
SU RV EY

3333

n January 27, the IMF’s Ex-
ecutive Board approved new
borrowing arrangements to

enhance the IMF’s ability to safeguard
the international monetary system.
Under the New Arrangements to
Borrow (NAB), 25 participant coun-
tries and institutions stand ready to
lend the IMF additional resources—
up to SDR 34 billion (about $47 bil-
lion)—to supplement its regular quota
resources when needed to forestall or
cope with an impairment of the inter-
national monetary system or deal with
an exceptional situation that threatens
the stability of the system. In an an-
nouncement following the Board’s
approval, IMF Managing Director
Michel Camdessus hailed the Board’s
decision as “a milestone in the mem-
bership’s efforts to strengthen the
IMF,” which would “enable the insti-
tution to fulfill more effectively its
role in the international monetary 
system.”

The NAB do not replace the sup-
plemental credit lines available to the

IMF under the General Arrange-
ments to Borrow (GAB), which
remain in force. Under the GAB,
the Group of Ten industrial coun-
tries and Switzerland stand ready
to lend up to SDR 17 billion
(about $24 billion); in an associ-
ated agreement, Saudi Arabia is
prepared to make available SDR
1.5 billion (about $2.1 billion).
Nonetheless, the NAB will be the
facility of first recourse. It enters
into force—for five years and sub-
ject to renewal—when adopted by
participants with credit arrange-
ments totaling SDR 28.9 billion
(about $40 billion), including the
five participants with the largest
credit arrangements.

NAB credit lines may be drawn
on for the benefit of all NAB par-
ticipant countries, or for nonpar-
ticipants under circumstances simi-
lar to those under the GAB.
Activation procedures for nonpar-
ticipants under the NAB, how-
ever, are somewhat more flexible.
Moreover, a country or institution
not currently a participant may be-
come one when the NAB is re-
newed, if the IMF and participants
representing 80 percent of credit
arrangements agree, or at other
times through amendment to the
NAB.
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25th Anniversary Year

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

Deutsche Bundesbank 3,557
Finland 340
France 2,577
Hong Kong 

Monetary Authority 340
Italy 1,772

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

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

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

NAB Participants and 
Credit Arrangements

Participant Million SDRs

IMF Executive Board clears way
for IMF participation in debt ini-
tiative for indebted poor coun-
tries. See page 35.
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The wider participation under the
NAB reflects the changing character
of the global economy and a broad-
ened willingness to share responsibil-
ity for managing the international
monetary system. Camdessus charac-
terized the agreement as “an impor-
tant and timely reflection of ongoing
changes in the world economy” that
illustrates the “sense of responsibility
with which both a significant number
of countries and institutions in a posi-
tion to make their resources available
to the IMF and the current and asso-
ciated members of the GAB are ready
to contribute, through the IMF, to

the stability of the international mon-
etary system.

“But as members of the Board reit-
erated, the NAB cannot be a substi-
tute for the strengthening of quotas—
which is the capital basis of the
IMF,” Camdessus said. He said he
hoped for rapid progress in reaching a
conclusion on a significant increase 
in IMF quotas under the Eleventh
General Review. A significant in-
crease would, he said, further com-
plete the effort of adapting the IMF’s
resources to the current world situa-
tion and risks. (See press release on
page 46.)
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The GAB
The IMF’s General Arrangements
to Borrow (GAB) are lines of
credit, available at market-related
interest rates, from 11 industrial
countries or their central banks
(the United States, the Deutsche
Bundesbank, Japan, France, the
United Kingdom, Italy, Canada,
the Netherlands, Belgium, the
Swedish Riksbank, and the Swiss
National Bank). GAB credit lines
total SDR 17 billion (about 
$23.6 billion), plus SDR 1.5 bil-
lion (about $2.1 billion) available
under an associated agreement
with Saudi Arabia. The credit
lines are to be drawn upon when
needed to finance exchange
transactions between the IMF and
GAB members “to forestall or
cope with an impairment of the
international monetary system.”
GAB credit lines may also be
drawn upon for non-GAB
member countries with IMF-
supported adjustment programs
and under certain conditions.

The GAB were established in
October 1962 amid concerns
about the adequacy of official
sources of global liquidity and the
disruptive effects of short-term
capital movements on the world
monetary system. (The associated
arrangement with Saudi Arabia
was agreed in 1983.) The GAB
have been revised and renewed
several times. To date, the GAB
have been activated nine times—
most recently in 1977, when the
IMF borrowed to lend to the
United Kingdom and Italy under
stand-by arrangements, and in
1978, to finance a reserve tranche
drawing by the United States.

ollowing is a summary of a
paper on Social Issues in the
Transition delivered by Mark

Allen, the IMF’s Senior Resident Repre-
sentative in Hungary, at a seminar en-
titled “Countries in Transition in Eastern
Europe: The Way Ahead,” sponsored by
the World Confederation of Trade Unions
on November 7–8, 1996, in Budapest.

The collapse of the  Soviet Union
inaugurated a major transition from
communist societies to modern capi-
talist democracies for the countries of
Central and Eastern Europe, the
Baltics, and other countries of the
former Soviet Union. But the transi-
tion is not purely, or even principally,
an economic one; it involves the cre-
ation of new political systems and so-
cial orders and institutions, according
to Mark Allen.

Some of the consequences associ-
ated with the transition were unex-
pected, said Allen. In light of the
Chinese experience, where modest
liberalization helped launch a period
of virtually uninterrupted growth,

some economists may have expected
the same in Central and Eastern Eu-
rope. But the sharp fall in output, fol-
lowing the collapse of central plan-
ning and the liberalization of the
transition economies of Central and
Eastern Europe, was deeper and more
prolonged than expected. Neverthe-
less, in a number of these countries,
economic recovery has finally begun,
although it has not necessarily been
translated yet into improved welfare
for all segments of society. Ulti-
mately, the ability of these countries
to satisfy the needs and aspirations of
their populations depends on sustain-
ing growth, raising investment, and
increasing productivity. 

Allen identified two key require-
ments for continued growth through-
out Central and Eastern Europe. The
first is successful economic stabiliza-
tion. Until inflation is brought to
below 50 percent a year, growth 
is not possible. It takes about two
years after the adoption of a serious
economic adjustment program for

European Transition Economies
Confront Social Issues
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growth to resume in these countries.
The second is far-reaching structural
reform. This includes privatization
and the establishment of a broad array
of institutions appropriate to a market
economy.

The correlation between systemic
reform and recovery in output is espe-
cially striking, Allen noted. The recov-
ery in output has been accompanied by
sharp rises in labor productivity and, in
many cases, a jump in the real value of
average wages from their immediate
post-stabilization lows throughout most
of the region.

Fiscal policy poses especially diffi-
cult problems for the transition coun-
tries, according to Allen. The collapse
of revenues has led to severe expendi-
ture restraints, forcing governments to
rethink their spending priorities amid
large salary and pensions arrears. Res-
olution of this problem will require
more effective and equitable taxation
of a growing tax base, combined with
systemic reforms of government
spending patterns. Fiscal retrenchment
has in turn made it harder for these
countries to address a number of the
following social problems: 

• Unemployment. Jobless rates of be-
tween 10 and 20 percent have be-
come increasingly common through-
out Central and Eastern Europe. The
full impact of unemployment in some
of these countries has been temporar-
ily blunted by the continued operation
of large enterprises that were also
spared the cost of making severance
payments. Nonetheless, overall labor
market participation rates in most
Central and Eastern European coun-
tries have declined, with working
women hit especially hard. 

In countries further advanced in the
transition, employment is beginning 
to rise, Allen said. Job creation is
especially pronounced in the long-
neglected services sector. New jobs
are being generated even as productiv-

ity is increasing. This development
will likely translate into a more rapid
rise in living standards. 

