&yexr benante mpot o
Mexican awvocados has sparked optmism  that the two

outes mybesst O edve fuher sUes EHed D
agricutural tade. Whie NAFTAenagement s being
dyed by te US goerments bk of fstak nego-
teting  authory, boh Canada and Mexico have inde-
pedenly  pusued bbed fak ds wh outes n
the hemisphere.  Canada sgned afree tade agreement
wih Chie in November 1996, and hes eqpressed s i+
tenion 1 pusue tade negofiaions wih oher Latin
Areican couties  aswel  In 1996, Mexoo reniiaied

wih Ecuador, it ourenty hes ageemens wih Chie,
Cosla Rca, Bova, Venezea and Coombia

A te hemipheic e, e A couties  paic

paiing n te Fee Tade Aea o te Ameces (FTAA) poc
ess hae made sgniicant pogess n ter  pepadoy
wok and ae novdsoussng the  posshity o launch
g fomd fee tade negoiaions n 1998 Thee 5 o
deEn &y onte gedc  imgdbe o negoibios

adte poly o sl aees D keregoed dhouch
poomng miseil - mesings ae ke D podee e
d dis nts eyt  Aes o doid s
a5 ndde  the need for  negoiations D beagge uwr
an e wh ahemghec aocod oouies  @nne
golse N bocs  or indviolaly, a seoetiat must be
fomed O suppot upcoming negotiations, and an FTAA
ageement must be conssent wih the ies  of te WTO.
The past year a0 winessed somesebads i the
ok @k badan ehs Baks m®ET Mo
dn o rewpat face  redidos 5 oe eanpe
Coombia and Ecuador, too, resoted to some import
restiding messues N ealy 1997, whe dher  counties
have winessed oefain delys in compying  wih  therr
agead taif redudion  sthedues.  These messues wee
ey Ben n egose D A o bdae o pay
meris  dsequibia n somed te regols  economies.

CONTINUED STRUCTURAL REFORMS

In addion © te tade pocy s Ut desabed,

outes o te regon meceimpotat pogess N S

ud moms n te aeess o frendd males, B ad
Bd rmeEBES  piezi Ho nales adsodH =
aly seEms

Financial Reform

Fhancdal refom has advanced at an uneven pace, wih
fberalzation measures wel ahead of supevisay  and



ued D e s hsed auts hte b B
yeas, wespaty ocoreded 0 anumber of couies n
19%6. In Mexco, saed rEef pogams hae been im
pemented to reduce the number of the nonperforming
bas tet eaded fom te ass o 19% ad hae de
budened te barking seco. The adopion of the US.
Gererdly  Acceped Accouning Princpes n 1997 wil
impove  supenvision, b meybing b te sufce  bger
amourts of nonperfoming  debts in a number of banks.
Measures taken in 1996 to stengthen  the regulatory
dads for loen  dbssicaion, ad ameveed  mehoddogy
o et \eein

In Paaguay, where te fnanca sedor  wes under
dress in 199, arnewbarking lw hes been bsued  Unk
vesd bakig Wl beadped cpd  eguemes de
emed aody D bes o K O te s ad o
pd  © rehebidion pogans ad te poes o e
ducion and hamonizaion  of resernve  requirements,
which wes inemuyped n 19%, hes been renisied As
n Medxo, te fendcd ass b poag aheaw bu-
dnonte fecd sde whdh mayocoad out oher pubic
epadies

Emergency measures were aso teken in Ecuador 0
improved  legisiaion reled o the cemra  bank and
deghered B SupevRDy capebiies Guyara ssd
rUes aimed at raisng capal rafios  and improving
aompdin nte el s h HApb te o
berk esbhed pudeid  noms tet  fedise Uper
veon and reguaion of banks. In Pey, bws were &
sued © impoe and modemze te supenvisoy sysem.
Capialzaion requemets hae been rased,  te pin
doe O cooideied  supevison esiabished, and the
reguiatory  capaclty of the supenisory  instiution
stenghered

Fiscal Reform

Tax refoms  aimed a srengthening fiscdl  revenues ad
smpifying the tax ocodes were passed N severd  ocoun
tes n 196 h Ageire,  te Eom ioeesed e ex
dse ax ongasdne and te magna  income Bx raes
for copoatons  and indiduaks, mpoed te tx ad
minstration sysem, and inroduced  changes © a num-
ber of oher taxes. Apoposed widenng of the vaue-
added tax (VAT) base was not approved by Congress.  In
Bove, mgor danges wee ioduoed D e Bx sysEm
o te hydocabons secon Atex onthe edadion  of
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nonrenewable  resources  was implemented  and the sy
end odes adedes restuded

Batedoss ad Belze ntoduoed VATSD repace oan+
surpion  ad impot Bxes  and reduce tax  dsioors, A
od o Zoutes n te rgn hawe adgped VATSD
repbe more dsiotionary txes. Guaemah rased  te
VAT@if  fom 7pecet © 10 peoet ad iodued a
tempoary  suthage © the noome tx

Messures 0 impove  tax  colecion adminstration
were aso impemented n the Dominican Repubic,  Guy-
ana and Mexico.

