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MACROECONOMIC PERFORMANCE AND
PROSPECTS, 1999-2000

Uneven recovery in 1999

At the beginning of 2000, the world economy was in bet-
ter shape than a year previously, when the aftermath of
the financial crises in Asia and the Russian Federation
and the uncertainties relating to Brazil clouded the out-
look. It is estimated that gross world product (GWP)
expanded by 2.6 per cent in 1999 (see table I.1), a
notable improvement over the 1.8 per cent of 1998 and
0.6 per cent higher than anticipated in mid-1999.1

Much of the improvement in 1999 stemmed from a
faster and stronger recovery than foreseen in the Asian
crisis countries, particularly the Republic of Korea, and
an unexpected spurt of growth in Japan, in both cases
largely as a result of reflationary policies. Contrary to
earlier fears, the crisis in Brazil did not set off another
round of exchange-rate and related adjustments. Although
Brazil experienced a recession, with negative effects on
neighbouring economies, the setback was less than
expected. Similarly, instead of the anticipated further
decline in output following the rouble devaluation in
August 1998, the Russian Federation grew by 2 per cent
in 1999. Meanwhile, growth in China slowed somewhat
but remained above 7 per cent and West Asia suffered a
further setback because a decline in output in the fuel
importing countries outweighed the improvement in fuel
exporting countries.

A critical factor underlying the global acceleration was
the continued strong performance of North America,
where the earlier widespread expectations of a substantial
slowdown in the United States failed to materialize.
Growth in Western Europe slowed but the outcome for the
year and the region as a whole was broadly in line with
expectations.

The economies in transition continued to perform
poorly in 1999, but at widely differing growth rates; near-
ly a third did not raise per capita GDP levels. Following a
decline in output in 1998, growth for the group in 1999
was about 0.6 per cent, better than expected in early 1999,

largely on account of developments in the Russian
Federation.

The developing economies as a group bore the brunt of
the slowdown in 1998, when their rate of growth of gross
domestic product (GDP) fell by more than four percent-
age points to only 1.3 per cent, implying a fall in their
average level of per capita output. In 1999, this group reg-
istered the largest improvement in output with growth
recovering to over 3 per cent. On a per capita basis, how-
ever, growth in output in the developing countries in 1999
was marginal and considerably less than in the developed
economies. The developed countries increased their per
capita output throughout the recent period of global
financial and economic turbulence, with the annual incre-
ment in per capita output in the United States in each of
the past four years exceeding the average annual per capi-
ta output in the lowest income countries. Overall, the
developed countries were affected only marginally by the
crises but most of the rest of the world suffered a setback.
Even though the growth in developing and transition
countries as a whole improved more than expected in
1999, the outcome remained far from satisfactory. By the
end of the year, the developing countries had still not
returned to the growth of over 5 per cent per year that had
prevailed for some years prior to the crisis, nor made up
the loss in per capita output in 1998.

More than one third of the developing countries (38 of
the 95 regularly monitored) failed to raise their level of
per capita output in 1999—roughly the same as in 1998
(37) (see table I.2). Only 19 economies registered per
capita GDP growth in 1999 higher than 3 per cent, a
threshold considered as a minimum to be sustained over
time if poverty is to be reduced in a meaningful way.
Because China and India were again among the rapidly
growing, these 19 countries accounted for almost 60 per
cent of the population of developing countries. East Asia
was the only region where the number of countries with
per capita GDP growth higher than 3 per cent increased in
1999. In Africa and Latin America, the number declined
further.

The uneven distribution of growth across countries and
country groups has resulted in major fiscal and current-
account imbalances that will need to be reduced. As a
result of the economic slowdown and the measures intro-
duced to stimulate recovery, Japan and many developing
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1 World Economic and Social Survey, 1999 (United Nations publication, Sales No.
E.99.II.C.1), table I.1.



and transition economies confront sizeable fiscal deficits.
At the same time, the income and relative price effects
from the financial crises of 1997-1998 compressed import
demand in many emerging economies, and the decline in
international capital flows required many developing
economies and a number of economies in transition to
turn their trade balances into surplus. On the other hand,
the price effects and shifts in capital flows were mostly
favourable for the majority of developed economies, in
particular the United States. As a result of these external
developments and continued strong domestic demand, the
trade deficit in the United States surged further to a
record high of over $300 billion in 1999. These trade
imbalances embody a continued negative net transfer of
resources from developing and transition economies to
developed countries—a contrast to the large positive
transfers that characterized the earlier years of the 1990s.

As the recovery in the rest of the world broadens and
if the pace of economic expansion in the United States
moderates, trade imbalances should narrow. At the same
time, improved growth should narrow fiscal deficits.
However, given the size of the disequilibria, it would be
desirable for these adjustments to be spread over a few
years. In addition, the burden of external adjustment

should be shared by surplus countries enjoying sustained
growth so that the global process does not become con-
tractionary and jeopardize economic growth and stability,
particularly of poorer countries.

Improved short-term prospects for growth

The signs of strengthening and broadening of the recov-
ery in the world economy identified in early 1999 have
gained momentum. On present policies in major coun-
tries, the outlook is for a slight acceleration to almost 3
per cent growth of GWP in 2000 and a return to the pre-
crisis pace of over 3 per cent in 2001.2

For developing countries, a return almost to the 5 per
cent average growth of GDP recorded by the group in the
earlier 1990s is forecast for the near-term (see table A.3).

W O R L D  E C O N O M I C  A N D  S O C I A L  P R O S P E C T S  2 0 0 02

Table I.1.
GROWTH OF WORLD OUTPUT AND TRADE, 1981-2000

Annual percentage change

1981-
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999a 2000b

WWoorrlldd oouuttppuuttc 2.9 1.1 1.9 1.4 3.0 2.8 3.6 3.4 1.8 2.6 2.9
of which:

Developed economies 2.9 1.1 1.8 0.9 2.8 2.3 3.2 3.0 2.0 2.5 2.4
Economies in transition 1.8 -7.9 -11.6 -4.7 -7.1 -0.6 -0.1 2.2 -0.8 0.6 2.4
Developing economies 2.3 2.9 4.8 5.2 5.6 5.0 5.7 5.4 1.3 3.2 4.9

WWoorrlldd ttrraaddeed 4.5 4.3 5.7 4.6 10.5 8.6 5.5 9.2 4.4 3.9 5.7

MMeemmoo iitteemmss::

WWoorrlldd::
Number of countries with
rising per capita output .. 72 75 68 99 109 121 121 100 99 126
Number of countries 
in sample .. 127 144 145 145 145 145 145 145 145 145

DDeevveellooppiinngg eeccoonnoommiieess::
Number of countries with
rising per capita output .. 57 59 51 64 72 81 77 58 57 78
Number of countries 
in sample .. 93 95 95 95 95 95 95 95 95 95

Source: UN/DESA.
a Partly estimated.
b Forecast, based in part on Project LINK.
c Calculated as a weighted average of individual country growth rates of gross domestic product (GDP),  where weights are based on GDP in 1995 prices and exchange rates.
d Average of the growth rates of the volume of exports and imports.

2 The present outlook is based on monitoring by DESA and forecasts prepared in
the context of Project LINK that were discussed at the November 1999 Project
LINK meeting in Athens, Greece. Project LINK is an economic modeling network
consisting of over 70 national research centres around the world, with shared
headquarters at the University of Toronto and the United Nations Department of
Economic and Social Affairs (DESA). The network meets twice a year to review
the global outlook prepared by DESA and other national and international organ-
izations. The programme of the November meeting and papers presented are
available on DESA’s website (http://www.un.org/esa/analysis/ddpa.htm).



This growth is also anticipated to be better distributed
among the major regions than in 1999. In contrast to its
minor contraction in 1999, Latin America and the
Caribbean will revert to positive growth, with a forecast
rate of some 3½ per cent in 2000. Growth in Western Asia
is anticipated to accelerate to almost 4 per cent in 2000,
with a shift from contraction to over 4 per cent growth in
the fuel importing countries in the region. Africa is fore-
cast to achieve an average increase in GDP of over 4 per
cent in 2000, thus returning to the faster pace of growth
that began to emerge in the mid-1990s. The recovery in
East and South Asia (excluding China) is expected to
broaden but to accelerate only slightly—to almost 6 per
cent—as growth in the recovering economies slows to
more sustainable levels. China is expected to continue to
decelerate marginally, but growth is nevertheless forecast
to reach 7 per cent. Overall, 78 out of the 95 monitored
developing countries are expected to achieve increases in

per capita GDP in 2000—a marked improvement over the
previous two years.

Growth in 2000 for the economies in transition, while
higher than in 1999, is expected to be in the range of only
2 to 3 per cent, with the pace in the Russian Federation
decelerating, in contrast to that of the Baltics and of
Central Europe. The latter groups of countries should per-
form better in the near-term than in 1999, but will not
return to the high growth that some of them achieved
prior to the recent slump. The dispersion among the vari-
ous countries of this group, especially North-eastern and
Central Europe as contrasted with many CIS countries
and South-eastern Europe, will continue to be marked.
Nevertheless, most of these countries are expected to
achieve an increase in per capita GDP in 2000.

The developed countries as a whole are forecast to
continue to grow at close to 2½ per cent in 2000, but
growth is expected to be more evenly spread among the

3G  L  O  B  A  L   O  U  T  L  O  O  K

Source: UN/DESA, including population estimates and projections from United Nations, World Population Prospects: The 1998 Revision (United Nations publication,
forthcoming.)
a Preliminary estimates.
b Forecast, based in part on Project LINK.

Table I.2.
GROWTH OF PER CAPITA OUTPUT IN DEVELOPING COUNTRIES, BY REGION, 1997-2000

Number of Growth of GDP per capita
countries Decline in GDP per capita exceeding 3 per cent

monitored 1997 1998 1999a 2000b 1997 1998 1999a 2000b

FFrreeqquueennccyy ooff hhiigghh aanndd llooww ggrroowwtthh ooff 
ppeerr ccaappiittaa oouuttppuutt ((NNuummbbeerr ooff ccoouunnttrriieess))

DDeevveellooppiinngg ccoouunnttrriieess 95 18 37 38 17 35 23 20 33
of which:

Latin America 24 3 8 12 4 9 5 4 7
Africa 38 8 11 12 3 11 11 7 13
East and South Asia 18 3 9 3 1 12 6 8 11
Western Asia 15 4 9 11 9 3 1 1 2

MMeemmoo iitteemmss::
Least developed countries 40 8 13 14 12 10 8 6 9
Sub-Saharan Africa 31 5 8 9 3 9 8 6 10

PPeerrcceennttaaggee ooff ppooppuullaattiioonn

DDeevveellooppiinngg ccoouunnttrriieess 95 9.5 24.7 20.7 5.4 72.2 60.3 58.3 67.2
of which:

Latin America 24 3.1 55.1 65.0 9.0 38.2 22.6 4.9 31.7
Africa 38 22.3 39.6 27.7 7.7 27.6 22.6 11.0 28.6
East and South Asia 18 6.8 13.6 6.9 0.0 90.9 79.3 82.1 84.9
Western Asia 15 18.5 59.1 86.8 60.6 36.9 9.3 9.3 36.1

MMeemmoo iitteemmss::
Least developed countries 40 11.3 21.6 22.3 18.0 40.8 29.2 27.4 41.7
Sub-Saharan Africa 31 23.1 27.9 26.5 13.1 29.6 14.9 16.4 25.3



major regions than in 1999. The economies of Western
Europe are expected to strengthen their recovery, while
the pace of expansion in the United States is likely to
moderate. Growth in Japan will continue to lag behind
potential, in spite of massive injections of public funds
aimed at encouraging private-sector consumption and
investment. 

International economic environment 
strengthens slowly

Despite the acceleration in the growth of world output,
world trade volume in 1999 is estimated to have grown
by only around 4 per cent, less than in 1998 (see table
I.1). Trade was a weaker contributor to global economic
expansion than in the past, with the ratio of the growth in
trade to the growth in GWP of 1.5 being lower than the
average of over 2 recorded since the early 1970s. As the
recovery gained momentum, global trade gradually
began to strengthen, albeit with a lag, in the second half
of 1999. Faster growth in international trade is forecast
for 2000, with world export volume expanding by about
6 per cent. This will bring the ratio of growth in trade
volume to that of GWP back to the postwar average of
about 2, but not to the higher levels observed earlier in
the 1990s.

Reflecting the improvement in global economic
growth, the deflationary pressures on international prices
of commodities of the previous two years dissipated by
late 1999. Oil prices rebounded from the lows observed in
1998 and early 1999, but prices for other commodities,
except metals, on average continued to sag.

International financial markets stabilized as 1999 pro-
gressed and some degree of investor confidence in emerg-
ing markets returned. However, there was not a full
recovery of financial flows to emerging market
economies. This applies, in particular, to commercial-
bank flows. Monetary conditions generally remained
accommodative for most of the year, as the monetary
authorities in many countries held interest rates down or
lowered them, the latter especially in many developing
countries and economies in transition. However, in some
cases, notably in the United States, and later in Oceania
and in Europe, monetary authorities began to change their
policies towards more restrictive stances in the latter part
of the year.

BENIGN INFLATION OUTLOOK

Except for the large economies in transition and a few
other countries, the global economy has been subject to
disinflation for the past few years. Inflation rates have
been compressed to postwar lows. During the recent
international financial crises, the large currency devalua-

tions in many economies pushed up inflation rates only
for a brief period, in contrast with earlier crises. The fac-
tors contributing to the successful control of global infla-
tion have included cautious monetary policies, fiscal
consolidation, and increased global competition. In a
number of developed countries, low wage pressures and
gains in productivity attributed largely to technological
innovation have reduced not only inflation rates, but also
inflationary expectations, breaking the potential for set-
ting off a conventional inflationary spiral, at least in the
near-term.

In a few economies, such as China and Japan, defla-
tion rather than inflation has been a policy concern in the
last two years. The main cause of deflation in these
economies has been weak effective aggregate demand as
a result of a shift in the behaviour of consumers and
investors, due to cyclical and/or structural changes in the
economy. Because deflation in these economies is more
than a monetary phenomenon, the root of the problem
cannot be addressed by monetary policy alone. Rather,
authorities have to address the conditions needed for a
revival in domestic aggregate demand. In many cases,
this will require a combination of fiscal stimulus and
structural reforms, such as state-enterprise restructuring
in China and addressing the problems in the financial
sector in Japan.

Inflation in the global economy is expected to contin-
ue to remain low in 2000. For most developed economies,
where the average inflation rate fell to almost 1 per cent
in 1999, a slight rise is expected because of higher oil
prices, the recovery of other commodity prices and the
wage pressures that may arise from tight labour markets
in some countries if productivity gains cannot keep pace
with real wage rises. Nevertheless, the rate of inflation in
all of these countries in 2000 will likely remain under 3
per cent—within the inflation target range of many cen-
tral banks of developed economies.3 Japan is expected to
continue to experience slight deflation, however.
Elsewhere, further falls in inflation rates are likely, espe-
cially in countries with double-digit rates, such as the
Russian Federation and other economies in transition,
and several economies in Latin America.

Employment responds slowly

The world employment situation remains far from satis-
factory in the majority of countries. The United States
and a few other economies, including some in Europe
(such as Denmark, Ireland, the Netherlands and Norway),
have been able to achieve near-ful l  employment.
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3 The European Central Bank (ECB) has set a 2 per cent target as the upper range
of the desirable pace of the harmonized inflation index. However, its policy also
takes into account conditions other than the harmonized price index.



However, high rates of unemployment persist in much of
the euro zone. Even though the zone’s unemployment rate
dropped below 10 per cent in late 1999 for the first time
since December 1992, it is likely to remain unacceptably
high until more encompassing labour-market reforms take
effect. In Japan, unemployment has risen steadily during
the recent years of slow growth and increased further in
1999, although, at less than 5 per cent, it remains lower
than in most European countries.

Among the developing countries, there was a dramatic
increase in unemployment in the crisis countries in 1997
and 1998, with correspondingly smaller consequences in
countries less directly affected. Although economic recov-
ery is under way, the consequences of the crisis in terms
of unemployment, shifts from urban and formal sector
employment to rural and informal sector job and height-
ened insecurity of employment persist. Similarly, the
unemployment in the majority of the economies in transi-
tion remains very high and deteriorated in many of these
countries in 1999. These reversals will take longer to be
redressed, as will the setbacks to broader social objectives,
such as the increase in poverty and the consequences of
cuts in health and education expenditures resulting from
fiscal austerity. The social costs of the crisis therefore per-
sist, despite improving macroeconomic indicators.

POLICY ISSUES

A panoply of factors has contributed to the current
recovery in many crisis-affected economies. Pivotal have
been accommodative global monetary conditions since
the second half of 1998 and the reflationary policies
adopted by the crisis-affected countries themselves.
These stances were crucial in containing the internation-
al financial turmoil and in preventing the world economy
from falling into a global deflationary spiral. There is
now broad agreement among analysts that, if these poli-
cies had been embraced when the crisis began to unfold,
the recession in these economies could have been less
severe and the recovery could have started earlier. 

With the global economy strengthening, monetary eas-
ing was reversed in late 1999 and this is likely to continue
to be the direction of monetary policy in countries where
domestic conditions are seen to pose a threat of inflation.
At the same time, more and more economies are expected
to adopt tighter fiscal policies in order to reduce the large
budget imbalances that accumulated during the crisis as
part of the eeofrt to expedite economic recovery.

Monetary-policy outlook

A global easing of monetary policy was led by the
United States Federal Reserve with three consecutive
cuts of interest rates in late 1998 and was followed by

the ECB in early 1999. In the wake of these accommoda-
tive measures, many countries throughout the world
reduced their policy interest rates in the course of the
year. Many developing and transition economies, whose
interest rates were pushed to extreme heights during the
crisis, were able to lower their rates substantially, some
to pre-crisis levels. In several cases, however, the reduc-
tions followed another sharp rise in rates that became
necessary in early 1999.

The Federal Reserve raised interest rates three times
in the second half of 1999, bringing its policy rates back
to the levels in effect in mid-1998. Initially, only a few
central banks, such as the Bank of England (BoE) and
the monetary authority of Hong Kong Special
Administrative Region of China (Hong Kong SAR), fol-
lowed suit, although for varying reasons.4 Subsequently,
policy interest rates were raised by several central banks
of developed countries, including the ECB which
increased rates by 50 basis points, bringing them back to
their level at the euro’s inception in early 1999. Some
other countries in Europe and Oceania also implement-
ed one or more raises of between 25 and 50 basis points
(see chapter III).

Central banks, especially in developed economies,
have raised their rates further in the first few weeks of
2000. Several reasons are at play, notably the desire to
move from an accommodative to a more neutral monetary
policy stance. The latter owes much to the slight uptake in
inflation and fears that tight labour markets, especially in
the United States, and rising commodity prices world-
wide may signal a strengthening of inflation. However,
core inflation rates (that is, excluding the changes in
prices for energy and foodstuffs) remain low.

The inflation outlook in the United States remains
benign. Asset-price inflation and the tight labour market
may increasingly pose, or be perceived as posing, as
inflationary threat. However, there is no conclusive evi-
dence that a pre-emptive monetary policy could control
asset-price inflation without simultaneously slowing
down the economy appreciably. Moreover, wage pres-
sures, even in a tight labour market, should not emerge
until productivity growth slackens. Nevertheless, the Fed
eral Reserve may raise rates by another 50 points in the
next six months, especially if more inflationary signs
were to emerge in the domestic economy. Such further
monetary tightening would not be helpful for many other
countries where economic recovery remains in need of an
accommodative monetary stance in both the United States
and other major economies.

The ECB and the Bank of England are likely to main-
tain the policy stance inaugurated with the rise in rates in
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November 1999, and to raise interest rates for the euro
area. In the baseline, the ECB is assumed to raise interest
rates three times in 2000 by 15 to 20 basis points each
time. However, the Bank of Japan, which has kept the
overnight interest rate near zero since early 1999, is
expected to remain accommodative.

Historically, when central banks in major developed
economies tighten monetary policy, interest rates in
emerging economies are also adjusted so that the differen-
tial continues to reflect perceived risk margins. However,
even if interest rates in developed countries are increased
as assumed, there is leeway for many emerging economies
not to raise their rates immediately or even to lower them
further.

A lowering or stabilization of interest rates in these
economies would be desirable, as their nominal interest
rates are still high, particularly compared with those in
developed economies, and their real interest rates contin-
ue to be high by historical standards. The latter is also the
case for many developed countries, given the levels of
inflation that are expected. These worldwide high real
interest rates indicate that monetary policy has not been as
lax as nominal interest rates might suggest.

