
Economic Activity and Employment
Economic growth slowed in 1995 in most industrial
countries other than Japan, with average growth declin-
ing to 2 percent from 2#/4 percent in 1994 (Chart 2).
In Japan, growth was sluggish, and the margin of eco-

nomic slack remained wide. By the end of the year,
however, there were clearer signs of recovery following
the easing of monetary and fiscal policy during the
summer and early fall, the reversal of the earlier sharp
appreciation of the yen that began in April, and
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Table 1
OVERVIEW OF THE WORLD ECONOMY
(Annual percent change unless otherwise noted)

1992 1993 1994 1995

World output 2.4 2.4 3.7 3.5
Industrial countries 1.7 0.8 2.8 2.1

United States 2.7 2.2 3.5 2.0
Japan 1.1 0.1 0.5 0.9
Germany 2.2 –1.2 2.9 1.9
France 1.3 –1.5 2.9 2.4
Italy 0.7 –1.2 2.2 3.2
United Kingdom –0.5 2.3 3.8 2.4
Canada 0.8 2.2 4.6 2.2

Seven countries above 1.8 1.0 2.8 2.0
Other industrial countries 1.1 0.1 3.0 2.8

Memorandum
European Union 1.1 –0.5 2.8 2.6

Developing countries 6.3 6.2 6.4 5.9
Africa 0.7 0.7 2.4 3.2
Asia 8.7 8.9 8.8 8.4
Middle East and Europe 6.2 3.7 0.7 3.7
Western Hemisphere 2.9 3.1 4.7 0.9

Countries in transition –14.7 –8.5 –8.8 –1.3
Central and eastern Europe –10.0 –5.0 –2.9 1.4

Excluding Belarus and Ukraine –7.0 –0.1 3.4 5.2
Russia, Transcaucasus, and central Asia –18.7 –11.7 –14.8 –4.3

World trade volume (goods and services) 4.8 3.8 9.0 8.7
Imports

Industrial countries 3.7 0.8 9.1 7.3
Developing countries 9.9 8.9 9.0 11.8
Countries in transition –13.1 19.9 4.3 10.9

Exports
Industrial countries 4.3 2.4 8.2 7.1
Developing countries 9.9 7.5 12.0 12.2
Countries in transition –9.4 18.1 5.3 11.8

Commodity prices in U.S. dollars
Oil1 –1.6 –11.6 –5.5 8.0
Nonfuel2 0.1 1.8 13.6 8.5

Consumer prices
Industrial countries 3.3 2.9 2.3 2.4
Developing countries 35.3 42.5 48.0 19.9
Countries in transition 674.4 614.3 264.8 128.2

Six-month LIBOR (in percent)3

On U.S. dollar deposits 3.9 3.4 5.1 6.1
On Japanese yen deposits 4.3 3.0 2.4 1.3
On deutsche mark deposits 9.4 6.9 5.3 4.6

Source: International Monetary Fund, World Economic Outlook (May 1996).
1Simple average of spot prices of U.K. Brent, Dubai, and West Texas Intermediate crude oil.
2Average, based on world commodity export weights.
3London interbank offered rate.



substantial productivity gains, but also because of a
decline in GDP, the current account deficit in Argen-
tina also narrowed in 1995, to around 1 percent of
GDP. Chile’s current account moved into small surplus
in part as a result of higher copper prices. Brazil’s cur-
rent account, by contrast, registered a deficit of 2!/2 per-

cent of GDP after being close to bal-
ance in the preceding two years.

In Africa, current account deficits
widened in a number of countries
owing to increases in imports and
declines in commodity prices during
the second half of the year. In
Uganda, the doubling of coffee
prices in late 1994 and early 1995
boosted export earnings, but this
was insufficient to prevent a rise in
the current account deficit. South
Africa’s current account deficit also
widened, despite the expansion of
exports, as domestic demand for
manufactured goods and food
imports increased.

Among the countries in transi-
tion, Hungary’s current account
deficit fell in 1995 owing to correc-
tive policy actions. In the Czech
Republic, in contrast, the current
account deficit widened as a result of
strong economic growth and, in par-
ticular, the rapid increase in import
demand.

Net capital flows to emerging
market countries recovered in the
second half of 1995 following a
sharp decline in the wake of the
Mexican financial crisis. Net capital
flows to developing countries were
actually higher in 1995 than in any
previous year. Nevertheless, flows to
some countries did not fully recover
after the fallout from the Mexican
crisis—especially to those countries
where weaknesses in domestic finan-
cial markets were exposed by the cri-
sis. Interest rate declines in the
industrial countries helped capital
flows to emerging markets to
recover, as did the favorable reaction
of financial markets to policy tight-
ening in many emerging market
countries. In Latin America, with
the exceptions of Mexico and
Argentina, private inflows exceeded
the levels attained in 1994. Increases
were particularly sharp in the case of

Brazil. The developing countries of Asia continued to
attract large inflows, and capital flows to South Africa,
Turkey, and central Europe surged. The rapid recovery
in capital flows to developing countries indicates the
importance of the progress with policies that has been
made in recent years.

20 A N N U A L  R E P O R T  1 9 9 6

T H E  G L O B A L  E C O N O M Y

Table 2
SELECTED ECONOMIES: CURRENT ACCOUNT POSITIONS
(In percent of GDP)

1993 1994 1995

United States –1.5 –2.2 –2.1
Japan 3.1 2.8 2.2
Germany –0.9 –1.0 –0.7
France 0.8 0.7 1.2
Italy 1.1 1.7 2.4
United Kingdom –1.8 –0.3 –0.8
Canada –4.0 –3.0 –1.7

Australia –3.7 –4.8 –5.3
Austria –0.4 –0.9 –1.8
Belgium-Luxembourg 5.4 5.6 6.0
Denmark 3.5 1.8 1.5
Finland –1.3 1.3 3.5
Greece –0.7 –0.1 –2.3
Netherlands 4.0 4.1 4.4
Norway 3.1 2.4 3.5
Spain –0.8 –0.8 1.3
Sweden –2.2 0.4 2.2
Switzerland 8.4 7.1 6.5

Algeria 1.6 –4.3 –7.3
Argentina –2.9 –3.5 –1.3
Brazil –0.2 –0.3 –2.7
Cameroon –5.6 –3.1 –3.6
Chile –4.6 –1.4 0.2
China –2.0 1.5 2.3
Côte d’Ivoire –8.9 –2.1 –3.1
Egypt 4.7 0.4 2.7
India –0.4 –0.6 –1.5
Indonesia –1.6 –1.7 –3.7
Israel –2.1 –3.5 –5.6
Korea 0.1 –1.2 –2.0
Malaysia –4.6 –5.9 –8.3
Mexico –6.4 –7.7 –0.1
Nigeria –2.9 –2.4 –0.7
Pakistan –4.9 –3.3 –3.8
Philippines –5.5 –4.4 –3.3
Saudi Arabia –14.6 –7.5 –4.0
Singapore 9.1 17.3 18.3
South Africa 1.5 –0.5 –2.3
Taiwan Province of China 3.0 2.6 1.6
Thailand –5.4 –5.7 –7.1
Turkey –3.5 2.0 –1.0
Uganda –1.6 –0.8 –3.0

Czech Republic 2.2 –0.1 –3.3
Hungary –9.0 –9.5 –5.5
Poland –0.1 2.3 2.9
Russia 3.4 1.2 1.2

Source: International Monetary Fund, World Economic Outlook (May 1996).
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Table 3
THE SPECIAL DATA DISSEMINATION STANDARD: COVERAGE, PERIODICITY, AND TIMELINESS

Coverage__________________________________________________________________________________________
Prescribed Encouraged categories___________________________________________________________

Category Components and/or components Periodicity Timeliness

Real sector
National accounts: nominal, GDP by major expenditure category Saving, gross national income Q Q
real, and associated prices (*) and/or by productive sector
Production index/indices (#) Industrial, primary commodity, or M 6W

sector, as relevant (or as relevant) (M encouraged,
or as relevant)

Forward-looking indicator(s) M or Q M or Q
(e.g., qualitative business 
surveys, orders, composite 
leading indicators index)

Labor market Employment, unemployment, and Q Q
wages/earnings, as relevant

Price indices Consumer prices and producer or M M
wholesale prices

Fiscal sector
General government or Revenue, expenditure, balance, and Interest payments A 2Q
public  sector operations, as domestic (bank and nonbank) and 
relevant (*) foreign financing
Central government Budgetary accounts: revenue, expen- Interest payments M M
operations (#) diture, balance, and domestic (bank 

and nonbank) and foreign financing
Central government debt Domestic and foreign, as relevant, Debt-service projections: interest Q Q

with a breakdown by currency (including and amortization on medium- 
indexed), as relevant, and a breakdown and long-term debt (Q for next
by maturity; debt guaranteed by central four quarters and then A) and 
government, as relevant amortization on short-term  debt (Q)

Financial sector
Analytical accounts of the Money aggregates, domestic credit M M
banking sector (*) by public and private sector, 

external position
Analytical accounts of the Reserve money, domestic claims on M 2W
central bank (#) public and private sector, external (W encouraged) (W encouraged)

position
Interest rates Short-term and long-term  government Range of representative deposit D 1

security rates, policy variable rate and lending rates D 1

Stock market Share price index, as relevant

External sector
Balance of payments (*) Goods and services, net income Foreign direct investment and Q Q

flows, net current transfers, selected portfolio investment
capital (or capital and financial) 
account items (including reserves)

International reserves (#) Gross official reserves (gold, foreign Reserve-related liabilities, M W
exchange, SDRs, and Fund position) as relevant (W encouraged)
denominated in U.S. dollars

Merchandise trade (#) Exports and imports Major commodity breakdowns M 8W 
with longer time lapse (4–6W

encouraged)
International investment See text of the SDDS A 2Q
position (Q encouraged) (Q encouraged)
Exchange rates Spot rates and three- and six-month D 1

forward market rates, as relevant

Addendum: Population Key distributions (e.g., by age A . . .
and sex)

Note: For periodicity and timeliness: daily (“D”); weekly or with lapse of no more than one week (“W”) after the reference date or close of the reference
week; monthly or with lapse of no more than one month (“M”); quarterly or with lapse of no more than one quarter (“Q”); annual (“A”).

* Comprehensive statistical frameworks.
# Tracking categories.
1Given that data are widely available from private sources, dissemination of official producers may be less time-sensitive. Although dissemination by

recorded telephone messages or telefax services is encouraged, dissemination of these data can be made part of other (preferably high-frequency) dissemina-
tion products.
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Table 4
ARTICLE IV CONSULTATIONS CONCLUDED IN FINANCIAL YEAR 1996

Albania May 26, 1995
Algeria May 22, 1995
Angola Oct. 18, 1995
Antigua and Barbuda May 1, 1995
Argentina Sept. 27, 1995

Armenia Sept. 29, 1995
Aruba1 July 28, 1995
Australia Mar. 22, 1996
Austria May 31, 1995
Azerbaijan Nov. 17, 1995

Bahamas, The July 31, 1995
Bahrain Feb. 26, 1996
Belarus Sept. 12, 1995
Belgium Feb. 21, 1996
Belize Apr. 26, 1996

Benin May 22, 1995
Bhutan Oct. 25, 1995
Bolivia Mar. 25, 1996
Botswana Feb. 12, 1996
Brazil Dec. 15, 1995

Bulgaria Dec. 21, 1995
Burkina Faso Dec. 22, 1995
Burundi Apr. 1, 1996
Central African 

Republic June 26, 1995
Cambodia Sept. 15, 1995

Canada May 3, 1995
Canada Apr. 1, 1996
Chile Sept. 8, 1995
China Apr. 1, 1996
Colombia Jan. 19, 1996

Côte d’Ivoire Dec. 11, 1995
Croatia Nov. 1, 1995
Cyprus Jan. 24, 1996
Czech Republic July 28, 1995
Djibouti Apr. 15, 1996

Dominica June 16, 1995
Dominican Republic June 16, 1995
Ecuador Aug. 3, 1995
Egypt Sept. 22, 1995
El Salvador Apr. 5, 1996

Equatorial Guinea Oct. 25, 1995
Fiji Nov. 15, 1995
Finland Sept. 1, 1995
France Oct. 25, 1995
Gabon Nov. 8, 1995

Gambia, The Oct. 18, 1995
Georgia Sept. 29, 1995
Germany Aug. 30, 1995
Ghana June 30, 1995
Greece Aug. 4, 1995

Grenada May 12, 1995
Guatemala May 22, 1995
Guinea Dec. 20, 1995
Guinea-Bissau Oct. 18, 1995
Guyana June 16, 1995

Hong Kong2 Mar. 8, 1996
Iceland May 3, 1995
Iceland Jan. 19, 1996
India July 10, 1995
Indonesia July 24, 1995

Iran, I. R. of Oct. 2, 1995
Ireland June 30, 1995
Israel Sept. 15, 1995
Italy Mar. 15, 1996
Japan July 21, 1995

Jordan Sept. 6, 1995
Kazakstan Jan. 5, 1996
Kenya Nov. 10, 1995
Kiribati Nov. 15, 1995
Korea Oct. 23, 1995

Kuwait Aug. 28, 1995
Latvia Oct. 20, 1995
Lesotho July 31, 1995
Lithuania July 14, 1995
Luxembourg Apr. 26, 1996

Macedonia, F.Y.R. May 5, 1995
Madagascar June 9, 1995
Malawi May 10, 1995
Malaysia Oct. 2, 1995
Maldives June 26, 1995

Mali Oct. 23, 1995
Marshall Islands July 27, 1995
Mauritania Apr. 17, 1996
Mauritius Nov. 20, 1995
Mexico June 30, 1995

Micronesia July 27, 1995
Moldova June 21, 1995
Mongolia Feb. 14, 1996
Morocco Oct. 23, 1995
Mozambique June 9, 1995

Myanmar Oct. 20, 1995
Namibia July 31, 1995
Nepal May 24, 1995
Netherlands May 1, 1995
New Zealand Nov. 20, 1995

Nicaragua July 10, 1995
Nigeria Nov. 1, 1995
Norway Feb. 7, 1996
Oman Oct. 18, 1995
Pakistan Dec. 13, 1995

Panama May 12, 1995
Papua New Guinea July 14, 1995
Paraguay July 12, 1995
Peru Dec. 1, 1995
Philippines Sept. 29, 1995

Poland Jan. 17, 1996
Portugal Oct. 20, 1995
Romania Dec. 21, 1995
Russia Sept. 14, 1995
Rwanda Sept. 18, 1995

São Tomé and 
Príncipe June 7, 1995

Saudi Arabia Oct. 2, 1995
Senegal June 9, 1995
Seychelles Apr. 17, 1996
Sierra Leone Dec. 18, 1995

Singapore Oct. 27, 1995
Slovak Republic Sept. 1, 1995
Slovenia Sept. 1, 1995
Sri Lanka May 17, 1995
St. Kitts and Nevis May 19, 1995

St. Vincent Oct. 20, 1995
Sudan Feb. 13, 1996
Suriname Mar. 13, 1996
Swaziland Dec. 1, 1995
Switzerland Feb. 26, 1996

Syrian Arab Rep. Mar. 6, 1996
Tanzania Nov. 27, 1995
Thailand June 23, 1995
Togo Dec. 20, 1995
Tonga June 16, 1995

Trinidad and Tobago Apr. 26, 1996
Tunisia Feb. 23, 1996
Turkmenistan Feb. 23, 1996
United Arab Emirates June 14, 1995
Ukraine Jan. 19, 1996

United Kingdom Oct. 30, 1995
United States Aug. 4, 1995
Uruguay June 23, 1995
Vietnam Aug. 3, 1995
Western Samoa Nov. 15, 1995

Yemen, Republic of May 10, 1995
Zaïre Mar. 1, 1996
Zimbabwe Feb. 28, 1996

1Consultation discussions with Aruba are held in the context of the consultation with the Kingdom of the Netherlands.
2Consultation discussions with Hong Kong are held in the context of the consultation with the United Kingdom.



to ensure that national saving would be sufficient to
support satisfactory rates of investment and growth
without an excessive reliance on foreign borrowing,
and it would also reduce the risk of disruptions in
world financial markets. Further progress in this area
would appear appropriate from both domestic and
international perspectives. They welcomed the authori-
ties’ commitment to a balanced federal budget, which
they considered an important signal. Some Directors
observed that a more ambitious target would be prefer-
able, in view of the need to bolster national saving and
avoid placing an undue tax burden on future genera-
tions, although the practical difficulties in achieving a
more ambitious target were recognized.

Directors expressed concern that the budget plans
presented by the Administration and the Congress
would involve front-loading of tax cuts and back-
loading of expenditure cuts, which would delay much

of the deficit reduction until the end
of a seven- or ten-year period. In
addition, the budget-reduction plans
relied heavily on the assumption that
interest rates would drop substan-
tially in response to deficit reduc-
tion. Such an outcome was possible,
but could not be taken for granted.
Moreover, the likelihood of a sub-
stantial drop in interest rates would
be increased by a front-loaded pro-
gram that bolstered the credibility of
the adjustment effort and reduced
its vulnerability to shifts in the eco-
nomic and political environment. In
this context, Directors felt it would
be desirable to defer the introduc-
tion of any tax cuts until visible
progress had been made toward bal-
ancing the budget.

Directors commended the Fed-
eral Reserve for its conduct of mon-
etary policy during the 12-month
period prior to the discussion, and,
in particular, for having tightened
monetary conditions in 1994 ahead
of an actual increase in price pres-
sures. These steps had improved the
prospects for sustaining a noninfla-
tionary economic expansion and had
greatly enhanced the credibility of
the Federal Reserve’s commitment
to price stability. Most Directors
thought that the adoption of an
explicit inflation target would not
necessarily help in further enhancing
such credibility. Moreover, Directors
agreed that economic policies

should not be aimed at specific targets for the dollar’s
exchange rate.

While commending the U.S. authorities for their
strong support of multilateral and regional trade liber-
alization, Directors regretted that frequent recourse by
the United States to unilateral trade actions risked
undermining these cooperative efforts. They encour-
aged the authorities to make more active use of exist-
ing multilateral procedures, and hoped that any future
trade disputes could be resolved without threats of
trade sanctions.

Directors noted with disappointment the decline in
U.S. contributions to official development assistance as
a share of GDP, but noted that such a decline was not
a policy of the authorities.

Since the date of the consultation, the pace of eco-
nomic activity appeared to strengthen. Sluggish perfor-
mance of the economy in the second half of 1995
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Table 5
UNITED STATES: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in August 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 2.3 3.1 4.1 2.83

Unemployment rate (in percent of 
labor force)2 7.4 6.8 6.1 5.73

Consumer price index 3.0 3.0 2.6 3.03

External economy
Exports, f.o.b. (in billions of U.S. dollars) 440.4 456.8 502.5 552.23

Imports, c.i.f. (in billions of U.S. dollars) 536.5 589.4 668.6 732.43

Current account balance 
(in percent of GDP) –1.1 –1.6 –2.2 –2.53

Direct investment (in billions 
of U.S. dollars) –31.1 –31.5 0.1 –34.53

Securities, net (in billions of U.S. dollars) 21.6 –37.9 42.6 158.23

Capital (official and private, in billions 
of U.S. dollars) 85.0 63.9 165.5 84.53

Real effective exchange rate –1.9 4.0 0.8 . . .3
Gross international reserves 

(in billions of SDRs) 51.9 53.4 50.9 . . .3

Financial variables
General government balance4 –4.3 –3.4 –2.0 –1.93

Federal5 –4.8 –4.1 –3.1 –2.53

Personal saving (in percent of GDP) 4.1 3.0 3.0 . . .3
Gross private investment 

(in percent of GDP) 13.1 13.9 15.3 . . .3
Growth rate of M26 2.1 1.3 1.9 . . .3
Three-month treasury bill interest rate2 3.4 3.0 4.2 5.83

Ten-year government bond interest rate2 7.0 5.9 7.1 6.63

1Projected.
2Yearly average.
3First quarter 1995 data on an annual basis.
4On a national accounts basis and in percent of GDP.
5On a unified budget, fiscal year basis and in percent of GDP.
6Year over year, in percent.



prompted the Federal Reserve to act
to lower short-term interest rates to
5

 

!/4 percent from 5#/4 percent in two
steps in December 1995 and Janu-
ary 1996. Real GDP growth picked
up to 2#/4 percent (annual rate) in
the first quarter of 1996, despite the
adverse effects of severe winter
weather and labor unrest. With
strong employment growth, the
unemployment rate fell to 5.4 per-
cent in April. Although there has
been upward pressure on energy and
food prices, the underlying trend in
price inflation has, for the most part,
remained well contained, with core
prices up at a 3 percent annual rate
in the first third of the year, roughly
the same pace as during 1995.
Longer-term rates rose sharply in
early 1996 owing in large part to a
strengthening of economic activity,
a renewed focus on energy and food
price movements, and reduced
prospects for enactment of a bal-
anced budget plan.

Japan
Directors met in July 1995 to
discuss the Fund’s Article IV consul-
tation with Japan against a back-
ground of a weak recovery from the
recession that bottomed out in the
fourth quarter of 1993 (Table 6).
Output grew at an average annual
rate of only #/4 of 1 percent from the
fourth quarter of 1993 through the
first quarter of 1995, compared with
average growth of 5!/2 percent in
past recoveries. The main factor underlying the modest
turnaround in activity was a reduced pace of decline in
private fixed investment. Growth in private consump-
tion rose only marginally despite income tax cuts
implemented in mid-1994. While private spending
picked up, the stimulus provided by higher govern-
ment spending moderated, as public investment
plateaued at a high level in mid-1994 before dropping
sharply in the first quarter of 1995.

The unemployment rate rose in late 1994 to the
previous peak of 3 percent reached briefly in 1987,
marking a large swing at the 2 percent level in early
1992. Unemployment subsequently increased to
slightly over 3 percent in April and May 1995. Simulta-
neous declines in the ratio of job offers to seekers and
in total hours worked provided additional signs of
weakness in labor markets.

Following its sharp appreciation from mid-1992 to
mid-1993, the yen was broadly stable in effective terms
through early 1995, as a further mild rise against the
dollar was accompanied by a fall against European cur-
rencies. From mid-February through mid-April 1995,
however, the yen rose by another 15 percent in effec-
tive terms. The cumulative increase of about 50 per-
cent since mid-1992 had taken the yen well above
historical trends.