Important  tax changes ocoud take pace in Coom:
ba and Mexco in 1997. In Coombla, atex refom in
toduced by govemment decree in ealy 1997 was de-
caed  uncorsiiutiond, ad newmessues © srenghen
tax  ooedion o D redue  nergoemnmena tangiers
maybe dsossed  n te rear e Mexdo & comsder
g severd tax redudions as ameanstb encouage i+
vesment and saving, which woud paty reverse mea
ues den n 196

Privatization

The privatization pocess  hes gaten  a second wind n
te regon, due b arbioss pogams n Bed and Bo-
Ma adarnewround of sdes in Peu, Medco, Cdom-
ba and Venezudla, amongathers. In alage number of
wuies  hone;,  pieizaos ae bag  mgxr pok

cd  ogpodn, adin akew s hae been hded  do-
05 ¢:%

Bad sod pubic asses in 1996 woth realy $6
Hm b pekbd dre te rEN d te piea
fon pogam n 191, adin ealy 1997 lunded apo-
gan o sdes o ming, perocdhemica  ad infiastuc
ue ins tet 5 epeed D B2 $OHN 1 W0 yeas

Bova  medesubsanid pogess n s imovaive
pogam o caplalzaions iniisied n 19% Of te s
companies induded in te progam, only one remained
0 be capiaized asdte edd 196 @ h ad anino-
ny svele). Aler muchdsossn ad deys, e o
talization of the hydrocarbon company took place in
December.

Ih Peu, the pivetization pocess  contrued,  wih
desie d 2pkc  eepss sk o moly Hes
in  telecommunications and electiicity companies, and
someimpotant  sades and concessons i the  hydrocar-
bon ad perodemicd sedors.

Aer bag hded h 1996 piaizEios WeE e
iated  boh in Mexico and Colombia in 199. In the
midst  of poliiical opposiion, the Mexdcan govemment
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5 posedg wih badzin o s ah s e
dwesiure o dveys adapos adsks o moly
sdes n padodemcd pas Cdombia reniicied d
elies n 1996 wh impoat sbes o ey o
eaing pats ad abak

h Veeneh hn g o smedhys swed tas
ados  wee compeied A9 percet sde n te e
tons thet had been nenvened i duing  the fnancal
ass  wee tasiered o te pve  sedox Thee wee
szabe  dvestiures d pots n Paamg ad n Guamg,
X pc oonpaes wee bougt © te pot of s n
19%6 and are eqeded 1 be tansiered o the pivate
sdr n 197

Changes in the reguistoy  famewok for te event
e pieizain o uiies ok pee 0 B Sdad,
GuatemalaandPanama.

Labor Market Reform

Labor refoms have so far been e in Lain  America,
and 199 was no exception.  Aprofound  refom  was de-
aeed N Agetra, whch 5 nended D repoe s
ance payments by monthly  contributions in personal
saMg acoouns ad o reom e ocolecive wage bar-
gag poosss, exig te adomeic  renend o odec
fve ageemens. The refom  wes conesed by Congress
and had not been approved as of May 1997.

In Verezvea n mid1997, a Tiipartie Commisson
Epesening . Boor unos, erpoyes  ad e government
rached anageemet © Eom te osy swweaEe S5
em, wihn the conet of amaor Efom o the oour
s s sy s8em Owrapaod o e yeas
wokers wl receve twice the amount comespondng . ©
the saance s aoqured ull 1996 The sysem of
e pymets W betasomed o oe n whch
empoyers  make annual mandatory  contributions o in
dvdual  wokers  acoounts,  which woud  become aval
abe 0 wokes n te eent that the empoyment el
ton 5 Emaed adbereqied © pay apedly for
anunust dsmissa  of wokes.  The newlabor  law wes
appoved by the Congress in June 1997.