If inflation rates in some of these economies could be
further reduced, nominal interest rates could be brought
down. The leeway for, on the whole, a more accommoda-
tive monetary stance deserves to be especially carefully
considered in developing countries that have recently
moved from a fixed exchange-rate regime to a floating
system. The latter should afford them greater independ-
ence in conducting their monetary policy, although it is
unclear how these countries will define their monetary
anchor under the new floating regime. This constitutes an
important unresolved policy issue, including in the con-
text of discussions about the usefulnesss of inflation-tar-
geting in many emerging market economies.
Nevertheless, with appropriate monetary policies, it
seems unlikely that interest rates in these countries will
have to follow every change in rates in the major coun-
tries, at least within a certain range.

Nevertheless, countries with a floating exchange-rate
regime do not wish to submit their policies to fluctuating
currencies without intervention. A depreciating currency,
for example, has a potentially inflationary impact, so even
countries with a floating exchange rate are concerned
about the broad position of their currency relative to major
currencies. When they face current-account deficits or fail
to attract sufficient capital from abroad, they may have to
adopt higher interest rates at home, or, reserves permit-
ting, intervene in foreign currency markets.

In preparing the baseline forecasts for developing
countries and economies in transition, it is assumed that
the monetary authorities for economies with a fixed or
rigid exchange-rate system follow the tightening in the

relevant developed economy or economies, depending on
their currency peg. For other developing economies, it is
assumed that an accommodative monetary policy will be
adopted to strengthen the recovery, at least through 2000,
as nominal interest rates in many of them remain high.

Major fiscal policy features

In contrast to the trend of more globally correlated mone-
tary policies across countries, largely due to increased
international capital mobility, national fiscal policies are
to some extent still independent.5 The international finan-
cial crises of 1997-1999 left the world economy not only
with large trade imbalances, but also large fiscal imbal-
ances, especially in countries that experienced recession.
Most developed economies, except Japan, have pursued a
restrained fiscal policy, even during the international
financial crises, and have improved their fiscal position
considerably in the last few years, with some reversing a
large budget deficit into a sizeable surplus. The outstand-
ing case is the United States, which turned a deficit that
had persisted for three decades into a surplus in 1998; the
surplus for 1999 is estimated to have reached $140 bil-
lion. In Japan and the countries in crisis, however, meas-
ures to stimulate their economies out of recession result-
ed in a drastic deterioration in their fiscal positions: the
budget deficit of Japan reached 10 per cent of GDP in
1999 and several Asian developing countries also report-
ed high fiscal deficits relative to their income levels.

In view of the prevailing global economic environ-
ment, policy makers of most developed economies in
Europe and North America are likely to adhere to a neu-
tral to moderately relaxed fiscal policy for 2000. For
Japan, after another fiscal injection announced in late
1999, but effective in early 2000, fiscal policy will be
tightened in 2000.6 Fiscal consolidation is also expected
for most developing and transition economies in the
future, albeit at varying points in time.

EXCHANGE RATES: FLEXIBLE VERSUS FIXED

Exchange-rate movements among the major currencies
of the developed economies in the past few years have to
some extent reflected the differentials in the recorded
and expected paces  of  economic growth in  these
economies. The strength of the U.S. dollar vis-à-vis the
yen, at least until late 1999, and against the euro, albeit
with several short-lived reversals, has been in line with
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fiscal policy is subject to agreed-upon rules in the context of regional integration.
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which is in line with Government policy as announced in November (see part III),
is assumed in the baseline forecast.



the robust growth in the United States in comparison
with the stagnation in Japan and the weak growth in
Western Europe. But this is unlikely to continue for long.
Whereas the U.S. dollar is anticipated to stay at the cur-
rent exchange rate with the yen, it is expected to depreci-
ate slightly against the euro by the end of 2000.

Currencies of many countries were devalued signifi-
cantly against the U.S. dollar during the international
financial crises. Most have stabilized since then. While
some currencies (such as those of Indonesia, the Republic
of Korea and Thailand and, most recently, Brazil) have
appreciated somewhat from their lows, in both real and
nominal terms, others (such as the currencies of the
Russian Federation and South Africa) have been drifting
around their new low parities.

As a result of the crises, two polarized exchange-rate
systems are now prevalent in developing and transition
economies. Several countries continue to adhere to a
fixed exchange-rate system and are expected to hold on to
it in the near-term, thus preserving the current nominal
parity to the major pegging currencies. However, many of
these countries adopted, or were forced by market pres-
sures to adopt, a floating exchange-rate regime. These
countries are likely to ‘manage’ their rates in line with
expected international inflation differentials, so that a rel-
atively stable real parity should prevail for the near-term.
However, other factors, such as domestic policies and
market sentiment, may drive the nominal exchange rates
of these countries away from the assumed real parity.

Speculation about devaluation of the Chinese yuan has
been rife. For the near-term, however, it would appear
likely that the yuan will be kept at its current peg with the
U.S. dollar. The real exchange rate of the yuan has fallen
by about 8-10 per cent against the U.S. dollar during the
past two years as a result of domestic deflation in China,
so that the pressure for a further devaluation is now less
than it was in the aftermath of the Asian financial crisis.
Even if a devaluation were to be enacted, the ripple
effects on other currencies, given the strong recovery
under way in most of the crisis countries, will be much
smaller than they would have been two years ago.

UNCERTAINTIES AND RISKS

The prevailing domestic and external imbalances accu-
mulated in the wake of the disturbances provoked by the
international financial crises in the last two years arose
in par t  because the growth cycles  among many
economies have become significantly asynchronized.
The increased fiscal deficits in Japan and in many emerg-
ing economies and the widening current-account deficit
and the rapidly growing private-sector debt in the United
States will need to be reduced. However, there also ought

to be a parallel effort to compress the large current-
account surpluses of such countries as China and some
members of the EU. Otherwise, the desirable rebalancing
of the current-account, fiscal and wealth positions will
be brought about—as has traditionally been the case—as
a result of efforts by the deficit countries alone; such
efforts are inevitably contractionary in nature.

The outlook for the world economy therefore depends
critically on how the imbalances are resolved. A gradual
slowdown in the pace of economic growth in North
America, accompanied by a strengthening of the econom-
ic recovery in Europe and by sustaining the recovery in
Asia, would be highly desirable. Whether this scenario
will in practice unfold depends in good measure on, at
least implicit, national and international policy coordina-
tion in such areas as fiscal stances, monetary policy, trade
and international finance.

Though prospects for the global economy in the aggre-
gate are on the whole reassuring, there are potential risks
and uncertainties that might lead to lower growth in the
world economy.

First of all, working off the large current-account
imbalances across countries and the fiscal imbalances in
many countries may not evolve smoothly. Second, where-
as an asynchronized world economy can be a dynamic
and stabilizing force for sustaining the pace of global
economic growth, large current-account imbalances may
give rise to protectionism in certain countries, thereby
inhibiting trade and weakening the prop to global aggre-
gate demand needed to sustain the recovery. Third, con-
tinued economic recovery in a range of countries depends
on progressing with further major structural reforms.
Many have so far proved to be formidable in nearly all
countries. Fourth, the rise in international integration,
especially via international capital flows, and rapid tech-
nological innovation have posed new challenges to policy
makers worldwide. The reform of the international finan-
cial system, which received a lot of attention at the height
of the crisis, remains a piece of unfinished business. This
leaves the global economic framework ill-prepared for
coping with any similar crisis in the years ahead. The
forecasts assume that there will be no such calamity, but
most analysts accept that financial crises cannot be ruled
out.

These downside risks and the likely consequences for
the world economy may materialize via several channels.
One scenario that has been widely analysed, including in
earlier reviews of the global economic situation by the
United Nations,7 revolves around another crisis in world
financial markets, but centred in developed countries such
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as Europe and the United States rather than in developing
or transition economies. Most analyses suggested that the
effects of such an occurrence could be substantial.8

Increasingly, however, questions have been raised
regarding, firstly, the relevance and probability of such a
collapse in equity markets in the major developed
economies, notably the United States, and, secondly,
whether the wealth effects would be as significant as
some suggest. A conclusive answer to these questions is
difficult for several reasons. For one thing, there is no
precedent for the recent changes in international econom-
ic linkages, notably through capital flows.9 In addition,
the sharp rise in the number of households now keeping
some of their wealth in the form of shareholders’ equity
has in all likelihood modified household wealth behav-
iour.10 Furthermore, the precise shape of the cycle, given
the technological revolution and the way in which infor-
mation technology in particular has been affecting pro-
ductivity in non-traditional economic activities, has yet to
be traced out.

Measured by price-earnings ratios, stock yields, or
other traditional equity-valuation criteria, the United
States stock market is overvalued. An immediate return to
the historical levels of these traditional indicators would
imply a 20 to 40 per cent drop in the value of equity mar-
kets. However, some observers have argued that rapid
innovation in information technology may have perma-
nently lowered ‘equity premiums’, that is, the margin by
which the expected rate of return on stocks exceeds the
rate of interest on riskless assets. If this were to be borne
out, the current valuation of the stock market in the
United States would be undervalued.11 Between these
polar cases, many other gauges for what might happen to
asset prices can be readily applied.

Even if there is not an autonomous correction in equi-
ty markets, other financial vulnerabilities in the United
States economy need to be borne in mind. Households
and the corporate sector have been borrowing well
beyond historical levels, leading to record private-sector
debt. Household debt is now approximately 100 per cent

of disposable income. Under these circumstances, a tight-
ening of credit for the private sector is likely to lead to an
unusually severe decline in business investment and con-
traction in household demand. At the same time, the
widening current-account deficit of the United States has
been sustained by large capital inflows, which could fall
significantly if there were a sharp reversal in confidence
in the United States economy. These would also slow eco-
nomic growth and weaken the U.S. dollar, leading to
reduced United States demand in the rest of the world.
Importantly, these vulnerabilities are interrelated, with
the result that any unforeseen shock could trigger a
sequence of events in which all come into play and nega-
tively reinforce each other.

Other uncertainties and downside risks include the
possibility that the yen continues to appreciate consider-
ably, in which case the current recovery in Japan could be
in jeopardy. Alternatively, persistently high oil prices
could rekindle inflation expectations, although a replay of
the scenario that unfolded with the two oil-price leaps in
the 1970s is unlikely (see Chapter II). Since post-crisis
restructuring in many emerging economies has proved to
be difficult and slow, recovery in these economies could
be interrupted and the reform process stalled. Moreover,
there are political uncertainties about the ability to reduce
budget deficits in many countries. Failure to do so could
induce another default crisis.

On the upside, it is possible that the reduction of the
cited imbalances could have a smaller impact on the
world economy than is forecast. For example, the econo-
my of the United States could for some time continue to
expand at the robust rate of the past several years, rely-
ing on further technological innovation to realize addi-
tional productivity gains. In this case, world economic
growth could be up to 0.5 per cent higher than discussed
above. Also, the recovery in Western Europe might turn
out to be stronger than forecast. Particularly if this
occurred with a better United States performance than
anticipated, stronger growth in the global economy
would become feasible.
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8 An earlier simulation based on the LINK modeling system showed that a 40 per cent decline in the value of equity markets in the United States and in a few major European
economies, in combination with a credit crunch in corporate borrowing, would lead to a loss of 1.7 per cent of world GDP over two years. See World Economic and Social
Survey, 1999, Box I.2.

9 Although the degree of international interdependence, both in trade and financial flows, from the late 1800s up to the First World War was probably larger than at present,
it is not clear that this situation provides a pertinent precedent for the current policy discussion, given the many subsequent changes in the structure of the global econo-
my, including the nature and extent of global interdependence.

10 Also the part of household wealth deriving from private residences has appreciated significantly. With any financial reversal, those prices too would be affected, in turn
exerting a negative impact on household wealth behaviour.

11 For an argument along those lines, see James K. Glassman and Kevin A. Hassett, DOW 36,000: the new strategy for profiting from the coming rise in the stock market (New
York: Random House, 1999).



THE 1999 SLOWDOWN IN WORLD 
TRADE GROWTH 

The slowdown in the growth of world trade of 1998 con-
tinued into 1999, with the annual increase in the volume
of world merchandise trade falling from 4½ per cent in
1998 to less than 4 per cent in 1999 (see table I.1). This
is substantially below the average rate of trade expansion
from 1991 to 1997. Moreover, the ratio of trade growth
to growth in gross world product (GWP) was far lower in
1999 than the average of 3 recorded for the period of the
1990s prior to the Asian crisis (see figure II.1). It was
even below the historical average of 2 registered during
the 1970s and 1980s. This points to the fact that the
international financial crisis and the post-crisis adjust-
ments affected international commerce more than domes-
tic economic activity. World trade in 1999 was both a
weaker contributor to world economic growth—and a
weaker force for structural change—than it had been in
the past. 

The slackening in world trade growth in 1999 was
brought about mainly by the slowdown in the growth of
imports in developed economies, particularly in Western
Europe. Import volume again contracted in Japan, albeit
by less than in 1998 (see table A.4). Although North
America could not maintain the pace of import growth of
the previous two years, its imports continued to expand
far more rapidly than those of other regions. By and large,
governments in countries experiencing import surges
were able to resist pressures to tighten trade barriers,
although some developed and other countries increasing-
ly resorted to anti-dumping and safeguard nitrons to
reduce the impact of imports in certain sectors, particu-
larly steel and textiles.

In the transition economies, both export and import
volumes fell in absolute terms due to large declines in the
international trade of the Russian Federation and several
other members of the CIS, especially the larger ones (see
Chapter III). 

Developing country import volume began to rise again
in 1999, after the crisis-related contraction in 1998. In
Latin America and the Caribbean, where the economic
crisis hit with a lag, the volume of imports plummeted by
an estimated 4½ per cent in 1999. In contrast, import vol-

umes into East and South Asia (excluding China), which
contracted 13½ per cent in 1998, increased 5½ per cent in
1999.1 The volume of merchandise exports of developing
countries rose 3½ per cent, a percentage point faster than
in 1998; however, this average is made up of a beginning
of recovery in Asian export growth and slower growth or
a reduction in the quantity of exports shipped from all
other main developing country regions.

A RECOVERY IN WORLD TRADE IN 2000

World trade in 1999 embodied the beginnings of a recov-
ery that is expected to become more visible in 2000.
Trade grew very slowly in the first half of 1999, with
significant declines in some regions as many economies,
especially in Asia and Latin America but also among the
economies in transition, continued their post-crisis
adjustment by cutting import demand. However, as the
recovery process strengthened and more economies
began to move towards positive growth, international
trade began to rebound, rather strongly in the second half
of 1999. 

Continuing this momentum, world trade is expected to
rise by 5¾ per cent in 2000. The improvement is expected
to be spread among all major groups of countries and over
all main categories of commodities, with total trade in
some regions expanding more than 6½ per cent and world
trade in manufactures growing more than 6 per cent. 

The upturn in trade is expected to be particularly
strong in Western Europe. Japan is forecast to register its
first increase in import volume in two years but the
expansion of its exports will be limited by the apprecia-
tion of the yen and the slowdown in the growth of imports
expected in North America (see table A.4).

Among the transition economies, the strengthening
economies—and thus imports—of Western Europe will
boost Central and Eastern European exports.
Strengthening global demand will help the Russian
Federation and other CIS countries begin to reverse the
export contraction of 1999. 
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The pickup in trade of both primary commodities and
manufactures will help raise exports from all developing
country regions by more in 2000 than in 1999 and, with
the exception of Africa, at a rate in excess of 4½ per cent
for the year. The volume of imports is forecast to rise
more rapidly as well, particularly in East and South Asia
and Latin America, as recovery from the crisis contin-
ues. Faster overall growth in these two regions should
contribute to accelerations in the expansion of exports
from the developed countries, softening any slowdown
in the United States economy and improving prospects
elsewhere.

A TURNAROUND IN WORLD 
COMMODITY MARKETS

Prices of major primary commodities, expressed in U.S.
dollars, dropped in 1998 to the lowest levels in many
years (see figure II.2 and table A.5). Over the course of
1999, prices of many commodities, especially crude oil
and related energy products, either stabilized or started
to recover (see figure II.3). By the end of the year, some
of these prices rose to levels not observed in the past
three years, due in part to the recovery in global demand
and, in the case of oil, to production constraints imposed
by core oil-exporting countries. A rebound in the prices
of some industrial metals and minerals, notably alumini-

um, nickel and phosphate rock, has also been under way,
spurred in part by the substitution of relatively new
industrial metals for traditional metals such as ordinary
steel. Prices of agricultural commodities, on the other
hand, did not experience any significant recovery and
remained below their averages for 1998. This continued
decline applied especially for many categories of food-
stuffs and tropical beverages and for vegetable oilseeds
and oils. In late 1999, the rate of price decline for many
agricultural products slowed and, in the case of sugar
and coffee, prices have risen. The more positive outlook
for world economic growth in 2000 holds promise of
some further improvement in prices and quantities of
agricul tural  commodit ies  sold on world markets .
However, while some increase in world trade of these
commodities is expected, only a weak recovery in prices
is foreseen for 2000. 

World oil markets remain in a sensitive state. OPEC
countries suffered a large loss of revenue because of the
fall in oil prices in 1998, and in 1999 they united in their
efforts to stabilize volatile oil markets. Major oil-export-
ing countries have re-iterated their commitment to sus-
taining their coordinated supply cutbacks well into 2000.
Given these considerations and the expected upturn in
world economic activity, world oil demand is expected to
exceed world oil supply in the near term. For this reason,
the outlook is for another 9 per cent annual increase in
2000. 
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Nevertheless, future developments in world oil mar-
kets are particularly uncertain at this time, both with
regard to oil prices and their impact on the world econ-
omy (see box II.1). Any sign that producers are not
fully committed to maintaining agreed production cut-
backs could precipitate a sharp decline in prices, which
would adversely affect the more heavily populated and
poorer oil-exporting countries. In this regard, an

increase in output, especially after the second quarter of
2000 when world oil demand is expected to be at its low
point between the winter heating season and the sum-
mer driving and cooling season in the major consuming
countries, could lead to a sharp fall in prices. Some
observers argue that recent price increases have become
detached from supply and demand fundamentals. In this
view, recent prices of over $25 a barrel for front-month
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Brent oil futures, a bell-weather contract traded on
London’s International Petroleum Exchange, may prove
unsustainable. On the other hand, a prolonged period of
high prices could threaten the nascent economic recov-
eries now underway in South-East Asia and weaken
growth elsewhere. It could also undermine the resolve
of OPEC countries to maintain the cutbacks and
encourage exploration and drilling from non-OPEC
suppliers.

Prices of industrial materials, especially metals, such
as aluminium, copper and nickel, have also rebounded
notably since the summer of 1999. The situation of over-
supply in some of these materials in the past few years
has come to an end, and, in response to increases in

demand, world trade in industrial commodities has been
growing faster than overall trade. With a continuing
recovery of world industrial production, especially the
strength and broadening of the recovery in the crisis
countries of Asia and Japan, which have traditionally
been large importers of these materials, the price rebound
of these commodities is likely to be sustained into 2000.
The gains in prices of industrial materials have spurred
economic growth in countries that rely heavily on their
sale. Over the longer-term, however, pressure on prices
for minerals, ores and metals is likely to be constrained
by cost-cutting measures, by advances in production
capacity management and inventory control, and by con-
servation and efforts at recycling.
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Oil prices have risen strongly since late 1998, from about $10 to about $27 per barrel at end-1999 and further since then. This
level of prices may persist for some time before additional supplies and demand adjustments bring downward pressure to bear. The
question arises, then, whether the global economy may be exposed to another round of shocks such as those experienced in the
1970s, leading to another round of stagflation in many economies. A rise in the price of a major input produced by one group of coun-
tries and consumed overwhelmingly in another implies a substantial transfer of ‘wealth’ from the latter to the former, as it did from
the early 1970s until the 1980s. While this is again taking place, the economic consequences of the current near-tripling of oil prices
should be less deleterious for the global economy than they were in the 1970s.

For one thing, recent prices are not much higher than they were before the sharp price drop began in 1997. Moreover, the major
transformations in the structure of world output mean that the cost of crude oil is now a much smaller share of aggregate output
than in the 1970s. Developed countries have shifted towards less energy-intensive technologies for generating their value added and
some have persisted in energy conservation, causing the energy intensity of value added to be about half of what it was in the 1970s.
Estimates suggest that a sustained increase in oil prices of $10 (that is, if maintained for the year as a whole relative to the pre-
ceding year), would raise the inflation rate in developed countries by about half a per centage point while growth would decline by
about one-quarter of a per centage point.

In marked contrast, many developing countries, especially the more dynamic ones, which are generally not resource rich, have
forged their industrialization on intensive consumption of energy. These countries are therefore likely to be more affected by the rise
in oil prices than developed countries. The precise impact on inflation and growth is unknown. However, on the basis of estimates
for developed countries for the 1970s, a sustained rise in oil prices of $10 might reduce their growth and raise inflation rates by at
least double the magnitudes cited above.