Job creation throughout the region
ultimately depends on profit-making
activities, in the context of competi-
tive exchange rates, flexible labor 
markets, and appropriate legal and
business-friendly infrastructures. The
IMF has worked closely with the au-
thorities of these countries to help en-
sure the effective implementation of
appropriate policies.

• Low wages and deteriorating employ-
ment conditions. In the transition coun-
tries, these are a direct expression of
persisting egalitarian wage structures
and a different incentive system than
that existing in industrial countries,
Allen observed. With the transition to

a market economy, wages have be-
come more differentiated, with greater
value now being accorded to higher
education. The salary and status of
less-skilled work have correspondingly
declined, with the wages of those in
previously favored heavy industrial
sectors of the old system—such as
miners and steel workers—especially
affected. In countries where unem-
ployment has been kept low because
of labor hoarding, real wages for the
less skilled have declined further.
Much less is known about the wage
situation in the informal sector, Allen
said. One possibility is the simultane-
ous existence of both very low and
very high-paying jobs.

Transition countries have generally
been reluctant to use minimum wage
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On February 4, the IMF Executive
Board agreed on the structure and
modalities for implementing special
operations under the enhanced
structural adjustment facility
(ESAF) to permit IMF participation
in the joint IMF-World Bank 
debt initiative for the heavily 
indebted poor countries (HIPCs). 
The Board’s agreement on 
the operational details for
implementing IMF participation in
the initiative is based on the
consensus reached in the
September 1996 meetings of the
Executive Board and of the Interim
Committee—the IMF’s principal
advisory body—and the joint 
IMF-World Bank Development
Committee (see IMF Survey,
October 14, 1996). 

At its February 4 meeting, the
Board established a Trust for Special
ESAF Operations for the Heavily In-

debted Poor Countries and Interim
ESAF Subsidy Operations, and
agreed to conduct semiannual re-
views of the financing of the
ESAF-HIPC Trust. The Trust will
permit the IMF to deposit in that
account resources that have al-
ready been accumulating for these
purposes. In addition, the Board
decided to allow an early transfer
of resources now held in the ESAF
Reserve Account to the Special
Disbursement Account, to be used
in financing special ESAF opera-
tions. Once all creditors to the
ESAF Trust consent to this trans-
fer (expected in the coming
weeks), the IMF will be able to
commit its resources as a partici-
pant in the HIPC initiative as 
the first countries reach their 
“decision points” under the initia-
tive and are judged to require 
assistance.

IMF Ready to Participate in Debt Initiative
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laws actively, in part because of con-
cerns about the potential effects of
higher minimum wages on the bud-
get. Labor market reform has likewise
not resulted in uniform observance of
internationally agreed labor standards,
which Allen attributed to weak trade
unions, a socially unaware private sec-
tor, and inadequate government en-
forcement powers. Greater efforts
should nevertheless be made by these
countries to uphold international
labor standards. “There is no contra-
diction between effective adjustment
and the enforcement of international
labor conventions,” he said. 

• Growing income inequality and rising
poverty. Throughout the transition
countries of Central and Eastern Eu-
rope, income inequality and poverty
are on the rise as a result of low
wages, growing unemployment, and a
“flat,” unprogressive, tax system.
Even so, existing data should be inter-
preted with caution, Allen said. Rea-
sonably accurate payroll records had
been kept under the old system, for
example, but less reliable data are
available on the incomes generated in
the informal sector. Allen suggested
that some alteration in the older egal-
itarian system of income distribution
is overdue. A less protective society
forces growing numbers of people to
understand the relationship between
individual effort and improved living
standards. The emerging specter of
poverty at the lower end of the in-
come pyramid, however, requires
some redress for moral, political, and
economic reasons. In many transition
countries, the pension and unemploy-

ment compensation systems have
been used as emergency social safety
nets. But resort to such measures has
not proven effective in reducing
poverty. Well-targeted social assis-
tance programs remain the most effec-
tive means for ameliorating poverty
and social disruption within existing
budget restraints, he said. 

• Deteriorating social services. Dwin-
dling financial resources have forced
the transition countries to re-evaluate
and restructure their previously ambi-
tious social programs. The current sit-
uation is far from satisfactory, accord-
ing to Allen. Staffing and servicing
levels have been significantly reduced,
and morale has plunged. This, in turn,
has weakened political and social sup-
port for the transformation process.
Scarce financial resources in the social
service sector must accordingly be
spent more efficiently. The psycho-
logical shift toward greater personal
autonomy is one of the key challenges
of the transition period, said Allen.
Faced with these new realities, the
long-term evolution of social policy
throughout the region will likely con-
sist of various combinations of tar-

geted benefits and limited, publicly
provided services. 

Despite these obstacles, most transi-
tion countries face a bright future, Allen
said. Inflation is down in many of these
countries and growth prospects are up.
Provided there is no slippage in policies,
these countries could achieve sustained
long-term growth rates of 4–5 percent
annually. To improve their prospects,
governments must complete the process
of macroeconomic stabilization, pursue
enterprise restructuring more actively,
step up efforts to reform the financial
and social security sectors, and attract
foreign capital and use domestic savings
to assist in industrial restructuring.

What about the supposed trade-off
between the speed of stabilization 
and structural transformation and the
growing incidence of unemployment,
poverty, and deteriorating social ser-
vices? Once a country has gotten
through an initial adjustment period—
usually about a year—there is very little,
if any, such trade-off. In general, the
more rapidly conditions for a flourish-
ing market economy are established, the
faster these transitional problems can be
resolved, Allen concluded.

IMF SURVEY

Selected Countries in Transition: 
General Government Budget Balance

(percent of GDP)
1993 1994 1995 1996 1997

Countries in Transition –6.9 –6.7 –3.9 –3.7 –2.3
Armenia ... –16.5 –9.9 –6.8 –4.6
Bulgaria1 –15.7 –7.0 –5.7 –4.7 –2.6
Czech Republic2 1.4 –1.3 –2.1 –1.3 0.9
Estonia –1.1 1.3 –0.8 –1.4 –0.5
Hungary –6.3 –7.6 –3.7 –0.5 –2.8
Kazakstan1 –1.2 –6.8 –3.0 –2.8 –2.4

Latvia 0.6 –3.9 –1.0 –0.7 0.6
Lithuania –4.9 –4.7 –3.0 –3.5 –2.4
Mongolia –14.6 –24.6 –11.1 –10.9 –10.6
Poland –4.0 –2.0 –2.7 –2.7 –2.5
Romania –0.1 –1.0 –2.5 –2.2 –2.0
Russia –7.6 –10.1 –5.0 –5.5 –3.0
Slovak Republic –7.1 –1.3 0.1 –1.5 ...

Note: 1996 and 1997 figures are projections.
1Central government balance.
2Includes privatization revenues.                                          Data:  IMF, World Economic Outlook, October 1996

Photo Credits: Denio Zara and
Padraic Hughes for the IMF, pages
37, 44, and 45; Robert Sherbow for
UNIPHOTO, page 39; and the gov-
ernment of Australia, page 46.
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he 18 members from Asia and
the Western Hemisphere that
form the Asia-Pacific Cooper-

ation Council (APEC) include many of
the world’s fastest growing economies
over the past decade. APEC, which also
includes the United States and Japan,
offers a valuable sample against which
to test the link—exemplified by Japan’s
experience—between rapid output
growth and exchange rate appreciation
and to examine the influence that ex-
change rate fluctuations exert on trade
and investment decisions. 