Reflecting large margins of excess capacity and the
effects of yen appreciation, the consumer price index
rose by only #/4 of 1 percent in 1994. Disinflation con-
tinued, and slight deflationary pressure appeared subse-
quently, as the level of the consumer price index at the
end of the first quarter of 1995 stood !/4 of 1 percent
below the previous year’s level. At the end of the first
quarter of 1995, citing downside risks to the recovery,
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Table 6
JAPAN: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in July 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 1.1 –0.2 0.5 0.4
Unemployment rate (in percent) 2.2 2.5 2.9 3.2
Consumer price index 1.7 1.3 0.7 –0.2

External economy
Exports, f.o.b. (in billions of U.S. dollars) 339.7 360.9 395.6 442.9
Imports, c.i.f. (in billions of U.S. dollars) 233.0 240.7 274.7 336.1
Current account balance (in billions of 

U.S. dollars)2 117.6 131.4 129.1 127.3
Current account balance 

(in percent of GDP) 3.2 3.1 2.8 2.4
Net direct investment (in billions 

of U.S. dollars) –14.5 –13.6 –17.0 . . .
Net securities (in billions of U.S. dollars) –26.2 –62.7 –48.9 . . .
Overall balance (in billions of U.S. dollars) –1.4 23.5 –2.3 . . .
Real effective exchange rate (relative

normalized unit cost; 1990 = 100) 109.9 128.9 138.0 . . .
Total international reserves minus gold 

(in billions of U.S. dollars) 71.6 98.5 125.9 . . .

Financial variables
General government balance 

(in percent of GDP) 1.5 –1.4 –3.1 –3.7
General government balance excluding 

social security (in percent of GDP) –2.0 –4.9 –6.5 –7.0
Gross national saving (in percent of GDP) 34.3 33.1 31.7 31.1
Gross domestic investment 

(in percent of GDP) 31.1 29.9 28.8 28.8
Broad money (M2 plus CDs, 

period average) 0.6 1.1 2.1 . . .
Three-month CD rate (average) 4.3 2.8 2.1 . . .
Official discount rate (end of period) 3.2 1.8 1.8 . . .

1Projected.
2Data for current account balance are on the basis of the 1995 edition of the Balance of Payments

Statistics of Japan.



which was for years well above the
western German inflation rate, con-
tinued to approach that of the west.
In the first half of 1995, eastern
German consumer price inflation ran
at levels comparable to, or below,
those of western Germany.

Further progress was made in
1994 toward correcting the fiscal
policy imbalances induced by unifi-
cation. Through a combination of
tax measures, expenditure savings,
and higher-than-expected growth,
the general government deficit was
cut to 2!/2 percent of GDP in 1994,
almost 1 percent of GDP below the
level initially planned. However, in
1995 the deficit increased to 3.5
percent of GDP.

In their discussion, Directors
commended the financial consolida-
tion implemented by the German
authorities. Directors noted that the
financial imbalances that had initially
arisen after unification had been
greatly reduced, as had inflationary
pressures. Considerable progress had
been made in reducing fiscal deficits.
Nevertheless, they considered that
important challenges remained,
most notably in the form of persis-
tent structural problems.

Directors supported the authori-
ties’ broad objectives for fiscal policy
in the medium term, comprising
both a further reduction in the fiscal
deficit and a lowering of Germany’s
heavy tax burden. They believed it
was important to be ambitious on
both those counts, particularly in
view of the fiscal pressures that were
likely to ensue from the prospective
aging of the German population. A
further reduction in the deficit
would also relieve the burden on
monetary policy as the recovery matured, and increase
the availability of capital, both at home and abroad.

Directors commended the efforts made in the draft
budget to limit the increase in the federal deficit and to
set the stage for a further reduction in the general gov-
ernment deficit.

Directors welcomed the substantial, albeit gradual,
relaxation of monetary conditions that had taken place
between 1992 and 1994, and that had been made pos-
sible in large part by the continued progress in fiscal
consolidation. They observed that the sharp apprecia-

tion of the deutsche mark in early 1995 had com-
pounded the difficulties of policymaking.

Directors welcomed the progress made in address-
ing important structural problems, including through
deregulation, privatization, and reform of the financial
system, but stressed that much remained to be done.
They expressed special concern that there had been lit-
tle progress on structural unemployment, which had
become Germany’s most pressing problem. They con-
sidered that, ultimately, Germany would have to tackle
the difficult problems of the relationship between gen-
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Table 7
GERMANY: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in August 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy (western Germany)
GDP (percent change at 1991 prices) 1.8 –1.7 2.3 2.53

Unemployment rate (in percent 
of labor force) 5.8 7.3 8.3 8.23

Consumer price index 4.0 4.1 3.0 2.23

Domestic economy (eastern Germany)
Real GDP 7.8 5.8 9.2 9.03

Unemployment rate (in percent 
of labor force) 14.7 14.8 14.6 12.93

Consumer price index 11.1 8.9 3.3 2.63

External economy
Exports, f.o.b. (in billions of 

deutsche mark) 671.6 632.6 690.2 . . .3
Imports, f.o.b. (in billions of 

deutsche mark) 630.2 566.9 607.8 . . .3
Current account balance (in billions of 

deutsche mark) –33.7 –25.8 –33.4 –26.63

Direct investment, net (in billions of 
deutsche mark) –26.8 –23.7 –28.7 . . .3

Securities transactions, net (in billions of 
deutsche mark) 45.3 177.3 –44.6 . . .3

Capital account balance (in billions of 
deutsche mark) 90.3 6.1 57.1 . . .3

Real effective exchange rate 4.0 8.8 –0.2 . . .3
Foreign exchange reserves (in billions of 

deutsche mark) 141.4 120.1 113.6 . . .3

Financial variables
General government balance 

(in percent of GDP) –2.9 –3.3 –2.5 –2.53

Gross national saving . . . . . . . . . . . .3
Gross national investment . . . . . . . . . . . .3
Money and quasi-money (M3; percent 

change in annual average) 8.5 8.2 8.5 –0.62

Three-month money market rate 
(period average, in percent) 9.5 7.2 5.3 4.83

Yield on government bonds 
(period average, in percent) 8.0 6.3 6.7 7.04

1Projected.
2Average January–June.
3Average January–May 1995 compared with average January–May 1994.
4Average January–May.



erous social protection and low wage differentiation on
the one hand, and high structural unemployment on
the other.

Several Directors commended the authorities for
their large-scale assistance to economies in transition,
and hoped that they would reverse the decline in offi-
cial development assistance observed in the preceding
few years.

France
The Board considered the 1995 Article IV consultation
with France in October 1995, as recovery from the
deep recession of 1993 slowed from the pace set in
1994. (See Table 8.) Real GDP increased by an aver-
age of 3 percent in 1994, but the rate of growth
declined to an annualized rate of 2!/4 percent in the first
half of 1995. The recovery was triggered mainly by an
upturn in partner country demand, which led to a

resurgence of export growth. After rapid growth in late
1994 and early 1995, exports slowed sharply in the
second quarter in line with the weakening of growth in
European partner countries.

Nonfarm employment began to rise in the course of
1994, and grew by 2.2 percent in the 15 months to
June 1995. Unemployment, however, continued to
increase even after the turning point in output and
employment had been passed, because of increased
labor force participation. The unemployment rate held
steady near its record rate of 12!/2 percent for most of
1994 but subsequently declined to 11.4 percent by
July 1995.

Consumer price inflation, which was relatively low
even at the peak of the previous cycle, fell further
during the recession and the early stages of the recov-
ery. Although the increase in the tax on petroleum
products at the beginning of 1995 and the higher

value-added tax rate that went 
into effect during the summer
pushed up the price level, the 
effect was temporary. The low rate
of underlying inflation reflected
mainly the slow growth of wages
and the persistence of a substantial
output gap.

The external current account
remained in surplus at about #/4 of 
1 percent of GDP in 1994, as an
expansion in foreign demand for
French exports outpaced the
increase in domestic demand for
imports. The current account con-
tinued in surplus in early 1995,
accompanied by further net outflows
of long-term capital, which had also
been substantial in 1994. In 1994
and early 1995, external competi-
tiveness was broadly unchanged; the
nominal and real effective exchange
rates showed only a small
appreciation.

France’s general government
deficit reached unprecedented levels
in peaking at 6.1 percent of GDP in
1993 and staying at 6 percent in
1994. The new Government formed
after the May 1995 presidential elec-
tions reaffirmed its commitment to
fiscal consolidation. As a first step,
the Government prepared a supple-
mentary budget for 1995 aimed at
correcting slippages in the central
government deficit from its initial
budget target; on this basis, the
authorities expected the general
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Table 8
FRANCE: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in October 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 1.3 –1.5 2.9 2.93

Unemployment rate (in percent of 
total labor force) 10.3 11.6 12.4 11.73

Consumer price index 2.4 2.1 1.7 2.13

External economy
Export volume 4.9 –0.4 5.8 6.93

Import volume 1.1 –3.4 6.8 5.73

Current account balance 
(in billions of francs) 20.4 59.5 54.1 62.03

Net direct investment 
(in billions of francs) –16.8 –0.1 0.3 . . .3

Net portfolio investment 
(in billions of francs) 187.1 16.9 –308.2 . . .3

Capital balance (in billions of francs)2 –132.5 –79.7 50.2 . . .3
Effective exchange rate (MERM)3 3.7 0.5 0.7 4.24

Net change in official reserves 
(in billions of francs; – = increase) 5.3 30.9 –13.9 . . .3

Financial variables
General government balance 

(in percent of GDP) –4.0 –6.1 –6.0 –5.23

Gross national saving
(in percent of GDP) 19.9 18.1 18.9 . . .3

Gross national investment (in percent of 
GDP; stockbuilding included) 19.8 17.2 18.4 . . .3

Broad money (M3) 5.3 –3.2 2.0 4.65

Three-month interbank money rate 10.4 8.4 5.8 6.85

Government bond yield 8.6 6.8 7.2 7.75

1Projected.
2Equals long-term capital plus short-term nonofficial capital, including errors and omissions.
3Based on the Fund’s multilateral exchange rate model; a positive figure indicates an appreciation.
4Average to September 15, 1995; percent changes calculated relative to the average for the previ-

ous year.
5Second quarter of 1995 over the same period in 1994. 



1994 was partly responsible for the strength in exports,
but export market share also improved. Export growth
leveled off in early 1995 in response to softer demand
in some key markets. After a period of relative stability
in most of 1993 and 1994, the nominal effective
exchange rate for sterling depreciated by 6 percent in
the first half of 1995 before stabilizing.

In their review, Directors noted that the United
Kingdom’s economic upswing had continued, with
growth moderating to a sustainable pace, and domestic
cost pressures had remained subdued despite the fur-
ther decline in unemployment. Directors viewed the
conduct of U.K. policies in the past year as clearly
adhering to the principles underlying the Madrid Dec-
laration, pointing to the authorities’ medium-term pol-
icy framework as a key ingredient in the favorable
performance. Directors recommended that, to achieve

lasting success, the authorities
maintain the established
medium-term course and resist
any pre-election pressures for
policy easing. Directors empha-
sized that the November 1995
budget would need to play a
crucial role in demonstrating
firm adherence to the medium-
term strategy.

Directors also highlighted
the significance of fiscal policy
for longer-term economic per-
formance, and several speakers
advocated a clearer economic
articulation of medium-term fis-
cal policy. Some Directors
noted that, as U.K. rates of sav-
ing, investment, and potential
output growth still appeared
low relative to some other
industrial countries, implemen-
tation of announced plans for
medium-term fiscal consolida-
tion was critical to raising the
rate of national saving and
improving growth performance.

Directors considered that
inflation targeting, which had
triggered a pre-emptive tighten-
ing of monetary policy, had
served the economy well. They
believed, however, that the
authorities’ presentation of the
target could have been more
direct, and advised that inflation
targeting be kept simple. Direc-
tors welcomed the transparency
of the monetary policy frame-

work, observing that the publication of minutes had
enhanced accountability and improved policy forma-
tion. Some Directors recommended further progress
toward independence of the Bank of England, in par-
ticular by transferring to it responsibility for interest
rate policy. Given the comfortable external and com-
petitive positions, Directors felt that an appreciation of
the pound sterling’s effective exchange rate toward
early 1995 levels would be welcome.

Several Directors commended the authorities for
overcoming structural impediments in the economy.
They noted that labor market reforms were succeeding
in terms of both employment and wage behavior;
although unemployment was high and long-term
unemployment remained a particular concern, it did
begin to fall in 1995. The authorities were encouraged
to expand initiatives to enhance the labor market
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Table 9
UNITED KINGDOM: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in October 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP –0.5 2.2 3.8 2.73

Average unemployment rate 
(in percent of labor force) 9.7 10.3 9.3 8.33

Retail price index2 4.7 3.0 2.4 2.93

External economy 
(in billions of pounds)

Exports 107.3 121.4 134.5 148.13

Imports 120.4 134.8 145.1 158.73

Current account balance –9.8 –11.0 –1.7 –7.43

Net direct investment –1.7 –7.5 –9.7 –8.73

Net portfolio investment –3.8 –37.7 50.4 –10.63

Basic balance –15.3 –56.2 39.0 –28.33

Nominal effective exchange rate 
(period average, 1990 = 100) 96.99 88.98 89.25 85.333

Official reserves (end of period) 27.5 29.0 28.1 29.33

Financial variables
General government receipts4

(in billions of pounds) 223.0 231.0 250.8 278.23

General government expenditure4

(in billions of pounds) 267.0 281.3 296.1 305.63

Gross national saving . . . . . . . . . . . .3
Gross national investment . . . . . . . . . . . .3
M0 2.4 4.9 6.4 6.25

M4 3.1 5.0 4.2 6.15

Three-month interbank interest rate 9.6 5.9 5.5 6.76

Ten-year government bond yield 9.1 7.5 8.2 7.96

1Projected.
2Excluding mortgage interest.
3January–September average.
4Outturn figures from Central Statistical Office for fiscal years 1992/93, 1993/94, and 1994/95, 

and from proposed budget in Financial Statement and Budget Report for fiscal year 1995/96.
5January–August average.
6September.



prospects of the long-term
unemployed.

Italy
Directors met in March 1996 to
conclude the Article IV consultation
with Italy, against the background
of a strong but unbalanced recovery
in which export growth was the dri-
ving force. (See Table 10.) Real
GDP growth accelerated from 2.2
percent in 1994 to about 3 percent
in 1995, as the weakness of the lira
and the further decline in unit labor
costs sustained further gains in
export market shares and boosted
the current account surplus to 2!/2
percent of GDP. Fiscal cutbacks
restrained public consumption, and
private consumption remained slug-
gish as wage moderation and the
contraction in dependent employ-
ment slowed total compensation
growth. Employment and income
uncertainty, along with rising infla-
tion, also depressed consumer confi-
dence and supported precautionary
saving. Domestic demand was thus
subdued even though activity was
buoyant.

The combination of a weak lira
and the gathering recovery rein-
forced other factors, such as higher
world commodity prices and indirect
tax increases, to boost inflation from
a 25-year low of 3.8 percent in mid-
1994 to an average of 5.4 percent in 1995. Underlying
inflation, as measured by consumer prices adjusted for
increases in indirect taxes and terms of trade changes,
remained relatively contained at about 4 percent. This
owed much to the restraint exerted by the July 1993
agreement on wage bargaining, which continued to
limit increases in minimum contractual wages to the
official inflation objective of 2!/2 percent. The agree-
ment thus implied a more stringent wage policy than
expected, so that, with real wages declining and pro-
ductivity increasing, unit labor costs fell for the second
consecutive year in 1995.

The overall deficit of the state sector narrowed to
7.3 percent of GDP in 1995 from 9!/2 percent of GDP
in 1994, compared with an initial budget target of 8
percent of GDP. With the primary surplus widening to
3.4 percent of GDP, the rise of the ratio of public debt
to GDP was halted. The improvement in recent years
stemmed fully from a decline in primary spending
amounting to 4 percentage points of GDP between

1993 and 1995. The level of primary spending is cur-
rently some 3!/2 percentage points of GDP below the
European Union average, while the revenue-to-GDP
ratio is broadly in line with that observed in the rest of
the European Union.

Monetary policy remained cautiously restrictive.
Beginning in mid-1994, the Bank of Italy raised official
interest rates in three steps, by a cumulative 200–250
basis points, to quell inflationary tendencies, and
pushed up money market interest rates in reaction to
recurrent exchange market tensions. M2 expanded by
2.1 percent on a three-month moving average to
December 1995.

In their review, Directors commended Italy’s
progress in fiscal consolidation, which had been
achieved under difficult political circumstances. The
correction in the public finances in 1995 had been bet-
ter than targeted, and had begun to reverse the previ-
ously inexorable rise in the debt ratio. Directors
considered pension reform to be another concrete and
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Table 10
ITALY: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in March 1996; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 0.7 –1.2 2.2 3.2
Unemployment rate (in percent of 

total labor force)2 10.7 10.2 11.2 12.0
Consumer price index 5.2 4.5 4.0 5.4

External economy3

Export volume 3.8 8.9 10.7 13.6
Import volume 3.4 –10.2 11.4 12.9
Current account balance 

(in percent of GDP) –2.3 1.1 1.5 2.5
Net direct investment (in billions of lire) –3,373 –5,469 –4,632 1,589
Net portfolio investment 

(in billions of lire) 1,288 113,485 –8,264 44,531
Capital account balance 

(in billions of lire) 10,317 14,799 –22,157 . . .
Real effective exchange rate –2.9 –14.9 –6.2 –8.3
Total gross official reserves (in millions 

of U.S. dollars, end of period) 50,818 51,138 58,607 60,475

Financial variables
General government balance 

(in percent of GDP)4 –9.5 –9.6 –9.0 –7.1
Broad money5 5.9 8.2 1.9 2.1
Six-month treasury bill rate6 14.4 10.5 9.1 10.9
Ten-year treasury bond rate6 13.3 11.2 10.6 11.6

1Projected.
2Excluding workers in Wage Supplementation Fund.
3Volumes are customs basis; current account is balance of payments basis.
4Includes interest accruing on zero-coupon bonds.
5Growth rate used for target monitoring; that is, moving average of last three months.
6In percent, gross.



In their review, Directors com-
mended the authorities for the
progress made in implementing
their strategy since the last Arti-
cle IV consultation in May 1995.
Inflation had been contained and
was projected to remain low, the
federal fiscal deficit had continued to
decline, the external current account
deficit had narrowed, and progress
had been made in reforming a num-
ber of key social programs. Never-
theless, Directors considered that it
remained important to sustain the
momentum of adjustment to put
the high debt-to-GDP ratio on a
clear downward path, as the high
level of government indebtedness
left the economy vulnerable to shifts
in market confidence and to domes-
tic and external shocks.

Directors noted that, in the
March 1996 budget, the Govern-
ment had reaffirmed its commit-
ment to fiscal deficit reduction and
was likely to meet its targets for a
reduction of the federal deficit, but
they stressed the importance of sus-
taining fiscal consolidation over the
medium term. Although the federal
debt-to-GDP ratio is expected to
decline in 1997/98, it is still high
by international standards and leaves
the economy vulnerable to adverse
interest rate developments. Most
Directors agreed that the focus of
fiscal consolidation should remain
on expenditure cuts in areas that
would also support structural reform. The Board wel-
comed the improvements in the budgetary process to
target spending cuts across a broad range of programs
and services.

Directors endorsed the authorities’ efforts to reform
the Unemployment Insurance system, although some
Directors noted that deeper cuts in benefits could help
to reduce structural unemployment in Canada. Steps
taken to address the long-term sustainability of the sys-
tem of government benefits to the elderly were wel-
comed by Directors. It was noted, however, that the
measures would not begin to yield fiscal saving for
many years. Directors also expressed concern about the
large and growing unfunded liability of the Canada
Pension Plan, which would require substantial increases
in contribution rates, or considerable reductions in
benefits, or both. Changes in the Plan are presently
under discussion.

Directors commended the authorities for their con-
tinued success in maintaining inflation at a low level
and for the steps that had been taken to improve the
transparency of the monetary policy process. They gen-
erally agreed that the easing of monetary conditions
since early 1995 had been appropriate in light of favor-
able price developments and the considerable slack pre-
vailing in the economy.

Directors considered that Canada’s consistent sup-
port for free trade was commendable and welcomed, in
particular, the recent actions to reduce agricultural subsi-
dies, accelerate Uruguay Round tariff cuts, and make the
tariff system simpler and more transparent. The liberal-
ization of internal trade was also welcomed. The author-
ities were commended for the high quality of their
official assistance to developing countries, and were
encouraged to meet their commitment to the 0.7 per-
cent of GDP target for official development assistance.
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Table 11
CANADA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in April 1996; annual percent change unless otherwise noted)

1993 1994 1995 19961

Domestic economy
Real GDP 2.2 4.6 2.2 1.9
Unemployment rate (in percent of 

labor force) 11.2 10.4 9.5 9.6
Consumer price index 

(annual average) 1.8 0.2 2.1 1.3

External economy
Export volume 11.2 14.7 12.3 6.6
Import volume 11.1 13.6 9.8 3.8
Current account balance (in billions

of Canadian dollars) –28.8 –22.3 –13.1 –5.3
Net direct investment (in billions of 

Canadian dollars) –1.1 1.7 8.8 . . .
Net portfolio investment (in billions of 

Canadian dollars) 27.1 12.5 20.2 . . .
Real effective exchange rate (based on 

unit labor costs) –8.5 –5.5 –6.6 . . .
Gross official international reserves 

(in billions of U.S. dollars) 12.8 12.5 15.2 . . .

Financial variables
General government balance 

(in percent of GDP) –7.3 –5.3 –4.2 –2.4
Gross domestic saving (private, 

in percent of GDP) 17.8 18.0 18.4 16.5
Gross domestic investment (private, 

in percent of GDP) 15.8 16.3 15.4 16.3
M2 (money and quasi-money, 

end of period) 3.1 2.7 4.0 . . .
Three-month treasury bill rate 

(in percent) 4.8 5.5 7.0 5.1
Ten-year government bond rate 

(in percent) 7.2 8.4 8.1 7.7

1Projected.



pled with Switzerland’s continued integration into the
European and global economies, the appreciation
made it imperative that the country accelerate the
structural adjustment of its economy and increase the
flexibility and adaptability of its nontradables sector if a
satisfactory level of employment was to be sustained
over the medium term.

Directors cited possible tension between buoyant oil
revenues and efforts to keep the Norwegian krone sta-
ble and inflation low, and they noted that a tighter fis-
cal stance could help alleviate upward exchange rate
pressures. Wage behavior posed the greatest risk to
inflation in Finland; Directors believed a tightening of
monetary policy might be warranted if wage pressures
did build up. They also regretted the fiscal concessions
made in Iceland in conjunction with a recent review of
the general wage agreement and considered that these
costs should have been fully offset by new measures.