The effects of a rise in oil prices depend also on the behaviour of oil exporters, who stand to gain considerable export revenues
due to favourable shifts in their terms of trade. Unlike the 1970s, when most of these countries were in surplus and had accumulat-
ed considerable foreign-exchange reserves, many have run fiscal and current-account deficits in recent years. They have also post-
poned expenditures on infrastructure investments and even on consumption. The foreign-exchange constraint in many of these coun-
tries, which has hampered their growth efforts, especially in 1998, will become less of a problem if oil prices stay at their current
levels, or rise further. These countries are therefore more likely to spend their windfall export revenues than to stock up foreign-
exchange reserves, which the international financial system would then need to recycle.

An additional reason for a more muted impact of a rise in oil prices is that there is little evidence to date of a generalized increase
in commodity prices. Except for energy and some industrial minerals, commodity prices continue to be near their lows and only a
modest recovery is expected in the years ahead. 

However, there is one major danger stemming from a sharp rise in oil prices: ‘headline’ inflation rates would rise in many coun-
tries, including in the first instance the United States, especially if higher oil prices were to trigger wage demands that outpace gains
in productivity. This might induce monetary authorities to enact pre-emptive increases in interest rates; these could push the United
States economy towards a much lower growth path, possibly a recession. A precipitous decline in the pace of economic activity in
the United States could, as examined earlier, have a major negative impact on the pace of global economic activity, as prevailing
imbalances might be unwound in a disorderly manner.



TURMOIL AND ADJUSTMENT IN NET 
EXTERNAL RESOURCE TRANSFERS

The international financial crises of 1997-1998 led not
only to a slowdown in world trade growth, but also to a
sharp and uneven shift in external balances across coun-
tries, as exports and imports of different groups of coun-
tries were affected in contrasting ways. The trade deficit
in the United States, in particular, surged to record highs
in 1998 and 1999, while most developing economies and
some other countries, including a number of economies
in transition, were forced by financial crises to turn their
trade account into surplus and thereby transfer financial
resources to the rest of the world.

While a full accounting would take account of trade in
both goods and services, data on the latter are only avail-
able with a lag. However, the shift in external balances
from 1997 to 1999 can be indicated by change in the mer-
chandise trade balance, as merchandise still accounts for
the bulk of international trade.2 Before the financial tur-
moil created by the Asian and Russian financial crises,
exports of the developed economies exceeded the value of
their imports and this surplus embodied a net transfer of
financial resources to the rest of the world. Under the
impact of the financial crises, the merchandise trade sur-
plus of these countries was progressively reduced (see
table II.1) and became a trade deficit in 1999. The corre-
sponding change on the part of the developing and transi-
tion economies was an increased aggregate trade surplus.

In the years immediately before the financial crises,
the trade of developing countries expanded rapidly and a
trade surplus often reflected success in expanding exports
and sometimes fortuitous developments in trade prices.
However, the growth of these countries’ export earnings
weakened in the years leading up to the crisis and trade
surpluses were eroded or became deficits in a number of
them. With the onset of crises and the termination of
access to many forms of international financing, trade
deficits had to shrink; this was achieved far more through
import cutbacks than export expansion. The re-emergence
of large trade surpluses in 1999 in developing countries
was a sign of adjustment to economic crisis, rather than
of economic strength.

Changes to export and import patterns and external
balances caused by this period of turbulence were great-
est in South and East Asia. In the years prior to the crises,
these countries in the aggregate recorded a small trade
surplus as the volume of their trade rose rapidly. When
the Asian crisis engulfed the region in 1997, both exports

and imports were negatively affected but the adjustment
in imports was far greater than that of exports. Having
increased at 8 per cent or more annually until then, Asian
imports plummeted in volume terms by over 13 per cent
in 1998. Exports on the other hand, increased by over 4
per cent, and played an important role in the recovery of
production and, to some extent, employment. Continued
access to the markets of developed countries facilitated
this contribution of trade to recovery in Asia.

Latin America and the Caribbean also witnessed major
shifts in trade balances associated with recent financial
crises. Renewed capital flows to the region had allowed it
to finance significant trade deficits in the 1990s, espe-
cially in 1997 when export receipts financed less than 90
per cent of imports. When external-financing conditions
deteriorated sharply in 1998, the net resource transfer to
the region was abruptly and substantially reduced.
Combined with a slowing pace of export expansion and
weak commodity prices, a reduced financial inflow of
about $30 billion necessitated an even sharper reduction
in the rate of import absorption. As a result, the volume
of imports into the region declined markedly in 1999. 

Unlike the sharp adjustments in other regions, African
countries were able to sustain the growth of their import
volume in 1998, despite a slowdown in their export growth.
Between 1995 and 1997, the value of merchandise exports
of African countries increased steadily and financed
between 95 and 98 per cent of the value of their merchan-
dise imports, which grew in volume about 6 per cent a
year. However, the increase in their export volume slowed
to only 1½ per cent in 1999. Import growth was maintained
at a pace above that of exports, however, causing the trade
balance of Africa to move towards wider deficits. 

EXTERNAL FINANCING FOR EMERGING 
ECONOMIES REMAINS CONSTRAINED

As indicated in the foregoing discussion of trade bal-
ances, capital flows into emerging economies dropped
sharply during the 1997-1998 crises. Although investor
confidence was gradually restored after the Brazilian
devaluation at the beginning of 1999, net private capital
f lows to  emerging economies remained low.
Corresponding to the net transfer of financial resources
out of the developing countries, the net inflows to these
countries of investment, credit and grants were smaller in
aggregate than their net payment of interest and divi-
dends.3 Although data are available as of the time of
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2 Estimates for the total value of world merchandise exports exceed those for
world merchandise imports in any year. Moreover, the size of the residual varies
from year to year and has been unusually large in recent years. Any assessment
of the impact of changes in the external balance of different groups of countries
based on estimated changes in trade balances should therefore be interpreted
with caution.

3 Illustrating an extreme case, the negative net financial transfer of the Russian
Federation rose as the trade surplus was increased both by the compression of
imports resulting from adjustments to the crisis and the increase in export earn-
ings owing to rising international commodity prices. At the same time, there was
little improvement in the level of foreign-exchange reserves, as capital inflows
were weak and capital flight continued. 



writing for only some of the flows and for only part of
the year, certain developments in 1999 can be discerned.

Private financial flows

In 1999, the composition of private financial flows to
developing and transition economies shifted towards
equity and away from credit flows. A major aspect of
this change was the sharp decline in net lending, the
result both of cutbacks in commercial bank credit and
the slow recovery of bond issuance from the low level of
late 1998. A number of major banks, especially from
Japan, where major bank restructuring operations were
underway, sought to reduce their exposure to emerging
markets. At the same time, the demand by potential bor-
rowers for external credit in developing and transition
economies was weak, reflecting the weak state of domes-
tic economies and thus investment.

Bank lending to Asia, which had already fallen sharply
in 1998, fell further in 1999. The brunt of the reduction in
lending to Latin America and transition economies took
place in the latter year. Foreign bank claims on Brazil and
the Russian Federation, for example, declined 16 per cent
and 14 per cent, respectively, in the first half of 1999. 

In addition, after a promising surge in the second quar-
ter of 1999, emerging-market bond issuance weakened
substantially. Several emerging-market economies,
including Brazil, maintained or regained access to these
markets, but others, such as the Russian Federation and
Ukraine, were still excluded at the end of the year. Latin
America accounted for the majority of new emerging-
market bonds in the year, with substantial issues by
Mexican and Argentine borrowers, while Brazilian
issuance fell substantially below the 1998 level. Asian
countries remained largely on the sidelines of this market

and African countries continue to be marginal partici-
pants.

In marked contrast, net portfolio equity flows to devel-
oping and transition economies recovered sharply during
the year, particularly to Asia, where stock values had fall-
en especially sharply. In Latin America, net outflows of
portfolio equity were reversed. Reflecting renewed
domestic as well as international investor activity, stock
markets strengthened substantially in a number of emerg-
ing-market economies, notably in Eastern and Southern
Asia, Latin America and in the Russian Federation.

As elaborated below, net flows of foreign direct invest-
ment (FDI), although moderating in the aftermath of the
Russian and Brazilian crises, were much more stable than
credit flows and constituted the overwhelming source of
capital flows to various countries in 1999. 

Official flows

Net official flows to developing and transition economies
declined sharply in 1999, as the surge in disbursements
of emergency financial assistance to countries impacted
by the crisis subsided. Additionally, with financial stabi-
lization and the beginning of economic recovery in a
number of countries during the year, repayments of offi-
cial loans rose substantially. 

The most dramatic swing took place in net flows of the
International Monetary Fund (IMF). The drop in Fund net
lending in 1999 was exacerbated by the fact that some
potentially large IMF disbursements to some countries
have been delayed by differences over policy matters. The
result was that, in the first nine months of 1999, IMF
received net repayments from developing and transition
economies totaling approximately $8.5 billion, compared
to net lending of about $15 billion in the same period in
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Table II.1.
MERCHANDISE TRADE BALANCES, 1995-2000

Billions of dollars

1995 1996 1997 1998 1999a 2000b

DDeevveellooppeedd mmaarrkkeett eeccoonnoommiieess 117 140 135 42 -31 3

EEccoonnoommiieess iinn ttrraannssiittiioonn 8 5 -11 -9 5 4

DDeevveellooppiinngg ccoouunnttrriieess -1 9 45 88 105 103

Latin America and the Caribbean 1 2 -11 -38 -9 -10
Africa -18 -21 -3 -19 -16 -16
Western Asia 12 44 48 16 39 50
East and South Asia 2 16 -4 109 92 81
China 16 14 41 44 26 24

Source: UN/DESA, based on Project LINK.
a Provisional.
b Forecast.



1998. Commitments of new lending during the first three
quarters of 1999 declined also, but by far less, to $11 bil-
lion from $15 billion in the corresponding period of 1998,
indicating that significant if somewhat smaller new draw-
ings could be expected in the ensuing year.

Financing outlook

The large swings in the balance of payments of develop-
ing and transition economies since the mid-1990s have
mainly reflected huge surges of private financial flows
first into and then out of emerging-market economies.
Investor interest in these countries began to reawaken in
1999, albeit mainly in the equity sector. Certain encour-
aging developments, however, could also be discerned in
international bond markets, in particular in the trend of
yields on emerging-market bonds through the year.

After exploding in the third quarter of 1998, yield
spreads eased in major components of the emerging-
economy bond market (see figure II.4).4 The most encour-
aging developments were in the market for Asian bonds,
where yields approached pre-crisis levels. Latin
American yields also receded from their peaks, although
they remained high even by that region’s standards. The

unresolved nature of the Russian situation, in contrast, ws
reflected in the yield spread on that country’s bonds,
which, albeit reduced, still exceeded 30 percentage
points.

The data on spreads also suggest that the world finan-
cial markets have become better able than during the
depths of the crisis to make distinctions between different
country situations. For example, the surge in Latin
American yields in early 1999, associated with the
Brazilian currency crisis, was only moderately reflected
in Asian yields. Moreover, the increased Latin American
yields in January and February 1999 were largely
unwound by March and April.

This notwithstanding, emerging-market bonds were
seen to have become more risky in 1999 in that the mar-
ket was absorbing the changed views of the international
official community on how to treat international bonds of
countries in debt-servicing difficulty. Previously, the pre-
sumption had been that a country in debt difficulty would
seek to renegotiate the debt servicing on its international
bank loans and loans guaranteed or supplied by bilateral
official institutions (mainly export-credit agencies of
major economy countries). Negotiations with the multiple
and dispersed holders of a bond issue were deemed to be
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4 The interest yield on emerging-market bonds can be decomposed into a base interest rate for risk-free capital (usually the yield on United States Treasury bonds of equiva-
lent maturity) and an additional element—the “spread”—that compensates bondholders for the higher risk of lending to these countries. Changes in the spread are taken
to indicate changes in market sentiment about a country or group of countries.
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difficult to organize, with the result that bond finance had
been largely excluded from debt relief packages. Partly as
a consequence, bond finance became increasingly popular
and grew as a share of total debt. Because they became so
important, bonds had to become subject to restructuring,
along with all other debt.

Concern about the need to restructure bond financing
in crisis situations was highlighted during 1999 by devel-
opments in Pakistan and Ecuador. In the former case, a
January arrangement between Pakistan and the Paris Club
of official creditors was made contingent, inter alia, on
the successful renegotiation of Pakistan’s Eurobond debt.
This was unprecedented and led to an indirect form of
restructuring wherein more than 90 per cent of the bond-
holders agreed to swap the bond in question for new
bonds on which principal does not have to begin to be
paid until 2002.

The developments in Ecuador also broke with conven-
tion. The economic situation in Ecuador had deteriorated
severely owing to natural disaster, low commodity prices,
a banking crisis and domestic controversies over policy
reforms. At the end of September, Ecuador announced that
it would not make nearly $45 million of interest payments
due on a part of its “Brady” bonds (partially guaranteed
bonds issued as part of the final resolution of the 1980s
debt crisis). Lacking resources, the Government sought to
cover the payment falling due by using an interest pay-
ment guarantee on the bonds in question that required
approval of 25 per cent of the bondholders. However, a
larger group of the bondholders decided instead to “accel-
erate” the bond, that is, to demand its immediate and full
payment. This action sent the Government of Ecuador into
formal default on the Brady bonds, which triggered cross-
default clauses on other bonds and raised uncertainties
about what other private international creditors of Ecuador

might do. In effect, the Government had to renegotiate its
entire private foreign debt.

Further similar disruptions could have adverse effects
on other emerging-market bonds. Market prices might fall
on other Brady bonds if the spectre were raised of bond-
holders pushing more debtors into formal default. At the
same time, this experience shows that international bond
purchasers are ultimately likely to seek a negotiated solu-
tion to a debt crisis, as had the bank creditors in the pre-
vious cycles of crisis, and that bonds are effectively rene-
gotiable. This will make bond buyers more cautious in the
future and raise the cost of access of emerging-market
economies to international finance.

In the short run, the impact of these bond debt devel-
opments on emerging market debt is expected to be mod-
est, especially set against the concerns that have already
kept bond yields, as in Latin America, at exceptionally
high levels. It is expected that equity flows—portfolio
and FDI—will remain the largest component of external
financing for developing and transition economies in
2000. As recovery gathers momentum and confidence
grows over time, however, new financial surges could
begin to build, in some cases as early as in 2000. Some
countries may then find the robustness of their financial
sectors again tested by high and volatile volumes of cap-
ital flows. This sets a premium on speedy and deep
progress in financial reform programmes and in develop-
ing national and international policies and mechanisms
for dealing with surges in capital flows.

RECENT TRENDS IN FOREIGN DIRECT
INVESTMENT

In 1999, world foreign direct investment (FDI) inflows
reached a record level of an estimated $827 billion, of

Table II.2.
FOREIGN DIRECT INVESTMENT (FDI), 1996-1999

Billions of dollars

1996 1997 1998 1999a

Inflows 363 468 660 827

Outflows 382 479 648 ..

Inward stock 3 3 4026 4853

048 336

Outward stock 3 3 4110 ..

146 419

Cross-border M&Asb 163 236 411 ..

Source: UNCTAD, based on national sources and UNCTAD estimates.
a Preliminary estimates.
b Majority-held investments only.



which an estimated $198 billion were directed to devel-
oping countries (see table II.2). FDI flows grew by some
40 per cent in 1998 and some 25 per cent in 1999,
among the highest growth rates attained since 1987. FDI
is now the most important component of private capital
flows to developing countries, having demonstrated
remarkable resilience in the aftermath of the financial
and economic crises.

FDI flows to developing countries increased by 15 per
cent in 1999, after stagnating in 1998. Latin America and
the Caribbean replaced developing Asia as the largest host
developing region for FDI for the first time since 1986
(see table A.6). In Latin America, privatization was a
major magnet, causing inflows to increase by about one-
third over 1998. Of the estimated total of $97 billion,
some $31 billion went to Brazil, which was the largest
recipient in the region for the second consecutive year.
Argentina also was a large recipient, with a significant
increase in FDI in 1999 largely attributable to a single
deal—the $17 billion acquisition of YPF SA by Repsol SA
of Spain. Cross-border mergers and acquisitions (M&As)
increased significantly in such countries as Chile, Ecuador
and Peru, but decreased in Colombia and Venezuela. This
is mirrored in FDI flows, which increased in the former
countries but declined in the latter.

FDI flows to developing Asia (including West Asia)
increased marginally in 1999 to an estimated $91 billion.
China, the largest recipient of FDI flows among develop-
ing countries since 1992, received $40 billion, nearly 8
per cent less than in the previous year, partly because
flows from crisis-affected countries in Asia declined.
Flows to Singapore increased by 20 per cent to $8.7 bil-
lion. There was a substantial recovery in flows to Taiwan
Province of China from $0.2 billion in 1998 to $2.4 bil-
lion in 1999. Among the five countries most affected by
the financial crisis, FDI flows to Indonesia continued to
be negative, declined in the Philippines (from $1.7 billion
to $0.9 billion) and Thailand ($6.9 billion to $5.8 billion),
but remained steady in Malaysia (about $3.7-3.8 billion).
The Republic of Korea saw a 55 per cent jump to $8.5 bil-
lion, largely driven by M&As. The investment prospects
for developing Asia remain bright in the light of the
underlying economic determinants for FDI flows, the
recovery of the regional economy, the widespread ongo-
ing liberalization and restructuring efforts in the region,
and the prospect of China’s accession to the World Trade
Organization.

Africa is estimated to have attracted $11 billion in
inward investment in 1999, with large increases in
Morocco (to $2 billion) and South Africa (to $1.3 billion). 

Developed countries received an estimated $609 bil-
lion in FDI inflows in 1999, accounting for nearly three
quarters of the world’s total. The United States and the
United Kingdom continue to lead the world in FDI flows,

both outward and inward. The United Kingdom became
the largest source of FDI in 1999, replacing the United
States for the first time since 1988. These two countries
also represent, for each other, the principal home as well
as host country. Other developed countries recording high
levels of FDI flows were France and Germany (both
inflows and outflows), the Netherlands (inflows), Spain
(outflows) and Sweden (inflows). Sweden became the
second largest recipient country in the world for the first
time. Total flows between the European Union and the
United States increased significantly again in 1999, after
doubling in 1998. FDI inflows to the European Union as
a region were an estimated $269 billion, a 14 per cent
increase over the previous year.

Economic restructuring in Japan has included a more
liberal M&A regime that led to almost a quintupling of
FDI inflows – from $3 billion in 1998 to an estimated $14
billion in 1999. Japanese outflows, also driven by M&As,
declined marginally to an estimated $23 billion, but the
decrease would have been larger if it were not for the
acquisition of the international tobacco business of RJR
Nabisco by Japan Tobacco for $7.8 billion.

The countries of Central and Eastern Europe main-
tained an inflow of about $20 billion in 1999. Poland, the
Czech Republic and the Russian Federation were the
main recipients. Flows to the Russian Federation
rebounded after flows had been reduced to as low as $2
billion by the crisis in 1998.

As reflected above, the growth of FDI in recent years
has been fuelled to a large extent by a boom in cross-bor-
der M&As. This phenomenon is increasingly important in
the developing world and played a key role in reviving
FDI flows in 1999. The value of M&As in 1999, at $1.1
trillion on an announcement basis, was some $450 billion
higher than in 1998, itself an increase of $260 billion over
1997. In 1999, a number of large-scale cross-border
M&As were announced. The acquisition of Mannesmann
AG of Germany by Vodafone AirTouch PLC of the United
Kingdom for nearly $200 billion, announced in 1999 but
to be realized in 2000, is the largest M&A ever, far
exceeding such previous large deals as the takeover of
Amoco by BP for $55 billion and the acquisition of
Chrysler by Daimler-Benz for $44.5 billion, both in 1998.
Such cross-border M&As are the result of the increased
competition brought about by liberalization and global-
ization and the special needs and conditions of particular
industries which call for consolidation on a global scale,
especially in developed countries. For example, overca-
pacity and low demand have prompted restructuring
through M&As in such industries as automobiles and oil;
in banking and pharmaceuticals, the strategic objective of
sharing high investment costs in information technology
and high research and development (R&D) expenditures
is paramount. Achievement of such goals is facilitated by
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the fact that most large M&As do not necessarily require
cash or new funds, but take the form of a mutual
exchange of stock.

Reflecting the growth of FDI, the ratio of FDI flows to
gross fixed capital formation (GFCF) in developing coun-
tries increased from 7 per cent in 1997 to 11 per cent in
1998, reaching the average level prevalent in the devel-
oped countries. However, with M&As becoming a more
important form of entry of TNCs into host markets, the
rising ratio of FDI to gross fixed capital formation
(GFCF) in recent years (figure 2) does not necessarily
signify an increase in the foreign contribution to domes-
tic investment in host countries, but rather a shift of own-
ership and management control over a country’s produc-
tion facilities to shareholders in a different country. This
applies primarily to FDI in developed countries; in devel-
oping countries, M&As play a smaller (though rising)
role as a mode of entry for TNCs. At the same time, cap-
ital is only one (and not necessarily the most important)
component of FDI, and the greater participation of TNCs
in host countries through M&As may result in increases
in other resources and capabilities of host countries. If the
total capital mobilized by TNCs is taken into account, the
ratio of investment under the governance of TNCs to total
investment in host countries is likely to be substantially
higher, than the ratio of FDI to GFCF particularly in
developed countries.