A recent IMF Economic Forum,
based on IMF Occasional Paper 
No. 145, Exchange Rate Movements and
Their Impact on Trade and Investment in
the APEC Region, analyzed APEC’s ex-
perience. Takatoshi Ito and Peter Isard
of the IMF’s Research Department and
Tamim Bayoumi of the IMF’s Asia and
Pacific Department analyzed compara-
tive data from the region and reviewed
the relevant literature. They found sev-
eral instances in which the rapidly
growing APEC economies did not fol-
low the Japanese example of real ex-
change rate appreciation in association
with rapid growth. Their findings did,
however, support the widely held
views that medium-term movements in
exchange rate levels have clear and im-
portant implications for trade volumes
and that exchange rate changes appear
to influence foreign direct investment
decisions.

Growth and Exchange Rates
Long-term changes in nominal ex-
change rates are often explained to a
significant extent by inflation differen-
tials. More resistant to ready explanation
have been the long-term movements in
real exchange rates, defined as nominal

exchange rates adjusted by differences in
national inflation rates. One theory—
advanced by Bela Balassa and Paul
Samuelson in the 1960s—posits that rel-
atively rapid output growth tends to be
associated with more rapid productivity
growth in the tradable goods sectors
than in the nontradables sectors, which
thus puts upward pressure on the price
of nontradables relative to that of trad-
ables. If the relative price of tradable
goods remains approximately constant
across countries, the Balassa-Samuelson
hypothesis argues, a rise in the relative
price of nontradables will lead to real
exchange rate appreciation. 

This was Japan’s experience in the
high-growth phase of its economic de-
velopment. The IMF study queries
whether this has been the norm for
other APEC members that have experi-
enced high growth. The authors’ re-
search suggests that it has not. Over the
two decades ending in 1992, Korea and
Taiwan Province of China followed a
pattern similar to Japan, showing a
strong relationship between sharply ris-
ing per capita income and real exchange
rate changes, according to Ito. Hong

Kong and Singapore experienced high
growth but with only a slight apprecia-
tion in their exchange rates. (Ito cau-
tioned, however, that the findings de-
pend to some extent on the data period,
noting that more recent data suggest
Hong Kong and Singapore have also
experienced real appreciations.) By con-
trast, high growth was associated with
mild real depreciations in Thailand, In-
donesia, and Malaysia, and with large
real depreciations in China. Among the
Latin American APEC members, Chile
and Mexico had similar but relatively
low average growth rates and recorded
little change in their real exchange rate
levels. 

Noting that the study decomposed
the changes in exchange rates into their
“proximate determinants,” Isard ex-
plained that the contradictions of the
Balassa-Samuelson hypothesis, at least
over the 1972–92 data period, could be
attributed to two different factors:

• In some rapidly growing APEC
economies (including Singapore,
Malaysia, Thailand, and Indonesia), the
limited data available suggested that the
price of nontradables may have de-

IMF SURVEY

Study Examines Exchange Rate Changes and
Impact on APEC Trade and Investment

T

Tamim Bayoumi (left), Takatoshi Ito, and Peter Isard:  Medium-term movements in
exchange rate levels have clear and important implications for trade volumes.
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clined relative to that of tradables, con-
trary to the Japanese model.

• The relative price of tradables
across countries was not constant over
time. The latter fact may have reflected
a combination of three considerations:
the composition of tradables tended to
change as countries developed; the rel-
ative prices of different tradables had
changed over time and interacted with
different weights in domestic and for-
eign price indices; and the cost of
goods arbitrage had declined over time
as countries removed trade restrictions.

Trade and Exchange Rates
The rapid growth of the East Asian
economies and their openness to trade
and foreign investment have been vital
elements in the APEC region’s strong
growth, noted Ito. Bilateral trading re-
lations—notably with the United
States and Japan—play a crucial role in
trade patterns and have features that
are distinctive to the region, he ex-
plained. The United States is the
dominant trading partner of Canada
and Mexico, and to a lesser extent,
Chile. For the rest of the region, the
United States and Japan are both im-
portant trading partners. 

The APEC region, Ito remarked, is
also characterized by several important
trading patterns: East Asian economies
are generally net importers from Japan
and net exporters to the United States,
with the Asian countries typically im-
porting machinery, tools, and other
semi-finished goods from Japan for as-
sembly and export to the United States.
Australia and New Zealand, in contrast,
run trade surpluses with Japan and trade
deficits with the United States.

In discussing the impact of exchange
rate changes on trade, it is useful, Bay-
oumi said, to differentiate between ex-
change rate volatility—the day-to-day
or week-to-week movement of rates—
and more persistent movements, a clas-
sic example of which is the apprecia-

tion and subsequent depreciation of the
U.S. dollar in the mid-1980s. The
APEC region has been particularly sus-
ceptible to “quite dramatic” exchange
rate changes in the dollar and the yen
over the past 15–20 years, he said.

Exchange rate volatility has risen
sharply since the breakup of the Bretton
Woods system and the introduction of
floating exchange rate regimes, accord-
ing to Bayoumi, and many studies have
looked at the relationship between
volatility and trade. While these studies
have come to varied conclusions, the
consensus is that volatility has a sec-
ondary impact on trade. By contrast,
there is “completely overwhelming evi-
dence,” he said, that medium-term
changes in exchange rates do affect
trade volumes. Exchange rate changes
affect the prices of traded goods almost
immediately but affect the volume of
trade with a lag. As a result, exchange
rate changes have little influence on the
trade balance immediately but have a
significant effect over time.

The APEC region’s two key cur-
rencies—the dollar and the yen—have
a particularly significant impact on
most APEC members, observed Bay-
oumi. (The exceptions are Canada
and Mexico, which are strongly af-
fected by movements in the dollar but
relatively immune to shifts in the
yen.) Since most APEC members are
affected by the yen and the dollar,
large movements in the dollar-yen
real exchange rate can and do create
considerable complications for their
economies.

Investment and Exchange Rates
Over the past twenty years, APEC’s
developing countries have attracted
substantial flows of foreign direct in-
vestment, reflecting underlying trends
in productivity, capital account liber-
alization, and real exchange rates.
Fewer studies have been done on the
impact of exchange rate volatility on

the volume of foreign direct invest-
ment than on trade, but those that
have been done suggest a small, yet
positive, impact. In the APEC region,
producers have responded to volatility,
in many instances by diversifying geo-
graphically to minimize the risk at-
tached to exchange rate fluctuations. 

The IMF study, noted Bayoumi,
confirmed the findings of most earlier
studies that a depreciation is often asso-
ciated with an increased flow of foreign
direct investment into the country. De-
preciations make the country more at-
tractive to foreigners, lowering the cost
of assets and reducing operating costs. 

The IMF study also looks at the im-
pact of exchange rate movements on
U.S. and Japanese foreign direct invest-
ment. Japanese investment flows appear
to be more sensitive to exchange rate
movements than U.S. flows, but more
research is needed, Bayoumi said, to
confirm this observation.

In summing up the findings of the
IMF Occasional Paper, Ito noted that
the research generally confirmed the
findings of much of the current litera-
ture on the long-run behavior of ex-
change rates and the impact of 
exchange rate changes on trade and
investment. What remains a puzzle,
and what could be a fruitful subject 
for further research, he said, is why
several of the rapidly growing APEC
economies appear not to conform with
the Japanese experience in which high
economic growth is associated with real
exchange rate appreciation.

IMF SURVEY

Copies of IMF Occasional Paper 145,
Exchange Rate Movements and Their Impact
on Trade and Investment in the APEC Re-
gion, by Takatoshi Ito, Peter Isard, Steven
Symansky, and Tamim Bayoumi, are avail-
able for $15.00 (academic rate: $12.00)
from Publication Services, Box XS700,
IMF, Washington, DC 20431 U.S.A.
Telephone: (202) 623-7430; fax: (202)
623-7201; Internet: publications@imf.org 
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nly thirty years ago, Thailand
ranked among the world’s
poorest economies. Since the

mid-1960s, however, its growth perfor-
mance has been remarkable. Hard hit by
the external shocks of the late 1970s and
the early 1980s that severely destabilized
many other developing countries, Thai-
land showed remarkable resilience. Au-
thorities quickly restored price stability,
and the Thai economy emerged with
strong recovery in growth and invest-
ment and in an environment of overall
macroeconomic stability.