Directors complimented New Zealand on its sus-
tained implementation of structural economic reforms
and the maintenance of stable macroeconomic policies,
which had helped it to achieve a
higher potential growth rate. They
credited extensive deregulation of
the labor market for delaying the
emergence of generalized wage pres-
sures, facilitating strong employ-
ment growth, and encouraging
investment in education and train-
ing. Stubbornly high unemployment
rates had persisted in many of the
other economies, however, suggest-
ing that structural issues lay at the
root of these problems. Directors
welcomed reforms to increase labor
market flexibility, such as Finland’s
tightened requirements for unem-
ployment insurance, but they agreed
that many of these countries would
benefit from more vigorous efforts
to remove obstacles to job creation.
They applauded the decision of the
new Australian Government to give
labor market reform top priority and
welcomed new initiatives aimed at
extending competition to public
enterprises and other sheltered sec-
tors of the economy.

Directors called on a number of
countries, including Portugal, to
improve their banking supervision in
order to strengthen their financial
sectors. They also noted the impor-
tance in Iceland of taking steps to
further increase the efficiency of the
financial sector.

Finally, in keeping with the Fund’s data initiative,
Directors reviewed the timeliness and accuracy of the
data collected by these countries and encouraged a
number of them to undertake improvements in certain
areas, including external trade and consumer price data
and national income accounts.

Australia
The Board concluded the 1995 Article IV consultation
with Australia in March 1996. Since the late 1980s, the
Australian economy has been progressively integrated
into the global economy through a decline in tariff
protection and far-reaching financial deregulation.
Against this backdrop, Executive Directors welcomed
the generally favorable performance of the Australian
economy in recent years, reflected in over four years of
sustained growth, much lower inflation, and significant
employment gains (see Table 12). However, Directors
observed that the Australian economy faced two key
structural constraints—the long-term deterioration in
the current account position that had resulted in the
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Table 12
AUSTRALIA: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in March 1996; annual percent change unless otherwise noted)

1991/92 1992/93 1993/94 1994/95

Domestic economy
Real GDP 0.7 3.2 4.4 4.5
Unemployment rate 10.3 11.0 10.5 8.9
Consumer price index 1.9 1.0 1.8 3.2

External economy
Exports, f.o.b. (in billions of 

Australian dollars) 54.9 60.0 63.9 66.4
Imports, f.o.b. (in billions of 

Australian dollars) 51.1 59.4 64.4 74.7
Current account balance (in billions of 

Australian dollars) –11.6 –14.9 –16.7 –27.6
Gross direct investment (in billions of 

Australian dollars) . . . 112.5 121.9 128.6
Portfolio investment (in billions of 

Australian dollars) . . . 127.5 122.9 126.8
Capital account (in billions of 

Australian dollars) 14.9 14.3 13.2 23.1
Gross external debt (in billions of 

Australian dollars) 191.3 208.4 205.9 223.3
Real effective exchange rate 

(1989/90 = 100) 89.5 82.1 77.3 78.6
Net international reserves (in millions 

of U.S. dollars) 16.7 14.0 15.1 14.3

Financial variables
General government balance 

(in percent of GDP) –4.6 –4.7 –3.1 –2.4 
Broad money 0.8 2.3 1.3 7.8
Interest rate (ten-year bond) 9.9 8.3 7.4 9.9



tria’s assumption of the Maastricht
Treaty objectives.

Directors were unanimous in
their view that the restoration of a
sound fiscal position should be the
main policy priority for the next few
years. They urged the authorities to
step up the pace of fiscal retrench-
ment in 1996. They emphasized
that Austria should use present and
prospective economic expansion to
lower the general government deficit
to below the Maastricht criterion of
3 percent of GDP and to reverse the
upward trend in the public deficit
ratio to below the 60 percent EMU
ceiling. Entitlement programs
needed to be cut to reduce the fed-
eral deficit.

Directors commended the
authorities on the smooth and
speedy entry of the schilling into the
exchange rate mechanism of the
European Monetary System (EMS).
At the same time, they emphasized
that strict adherence to an ambitious
program of fiscal consolidation
would be essential to safeguard the
link between the schilling and the
deutsche mark and to maintain the
low interest rate differentials with
Germany.

Directors agreed there was scope
to increase competitive pressures,
particularly in the sheltered service sector. Similarly,
action was called for to reduce undue incentives to
early retirement in order to raise labor force participa-
tion, to contain nonwage labor costs, and to ensure the
long-term viability of the pension system.

Following the consultation, the general government
deficit widened to about 6 percent of GDP in 1995.
After elections were held in December 1995, the new
Government prepared in early 1996 a bold fiscal con-
solidation program for 1996–97, with two thirds of the
adjustment on the expenditure side. The program is
aimed at reaching the Maastricht deficit criterion of 
3 percent of GDP in 1997. In April 1996, Parliament
approved the Government’s two-year budget, includ-
ing the measures required to implement the Govern-
ment’s fiscal consolidation program.

Finland
When Directors met in early September 1995 to con-
clude Finland’s Article IV consultation, economic
developments in that country appeared to be marked
by robust growth. Domestic demand was recovering,

inflation remained low, and the external current
account was in surplus. Nevertheless, unemployment
remained high, and capacity constraints were evident in
some export industries.

After falling a cumulative 13 percent over the previ-
ous three years, real GDP expanded by 4 percent in
1994 and continued its strong growth in early 1995.
(See Table 14.) The rate of unemployment fell from a
high of 19 percent in early 1994 to 17 percent in April
1995. Subsequent to its being floated in September
1992, the markka depreciated sharply. This devalua-
tion, along with improved productivity, laid the basis
for vigorous export-led recovery, in which export vol-
umes rose by 10 percent for three consecutive years.
During 1994, the current account of the balance of
payments went into surplus for the first time in 15
years. Signs of transition to a more balanced recovery
subsequently became evident. Private investment is up
and domestic demand has increased. Moreover, the
increase in exports in 1994 was based not on deprecia-
tion of the currency (the markka had in fact appreci-
ated by 25 percent since early 1993), but on recovery
in partner countries, including the transition
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Table 13
AUSTRIA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in May 1995; annual percent change unless otherwise noted)

1992 1993 19941 19952

Domestic economy
Real GDP                         1.8 –0.1 2.7 3.0
Unemployment rate 3.6 4.2 4.4 4.2
Consumer price index     4.1 3.6 3.0 2.7

External economy
Exports, f.o.b. (in billions of schillings) 487.6 467.2 512.5 560.0
Imports, c.i.f. (in billions of schillings) 593.9 564.9 628.9 663.0
Current account balance 

(in percent of GDP) –0.1 –0.4 –1.0 –1.1
Direct investment (in billions 

of schillings) –10.2 –5.6 0.7 . . .
Portfolio investment (in billions 

of schillings) –29.8 –20.4 –48.3 . . .
Capital and financial account balance 

(in billions of schillings) 21.1 0.5 32.0 . . .
Real effective exchange rate 1.4 1.8 –2.2 . . .
Net international reserves (in billions 

of schillings) –119.0 –139.0 . . . . . .

Financial variables
General government balance 

(in percent of GDP) –3.3 –4.6 –4.7 –4.3
Gross fixed investment 1.3 –2.1 5.5 5.8
Broad money 4.2 4.0 5.3 . . .
Interest rate (six-month interbank rate) 9.4 6.8 5.2 . . .

1Preliminary.
2Projected.



economies, and on improved terms of trade, as pulp
and paper prices had rebounded. In 1995 inflation had
remained subdued, although several factors pointed
toward higher consumer price inflation in the period
ahead. Despite some reduction in expenditure, the cen-
tral government fiscal deficit widened slightly to 10.5
percent in 1994, and no improvement was envisaged in
1995. This has occurred, among other factors, because
of an increase in employee benefits, the cost of acces-
sion to the European Union, and the failure of fiscal
measures to effect sufficient structural change.

In their discussion, Directors noted that recent
developments in Finland owed much to steady finan-
cial policies pursued over the past three years. They
stressed, however, that sustaining the growth needed
to reduce unemployment without reawakening infla-
tion would require greater fiscal consolidation sup-
ported by wage restraint, labor market reform, and
other structural change. They welcomed the tightening
of eligibility requirements for unemployment insur-

ance, but noted that further reforms
were needed because the current
generosity of benefits was seen as
weakening the restraining influence
of the unemployed on wage
demands. Although they expressed
concern at the continued large fiscal
deficits, they welcomed the draft
budget for 1996, which was fully
consistent with the previously
announced fiscal program. In their
view, the budget envisaged a signifi-
cant reduction in the deficit and
focused appropriately on measures
that would permanently lower
expenditures. They observed that
the credibility of the Government’s
strategy had been bolstered by mea-
sures, such as the agreement on pen-
sion reform, that would yield
significant saving over the long
term.

Directors pointed to the low level
of inflation and to the strength of
the markka as tangible indicators of
the success of monetary policy in the
preceding year. They stressed that
the inflation target should remain
the focus of monetary policy and
agreed that, with the Government
committed to fiscal consolidation,
wage behavior posed the greatest
risk to the inflation outlook. Direc-
tors observed that substantial cur-
rency appreciation had taken place
and that Finland had started build-

ing a track record of exchange stability. They felt that
additional market-driven appreciation need not be
resisted.

Directors welcomed indications that Finland was
making convincing progress toward integration into
the European Union, but they noted that the challenge
of integration reinforced the importance of structural
reform. They expressed the hope that, notwithstanding
budgetary constraint, Finland should be able to restore
its traditionally generous provision of official develop-
ment assistance.

Since the time of the Article IV consultation, the
economic environment changed significantly. Reflect-
ing primarily external shocks (particularly the economic
slowdown in Europe), GDP growth declined markedly
in the second quarter of 1995. Moreover, the wage
agreement concluded in late September involved mod-
erate wage increases for both 1996 and 1997. Against
this background, the Bank of Finland eased monetary
policy significantly, reducing its tender rate by a total

68 A N N U A L  R E P O R T  1 9 9 6

T H E  F U N D  I N  1 9 9 5 / 9 6

Table 14
FINLAND:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in September 1995; annual percent change unless otherwise noted)

1992 1993 1994 1995

Domestic economy
Real GDP –3.6 –1.6 3.9 5.0
Unemployment rate (in percent) 13.1 17.9 18.4 16.5
Consumer price index 2.6 2.2 1.1 1.5

External economy
Exports, f.o.b. (in billions of markkaa) 105.8 132.6 152.2 174.3
Imports, c.i.f. (in billions of markkaa) 93.2 101.6 118.6 133.5
Current account balance 

(in percent of GDP) –4.6 –1.0 1.1 2.5
Direct investment, net (in billions 

of markkaa) 5.2 –4.6 –12.0 . . .
Portfolio investment, net (in billions 

of markkaa) 34.8 35.1 37.4 . . .
Capital and financial account balance 

(in billions of markkaa) 13.9 0.9 23.5 . . .
External debt, net (in percent of GDP) 48.2 55.1 50.2 . . .
Real effective exchange rates –17.5 –15.9 6.3 4.51

Net international reserves (in billions of 
U.S. dollars) 5.3 5.5 10.7 11.11

Financial variables
General government balance 

(in percent of GDP) –5.9 –7.8 –5.6 –4.7
Gross national saving 

(in percent of GDP) 12.1 13.6 17.5 21.0
Gross fixed investment –16.9 –18.6 4.1 15.1
Broad money –0.1 3.8 1.9 –0.31

Interest rate (three-month 
money market) 13.3 7.7 5.4 6.02

1First quarter 1995.
2June 1995.



policies. Directors complimented
several members on the high quality
of their data but noted that many
others needed to improve the cover-
age, timeliness, and transparency of
their economic and financial statis-
tics. They observed that, where
needed, technical assistance was
available from the Fund.

Argentina
After four years of rapid economic
growth aided by large private capital
inflows, there was an outflow of cap-
ital from Argentina in the aftermath
of the Mexican crisis that, in turn,
caused a sharp contraction in
domestic demand and activity. In
response, the authorities took strong
measures to bolster public finances
and provide support to the banking
system within the constraints of the
Convertibility Law. They added a
temporary surcharge of 3 percentage
points, increasing the value-added
tax to 21 percent; cut wages for
higher-paid public employees; and
established two trust funds to facili-
tate the restructuring of private
banks and the privatization of
provincial banks. As a result, when
the Board discussed in September
1995 the Article IV consultation
with Argentina, its economy
appeared to have stabilized: about
half of the nearly $8 billion outflow
of bank deposits between December
1994 and mid-May 1995 had
returned; bank credit was beginning
to recover; the country had regained access to interna-
tional capital markets; and international reserves were
being rebuilt.

The events in early 1995, however, triggered a
sharp fall in consumption and investment—and, conse-
quently, in GDP—in the second quarter of 1995, and
real GDP for the year was projected to show little
growth (see Table 15). Moreover, despite the measures
taken, the credit squeeze and decline in consumption
were pointing to a major revenue shortfall in 1995,
necessitating a revision in the program’s fiscal policy
objectives. Also, unemployment rose from 12 percent
in October 1994 to 18!/2 percent in May 1995, princi-
pally as a result of the jump in the labor force participa-
tion rate.

The sharp outflow of deposits and the growth in
nonperforming loans was attenuated by bank capital in

excess of the Basle accord on bank capital adequacy
and the relatively high average legal reserve require-
ments. This allowed the Central Bank to maintain its
commitment to price stability while containing the
budgetary impact of the sizable reduction in the num-
ber of private banks, from 172 in December 1994 to
some 125 in August 1995. The trust funds provided
support to 14 private banks. In addition, 15 provincial
banks were either privatized or in the process of privat-
ization. To strengthen the banking system’s liquidity
position and promote lower interest spreads, the Gov-
ernment announced that a uniform liquidity require-
ment would replace minimum reserve requirements by
November 1995.

The real effective exchange rate of the Argentine
peso depreciated by 8 percent between the beginning
of 1994 and August 1995, and Argentina’s exports (in
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Table 15
ARGENTINA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in September 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 8.7 6.0 7.4 0.5
Unemployment rate 7.0 9.6 11.5 18.62

Consumer price index (period average) 24.9 10.6 4.1 3.6

External economy
Exports, f.o.b. (in billions of U.S. dollars) 12.2 13.1 15.8 21.4
Imports, c.i.f. (in billions of U.S. dollars) 14.9 16.8 21.6 19.9
Current account balance 

(in percent of GDP)3 –2.8 –2.9 –3.5 –1.3
Direct investment4 71.3 50.9 –70.2 94.7
Capital account balance 

(in percent of GDP) 4.5 3.8 3.6 0.3
External debt –3.8 2.8 8.1 . . .
Debt-service ratio (in percent of exports 

of goods and nonfactor services) 40.8 47.1 38.1 42.5
Real effective exchange rate 13.8 9.8 –1.3 . . .
Net international reserves (in billions of 

U.S. dollars) 8.6 11.5 11.4 12.75

Financial variables
Overall public sector balance 

(in percent of GDP, excluding 
privatization receipts) –0.2 0.9 –0.5 –0.8

Gross national saving 
(in percent of GDP) 13.9 15.3 16.4 17.5

Gross domestic investment 
(in percent of GDP) 16.7 18.2 19.9 18.8

Broad money (M3, period average) 69.4 40.9 14.1 . . .
Interest rate (interfirm, period average) 18.2 8.0 8.5 . . .

1Projected.
2As of May 1995.
3The authorities estimate that the current account deficit in 1994–95 was narrower by about

0.3/0.5 percent of GDP on account of larger estimated interest receipts.
4Including privatization.
5As of September 1995.



U.S. dollar terms) rose by 47 percent in the first half
of 1995 over the corresponding period in 1994,
boosted by the continued strong performance of man-
ufactured goods exports. Meanwhile, the trade surplus
for 1995 was projected to reach $1.4 billion, com-
pared with a deficit of almost $6 billion in 1994, and
the current account deficit for the year was expected
to narrow to $3.7 billion from the $10 billion
recorded a year earlier. The authorities estimated that
the current account deficit in 1994–95 was about
$1.0–1.5 billion narrower, on account of larger esti-
mated interest receipts.

In their review, Directors commended the authori-
ties for the decisive actions taken early in 1995 to stabi-
lize the economy; they noted that, in response to those
measures, confidence was recovering and deposits were
returning to the banking system. They also took note
of the significant strengthening in the external current
account. However, economic activity had slowed more
sharply than envisaged because of the credit squeeze,
and unemployment increased sharply.

Against that background, Directors considered that
the easing of the 1995 fiscal targets was warranted. At
the same time, because the credibility and sustainability
of the Convertibility Plan (which maintained parity
between the Argentine peso and the U.S. dollar)
required the maintenance of sound public finances,
Directors underscored the critical importance of restor-
ing fiscal equilibrium in 1996, including by combating
tax evasion and further reducing expenditures. They
also urged the authorities to deepen the process of
reforming the provinces’ public finances.

Directors believed that the new uniform liquidity
requirements should help to narrow interest rate
spreads and strengthen the financial system. They wel-
comed the recovery of bank deposits after May 1995
but expressed concern about the continued weak con-
dition of parts of the financial system. It was also
emphasized that further structural reforms, especially
those aimed at increasing labor market flexibility,
strengthening competitiveness, and addressing the
unemployment problem, would help to speed the

Argentine economy’s return to a
path of investment, output, and
employment growth. Directors
noted that the recently announced
phased reduction in employers’
social security contributions could
help to correct a major disincentive
to employment.

In light of Argentina’s strong
export performance and the rapid
adjustment in the external accounts,
Directors viewed Argentina’s present
level of competitiveness as broadly
adequate. The Board generally con-
sidered that Argentina’s exchange
rate framework had served the econ-
omy well. Finally, given Argentina’s
recent experience, Directors also
considered that it would be prudent
to strengthen the Central Bank’s
free reserves beyond the program
targets to bolster the Convertibility
Plan.

Botswana
Directors discussed the 1995 
Article IV consultation report for
Botswana in February 1996 against
a background of encouraging signs
of recovery from the economic
downturn of the early 1990s. From
an average 10 percent a year during
the 1980s, real GDP growth in
Botswana had slowed to an average
3 percent a year during 1991–95,
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Table 16
BOTSWANA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in February 1996; annual percent change unless otherwise noted)

1992 1993 19941 19952

Domestic economy
Real GDP3 –0.3 4.1 2.1 7.7
Consumer price index (annual average) 16.1 14.4 10.6 10.7

External economy
Exports, f.o.b. (in millions 

of U.S. dollars) 1,725.2 1,725.1 1,879.5 2,030.4
Imports, c.i.f. (in millions 

of U.S. dollars) 1,539.5 1,457.9 1,508.7 1,627.0
Current account balance (in percent 

of GDP) 6.1 12.5 1.3 6.5
Direct investment, including retained 

losses (in millions of U.S. dollars)  –3.3 –288.3 –49.2 34.4 
Portfolio investment (in millions 

of U.S. dollars)   0.1 0.2 –0.1 –0.3
Capital and financial account balance 

(in millions of U.S. dollars) 6.6 8.5 6.0 6.9
External debt (in percent of GDP) 15.8 16.7 16.7 18.3
Debt-service ratio (in percent of exports 

of goods and services) 5.1 4.7 4.5 3.9
Real effective exchange rate 1.2 3.7 –0.9 0.6
Gross international reserves (in millions 

of U.S. dollars) 3,793 4,097 4,402 4,436

Financial variables
Central government balance (in percent 

of GDP) 10.6 8.9 1.7 –1.7
Broad money (M2) 14.3 9.3 4.5 10.1
Interest rate (prime lending) 14.5 15.0 14.5 14.5

1Preliminary.
2Estimated.
3National accounts year beginning in July.



In their discussion, Directors welcomed China’s
continued impressive economic performance and the
moves toward a market-based system, to strengthen
macroeconomic management, and to further integrate
the country into the global economy. They com-
mended the successful moderation of growth and
demand toward more sustainable rates and the reduc-
tion of inflation to single digits. Directors urged the
authorities to press ahead with cautious financial poli-
cies and bold structural reforms.

A cautious approach to financial policies, Directors
stressed, was essential given the risk of renewed infla-
tionary pressures. Moreover, deep-seated weaknesses in
the state-owned enterprise and financial sectors needed
urgent attention so as not to compromise the appropri-
ate stance of financial policies. Directors also empha-

sized that, while sustaining low
inflation would require a signifi-
cant slowing of broad money
growth, policy implementation
would need to be flexible in
view of risks and uncertainties.

Directors were concerned at
the decline in the ratio of fiscal
revenue to GDP, which had
necessitated a compression in
budgetary expenditure. Contin-
ued revenue weaknesses would
preclude social spending to sup-
port enterprise restructuring
and infrastructure. Directors
welcomed measures to scale
back and rationalize preferential
tax policies. They emphasized
that further actions to broaden
the tax base and strengthen tax
administration were needed to
boost revenue and achieve the
authorities’ medium-term goal
of eliminating the budget
deficit while meeting prospec-
tive expenditure needs. Direc-
tors stressed that budgetary
saving could be enhanced by
rationalizing expenditures and
further improving budgetary
management and control.

Directors underscored that
China’s strong external position
offered scope for accelerating
trade and payments liberaliza-
tion, and they welcomed the
initiatives taken in those areas.
Directors attached particular
importance to reducing quanti-
tative restrictions and liberaliz-

ing foreign trading rights. They welcomed the
Government’s experiments in liberalizing exchange
controls in selected pilot zones and issuing an interim
foreign exchange control regulation to provide a transi-
tional framework for further exchange liberalization.
Most Directors urged the early removal of the remain-
ing restrictions on current international transactions
and hoped that China would soon accept the obliga-
tions of Article VIII of the Fund’s Articles. In addition,
Directors emphasized that upward pressure on the
exchange rate would be alleviated by early and substan-
tial trade reform.