The world accumulated stock of FDI rose by about 20
per cent in 1999, reaching $4.9 trillion (see table II.2).
Judging from data for such developed countries as
Germany, Japan and the United States, the total value of
the assets of foreign affiliates is some four to five times
the value of the inward stock of FDI (UNCTAD, 1999).5

In developing countries, however, this asset value is only
slightly higher than FDI stock. This suggests that interna-
tional production activity in developing countries relies
much more on capital from parent firms than it does in
developed countries. The global stock of total assets asso-
ciated with international production is estimated at
around $15 trillion in 1998. However, this figure does not
capture international production that takes place in estab-
lishments under non-equity forms of TNC control. The
size of, and stakes in, international production are much
larger and extend wider than the assets owned by TNCs. 

In 1998, with the stagnation of FDI flows to develop-
ing countries and a sizeable increase in flows to devel-
oped countries, the share of developing countries in world
FDI flows declined to 26 per cent, from 37 per cent in the
previous year. Even though FDI flows to developing
countries rebounded in 1999, this share declined further.
The share of Central and Eastern Europe also declined in

1998 and 1999. These reduced shares are largely the
result of the exceptionally strong flows to the developed
countries and the weakness of the Asia region. Their
share of the least developed countries (LDCs) in world
FDI flows remained less than one per cent during most of
this period. 

World FDI flows continue to be concentrated in a
handful of home and host countries. The 10 largest home
countries (in terms of outward FDI stock) accounted for
four-fifths of the world’s outward FDI flows in 1998;
some 34 countries had FDI outflows of $1 billion or
more, compared to 13 countries in 1985. On the host
country side, the 10 largest (in terms of inward FDI stock)
accounted for over 70 per cent of world FDI inflows in
1998. At the same time, 111 countries in 1998 recorded
inflows of over $100 million, compared to 45 countries in
1985. Among developing host countries, the concentra-
tion of inflows rose in the 1990s: the five countries
receiving most FDI over the past decade or so (China,
Brazil, Mexico, Singapore and Indonesia, in order of
inward FDI stock) accounted for 55 per cent of FDI
inflows to all developing countries in 1998, compared to
41 per cent in 1990.

However, the concentration of FDI inflows and out-
flows does not provide a full picture of the significance of
FDI for different countries. FDI flows need to be seen
against the size of each economy to appreciate their
importance in each case. If the size of host economies is
taken into account, developing countries as a group
received more FDI in relation to GDP than developed
countries in 1997, with several developing regions receiv-
ing more FDI per dollar of GDP than any developed
region. Moreover, the disparities among developing
regions were considerably less than suggested by the dis-
tribution of world FDI inflows. Developing countries
receive more FDI than might be expected on the basis of
their incomes alone, reflecting the fact that FDI is attract-
ed not only by market size but also by other factors, espe-
cially natural and human resources. 

FDI outflows in relation to GDP from developed coun-
tries are higher than from developing countries, but the
disparity is less than might be expected from the shares of
the two groups in world FDI outflows. For some develop-
ing regions, such as South, East and South-East Asia, FDI
outflows per $1,000 of GDP do not fall far short of the
levels for developed countries in general, as well as for
some individual major developed home countries. This
suggests that, even at lower levels of development, many
countries have firms that are sufficiently competitive to
establish themselves abroad.

In contrast, the differences among regions in FDI
inflows and outflows on a per capita basis are larger than
for total inflows and outflows. In 1998, per capita FDI
inflows to developing countries as a group were about
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5 World Investment Report 1999: Foreign Direct Investment and the Challenge of
Development, United Nations publication, Sales No. E.99.II.D.3.



seven per cent of those for developed countries,6 reflect-
ing the fact that developing countries receive a smaller
proportion of the world’s FDI and yet account for the bulk
of the world population. The same applies to outward FDI
per capita. 

The sectoral distribution of FDI has changed over the
years, reflecting the competitive advantages of firms in
host and home countries, the degree of liberalization in
each industry and firm strategies in response to globaliza-
tion in various industries. FDI data by sector and industry
have limitations of country coverage as well as of dispari-
ties in industry classification among the reporting coun-
tries;7 nevertheless, they throw light on various aspects of
the sectoral and industrial patterns of international produc-
tion and the trends emerging in those respects. 

The most striking feature of the sectoral distribution of
the stock of FDI is the decline, by half, of the share of the
primary sector between 1988 and 1997, globally as well
as in developed and developing countries (see figure II.5).
The services sector experienced a corresponding increase,
again in both developed and developing countries.8 The
share of manufacturing in total FDI remained stable and,
in developing countries, is the most important sector. 

The sub-sector accounting for the largest share of
inward FDI stock is finance, followed by trade. The lead
position of financial services (banks, insurance, securities
and other financial companies) has not changed over the
past decade. The finance sector was the largest recipient
of FDI inflows both in 1988 and 1997 and its share of
both inflows and inward stock has increased over this
period. This is because TNCs need to be physically pres-
ent in a market in order to provide financial services to
that market, especially to service the international trade
of foreign affiliates of TNCs in manufacturing and other
services. More recently, the restructuring of the financial
sector in developed countries through cross-border
M&As has been a factor underlying its dominant posi-
tion. Liberalization of the sector in developing countries
has given further momentum to FDI in financial services.

Finance and trade are also the largest recipient sectors
for FDI in developed countries. In outward FDI from
developed countries (which accounts for some 90 per cent
of world outward FDI stock), capital- or technology-

intensive industries (such as chemicals, electrical
machinery and motor vehicles) account for a large share
of total manufacturing FDI, reflecting the global strate-
gies of TNCs in those industries to benefit from techno-
logical development and from scale and scope economies
through international production. Recent large M&As in
motor vehicles and pharmaceuticals have intensified the
concentration of FDI in these industries, in which part-
nership also plays an increasing role. 

In developing countries, real estate and chemicals
respectively are the two leading sub-sectors for inward
FDI. The services sector has gained in importance princi-
pally at the expense of the primary sector. There was a
significant decline in the share of and in total inward FDI
stock in developing countries during the past decade, but
it continues to be the most important sector. 

THE INTERNATIONAL TRADING SYSTEM 
POST-SEATTLE: THE DEVELOPING 
COUNTRIES’ PERSPECTIVE

The Seattle preparatory process revealed the extent of
change within the World Trade Organization (WTO). It
has lost the “rich man’s club” image of its predecessor,
GATT: of 135 WTO members, 97 are developing coun-
tries, including 29 least developed countries, and 16 of
the 30 countries now in the process of accession are
developing countries, including seven least developed
countries. As of end-November 1999, more than half of
the 249 proposals submitted in the preparatory process
for the Seattle WTO Ministerial Conference, in more
than 20 subject areas, came from developing countries
(including proposals submitted jointly by developing and
developed WTO members). The greatest number of pro-
posals were in the following subject areas: agriculture -
46 proposals (18 from developing countries); services -
25 proposals (14 from developing countries); industrial
products - 14 proposals (two from developing countries);
TRIPS - 15 proposals (8 from developing countries); and
‘new issues’9—37 proposals (11 from developing coun-
tries). This shift in balance created great expectations on
the part of the developing countries for the Seattle
process; these expectations were dashed both by the fail-
ure to launch a new round of multilateral trade negotia-
tions and by the process which was used in an attempt to
avoid this failure.10
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9 ‘New issues’ include trade and investment; trade and competition policy; trans-
parency in government procurement; trade facilitation; electronic commerce; and
labour rights. 

10 The negotiating process started with a set of open-ended consultations, in which
all delegations could participate. When little progress was made, discussions
shifted to smaller, exclusive groups (known at “Green Rooms”) from which many
delegations were excluded.

6 In 1996 and 1997, this ratio was about 12 per cent.
7 The distribution is estimated on the basis of data for 38 countries that report

inward FDI by industry and account for three-quarters of the world’s inward FDI
stock and data for 15 countries that report outward FDI by industry and account
for some 90 per cent of the world’s outward stock.

8 Services sector affiliates are established not only by service sector TNCs but also
by TNCs in primary and manufacturing industries which often start international
production by establishing trading affiliates. The importance of services activi-
ties for manufacturing TNCs is one factor contributing to the growth of FDI in
services. (See UNCTAD, 1996. World Investment Report 1996: Investment, Trade
and International Policy Arrangements, United Nations publication, Sales No.
E.96.II.A.14.)
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Source: UNCTAD, 1999.
a Not including Central and Eastern Europe.
b For 1988, data are based on inward stock in Australia, Austria, Canada, Germany, Iceland, Italy, Norway, Switzerland, United Kingdom and United States that accounted for

76 per cent of total inward stock in developed countries in 1988. For 1997, data are based on inward stock in Australia, Austria (1996), Canada, Denmark (1996), Finland,
France (1996), Germany (1996), Iceland, Italy, Netherlands (1996), Norway, Switzerland, United Kingdom and United States. They accounted for 81 per cent of total inward
stock in developed countries in 1997.

c For 1988, data are based on actual inward stock in Bolivia, Brazil, Colombia, Hong Kong, India, Indonesia (1992), Namibia (1990), Nigeria, Pakistan, Peru, Philippines, Republic
of Korea, Singapore, Swaziland, Thailand and Venezuela, as well as inward stock on an approval basis in Bangladesh, Cambodia (1994), Lao People's Democratic Republic,
Malaysia, Nepal, Sri Lanka, Taiwan Province of China and Viet Nam. They accounted for 53 per cent of total inward stock in developing countries in 1988. For 1997, data are
based on actual inward stock in Brazil, Colombia, Hong Kong, India (1995), Namibia (1994), Nigeria (1992), Pakistan (1996), Peru, Philippines, Singapore (1996), Swaziland
(1993), Thailand and Viet Nam (1996), as well as inward stock on an approval basis in Bangladesh, Cambodia, China, Indonesia, Lao People's Democratic Republic, Malaysia,
Myanmar (1996), Nepal, Republic of Korea, Sri Lanka and Taiwan Province of China. They accounted for 67 per cent of total inward stock in developing countries in 1997.

Figure II.5. Inward stock of foreign direct investment, by sector, 1988 and 1997

(a) Worldaa
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Many WTO members had expressed their support for
launching a new round of multilateral trade negotiations
and the failure of Seattle has not fundamentally altered
those countries’ perception of the need for such a round.
Despite the pressure exerted by NGO protests,11 the main
proximate cause for the failure was the substantive differ-
ences among major trading blocs, particularly as regards
agriculture and anti-dumping. 

A round of trade negotiations with a broad-based and
balanced agenda to conclude within a three-year time-
frame continues to be an objective of a number of devel-
oped and developing countries. The main argument for
launching the new round has been to keep up the momen-
tum of trade liberalization against potentially stronger
protectionist pressures around the world, as well as to
provide the opportunity for trade-offs that would facili-
tate concessions for different participants, including
developing countries. Among the major trading countries,
the European Union has been the main proponent of a
“Millennium” Round and, since the Ministerial
Conference, has been calling for an early start on re-
launching the negotiations. The United States, on the
other hand, has been hindered from taking major initia-
tives by the failure to obtain “fast track” authority (or
even legislation setting out negotiating objectives) and
has thus tailored its proposals to conform to its residual
negotiating authority.

In contrast, some developing countries consider that
WTO work should concentrate on the full implementation
of the Uruguay Round and its “built-in agenda” which
foresaw new negotiations on agriculture and trade in serv-
ices, and reviews of several Multilateral Trade
Agreements (MTAs) which could give rise to negotia-
tions. These countries have indicated that there was no
consensus on structuring the future WTO work pro-
gramme as another “round”. Other matters of priority for
many developing countries include the implementation of
special and differential treatment in their favour as envis-
aged in various WTO agreements, and correction of
imbalances in several WTO Agreements, including on
Subsidies and Countervailing Measures, Anti-Dumping,
TRIPS and TRIMS, all of which have major implications
for development policies and/or the export interests of
developing countries.

In particular, in the view of developing countries,
multilateral negotiations should seek substantial liberal-
ization of trade in a balanced manner covering all prod-
ucts, services sectors and modes of supply of export
interest to developing countries. In this view, there
should be “umbrella” negotiating groups which would
conduct overviews of the progress in specific areas
toward these general goals. For example, such a negoti-
ating group on the transfer of technology has been sug-
gested; this would propose approaches to negotiations in
various areas that would correct the current trend toward
reduced access to technology for developing country
firms arising primarily from the privatization of R&D in
the developed countries.12

The preparatory process for the Seattle Ministerial
Conference undertaken in the WTO General Council from
September 1998, centered on issues and proposals relat-
ing to: (a) the implementation of the WTO Agreements;
(b) already mandated negotiations on agriculture and
services and the “built-in agenda” in other areas; (c) the
follow-up to the High-Level Meeting on Least Developed
Countries in 1997; (d) other possible work on the basis of
the programme initiated at the Singapore Ministerial
Conference, such as “new issues”; and (e) other matters
concerning multilateral trade relations of WTO members.
There was also an expectation that some decisions or
agreements could be reached at Seattle (the so-called
“deliverables”). These included ministerial decisions
regarding: (a) duty-free access for products exported by
the least developed countries; (b) the coherence of global
economic policy-making, i.e., coordination of activities
among the WTO, the Bretton Woods institutions, UNC-
TAD, UNDP and other international organizations; (c)
transparency in government procurement; and (d) deci-
sions with respect to matters where outstanding deadlines
have not been met (see ‘Implementation’ below) or where
decisions were awaited, e.g. the extension of the morato-
rium on non-violation cases under the TRIPS Agreement.
African countries also set out a list of issues on which
they considered that decisions should be taken.

Developing countries are of the view that any
Ministerial declaration eventually launching the new
negotiations should contain a statement of the ‘problema-
tique’ facing developing countries - a ‘diagnosis’ of the
overall problem which the negotiations should seek to
correct. Otherwise, in their view, the negotiations would
be conducted on the assumption that liberalization of
world trade, and the tightening and extension of multilat-
eral trade disciplines into new areas, was an end in itself,
rather than a means to achieving the more rapid develop-
ment of developing countries. 

The state of implementation of many provisions
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12 See Carlos M. Correa, “Technology Transfer in the WTO Agreements”, UNCTAD
August 1999

11 The 30,000-40,000 street demonstrators outside the conference building includ-
ed a variety of very different groups: (a) over 20,000 members of labour unions
demanded the enforcement of minimum labour standards in countries supplying
the United States, and the maintenance of US defences against dumped and sub-
sidised imports; (b) environmental activists protested against WTO rulings relat-
ing to dolphins and sea turtles, imports of beef from hormone-fed cattle, and reg-
ulatory action against genetically modified (GM) foods; (c) a broad coalition of
NGOs condemned the WTO as an instrument that served the interests of multi-
national corporations and globalisation; most supported calls for labour stan-
dards and many saw trade liberalisation as damaging to social and political
goals; (d) other groups accused the WTO of overriding US laws, preventing state
and local governments from applying secondary boycotts in protest against
human rights abuses in China and Myanmar, denying anti-AIDs drugs to African
countries, and forcing inappropriate policies on developing countries.



intended to provide for special and differential treatment
for the developing countries (‘S&D’ provisions) is a
source of deep concern to many developing countries. In
many cases, this is because such provisions are phrased
in vague, “best endeavour” language. Developing coun-
tries would like all S&D provisions translated into con-
crete benefits for them and would like the concept of spe-
cial and differential treatment to be reconfirmed and
adapted to the realities of globalization, as well as to
their own development policies, so as to ensure enhanced
coherence between trade and development policies. They
believe such treatment should take into account the
changing methods by which international trade is con-
ducted and should attempt to correct the handicaps faced
by developing country firms in competing in such trade
by modifying the multilateral trade agreements (MTAs)
where necessary. In doing so, all relevant provisions of
the MTAs would need to be reviewed, the objective being
to reach agreements on these issues at an early stage of
negotiations.

Many developing countries are having difficulty in
complying fully with their obligations under the Uruguay
Round agreements before the expiry of the transitional
periods. They therefore consider that the transitional peri-
ods should be extended for a length of time that would
reflect the availability to developing countries of the nec-
essary financial resources and human capacities to imple-
ment these agreements. In this view, if new negotiations
are launched, they should include a “peace clause” so that
developing countries could not be challenged under the
dispute settlement mechanisms while the negotiations
were in progress. This would preempt a situation in which
developing countries would find themselves negotiating
under the duress of frequent resort to the dispute settle-
ment mechanism against them. Developing countries
believe that, as in previous negotiations, a “standstill”
clause should apply, and that such standstill should refer
to all market access conditions, including the Generalized
System of Preferences (GSP) and other preferential
agreements. They are also of the view that developed
countries should make a clear indication when the nego-
tiations are launched that they are committed to meaning-
ful trade liberalization in areas of interest to developing
countries, including tariffs, agricultural subsidies and
anti-dumping measures.

Developing countries consider that, as a general prin-
ciple governing negotiations, they should be given credit
for autonomous trade liberalization measures and that the
binding of liberalization undertaken since 1 January 1995
should be recognized as a concession on their part. In
their view, this principle, articulated in GATS Article
XIX:3, should apply across-the-board. 

Experience with the implementation of the Uruguay
Round agreements has demonstrated that the administra-

tive and other costs of implementing Multilateral Trade
Agreements at the national level should be an integral
part of negotiations, both to ensure that developing coun-
tries are able to implement the agreements and exercise
their rights and to identify the amount of assistance that
should be provided by the international community to
support them.

Developing countries consider that there should be a
reconfirmation of the commitment to devote special
attention to the problems faced by the least developed
countries (LDCs) and the adoption of measures to prevent
their marginalisation in world trade. In their view, the
launching of the negotiations should result in a decision
to establish schedules under GATT Article II to extend
bound, duty-free and quota-free treatment in favour of the
LDCs by developed countries and by other developing
countries in a position to do so; this should be accompa-
nied by flexibility in the rules of origin to enable LDCs to
benefit effectively. The specific problems of small vul-
nerable developing economies were recognized in the
1998 Geneva Ministerial Declaration. Developing coun-
tries consider that these should be addressed by identify-
ing the specific concerns of these countries under the var-
ious MTAs and formulating proposals for action. 

There are a number of areas where the deadline for
action set in the Uruguay Round Agreements have not
been met. These include, inter alia, the negotiation of an
arrangement to limit export credits in agriculture, a
GATS emergency safeguard clause and the completion of
negotiations on rules of origin and anti-circumvention
measures. These will have to be addressed by the WTO’s
governing body in preparing for the eventual launch of
negotiations.

Developing countries see the most urgent objective in
new negotiations as being to address implementation
issues.13 As part of these issues, they consider that, where
S&D treatment has been expressed in terms of best
endeavour clauses, there will be a need, before the negoti-
ations are launched, to assess the extent to which the
expected benefits have materialized. These clauses include
the provisions of Article IV of GATS, the transfer of tech-
nology provisions of the TRIPS and SPS Agreements,
Decisions on Measures in Favour of Least Developed
Countries and Net Food-Importing Developing Countries
and practically all provisions in the WTO Agreements
related to technical assistance. The launching process
might need to take separate decisions aimed at ensuring
the effective operation of these provisions.
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13 These include issues related to the agreements on agriculture, services, anti-
dumping, subsidies, sanitary and phytosanitary measures (SPS), technical barri-
ers to trade (TBT), textiles and clothing, trade-related investment measures
(TRIMs), trade-related aspects of intellectual property rights (TRIPS), customs
valuation, rules of origin, balance of payments provisions, and special and dif-
ferential treatment.



Another issue relates to the so-called “deliverables”,
i.e. those agreements which could be undertaken at the
launching process itself. Countries have different pro-
posals regarding such deliverables in this respect. The
United States appears to attach very high priority to
“deliverables”, arguing that the biennial Ministerial
Conferences should produce concrete results (e.g., ITA
at Singapore in 1996, the moratorium on duties on elec-
tronic commerce in Geneva in 1998). The United States
attaches particular importance to an extension of the
moratorium on duties on electronic commerce, agree-
ment on transparency in government procurement, a
commitment to pursue the objective of zero duties in the
APEC accelerated tariff liberalization (ATL) list, the

expansion of the country coverage of the ITA (ITA II),
increased technical assistance for developing countries
for their implementation of the WTO Agreements, and
provision for increased transparency of WTO opera-
tions. The EU supports certain of these views with qual-
ifications, but a key deliverable for the EU is a decision
to provide duty free treatment to LDCs’ exports, as well
as endorsement by the heads of international organiza-
tions of capacity building for developing countries.
From a developing country perspective, most deliver-
ables are closely linked with implementation issues,
while least developed countries insist that the long-
promised duty-free and quota-free treatment of their
exports be among the deliverables.
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Growth of the world economy in 1999 was, on average,
better than anticipated. None the less, it was also charac-
terized by diverse outcomes across regions and countries.
As economic recovery becomes more sustainable and
economic prospects for a larger number of countries
improve, growth is expected to be more evenly distrib-
uted in 2000 and the major imbalances in the world
economy will be reduced.