Thailand: The Road to Sustained
Growth, IMF Occasional Paper No. 146,
examines Thailand’s experience with
investment and growth between 1970
and 1993 and reviews the country’s
macroeconomic and structural policies
to develop a better understanding of
what led to this impressive economic
performance. Although Thailand’s ex-
perience may not provide the definitive
blueprint for macroeconomic and
structural adjustment, a few clear mes-
sages emerge from the analysis. First,
Thailand benefited from entering the
period of adjustment with relatively
small macroeconomic imbalances and
structural distortions. Its adjustment
problems were thus less severe than
those in many other developing coun-
tries. Second, its well-developed and
dynamic private sector afforded it a
flexible and vigorous means of meeting
adjustment challenges and generating
an appropriate and efficient response.
Finally, the authorities had built up a
high degree of policy credibility, which
was grounded in a long-standing and
unwavering emphasis on macroeco-
nomic stability. 

Specific policies and developments
also appear to have contributed to

Thailand’s successful adjustment. These
included:

• A sustained improvement in exter-
nal competitiveness. Exchange rate ad-
justment was supported by prudent 
financial management and a shift in the
composition of public expenditures
away from import-intensive capital
goods.

• A lack of labor market segmenta-
tion and a relatively high degree of
labor mobility. Both facilitated the re-
source movements needed to generate
Thailand’s export boom.

• An outward-oriented development
strategy, including elimination of export
taxes. This strategy provided a highly
favorable environment for private in-
vestors, both domestic and foreign.

• An effective fiscal consolidation
laid the basis for future growth and
macroeconomic stability. The consoli-
dation, which began in the mid-
1980s, resulted in sizable fiscal 
surpluses. Thailand’s solid fiscal posi-

tion enabled it to accommodate the
subsequent surge in capital inflows and
the investment boom within an envi-
ronment of low inflation.

• While structural reforms in the
trade and financial sectors did not al-
ways conform to “best practices,” they
were not obstructive. Long-term
growth was not hindered because the
initial distortions in the economy were
small and the authorities responded
pragmatically to redress problems before
they became acute.

James McEuen
IMF External Relations Department

Dynamic Private Sector Key to Thailand’s
Resilient Growth in 1970–93

Copies of IMF Occasional Paper 146, 
Thailand: The Road to Sustained Growth, by
Kalpana Kochhar, Louis Dicks-Mireaux,
Balazs Horvath, Mauro Mecagni, Erik Of-
ferdal, and Jianping Zhou, are available for
$15.00 (academic rate: $12.00) from Publi-
cation Services, Box XS700, IMF, Wash-
ington, DC 20431 U.S.A. Telephone: (202)
623-7430; fax: (202) 623-7201; Internet:
publications@imf.org

O

Thai cement tile factory:  A strong private sector has given Thailand the flexibility and
vigor to meet adjustment challenges.
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he U.S. dollar value of world
trade in goods continued on
an upward trend in 1995,

growing by nearly 20 percent, the
highest growth rate since 1990, accord-
ing to data in the IMF’s 1996 Balance of
Payments Statistics Yearbook. Trade in
services also increased in 1995, by 
12 percent. The developing countries
of Asia and Europe accounted for
much of the 1995 increase in trade in
goods and services, with industrial
country trade growing more slowly.
Developing countries’ share in world
trade in goods and services reached 
32 percent in 1995, compared with 
28 percent in 1990. For most industrial
and developing countries, external
trade in goods and services as a share of
GDP rose during the same period.

The industrial countries posted a
current account surplus of about 
$10.5 billion and net financial outflows
of some $30 billion in 1995. The de-
veloping countries and the economies
in transition saw their combined cur-
rent account deficit widen by 35 per-
cent in 1995, while net financial in-
flows rose by 45 percent. Reserves in
both industrial and developing coun-
tries increased considerably in 1995, to
$80 billion and $118 billion, respec-
tively, reflecting large-scale interven-
tion by some countries (especially
Japan, China, and Brazil) facing upward
pressure on their national currencies
and heavy capital inflows. 

Industrial Countries
The shift from deficit in 1994 to surplus
in 1995 in the industrial countries’ com-
bined current account resulted mainly
from the continuing growth in exports
and a decline in net outflows of current
transfers. During 1990–95, industrial

countries consistently recorded trade
surpluses; in 1995, the surplus was
$141.3 billion. At the same time, net
outflows of current transfers (official aid
flows, humanitarian aid, workers’ remit-
tances, and other private transfers) to-
taled $105 billion in 1995. The overall
deficit in the investment income com-
ponent of the current account of indus-
trial countries remained at about $18
billion in 1995. Since 1990, changes in
current transfers and investment income
have been largely responsible for swings
between deficit and surplus in the indus-
trial countries’ current account balance.

Inward and outward direct invest-
ment in industrial countries rose by 
50 percent and 30 percent, respectively,
in 1995. Inward portfolio investment
flows increased by 70 percent and out-
ward flows by 30 percent. Meanwhile,
“other” investment flows grew even
more substantially. (“Other” investment
includes loans, currency and deposits,
trade credits, and other financial assets
and liabilities not included in direct and
portfolio investments.) The surge in
other investment flows in 1995 partly
reflected the active international syndi-
cated credit market and the rise in loan

trading in international financial markets. 
Other trends in the financial flows of

industrial countries since 1990 include
the retrenchment in Japan’s interna-
tional lending activities and the expan-
sion of cross-border lending in Europe
(especially in Germany). Also, during
this period, international securities
transactions grew rapidly in the United
States, and direct investment flows
stayed strong in the United States, the
United Kingdom, and Germany.

Developing and 
Transition Countries

Despite a narrowing in their combined
trade deficit in goods and services in
1995, the developing countries’ current
account deficit widened to $103 bil-
lion—owing largely to a rise of about
$22 billion in net interest payments.
Such payments rose by nearly $20 bil-
lion in Asia, by about $2 billion each in
Africa and the Western Hemisphere,
and by $1 billion in European develop-
ing countries. In contrast, such net pay-
ments declined by about $3 billion in
the Middle East. 

Most of the increase in net interest
payments in Asia arose in relation to the

Statistical Yearbook Data Show World Trade
And Finance Were Buoyant in 1995

T

1989 1990 1991 1992 1993 1994 1995

Net Financial Flows
(billion U.S. dollars)

Data:  Balance of Payments Statistics Yearbook, 1996
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surge in the recorded income payments
on direct investment (about $10 billion
in China and $1 billion each in Indone-
sia and Korea). In the case of China, the
recorded increase can be attributed
partly to improved data collection.

Developing countries showed a net
financial inflow of nearly $110 billion
in 1995, up sharply from $75 billion in
1994, albeit with differences among
countries and regions. For example, in-
flows doubled in developing European
countries (especially the Czech Repub-
lic, Hungary, and Poland) rose by
nearly 30 percent in Asia (in particular,
in China, Indonesia, Korea, and Thai-
land), by about 12 percent in the West-
ern Hemisphere (especially in Ar-
gentina and Brazil), and by about 6.5
percent in Africa (mainly in South
Africa). In contrast, such inflows de-
clined in the Middle East.