Directors endorsed the priority accorded to the
problems of state-owned enterprises. They welcomed
experimental initiatives, such as increased scope for
diverse forms of ownership, and called for bolder
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Table 17
CHINA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in April 1996; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 14.2 13.5 12.6 10.2
Urban employment 2.4 2.1 5.4 0.3
Retail prices (end of period) 6.7 17.6 23.3 8.3

External economy
Exports (in billions of U.S. dollars) 69.6 75.7 102.6 128.1
Imports (in billions of U.S. dollars) 64.4 86.3 95.3 110.1
Current account balance 

(in percent of GDP)1 1.5 –2.8 1.5 0.2
Direct investment inflows 

(in billions of U.S. dollars) 12.0 27.5 33.8 37.7
Capital account balance (in billions 

of U.S. dollars; excluding errors
and omissions)1 –0.2 23.5 32.6 38.7

External debt (in billions of U.S. dollars) 69.3 84.4 95.0 106.6
Debt-service ratio (in percent of exports 

of goods and nonfactor services) 9.8 10.2 9.3 7.32

Real effective exchange rate3 73.6 72.1 78.6 83.0
State gross international reserves 

(in billions of U.S. dollars)4 21.2 23.0 53.5 76.0

Financial variables
Overall budgetary balance 

(in percent of GDP) –2.3 –2.0 –1.6 –1.7
Gross national saving 

(in percent of GDP)1 37.7 40.5 41.4 39.7
Gross domestic investment 

(in percent of GDP)1 36.2 43.3 39.9 39.5
Broad money (end of period) 31.3 24.0 34.5 29.9
Interest rate5 7.56 10.98 10.98 10.98

1Estimated.
2Official estimate.
3End of year, 1990 = 100; decline indicates a depreciation.
4Since September 1992, the authorities have reported official reserves to include only the foreign assets

of the People’s Bank of China and not those held by the Bank of China and other specialized banks. 
5Interest rate on one-year time deposits at end of year.



reforms, including establishment of a
clearer legal framework. Directors
remarked that successful and sustain-
able state-owned enterprise reform
would require intensified efforts to
establish a social safety net and to
encourage labor mobility while pro-
moting jobs in the nonstate sector.
Directors urged the Government to
build on nascent efforts to reduce
subsidized credit and other financial
support to state-owned enterprises.

Directors welcomed monetary
and financial sector reforms, includ-
ing open market operations in an
integrated interbank market. They
strongly supported plans to develop
the infrastructure for indirect mone-
tary management and to strengthen
prudential regulation. Directors
called for action to address the non-
performing loans of the specialized
banks. They welcomed the greater
flexibility in selected short-term
interest rates but emphasized the
need to further simplify the rate
structure and to adjust administered
rates more frequently. Directors
expressed concern about weaknesses
in China’s economic statistics but
acknowledged China’s efforts to
address them, and they urged strong
further actions.

Colombia
Directors discussed Colombia’s
1995 Article IV consultation in Jan-
uary 1996. Against the background
of the steady real GDP growth over
the previous 25 years and the level-
ing off of inflation at 23 percent in
1994, the authorities’ objectives in
1995 were to maintain output growth at 5.5–6.0 per-
cent, reduce inflation to 18 percent, and increase inter-
national reserves moderately. To achieve these
objectives, they set a target of fiscal balance or small
surplus and planned the continuation of the firmer
monetary policy adopted in the second half of 1994.

In the event, although output growth declined
slightly in 1995, partly because of a slowdown in pri-
vate consumption and investment in response to a
monetary tightening in late 1994, it still remained
above 5 percent (see Table 18). Output was stimulated
by an increase in investment of 14.8 percent. The infla-
tion rate decreased for the fifth successive year to 
19.5 percent—the first time in ten years it had dropped

below the level of 20 percent. Despite the postpone-
ment of some large import-intensive projects in the 
oil sector, the current account deficit widened to 
5!/4 percent of GDP in 1995 from 4!/2 percent in 1994.
Net international reserves increased about as projected
in 1995, and gross reserves ended the year at $8.5 bil-
lion, equivalent to some five months of imports of
goods and services. The trade deficit narrowed to 
3.2 percent of GDP in 1995 from 3.5 percent in 
1994, as nontraditional exports grew by 20 percent 
in U.S. dollar terms.

The combined public sector deficit of 0.5 percent of
GDP, although still within relatively conservative
bounds, was higher than programmed owing to a
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Table 18
COLOMBIA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in January 1996; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 4.0 5.2 5.7 5.3
Unemployment rate 10.2 8.6 8.9 8.4
Consumer price index (period average) 27.0 22.4 22.8 20.9

External economy
Exports, f.o.b. (in millions 

of U.S. dollars) 7,263 7,428 8,756 10,725
Imports, f.o.b. (in millions

of U.S. dollars) 6,029 9,086 11,040 13,249
Current account balance 

(in percent of GDP) 1.8 –3.9 –4.6 –5.3
Direct investment 56.9 4.6 113.5 38.5
Portfolio investment (in millions 

of U.S. dollars) 65.0 203.0 –65.0 200.0
Capital account balance 

(in percent of GDP) 0.9 4.1 4.7 5.5
External debt 35.0 34.8 32.8 28.9
Debt-service ratio (in percent of exports 

of goods and services) 44.9 37.2 39.6 35.3
Real effective exchange rate 

(end of period) 8.6 7.3 10.5 –7.82

Net international reserves (in millions 
of U.S. dollars) 1,326 153 128 185

Financial variables
Nonfinancial public sector balance 

(in percent of GDP) –0.1 –0.2 0.5 –0.7
Gross national saving 

(in percent of GDP) 19.0 16.0 15.3 15.3
Gross domestic investment 

(in percent of GDP) 17.2 19.9 19.8 20.6
Broad money 35.0 30.2 36.2 29.4
Interest rates 

90-day deposit rate 26.4 25.6 29.5 32.03

Lending rate 37.3 35.8 40.5 43.14

1Estimated.
2Percent change from December 1994 to October 1995.
3January–December 14, 1995.
4January–November 1995.



shortfall in income tax collections, continued growth in
public spending, and the lower-than-expected world
market prices for coffee, which led to an unexpected
deterioration in the finances of the National Coffee
Fund.

In their discussion, Directors observed that the
favorable performance and the ability of the Colom-
bian economy to weather the shocks in the regional
economy testified to the authorities’ sound, consistent
economic management. While welcoming the reduc-
tion of inflation by December 1995 to below 20 per-
cent for the first time in many years, Directors
emphasized that inflation was still excessive and that
the further reduction of inflation remained the key pol-
icy challenge. They encouraged the authorities to
implement a stronger, more balanced mix of financial
policies than was currently envisaged to accelerate the
reduction. In particular, Directors considered that a
tighter fiscal stance was needed to relieve the burden

on monetary policy and improve the outlook for pri-
vate sector activity. To break entrenched inflation
expectations, they called for further progress in elimi-
nating backward-looking wage settlements. At the
same time, the importance of protecting social expen-
ditures was noted. Directors called for the curtailment
of nonessential current outlays and a slower, more
selective increase in capital expenditure, and they wel-
comed the December 1995 measures to increase tax
rates, improve tax administration, and reduce evasion.
They also welcomed the efforts to tighten monetary
and credit conditions and urged the authorities to per-
severe with monetary discipline to reduce inflation
further.

Directors observed that the implementation of
sound financial policies was also the key to the credibil-
ity of the managed exchange rate band, which had
shown resilience in the face of adverse regional and
domestic developments in 1995. Some Directors noted

that a phased relaxation of the
restrictions on external borrowing
might be in order, provided that it
was accompanied by a strengthening
of fiscal and other policies designed
to increase domestic saving. Some
Directors expressed concern at the
deterioration in the current account
deficit. While this had been financed
mainly by foreign direct investment,
they considered that tighter financial
policies and efforts to raise domestic
saving were called for to reduce risks
and to ensure sustained and bal-
anced growth.

Côte d’Ivoire
Directors met in December 1995 to
discuss the Article IV consultation
with Côte d’Ivoire and to review the
second annual ESAF arrangement
(see the section on Fund Support of
Member Countries). The discussion
took place against a background of
positive developments in the
Ivoirien economy.

The devaluation of the CFA franc
in January 1994, stronger macroeco-
nomic policies, and structural
reforms had placed Côte d’Ivoire
back on a path of sustainable
growth. GDP grew by 1.8 percent
in 1994 and was projected to grow
by 6.5 percent in 1995 (see Table
19). After the adjustment in tradable
goods prices following the devalua-
tion, by mid-1994 inflation had
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Table 19
CÔTE D’IVOIRE:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in December 1995; annual percent change unless otherwise noted)

19931 19941 19952

Domestic economy
GDP (at constant prices) 0.1 1.8 6.5
Consumer price index (end of period) 2.6 32.2 9.0

External economy
Exports, f.o.b. (at current prices, CFAF basis) –3.7 114.1 23.6
Imports, f.o.b. (at current prices, CFAF basis) –5.9 87.2 32.2
Current account balance (in percent of GDP)3 –10.8 –2.3 –2.3
Capital account balance (in millions of U.S. dollars) 47.1 656.9 138.5
External debt (in percent of GDP)4 158.9 200.1 175.3
Debt service (in percent of GDP)5 16.9 18.8 17.3
Real effective exchange rate6 –2.4 –38.6 9.5
Net foreign assets7 –10.7 67.0 22.4

Financial variables
Consolidated government balance (in percent 

of GDP, payment-order basis) –13.3 –7.6 –4.5
Gross national saving (in percent of GDP) –2.2 12.4 13.7
Gross national investment (in percent of GDP) 8.6 14.8 16.0
Money and quasi-money (M2) –4.4 46.9 19.5
Interest rates (average, end of period)

Money market rate 7.5 5.5 6.0
BCEAO discount rate 10.5 10.0 7.5

1Estimated.
2Projected.
3Including official transfers but excluding late interest on payments arrears to commercial banks.
4Including obligations to the Fund, short-term liabilities to the Banque Centrale des États de

l’Afrique de l’Ouest (BCEAO) operations account, and all arrears to commercial banks.
5Including obligations to the Fund but excluding late interest on payments arrears to commercial

banks.
6Based on end-of-period changes in relative consumer prices and nominal effective exchange rate;

– indicates a depreciation.
7End of period (percent change in beginning-of-period broad money); for 1993, adjusted on the

basis of the CFAF devaluation in January 1994.



the full benefits fed through. In a number of areas—
such as public enterprise reform and agricultural pol-
icy—reforms had lagged well behind.

In their discussion, Directors commended India’s
robust economic recovery and external strengthen-
ing, which were the result of the reforms initiated 
in 1991. Fiscal consolidation was seen as critically
important to sustaining this progress. Directors
pointed to inflationary pressures and rising interest
rates as evidence of emerging strains and also
expressed concern about the high level of public debt.
Because of the urgency of fiscal consolidation, they
could not subscribe to a strategy of more gradual
adjustment and stressed that, at a minimum, any slip-
page from budget targets for 1995/96 should be
avoided. They also emphasized the importance of
hardening budget constraints on the states to encour-
age them to progress with reforms of state finances

and to share the burden of fiscal
adjustment.

In the absence of major fiscal
consolidation, Directors observed, a
heavy burden was being placed on
monetary policy. They welcomed
the progress in slowing inflation and
endorsed the authorities’ inflation
target of 8 percent by the end of
1995/96. Attaining this goal would
require a sustained reduction in
monetary growth. To signal anti-
inflationary commitment, the
authorities would need to adhere to
agreed limits on automatic govern-
ment access to Reserve Bank of
India credit in 1995/96 and to
phase out such borrowing as soon as
possible.

Provided that fiscal consolidation
was sustained and reform continued,
Directors considered that the
prospects for India’s external posi-
tion remained sound. They
endorsed India’s cautious approach
to managing capital inflows and
encouraged a greater role for foreign
direct investment. Many Directors
also encouraged more vigorous
import liberalization. While noting
that the level of the exchange rate
was broadly appropriate, Directors
supported greater flexibility in
exchange rate policy. They urged
maintaining the momentum of
structural reforms in the current
year, including accelerating planned
tax and trade reforms, and removing

the remaining obstacles to private participation in infra-
structure investment.

Looking beyond the immediate policy situation,
Directors emphasized that achieving rapid growth,
price stability, and sustained poverty reduction would
require a vigorous promotion of the private sector,
including participation of foreign investors. The Gov-
ernment would be required to sustain fiscal adjustment
and embark on a bold second wave of reforms to fur-
ther raise saving and investment. Fiscal consolidation
should be based on raising revenue by broadening the
tax base, improving cost recovery, and pruning low-
priority spending. Additional structural reforms were
needed in areas that so far had received less attention,
including restructuring and privatization of public
enterprises, reform of the labor market and exit poli-
cies, import liberalization for consumer goods, agricul-
tural sector reform, and liberalization of the financial
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Table 20 
INDIA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in July 1995; annual percent change unless otherwise noted)1

1992/93 1993/94 1994/952 1995/963

Domestic economy
Real GDP 4.3 4.3 6.34 6.24

Wholesale prices (end of period) 7.0 10.8 11.0 8.0

External economy (in billions of 
U.S. dollars unless otherwise noted)

Exports, f.o.b. 18.9 22.7 26.7 30.7
Imports, c.i.f. 23.2 24.0 29.5 35.0
Current account balance –3.9 –0.6 –1.4 –4.0
Direct investment 0.3 0.6 1.0 1.5
Portfolio investment 0.2 3.5 3.5 1.1
Capital and financial account balance 2.8 8.5 7.8 4.8
External debt (in percent of GDP, 

end of period)5 36.9 35.8 31.2 27.9
Debt-service ratio (in percent) 30.4 25.4 27.3 27.1
Real effective exchange rate 

(annual percent change, end of period) –3.2 3.8 –5.1 . . .
Gross official reserves (end of period) 6.4 15.1 20.8 20.1

Financial variables
Consolidated public sector deficit 

(in percent of GDP)6 8.4 11.0 10.5 9.9
Gross national saving 

(in percent of GDP) 20.0 20.2 21.4 22.5
Gross national investment 

(in percent of GDP) 22.0 20.4 21.9 23.6
Broad money (end of period) 15.7 18.4 21.2 15.5
Interest rates7 11.1 10.1 11.2 . . .

1Fiscal years (April 1 through March 31).
2Estimated.
3Projected.
4Data revised subsequent to the Board discussion.
5Including military debt.
6For 1995/96, projection based on 1995/96 budget proposals.
7Rate on 364-day treasury bills, end of period.



sector. Directors welcomed India’s
acceptance of the obligations under
Article VIII of the Fund’s Articles,
and they encouraged removal of
remaining exchange restrictions.

Indonesia
In July 1995 Directors met to con-
clude the Article IV consultation
with Indonesia. The country’s eco-
nomic management had been
impressive, although the authorities
faced the challenge of a short-term
overheating of the economy. Mone-
tary policy had been eased in mid-
1993 to support growth. Fixed
investment picked up, private con-
sumption rose considerably, and
GDP growth reached about 7!/4 per-
cent in 1994 (see Table 21).
Domestic demand expansion led the
increase in activity and exceeded
GDP growth in 1994/95.
Although export growth increased,
import growth rose more, and the
external current account deficit
widened slightly, to 2 percent of
GDP. Monetary aggregates grew
rapidly during 1994/95, with an
expansion in domestic assets more
than offsetting a decline in interna-
tional reserves. This expansion
occurred despite a gradual increase
in interest rates since April 1994.
Inflation remained high—in June
1995, the 12-month inflation rate
was 10.5 percent.

Fiscal policy, which had been
tightened in mid-1993 when monetary conditions
were eased, continued to have a dampening effect. Oil
prices were slightly above budget assumptions, rev-
enues and current expenditures were on target, and
development expenditures were relatively slow. The
overall central government position was in balance in
1994/95, with the deficit (excluding oil and gas rev-
enue) falling to 3!/4 percent of GDP. The external cur-
rent account deficit was financed mainly by long-term
capital inflows. Short-term capital flows, which had
fluctuated widely in 1993/94, stabilized in early
1994/95.

In their discussion, Directors warmly commended
Indonesia’s policies, which had led to an impressive
economic performance, reduced reliance on the oil sec-
tor, and improved living standards. Policies to achieve
macroeconomic stability and high saving and invest-
ment rates, combined with market-based structural

reforms, had provided the basis for continued confi-
dence of both domestic and foreign investors. Direc-
tors particularly welcomed the Government’s recent
trade reforms.

Directors noted that, given the high level of external
debt and the need to contain the current account
deficit, a significant fiscal adjustment would be
required over the medium term, with the emphasis
falling on revenues. Other medium-term challenges
would include prioritizing expenditures, further liberal-
izing trade and investment, and promoting the private
sector. Overheating of the economy in the short term
was also of concern: already inflation had been higher
than targeted, and the current account deficit had
widened. A strategic decision to bring inflation down
substantially was needed. To achieve that goal and to
improve the sustainability of medium-term growth
objectives, tighter fiscal and monetary policies com-
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Table 21
INDONESIA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in July 1995; annual percent change unless otherwise noted)1

1992/93 1993/94 1994/952 1995/963

Domestic economy
Real GDP (calendar year) 6.5 6.5 7.3 7.5
Consumer price index (end of period) 5.0 10.2 9.6 9.5

External economy (in billions of 
U.S. dollars unless otherwise noted)

Exports, f.o.b. 35.3 36.5 42.0 . . .
Imports, c.i.f. 30.3 32.3 37.7 . . .
Current account balance –2.9 –3.0 –3.6 –5.3
Direct investment 1.7 2.0 2.5 . . .
Portfolio investment 1.2 2.0 0.8 . . .
Capital and financial account balance4 7.7 3.3 2.2 5.4
External debt 83.5 89.1 97.6 101.1
Debt-service ratio (in percent of exports 

of goods and nonfactor services) 21.5 21.3 20.3 20.8
Real effective exchange rate 

(annual percent change) –3.9 –2.7 –3.3 . . .
Gross official foreign assets 18.3 18.6 17.1 17.3

Financial variables
General government balance 

(in percent of GDP) –1.5 –0.5 0.2 –0.3
Gross national saving (calendar year; in 

percent of GDP) 33.3 31.3 32.0 31.3
Gross national investment (calendar year; 

in percent of GDP) 35.9 33.2 34.0 33.8
Broad money (end of period) 22.2 21.2 21.5 18.9
Interest rates5 13.5 9.3 12.8 14.3

1Fiscal years (April 1 through March 31) unless otherwise noted.
2Estimated.
3Projected.
4Inclusive of monetary movements of commercial banks and errors and omissions.
5Cutoff rates in auctions of 30-day central bank debt certificates in December of calendar year (for

1995, the rate is for March).



bined with greater flexibility in exchange rate policy
were required.

While recognizing the authorities’ impressive fiscal
adjustment in the face of declining oil revenues,
Directors stressed that additional fiscal adjustment
would be essential to increase public saving over the
medium term and to limit short-term demand pres-
sures. Tax changes that had been introduced recently,
they noted, would adversely affect revenues in the
short run, and they encouraged additional measures
during 1995/96 to increase revenue from sources
other than oil and natural gas. Directors also pointed
out the scope for further improving tax administra-
tion and widening the tax base. On the expenditure
side, limiting spending to the budgeted amounts and
resisting pressures for extrabudgetary financing were
of priority.

Directors supported the gradual increase in interest
rates since April 1994 and strongly recommended fur-
ther tightening of monetary policy. If higher interest
rates led to excessive capital inflows, Directors encour-
aged the authorities to allow market forces to play a
greater role in exchange rate determination, including
an effective appreciation of the rupiah. Directors wel-

comed efforts to widen the
exchange rate band and urged
further steps in that direction.
With regard to the problem of
nonperforming loans in the
banking system, they stressed
the need to accelerate the pro-
gram to improve the quality of
new loans, resolve existing
problem loans and problem
banks, and improve prudential
supervision.

Directors welcomed the
recently announced tariff reduc-
tions and called for further
efforts to reduce nontariff barri-
ers and to liberalize trade in key
commodities. While commend-
ing Indonesia’s exemplary
record of foreign debt service,
Directors urged re-establishing
prudential ceilings on both
external commercial borrow-
ings and export credit facilities
contracted by the public sector
and supported the use of priva-
tization receipts to repay expen-
sive external debt. They
encouraged the authorities to
improve statistics, including
better monitoring of private
capital flows and private exter-

nal debt stocks, nonbudgetary public transactions, and
public enterprise accounts.

Israel
In September 1995, Directors met to discuss the Arti-
cle IV consultation with Israel. Over the previous five
years, Israel’s economic policies had been influenced by
a massive wave of immigration from the countries of
the former Soviet Union. Since 1990, over 600,000
immigrants had been absorbed into the domestic
economy.

Real GDP expanded by 6.5 percent in 1994, and
unemployment, which had peaked at 11.2 percent in
1992, fell to 6.9 percent in the first quarter of 1995
(see Table 22). Inflation accelerated to 14!/2 percent in
1994, from 11.2 percent in 1993, but declined to 
9!/2 percent in the first half of 1995.

Private consumption rose by almost 9 percent in
1994, while nonresidential investment grew by an
impressive 17 percent. The private saving rate, which
had reached around 20 percent of GDP at the begin-
ning of the 1990s, dropped to 16!/4 percent of GDP.
In the public finances, the overall deficit declined to 
1 percent of GDP, from 2.8 percent in 1993, and the
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Table 22
ISRAEL:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in September 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 6.6 3.4 6.5 5.0
Unemployment rate (average) 11.2 10.0 7.8 7.2
Consumer price index (average) 11.9 10.9 12.3 10.2

External economy
Exports, f.o.b. (in billions of U.S. dollars) 13.3 14.8 16.5 17.8
Imports, c.i.f. (in billions of U.S. dollars) –18.3 –20.4 –22.6 –25.9
Current account balance (in billions 

of U.S. dollars) 0.2 –1.4 –2.8 –4.8
Capital account balance (in billions 

of U.S. dollars) –2.1 2.0 1.1 7.0
External public debt 19.02 21.0 20.0 . . .
Real effective exchange rate3 –4.9 1.6 2.4 . . .
Net debt service4 15.4 15.7 16.6 . . .
Gross official reserves (end of period)5 2.2 2.6 2.5 4.1

Financial variables
Gross national saving (in percent of 

national income) 21.6 19.5 18.1 19.0
Gross domestic investment (in percent 

of national income) 21.7 21.3 21.7 . . .
Nominal broad money (end of period) 33.0 25.0 26.0 . . .

1Fund staff estimates.
2Average 1990–92.
3Based on Fund staff estimates (using consumer prices); fourth quarter over fourth quarter.  
4As percentage of total exports of goods and services.
5In months of total imports of goods and services.



with the economy approaching full employment, there
was a need for a cautious macroeconomic approach to
avoid the dangers of overheating. In that connection,
Directors felt that the withdrawal of fiscal stimulus in
1995 was appropriate, and they welcomed the authori-
ties’ intention to expand investment in social overhead
capital to ease infrastructure bottlenecks without weak-
ening the overall fiscal position. The Board also wel-
comed the deceleration of the M2 growth rates in
recent months. In addition, it considered that, as the
demand for M2 had become less stable, the authorities
should pay more attention to a broader range of indi-
cators, including interest rates.