DEVELOPED ECONOMIES

The developed economies grew by 2.5 per cent in 1999,
well above the 1.8 per cent earlier anticipated. The main
factor behind this improved growth was the better-than-
expected performance of Japan. The economies of North
America maintained their prolonged economic expansion
with robust growth during the year. The economic slow-
down in Western Europe in early 1999 was brief ,
although more protracted than earlier expected in
Germany and Italy.

The prospects for 2000 for the developed countries as
a group are positive. GDP growth will reflect a combina-
tion of slowing, but still strong, expansion in the United
States, an acceleration of growth in Western Europe, and
a more self-sustained recovery in Japan.

North America: durable economic expansion?

The developed economies of North America continued to
expand rapidly in 1999, with the combined output of the
United States and Canada increasing by nearly 4 per cent
for the year. While the United States seems unlikely to
be able to maintain its rapid growth, especially given the
tight labour market, Canada still has some slack in
capacity. A moderation of growth is expected in 2000,
with both countries growing by about 3 per cent (see
table A.1).

The strength and duration of the current economic
expansion in the United States have surprised many
economists and policy makers. Private consumption
expenditure has been the driving force behind the expan-
sion, fueled by real wage gains, high consumer confi-
dence, and a sharp appreciation in equity markets. Strong
business investment, particularly in information-process-
ing equipment, has been another important factor. It has

not only added to effective demand, but also contributed
to rapid capacity creation and a rise in productivity.

However, these recent high rates of growth may not be
sustainable. First, the labour market is very tight, as the
unemployment rate has fallen to just above 4 per cent,
the lowest in decades. Second, the current-account
deficit reached a record high of more than $300 billion in
1999. Third, valuations in equity markets have risen
much more than seems justified by economic fundamen-
tals and are at levels that are exceptionally high by tradi-
tional benchmarks. Fourth, households have used large
capital gains from equity and property markets for
spending needs; the household propensity to save out of
current income has declined to near zero and both con-
sumers and the corporate sector have been borrowing
well beyond historical levels, leading to record private-
sector debt. These developments, among others, indicate
that the pace of economic growth in the United States is
close to, or already beyond, the potential warranted by its
resource constraints and the need to maintain external
balance. The challenge before policy makers is to avoid
an immediate and sharp downturn in economic activity
as the economy adjusts.

Inflation in the United States remains benign, with
consumer prices rising at 2 per cent in 1999 despite the
tight labour market and higher oil prices. Many factors
contributed to this positive outcome, including vigilant
monetary policy, disciplined fiscal actions, lower interna-
tional prices, increased global competition, and higher
productivity. However, the Federal Reserve has adopted a
pre-emptive tightening of monetary policy, raising inter-
est rates four times since the summer of 1999.

The conduct of monetary policy has become more
complex as new factors pose additional challenges for the
monetary authorities. First, the increased financial link-
ages in the world economy, including the problems of
instability and contagion that became particularly acute
during the past two years, have increased the impact of
the Federal Reserve’s policy on the rest of the world.
Second, rapid technological innovation has made it diffi-
cult to assess the rise in productivity and to estimate the
possible change in the non-inflationary potential rate of
growth for the economy. Finally, the surge in the value of
equity markets may have increased their impact on the
real economy via the so-called wealth effects, thus requir-
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ing the Federal Reserve to be concerned about develop-
ments in asset markets as well.

Fiscal policy in the United States has generally
remained restrained, with government spending rising
slower than GDP and government revenue. As a result,
the surplus in government accounts is expected to reach
$140 billion in 1999, up from $58 billion in 1998. The
current debate on how to use the budget surplus is not
expected to lead to any significant policy change in the
short run. Large federal surpluses, over $100 billion per
year, are expected to continue for the next few years.

There are several downside risks to the future growth
prospects of the United States economy, as examined in
chapter I. There are also optimistic views, reflected in the
“new economy”, that technological innovation and glob-
alization may have permanently lifted the long-run rate of
growth of productivity for the economy and that contin-
ued expansion of the “new” economy, i.e., the technolo-
gy-related sectors, could offset, if not eliminate, any
cyclical downturn in traditional economic sectors.

The economy of Canada also grew at above 3.5 per
cent in 1999, but with variations in performance in the
components of GDP. While consumption and government
expenditure grew moderately, investment and inventory
accumulation rose at a more robust pace, in contrast to
weak real export growth. A rebound in exports and con-
tinued strength in machinery and equipment investment
are expected to support growth in 2000.

The Canadian central bank, like its U.S. counterpart,
also begain to increase interest rates in late 1999, but
inflation continues to be low and the low rate observed in
1999 is likely to be sustained into the immediate future.
Inflationary pressures could build as spare capacity is
used up and the price of commodities exported by Canada
strengthens in international markets. Interest rates in
2000 will be higher than in 1999, not only to contain
inflationary pressures, but also to narrow the interest-rate
spread relative to the United States.

Asia and the Pacific: a fragile economic 
recovery in Japan

The Japanese economy is finally recovering gradually,
although the banking and corporate sectors remain frag-
ile. After five consecutive quarters of decline, GDP
rebounded in the first half of 1999, but reversed in the
third quarter. For the year as a whole, GDP is estimated
to have grown by just under 1 per cent, reversing a con-
traction of 2.8 per cent in 1998. The near-term economic
outlook is still cautious, with a forecast of about 1 per
cent in economic growth for 2000.

Government expenditure and net exports have been the
most dynamic components of demand. Private consump-
tion has remained weak and the level of consumer spend-

ing is still lower than a few years ago. Inventory adjust-
ment has also taken place and industrial production has
started to increase with a positive impact on corporate
profits. In contrast, business investment has continued its
downturn due to corporate restructuring. Despite the
recent improvement in business sentiment, investment is
expected to decline through early 2000 as firms continue
to scale back on widespread excess capacity.

Various policy measures have played important roles
in stimulating the economy. The Bank of Japan has held
the overnight interest rate close to zero since early 1999
to promote recovery. Moreover, the Government has
extended credit lines, particularly to small- and medi-
um-sized firms, in order to further relax tight credit con-
ditions. While private financial institutions remain cau-
tious, credit conditions have eased somewhat. The
accommodative monetary policy is expected to continue
in 2000.

Fiscal policy has been crucial in stimulating the
Japanese economy directly. There was a massive fiscal
injection in the first quarter of 1999, but spending slowed
down in the second quarter. In order to obtain a full-
fledged recovery, the Government unveiled a new, but
long-awaited, stimulus package in November 1999. The
package totals 18 trillion yen ($ 170 billion), and includes
large increases in spending on infrastructure projects and
loans for small and medium-sized enterprises, as well as
financing measures for housing, job creation and employ-
ment stability. It is estimated that the direct expansionary
effects of the 6.8 trillion yen ($65 billion) infrastructure
spending would boost GDP, which otherwise would have
declined by 1.5 per cent in 2000.

Despite the Government’s stimulus, employment and
income conditions continued to deteriorate. By the end of
1999, the unemployment rate was nearly 5 per cent, the
highest level in the postwar period, while the ratio of job
offers to applicants stayed at the lowest level in decades.
Incomes are still falling as wages and compensation of
employees continue on a declining trend. Moreover, since
corporate restructuring is continuing, employment and
incomes are not expected to recover soon. A resumption
of normal bank lending through the implementation of
bank reforms will be crucial to a revival of business
investment to an increase in the demand for labour, but
this is not expected to be attainable in the short run.

Other factors may compromise the growth prospects of
the Japanese economy. Among them, the sharp apprecia-
tion of the yen during the second half of 1999 may
adversely affect exports and the recovery. To date, how-
ever, the negative price effect of the stronger yen has been
more than offset by the positive income effect from the
upturn in demand in Asia, Europe and the United States
and by the transnational industrial linkages between par-
ent firms in Japan and their overseas subsidiaries.
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The fiscal deficit for 1999 reached almost 10 per cent
of GDP (excluding social security), tax revenues are
falling, and it is estimated that 40 per cent of the budget
in 2000 will have to be covered by bond sales at a time
when government debt levels are already at record highs.
The additional bond issuance of about 7 trillion yen
required to finance the package will push Japan’s debt to
120 per cent of GDP, among the highest for developed
economies. These considerations make it difficult to
increase the fiscal stimulus further.

Like Japan, New Zealand suffered a recession in 1998
and is recovering. The economy bounced back strongly in
the second half of 1999, supported by a rebound in
exports, a turnaround in consumption, and a strong pick-
up in agricultural production. The Australian economy,
on the other hand, is in a situation similar to that of the
United States: robust growth accompanied by stable low
inflation. Having weathered the Asian financial crisis
remarkably well, the economy registered its eighth year
of expansion in 1999. Private-consumption expenditure,
supported in turn by employment gains, low interest
rates, and rising consumer confidence, is the main factor
underlying growth in the economy. Construction projects
related to the Olympics in 2000 have also contributed to
growth. The housing sector and equity markets have
remained buoyant. However, the growth of business
investment, after a long expansion, has begun to wane
recently. Because the stimulus related to the Olympics
will fade, the economy is expected to slowdown in 2000
(see table A.1).

Both Australia and New Zealand experienced—albeit
for different reasons—current-account deficits of at least
6 per cent of GDP in 1999. The deterioration in the terms
of trade was the main cause of New Zealand’s widening
external deficit, but also sluggish export growth played a
role in early 1999. In the case of Australia, the current-
account deficit reflects a lower domestic saving rate,
which is a key policy concern.

Australia and New Zealand share some downside risks
and uncertainties First, low saving ratios and widening
current-account deficits are major risks to the current out-
look. Second, the strength of recovery in Asian
economies and the continued buoyancy of the United
States economy are crucial for both economies, but espe-
cially for New Zealand.

Western Europe: economic growth picks up

The economies in Western Europe strengthened during
the year, as the effects of the slowdown induced by the
world financial crisis dissipated. The slowdown in world
demand, which had hit particularly hard in the fourth
quarter of 1998 and lasted through the first quarter of
1999, resulted in a substantial drop in the region’s

exports .  Manufacturing suffered badly due to the
dependence on exports, and the strong investment growth
seen in 1998 slowed. None the less, economic activity
picked up from about the second quarter and prospects
for the near future are positive (see table A.1).

The recovery of growth in the region has been sup-
ported by a strong rebound in exports, while consumption
expenditure remained robust, inventory destocking ended,
and investment picked up with the revival in manufactur-
ing activity. Domestic demand, absent some cooling in
the second quarter, remained strong throughout the rest of
the year. Positive readings from recent consumer surveys
suggest that this trend will persist into 2000. Steady
employment growth, moderate wage gains, and low infla-
tion should maintain growth in purchasing power, while
high levels of consumer confidence argue for stable sav-
ing rates.

Exports started to expand in the second quarter as
external demand strengthened. The increased competi-
tiveness resulting from the substantial depreciation of the
euro was also an important factor underlying the recovery
of exports. Additionally, the adoption of a single curren-
cy has had a positive impact on growth. The elimination
of exchange risk between member states has resulted in
substantial cross-border merger and acquisition activity,
propelled by the increase in competitive pressures.
Moreover, companies have gained access to a much wider
source of funds by issuing euro-denominated bonds.

Policy makers and commentators have raised questions
regarding the appropriate exchange rate of the euro rela-
tive to the dollar. The euro started strongly with an early
high in January of $1.19 but weakened significantly dur-
ing the year, even briefly sliding below parity in early
December. It is been argued that the sustained deprecia-
tion of the currency during the first half of the year was
mostly a matter of the relative cyclical position of the
euro-zone economies vis-à-vis the United States, as well
as unfavourable yield differentials. However, early doubts
whether ECB’s policy decisions would be immune from
political pressure may also have played a role. Later in
the year, volatility reflected market uncertainties con-
cerning the timing of the reversal of these fundamentals.
None the less, there were also signs of confidence in the
new currency, as euro-denominated bond issuances were
substantial. The euro is therefore expected to strengthen
in the medium term as euro-zone growth picks up relative
to that in the United States and interest differentials nar-
row further. The British pound has remained strong, in
contrast to expectations, but is relatively high historically
and is expected to weaken in the medium term.

Individual country performance has been rather
uneven across the region partly due to differential impacts
of the world crisis and the fact that some countries were
at a more advanced stage of the business cycle than oth-
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ers. However, the relative strengths of domestic demand
and external competitiveness of countries have also been
affected by the continuing effects of the policies under-
taken to enter the new monetary union, including the fis-
cal-austerity measures; the fixing of nominal exchange-
rate parities; and the convergence of nominal interest
rates. The major surprise was the mixed performances of
the large economies, with France and the United
Kingdom growing much more strongly than previously
anticipated. On the other hand, Germany and Italy were
much weaker. However, these two countries should bene-
fit the most as exports pick up and economic growth
accelerates in the Asian countries.

Diversity of growth performances in Western Europe
also resulted from the continuing process of real conver-
gence within the euro area, with some countries catching
up to average levels of productivity and per capita
income. These countries, including Finland, Greece,
Portugal and Spain, are estimated to have grown by more
than 3 per cent in 1999, with Ireland growing at more
than 8 per cent.

The labour market in Western Europe continues to
improve, but slowly and unevenly across the region and
over the course of 1999. In the euro area, employment
growth decelerated in the first half of 1999, probably
caused by lagged effects from the economic slowdown. In
the United Kingdom, employment stagnated in the first
quarter but grew thereafter. For 1999 as a whole, growth
of employment for Western Europe was similar to the
rates experienced in 1998. Some acceleration is likely in
2000. The unemployment rate in the EU dropped below
10 per cent in 1999, for the first time since 1992 (see
table A.4); some further declines are expected for 2000.
However, no dramatic improvement is envisaged as it is
generally agreed that the majority of unemployment is
structural in nature.

Inflation in Western Europe began to pick up in the
second quarter of 1999, due to the strong rise in oil prices
and some non-oil commodity prices. The depreciation of
the euro against the dollar in the first half of 1999 has
also been a factor in the euro zone. The effect of these
developments was most notable in the turnaround in
industrial producer prices, which had seen continuous
declines since 1998, but exhibited increases in the last
few months. The threat of deflation appears over, but con-
cerns over the inflationary potential from higher econom-
ic growth, coupled with rising commodity prices, have
emerged. As yet, there are no signs of an acceleration in
prices, in part due to the continuing downward pressure
exerted by deregulation and increased competition, and
the process of price harmonization across the new curren-
cy area. In addition, wage growth in most countries has
remained moderate.

Notwithstanding the above, there are some concerns of

overheating in some of the fast-growing economies, with
a number of countries expected to register rates of infla-
tion above 2 per cent. In the cyclically advanced coun-
tries, fiscal austerity may be appropriate to control infla-
tion. In Denmark, for example, tight fiscal policy initiat-
ed in the second half of 1998 slowed activity significant-
ly in 1999 and is expected to bring inflation back to
almost 2 per cent in 2000. The very high rates of growth
in some of the catching-up countries may indicate the
need for some policy action.

With the strengthening of the recovery across Western
Europe, monetary policy stances have changed after the
substantial loosening that took place during the first half
of the year. In the United Kingdom, the surprising
rebound of the economy, especially the acceleration of
housing prices feeding through into consumption, led the
Bank of England to raise its repurchase rate twice since
September, bringing it to 5.5 per cent. The ECB followed
suit soon thereafter, raising rates by 50 basis points at its
November meeting, citing high monetary growth provid-
ing ample liquidity in the system, the general improve-
ment in the economic environment, and the end of the
downside risks to price stability as the reasons for action.
In both cases, the monetary authorities acknowledged
that there were few immediate risks of breaching their
respective inflationary targets, but that there were con-
cerns over the medium-term. In the case of the ECB, the
move can be seen as bringing rates back to their pre-cri-
sis levels. Further moderate tightening can be expected
over the next few years as the ECB reverts to a more neu-
tral stance.

Fiscal policy has generally been neutral to mildly
expansionary over 1999. However, low interest rates
and more rapid growth have improved budget positions.
On the other hand, progress on reducing structural
budget deficits has been slow. Most countries have
struggled to enact more comprehensive reforms or have
postponed them.

Risks to the present outlook are mostly on the upside.
Both consumption and investment could turn out stronger
than anticipated, given the favourable monetary environ-
ment and potential for strong export growth. Also,
stronger employment growth is possible, which would
raise incomes and fuel consumption expenditure. These
may exacerbate price risks, especially if higher wage
increases were to materialize. A major unknown is how
the monetary union will affect the dynamics of the wage-
bargaining process in key countries. Finally, the possibil-
ity of policy mistakes should not be overlooked, especial-
ly given the new institutional environment. A single cen-
tral bank must now manage a new entity, the euro zone,
composed of 11 different economies, some experiencing
markedly different economic conditions. Furthermore,
policy decisions are to be made on the basis of aggregate
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data, such as money supply, that do not have a solid track
record and whose dynamics may well be subject to struc-
tural shifts and instability. A great deal of learning both
by market participants and policy makers will be going on
for the foreseeable future with attendant risks.

ECONOMIES IN TRANSITION

The economies in transition on the whole continue to
perform poorly and very unevenly, although some mar-
ginal improvements in outlook have recently come to the
fore. Growth, for group as a whole, was about 0.6 per
cent in 1999 and is expected to accelerate in 2000 (see
table A.2). The dispersion among the various countries of
this group continues to be marked, however, with a
deceleration anticipated for the Russian Federation, an
upturn for the Baltics and Central Europe, and a continu-
ation of the sluggish performance in south-eastern
Europe.

Central and Eastern Europe: challenges of growth

The economic performance of countries in Central and
Eastern Europe during the first half of 1999 was disap-
pointing. In Central Europe, output and exports grew
very slowly while it declined in most economies of
South-eastern Europe. With the exception of Hungary,
industrial output declined in the first half of the year
throughout the group. However, signs of a reversal of
this trend, particularly in the Czech Republic, Hungary
and Poland, emerged in the latter part of the year. With
an improving external economic environment, economic
growth is expected to accelerate in the region and reach
about 3.5 per cent in 2000, but with wide variations
along a positive trend (see table A.2).

Among the principal reasons for the slowdown in 1999
were weakened global demand and the aftermath of the
external shocks incurred in 1998. Slow growth in Western
Europe and the loss of the Russian market after the deval-
uation of the rouble in August 1998 had a substantial
impact on the region, owing to these countries’ limited
policy options, domestically as well as by way of reori-
enting their trade. Despite curbs in imports and temporary
depreciation of real exchange rates for some economies,
external balances deteriorated owing to the fall in exports
in 1999 (see chapter II). The depreciation of the exchange
rate and the temporary gains in terms of trade early in the
year did not exert a favourable impetus.

The conflict in Kosovo also affected the region, espe-
cially countries of south-eastern Europe, by disrupting
trade, by contracting tourism revenues, by delaying for-
eign direct and portfolio investment and structural
reforms, as well as by increasing the cost of borrowing in
international capital markets. The economic conse-

quences of the conflict for these countries varied, but
were substantial.

In addition to external shocks, weaker domestic
demand also played a crucial role in the economic down-
turn. Tight fiscal and monetary policies were implement-
ed to prevent an overheating of the economy of some
countries, which the high current-account deficits record-
ed in 1998 could have set off. Poland, for instance, forced
the economy to “cool down” after the rate of growth of
domestic absorption in 1998 exceeded the rate of output
growth by almost 4 per cent. Many countries tightened
fiscal policy because of low revenues resulting from weak
growth. Due to an acute twin-deficit problem, both
Romania and Slovakia enacted austerity measures aiming
at lowering expenditures and increasing revenues.
Finally, structural problems in some countries, the deteri-
orated financial situation of enterprises, and further
delays in the implementation of reforms (particularly in
the Czech Republic and Slovakia) contributed to the
region’s poor economic outcome.

Inflation continued to fall in most of Central and
Eastern Europe in 1999 (see table A.2). Nevertheless,
inflation remained high in Romania due to a combination
of lax income policies with declining output as well as to
the monopolistic behaviour in public-service firms.
Inflation also accelerated in Yugoslavia due to a relax-
ation of price controls in view of shortages incurred dur-
ing and in the aftermath of the Kosovo conflict.

Deceleration of inflation should have created a more
favourable investment environment, yet the region failed
to benefit. Although interest rates were cut and monetary
conditions gradually relaxed during the first half of 1999
in the Czech Republic, Hungary and Poland, real interest
rates remained high, thus dampening investment in par-
ticular. With the rise in commodity prices, especially
fuels, inflation began to pick up in the third quarter of
1999 in most of the region, thus inhibiting a further
decline in interest rates. Hungary had to revise its infla-
tion forecast upwards, while Poland raised interest rates
in September as a pre-emptive measure to curb inflation-
ary pressures.