During 1990–95, while Asian devel-
oping countries continued to experi-
ence sizable financial inflows of all
types, inflows to Africa and the Middle
East consisted mainly of loans. For the
developing countries of Europe and the
Western Hemisphere, loans also repre-
sented a major source of financing dur-
ing 1990–95, but these countries also
enjoyed considerable inflows of direct
investment and, to a lesser extent, port-
folio investment. Western Hemisphere
countries experienced pronounced re-
ductions in portfolio investment inflows
following the end-1994 Mexican finan-
cial crisis.

The key factors underlying recent
trends in financial flows have been rates
of industrialization and economic
growth, the relative easing of capital
controls (especially those on financial
inflows), and the extent of the develop-
ment of domestic financial markets.

International Organizations
The current account balance of inter-
national organizations—including the
IMF, the Bank for International Settle-

ments, the European Monetary Insti-
tute, and international development
banks—posted a surplus of $10.5 bil-
lion in 1995. The surplus derived in
part from a rise in net receipts of
investment income on portfolio and
other investments. Most of the cur-
rent account surpluses of
international organizations,
however, reflect their oper-
ational surpluses, mainly the
result of a positive interest
margin on these organiza-
tions’ lending operations.

Global Discrepancies
Conceptually, the combined
surpluses and combined
deficits in the current ac-
counts of all countries and
international organizations
should offset each other; the
same principle applies to the
global capital and financial
accounts. In practice, global
discrepancies are recorded
each year, primarily because
of incomplete coverage, 
inaccurate recording of
transactions by countries,
omission of countries for
which data are unavailable,
and countries’ use of differ-
ent methods and sources to
compile data.

The statistical discrepancy
in the global current account
for 1995 was about minus
$82 billion, or 0.5 percent of
gross current account trans-
actions. (A negative statistical
discrepancy in the global
current account indicates an 
excess of recorded debits,
which may reflect an under-
recording of credits, an over-
statement of debits, or both.)
Among the different compo-
nents of the global current
account, the largest discrep-

ancy appeared in investment income
(especially for portfolio and “other” in-
vestments), followed by that for trade in
goods.

What accounts for these discrepan-
cies? With regard to goods, develop-
ments such as the European Union’s re-
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Note: IMF technical assistance is conducted under the IMF’s own 
grant resources and through financing arrangements with the 
United Nations Development Program, the World Bank, the 
European Union, the Japanese government, and other donors.

1Including legal and computer services.

  During May–October 1996, IMF staff, long- and 
short-term experts, seminars and workshops (excluding 
IMF headquarters seminars provided by the IMF 
Institute) delivered approximately 136 person-years of 
technical assistance.  The period saw continued strong 
multilateral and bilateral donor interest in providing 
technical assistance, in cooperation with the IMF, to 
strengthen economic and financial management. 
  In addition to the design and implementation of fiscal 
and monetary policies, the IMF provided assistance in 
institution building, collection and refinement of 
statistical data, and training of officials.  As needed, IMF 
technical assistance reviewed legislation and offered 
drafting assistance. 
  In the monetary area, IMF technical assistance 

addressed central banking and exchange system issues, as 
well as the design and improvement of monetary policy 
instruments. In the fiscal sector, it provided policy advice 
on tax and expenditure reform and helped modernize 
and streamline operations in tax administration and 
budget preparation. It also assisted in the production of 
timely and reliable statistical data, which provide a 
critical tool in formulating and implementing 
appropriate macroeconomic policies. 

Data: IMF Technical Assistance Committee
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liance on the administration of the
value-added tax to collect intra-EU
trade data directly from enterprises, as
opposed to customs data previously,
have complicated the measurement of
trade among EU members. Most of the

discrepancies related to services trade,
found in transportation transactions, can
be attributed to difficulties in measuring
movements in ocean freight. Mean-
while, estimating investment income
has posed a challenge when investment

inflows themselves are not easily mea-
sured. The liberalization of financial
markets and proliferation of financial
instruments have outpaced traditional
methods of capturing many portfolio
and other investment flows. In many
countries, such methods have largely
relied on reports of domestic financial
institutions on international financial
flows that pass through them. Increas-
ingly, however, these investment flows
bypass domestic financial channels and
are often not captured in countries’ bal-
ance of payments.

The statistical discrepancy in the
global financial account in 1995 was
about $70 billion (2 percent of reported
financial flows), compared with $85 bil-
lion in 1993 and 1994 and an average
annual discrepancy of $130 billion dur-
ing 1990–92. (A positive statistical dis-
crepancy in the global financial account
indicates an understatement of capital
outflows, an overstatement of recorded
inflows, or both.) Among the types of
financial flows, the largest asymmetry
was recorded for portfolio investment,
which includes equity and debt securi-
ties. For portfolio investment, recorded
flows in liabilities in 1995 exceeded
those in assets by nearly $150 billion. In
that year, the discrepancy for other in-
vestment was about minus $40 billion.
The asymmetry for direct investment
flows remained the smallest, at about
$20 billion.

Anne Y. Kester
IMF Statistics Department

The 1996 Balance of Payments Statistics Year-
book presents annual balance of payments
data for 160 countries and international in-
vestment position data for 35 countries; re-
gional and world totals for major compo-
nents of the balance of payments; and
descriptions of methodologies, compilation
practices, and data sources relating to the
balance of payments of 108 reporting
counties. Copies are $64.00. To order,
write to Publication Services, Box XS700,
IMF, Washington, DC 20431 U.S.A.
Telephone: (202) 623-7430; fax: (202)
623-7201; Internet: publications@imf.org

Recent IMF Publications
Working Papers ($7.00)
96/138: Disinflation in Transition Economies: The Role of Relative Price Adjustment, 

Sharmini Coorey and others
96/139: Social and Political Factors in a Model of Endogenous Economic Growth and Distribution: An 

Application to the Philippines, Delano Villanueva
96/140: Government Debt, Life-Cycle Income, and Liquidity Constraints: Beyond Approximate 

Ricardian Equivalence, Hamid Faruqee and others
96/141: Globalization, Tax Competition, and the Future of Tax Systems, Vito Tanzi
96/142: Banking System Fragility: Likelihood Versus Timing of Failure: An Application to the 

Mexican Financial Crisis, Brenda Gonzalez-Hermosillo and others
96/143: Union Behavior, Industry Rents, and Optimal Policies, Phillip Swagel
97/1: Fiscal Imbalances, Capital Inflows, and the Real Exchange Rate: The Case of Turkey, 

Pierre-Richard Agénor and others
97/2: Labor Market Adjustment in Canada and the United States, Eswar Prasad and 

Alun H. Thomas
97/3: Do Labor Market Policies and Growth Fundamentals Matter for Income Inequality in OECD 

Countries? Some Empirical Evidence, Patrick Vanhoudt
97/4: Improving India’s Saving Performance, Martin Muhleisen

Papers on Policy Analysis and Assessment ($7.00)
96/9: The Definition of Reserve Money: Does It Matter for Financial Programs? Kalpana Kochhar

Occasional Papers ($15.00; academic rate: $12.00)
No. 145: Exchange Rate Movements and Their Impact on Trade and Investment in the APEC 

Region, Takatoshi Ito and others
No. 146: Thailand: The Road to Sustained Growth, Kalpana Kochhar and others
No. 147: Aging Populations and Public Pension Schemes, Sheetal K. Chand and Albert Jaeger

Books
Interest Rate Liberalization and Money Market Development, ed. by Hassanali Mehran 

and others ($20.00)

Other Publications
Staff Papers, December 1996 ($16.00; annual subscription: $50.00; academic rate: $25.00)

Publications are available from Publication Services, Box XS700, IMF, Washington, DC 20431
U.S.A. Telephone: (202) 623-7430; fax: (202) 623-7201; Internet: publications@imf.org

For information on the IMF on the Internet—including the full text of the English
edition of the IMF Survey, the IMF Survey’s annual Supplement on the IMF, an updated
IMF Publications Catalog, and daily SDR exchange rates of 45 currencies—please visit the
IMF’s web site (http://www.imf.org).