Directors welcomed the authorities’ commitment to
steady implementation of the structural policy agenda,
emphasizing that the Government should further
deregulate and open the economy to complete Korea’s
transformation into an advanced industrial country,

fully integrated into the world econ-
omy. The present conditions were
optimal to accelerate the needed
structural reforms in the financial
system, the capital account, and
trade. Directors pointed to the
importance for the financial reform
program of developing a fully mar-
ket-based system of monetary con-
trol; they also noted that most
lending and deposit rates had been
liberalized but remained more sticky
than expected. Directors com-
mended the Foreign Exchange
Reform Plan announced late in
1994 to support the opening of the
capital account but urged the
authorities to develop a more spe-
cific timetable and accelerate the lib-
eralization. Directors generally
thought that, with the opening of
the capital account, exchange rate
flexibility was becoming increasingly
important. Accordingly, they sup-
ported the case for more flexibility
in the exchange rate and for greater
use of the widened band in the mar-
ket average rate system. They also
considered that the recent strength-
ening of the real effective exchange
rate had been in line with cyclical
requirements and the improved
external situation.

Mexico
Directors met in June 1995 to dis-
cuss the staff report for the 1995
Article IV consultation with Mexico

and the second review under the stand-by arrangement
that was approved in February 1995 for SDR 12.1 bil-
lion, of which SDR 6.8 billion was subject to augmen-
tation and was later made available.

In early January 1995, the Mexican authorities
adopted an economic program to deal with the finan-
cial crisis that followed the sharp depreciation of the
peso in late December 1994. This program, which was
supported by the stand-by arrangement, did not suc-
ceed in calming financial markets, and, in early March
1995, the authorities enacted additional measures,
including greater fiscal adjustment and a tightening of
monetary policy, which allowed an orderly reduction 
in 1995 of the external current account deficit to 
$654 million from the $14 billion projected initially.

The subsequent reaction of the markets was encour-
aging. The peso appreciated from about MexN$7.60
per U.S. dollar in early March to about MexN$6.20
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Table 23
KOREA:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in October 1995; annual percent change unless otherwise noted)

1992 1993 1994 1995

Domestic economy
Real GDP 5.1 5.8 8.4 9.0
Unemployment rate 2.4 2.8 2.4 2.0
Consumer price index 6.2 4.8 6.2 4.5

External economy
Exports, f.o.b. (in billions of U.S. dollars) 75.2 80.9 93.7 123.2
Imports, f.o.b. (in billions of U.S. dollars) 77.3 79.1 96.8 128.0
Current account balance 

(in percent of GDP) –1.5 0.1 –1.2 –2.0
Direct investment (net, in millions of 

U.S. dollars) –496 –540 –1,318 –1,703
Portfolio investment (net, in millions of

U.S. dollars) 5,742 10,725 6,805 8,518
Overall balance (in billions of 

U.S. dollars) 3.7 3.0 4.6 . . .
External debt (in percent of GDP) 14.0 13.3 14.7 . . .
Debt-service ratio (in percent of exports 

of goods and nonfactor services) 6.0 9.1 6.2 . . .
Real effective exchange rate1 –0.7 –0.9 0.4 4.3
Gross international reserves (in billions 

of U.S. dollars, end of period) 17.1 20.2 25.6 32.7

Financial variables
Consolidated central government 

balance (in percent of GDP) –0.7 0.3 0.5 0.52

Gross national saving 
(in percent of GDP) 34.7 35.1 34.7 35.1

Gross domestic investment 
(in percent of GDP) 36.6 35.1 35.9 37.0

Broad money (M2) 18.4 18.6 15.6 15.5
Interest rate (yield on corporate bonds, 

period average) 16.2 12.6 12.9 13.8

1Average for December over the same period of the previous year.
2Preliminary estimate of outturn.    



per dollar in early June. During the
same period, interest rates on one-
month treasury bills fell from over
85 percent to 54 percent, and the
stock market recovered by about 
32 percent. In this context, since the
second quarter of 1995 Mexico was
able to gradually return to the inter-
national capital markets. In response
to the marked improvement in con-
fidence, the Mexican Government
resumed issues in May 1995 of 182-
day treasury bills.

The need to amortize short-term
external liabilities of the Govern-
ment (mainly tesobonos) and the
commercial banks in the first quar-
ter of 1995 led to an increase in net
domestic assets of the Bank of Mex-
ico and a decline in net interna-
tional reserves. However, the sharp
rise in interest rates and the liquid-
ity problems facing many banks
resulted in a fall in credit to the pri-
vate sector in real terms. An increase
in net international reserves of 
$3.4 billion was observed in the
second quarter of 1995, as the share
of maturing tesobonos amortized 
in pesos rose and as commercial
banks began to repay U.S. dollar-
denominated loans that had been
previously granted to them by the
Bank of Mexico through Fobaproa
(the Fund for Savings Protection).
Meanwhile, the sharp decline of
noninterest expenditure and a
greater than envisaged collection 
of income taxes enabled the author-
ities almost to double the program
target for the primary surplus of 
the nonfinancial public sector in the first quarter of
1995.

The trade surplus increased dramatically to a cumu-
lative $1.3 billion in April 1995, compared with a
deficit of $5.7 billion over the first four months of
1994. Real GDP in the first quarter of 1995 fell by 
2.9 percent from the preceding quarter, but a slow
recovery began in the third quarter of 1995. Real GDP
contracted by 6.9 percent for the year as a whole (see
Table 24). Inflation was expected to continue the
decline observed in May 1995 until reaching 42 per-
cent at the end of the year; in the event, worsening
price pressures, originating from a larger-than-expected
depreciation of the peso and adjustments to wages and
public prices in December as part of the economic pro-

gram for 1996, resulted in an end-year inflation rate of
52 percent.

In their discussion, Directors noted the encouraging
marked improvement in Mexico’s economic perfor-
mance since March 1995. They considered that the
current policy stance was appropriate, while they
emphasized the need to maintain a tight monetary pol-
icy to reduce inflation further and stabilize financial
markets. Continued strong macroeconomic policies
and implementation of structural reforms should keep
the external current account at a sustainable level while
promoting an economic recovery.

Directors emphasized that the assurance of sufficient
international funding would strengthen market confi-
dence and contribute to the further accumulation of

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

83A N N U A L  R E P O R T  1 9 9 6

Table 24 
MEXICO:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in June 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951, 2

Domestic economy
Real GDP 2.8 0.7 3.5 –6.9
Open unemployment rate 2.8 3.4 3.7 6.3
Consumer price index (end of period) 11.9 8.0 7.1 52.0

External economy
Exports, f.o.b. (in billions 

of U.S. dollars) 32.3 35.4 40.4 53.4
Imports, f.o.b. (in billions 

of U.S. dollars) 48.2 48.9 58.9 46.3
Current account balance 

(in percent of GDP) –7.4 –6.5 –7.8 –0.3
Direct investment (in billions 

of U.S. dollars) 4.4 4.4 11.0 7.0
Portfolio investment (bond placements 

and equity investments, in billions 
of  U.S. dollars) 8.3 17.0 6.4 0.9

Capital account balance 
(in percent of GDP) 8.0 8.4 3.0 –0.2

Public sector external debt2, 3 81.7 83.5 89.3 116.8
External debt (in percent of exports of

goods, services, and transfers)2 254.1 263.0 249.3 240.7
Real effective exchange rate 

(average depreciation, –) 7.5 7.4 –4.0 –33.3
Change in net international reserves 

(in billions of U.S. dollars; increase, –) –1.9 –7.1 17.9 1.3

Financial variables
Primary balance (in percent of GDP) 5.8 3.9 2.3 5.6
Gross national saving 

(in percent of GDP) 14.1 14.2 13.9 14.7
Gross domestic investment 

(in percent of GDP) 21.5 20.6 21.7 15.0
Broad money (M2)2 29.4 17.6 22.8 34.7
Interest rate on one-month treasury bills

(average of primary auction) 15.6 15.0 14.0 48.4

1Preliminary.
2Data revised subsequent to the Board discussion.
3Includes debt to the Fund.



international reserves in the remainder of the year. In
that context, they welcomed the decision by the
United States to disburse $2.5 billion in July 1995 and
its reiteration that additional funds would be available
as needed in August 1995 to help amortize short-term
external liabilities. They also agreed that the next two
purchases from the Fund—through August—were
essential as signals to markets of the continued official
support for Mexico’s program and to support the
reconstitution of external reserves. (Purchases were
made in July and August 1995, respectively.) Directors
generally believed that, with the continuation of appro-
priate policies, confidence should be sustained and nor-
mal access to international capital markets could be
restored. While recognizing the important programs
that have been put into effect, they welcomed the
authorities’ intention to forgo purchases if the balance
of payments and international reserves improved as
projected under the program and to make early repur-

chases from the Fund as reserves
permit.

Directors observed that the main
monetary policy risks over the bal-
ance of the year would come from
possible financial market pressures
(if external financing were inade-
quate) and from a further deteriora-
tion in commercial banks’ loan
portfolios. They emphasized that the
restoration of the banking system’s
health would depend mainly on the
restoration of macroeconomic stabil-
ity and a financial restructuring of
the weaker banks. Directors com-
mended Mexico on the recent
improvement in the scope and qual-
ity of statistical information being
made available for publication.

Mozambique
Directors met in June 1995 to dis-
cuss the Article IV consultation with
Mozambique. In October 1992,
Mozambique’s 16 years of strife
came to an end with the signing of
peace accords between the Govern-
ment and the Renamo movement.
Since then, 80,000 troops have been
demobilized, internationally super-
vised elections have been held, and
resettlement of refugees and dis-
placed persons has almost been
completed. Removal of land mines
and reconstruction are under way.

Since 1987, the Fund has assisted
Mozambique with its adjustment

efforts with financing from the structural adjustment
facility (SAF) and the ESAF. Despite being one of the
poorest countries in the world, Mozambique made
considerable progress in reversing its economic decline,
implementing structural reforms, and liberalizing its
economy.

In 1994, Mozambique’s economic growth
remained broadly based and strong at 5.4 percent (see
Table 25). Production grew in every major sector
except industry, where for the fifth year in a row it
declined. Construction expanded at a real rate of 
7.5 percent; transport and communications grew by 
5.7 percent; and agricultural production increased 
by 5.0 percent, following a recovery of 21.3 percent 
in 1993.

In the wake of the 1994 elections, however, some
economic indicators exceeded their targets under the
Fund-supported economic and financial program for
1994, despite the authorities’ efforts to restrain them:
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Table 25
MOZAMBIQUE:  SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in June 1995; annual percent change unless otherwise noted)

1992 1993 19941 19952

Domestic economy
Real GDP –0.8 19.3 5.4 4.3
Consumer price index 

(December 1989 = 100) 54.5 43.6 70.1 24.0

External economy
Exports, f.o.b. (in millions of 

U.S. dollars) 139.3 131.8 149.5 170.0
Imports, c.i.f. (in millions 

of U.S. dollars) –855.0 –954.7 –1,018.5 –868.7
Current account balance, including 

grants (in millions of U.S. dollars) –239.1 –321.3 –305.4 –310.1
Direct investment, net 25.3 32.0 35.0 45.0
Capital account balance (in millions 

of U.S. dollars) –155.1 –107.0 –22.1 25.7
External debt (in millions 

of U.S. dollars) 5,083.0 4,999.0 5,403.9 5,610.0
Debt-service ratio (in percent of exports)

Before debt relief 144.5 134.7 119.2 116.2
After debt relief 3 88.3 82.8 69.7 82.1

Real effective exchange rate 6.4 –18.1 19.1 . . .
Gross reserves (in millions of 

U.S. dollars; end of year)4 384.8 372.1 427.6 475.2

Financial variables
Gross national saving (in percent of GDP) 34.6 37.8 39.4 34.6
Gross national investment 53.2 59.7 60.2 55.3
Money and quasi-money (M2) 52.8 63.0 49.3 26.5
Interest rate (on 6- to 12-month 

deposits; end of period) 43.0 43.0 69.7 . . .

1Preliminary.
2Program target.
3The ratios exclude the effects of the debt cancellation granted by the Netherlands.
4Gross foreign assets of the banking system.



authorities to liberalize interest rates and called for
reform of the practice of the mandatory holding of
government paper at negative real interest rates and the
provision of cheap central bank credit to the Govern-
ment. Directors stressed the importance of prudent use
of the resources in the Petroleum Trust Fund and the
central bank’s profits to strengthen fiscal discipline.
Directors were concerned about the proliferation of
distress cases in the banking system, whose soundness
could be restored only through corrective measures at
the individual bank level and reinforcement of supervi-
sion and control. They were disappointed at the
authorities’ decision to maintain the official exchange
rate at a substantially overvalued level, which involved
economic and administrative costs, and urged an early
move to a unified market-based exchange rate system.
While improvements in government accounting prac-
tices had been implemented, Directors were concerned

about the lack of transparency and
timeliness in the prior reporting of
the Government’s accounts, and
were of the view that further
enhancements were needed.

Finally, Directors urged the
authorities to work closely with
Fund staff to formulate a compre-
hensive package of adjustment mea-
sures. They supported the idea of a
good staff-monitored program, pro-
vided that there first be a significant
improvement in policy
implementation.

Pakistan
In December 1995, Directors met
to conclude the Article IV consulta-
tion with Pakistan and to consider
its request for a stand-by arrange-
ment (see the section on Fund
Support of Member Countries). 
A sharp drop in external reserves
during July–November 1995 led
Pakistan to embark on a comprehen-
sive medium-term program of
macroeconomic adjustment and
structural reform. In 1994/95 pol-
icy implementation had been relaxed
and poor weather and crop disease
had affected growth and increased
inflation.

Real GDP growth recovered to
5.5 percent in 1994/95, but this
was lower than the target. Inflation,
which peaked at 15.3 percent in the
12 months ended in January 1995,
was 12.1 percent over the year.

National saving in 1994/95, at 12.9 percent of GDP,
was slightly lower than in 1993/94 (see Table 27).

Despite the macroeconomic imbalances, Pakistan
had taken a number of steps to liberalize its exchange
system since 1993–94. The rupee became fully con-
vertible for current transactions; ceilings on foreign
exchange purchases and other currency restrictions
were abolished; and in July 1994 Pakistan accepted the
obligations of Article VIII of the Fund’s Articles. To
maintain an adequate level of competitiveness and pro-
vide stability for the economy, Pakistan had followed a
managed floating exchange rate policy, based on small
periodic adjustments of the rupee vis-à-vis the U.S.
dollar.

Directors regretted that Pakistan’s adjustment and
reform effort had faltered but were nonetheless
encouraged by the reinvigoration of the authorities’
efforts in October 1995. They stressed that the new
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Table 26
NIGERIA: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in November 1995; annual percent change unless otherwise noted)

1992 1993 19941 19952

Domestic economy
Real GDP 2.9 2.3 1.3 3.3
Consumer price index (end of period) 48.8 61.3 76.8 35.0

External economy
Exports, f.o.b. 1.5 –8.2 –15.6 10.0
Imports, f.o.b. 10.7 –7.0 –17.9 8.1
Current account (in percent of 

adjusted GDP) –1.9 –2.8 –2.9 –1.6
Direct investment (in billions of 

U.S. dollars) 0.8 0.6 0.6 0.6
Capital account balance (in billions  of 

U.S. dollars) –7.0 –2.2 –1.7 –1.8
External debt (in percent of 

adjusted GDP) 90.7 89.7 90.6 90.3
Debt service (in percent of exports of 

goods and services) 69.9 43.3 47.7 46.1
Real effective exchange rate –17.2 9.0 83.2 –27.5
Gross international reserves 

(in billions of U.S. dollars)3 0.8 0.7 0.9 1.1

Financial variables
General government balance 

(in percent of GDP) –7.9 –18.1 –8.8 –1.4
Gross national saving

(in percent of GDP) 22.6 13.7 15.2 18.7
Gross domestic investment 

(in percent of GDP) 24.5 16.7 17.7 19.7
Broad money 51.3 48.0 38.4 18.1
Interest rate (discount rate) 17.5 26.0 13.5 . . .

1Estimated.
2Projected.
3Data on gross international reserves provided subsequent to the Board discussion by the Nigerian

monetary authorities are as follows: 1992, $0.7 billion; 1993, $1.3 billion; 1994, $1.7 billion; and
1995, $1.4 billion.



economic program should be rigor-
ously implemented to achieve its
objectives and rapidly re-establish
confidence and urged the authori-
ties to take additional corrective
actions if necessary. It was noted
that the large stock of short-term
external debt and low international
reserves allowed no scope for policy
slippages.

Fiscal consolidation was a corner-
stone of the adjustment program,
Directors observed. They pointed
out that a key element of the overall
reform would be the removal of the
regulatory import duty and a further
reduction of tariff rates and urged
the authorities to advance tariff
reform. Structural reforms to
improve the budget also needed vig-
orous implementation. Directors
placed strong emphasis on extend-
ing the general sales tax, broadening
agricultural taxation, and phasing
out tax exemptions and concessions.

Directors underscored the need
to control government expenditure
and improve its efficiency and com-
position. They called for greater
efforts to reduce unproductive
spending, including military expen-
ditures, and to increase devel-
opmental outlays. Directors
emphasized that privatization pro-
ceeds should not be used to finance
unsustainable increases in govern-
ment expenditure and that it was
critically important for Pakistan to
improve the transparency of its bud-
get management.

Key elements for bringing down monetary growth
substantially in 1995/96 were strengthening of the fis-
cal accounts, reducing government-directed credit, and
containing credit to public enterprises. To that end,
Directors welcomed the removal of the credit-to-
deposit ratio mechanism and the ceiling on rates of
return.

Directors stressed that it was imperative that
exchange rate policy be supported fully by restrained
fiscal and monetary policies to contain inflation and
preserve competitiveness. Most Directors felt that 
the flexible management of the exchange rate was
appropriate.

Several Directors observed that, in today’s global-
ized financial system with swift financial market reac-
tions, it was essential for Pakistan to establish a strong

track record of fundamental and sustained adjustment.
By doing so, it would restore and maintain the confi-
dence of the markets and the international community.

Peru
In December 1995, Directors met to conclude Peru’s
Article IV consultation and to discuss the midterm and
financing-assurances reviews of the third year of the
extended arrangement for Peru.

The Peruvian Government began implementing a
macroeconomic and structural adjustment program in
1990 to reverse the hyperinflation, negative real
growth, and external arrears that had developed over
the previous decade. Under the program, economic
activity rebounded strongly during 1993–94, and this
improvement continued in 1995. Economic growth,
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Table 27
PAKISTAN: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in December 1995; annual percent change unless otherwise noted)1

1992/93 1993/94 1994/95 1995/962

Domestic economy
Real GDP at factor cost 2.3 4.5 4.4 6.0
Consumer price index

(end of period) 9.1 11.9 12.1 9.0

External economy
Exports, f.o.b. (in millions of  

U.S. dollars) 6,782 6,685 7,884 8,988
Imports, f.o.b. (in millions of  

U.S. dollars) –10,049 –8,685 –10,137 –10,926
Current account balance

(in millions of U.S. dollars) –3,326 –1,650 –2,091 –2,665
Direct investment 310 360 440 949
Portfolio investment 137 289 1,090 116
Capital account balance

(in millions of U.S. dollars) 2,737 3,234 2,338 2,063
External debt (in percent 

of GDP) 45.5 48.2 44.7 44.1
Debt-service ratio (in percent 

of GDP)3 22.5 22.7 22.5 24.2
Real effective exchange rate2 2.1 –4.9 –0.3 . . .
Net international reserves

(in millions of U.S. dollars) 512 –1,880 –349 515

Financial variables
General government balance –9.8 –6.8 –6.7 –5.0
Gross national saving 

(in percent of GDP) 13.4 14.4 12.9 15.1
Total investment 

(in percent of GDP) 20.5 18.2 16.8 19.7
Money and quasi-money4 18.0 16.0 16.6 12.1
Nominal interest rate(s) 12.3 12.4 11.7 12.0

1Fiscal years (July 1 through June 30).
2Fund staff estimates.
3Excludes foreign currency deposit liabilities. Medium- and long-term debt service in percent of

goods and services and net private transfers.
4Changes in percent of the initial stock of domestic liquidity.



while slowing to a more sustainable level than that reg-
istered in 1994, remained above 7 percent (see Table
28), while the 12-month rate of inflation fell to about
10 percent in October 1995. The current account
deficit widened in the first half of 1995, reflecting
higher imports associated mostly with private invest-
ment. However, net official international reserves con-
tinued to increase on the strength of capital inflows.

The nonfinancial public sector balance (excluding
privatization receipts) was in surplus by 0.2 percent in
January–June 1995, compared with a projected deficit
of 0.4 percent. Lower noninterest spending and higher
net operating revenues of public enterprises more than
compensated for a shortfall in central government cur-
rent revenues due to delays in implementing tax
administration measures. Meanwhile, a more selective
implementation of projects enabled the authorities to
keep capital outlays below programmed levels.

During the first six months of 1995 the net domes-
tic assets of the Central Reserve Bank contracted by
about 24 percent with respect to currency in circula-
tion at the beginning of the year, compared with 1 per-
cent in the program. This development reflected the
stronger fiscal position, larger commercial bank reserve
requirement deposits, and larger placements of Central

Reserve Bank certificates of deposits.
During April–August 1995 the Cen-
tral Reserve Bank raised the redis-
count rate by more than 5 points,
increased the effective reserve
requirements of banks by reducing
their average period of computation,
and tightened regulations to ensure
full compliance with the reserve
requirement. The 12-month growth
rate of credit to the private sector,
although decelerating from about
34 percent in December 1994 to
28!/2 percent in September 1995,
remained higher than envisaged
under the program. The new sol
depreciated by 2.6 percent in real
effective terms between December
1994 and August 1995, mainly
because of the U.S. dollar’s depreci-
ation against other major currencies.

Peru is currently providing ade-
quately the core data to the Fund in
terms of periodicity, timeliness, cov-
erage, and quality. In their discus-
sion, Directors commended the
authorities for the impressive and
successful implementation in recent
years of sound macroeconomic
policies and structural reforms,
which had resulted in a significant

reduction of inflation, the resumption of rapid eco-
nomic growth, and the strengthening of the external
position to a comfortable level. The widening of the
current account deficit in 1995 resulting from the
rapid growth of domestic demand raised important
questions whether that development could be sus-
tained. However, Directors noted that the widening
of the external current account deficit reflected, in
part, investments undertaken by the private sector that
were essential to Peru’s economic development over
the medium term.