Employment fell in 1999. Labour markets were affect-
ed by the fall of exports and, in Bulgaria, Czech Republic,
Romania and Slovakia, by austerity measures and the
restructuring of loss-making enterprises. The Kosovo
conflict imposed a toll on labour markets in the Balkan
countries, particularly in Yugoslavia.

For the most advanced economies of the region, one of
the main policy goals for the near-term is the resumption
of faster rates of growth. This, however, depends on the
particular characteristics of the economies of the region.
For Poland, for example, due to the relatively large size of
its economy, the promotion of domestic demand provides
the salient path to return to faster rates of growth, though
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a solid export performance would be welcome too. To
accomplish this uplift in domestic demand, the business
environment in the country needs to be enhanced, includ-
ing through privatization of the remaining large state-
owned enterprises and by lowering the fiscal burden.
Abatement of the tax burden, in turn, requires the adop-
tion of welfare reforms. Accordingly, a tax reform is
expected to be launched in 2000.

For the other more advanced economies of Central
Europe, especially the Czech Republic, Hungary,
Slovakia and Slovenia, the external sector is very impor-
tant, and these economies are expected to benefit from the
upturn in Western Europe as the Czech Republic and
Hungary already experienced in part during the latter part
of 1999. To bolster export revenues and gradually make
room for wage drift, policy in these countries needs to
gear export-promoting efforts towards knowledge-based
economic activities (for which present investment-alloca-
tion strategies remain determinant.) Other necessary
measures include further structural reforms, such as the
introduction of new tax codes to foster private and foreign
investment, enterprise restructuring to stimulate produc-
tivity, better enforcement of corporate governance, and
improved control of inflation and of the current account.

The situation is more complex for the other economies
of the region. Bulgaria and Romania, with a wide range
of problems in many economic sectors and at the enter-
prise level, are expected to experience a recovery and a
return to positive growth, respectively, in 2000.
However, near-term growth prospects in these countries
depend on the reopening of traditional transport routes to
Western Europe which have been encumbered or alto-
gether blocked due to the military confrontation over
Kosovo and disagreements on Kosovo’s future. Delays in
reconstruction efforts may discourage FDI flows into
Bulgaria, for instance, thus potentially hampering the
implementation of its policies towards the establishment
of market institutions.

For Albania and the successor States of the former
Yugoslavia (except Slovenia), growth prospects depend
strongly on the commitment of Western Europe to assist
these countries in overcoming the economic fallout of the
Kosovo conflict and guiding them onto a feasible mod-
ernization path. The total estimated cost of reconstruction
of the region alone is on the order of $100 billion. Despite
support by the international community, the pace of
reconstruction has been slower than anticipated.

Economic prospects of several countries in the region
are also influenced by the outcome of negotiations to join
the EU. Among the proposed changes in the EU’s strate-
gy towards enlargement, as approved by the Helsinki
European Council (10-11 December 1999), three are piv-
otal. One is that the distinction between slow- and fast-
track negotiations will be abolished so that all 10 candi-

dates from the eastern part of Europe will henceforth be
actively negotiating for accession. Another is that the EU
has committed itself to reforming its institutions in the
course of 2000 to make enlargement possible and that it
will reinforce its strategy towards the candidates. Finally,
the EU is formulating a strategic approach to assisting the
countries of south-eastern Europe as well as the Russian
Federation and Ukraine. If implemented, these and other
measures may in due course exert a positive impact on
growth prospects for Central and Eastern Europe and pro-
vide incentives for the other south-eastern European
countries to develop or improve their democratic institu-
tions and market economies. However, many sensitive
issues remain to be resolved before major changes will
materialize.

The outlook for the region in 2000, therefore, carries
two sources of uncertainties. One is internal and primari-
ly associated with the social costs of the further needed
structural reforms. The other is external and hinges on
negative changes in the global outlook. Both for the most
advanced States in terms of their structural transforma-
tion and for economies currently undergoing meaningful
structural change, the high cost and low expected benefits
in the short run of structural reforms may weaken the
determination of policy makers to proceed with such inci-
sive changes, especially when elections are scheduled, as
in 2000-2001.

Commonwealth of Independent States: can the
Russian recovery be maintained?

The twelve members  of  the Commonweal th  of
Independent Statues (CIS) are estimated to have grown
by 1.6 per cent in 1999, which is better than had been
anticipated earlier in 1999. However, as in preceding
years, wide variations prevailed among various countries.
The outlook for economic recovery in the laggard coun-
tries and for sustaining the recovery elsewhere remains
subject to a number of conditions, many of which are
outside the policy control of the domestic authorities.
Growth is likely to return to most of the CIS countries in
the near term, Moldova being a notable exception (see
table A.2). Growth in 2000 should on average be around,
or perhaps slightly below, that estimated for 1999.

Among the core conditions that delimited the environ-
ment for economic performance in 1999 three rank
supreme: (1) the economic situation in the Russia
Federation, (2) the recovery in energy and some other
commodity prices, and (3) the determination of policy
makers to pursue policies conducive to undertaking struc-
tural reforms and holding on to appropriate macroeco-
nomic-policy stances. But even countries, such as
Kyrgyzstan, that continued to progress with structural
reforms and adhered to an appropriate macroeconomic-
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policy environment, had to come to grips with the other
elements of the policy environment, which tended to
dominate in circumscribing the room for policy manoeu-
vre, hence for growth.

The Russian economy in 1999 performed much better
than had been expected in the aftermath of the 1998
financial crisis. Driven by import substitution due to the
substantial rouble depreciation in 1998, consumers shift-
ed their shrunken demand to domestic products. So did
domestic producers, albeit with some lag. As a result,
industrial production began to reverse course in the sec-
ond quarter of 1999. Monetary policy remained generally
tight so that inflation fell markedly, thus underpinning a
fairly stable exchange rate, which was also bolstered by
unexpected gains on account of fuel exports. Fiscal rev-
enues rose much faster than had been anticipated, in part
because of higher revenues from oil exports, providing
welcome room for policy manoeuvre. Public-sector
arrears for wages and transfer payments could therefore
be markedly reduced in the course of the year, which in
turn propped up consumer demand to some degree. But
levels of unemployment remain appallingly high in the
Russian Federation, as in many other CIS countries. The
upturn in economic activity has thus far not created jobs
and the absence of incisive enterprise restructuring leaves
ample room for continuing growth without adding to the
demand for new workers.

Performance in the other CIS members in 1999
remained affected by the economic fortunes of the
Russian Federation, given the magnitude of the slump in
that country’s trade, including with the CIS economies,
and the lagged effect of the economic recovery on its
import demand. The convulsions in the Russian economy
after August 1998 set off a chain reaction, leading to a
cumulative contractionary effect in many other CIS coun-
tries. This was due in no small measure to the magnitude
of the slump during the first quarter of 1999 in the three
largest economies (Kazakhstan, the Russian Federation
and Ukraine), which account for over 90 per cent of the
group’s output. The ripple effects were especially pro-
nounced in the neighbouring economies such as Belarus,
Kyrgyzstan and Moldova.

Worst affected was Moldova, where industrial produc-
tion fell by almost 30 per cent in the first half of 1999 and
GDP declined by some 9 per cent for the year as a whole,
the sharpest fall in the CIS region. However, thanks to
disciplined policies by the authorities, IMF resumed its
lending thus alleviating the external constraint and debt-
servicing problems. In contrast, Belarus continued mone-
tary and credit expansion and failed to implement long-
delayed structural reforms. Inflation probably surpassed
200 per cent at end-1999 and GDP growth sharply decel-
erated, yielding around zero for the year as a whole.

However, the sharp negative impact of the Russian cri-

sis on CIS economies peaked in early 1999 and gradually
eased the downward pressures on the economic-policy
environment elsewhere in the CIS. The economic slump
in most of the rest of the CIS bottomed out around the
middle of 1999 with the arrest of the fall in industrial pro-
duction in the Russian Federation around the end of the
first quarter and the easing of conditions of some other
countries, including Kazakhstan and Ukraine, that began
to benefit from substantial currency depreciations.
Thereafter, a gradual recovery started in most countries of
the region.

Ukraine reversed output contraction in the second quar-
ter of 1999 as the industrial sector rebounded, helped by
the sizeable real depreciation of hryvnya, but for the year
as a whole the economy shrank by 1 per cent. The recov-
ery in Kazakhstan began somewhat later during the third
quarter, but overall growth for the year was a meagre 0.3
per cent. However, the sharp devaluations exerted upward
pressure on inflation, which rose during the year. Domestic
interest rates remained high in all countries with negative
consequences for money markets and investment.

In several of the CIS countries of the Caucasus and
Central Asia, which are non-fuel commodity exporters,
weak commodity prices compounded the economic-poli-
cy environment, despite a relatively good agricultural
performance in some countries. As the budgets of most
countries are heavily dependent on export revenues, fiscal
balances worsened, thus severely limiting the policy
options available to domestic policy makers and prompt-
ing additional painful adjustment measures that cumula-
tively exerted downward pressure on the sustainable pace
of economic activity. However, the economic situation
has been slowly improving in these countries. Only
Uzbekistan has thus far been left out of the incipient
regional recovery, in spite of the country’s natural
resources. Its half-hearted approach to transition to a
market economy is considered the principal culprit.

Oil exporters, on the other hand, have benefited from
higher oil prices and progress in firming up or the incep-
tion of implementation of plans for major oil and gas
pipelines, all of which are important for bolstering expec-
tations and policy credibility. Meanwhile, Armenia and
Georgia, which do not possess large natural resources,
managed record substantial economic growth, single-
digit inflation, and reduced current-account imbalances
financed via official borrowing. The latter was made pos-
sible, of course, because of their strong reform commit-
ment, which in turn helped them to weather the adversi-
ties discussed above.

As noted, the situation in the largest economies of the
group remains precarious and growth prospects for the
region as a whole depends much on the sustainability of
the Russian recovery. On present policy stances and
growth conditions, there does not appear to be sufficient

31R E G I O N A L  D E V E L O P M E N T S  A N D  O U T L O O K



strength in the largest economies to help pull the other
CIS economies out of relative stagnation. Structural
reforms in the larger countries have been lagging and the
outlook for a quick reversal in policy makers’ sentiment
is not very encouraging. Electoral concerns in several
countries are likely to impinge upon short-term macro-
economic-policy stances as well.

It is still not clear whether the Russian Federation can
maintain its recovery. Domestic demand is still very
weak, with real disposable income, retail sales and per-
sonal consumption one fifth lower than their levels in
1998. Investment is still falling and uncertainty associat-
ed with the upcoming elections does not bode well for the
immediate future. Whereas tax collection improved dur-
ing 1999, much of it remains subject to ad hoc negotia-
tions, especially with just a few large companies. Given
the electoral environment and the military conflict in
Chechnya, it is uncertain whether expenditure discipline
can be enforced. Additionally, the rouble has been appre-
ciating lately, thus gradually hollowing out the competi-
tive margin for domestic producers afforded by the
August 1998 devaluation. The scope for import substitu-
tion will soon be exhausted and commodity exports will
hit supply bottlenecks. The absence of other policy meas-
ures, including structural reforms aiming at more solid
productivity gains, compound the problem. As a result,
Russian GDP growth is expected to slow down in 2000.

The outlook for Ukraine, the second largest CIS econ-
omy, remains subdued. There are considerable uncertain-
ties over the pace, character and sequencing of structural
reforms. Whether the authorities will exert sufficient dis-
cipline to ensure continuation of the macroeconomic sta-
bility remains to be seen. At year-end 1999 the currency
continued to be under severe pressure. Any worsening of
the budget deficit will exert further downward pressure on
the exchange rate and foment inflation. Ukraine is also
facing a possible default in early 2000 due to the debt-
service hump on its recent Eurobond placements.

Such a scenario for the larger economies of the group
provides only a moderately improved trading environ-
ment in 2000 for the other CIS countries However, the
expected further firming of commodity prices and the
improved regional environment in the near-term will ben-
efit the Central Asian CIS countries in particular. If the
agreements signed at the end of 1999 on constructing a
major oil pipeline and building in parallel a gas pipeline
come to fruition, foreign investment inflows should pro-
vide a major impetus to economic activity in the subre-
gion. This would be particularly beneficial to Azerbaijan,
Kazakhstan and Turkmenistan, but with spillovers into
the regional economy. This might be especially important
for Georgia, as it stands to benefit from transit revenues
as well as from the more indirect spillover effects, includ-
ing foreign-investor confidence.

Baltic countries: recovering from the Russian crisis

Economic performance of the Baltic States in late 1998
and early 1999 was markedly affected by events in the
Russian Federation, leading to a severe contraction in
industrial production and to low to negative growth in
aggregate performances. However, all three countries
have been recovering strongly since the second half of
1999. Estonia was the first to do so in the summer of
1999, paced by exports to the recovering EU markets,
with Latvia following in the third quarter and Lithuania
by year-end. None the less, GDP is expected to have
declined by 1.2 per cent in 1999 for the region as a
whole.

Current-account imbalances were a major source of
policy concern in recent years as a result of weakening
domestic demand and lower imports. Significant
improvements of current accounts were booked in 1999 in
these countries. Inflation declined further (see table A.2);
and producer price inflation was negative in the final
months of 1999. The latter in particular benefited exports,
especially given the rigid exchange-rate arrangements
these countries maintain. However, the depressed eco-
nomic activity adversely affected government-budget bal-
ances. All three countries were cutting back expenditures
in order to defend the credibility of their exchange-rate
regimes. Latvia in particular resorted to monetary policy
to defend the currency peg, but high interest rates dis-
couraged consumer demand and investment. A credibility
problem arose also for Lithuania’s currency, the litas,
owing to uncertainties about the future of the currency-
board arrangements, which were removed in late 1999.

The anticipated recovery in Western Europe, the main
trading partner of Baltic countries; reduced exposure of
these countries to Russia; the relatively high resilience of
the economies, owing to their structural reforms and firm
macroeconomic-policy stances; and their improved
prospects for membership in the EU in the medium run,
all suggest that the incipient recovery in the region will
strengthen in 2000. The region’s output is expected to rise
by 2.7 per cent, inflation to remain low, and current
accounts to be moderately high but largely financed by
strong FDI inflows. This is a moderately encouraging
outlook, although GDP growth is well below the 4 to 7
per cent the region recorded in 1996-1998.

DEVELOPING ECONOMIES

Developing countries are estimated to have grown by
about 3 per cent in 1999, a remarkable improvement over
the 1998 performance but yet well below the rates of
growth observed earlier in the decade. Growth returned
to most of the Asian crisis-hit economies faster and
stronger than anticipated due to successful reflationary
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policies and strengthening external demand. The most
populous countries in Asia, China and India, continued
to record respectable rates of growth although the pace
of growth seems to be slowing down in the former econ-
omy. Meanwhile, Latin America exhibited a dismal per-
formance with most economies in South America experi-
encing a recession during the year. GDP growth was
anaemic in  western Asia , while  in  Afr ica  growth
increased only marginally (see table A.3). Prospects for
the near-term are positive as growth is expected to return
to Latin America and accelerate elsewhere. It is forecast
that developing countries will grow by almost 5 per cent
on average in 2000 as recovery is sustained and external
demand continues to strengthen.

Africa: growth decline comes to an end

Africa grew by 3 per cent in 1999. This was a negligible
improvement over the 2.8 per cent growth in 1998, but
signaled an end to two consecutive years of decline. The
turnaround was largely attributable to growth in export
earnings of the region’s oil exporting countries as a
result of the increase in oil prices. A recovery in demand
for some non-oil commodity exports in Asia and Europe
improved export earnings of other countries, even though
prices for some commodities remained weak or declined
further. Strong macroeconomic policies and favourable
domestic factors, notably, increased agricultural output
in the majority of countries, also contributed to Africa’s
improved growth performance in 1999.

The combined GDP of oil-exporting countries
increased by a full percentage point to 4 per cent (see
table A.3). This outcome is even more remarkable since
voluntary production and export restraints under OPEC
agreements lowered crude petroleum output and the vol-
ume of exports in Algeria, Libya and Nigeria after new
quotas came into effect on 1 April 1999. Libya’s econom-
ic prospects improved significantly with the increase in
oil revenues, the suspension of United Nations economic
sanctions in April 1999 and the resumption of trade and
investment ties with trading partners in Europe and
Africa. On the other hand, increased oil revenues in
Angola—which were also due to significant increases in
output—benefited the economy only marginally because
of the intensification of the civil war in 1999.

In Nigeria, frequent power supply disruptions, fuel
shortages and civil unrest in oil-producing regions also
reduced oil output. Accordingly, one of the policy initia-
tives adopted by the new civilian administration in
Nigeria aimed at eliminating structural bottlenecks such
as persistent power failures and fuel shortages that have
crippled the economy. Additionally, the new administra-
tion unveiled a comprehensive set of policy proposals that
emphasize a more prominent role for the private sector in

the economic development of the country. The immediate
concern of the new Government, however, was the intro-
duction of reform policies aimed at combating corruption
and mismanagement in the public sector, the armed forces
and the oil industry.

While the recovery of oil prices strengthened govern-
ment revenues in oil-exporting countries, Algeria and
Egypt maintained existing policies of fiscal restraint that
were consistent with ongoing reforms and economic lib-
eralization policies. Libya, on the other hand, embarked
on an expansionary fiscal policy after the suspension of
sanctions. Increased government expenditures were con-
centrated on large-scale infrastructure projects and the
acquisition of a wide range of goods and services that
were unobtainable while the sanctions were in effect.

Growth, on average, in the non-oil exporting countries
was slightly below the 1998 rate. The South African econ-
omy—the largest in the region—regained its growth
momentum after a brief period of decline caused by the
turbulence of the Asian financial crisis. Exports recovered
with the strengthening of world demand. Capital flight
and disinvestment, depletion of the country’s gold and for-
eign-exchange reserves, currency depreciation, high
domestic interest rates and escalating inflation observed in
the early months of 1999 were halted and reversed as
international investors responded to the sound macroeco-
nomic management followed in the country. The newly
elected Government implemented tight monetary and fis-
cal policies. By September 1999, the monthly rate of infla-
tion in South Africa had dropped to its lowest level in over
three decades. The new government also reconfirmed pre-
vious commitment to the macroeconomic strategy for
growth, employment and redistribution (GEAR) intro-
duced by the previous administration. The GEAR strategy
emphasizes employment creation in the formal economy
through strong, private-sector growth, as well as a com-
mitment to fiscal discipline by the central government.
South Africa’s improved performance is important for the
smaller economies of the region with which it has exten-
sive economic linkages.

Increased domestic and foreign investment also con-
tributed to GDP growth in several other countries that
have made significant progress in maintaining stable
money-supply growth, low inflation and manageable fis-
cal deficits. Privatization and market liberalization poli-
cies have opened up opportunities for strong private sec-
tor growth in many of those countries. Economic policies
and structural adjustment programmes in some countries
have also featured the necessary institutional and finan-
cial sector reforms—including extensive revisions of
investment codes and other legal frameworks—to
improve the investment climate and the confidence of
both domestic and foreign investors.

Agricultural output increased in most countries as a
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result of improved weather and growing conditions, in
marked contrast to the two previous years, and provided the
main stimulus to GDP growth. Agriculture-related services
and manufacturing sectors expanded accordingly. However,
in Ethiopia, Mauritius, Morocco and several other countries
drought led to a decline in agricultural output and food
shortages and had a negative impact on growth.

Continuing armed conflicts took a toll on economic
activity in Africa and contributed to poor performance in
Angola, Eritrea, Ethiopia, Somalia, Sudan and other
countries. The border war between Eritrea and Ethiopia
has caused the diversion of significant amounts of scarce
foreign exchange and government revenue for war-related
expenditures. The civil war in the Democratic Republic of
the Congo abated during the year, but slow progress in the
implementation of a cease-fire agreement since July 1999
delayed that country’s resumption of normal economic
activities. Post-conflict reconstruction efforts in Liberia
and Sierra Leone made progress with only limited set-
backs in 1999.

The average rate of inflation in Africa increased to 14
per cent in 1999 from 11 per cent in 1998, both averages
being driven up by hyperinflation in Angola and the
Democratic Republic of the Congo. Inflation increased to
double-digit rates in Ghana, Libya, Malawi, Nigeria,
Sudan, Tanzania, Zambia and Zimbabwe under localized
conditions of supply shortages of food and other com-
modities, higher fuel-import costs, large fiscal deficits,
high rates of money-supply growth or currency deprecia-
tion. Elsewhere, consumer price inflation was subdued
because of lower food prices, stable money-supply
growth, fiscal prudence and stable exchange rates.

GDP growth is expected to accelerate further in 2000 to
match or exceed the 4.6 per cent growth attained in 1996,
which was the previous peak of the decade. This more
encouraging outlook hinges on oil prices remaining at high
levels and some strengthening in the international prices of
non-oil commodities as global demand for Africa’s exports
improves further. Growth in the value of exports is expect-
ed to accelerate to 11.5 per cent in 2000, which would pro-
vide a firm basis for sustained growth in other sectors.