In the January 13 issue, the authors of Working Paper 96/134, Financial Sector Reform and Banking
Crises in the Baltic Countries, should have been listed as Marta Castello-Branco and others.
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Following are excerpts of recent IMF press
releases. Full texts are available on the
IMF's web site (http://www.imf.org) under
“news” or on request (fax only, please) from
the IMF's Public Affairs Division (fax:
(202) 623-6278).

GUINEA: ESAF
The IMF approved a three-year loan for
Guinea under the enhanced structural ad-
justment facility (ESAF) for an amount
equivalent to SDR 70.8 million (about
$101.4 million) to support the govern-
ment’s economic reform program for
1997–99. The first annual loan, equivalent
to SDR 23.6 million (about $34 million),
is available in two equal semiannual install-
ments, the first of which is available im-
mediately.

Medium-Term Strategy and the 
1997 Program

Guinea’s objectives over the next three
years focus on promoting private sector
growth through improving the perfor-
mance of public administration in the
context of a more efficient legal and reg-
ulatory environment and through up-
grading the infrastructure. The program
for 1997–99 aims at achieving an annual
real GDP growth of 5 percent by 1999
and limiting the annual inflation rate to
4 percent, while the external current ac-
count deficit (excluding official transfers)
will be reduced to 7 percent of GDP by
1999 from 8 percent in 1996–97.

Consistent with this medium-term
strategy, GDP growth for 1997 is pro-
jected to rise to nearly 5 percent under
the first annual program, while the an-
nual rate of inflation will be limited to 
5 percent, and the external current ac-
count deficit contained at 8 percent of
GDP. The program targets an increase
in official foreign reserves to the equiva-
lent of 2.9 months of imports in 1997. 

Addressing Social Issues
In view of large deficiencies in its social
and demographic indicators, Guinea is
committed to combating poverty by im-
proving the supply of basic health ser-

vices and primary education, which are
accorded top priority in the government
budget. Meanwhile, audits of the na-
tional social security fund and of the
government pension system will be
completed during the first year of the
program in preparation for actions to
improve the future financial viability of
the social security system.

Need for External Assistance
Guinea remains a heavily indebted poor
country, despite an improvement in its
external debt indicators that followed the
Paris Club rescheduling agreement in Jan-
uary 1995. Guinea’s 1997–99 program in-
dicates a financing gap for each of the
next three years, which the authorities ex-
pect to fill through fresh donor assistance
and debt relief that they intend to request
from bilateral and private creditors.

Guinea joined the IMF on September
28, 1963, and its quota is SDR 78.7 mil-
lion (about $112 million). Its outstand-
ing use of IMF financing currently totals
SDR 57 million (about $82 million).

Press Release No. 97/3, January 13

SENEGAL: ESAF
The IMF approved the third annual loan
under the enhanced structural adjust-
ment facility (ESAF), in an amount
equivalent to SDR 35.7 million (about
$51 million), to support Senegal’s eco-
nomic program in 1997. The loan is
available in two equal installments, the
first of which is available immediately.

Medium-Term Strategy and the 
1997 Program

The government’s medium-term strategy
seeks to build on its successful adjustment

IMF SURVEY

From the Executive Board

Guinea: Selected Economic Indicators
1994 19951 19961 19972 19983 19993

(percent change)

Real GDP growth 4.0 4.4 4.5 4.8 4.9 5.0
Consumer prices (average) 4.2 5.6 3.5 5.0 4.0 4.0

(percent of GDP)

Primary balance (excluding grants, interest,
and foreign-financed investments) 1.4 1.9 1.5 3.1 3.5 4.1

Overall budget balance (excluding grants) –7.2 –6.7 –5.8 –5.7 –5.3 –5.1
External current account balance

(excluding grants) –9.2 –9.1 –7.7 –8.0 –7.4 –7.1
(months of imports)

Official foreign reserves 2.8 2.9 2.2 2.9 3.2 3.4

1Estimate.
2Program.
3Projections.

Data: Guinean authorities and IMF staff estimates

Senegal: Selected Economic Indicators
1995 19961 19972 19982 19992

(percent change)

Real GDP 4.8 5.2 4.5 4.8 4.8
Consumer prices (average) 8.1 2.7 2.5 2.5 2.5

(percent of GDP)

Overall fiscal balance (excluding grants) –3.2 –1.9 –1.0 — 0.9
External current account balance

(excluding official transfers) –8.0 –8.0 –6.7 –6.0 –5.3
1Estimate.
2Program.                                                                      Data: Senegalese authorities and IMF staff estimates
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efforts since 1994 and to establish the
basis for sustainable, equitable economic
growth led by a dynamic private sector.
The medium-term macroeconomic ob-
jectives are to achieve average economic
growth of at least 4.5 percent a year, al-
lowing for annual increases in real per
capita incomes of at least 1.5 percent; to
maintain low and stable inflation of 2–3
percent a year; and to reduce the external
current account deficit, excluding official
transfers, to about 5.5 percent of GDP by
1999. To these ends, the overall fiscal
balance is targeted to move to a moderate
surplus in 1999 from a deficit of about 2
percent of GDP in 1996.

Within the medium-term strategy, the
key macroeconomic objectives of the

1997 program are to achieve at least 4.5
percent real GDP growth, to lower infla-
tion to 2.5 percent from 2.7 percent in
1996, and to narrow the external current
account deficit, excluding official trans-
fers, to 6.7 percent of GDP from 8.0 per-
cent in 1996. To achieve these objectives,
the program aims to reduce the overall
fiscal deficit to 1 percent of GDP in 1997. 

Addressing Social Needs
The government’s social objectives
under the program are to reduce
poverty and strengthen human resource
development. The program contains
measures to raise enrollment rates in pri-
mary education and to reduce adult illit-
eracy, with particular emphasis on the
female population in both cases. The

IMF SURVEY

Palau Applies for
IMF Membership

The government of the Republic
of Palau has filed an application for
membership in the IMF. Under
the IMF’s prescribed procedures
for membership applications, the
application must first be considered
by the IMF’s Executive Board.
After its consideration, the Execu-
tive Board submits a report to the
Board of Governors of the IMF
with recommendations in the form
of a Membership Resolution.
These recommendations cover the
amount of quota in the IMF, the
form of payment of the subscrip-
tion, and other customary terms
and conditions of membership.
After the Board of Governors has
adopted the Membership Resolu-
tion, the applicant country may
become a member once it has
taken the legal steps required under
its law to enable it to sign the
IMF’s Articles of Agreement and
to fulfill the obligations of IMF
membership.

Press Release No. 97/1, January 7

Shigemitsu Sugisaki Named IMF Deputy
Managing Director, Succeeds P. R. Narvekar

IMF Managing Director Michel Camdessus announced the appointment of
Shigemitsu Sugisaki, a national of Japan, as Deputy Managing Director of the IMF
for a five-year term, beginning on February 3, 1997. Mr. Sugisaki will succeed
Prabhakar R. Narvekar, who is retiring.

Mr. Sugisaki is at present Special Advisor to the Managing Director, a position
to which he was appointed in August 1994. Born in 1941, Mr. Sugisaki gradu-
ated from the University of Tokyo and Columbia University. He joined Japan’s
Ministry of Finance in 1964 as a
member of the Minister’s Secre-
tariat. He held various positions in
the International Finance Bureau
and the Tax Bureau, and was
appointed Personal Assistant to 
the President, Asian Development
Bank in 1976.