Directors emphasized that a further strengthening
of the fiscal stance was essential to ease demand pres-
sures and reduce inflation while allowing room for pri-
vate sector growth. They urged the authorities to
persevere in their efforts to enhance revenue collection
and welcomed their efforts to tighten spending. Direc-
tors also expressed admiration for the authorities’
interest in alleviating poverty and improving social
conditions.

Because of the heavy burden placed on monetary
policy by strong private capital inflows, the Board
called for a continuing close review of the rapid growth
of credit to the private sector. In that connection, the
need to strengthen the supervision of financial institu-
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Table 28
PERU: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in December 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP –1.8 5.6 13.0 7.5
Unemployment rate 9.4 10.1 8.8 . . .
Consumer price index 73.2 48.5 23.7 11.0

External economy
Exports, f.o.b. 4.2 –0.5 29.6 20.4
Imports, c.i.f. 15.9 –0.1 38.6 34.2
Current account balance

(in percent of GDP) –4.8 –5.2 –5.4 –7.4
Capital and financial account balance 6.4 7.0 11.5 8.9
External debt 3.7 4.2 7.2 7.1
Debt-service ratio (in percent of GDP) 60.9 64.8 57.1 . . .
Real effective exchange rate 2.8 –7.5 6.5 . . .
Net international reserves (in millions of

U.S. dollars) 308 264 2,337 906

Financial variables
General government balance (before

privatization, in percent of GDP) 0.3 0.6 0.7 0.5
Gross national saving (in percent of GDP) 11.6 13.3 16.1 16.5
Gross domestic investment 

(in percent of GDP) 16.4 18.6 21.5 23.9
Broad money (end of year) 84.1 75.2 46.8 29.9
Interest rate (lending, end of year) 16.9 15.2 15.2 . . .

1Projected.



tions to promote effective financial
intermediation was also emphasized.

Directors noted that the large
private capital inflows were putting
pressure on the currency to appreci-
ate, but they generally advised
against introducing capital controls,
which were not seen as a viable pol-
icy option. Directors emphasized the
importance of a tight fiscal policy
and the pursuit of a prudent wage
policy to help preserve
competitiveness.

Directors commended the far-
reaching reforms introduced in labor
market regulations, land rights, and
the pension system. They encour-
aged the Government to persevere
in its efforts to deepen the structural
reforms and, in particular, to move
forward decisively in privatizing state
enterprises. In the context of Peru’s
still difficult medium-term outlook,
Directors welcomed the agreement
reached in principle with commercial
creditors on a debt package and
encouraged the authorities to accel-
erate negotiations with non–Paris
Club bilateral creditors.

Philippines
The Board met in September 1995
to conclude the Article IV consulta-
tion with the Philippines. It did so
against a backdrop of a stronger-
than-expected economic perfor-
mance, but a policy performance that, despite
substantial progress, still had fallen short of plans.

Economic activity had begun to accelerate in the
second half of 1993, in response to policies enacted to
promote export-oriented growth, overcome power
shortages, liberalize the foreign exchange system,
maintain fiscal restraint, and improve the country’s
external position. To ensure a durable expansion, the
Government in 1993 formulated a medium-term
economic program that had at its core an overhaul 
of the tax system and restructuring of government
expenditure and that formed the basis for the
extended arrangement approved by the Fund in 
June 1994.

In 1994, the elements for a strong recovery were in
place. GNP growth rose to 5.3 percent, remittances
increased by 32 percent, the current account deficit
narrowed to 4!/2 percent of GNP, increased foreign
investment swung the overall balance into surplus, 
and inflation fell to 7.2 percent by year’s end (see

Table 29). These favorable trends had continued
through mid-1995: growth and inflation both
remained steady, reserves rebounded sharply in
response to a tightening of monetary policy in the sec-
ond quarter, and exports surged.

The Government in July submitted to Congress
legislation to redesign the tax system and reorganize
the Government. In June, the Oil Price Stabilization
Fund balance turned negative, but the Government
initiated measures to increase oil prices and, more
important, submitted legislation to establish an auto-
matic oil price mechanism and to lift oil price
controls.

In their discussion, Directors praised the authorities’
continuing efforts to open and liberalize the economy
and to restore macroeconomic balance, which, along
with greater political stability, had sparked the strong
rebound in growth. Given the improvement in the
Philippines’ external position, including the rapid
growth in exports and the sharp decline in the debt-
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Table 29
PHILIPPINES: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in September 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GNP 1.6 2.1 5.3 5.7
Unemployment rate (in percent) 9.8 9.3 9.5 9.5
Consumer price index 8.9 7.6 9.0 8.1

External economy
Exports (in billions of U.S. dollars) 9.8 11.4 13.5 17.4
Imports (in billions of U.S. dollars) 14.5 17.6 21.3 26.4
Current account balance 

(in percent of GNP) –1.6 –5.5 –4.5 –2.5
Direct and portfolio investment 

(net, in millions of U.S. dollars) 737 812 1,558 2,280
Capital and financial account balance 

(net, in millions of U.S. dollars) 1,693 2,306 4,498 2,437
External debt (in billions of U.S. dollars) 30.9 34.3 37.7 40.62

Debt-service ratio3 17.0 17.1 17.4 14.5
Real effective exchange rate (period average) 12.0 –2.3 6.6 5.9
Adjusted gross official reserves
(in billions of U.S. dollars)4 5.2 4.7 6.4 6.7

Financial variables (in percent of GNP 
unless otherwise noted)

Consolidated public sector balance –1.9 –2.2 –0.5 –0.1
Gross national saving 19.1 17.4 19.2 21.5
Gross national investment 21.0 23.4 23.5 24.8
Broad money (end of period) 27.8 31.7 34.7 38.3
Interest rate (annual average, in percent)5 16.1 12.3 13.6 11.3

1Data revised subsequent to the Board discussion.
2As of June 1995.
3In percent of exports of goods and services; after rescheduling.
4Gross reserves less securities and gold pledged as collateral for short-term loans.
5Interest rate on 91-day treasury bills.



service ratio, most Directors agreed with the authori-
ties’ decision to consider the extended arrangement
with the Fund as precautionary.

Considerable further efforts, however, would be
needed to transform this recovery into a sustained eco-
nomic expansion, in the Board’s view. Foremost
among the policy requirements would be an increase in
national saving, which would require prompt and deci-
sive fiscal consolidation, and Directors urged the Gov-
ernment to move forward with planned reforms as
quickly as possible. Tax reform would need to raise a
significant and steady stream of revenues for the gov-
ernment budget, and it was important to proceed with
rationalizing expenditures. Government reorganization
should aim to achieve a substantial reduction in the
civil service.

Apparent shifts in the demand for money and the
presence of large capital inflows have complicated the
task of monetary management. In response, Directors
noted, the authorities have shifted toward a limited
form of inflation targeting. Directors urged the author-
ities to err on the side of caution in conducting mone-
tary policy, by maintaining base money below the

program ceilings. They also noted that monetary con-
ditions would need constant monitoring if the gains in
reducing inflation were to be secured.

In this context, a variety of financial indicators
should be monitored, and, when warranted, policy
should be further tightened. In these circumstances,
they observed, the authorities should not resist market
pressures for an appreciation of the exchange rate.

Directors urged the Government to accelerate struc-
tural reforms and concurred with the authorities that
the fundamental solution to problems in the oil sector
would be prompt and full deregulation. In the interim,
they urged the Government to adjust domestic oil
prices and to eliminate the deficit in the Stabilization
Fund speedily. Directors commended the Philippines’
acceptance of obligations under Article VIII of the
Fund’s Articles. They welcomed the Government’s
medium-term tariff reduction program and urged the
lifting of remaining quantitative restrictions on agricul-
tural products. Finally, Directors commended the
Philippines for the timely and comprehensive statistics
provided to the Fund.

Subsequent to the Board discussion, in early 1996,
the Government implemented a
major extension of the value-added
tax and a substantial upward fuel
price adjustment. In addition, it
approved laws providing for deregu-
lation of the oil sector and the
removal of quantitative restrictions
on agricultural products. Economic
recovery also continued. GNP
growth rose to 5.7 percent in 1995,
propelled by manufacturing and
exports. Inflation, however,
increased to 11.5 percent in the first
four months of 1996 mainly as high
prices persisted pending full normal-
ization of rice supply. The imple-
mentation of the expanded
value-added tax and fuel price
adjustment also exerted a short-term
impact.

Senegal
Directors met in June 1995 to con-
clude Senegal’s Article IV consulta-
tion report and to conduct the
midterm review of the country’s first
annual arrangement under the
ESAF. (The second annual arrange-
ment under the ESAF was approved
in December 1995; see the section
on Fund Support of Member Coun-
tries.) The discussion took place
against the background of the
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Table 30
SENEGAL: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in June 1995; annual percent change unless otherwise noted)

1992 1993 19941 19952

Domestic economy
Real GDP 2.8 –2.1 2.0 4.5
Consumer price index –0.1 –0.6 32.1 7.8

External economy
Exports, f.o.b. (in millions of SDRs) 587.9 514.7 554.3 612.8
Imports, f.o.b. (in millions of SDRs) 852.0 789.0 716.9 774.5
Current account balance 

(in percent of GDP)3 –9.6 –10.2 –9.2 –7.7
Overall balance (in millions of SDRs) –92.5 –199.5 89.8 17.9
External debt (in percent of GDP) 56.0 62.5 80.2 72.5
Debt-service ratio4 22.7 22.5 18.9 17.7
Real effective exchange rate –1.0 –2.4 –35.2 . . .
Gross official foreign reserves

(in weeks of imports) 0.6 0.1 1.0 6.4

Financial variables
General government balance 

(in percent of GDP)5 –3.8 –4.0 –5.7 –2.6
Gross national saving (in percent of GDP) 4.4 3.0 4.4 7.9
Gross domestic investment 

(in percent of GDP) 14.0 13.2 13.6 15.6
Broad money (M2) 3.6 –12.6 39.2 19.6
Interest rate (discount, end of year) 12.5 10.5 10.0 . . .

1Estimated.
2Projected.
3Excluding official transfers.
4In percent of exports of goods, services, and private transfers.
5On commitment basis, excluding grants.



revenue rose only by about 8 percent, well below the
budget target of 15 percent.

External accounts improved sharply in 1994, with
the current account deficit, excluding grants, narrow-
ing to 2.9 percent of GDP. This reflected the strong
growth of nonenergy exports, including large ship-
ments of olive oil stocks, and a slowdown in import
growth following the completion of two major energy
projects. In 1995, the current account deficit was esti-
mated to have widened to 4.5 percent of GDP, in part
because of the drop in olive oil exports.

Directors commended the authorities for their
steadfast pursuit of structural reforms and prudent
macroeconomic policies. They welcomed the authori-
ties’ commitment to build on the progress achieved
and to pursue further structural reforms and macroeco-
nomic consolidation in a medium-term context. Direc-
tors considered the medium-term strategy based on
raising domestic saving and fostering a market-
oriented, open, and private-sector-driven economy

appropriate to achieving higher and
sustainable economic growth and
lower unemployment.

Directors welcomed the conclu-
sion of the Association Agreement
with the European Union. This was
seen as a critical framework for the
expansion of trade and a clear signal
of the authorities’ commitment to
the further development and mod-
ernization of the Tunisian economy
and its full integration into the
global economy. Continued adjust-
ment and reform were essential to
reaping the full benefits of the Asso-
ciation Agreement.

To preserve macroeconomic sta-
bility and free resources for higher
private investment, Directors
emphasized the need for further fis-
cal consolidation. In particular, they
noted that achieving the fiscal target
for 1996 would require forceful
implementation of the envisaged
revenue and expenditure measures.
The authorities’ intention to
develop and strengthen the value-
added tax system with a view to off-
setting the revenue losses resulting
from trade liberalization was wel-
comed. Directors also encouraged
increased efforts to contain the
growth of the wage bill in the con-
text of the ongoing civil service
reform and to reduce consumer sub-
sidies. Directors observed that a

strengthening of public finance would facilitate the
continued implementation of a prudent monetary
policy.

Directors broadly supported the Central Bank’s pol-
icy of keeping the real effective exchange rate stable in
the context of restrained financial and incomes policies.
They, nonetheless, stressed that the exchange rate pol-
icy should continue to be kept under close review.

The importance of strengthening the incentive sys-
tem in parallel with industrial restructuring to promote
higher saving and investment and attract large flows of
foreign direct investment was underscored. Directors
encouraged completing the liberalization of domestic
prices, introducing greater flexibity in the labor market,
strengthening human capital development, and moving
further with trade liberalization. They welcomed the
accelerated pace of privatization and urged its widening
to all sectors and to large public enterprises.

Directors encouraged the acceleration of financial
sector liberalization and urged that remaining controls
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Table 31
TUNISIA: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in February 1996; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 7.8 2.3 3.4 3.5
Consumer price index, average 5.8 4.0 4.7 6.2

External economy
Exports, f.o.b. (in U.S. dollar terms) 8.2 –6.5 23.7 16.52

Imports, c.i.f. (in U.S. dollar terms) 24.2 –4.4 6.9 20.82

Current account balance, excluding 
grants (in percent of GDP) –7.0 –7.7 –2.9 –4.5

Direct investment (in percent of GDP) 3.1 4.3 2.4 1.5
Capital account balance 

(in millions of SDRs) 861 794 674 679
External debt (in millions of SDRs, 

end of period) 5,444 5,609 5,922 6,318
Debt-service ratio3 20.2 20.6 18.5 18.7
Real effective exchange rate4 2.1 –1.2 0.5 2.1
Gross official reserves 

(in months of imports) 1.8 1.9 2.8 2.8

Financial variables
Central government balance, including 

foreign grants (in percent of GDP) –2.4 –2.9 –2.7 –2.8
Gross national saving (in percent of GDP) 22.2 21.3 21.4 21.1
Gross investment (in percent of GDP) 29.1 28.8 23.8 25.0
Money and quasi-money 7.2 7.0 7.8 7.6
Interest rate (in percent)5 11.3 8.8 8.8 8.8

1Estimated.
2Reflecting mainly the depreciation of the U.S. dollar against the currencies of Tunisia’s Euro-

pean trading partners.
3As percent of exports of goods and services; including Fund charges.
4Information Notice System.
5Money market rate.



Directors stressed that successful macroeconomic
stabilization needed to be supported by strong and
stepped-up progress in structural reform and noted
with concern that the pace of such reform had been
disappointing. Financial systems remained fragile, and
Directors urged country authorities to take strong
steps to reform the sector through improving banking
supervision, enhancing banks’ operational capabilities,
and strengthening the regulatory framework for non-
bank financial institutions. The pace of enterprise
restructuring, privatization, and reform of the legal sys-
tem also needed to be accelerated to ensure an effective
transition from state-run to market-oriented
economies.

Directors generally welcomed the pursuit of a flexi-
ble exchange rate policy by countries in the region. In
the case of Russia, some Directors questioned the feasi-
bility of simultaneously maintaining an exchange rate

band and sticking to the revised
money growth path needed for visi-
ble disinflation. For Russia, and for
other countries as well, Directors
emphasized the importance, in the
light of changing circumstances, of
keeping exchange rate policy under
review.

Noting the fragility of the exter-
nal position of many countries,
which in some cases was com-
pounded by a heavy external debt
burden, Directors urged country
authorities to restructure their exter-
nal debt and to normalize relations
with creditors. The prospects for
some other countries, such as Azer-
baijan, however, were more favor-
able, although Directors cautioned
that the prospect of large revenues
from oil exports should not weaken
the resolve to maintain disciplined
policies.

Georgia
In September 1995 the Executive
Board met to conclude the 1995
Article IV consultation with Georgia
and to conduct the first review of the
program under a stand-by arrange-
ment approved in June 1995. (In
February 1996, the stand-by
arrangement was replaced by Geor-
gia’s first annual arrangement under
the ESAF; see the section on Fund
Support of Member Countries.)

The Georgian economy began to
show signs of stabilization in 1995,

with remarkable progress in halting hyperinflation (see
Table 32) and stabilizing the coupon exchange rate.
The exchange rate first appreciated from an unofficial
rate of 5 million coupons per U.S. dollar at the begin-
ning of the stabilization effort in September 1994 to
1.3 million coupons by late 1994, but since then had
been stable against the U.S. dollar and had appreciated
against the Russian ruble. The rate of decline in output
slowed, with encouraging signs of increased activity in
agriculture, transportation, and retail trade.

A sharp reduction in the overall fiscal deficit from
16.5 percent of GDP in 1994 to 6.9 percent in the first
half of 1995) played a central role in the stabilization
effort. Revenue performance remained weak, mostly
because of inadequate tax administration. Expenditure
was reduced from over 24 percent of GDP in 1994 to
about 13 percent in the first half of 1995, but there
was little flexibility for further cuts.

94 A N N U A L  R E P O R T  1 9 9 6

T H E  F U N D  I N  1 9 9 5 / 9 6

Table 32
GEORGIA: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in September 1995; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP –44.8 –25.4 –11.4 –5.02

Employment –21.2 –9.7 –0.1 . . .
Consumer/retail prices 

(period average)3 887 3,125 18,922 1602

External economy
Exports, f.o.b. (in millions of 

U.S. dollars) 267 457 381 181
Imports, c.i.f. (in millions of 

U.S. dollars) 645 905 744 399
Current account balance (in millions

of  U.S. dollars) –318 –485 –446 –191
Capital account balance (in millions 

of  U.S. dollars) 248 306 –19.3 –56.1
Gross external debt (percent of GDP) 8.2 51.7 80.2 42.6
Debt-service ratio (percent of  exports

of  goods and nonfactor services) 0.7 2.9 31.1 51.2
Exchange rate (coupons/

U.S. dollar, period average)4 . . . . . . 1,102,300 . . .
Net international reserves (in billions 

of  coupons, end of period) –152 –37.4 3,308 –22,358

Financial variables
General government balance (in 

percent of GDP; accrual basis) –37.3 –26.2 –16.5 –5.92

Broad money (end of period; 
including foreign currency deposits) 62 3,093 73,267 55,699

Interest rate (commercial bank deposit 
rate for coupons) . . . . . . 12.5–15 3–5

1January–June unless otherwise indicated.
2Projection for entire year.
3Before 1993, according to the retail price index; after December 1993 according to a 295-good

Laspeyres index.
4According to the Tbilisi Interbank Currency Exchange.



believed that prospects were good for continued strong
output growth in 1996.

Directors were concerned, however, that the infla-
tion rate remained excessively high and that Mongo-
lia’s external position was still fragile, as evidenced by
the low level of reserves. They stressed the importance
of implementing policies for more ambitious reduction
of inflation and for strengthening the external position.
Directors supported the 1996 budget, with its provi-
sions for a higher current surplus in relation to GDP
and for avoiding domestic bank financing of the overall
deficit. They urged the Government to ensure that key
revenue measures were fully in place at an early date,
including eliminating income tax and customs duty
exemptions, extending the sales tax, and strengthening
tax administration. Firm control over current expendi-
ture would be critical, Directors stressed; limiting the
wage bill to less than the inflation rate and finalizing
plans to reduce civil service employment were priori-

ties. However, they said that ade-
quate provision of education and
health, in support of the country’s
urgent needs for human resource
development, should be made dur-
ing public sector downsizing.

Directors endorsed the 1996
financial program, which provided
for increased credit to facilitate pri-
vate sector activity while keeping
strict limits on loans to public enter-
prises. In their view, monthly credit
ceilings should be retained until
banks had established a record of
sound lending policies, and the grad-
ual development of indirect instru-
ments of monetary control should
continue. Directors saw a need to
strengthen the central bank so that it
could effectively conduct anti-
inflationary policies, and this would
entail comprehensive modern bank-
ing legislation. They urged the
authorities to accelerate rehabilita-
tion of the banking system, including
the strengthening of banking super-
vision and prudential regulation.

Directors stated that public enter-
prise reform was crucial to achieving
budgetary, credit, and inflation
objectives. In particular, energy
price increases should be imple-
mented at an early stage to cover
operating costs, help meet invest-
ment needs, reduce the need for
bank borrowing, and generate rev-
enue. Similarly, the cash privatiza-

tion program should be expanded to include large,
profitable public enterprises, and actions taken to speed
the rationalization or closure of unviable enterprises.

With regard to Mongolia’s external position, in the
Board’s view the Government would need to improve
absorptive capacity for official aid, avoid external com-
mercial borrowing, and maintain competitiveness.
Mongolia, Directors emphasized, was at a critical junc-
ture in its economic transformation. It would be essen-
tial to implement policies resolutely under the ESAF
arrangement and—in order to enhance credibility—to
avoid further policy slippages. Mongolia’s acceptance
of the obligations under Article VIII of the Fund’s
Articles was welcomed.

Poland
Directors concluded the 1995 Article IV consultation
with Poland in January 1996, reviewing the economic
developments over the previous year. Poland continued
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Table 33
MONGOLIA: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in February 1996; annual percent change unless otherwise noted)

1994 19951 19962

Domestic economy
Real GDP 2.3 6.3 5.0
Employment3 –12.7 0.9 3.0
Consumer prices (end of period) 66.3 53.1 25–30

External economy
Exports, f.o.b. (in millions of U.S. dollars) 367.0 451.0 436.5
Imports, c.i.f. (in millions of U.S. dollars) 370.5 473.0 500.8
Current account balance (excluding  

official transfers;  in percent of GDP) –5.8 –7.1 –9.6
Direct investment (in millions of 

U.S. dollars) 7.0 10.0 14.0
Capital account balance (in millions of 

U.S. dollars) –36.2 5.8 37.1
External debt (in percent of GDP)4 68.6 56.6 56.4
Debt service (in percent of current receipts)5 16.3 14.1 12.1
Exchange rate (Tug/US$, end of period) 414 474 539
Net official international reserves 

(in millions of  U.S. dollars) 37.2 50.0 60.0

Financial variables
Overall budget balance (in percent of GDP) –24.6 –11.1 –10.9
Gross national saving (in percent of GDP) 15.1 16.6 14.8
Gross capital formation (in percent of GDP) 20.9 23.7 24.4
Broad money 81.4 27.2 30.0
Interest rates6 72–264 72–150 . . .

1Preliminary.
2Revised program targets.
3Based on a sample of the largest enterprises.
4Excluding debt of 10 billion transferable rubles to Russia and other former members of the

Council for Mutual Economic Assistance (CMEA).
5Excluding servicing of medium- and long-term obligations in transferable rubles to Russia and

other former members of the CMEA.
6Central bank clearing rate, in percent a year.



to perform at the cutting edge of the
economies in transition, and yet this
strong progress had not been with-
out its risks.