East Asia: recovery stronger than anticipated

East Asia began to show signs of recovery during the
first half of 1999 and strengthened further in the second
half of the year. Aggregate GDP for the region (exclud-
ing China) is estimated to have grown by 5.5 per cent in
1999. All economies that had fallen into recession during
1998 resumed growth in 1999. Other countries in the
region, which had been less severely affected by the cri-
sis, performed relatively well. China experienced some
slowdown but still attained growth of 7.1 per cent in
1999 (see table A.3).

Recovery in the four crisis-hit Asian emerging
economies (Indonesia, Malaysia, Republic of Korea and
Thailand) has been stronger than anticipated.
Expansionary macroeconomic policies, financial restruc-
turing and an improving external environment have sup-
ported the recovery. Among these economies, the per-
formance of the Republic of Korea has been outstanding
as the GDP grew by 9.8 per cent and 12.3 per cent,
respectively, during the second and third quarters of 1999
(year over year). Even Indonesia, which had been experi-
encing difficulties and delays in the implementation of
structural reforms, exhibited some growth during the
year, contradicting earlier expectations of future decline.

In most crisis-hit countries, the recovery, however, has
not been broad-based. Private consumption, despite high
unemployment and lower real wages, began to pick up in
response to policy stimuli and improved consumer confi-
dence. As domestic demand recovered, regional trade
links were reactivated and exports expanded. The contin-
ued demand expansion in the United States, the recovery
in Japan and Europe, and the overall increase in the world
demand for electronics (related to Y2K compliance) were
also relevant factors underlying the recovery of exports.
Except for the Republic of Korea, business investment
continued to decline—albeit at a slower pace—due to
excess capacity, cautious bank lending, and weak busi-
ness confidence. On the supply side, industrial output,
particularly manufacturing, has increased rapidly in
recent months and led the recovery. The service sector
has improved as well. In Indonesia, on the other hand,
industrial output growth was rather weak, while exports
still appear to be impeded by the lack of export financing.

An upturn in both domestic demand and exports sup-
ported recovery in other economies of the region as in the
case of Hong Kong Special Administrative Region (SAR)
and Singapore. In the Philippines, as in Indonesia, agri-
cultural output recovered strongly with the return of nor-
mal weather from the 1998 setback but industrial output
was weak. In spite of the mid-year earthquake, the econ-
omy of Taiwan Province of China remained strong in part
because its manufacturing regions escaped the epicenter
of the earthquake and because vigorous reconstruction
efforts contributed to sustain economic activity.

As several Asian emerging economies came out of
recession, China faced a deterioration of its economic sit-
uation in the first half of 1999. Exports dropped by about
10 per cent from the same period of 1998 and domestic
demand stagnated. The reform of state-owned enterprises
(SOEs) continued to be a major challenge for policy mak-
ers as the number of laid-off workers soared, thus con-
tributing to depressing consumption, feeding into a defla-
tionary process and slowing growth. Since mid-1999,
however, increasing signs of improvement, including a
significant turnaround of exports, have appeared.
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Industrial production also increased as investment
expanded at a strong pace, supported by increased gov-
ernment spending on infrastructure.

Reflecting the recovery in production and job-creation
programmes, the unemployment fell in some East Asian
countries but it is still well above the pre-crisis level. In
the case of the Republic of Korea, for instance, the unem-
ployment rate fell from a peak of 8.7 per cent in February
1999 to 4.6 per cent in August 1999, while it was 2.5 per
cent in the second quarter of 1997. In other countries,
however, the employment situation improved only mod-
estly or deteriorated even further. In China, large layoffs
due to the implementation of reforms in the state sector
present a serious problem for policy makers.

Inflation in most countries of the region continued to
fall or remained flat, reflecting excess capacities, com-
petitive pressures and, in a number of countries, improved
agricultural production and currency appreciation. Import
prices began to rise partly due to higher oil prices, but
with little impact on inflation so far. In 2000, however,
inflation in these countries is expected to rise due to
lagged effects of the expansionary policy and oil-price
increases as well as wage increases and rising domestic
demand. In China, deflation, rather than inflation, has
been the concern to date, as retail prices have declined for
more than 20 months in a row. Weak effective domestic
demand associated with uncertainties of the reforms in
the state sector is a major cause of the deflation in China.

Imports rebounded in most countries of the region as
domestic demand picked up and depleted input invento-
ries were replenished, and began to outpace the recovery
in exports during 1999. Current-account surpluses have
narrowed but remained sizeable. As investor confidence
improved, foreign portfolio inflows increased somewhat,
which, combined with the current-account surplus, con-
tributed to the build-up of foreign reserves.

Macroeconomic policies in virtually all economies of
the region remained expansionary in 1999 and made a
major contribution to the recovery. The stabilized
exchange rate and moderating inflation allowed these
countries to cut interest rates sharply and to lower
reserve requirements to boost domestic demand. In some
countries, interest rates fell below their pre-crisis level.
However, banks have remained cautious in lending, and
firms have tended to resort to equity and bond issues.
The easy monetary policy is expected to continue until
these economies have returned to a more sustainable
growth track. Monetary policy has become more accom-
modative in China as well. In China, interest rate for
one-year deposits now standing at 2.25 per cent, lowered
from 11 per cent in 1996. In addition, a new bill was
passed to tax interest income from saving deposits to
encourage consumption.

Expansionary fiscal policy has played a key role in

reviving domestic demand in most countries of the region
and in facilitating structural adjustment. In China, for
instance, public spending accelerated during 1999. As
deflationary conditions persisted, the Government
increased spending on infrastructure and decided to inject
about 60 billion yuan (about $7 billion) in the economy in
the form of wage, pension and unemployment benefits to
stimulate private consumption directly.

Fiscal deficits have deteriorated in crisis-hit countries,
reflecting continued expansionary fiscal policy and costs
associated with restructuring the financial and corporate
sectors. Indonesia has experienced a large budget short-
fall due mainly to the huge cost of restructuring the finan-
cial system and the funding of public works. As a result,
the public debt is estimated to exceed 100 per cent of
GDP by the end of 1999, compared with 24 per cent in
mid-1997. Both Malaysia and Thailand envisage further
increases in public expenditure for fiscal 2000, due to the
costs related to the restructuring of the economy, and the
public deficit will continue to widen in these countries. In
the Republic of Korea, on the other hand, fiscal consoli-
dation will start in 2000 and a mild reduction in the pub-
lic deficit is thus expected.

Progress with structural reforms in crisis-hit countries
has been rather slow, although uneven across countries.
Reforms are most advanced in the Republic of Korea.
Corporate restructuring, however, proved to be more dif-
ficult to implement (as the recent experience with the
restructuring of the Daewoo conglomerate demonstrated).
Recently, however, the process has been speeded up under
strong government leadership. Except for the Daewoo
Company, about 80 per cent of structural adjustment in
four large conglomerates has so far been completed in
spite of resistance from vested interest groups.

Indonesia and Thailand have accelerated their efforts
of banking restructuring this year but the actual progress
has been slow. In particular, Indonesia still faces the
daunting task of resolving huge non-performing bank
loans and corporate debts, including to foreign banks (an
estimated $80 billion). In Thailand, bank restructuring
was mainly left to private initiative and progress has been
slow. Corporate restructuring there, as in Indonesia, has
been impeded by the lack of funds. In Malaysia, on the
other hand, financial-sector restructuring has progressed
more successfully, with a significant share of existing
non-performing loans being already cleared.

Prospects for the near-term are favourable. The recov-
ery in the region is expected to be stronger and more
broad-based in 2000, and to stabilize along a sustainable
growth path in 2001. Assuming continued expansionary
macroeconomic policy and smooth progress in reforms,
but barring adverse weather, the aggregate real GDP
growth in the region (excluding China) is forecast to
accelerate further to 5.7 per cent in 2000 and 2001.
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Growth in individual countries will be less uneven in
2000 than it was in 1999.

China is expected to maintain its current performance
and GDP growth rate is forecast to stabilize at 7.0-7.5 per
cent. Progress in reforming the SOEs is a major uncer-
tainty. Without progress with SOE reforms, however,
increased government spending will most likely feed
inefficient SOEs, rather than boost the economy.

Private consumption and exports will continue to lead
the recovery in these economies. The former will assume
a more important role as the inventory rebuilding and
external demand of electronics products decline. Private
investment, which has been recently sluggish in most
countries, will also pick up in response to rising sales and
profit, eased credit conditions, improving business confi-
dence and the need for upgrading or replacing production
facilities. Increased domestic demand will set off a virtu-
ous circle of multiplier effects through trade in goods and
services, which should benefit the region, thus supporting
output growth in both industry (particularly manufactur-
ing) and service sectors. With the recovery, however,
imports will grow and combined with a larger oil bill, will
narrow current-account surpluses in most economies.

Several factors are crucial for sustaining the recovery
in Asian emerging economies. First, the strength of
external demand is pivotal in supporting their exports. A
major concern in this regard is that the sustained recov-
ery in Europe and Japan as well as strengthening intrare-
gional trade should more than offset the soft landing of
the United States’ economy and the expected fading of
the Y2K-induced global electronics’ boom in early 2000.
The yen appreciation against the currencies of these
countries, if it continues, can provide an extra boost to
their exports, particularly, for the Republic of Korea and
Taiwan Province of China.

Second, an increase in foreign capital inflows, particu-
larly long-term ones, is a key element to the sustainabili-
ty of higher growth in these resource-constrained
economies. However, this depends, among other things,
on the successful implementation of restructuring pro-
grammes. Delays in the implementation of structural
reforms, particularly in Indonesia and Thailand, can com-
promise the resumption of normal bank lending, thus hin-
dering business activity and limiting the effectiveness of
expansionary monetary policy. The high cost of restruc-
turing and policy makers’ complacency induced by
strengthening recovery may dilute the political momen-
tum for reforms, particularly in countries facing elections
in the near-term. But this will imply weak financial and
corporate sectors, which will remain weak and vulnerable
to instability in world financial markets.

Third, the growth forecast is based on continuation of
the expansionary macroeconomic policy to support
domestic demand in the near-term. From late 2000 on,

however, rising inflation and large public debt will begin
to put a number of countries (particularly, the Republic of
Korea) under an increasing pressure to tighten their poli-
cies. Hopefully by then, these economies would have
already embarked into a more self-sustained growth pace.

South Asia: mixed performances

These economies have exhibited a rather divergent per-
formance in 1999 mainly due to domestic factors.
External factors such as the negative effects of the finan-
cial crisis and, in the cases of India and Pakistan, the
imposition of economic sanctions, have mostly faded and
improvements in global demand have begun to have a
positive effect on their exports. On the other hand, differ-
ences in weather condition, political situation, policies
and structural problems led to diverging performance
across the region. On average, however, the region per-
formed relatively well during the year with GDP growth
of about 5.5 per cent in 1999.

Real GDP growth in Bangladesh, despite the severe
damage caused by floods in the summer of 1998, recov-
ered faster than expected, thanks to the 1999 bumper
crop. Growth has picked up in India due to a favourable
crop, increased consumer durables’ production, relaxed
monetary conditions, and improving confidence. On the
other hand, the economic performance of Nepal, Pakistan
and Sri Lanka has been less satisfactory. Economic activ-
ities in Pakistan continued to be impeded by political
uncertainties and restrictive measures to address persist-
ent balance-of-payments problem. In Sri Lanka, output
growth in agriculture and manufacturing sectors was
weak, and so was export growth. Through mid-1999, pol-
icy uncertainties and some structural factors hampered
growth in Nepal.

Inflation, which had risen to double-digit levels during
1998 in most countries of the subregion, returned to sin-
gle digits in the first half of 1999. In India, consumer
price inflation subsided due to the increased supply of
agricultural products, low commodity prices, and intense
price competition. Inflation in Nepal also abated but still
remained around 10 per cent early in the year due to con-
tinuing high food prices.

Fiscal consolidation remains a critical policy challenge
in the subregion. Most of these countries face unsustain-
able fiscal positions which, if not addressed, will contin-
ue to be a source of inflation and restrain private invest-
ment and growth. The fiscal deficit remains markedly
higher in India and Sri Lanka than elsewhere. In India,
despite the recent policy shift to fiscal consolidation, the
budget deficit in fiscal year 1999 remained large due to
delays in the privatization programme and increased gov-
ernment spending. Sri Lanka made some progress in
improving tax collection and controlling military spend-
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ing in the past several months, but its deficit is estimated
to exceed 7 per cent of GDP in 1999 due to low privati-
zation proceeds and the high cost of the civil war.

In view of subdued inflation, monetary policy has been
eased in a number of countries. The Reserve Bank of
India cut its bank rate further to 8 per cent in March 1999
and lowered the cash reserve ratio by one percentage
point to 9 per cent in October. Sri Lanka also lowered the
statutory reserve requirement and the bank rate by one
percentage point to 11 and 16 per cent, respectively, in
August 1999. Pakistan, after rescheduling its external
debt obligations, was also able to lower interest rates.

The near-term prospects for South Asian countries
are positive. Most countries, except for Pakistan, are
expected to exhibit somewhat higher growth in 2000.
The return of normal weather and the improved external
environment, together with a more relaxed monetary
policy, will support growth. Rising rural incomes and, in
a number of countries, increasing confidence will boost
domestic demand. However, the widening fiscal deficit,
if it is not corrected effectively, will continue to crowd
out private investment and, to the extent of its monetiza-
tion, eventually exacerbate inflation. Exports are also
expected to increase due to the upturn in demand in Asia
and in Europe.

Western Asia: oil prices rebound 
but growth does not

GDP growth decelerated in Western Asia in 1999. Despite
the strong growth in Iraq, the region’s GDP is estimated
to have grown by only 0.4 per cent in 1999 (see table
A.3). Without Iraq, however, that growth in the region
would have fallen by about 0.5 per cent in 1999.

Higher oil prices had a positive impact on the oil
exporters of the region by improving their external and
internal balances, thus lifting these countries from the
recession experienced in 1998. Growth in these countries,
however, was modest reaching 2.1 per cent for this sub-
group as a whole. Oil output was cut in most countries
due to the OPEC agreement in March 1999 (see chapter
II) and public investment was constrained, which affected
the non-oil sector of these economies. Iraq is the excep-
tion to this trend, for its own specific circumstances, and
grew fast during the year.

Economic growth collapsed in the oil-importing coun-
tries of the region, and GDP growth for this subgroup of
countries was negative in 1999. Drought devastated agri-
culture in Jordan. Tourism remained depressed as uncer-
tainties over the Middle East peace process persisted.
Economic activity was weak in Israel in 1999 due to
reduced exports and stagnating domestic demand. The
recovery in Asian countries has not yet translated into

higher import demand from Israel. Meanwhile, increased
competition from Asian countries in international markets
has shrunk Israel’s market shares since late 1998. In anoth-
er important development in the region, earthquakes devas-
tated Turkey in August and November 1999. The August
earthquake caused extensive damage to Turkey’s industrial
base and infrastructure. More tragically, the earthquake has
had a huge social impact. Over 15,000 lives were lost and
many were injured. Employment losses in the worst affect-
ed areas are estimated to range from 20 to 50 per cent.
Addressing these social costs will impose a heavy burden
on Turkey’s social protection system.

Although inflation remains low in the region, the trend
of declining inflation observed during the past few years
was somewhat reversed in 1999 as fiscal consolidation
pushed governments to cut back subsidies and increase
user charges for utilities such as electricity and water. The
sharp depreciation of several currencies against the dollar
has also contributed to the revival of inflation in the
region. There are some exceptions to this general trend.
For instance, inflation in Jordan and Qatar is expected to
decline in 1999, reflecting a sluggish economy in both
countries.

Export earnings in West Asia as a whole recovered in
1999 from the steep fall recorded in 1998. Higher oil
prices contributed to a reduction of the current-account
deficit in most oil-exporting countries. The oil-importing
economies of the region, however, recorded a deteriora-
tion of their current-account positions due to the
increased oil bill and weak export growth.

Oil-exporting countries of the region registered some
improvement in their budget positions. Because most
countries framed their budgets assuming low oil prices,
the oil-price recovery brought an unexpected windfall
gain. Yet, most countries maintained their tight fiscal pol-
icy, and budget deficits declined in 1999. Turkey, on the
other hand, given the increase in expenditures associated
with the aftermath of the earthquake, incurred a sharp
deterioration of its fiscal position, with the budget deficit
estimated at 15 per cent of the GDP by year end.

For the region as a whole, GDP growth is expected to
reach almost 4 per cent in 2000 but, again, thanks to a
strong performance of the Iraqi economy. Iraq is the only
oil-exporting country where economic growth is expected
to be strong—albeit from a small base —in the next few
years. The oil-importing economies of the region will do
relatively better as weather conditions return to normal
thus benefiting Jordan and Syria. Turkey will experience a
substantial recovery in growth due to reconstruction efforts
and the resumption of activities by manufacturing and
tourism. It will perhaps also benefit from the EU’s decision
on 10 December 1999 to consider the country a credible
candidate for eventual accession. Though that in itself may
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come to fruition only in the longer run, the country should
already in the interim benefit from credibility effects of
being more closely associated with the EU.

Latin America and the Caribbean: is growth ahead?

After poor economic growth in 1998, conditions further
deteriorated in Latin America and the Caribbean in
1999. After having experienced eight years of uninter-
rupted—albeit uneven—growth, aggregate GDP in 1999
barely maintained its 1998 level, but is expected to pick
up in 2000. The overall average rate of growth for
1999, however, masks contrasts among countries in the
region and reflects changes in outcomes from forecasts
in early 1999.

The initial forecasts for Brazil in the aftermath of the
devaluation in January 1999 of its currency, the real, were
extremely pessimistic. However, following an initial over-
shooting, the exchange rate stabilized in the second quar-
ter of 1999 and Brazil succeeded in adjusting to a new
flexible exchange rate framework. Inflation remained sub-
dued but accelerated later in the year. Interest rates were
gradually but substantially reduced, thus providing some
relief to the economy and to public finances in particular.
Whereas a decline had been anticipated, GDP grew mod-
estly in 1999 due to the significant growth in agricultural
output in the first half of the year, the rebuilding of inven-
tories, and the substitution of domestic products for
imports following the devaluation.

Nevertheless, the spillovers of the Brazilian recession
seriously affected its main trading partners through the
contraction of intraregional trade. Additionally, low com-
modity prices constrained financial conditions and politi-
cal uncertainties imposed a toll on the economic perform-
ance of many South American economies. Argentina was
particularly hit. Colombia and Venezuela experienced
severe recessions exacerbated by domestic political fac-
tors (internal armed conflict and constitutional reform,
respectively) that delayed investment decisions and pro-
voked capital flight. The Ecuadorian economy experi-
enced the sharpest GDP decline in the region due to the
severe effects of the external shocks suffered in 1998, the
political crisis that hampered economic reforms, and the
debt crisis that erupted in the second half of the year.
Even Chile, after having expanded at an annual average
rate of 7 per cent during 1991-1998, is expected to record
negative growth in 1999.

In contrast to the adverse economic situation in South
America, Mexico and most of the Central America and
Caribbean economies had a relatively better performance
in 1999. Mexico continued to benefit from the buoyancy
of the United States economy, its major export market.
Similarly, the economies of the Caribbean and Central
America benefited from strong import demand by the

United States. Honduras, however, is still struggling to
overcome the effects of hurricane Mitch and its GDP con-
tracted in 1999.

Despite the poor performance of exports, the regional
trade deficit narrowed significantly in 1999 due to curbs
in imports, especially in the countries experiencing reces-
sion. Moreover, private capital flows into the region
became scarce and more expensive, further constraining
the availability of import finance and the formation of
fixed capital. Therefore, the region’s current-account bal-
ance narrowed from around 4.5 per cent of its GPD in
1998 to around 3.2 per cent in 1999. The region also wit-
nessed a change in exchange-rate regimes as flexible
exchange rates were introduced in some countries of the
region. In September 1999, Chile and Colombia aban-
doned the trading bands of their currencies against the
dollar, following similar steps taken by Brazil and
Ecuador earlier in the year.

In general, fiscal policies remained tight in the region
in 1999. Budget imbalances none the less deteriorated in
many countries, owing to higher debt-servicing costs and
lower receipts. Monetary policy started to be cautiously
accommodative in the summer, once inflationary pres-
sures were contained. Monetary policy was eased consid-
erably in Brazil, Chile and Venezuela. In Colombia inter-
est rates were increased several times in an attempt to
defend the currency, before the crawling band was aban-
doned in September. Interest rates fell after that.

Weak domestic demand and low activity kept inflation
under control in the region. Economic recession even
brought deflationary pressures to countries such as
Argentina, El Salvador and Paraguay. In contrast to
Brazil, Ecuador was not able to control prices after the
devaluation of its currency in early 1999, and inflation
accelerated. Another consequence of the recession was a
deterioration of labour conditions in many countries. In
Colombia, for example, the unemployment rate in seven
metropolitan areas reached a record high of 20 per cent of
the economically active population in September, while
in Chile it surpassed 11 per cent by mid-1999, rising from
7.2 per cent at the end of 1998.