Mr. Sugisaki rejoined the Min-
istry of Finance in 1979, holding a
number of positions, including that
of Deputy Vice Minister of Fi-
nance for International Affairs in
1990–91, Deputy Director General
of the International Finance Bu-
reau in 1991–92, and Commis-
sioner of the Tokyo Regional Tax-
ation Bureau in 1992–93. From
mid-1993 until appointment to the
IMF, Mr. Sugisaki held the position of Secretary-General of Executive Bureau of
the Securities and Exchange Surveillance Commission. 

Mr. Narvekar retires after more than 40 years of distinguished service at the
IMF. A national of India, he was born in 1932 and has been Deputy Managing
Director since July 1994. Mr. Narvekar joined the IMF in 1953 as a Research As-
sistant and held various positions in the former Asian and European Departments
before being appointed Director of the Asian Department in 1986 and Special Ad-
visor to the Managing Director of the IMF in August 1991.  

Press Release No. 97/6, January 28

Deputy Managing Director Sugisaki
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government plans to expand the avail-
ability of health services, place higher
priority on preventive health care, and
promote greater use of generic drugs to
reduce pharmaceutical costs. The gov-
ernment recognizes that rapid increases
in population constrain the improve-
ment of living standards and intends to
outline a set of policies aimed at reduc-
ing the rate of population growth.

Senegal joined the IMF on August 31,
1962; its quota is SDR 118.9 million

(about $170 million); its outstanding use
of IMF credit currently totals SDR 226
million (about $324 million).

Press Release No. 97/2, January 13

GEORGIA: Article VIII
The National Bank of Georgia has noti-
fied the IMF that it has accepted the
obligations of Article VIII, Sections 2, 3,
and 4 of the IMF Articles of Agreement,
with effect from December 20, 1996.
IMF members accepting the obligations

of Article VIII undertake to refrain from
imposing restrictions on the making of
payments and transfers for current inter-
national transactions or from engaging in
discriminatory currency arrangements or
multiple currency practices without IMF
approval. A total of 137 countries have
now assumed Article VIII status.

Georgia joined the IMF on May 5,
1992. Its quota is SDR 111 million
(about $156 million).

Press Release No. 97/4, January 27
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Following are excerpts of Prabhakar R. Narvekar’s parting com-
ments to the Executive Board on January 29, on the occasion of
his retirement after 44 years with the IMF, during which he rose
from a Research Assistant to Deputy Managing Director.

The IMF’s ability to blend all manner of people into a
functioning team is perhaps its great-
est strength. Nowhere is this more
evident than in the work of staff mis-
sions to member countries. Missions
are made up of staff coming together
from different backgrounds, different
countries—perhaps countries that
have been enemies for centuries. Yet,
in a matter of weeks and under strong
pressures, they produce high-quality
work before disbanding to form yet
new teams. This productive human
interaction is the foundation of the
IMF’s success in its wider role.

I recall with special warmth the
idealism of the first generation of
IMF staff. Many of them lived with
the memory of the depression years
and the inability of governments to
deal cooperatively with their problems. Even more re-
membered the suffering of World War II, to which earlier
failures in economic policymaking had contributed. To
that generation of staff, the links between the dry techni-
cal matters of economic analysis, on the one hand, and
broader human aspirations for peace and prosperity, on
the other, were always evident. They knew full well that
a failure to get a member country’s economic policy right
had far more than just economic consequences. After

more than fifty years in which global conflict has been
avoided, and in which material prosperity has been
achieved in large parts of the world, it is easy to forget
these things. But we would do so only at humanity’s peril. 

Who can doubt today that long-term peace and pros-
perity in Western Europe or North
America will depend on neighboring
regions also enjoying lasting prosper-
ity, or that the future of an open mul-
tilateral trading system depends on
new participants—for example, in
East Asia—being welcomed as part-
ners in a positive sum game rather
than as rivals in a zero sum game?
There is legitimate concern in some
quarters about the potential for re-
newed international conflicts. But are
such conflicts inevitable if sound do-
mestic policies and free movement of
goods, capital, and people promote an
increasing and equitably distributed
global prosperity? These sound poli-
cies, however, do not come about
unless policymakers pay full attention

to the nuts and bolts issues of money supply, budget
deficits, trade policies, exchange rates, and so on—which
are the daily preoccupation of the IMF. Thus, by attend-
ing to these things, one is helping humanity achieve the
higher goals for which it has always striven. 

It is because of the goals this institution serves and the
personal friendships I have made here that my over-
whelming feeling today is one of gratitude for the oppor-
tunity of having been associated with the IMF. 

Deputy Managing Director Narvekar Bids Farewell

Outgoing Deputy Managing Director
Narvekar
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Following is the text of Press Release No. 97/5, issued on January 27.
The Executive Board of the IMF adopted a decision on

New Arrangements to Borrow (NAB). The decision follows
agreement by the 25 potential participants in the NAB on the
terms and conditions in which they will be prepared to make
loans to the IMF when supplementary resources are needed to
forestall or cope with an impairment of the international mon-
etary system, or to deal with an exceptional situation that poses
a threat to the stability of the system. The
amount of the resources available to the
IMF under the NAB will be up to SDR 34
billion (about $47 billion).

The NAB will enter into force when it has
been adhered to by potential participants with
credit arrangements amounting to no less than
SDR 28.9 billion (about $40 billion), includ-
ing the five members or institutions with the
largest credit arrangements. The decision will
be in effect for five years and may be renewed.

The participants in the NAB are Australia,
Austria, Belgium, Canada, Denmark, the
Deutsche Bundesbank, Finland, France, the
Hong Kong Monetary Authority, Italy,
Japan, Korea, Kuwait, Luxembourg,
Malaysia, the Netherlands, Norway, Saudi
Arabia, Singapore, Spain, the Sveriges Riks-
bank, the Swiss National Bank, Thailand, the
United Kingdom, and the United States. A
member or an institution that is not currently
a potential participant in the NAB may be accepted as a partici-
pant at the time of renewal, if the IMF and participants repre-
senting 80 percent of the total credit arrangements agree to the
request. New participants may be accepted at other times by way
of an amendment to the NAB adopted by a decision of the IMF
and with the concurrence of participants representing 85 percent
of total credit arrangements.

Background
In June 1995, the Group of Seven summit meeting in Halifax,
Canada, called on the Group of Ten (G-10) and other countries
with the financial capacity to support the international monetary
system to develop financing arrangements with the aim of dou-
bling as soon as possible the amount of currency available under
the GAB. Following a review of the GAB by the IMF’s Execu-
tive Board in July 1995, and meetings of the G-10 and other
countries, the IMF’s Interim Committee, meeting in Washing-
ton, D.C., in September 1996, requested potential participants in
the new arrangements, and the Executive Board to complete the
remaining work promptly.

Relationship with the GAB
The NAB does not replace the General Arrangements to Bor-
row (GAB), which will remain in force. However, the NAB will
be the facility of first and principal recourse in the event of a
need to provide supplementary resources to the IMF. The
amount available under the GAB will remain unchanged at SDR
17 billion (about $24 billion) and SDR 1.5 billion (about $2 bil-
lion) under the associated agreement with Saudi Arabia. As men-

tioned before, the amount available under
the NAB will be up to SDR 34 billion,
which will also be the maximum com-
bined amount available under the GAB.
The participants in the GAB and the
amounts of the credit arrangements (in bil-
lions of SDRs) are the United States (4.3),
the Deutsche Bundesbank (2.4), Japan
(2.1), France (1.7), the United Kingdom
(1.7), Italy (1.1), the Swiss National Bank
(1.0), Canada (0.9), the Netherlands (0.9),
Belgium (0.6), and the Sveriges Riksbank
(0.4). The size of the credit arrangement
with Saudi Arabia in association with the
GAB is SDR 1.5 billion. 