The country had enjoyed impres-
sive GDP growth of over 6.5 per-
cent during the year under review
(see Table 34), reflecting growth of
9.4 percent in industrial production
and a 13 percent increase in agricul-
tural output. However, the expan-
sion in activity was unbalanced, since
it was driven mainly by exports and
investment, while domestic demand
remained subdued. Toward the end
of the year, however, there had been
signs of a pickup in real wages and
consumer confidence.

Net international reserves had
increased beyond expectations, over-
whelming the National Bank of
Poland’s sterilization capacity and
boosting broad money growth,
which complicated attempts to bring
down inflation. However, falling
food prices, a hardening of the
exchange rate policy, and some
tightening of the fiscal policy led to
a decline in inflation in the second
half of 1995.

The authorities’ main response to
the surge in net international
reserves was exchange rate action.
The focus was initially on slowing
down the rate of crawl, but in May
1995 an element of flexibility was
introduced in the form of a crawling
band of ±7 percent around the cen-
tral parity. The zloty quickly appre-
ciated to 5 percent (later 6 percent)
above the central rate. Moreover, in
December 1995 the authorities raised the central parity
by 6 percent and allowed the actual rate to appreciate
by 2!/2 percentage points.

The fiscal outcome in 1995 was better than
expected, with the general government deficit provi-
sionally estimated at 2#/4 percent of GDP, but was still
worse than in 1994. However, this good budgetary
outturn was in part the result of high wage growth
during 1995 (5 percent in real terms), which boosted
income tax receipts and social security contributions.
Privatization and corporate income tax revenues were
also higher than expected, while expenditures were
held slightly below projected levels.

The transformation to private ownership accelerated
toward the end of the year, and a revised draft of the

privatization law was being prepared. Also, a blueprint
for the medium-term pension reform was approved by
the Council of Ministers in December.

In their discussion, Directors commended Poland’s
impressive economic performance, including the very
rapid industrial growth and the boom in exports, not-
ing that the country’s success was the result of several
years of steadfast stabilization and reform efforts. They
observed, however, that reducing inflation had proved
more difficult than anticipated, and they emphasized
the importance of forward-looking, reform-oriented
policies for continued success.

Directors believed that further reduction of inflation
should be the top priority for macroeconomic policy,
and, to that effect, the framework for the conduct of
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Table 34
POLAND: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in January 1996; annual percent change unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP 2.6 3.8 6.0 6.5
Unemployment rate (end of period) 13.6 16.4 16.0 . . .
Consumer price index (period average) 43.0 35.3 32.2 28.4

External economy
Exports, f.o.b. (in millions 

of U.S. dollars) 13,997 13,585 16,950 22,971
Imports, c.i.f. (in millions 

of U.S. dollars) 13,485 15,878 17,786 24,395
Current account balance (in millions 

of U.S. dollars)2 1,575 –85 2,128 3,463
Direct investment (in millions 

of U.S. dollars) 284 580 542 900
Capital account balance (in millions 

of U.S. dollars) –1,472 –679 –330 4,788
External debt (end of period; 

in billions of U.S. dollars) 48.2 48.7 40.9 39.4
External debt-service ratio3 20.0 21.5 16.2 15.3
Commercial exchange rate depreciation

(–) against U.S. dollar (period average) –22.4 –24.9 –20.3 . . .
Net international reserves (increase; 

in millions of U.S. dollars) 1,614 634 2,534 9,200

Financial variables
General government balance 

(in percent of GDP) –6.6 –2.9 –2.0 –2.8
Gross national saving4 (in percent 

of nominal GDP) 17.0 15.5 17.8 18.6
Gross domestic investment (in percent 

of nominal GDP) 15.2 15.6 15.5 15.7
Broad money (money and quasi-money)5 57.5 36.0 38.3 34.0
Warsaw interbank offered rate 

(end of year, in percent) 44.3 34.1 28.4 25.5

1Fund staff estimates.
2Including unrecorded trade.
3In percent of exports of goods and nonfactor services in convertible currencies.
4July 1995.
5Percent change in stocks at end of year.



monetary and exchange rate policies needed to be clar-
ified. While the crawling-peg regime had served Poland
well in the past, Directors generally considered that a
more flexible exchange rate policy could increase the
effectiveness of monetary policy and bring about lower
inflation. These policies should be supported by a
tighter fiscal stance and resolute progress with struc-
tural reforms.

Directors commended the authorities for keeping
the general government deficit to below the target of 

3 percent of GDP but emphasized
the importance of making further
progress, primarily through fiscal
consolidation. Directors under-
scored the importance for continued
rapid growth and fiscal viability of
further structural reforms. They wel-
comed the progress made in mass
privatization and trade and exchange
reform, including the acceptance of
the obligations under the Fund’s
Article VIII. But progress in other
areas had not been so extensive, and
they urged that the authorities
encourage broad reform of social
security, strengthening of the revised
privatization law then under prepa-
ration, and a timely completion of
the restructuring and privatization
of the commercial banks. Also, wage
indexation should be reduced.

Romania
In December 1995 the Board met
to discuss developments in the
Romanian economy in 1994 and
1995 in the context of the 1995
Article IV consultation. They also
conducted a review of, and consid-
ered a request for the extension and
augmentation of, the stand-by
arrangement with the Fund
approved in May 1994 (see the sec-
tion on Fund Support of Member 
Countries).

Economic performance during
1994 was marked by a sharp
improvement in confidence, reflect-
ing forceful implementation by the
authorities of restrictive fiscal and
monetary policies. Real money
demand increased after four years of
decline. The exchange rate stabilized
at a market-clearing level by mid-
1994, after which substantial pur-
chases were made to rebuild official

reserves. Consumer price inflation plunged to one
third of its 1993 rate. Exports grew by 24 percent, and
real consumption increased substantially, with eco-
nomic growth accelerating to 4 percent in 1994 (see
Table 35).

Economic developments in the first nine months of
1995 were more problematic. Already in the second
half of 1994, slippages in structural policies were evi-
dent. The quasi-fiscal deficit in the enterprise sector
was not addressed forcefully enough, resulting in
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Table 35
ROMANIA: SELECTED ECONOMIC INDICATORS
(Data, except for 1995 outturn, as of Board discussion in December 1995; 
annual percent change unless otherwise noted)

1995_____________________
1992 1993 19941 Projection Outturn

Domestic economy
Real GDP –8.8 1.3 3.9 5.0 6.9
Unemployment rate 170 25.9 7.8 –10.0 –10.1
Consumer/retail prices (average) 210 256 137 31 32

External economy
Exports, f.o.b. 

(in billions of U.S. dollars) 4.3 4.9 6.1 7.4 7.5
Imports, c.i.f. 

(in billions of U.S. dollars) 5.4 6.0 6.6 8.9 8.8
Current account balance 

(in billions of U.S. dollars)2 –1.5 –1.2 –0.5 –1.5 –1.3
Direct investment 

(in billions of U.S. dollars) . . . . . . 0.3 0.4 0.4
Capital account balance

(in billions of U.S. dollars) 1.4 1.3 1.2 1.2 1.3
Gross external debt 

(in billions of U.S. dollars)3 3.4 4.4 5.5 5.94 6.2
Debt-service ratio 

(in percent of current receipts) 8.1 5.8 8.9 13.0 12.1
Lei/U.S. dollar (end of period) 460 1,276 1,767 2,5425 2,578
Net international reserves 

(in billions of lei, end of period)6 80 368 2,389 2,1925 3,426

Financial variables
General government balance 

(in percent of GDP) –4.6 –0.1 –1.0 –2.8 –2.5
Gross domestic saving 

(in percent of GDP) 22.9 23.8 24.9 24.9 25.5
Gross fixed domestic investment

(in percent of GDP) 18.8 17.9 20.0 21.0 20.8
Broad money (end of period) 80 141 138 527 667

Interest rate (weighted National 
Bank of Romania average,
in percent) 44 416 78 565 67

1Fund staff estimates.
2Excludes trade in transferable rubles.
3Convertible currencies, including letters of credit and payments due for imports received.
4September 1995.
5October 1995.
6Foreign currency and gold converted into lei at end-of-period exchange rates; gold and SDRs

valued at constant dollar prices.
7The figure for 1995 excludes interest payments by the Savings Bank.



ance (including from the emerging private sector), and
the impact of the nominal appreciation of the ruble.
The authorities also successfully introduced a treasury
bill market, which provided a critical source of nonin-
flationary finance.

Structural reforms during the year under review
included further trade liberalization (notably in the
export sector) and liberalization of the oil export
regime, but the rate and scale of privatization and land

reform were slower than expected.
Major social programs, including
that for unemployment benefits,
were both inadequate and financially
inviable.

Notwithstanding these difficul-
ties, Directors noted, the Russian
authorities had met all the targets
under the program to date, and they
commended the authorities on their
strenuous efforts to persevere in sta-
bilization process. Their progress
had been impressive when viewed
against the conditions at the begin-
ning of 1995. There were signs that
the real economy had finally begun
to recover from the collapse it 
had been enduring since 1991, and
inflationary pressures had eased
considerably.

Directors particularly com-
mended the resolve with which the
authorities had pursued the goal of
fiscal deficit reduction. Expenditure
had been severely compressed.
However, Directors expressed con-
cern over the sustainability and pos-
sible economic costs of that
compression. Noting that the fiscal
situation remained fragile, they
stressed that permanent reductions
in unproductive spending, together
with measures to improve revenue
performance, were urgently needed.
They welcomed the revenue package
introduced by the authorities, but
they considered that more needed to
be done to ensure the viability of fis-
cal policy over the medium term.

Directors emphasized that the
further reduction of inflation must
remain the policy priority. The
growth of the monetary base
needed to be firmly restrained. The
authorities would have to pay par-
ticularly close attention to the oper-
ation of the exchange rate band.

Directors emphasized the need to keep exchange rate
policy under continuous review, and for the authori-
ties to remain prepared to make adjustments if
necessary.

Directors expressed concern over difficulties in the
banking system and encouraged the authorities to take
strong steps to improve banking supervision and accel-
erate reforms that would lead to the restructuring of
the banking sector. In a number of other structural
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Table 36
RUSSIA: SELECTED ECONOMIC INDICATORS
(Data, except for full year 1995, as of Board discussion in September 1995; 
percent change over same period in previous year unless otherwise noted)

1995_____________________
1992 1993 1994 Jan.–Jun. Full year

Domestic economy
Real GDP1 –19 –12 –15 –4 –4
Registered unemployment2 0.8 1.1 2.1 2.7 3.2
Open unemployment2 4.8 5.5 7.1 7.7 8.3
Consumer price index, average 1,353 896 302 186 190

External economy
Exports, f.o.b. (in billions of 

U.S. dollars)3 52.1 58.3 69.6 36.9 78.6
Imports, c.i.f. (in billions of 

U.S. dollars)3 46.5 44.2 55.2 28.9 60.6
Current account balance 

(in billions of U.S. dollars)3 –4.2 2.6 3.4 2.9 4.7
Capital account balance 

(in billions of U.S. dollars)3 . . . –12.3 –19.3 –2.3 0.2
External debt . . . . . . 120.6 . . . 115.9
Debt-service ratio4 . . . . . . 24.9 . . . 20.3
Average exchange rate 

(rubles/U.S. dollar) 222 1,034 2,262 4,594 4,560
Net international reserves5 538 300 1 38 40

Financial variables
Federal government balance 

(in percent of GDP)6 –11.1 –6.9 –11.1 –3.4 –4.6
Enlarged government balance 

(in percent of GDP)7 –18.9 7.6 –10.1 –2.9 –4.9
Gross national saving . . . . . . 28.9 . . . 27.0
Gross national investment . . . . . . 27.7 . . . 25.9
Base money5 1,070 647 186 71 118
Net domestic assets of the 

monetary authorities3, 8 531 347 185 15 78
Refinance rate of central bank 

(end of period, percent) 80 210 180 180 160

1Goskomstat has recently revised its GDP statistics for 1992 and 1994. The figures shown here
are based on the official (unrevised) data.

2End-period level, in percent of the labor force.
3Consolidated for transactions both with states of the former Soviet Union and with other

countries.
4Public external debt service due, in percent of total exports and nonfactor services.
5Changes in relation to base money at beginning of the period.
6On a cash basis.
7Includes the federal and local governments, all extrabudgetary funds, and unbudgeted import

subsidies associated with foreign disbursements.
8The monetary authorities are defined to include the Central Bank of Russia and the Government. 



areas, notably land reform and priva-
tization, Directors urged the author-
ities to accelerate the pace of reform.

During the latter half of 1995,
following the Board discussion, the
Russian authorities continued to
comply with all the program’s mon-
etary and fiscal targets, although
with increasing difficulty toward the
end of the year. As a result of Rus-
sia’s performance under the pro-
gram, for the year as a whole
inflation fell to an average rate of
190 percent, compared with 302
percent in 1994. The year 1995 also
saw the first signs of a recovery of
industrial activity, particularly in
such areas as energy, metallurgy, and
chemicals. Real GDP remained
broadly stable in the course of 1995,
at an average level some 4 percent
below that recorded in 1994. On
the external front, the current
account surplus widened to 4.7 per-
cent of GDP from 3.4 percent in
1994. The introduction of the
exchange rate corridor with the
stated purpose, among others, of
stabilizing exchange rate percep-
tions, is generally judged to have
been a success. On the structural
front, policy performance continued
to be uneven. The restructuring of
the banking sector, for example, was
slow, and the pace and scale of the
privatization program was below
expectations. Little progress was
achieved in the area of land reform.
In March 1996 the Fund approved
an arrangement under the extended
Fund facility totaling SDR 6.9 bil-
lion (see the section on Fund Sup-
port of Member Countries).

Slovak Republic
The Board met in September 1995
to discuss under Article IV the eco-
nomic performance of the Slovak
Republic over the past year. The economy had turned
around dramatically during 1994, with 5 percent
growth, a 6 percent surplus on the current account, a
doubling of official foreign reserves, and a halving of
inflation to 12 percent (see Table 37). These develop-
ments resulted from the combination of a 20 percent
surge in exports (spurred on by productivity growth
and progress in restructuring) and low domestic

demand resulting from sizable fiscal adjustment and
tight credit. Growth was sustained in the first half of
1995, with preliminary data pointing to a stronger-
than-expected recovery of domestic demand led by
investment and nongovernment consumption.

The fiscal deficit was reduced by 6 percentage
points to 1!/2 percent of GDP in 1994, much below the
program target (under a stand-by arrangement
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Table 37
SLOVAK REPUBLIC: SELECTED ECONOMIC INDICATORS
(Data, except for 1995 outturn, as of Board discussion in September 1995; 
annual percent change unless otherwise noted)

1995____________________
1992 1993 19941 Jan.–June Outturn

Domestic economy
Real GDP –7.0 –4.1 4.8 6.1 7.5
Unemployment rate (in percent 

of labor force, period average) 11.3 12.8 14.6 14.3 13.8
Consumer price index 

(CPI; 12-month change) 9.1 25.0 11.7 10.5 7.2

External economy
Exports, f.o.b. (in billions of 

U.S. dollars) 6.5 5.4 6.7 4.2 8.6
Imports, c.i.f. (in billions of 

U.S. dollars) 7.2 6.42 6.6 4.2 8.5
Current account balance 0.03 –0.6 0.7 0.3 0.6
Foreign direct investment, net 

(in billions of U.S. dollars) 0.1 –0.4 0.3 0.1 0.2
Other medium- and long-term 

capital (in billions of U.S. dollars) 0.3 0.6 0.7 0.1 0.7
Overall balance (in billions of 

U.S. dollars) –0.5 0.4 1.4 0.6 1.6
External debt (in billions of 

U.S. dollars, end of period)4 2.8 3.4 3.9 . . . 4.5
Debt-service ratio

(in percent of total exports) 3.3 8.9 8.7 . . . 12.0
Real effective exchange rate 

(CPI-based; average) 1.1 0.8 –0.3 1.5 1.9
Official reserves (end of period; 

in billions of U.S. dollars) 0.8 0.9 2.2 3.1 3.9

Financial variables
General government balance 

(in percent of GDP) –12.8 –7.62 –1.4 2.0 0.6
Gross national saving 

(in percent of GDP) 23.23 18.05 22.8 21.56 . . .
Gross domestic investment 

(in percent of GDP) 22.83 21.95 17.1 19.56 . . .
Broad money (end of period) 4.7 18.5 18.4 2.9 20.8
Interest rate (credit to private

sector; average) 16.1 14.1 14.9 14.6 14.5

1Preliminary.
2Military imports of $170 million in 1993 (in exchange for a write-down of Slovak claims on Rus-

sia) are captured in the external accounts (imports) but not in the fiscal accounts.
3After fiscal transfers from the Czech lands, estimated at about 7 percent of GDP.
4Excluding disputed interbank liabilities to the Czech Republic.
5Military imports from Russia are excluded from foreign saving and the general government

deficit.
6Projection for the whole year.



which were estimated to have
increased by about 40 percent in
U.S. dollar terms over the first three
quarters of the year, more than off-
setting the fall in trade with coun-
tries in the former Soviet Union.
This good performance reflected
earlier trade liberalization measures.
Imports remained essentially flat, as
a contraction in energy imports off-
set an increase in other imports. The
exchange rate was relatively stable
during much of the first half of
1995, when capital inflows helped
to strengthen the balance of pay-
ments. But as policy implementation
weakened during the summer, the
karbovanets depreciated, stabilizing
again in October–November when
the National Bank took steps to
tighten monetary policies to restore
confidence. The real exchange rate
appreciated by about 60 percent
over 1995, but the economy’s exter-
nal competitiveness continued to be
supported by a low level of dollar
wages compared with the country’s
main competitors.

Consumer price inflation slowed
significantly during the first half of
1995, but it picked up in September
and October because of the loosen-
ing of monetary policy, administered
price adjustments, and seasonal fac-
tors. When the National Bank tight-
ened its credit policy in October,
this helped to correct the inflation-
ary trend, and the monthly inflation
rate fell to 4.6 percent in December.

Directors regretted that Ukraine’s reform effort
had faltered in the second half of 1995, after a promis-
ing start under the adjustment program supported 
by the Fund. Although impressive achievements had
been realized initially, including lower inflation, a
reduced budget deficit, and a liberalized exchange 
and trade system, slippages in important policy areas 
in the second half of 1995 had damaged the credibility
of the authorities’ policies. In particular, Directors
noted with concern the continued accumulation of
external arrears on debt-servicing and current pay-
ments obligations, weakening fiscal performance, 
slow progress in areas of systemic reform, and 
limited progress on privatization and private sector
development.

Directors were encouraged by the implementation
of corrective actions in some areas, including the

tightening of monetary policy late in the year. They
urged the authorities to take further actions to revive
the adjustment and reform program and pave the way
for a resumption of financial support from the Fund
and the international community. The highest priority
was correcting Ukraine’s macroeconomic imbalances,
which required sustained fiscal adjustment. The
authorities’ budgetary targets for 1996 were not
attainable on the basis of the current policies. They
emphasized the need for a prudent wage policy, a bet-
ter targeting of social benefits, and a move to a com-
mercial system of interenterprise dealings in external
energy trade.

Directors agreed that a flexible exchange rate
regime should be maintained, supported by financial
restraint to contain inflation and preserve competitive-
ness. They were concerned by the large increase in base
money during December 1995 and urged the authori-
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Table 38
UKRAINE: SELECTED ECONOMIC INDICATORS
(Data as of Board discussion in January 1996; percent change over same period in previous year
unless otherwise noted)

1992 1993 1994 19951

Domestic economy
Real GDP –17 –17 –23 –13
Employment –2.0 –2.3 –3.8 . . .
Consumer price index 1,210 4,735 891 376

External economy
Exports, f.o.b. (in billions of U.S. dollars) 11.3 12.8 11.8 12.3
Imports, c.i.f. (in billions of U.S. dollars) 11.9 15.3 14.2 14.4
Current account balance (in millions 

of U.S. dollars) –621 –854 –1,395 –1,380
Direct investment (in millions 

of U.S. dollars) 170 200 91 120
Capital account balance (in millions

of U.S. dollars) –2,087 –317 –238 –2,206
External debt service (in millions 

of U.S. dollars) 16 197 1,787 1,531
Debt-service ratio 0.1 1.2 12.4 10.2
Exchange rate (Krb/US$ auction rate; 

end of period) 749 25,000 104,200 183,000
Net international reserves (in millions 

of U.S. dollars; end of period) . . . . . . 284 –486

Financial variables
General government balance 

(in percent of GDP) –29.3 –11.8 –8.2 –4.1
Gross national investment 

(real percentage change) –36.9 –10.3 –22.7 . . .
Broad money (M3)2 921 2,103 465 105
Statutory refinance rate

(in percent a year; end of period) . . . . . . 252 105

1Fund staff estimates.
2Foreign currency deposits valued at parallel exchange rates through September 1994. For pur-

poses of comparison, foreign currency components of actual observations for 1995 are valued at the
program exchange rate, which is an accounting exchange rate.



recent rise in the use of Fund resources and the revolv-
ing nature and medium-term maturity of the Fund’s
balance of payments assistance (Chart 8).

Taking into account both purchases and repur-
chases, Fund credit outstanding in the GRA increased
by SDR 4.2 billion in 1995/96, from SDR 32.1 billion
as of April 30, 1995 to SDR 36.3 billion as of April 30,
1996. (Details are provided in Appendix II, Table
II.10.) If net disbursements under the SAF and ESAF
are also included (see below), Fund credit outstanding
under all facilities increased by SDR 5.2 billion in
1995/96, from SDR 36.8 billion on April 30, 1995 to
SDR 42.0 billion on April 30, 1996 (Chart 9). With
the projected strong demand for use of the Fund’s

general and ESAF Trust resources, total Fund credit
outstanding is expected to continue to rise in the
period immediately ahead.