The short-term outlook for Latin America is for a
widespread, though uneven, economic recovery. The
region is forecast to grow by about 3.5 per cent in 2000.
The sources of the recovery in the region are difficult to
generalize due to the heterogeneity of the economic situ-
ation in the various countries. However, export revenues
are expected to expand in most countries due to improved
commodity prices and stronger world demand.
Additionally, a modest improvement in international
financing conditions in 2000 is expected to boost fixed
investment, especially in countries where political uncer-
tainties are supposed to abate.

The two largest economies in the region—Brazil and
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Mexico—are expected to lead the recovery, but less so in
Brazil. The acceleration of economic growth in Mexico is
likely to be based on the strengthening of domestic
demand, while exports are estimated to be negatively
affected by the slowdown of the United States economy.
Conversely, exports will be the main engine of the recov-
ery in Brazil in 2000.

Individual country performances are expected to vary
across the region due to some country specific factors.
Among the latter, the various exchange-rate regimes
operating in the region will affect the recovery path. For
instance, the Argentine economy, whose competitive
position worsened significantly after the devaluation of
the Brazilian real, is constrained by its currency-board
regime, thus expected to experience a slower recovery
than countries with floating exchange regimes.
Prospects for recovery are also partially conditioned by
the situation of financial sectors, banking in particular,
in specific countries. The banking systems of several
Latin American countries have accumulated non-per-
forming loans due to the economic crisis and are reluc-
tant to extend credit. Therefore credit conditions remain
tight in some countries despite lower official interest
rates. In this regard, fragile conditions in the banking
sectors of Colombia, Ecuador, Guatemala, Peru and
Venezuela, among others, will constitute a hindrance for

a solid recovery in these countries.
The economic forecast for 2000 is also subject to a

number of downside risks. International financial markets
are closely monitoring the performance of the main
economies and market sentiment towards the region is
still volatile. Unfavourable developments in individual
countries, even in those of relatively minor economic
weight, could spill over into the rest of the region, incur-
ring financial constraints and reducing growth prospects.
Recovery in Brazil—important for the future prospects of
other economies in the region—depends crucially on fur-
ther progress with fiscal consolidation, which is still
uncertain. While Brazil has been meeting the fiscal tar-
gets of its revised agreement with the IMF, largely due to
temporary and emergency measures, new revenue and
spending measures are required to secure a larger primary
budget surplus in 2000. In this regard, difficulties in
implementing fiscal reforms may exacerbate the Brazilian
currency’s vulnerability. This will then affect inflationary
pressures and force interest rates to remain high therefore
choking off economic growth. Finally, any sharp asset-
price correction in the United States followed by a severe
slowdown in its economy would not only worsen export
prospects for Latin America, Mexico in particular, but it
could also result in further severance of external financ-
ing to all countries in the region.
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Table A.1.
DEVELOPED MARKET ECONOMIES: RATES OF GROWTH OF REAL GDP AND RATES OF 
INFLATION AND UNEMPLOYMENT, 1998-2000

Growthc Inflationd Unemploymente,f

1998 1999a 2000b 1998 1999a 2000b 1998 1999a 2000b

AAllll ddeevveellooppeedd eeccoonnoommiieess 2.0 2.5 2½ 1.3 1.1 1½ 6.9 6.7 6½

United States 4.3 3.9 3 1.6 2.1 2½ 4.5 4.3 4¼
Canada 3.1 3.6 3 1.0 1.3 1¼ 8.4 7.7 7½
Japan -2.8 0.8 1 0.6 -0.3 -½ 4.1 4.8 4¾
Australia 4.8 3.5 2½ 1.6 1.5 2¼ 8.0 7.4 8
New Zealand -0.3 2.5 3¾ 1.3 1.4 2¼ 7.5 7.2 6½

EEUU-1155 2.6 2.1 2¾ 1.5 1.2 1¾ 10.0 9.4 9¼

EEUU-1111 2.7 2.1 2¾ 1.2 1.1 1½ 11.0 10.3 10
Austria 3.3 1.9 2¼ 0.9 0.7 1¼ 4.7 4.4 4¼
Belgium 2.9 1.8 2½ 1.0 1.0 1½ 9.5 9.1 9
Finland 5.6 3.2 3¼ 1.4 0.9 1¾ 11.4 10.3 9¼
France 3.2 2.3 2¾ 0.7 0.5 1 11.7 11.2 10¾
Germany 1.9 1.7 2¾ 1.0 0.9 1¾ 9.4 9.1 8¾
Ireland 9.5 8.1 6½ 2.4 1.7 2½ 7.8 6.8 6¼
Italy 1.4 1.1 2 2.0 1.6 1¾ 12.3 12.0 11¾
Luxembourg 4.7 4.2 4½ 1.0 1.0 1½ 2.8 2.8 2
Netherlands 3.7 2.8 2½ 2.0 2.0 1¾ 4.0 3.3 3
Portugal 3.5 3.5 3¼ 2.8 2.4 2½ 5.1 4.7 4¼
Spain 3.8 3.5 3 1.8 2.2 2 18.8 16.1 15

OOtthheerr EEUU 2.5 1.9 2½ 2.8 1.5 2½ 6.8 6.6 7
Denmark 2.9 1.7 1½ 1.8 2.7 2 5.1 4.6 4¾
Greece 3.5 3.5 3¾ 4.8 2.6 2 10.1 10.2 10
Sweden 2.9 3.8 3¼ -0.1 0.3 1¼ 8.3 7.2 6¾
United Kingdom 2.2 1.4 2½ 3.4 1.5 2¾ 6.3 6.2 6¾

OOtthheerr EEuurrooppee
Iceland 5.0 5.1 4½ 1.7 1.7 2 3.1 3.3 2¾
Malta 2.0 1.8 1¾ 2.8 2.0 2½ 5.1 5.4 5¼
Norway 2.0 0.5 3½ 2.3 2.3 2 3.3 3.1 3½
Switzerland 2.1 1.1 1½ 0.1 -0.5 ¼ 3.2 2.4 2¼

MMeemmoo iitteemm::
Major industrialized 
countries 1.8 2.4 2¼ 1.3 1.1 1½ 6.4 6.3 6¼

Source: UN/DESA, based on IMF, International Financial Statistics and OECD.
a Partly estimated.
b Forecast, partly based on Project LINK.
c Data for country groups are weighted averages, where weights for each year are the previous year's GDP valued at 1995 prices and exchange rates.
d Data for country groups are weighted averages, where weights for each year are 1995 GDP in US dollars.
e Unemployment data are standardized by OECD for comparability among countries and over time, in conformity with the definitions of the International Labour Office (see

OECD, Standardized Unemployment Rates:Sources and Methods (Paris, 1985).
f Greece and Malta are not standardized.



W O R L D  E C O N O M I C  A N D  S O C I A L  P R O S P E C T S  2 0 0 044

Table A.2.
ECONOMIES IN TRANSITION: RATES OF GROWTH OF REAL GDP AND RATES OF INFLATION, 1998-2000

Growtha Inflationd

1998 1999b 2000c 1998 1999b 2000c

EEccoonnoommiieess iinn ttrraannssiittiioonn -0.8 0.6 2½ 22.0 32.1 23

CCeennttrraall && EEaasstteerrnn EEuurrooppee aanndd BBaallttiicc SSttaatteess 2.4 -0.5 3½ 16.8 14.2 8¾

CCeennttrraall aanndd EEaasstteerrnn EEuurrooppee 2.3 0.8 3½ 17.2 14.7 9

Albania 7.9 5.0 8 21.0 3.0 4
Bulgaria 3.0 1.5 4 22.3 1.5 6
Croatia 2.7 -1.0 1½ 6.0 4.0 6
Czech Republic -2.7 -0.5 1½ 10.7 2.2 4
Hungary 5.1 4.0 4½ 14.2 9.5 7
Poland 4.8 4.0 5¼ 11.7 6.5 7
Romania -6.6 -4.8 ½ 59.3 48.1 30
Slovakia 4.4 1.5 2½ 6.7 14.0 9
Slovenia 4.0 3.5 3¾ 8.0 7.5 5
The former Yugoslav Republic of Macedonia 3.0 1.0 3 1.0 4.0 4
Federal Republic of Yugoslavia 2.6 -50.0 .. 30.4 100.0 ..

BBaallttiicc SSttaatteess 4.1 -1.2 2¾ 6.4 2.6 3¾

Estonia 4.0 0.0 4 10.6 3.5 4½
Latvia 3.8 -0.5 2½ 4.7 2.2 3
Lithuania 4.4 -2.5 2 5.1 2.3 4

CCoommmmoonnwweeaalltthh ooff IInnddeeppeennddeenntt SSttaatteess -3.6 1.6 1¼ 26.2 46.6 34¼

Armenia 5.5 6.0 8 8.7 1.0 2½
Azerbaijan 10.0 5.7 8 -0.8 -6.0 10
Belarus 8.3 0.0 3 73.2 280.0 150
Georgia 4.0 3.0 6 3.6 9.3 15
Kazakhstan -2.5 0.3 2 7.3 20.0 5
Kyrgyzstan 4.6 3.8 3½ 12.1 45.0 20
Republic of Moldova -5.0 -9.0 -1 7.7 40.0 25
Russian Federation -4.8 2.0 1 27.8 45.0 35
Tajikistan 5.3 2.0 4 43.1 28.0 30
Turkmenistan 4.5 12.0 4 16.8 17.0 30
Ukraine -1.7 -1.0 1 11.0 22.0 15
Uzbekistan 2.8 0.0 2 29.0 29.0 30

Source: UN/DESA and ECE.
a Country group aggregates are averages weighted by GDP in 1995 dollars (for methodology, see World Economic and Social Survey, 1992. (United Nations publication, Sales

No. E.92.II.C.1 and corrigenda), annex, introductory text).
b Partly estimated.
c Forecast, based in part on Project LINK.
d For Croatia and Macedonia, retail prices are used.
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Table A.3.
DEVELOPING COUNTRIES: RATES OF GROWTH OF REAL GDP AND RATES OF INFLATION, 1998-2000

Growthc Inflationd

1998 1999a 2000b 1998 1999a 2000b

DDeevveellooppiinngg ccoouunnttrriieess 1.3 3.2 5 10.8 6.9 7½
of which:
LLaattiinn AAmmeerriiccaa aanndd tthhee CCaarriibbbbeeaann 1.9 -0.2 3½ 8.2 10.0 8

Net fuel exporter 3.1 0.3 3¾
Net fuel importer 1.5 -0.4 3½

AAffrriiccaa 2.8 3.0 4½ 6.7 8.0 7½
Net fuel exporter 3.0 4.0 4¾
Net fuel importer 2.6 2.4 4

WWeesstt AAssiiaa 1.7 0.4 3¾ 28.5 18.1 22
Net fuel exporter 1.2 2.1 3½
Net fuel importer 2.6 -1.9 4¼

EEaasstt aanndd SSoouutthh AAssiiaa 0.5 6.0 6 9.2 2.3 3¾
Region excluding China -2.2 5.5 5¾ 12.9 3.5 4½
of which:

East Asia -4.6 5.5 5¾ 14.3 2.6 3½
South Asia 5.6 5.5 5¾ 8.3 6.6 7

MMeemmoo iitteemmss::
Sub-Saharan Africa (excluding
Nigeria and South Africa) 3.5 3.8 5 9.2 10.6 8¾

LLeeaasstt ddeevveellooppeedd ccoouuttrriieess 3.7 3.6 4½ 15.0 15.7 12½
MMaajjoorr ddeevveellooppiinngg eeccoonnoommiieess

Argentina 3.9 -3.6 3 0.9 -0.5 -1½
Brazil 0.1 0.2 3¼ 3.2 9.5 8
Chile 3.4 -1.5 5 5.1 3.5 3½
China 7.8 7.1 7 -0.8 -1.3 2
Colombia 0.6 -4.7 2 20.4 15.0 12
Egypt 5.7 4.9 5½ 4.2 3.8 4¼
Hong Kong SAR -5.1 1.5 3 2.8 -1.5 -1
India 6.0 6.1 6½ 8.5 6.4 6¾
Indonesia -13.2 0.5 3½ 64.7 12.5 8¼
Iran (Islamic Republic of) -2.5 0.3 2
Israel 1.9 2.2 3½ 5.4 5.0 4½
Korea, Republic of -5.8 10.0 7 8.6 0.1 3¼
Malaysia -6.7 4.3 7 5.6 2.2 3½
Mexico 4.8 3.5 5 15.9 16.8 11
Nigeria 1.9 3.7 4 10.2 22.0 25
Pakistan 3.7 3.1 3 7.2 7.0 8½
Peru 0.7 2.8 5¾ 7.2 4.0 6
Philippines -0.5 3.4 5 9.6 7.0 7
Saudi Arabia -2.0 1.0 1½ -0.4 1.5 2
Singapore 0.3 5.7 6¾ -0.3 0.5 1
South Africa 0.5 1.7 2½ 6.9 6.5 7
Taiwan Province of China 4.8 5.3 6½ 2.6 0.5 1½
Thailand -10.4 4.1 5 8.1 0.6 3¾
Turkey 3.0 -4.5 5¼ 84.6 40.0 50
Venezuela -0.7 -6.8 1¼ 35.8 24.0 20¼

Source: United Nations/DESA, based on IMF, International Financial Statistics.
a Preliminary estimates.
b Forecast, based in part on Project LINK.
c Covering countries that account for 98 per cent of the population of all developing countries.
d Weights used are GDP in 1995 dollars.

Annual percentage change
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Table A.4.
WORLD TRADE: RATES OF GROWTH OF VOLUMES, 1998-2000

Volume of exports Volume of imports
1998 1999a 2000b 1998 1999a 2000b

WWoorrlldd 3.9 3.4 6 4.8 4.4 5½

DDeevveellooppeedd eeccoonnoommiieess 4.4 3.7 6¼ 8.9 4.8 5¼
of which:

North America 3.1 5.5 7¾ 10.5 8.3 3
Western Europe 6.5 3.1 6¼ 10.3 4.2 7
Japan -2.8 3.0 2½ -4.9 -2.9 1½

EEccoonnoommiieess iinn ttrraannssiittiioonn 9.3 -3.4 4½ 3.2 -3.5 5
Central and Eastern Europec 16.6 1.8 6¾ 19.8 4.2 4¾
CIS 2.1 -9.3 1¾ -23.5 -23.0 5¾

DDeevveellooppiinngg ccoouunnttrriieess 2.3 3.4 5¼ -3.8 4.4 6½
Latin America and the Caribbean 6.9 3.9 6½ 10.8 -4.6 8¼
Africa 2.2 1.4 2½ 8.6 4.7 2¾
Western Asia -1.4 -0.9 5¼ -0.1 4.5 2¾
East and South Asia 0.5 4.3 4½ -13.7 5.4 7
China 4.1 3.1 7 6.3 17.8 8½

MMeemmoo iitteemmss::
Fuel exporters 2.4 2.4 5¾ 1.4 9.0 8½
Non fuel exporters 2.2 4.0 4¾ -6.3 2.1 5½

Annual percentage change

Source: United Nations/DESA, based on data of United Nations Statistics Division, ECE, ECLAC and IMF.
a Preliminary estimates.
b Forecast, based in part on Project LINK.
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Table A.5.
COMMODITY PRICES, 1997-1999

1997 1998 1999
QI QII QIII QIV QI QII QIII QIV

CCoommbbiinneedd iinnddeexx,, nnoonnffuueell
Dollar 0.0 -8.5 -14.0 -14.8 -15.3 -16.8 -17.4 -12.4 -7.7
SDR 5.2 -5.2 -11.1 -13.2 -17.2 -19.6 -17.9 -13.4 -6.5

FFoooodd aanndd ttrrooppiiccaall bbeevveerraaggeess 2.8 -5.2 -15.3 -17.8 -20.2 -21.9 -22.7 -16.6 -10.8
TTrrooppiiccaall bbeevveerraaggeess 33.3 9.9 -27.9 -24.5 -23.4 -29.9 -20.2 -21.8 -6.6

Cocoa 11.2 16.3 8.6 -0.3 -7.2 -16.9 -34.9 -36.4 -40.4
Coffee 54.7 3.6 -40.7 -38.2 -32.0 -37.0 -22.4 -23.3 -3.3

FFoooodd -3.5 -9.1 -11.0 -15.6 -19.2 -19.4 -23.3 -15.8 -12.0
Bananas 4.3 -31.3 9.4 6.5 13.4 13.5 -21.7 -10.8 -16.1
Maize -25.3 -8.3 -13.4 -14.8 -17.4 -13.7 -6.1 1.6 -2.2
Rice -10.7 -13.6 2.2 10.6 8.4 -5.4 -23.5 -23.6 -20.6
Sugar -4.9 -0.2 -20.1 -28.9 -34.0 -35.6 -36.3 -26.9 -18.3
Wheat -22.6 -19.4 -22.9 -22.3 -12.6 -14.2 -11.3 -1.4 -16.2

VVeeggeettaabbllee ooiillsseeeeddss aanndd ooiillss -0.9 2.6 9.8 13.3 6.8 -12.0 -22.4 -30.8 -30.7
Palm oil 2.8 14.4 22.9 33.5 22.1 -13.4 -32.1 -47.9 -45.8
Soybeans -3.3 -13.8 -18.7 -19.9 -19.2 -22.2 -19.2 -12.5 -12.7

AAggrriiccuullttuurraall rraaww mmaatteerriiaallss -10.3 -14.6 -11.6 -8.5 -7.0 -6.5 -10.2 -12.2 -12.5
Cotton -1.5 -13.2 -17.1 -16.0 -24.5 -19.2 -10.8 -23.9 -47.2
Rubber -28.3 -40.0 -33.8 -24.7 -14.6 -10.7 -18.5 -18.2 -3.0
Tropical logs -5.5 -8.2 -3.8 3.0 4.6 0.8 -6.4 -8.7 -14.0

MMiinneerraallss,, oorreess aanndd mmeettaallss 0.0 -16.0 -18.0 -17.7 -14.0 -12.9 -8.0 3.1 11.8
Aluminum 6.2 -8.3 -14.0 -19.4 -18.8 -18.3 -4.2 9.2 17.0
Copper -0.8 -29.8 -30.9 -27.8 -19.2 -17.3 -15.3 2.4 12.6
Iron ore 1.1 2.8 2.8 2.8 2.8 -9.2 -9.2 -9.2 -9.2
Lead -19.4 -21.4 -12.4 -14.5 -12.0 -5.9 -5.3 -6.1 -2.3
Nickel -7.6 -28.3 -31.9 -37.8 -35.7 -14.6 5.4 53.3 96.6
Phosphate rock 7.9 0.0 0.0 4.9 4.9 6.5 7.3 2.3 2.3
Tin -8.4 -9.9 3.3 2.8 -3.4 -1.2 -7.1 -6.2 5.1
Zinc 28.4 -9.5 -18.9 -36.2 -19.4 -6.5 -3.4 10.6 21.4

MMeemmoo iitteemm::
Manufactured export 

prices of DME -7.5 -5.9 -6.0 -3.1 -1.0 1.1 1.1 0.0 -2.1
Real prices, nonfuel 8.2 -2.8 -8.5 -12.1 -14.4 -17.7 -18.3 -12.4 -5.7
Crude oil -6.0 -32.8 -27.5 -30.0 -36.9 -16.4 22.6 58.9 100.3

Annual percentage change

Source: UNCTAD, Monthly Commodity Price Bulletin.
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Table A.6.
INFLOWS AND OUTFLOWS OF FOREIGN DIRECT INVESTMENT BY REGION, 1996-1999

Inflows Outflows
1996 1997 1998 1999 1996 1997 1998 1999

WWoorrlldd 363 468 660 827 382 479 648 .. 
of which:

DDeevveellooppeedd ccoouunnttrriieess 212 276 468 609 323 414 596 ..
Western Europe 116 138 246 - 206 247 407 ..
European Union 109 128 237 269 184 224 390 ..
Other Western Europe 8 9 9 - 22 23 17 ..
Japan - 3 3 - 23 26 25 ..
United States 76 109 189 - 75 110 133 ..

DDeevveellooppiinngg ccoouunnttrriieess 139 173 174 198 58 62 51 ..
Africa 6 8 9 10 - 1 1 ..
Latin America and 

the Caribbean 46 68 73 97 6 15 16 ..
Asia 85 96 90 91 52 46 34 ..

West Asia 4 5 4 - 2 - -2 ..
Central Asia 2 3 3 - - - - ..
South, East and 

South-East Asia 80 88 83 84 50 46 36 ..
The Pacific - - - - - - - ..

CCeennttrraall aanndd EEaasstteerrnn EEuurrooppee 13 18 19 20 1 3 2 ..

Source: UNCTAD.

Note: Due to rounding, the sum of the subregions might not add up to the total.
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