Social Security Reform

Socdl seauly  reom poceeded o Mexoo, wih regs
taion o te piae peson uds tat ae g

operaions N midk1997.  The newpenson  sysem,  based
on inchicl A cpkelzain, W g te d myes

yougo system, in one of the deepest penson reforms
udetken n Lain Ameia n the bst decade In U
quay, fdlonng deasos  ken n 1995 te dd sysem
wesst b wo plas, wheely te pivee  penson
funds compement te payesyouge SySEm. In Boig,
alw wes gppoved repadng e payesyougo  sysem
wih asysem based on indviddl contrbuions admn-
gered by pihvale  companes, sthedded D sat  opera
fonrs in md1997. The newsysem, © be paty funded
by te mene fons fom cgoisized ompaes  nvoves
paymes o d BoMen dzens aged G o ol N H
Savedor, Cogess deaed te waeyfor cedsion o pi
vae penson funds, whch Wl dat © opeae n 1997
adgadey rgbe te tediod berekdeined S5
em

Theabove-mentionedVenezuelanagreementona
eom of te socd seculy  sysem woud repece  the
Ccapitalized accounts  and a publicy-funded minimum
penson. It woud aso refom  the heath and unempoy
met compersaion funds o the esing  sodd seaudy
s=Em

CONCLUSION

The year 1996 produced mixed resuls: gomh  recovered
fom te anemc e of the pecedng year, bt te e
boud wesbigey de o sog meooweies  n Ageniia
ad Mexoo, ad gomh wes genedy weder n e rest
of the regon. Athough invesment  demand was robust
n te regon asawhog, ts 1O weshgly de b de
velopments  in Agenina and Mexico, and investment
demandsedened n muchof te et of the regon Sew
ed oouties dgyed Sgs o ecoonic ad e
dess.  In many counties, domesic saving raies  gppear
0 beeEiy fom te sisEH dedess o te i
yeas o te decade, bt n Bad reiod  sag hes e
oy cdedned  demeicaly.

Muhd ts vaeion c@nbeudesood n gt o
the progress that ocounies  have been making through
te pooess of adusmet  © economic  Sabizaion ad
om pogars. Ths suggess da ket o messages.

A, wh reged D pogecds oer te ner Bm
epiece  suggess ta the paiod o ecoonic deosler
gion  ard frencal dess ta den  meeiizes & an
econony adss 0 amgr Sabizaion ad eom  po-
gam s Eenpoay, ekedng  tesoy  odd  dyem
s, adnat recessaly ay fudamena  sofoming
te udkhig e©om daey F te coedn B et
awhot albss o meaosoonic  sEly, of s



ty 5 gy rsoed tee dotem odd  dypem
s beomed gaddy dedig  sgnicace ad by
edem foos mhied D te ed@rd  envomet  ad
the adequacy of the poicy emionment become the key
deeminans.

Though tee B nat yet muchepeiense, & B noe
waty te te couties o te regon tat have enered
ts  postooredion prese hae ety edbied  mod
eae © hgh raes o economc gomh, wih genedly
song ivesmet adisig @Es o raiod  saving
Whie & woud be uwkse D daw siong  geneaizaions
fon t5 epaee gen te @ deet sudd

pky <awss n te vaos  counEes t 5 neetess
an optimistic message for the regon's  mediumterm
gowh  prospeds

Secod wh eped © poy  imdcios te dd

knges fadig most couties  of the regon coe D
concen  maintaining  adequate  management of the mac-
roeconomc  response 0 refom. Couies  in the ealy
egaEn dage o asshizain adeom gixe hae
te oppotnly B ad peempivey D esue tat te
roow|y does ot genese te fed ad fancel wi
reddes tdH ggeee susget e d=s T
measerug ta te Bd  de B sklEly q07g
tet atadny Oeoskraion n te B o e ex
pprson Wt gerede A deids bge emough ©
reque e, destbidg el conradion k ao
mears kegping asap ee onte domesic  fnancal 95
tem 0 ensure that an excessvely  rapd  bank lending
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boomdoes not unduly ampify economy expansion, and
« te e ssem v dindes wente e
omysons. These asgpeds of macoeconomic  poicy  mart
agement ae desabed h moedeal n Pat | o ths
Repat, whie the insiuiordl ot o A  pooy
manegement 5 andyzed n Pat L

For anumber of counties n te regon,  te imme
dae poy pbem s ensuing  tet the economic ad
el  deses e heve emaged domt ked D apeEnt
U ass Hee te man debgs ae b alless &d
shortfals thet mayemerge as the economy sons, avod
a oy fecs=0g0) tede n afbre adsu
ihze domesic baks adnevere  ealy D esue tet
week barks do nat megniy the  ikelhood adoss o a
berkig ass by ‘Gambing  for  resuredion”

For couties tet ae mologer heady  inuenced
by the dynamics of adusment 1 Siabizaion ad re-
fom pogams, te deege 5 D ber n mid et the
sk of mom & not teeoe  compee, ad tet much
remans 0 be dore onthe poky agenda o pomoe eco
pospeds  for empoyment,  and esue tet e benelis
d eoc ©om  ae dabued faly. Pat I o ts
Regot desobess n moedsd  te B8 o e sudud
poy roms n o deent outes o te regon, e
impact on longerterm  macroeconomic  performance  of
these refoms, and te poeriadl O impove  longem
pefomance  wih deeper refoms.