Stand-By and Extended Arrangements
Commitments under stand-by arrangements totaling
SDR 9.6 billion were approved in 1995/96, including
commitments under new arrangements for 19 coun-
tries and augmentation of access under existing
arrangements for two other countries (Appendix II,
Table II.1). Noteworthy among these commitments
was the augmentation of the stand-by arrangement
with Mexico. This arrangement, totaling SDR 12.1 bil-
lion, which had been approved in February 1995 with
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Table 39
SELECTED FINANCIAL INDICATORS
(In millions of SDRs)

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

During period

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

Stand-by and first credit tranche 1,702 1,183 1,975 2,343 2,940 1,052 7,587 9,127
Extended Fund facility 188 2,449 2,146 1,571 2,254 746 1,595 1,554
Compensatory and contingency 

financing facility 238 808 2,127 1,381 90 718 287 9
Systemic transformation facility — — — — — 2,725 1,123 136

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

By region 2,682 5,267 6,823 5,903 5,877 5,903 11,178 12,303
Africa 701 1,289 577 740 377 1,185 1,022 2,324
Asia 469 525 1,714 1,476 1,806 690 383 367
Europe 338 268 1,960 1,516 1,343 3,258 2,896 5,046
Middle East — 66 — 333 26 11 76 129
Western Hemisphere 1,174 3,119 2,572 1,838 2,325 758 6,801 4,437

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

End of period

Total outstanding credit 
provided by Fund 25,520 24,388 25,603 26,736 28,496 29,889 36,837 42,040

Of which:
General Resources Account 23,700 22,098 22,906 23,432 24,635 25,533 32,140 36,268
Special Disbursement Account 965 1,549 1,729 1,865 1,879 1,835 1,651 1,545
Administered accounts

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

Percentage change in total outstanding credit –14 –4 5 4 7 5 19 12
Number of indebted countries 83 87 81 82 90 93 99 97

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



SDR 1.88 billion as of April 30, 1996 from SDR 1.79
billion a year earlier. The Board established a net
income target of SDR 94 million for 1996/97 and set
the proportion for the rate of charge at 109.4 percent
of the SDR interest rate.

Total precautionary balances (reserves plus the bal-
ances in the SCA-1 and the SCA-2) amounted to 
SDR 3.5 billion as of April 30, 1996, equivalent to 
9.7 percent of total Fund credit outstanding. Precau-
tionary balances generally available to protect the
Fund’s financial position against the consequences of
overdue repurchases in the GRA (reserves plus the bal-
ance in the SCA-1) totaled SDR 2.6 billion, which was
equivalent to 236 percent of credit outstanding to
countries in arrears to the Fund by six months or more
(SDR 1.1 billion). (For a discussion of the Fund’s gold
holdings, see Box 11 on preceding page.)

The level and adequacy of the Fund’s precautionary
balances were considered by the Board in April 1996.
In reaching a judgment on the adequacy and appropri-
ate rate of accumulation of precautionary balances,
Directors are guided by two general principles. First,
precautionary balances should fully cover credit out-
standing to members in protracted arrears to the
Fund; and second, precautionary balances should also
include a margin for the potential exposure to risk
related to credit outstanding to members currently
meeting obligations on a timely basis. After taking
into account the expansion of outstanding credit and
such qualitative factors as the strength and persever-
ance of members’ adjustment efforts and their
progress toward medium-term balance of payments
viability, Directors agreed to set the net income target

for 1996/97 and the contribution to the SCA-1,
respectively, at 5 percent of reserves at the beginning
of the year.

Overdue Financial Obligations
The level of outstanding overdue financial obligations
to the Fund declined significantly in 1995/96 from
SDR 3.0 billion on April 30, 1995 to SDR 2.2 billion
on April 30, 1996. This decrease resulted largely from
the clearance of arrears by Zambia (SDR 830 million)
and Bosnia and Herzegovina (SDR 25 million) in
December 1995.

There were no new cases of protracted overdue
obligations to the Fund in 1995/96, and the number
of countries in arrears to the Fund by six months or
more decreased from eight to six. Of the six countries
in protracted arrears as of April 30, 1996, all were in
arrears to the GRA; four to the SDR Department;
three to the Trust Fund; and two were in arrears on
SAF obligations. Selected data on arrears to the Fund
are shown in Table 40, and further information on
countries’ overdue obligations by type and duration is
shown in Table 41.

As of April 30, 1996, four countries remained 
ineligible to use the general resources of the Fund,
pursuant to declarations under Article XXVI, Sec-
tion 2(a)—Liberia, Somalia, Sudan, and Zaïre. These
four countries accounted for 96 percent of total over-
due obligations to the Fund on that date. Declarations
of noncooperation remained in effect with respect to
three countries: Liberia (issued March 30, 1990),
Sudan (September 14, 1990), and Zaïre (February 14,
1992).
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Table 40
ARREARS TO THE FUND OF COUNTRIES WITH OBLIGATIONS OVERDUE BY SIX MONTHS OR MORE
(In millions of SDRs; end of period)

Financial Year Ended April 30_____________________________________________________________________________________
1991 1992 1993 1994 1995 1996

Amount of overdue obligations 3,377.7 3,496.0 3,006.4 2,911.3 2,982.6 2,174.9

Number of countries 9 10 12 9 8 6
Of which:

General Department 3,171.7 3,274.1 2,768.3 2,729.5 2,809.1 2,001.6
Number of countries 9 10 12 9 8 6

SDR Department 27.3 37.5 49.9 51.4 46.3 53.1
Number of countries 6 7 9 8 5 4

Trust Fund 178.7 184.3 188.3 130.4 127.2 120.2
Number of countries 6 6 6 4 4 3

Number of ineligible members 8 8 7 5 5 4



Progress Under the Strengthened
Cooperative Strategy
The strengthened cooperative strategy to resolve the
problem of protracted overdue obligations to the Fund
was formulated in early 1990 and was endorsed by the
Interim Committee in May of that year. The three key
elements of the strategy—prevention, intensified col-
laboration, and remedial measures—continued to be
implemented in 1995/96, in order to assist overdue
countries in finding solutions to their arrears problems
and to prevent the emergence of new arrears.

Prevention
Preventive measures to keep new cases of arrears from
emerging or becoming protracted remain the key first
element of the Fund’s arrears strategy. These measures
comprise four components—the conditionality associ-
ated with the use of Fund resources; assessments of
borrowing countries’ medium-term balance of pay-
ments viability and capacity to repay; cooperation with
donors and other official creditors to ensure that
adjustment programs supported by the Fund are ade-
quately financed; and technical assistance in the formu-
lation and implementation of appropriate adjustment
programs. During the past year, two developments
have reinforced the Fund’s ability to assess a member’s
capacity to repay and to identify potential problems in
the period while Fund resources remain outstanding—
the introduction of debt-sustainability analyses pre-
pared jointly by the staffs of the Fund and the World
Bank for the heavily indebted poor countries, and the
strengthening of surveillance.

Over the past year, the Fund and Bank staffs have
intensified their collaboration in analyzing the
prospects for debt sustainability of heavily indebted
poor countries. More comprehensive analyses of coun-
tries’ overall external debt situations and medium-term

sustainability have been undertaken, including in the
context of work on Fund-supported programs, policy
framework papers, Article IV consultations, and the
Bank’s country assistance strategies. Some of the results
of these efforts include highlighting the issue of coun-
tries’ capacity to repay and helping to ensure that the
volume and terms of new lending are consistent with
that capacity.

In the aftermath of the Mexican crisis of late 1994
and early 1995, it was agreed that surveillance practices
should be strengthened to better enable the Fund to
identify emerging financial tensions at an early stage.
The efforts to strengthen Fund surveillance include
improving the availability and quality of economic data
and introducing a more continuous surveillance
process, including for countries where the Fund’s
exposure is large. 

Intensified Collaboration 
and the Rights Approach
The Fund continued to work closely during 1995/96
with countries in arrears in order to resolve the prob-
lem of their overdue financial obligations. Intensified
collaboration was designed as a means of coordinating
efforts in this regard. It provides a framework for coun-
tries in arrears to establish a track record of policy and
payments performance, to mobilize resources from
international creditors and donors, and to normalize
relations with the Fund, including the clearance of
overdue obligations. A country’s economic policies
might be formulated in the context of a rights accumu-
lation program, or a Fund- or staff-monitored
program.

The availability of the rights approach is limited to
the 11 countries in protracted arrears to the Fund at
the end of 1989. To avail themselves of this approach,
these countries must enter into a medium-term rights
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Table 41
ARREARS TO THE FUND OF COUNTRIES WITH OBLIGATIONS OVERDUE BY SIX MONTHS OR MORE, 
BY TYPE AND DURATION, AS OF APRIL 30, 1996
(In millions of SDRs)

By Type By Duration_______________________________ _____________________________________________
General Dept. SDR Trust Less than 3 years

Total (incl. SAF) Dept. Fund one year 1–2 years 2–3 years or more

Iraq 25.2 0.1 25.1 — 3.0 4.9 3.8 13.5
Liberia 433.6 389.4 13.5 30.7 11.1 11.9 13.3 397.3
Somalia 181.3 169.0 4.6 7.7 7.2 8.1 10.2 155.8
Sudan 1,183.3 1,101.5 — 81.8 29.2 30.3 35.3 1,088.5
Yugoslavia, Federal Republic of 

(Serbia/Montenegro) 72.0 62.1 9.9 — 8.9 14.3 23.8 25.0
Zaïre 279.6 279.6 — — 29.5 50.9 67.3 131.9_______ _______ ____ _____ ____ _____ _____ _______
Total 2,174.9 2,001.6 53.1 120.2 88.9 120.4 153.7 1,812.0



nors that Sudan be required to withdraw from the
Fund.

SDR Transactions and Operations
Allocations of SDRs, the international reserve asset cre-
ated by the Fund to supplement existing reserve assets,
have totaled SDR 21.4 billion since January 1970.
These are held largely by Fund member countries, all
of which are participants in the SDR Department, with
the balance held by the Fund’s GRA and by official
entities prescribed by the Fund to hold SDRs. Pre-
scribed holders do not receive SDR allocations, but
they can acquire and use SDRs in transactions and
operations with participants in the SDR Department
and with other prescribed holders under the same
terms and conditions as participants. During 1995/96
the number of prescribed holders remained unchanged
at 15.14 In response to a request by the Interim Com-
mittee in April 1995, the Fund has embarked on a
broad review, with the involvement of outside experts,
of the role and functions of the SDR in light of
changes in the world financial system (see the section
on the Present and Future Role of the SDR, above).

The SDR is the unit of account for Fund operations
and transactions and is also used as a unit of account,
or the basis for a unit of account, by a number of other
international and regional organizations and interna-
tional conventions. In addition, to a very limited extent
the SDR has been used to denominate financial instru-
ments created outside the Fund by the private sector
(private SDRs). At the end of 1995/96, the currencies
of three member countries were pegged to the SDR.

SDR Valuation and Interest Rate Basket
Since January 1, 1981 the value of and interest rate on
the SDR have been determined on the basis of a uni-
fied basket of five currencies. The valuation of the SDR
was reviewed by the Board in September 1995 and the
valuation basket was revised effective January 1, 1996.
The currencies included in the basket, which are those
of the five member countries with the largest exports
of goods and services during the five-year period end-
ing one year prior to the date of the revision, remained
unchanged. However, the initial weights of these cur-
rencies were modified to reflect changes from 1985–89
to 1990–94 in their relative importance in international

trade and reserves, as measured by the value of exports
of goods and services of the countries issuing the cur-
rencies and the balances of the currencies held as
reserves by members of the Fund. The currency
weights were translated into currency amounts in such
a manner as to ensure that the value of the SDR was
the same on December 29, 1995 (the last business day
of 1995) under both the revised and previous baskets.
The initial weights and the corresponding amounts of
each of the five currencies in the revised and previous
baskets are shown in Table 42. The revised basket will
be in effect until December 31, 2000.

Since August 1, 1983 the SDR interest rate has been
calculated weekly as a weighted average of interest rates
on selected short-term instruments in the five countries
whose currencies are included in the valuation basket.
In September 1995 the Board also reviewed the finan-
cial instruments included in the SDR interest rate bas-
ket and decided that those instruments would remain
unchanged. The interest rates and instruments are the
market yield on three-month treasury bills in the
United States, the three-month interbank deposit rate
in Germany, the three-month rate on certificates of
deposit in Japan, the three-month rate on treasury bills
in France, and the market yield on three-month trea-
sury bills in the United Kingdom.

SDR Transfers
A sharp increase in the use of SDRs by member coun-
tries to discharge their financial obligations to the
Fund in 1995/96 was combined with a substantial
growth in transfers among participants and prescribed
holders as well as a very high level of transfers from
the GRA to participants. Total transfers of SDRs 
in 1995/96 rose to a new record level of SDR 27.4
billion, surpassing the previous record level of 
SDR 20.3 billion set in 1994/95. Summary data on
transfers of SDRs by participants, the GRA, and pre-
scribed holders are presented in Table 43 (see also
Appendix II, Table II.12).
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14These prescribed holders of SDRs are the African Develop-
ment Bank, African Development Fund, Arab Monetary Fund,
Asian Development Bank, Bank of Central African States, Bank
for International Settlements, Central Bank of West African
States, East African Development Bank, Eastern Caribbean Cen-
tral Bank, International Bank for Reconstruction and Develop-
ment, International Development Association, International
Fund for Agricultural Development, Islamic Development Bank,
Latin American Reserve Fund, and Nordic Investment Bank. 

Table 42
CHANGE IN SDR VALUATION BASKET
(Initial percentage weights; amounts of currency units
in parentheses)

Currency January 1, 1996 January 1, 1991

U.S. dollar 39 (0.582) 40 (0.572)
Deutsche mark 21 (0.446) 21 (0.453)
Japanese yen 18 (27.2) 17 (31.8)
French franc 11 (0.813) 11 (0.800)
Pound sterling 11 (0.105) 11 (0.0812)



Transfers of SDRs from participants to the GRA
more than doubled from SDR 2.9 billion in 1994/95
to SDR 7.7 billion in 1995/96, reflecting mainly a
jump in use of SDRs for repurchases from SDR 1.2 bil-
lion in 1994/95 to SDR 5.6 billion in 1995/96, when
repurchases in SDRs represented more than 80 percent

of total repurchases. With the growth in outstanding
Fund credit, charges paid in SDRs increased to 
SDR 2.0 billion in 1995/96, despite a decline in the
average rate of charge. Other transfers to the GRA
totaling SDR 0.1 billion consisted of small amounts for
quota payments, interest on the SDR holdings of the
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Table 43
TRANSFERS OF SDRS
(In millions of SDRs)

Annual Averages1 Financial Years Ended_____________________________________________________
1/1/70– 5/1/78– 5/1/81– 5/1/83– 5/1/87– April 30 1/1/70–__________________________
4/30/78 4/30/81 4/30/83 4/30/87 4/30/93 1994 1995 1996 4/30/96

Transfers among participants 
and prescribed holders

Transactions with designation
From own holdings 221 294 815 165 — — — — 5,016
From purchase of SDRs from Fund 43 1,150 1,479 1,744 164 — — — 14,727

Transactions by agreement 439 771 1,262 3,121 6,023 3,122 8,987 8,931 78,155
Prescribed operations — — 277 520 1,453 406 124 1,951 13,835
Fund-related operations — — — 43 203 436 301 704 2,829
Net interest on SDRs 42 161 259 285 410 121 174 319 5,564

Total 744 2,377 4,092 5,878 8,254 4,085 9,586 11,905 120,126

Transfers from participants  
to General Resources Account

Repurchases 306 809 702 991 1,956 642 1,181 5,572 29,474
Charges 259 620 1,233 2,574 1,887 1,425 1,386 1,985 32,893
Quota payments 24 1,703 175 1,591 2,151 71 24 70 25,097
Interest received on General 

Resources Account holdings 16 135 551 307 81 336 262 53 4,007
Assessments 1 1 2 4 4 4 4 4 67

Total 606 3,269 2,662 5,466 6,079 2,478 2,857 7,683 91,538

Transfers from General Resources 
Account to participants and 
prescribed holders

Purchases 208 1,474 2,227 2,554 2,067 2,676 5,970 6,460 48,325
Repayments of Fund borrowings — 88 86 614 1,261 300 862 — 11,620
Interest on Fund borrowings 4 27 183 443 295 162 97 — 4,286
In exchange for other members’ 

currencies 
Acquisitions to pay charges — 3 95 896 388 166 99 49 6,422
Acquisitions to make quota 

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

Remuneration 26 165 604 1,536 1,021 958 815 1,092 17,058
Other 29 7 22 17 53 108 51 259 1,109

Total 442 1,911 3,217 6,059 5,085 4,370 7,894 7,859 90,716

Total transfers 1,792 7,556 9,971 17,404 19,418 10,933 20,336 27,448 302,379

General Resources Account 
holdings at end of period 1,371 5,445 4,335 1,960 7,930 6,038 1,001 825 825

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



providing internships at their
national agencies for graduates of
the Scholarship Program.

The Institute, in collaboration
with the Research Department, has
been responsible for organizing a
series of seminars on current topics
in economics as part of an internal
training program for Fund econo-
mists. Nine internal training semi-
nars were organized in 1995/96,
with over 650 participants attend-
ing. In the latter part of the financial
year the Institute was given respon-
sibility for a significantly expanded
program of internal training in eco-
nomics to begin in early financial
year 1997.

The Institute staff arranged brief-
ings for official visitors to the Fund
on a wide range of topics, including
the structure and operations of the
Fund, exchange rate management,
and macroeconomic and financial
policies. During 1995/96 the Insti-
tute arranged 28 such briefings for
370 officials. Institute staff also
organized a special seminar for
senior World Bank managers to brief
them on Fund policies and proce-
dures, and a one-week course was
provided for the U.S. Foreign Ser-
vice Institute.

Fiscal Affairs Department
In 1995/96 the total technical assis-
tance program of the Fiscal Affairs
Department grew by about 8 per-
cent. The program remained diverse both geographi-
cally and by fiscal discipline. External financing
continued to play an important role in the delivery of
technical assistance by the department.

The demand for fiscal technical assistance showed
an upward trend. A total of some 103 person-years 
of technical assistance was provided to 111 member
countries, compared with 95 person-years and 
107 countries in 1994/95. Within this total, more
technical assistance was provided to Africa, the Baltic
countries, Russia, and other countries of the former
Soviet Union, as well as Middle Eastern and Western
Hemisphere countries. New and ongoing institution-
building assistance projects in tax administration and
public expenditure management accounted for the
major share of technical assistance provided to Africa,
the Baltic countries, Russia, and other countries of 
the former Soviet Union. More staff missions and

short-term experts were provided to countries in the
Middle East and Western Hemisphere than in previ-
ous years.

As in previous years, the bulk of the department’s
technical assistance activity in 1995/96 was in the
areas of tax and customs administration and public
expenditure management, which lend themselves to
effective resident expert assignments. Public expendi-
ture management accounted for about one third of the
department’s technical assistance resources; tax and
customs administration absorbed almost 45 percent of
these resources, with a noticeable increase (almost one
third) over 1994/95. The department also remained
active in providing policy advice. Assistance in the areas
of tax policy increased slightly, and that in macro fiscal
management increased almost fivefold (from a low
level last year). Policy advice in the areas of social safety
nets accounted for about the same amount of resources
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Table 44
TECHNICAL ASSISTANCE DELIVERY
(In person-years)

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

Fund technical assistance budget 188.8 194.0 220.0 211.4
Staff 90.0 100.9 115.7 108.6
Headquarters-based consultants 21.2 20.5 22.1 23.5
Experts 77.6 72.6 82.3 79.3

External technical assistance resources 55.0 68.6 80.5 97.5
United Nations Development Program 28.9 19.3 16.6 25.0
Japan 20.3 40.1 51.4 65.0
Other 5.8 9.2 12.4 7.5

Total technical assistance resources 243.8 262.6 300.6 309.0

Total resources provided, 
by department

Monetary and Exchange Affairs Department 96.8 105.7 138.1 137.3
Fiscal Affairs Department 82.5 94.8 95.1 99.8
Statistics Department 40.5 35.5 37.9 39.2
IMF Institute 11.2 13.0 14.6 14.0
Legal Department 7.7 7.5 7.9 11.0
Other 5.0 6.0 7.0 7.7

Total regional use by department 242.9 243.3 271.1 280.1
African Department 71.0 63.8 60.6 62.4
Central Asia Department 24.6 25.6 27.7 27.5
European I Department 24.3 24.6 27.8 24.4
European II Department 60.2 65.9 79.3 73.5
Middle Eastern Department 10.6 11.5 16.9 23.4
Southeast Asia and Pacific Department 17.8 15.6 23.6 25.0
Western Hemisphere Department 34.4 30.9 27.4 32.3
Interregional — 5.4 7.9 11.7

Nonregional use 0.9 19.3 29.6 28.9

Total technical assistance resources 243.8 262.6 300.6 309.0


	Table 1. Overview of the World Economy
	Table 2. Selected Economies: Current Account Positions
	Table 3. The Special Data Dissemination Standard: Coverage, Periodicity, and Timeliness
	Table 4. Article IV Consultations Concluded in Financial Year 1996
	Table 5. United States: Selected Economic Indicators
	Table 6. Japan: Selected Economic Indicators
	Table 7. Germany: Selected Economic Indicators
	Table 8. France: Selected Economic Indicators
	Table 9. United Kingdom: Selected Economic Indicators
	Table 10. Italy: Selected Economic Indicators
	Table 11. Canada: Selected Economic Indicators
	Table 12. Australia: Selected Economic Indicators
	Table 13. Austria : Selected Economic Indicators
	Table 14. Finland: Selected Economic Indicators
	Table 15. Argentina: Selected Economic Indicators
	Table 16. Botswana: Selected Economic Indicators
	Table 17. China: Selected Economic Indicators
	Table 18. Colombia: Selected Economic Indicators
	Table 19. Côte d’Ivoire: Selected Economic Indicators
	Table 20. India: Selected Economic Indicators
	Table 21. Indonesia: Selected Economic Indicators
	Table 22. Israel: Selected Economic Indicators
	Table 23. Korea: Selected Economic Indicators
	Table 24. Mexico: Selected Economic Indicators
	Table 25. Mozambique: Selected Economic Indicators
	Table 26. Nigeria: Selected Economic Indicators
	Table 27. Pakistan: Selected Economic Indicators
	Table 28. Peru: Selected Economic Indicators
	Table 29. Philippines: Selected Economic Indicators
	Table 30. Senegal: Selected Economic Indicators
	Table 31. Tunisia: Selected Economic Indicators
	Table 32. Georgia: Selected Economic Indicators
	Table 33. Mongolia: Selected Economic Indicators
	Table 34. Poland: Selected Economic Indicators
	Table 35. Romania: Selected Economic Indicators
	Table 36. Russia: Selected Economic Indicators
	Table 37. Slovak Republic: Selected Economic Indicators
	Table 38. Ukraine: Selected Economic Indicators
	Table 39. Selected Financial Indicators
	Table 40. Arrears to the Fund of Countries with Obligations Overdue by Six Months or More
	Table 41. Arrears to the Fund of Countries with Obligations Overdue by Six Months or More, by Type and Duration
	Table 42. Change in SDR Valuation Basket
	Table 43. Transfers of SDRs
	Table 44. Technical Assistance Delivery