Activation
The credit arrangements under the NAB
may be activated for the benefit of an IMF
member that is a participant in the NAB
(or whose institution is a participant), or
for the benefit of a member that is not a

participant, under circumstances similar to those contemplated in
the GAB, except that activation of the GAB for the benefit of a
nonparticipant requires the additional condition that, after con-
sultation, the Managing Director considers that the IMF faces an
inadequacy of resources. 

NAB Meetings
Potential participants have agreed to meet once a year at the
time of the Annual Meetings of the IMF to discuss, among
other matters pertaining to the NAB, macroeconomic and fi-
nancial market developments, especially those that could have
an impact on the stability of the financial system and lead to a
possible need for the IMF to seek supplementary resources.
The chairmanship of the NAB grouping will rotate annually in
the English alphabetical order of the participants. IMF head-
quarters staff, under the direction of the chair, will provide sec-
retariat support for the group.

The full text of the decisions on the NAB and the transferability of
claims is being posted on the IMF web site at www.imf.org under
“news,” and is available by mail on request.

IMF Adopts Decision on New Arrangements to Borrow

Peter Costello, Treasurer of
Australia, will be the first NAB chair,
a position that will rotate among
NAB participants.
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apan’s long-term fiscal viability
has been undermined by rising
budget deficits and future

spending pressures associated with an
aging population, according to a recent
IMF Working Paper, Japan’s Medium-
and Long-Term Fiscal Challenges, by
Kenji Okamura of the IMF’s Asia and
Pacific Department. In the absence of
policy adjustments, deficits will worsen
for a number of reasons, including
higher government transfers to the
public pension plan, rising medical
costs, increases in public investment,
and a growing debt-service burden.
After calculating the present value of
the fiscal gap between expenditures and
revenues, Okamura concludes that a
return to long-run fiscal sustainability
in Japan will require a balanced mix 
of spending cuts and targeted tax
increases. 

Demographics Heighten 
Fiscal Pressures

Ballooning public debt is hardly
unique to Japan, according to the May
1996 IMF World Economic Outlook.
Over the past two decades, higher lev-
els of government debt in most indus-
trial countries have boosted real inter-
est rates, retarded the accumulation of
private capital, and limited gains in
living standards in most industrial
countries. As populations age, growing
pension and health care costs can be
expected to further aggravate bud-
getary pressures throughout North
America, Asia, and Europe. 

Among the major industrial coun-
tries, however, Japan is expected to ex-
perience the most rapid increase in the
number of elderly in the total popula-
tion and correspondingly larger de-
mands on that country’s already
strained pension, medical, and health
insurance systems, according to the

IMF study. The country’s old-age de-
pendency ratio (defined as the ratio of
the population aged 65 and over to the
population aged 15–64) is projected to
jump to almost 45 percent by 2020,
from 20 percent in the early 1990s,
while growth of the working popula-
tion is expected to turn negative.

The major effect of a rapidly aging
population on Japan’s fiscal position is
expected to show up in increases in
pension benefits, combined with
jumps in medical and health insurance
payments, says Okamura. These 
demographic shifts carry with them
longer-term implications for Japan’s
potential output growth, which on
current projections could drop to 
1 percent by 2015 from the current
level of 2.4 percent annually.

The greatest impact of population
aging on Japan’s fiscal position can be
directly traced to a rise in pension ben-
efits. For this reason, the Japanese gov-
ernment’s 1994 pension plan, which
aims to reform pension finance, consti-
tutes a serious effort to address the
country’s long-term fiscal challenge.
The government’s effort to control
these outlays, however, may still prove
inadequate in the face of expected rises
in social security transfer payments for
pensions and medical care. To prevent
a debt explosion, the IMF study rec-
ommends significant fiscal measures—
equivalent to approximately 4 percent
of Japan’s GDP—that would both re-
duce spending and raise government
revenues over the next decade. 

Fiscal Adjustment Is Critical
Tight restrictions on government ex-
penditures that incorporate targeted
reductions in selected programs should
be the main pillar of future consolida-
tion in Japan, says Okamura. Consid-
eration should also be given to se-

lected revenue-enhancement mea-
sures, according to the study. Such
steps might include: 

• A rise in patient co-payments for
medical insurance premiums to 80 per-
cent from the current rate of 70 per-
cent, for example, could have reduced
mandated government transfers by 1/2

of 1 percent of GDP in 1995. As the
share of medical payments to GDP rises
over time, savings from this measure
could reach 1 percent of GDP in 2020,
when overall medical payments are ex-
pected to reach 10 percent of GDP. 

• Cuts in Japan’s ten-year public
investment plan. The current plan
calls for ¥630 trillion of public invest-
ment between 1995 and 2004, an
outlay that would raise the country’s
public investment to more than 8 per-
cent of GDP from the current level of
7 percent. Both these levels, notes the
study, are much higher than the
Group of Seven average of 3 percent.
Moreover, there is already widespread
concern about possible inefficiencies
in public investment. A downward
revision of the investment plan that
would simply hold capital expendi-
tures constant at current levels of
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Selected IMF Rates
Week SDR Interest Rate of Rate of 

Beginning Rate Remuneration Charge

January 27 3.91 3.91 4.28
February 3 3.92 3.92 4.29
The SDR interest rate and the rate of remuneration
are equal to a weighted average of interest rates on
specified short-term domestic obligations in the
money markets of the five countries whose curren-
cies constitute the SDR valuation basket (the U.S.
dollar, weighted 39 percent; deutsche mark, 21 per-
cent; Japanese yen, 18 percent; French franc, 
11 percent; and U.K. pound, 11 percent). The rate of
remuneration is the rate of return on members’ re-
munerated reserve tranche positions. The rate of
charge, a proportion (currently 109.4 percent) of the
SDR interest rate, is the cost of using the IMF’s fi-
nancial resources. All three rates are computed each
Friday for the following week. The basic rates of re-
muneration and charge are further adjusted to reflect
burden-sharing arrangements. For the latest rates,
call (202) 623-7171.

Data:  IMF Treasurer’s Department
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GDP could, however, result in a sav-
ing of 1 percent of GDP. Reaching
this new target would require a re-
duction in planned capital expendi-
tures to ¥580 trillion between 1995
and 2004. A more cost-efficient ap-
proach to investment might also en-
courage the government to liberalize
its procurement policies.  
• Increasing Japan’s consumption tax
rate beyond the existing 5 percent.
Each percentage point increase in this
rate would generate net tax revenue of
about 1/2 of 1 percent of GDP. An-
other possibility might be to raise
taxes on pension benefits that are cur-
rently lightly taxed. In principle, pen-
sion income is subject to withholding
tax. In practice, however, generous
deductions—by raising the tax thresh-
old—have made pension income for
most households virtually tax exempt,
according to the IMF study. The rev-
enue implications of higher taxes on
pension benefits would accordingly be
large. For instance, if a separate tax
rate of 20 percent had been uniformly
applied, it would have generated rev-
enues in excess of 1 percent in 1996. 
If the above three measures were

adopted, Japan could achieve an over-
all saving equivalent to 4 percent of
GDP, thereby placing that country’s
fiscal position back on a long-run sus-
tainable track, according to the IMF
study. Okamura recommends a hypo-
thetical policy package incorporating
an increase in the consumption tax
rate to 7 percent; stricter taxation of
pension benefits at an average rate of
10 percent; a reduction in outlays for
the public investment plan to ¥580
trillion; and a compression of current
expenditures, particularly medical care
spending. Such ambitious front-loaded
adjustment measures, concludes Oka-
mura, would avoid the necessity of in-
troducing more aggressive measures
later and would minimize the risk of
undermining investor confidence dur-
ing the adjustment period.
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