
On May 22, Manuel Guitián, Director of the IMF’s
Monetary and Exchange Affairs Department (MAE), dis-
cussed his department’s work on capital account convert-
ibility, financial sector soundness, and exchange rate
regimes. Guitián, a national of Spain with a law degree
from the University of Santiago, Spain, and a Ph.D. in
economics from the University of Chicago, has been

Director of MAE since 1995.

IMF SURVEY: The
Interim Committee has

endorsed amending the
IMF’s Articles of

Agreement to extend IMF jurisdiction over current
account issues to include capital account movements.
What is the significance of this for the IMF and the impli-
cations for MAE’s work?

GUITIÁN: This endorsement is most significant for
the IMF. At present, the IMF’s jurisdiction is limited to
payments and transfers of current transactions. The
amendment will not only enlarge the IMF’s role, it will
also provide for broadly uniform treatment for current
and capital transactions. In fact, it will bring the institu-
tion’s mandate up to date with the evolution of the world
economy. Capital flows have become one of the major
forces for economic integration of the last two decades,
and they represent an important dimension of the phe-
nomenon of globalization. In this respect, events in the

international economy have overtaken the Articles
of Agreement—the “code of conduct” that has

guided international financial relations so far.
Granting the IMF a mandate for encouraging

capital account liberalization acknowledges that
free capital flows are
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IMF’s Role Evolves in Financial and 
Exchange Rate Arenas 

(Please turn to the following page)

Can Harmonized Labor Standards 
Boost Trade and Income?

In recent decades, the emergence of developing coun-
tries (“the South”) as exporters of manufactures, as
well as the accompanying liberalization of their trade
regimes, has been greeted with considerable ambiva-
lence in the developed countries (“the North”),
according to a recent IMF Working Paper, Inter-
national Labor Standards and International Trade, by
Stephen S. Golub, a Visiting Scholar from Swarthmore
College. Although many in the North view such trade
as a source of global growth, others are alarmed by
competition with countries whose wage rates are a
fraction of those in many Northern countries. High
unemployment in Western Europe and stagnant
wages for unskilled workers in the United States have
magnified these fears, renewed the controversy about

linkages between international labor standards and
international trade, and fueled calls for protection.

Pressure to harmonize international labor standards
reflects these concerns, but views are mixed on the efficacy
and implications of such standards. Labor unions, human-
rights activists, and some Northern governments argue that
access to Northern markets should be conditional on
improved labor standards in the South and that trade sanc-
tions be imposed for violations of standards (the so-called
social clause). Other Northern governments and nearly
everyone in the South see the social clause as protectionism.

Trade Between North and South
Despite concern expressed in some Northern mar-

kets, North-South trade in (Continued on page 179)



beneficial to member countries and help promote an
orderly process of liberalization, thereby helping ensure
systemic stability—a major IMF responsibility.

Even though the IMF’s Articles are yet to be amended,
institutional work has been under way on capital
account issues for some time. The IMF’s Research

Department has
generated a wealth
of research and
analysis on inter-
national capital
markets. And in
MAE, apart from

our reports on capital account convertibility, we have
begun expanding our country information base on the
regulatory framework for capital transactions—in col-
laboration with other departments. We have just issued
a Special Supplement to our 1996 Annual Report on
Exchange Arrangements and Exchange Restrictions [see
IMF Survey, May 12, page 147], the coverage of which
includes capital transactions. Institutionally, important
efforts are under way to ensure proper coordination
with other agencies with an interest in the capital
account area, such as the Organization for Economic
Cooperation and Development, the World Trade
Organization, and the Multilateral Agreement on
Investment currently under negotiation.

IMF SURVEY: Will the amendment provide for tran-
sitional arrangements?

GUITIÁN: Certainly. We need to take into account
that not every country will be in the same position to
liberalize or at the same stage of liberalization.
Important issues of the pace and sequence of liberal-

ization, as well as the need to ensure a
robust framework for appropriate policy
setting and implementation, need to be
addressed to ensure a durable capital

account opening. All these call for
well-designed transitional arrange-
ments. In principle, the approach
need not be different from that used

to handle current account transactions;
Article VIII essentially establishes the

objective of current account convertibility, and
Article XIV provides the necessary transitional
arrangements. An analogous framework can be

envisaged for capital account transactions.

IMF SURVEY: When will the amendment take effect?
GUITIÁN: The sooner the better. But an amend-

ment requires a large measure of consensus among our
members. We have been working intensely to help
build this consensus and will continue to do so, but a
time frame is hard to predict. Given the increasing
recognition of the importance for the IMF of obtaining

this mandate and the momentum that has gathered in
that direction, I expect it will not take long.

IMF SURVEY: Financial sector soundness is an
increasing concern within the global economy. Why is this
so, and where are the greatest risks?

GUITIÁN: Banking and financial sector soundness
has become increasingly important as these sectors have
become progressively deregulated and, more generally, as
economic borders have fallen among countries. In turn,
the scale and speed of technological change in the finan-
cial area have enhanced the potential for increased eco-
nomic efficiency and welfare. But they also have widened
the scope for risks to be shifted and transmitted among
economies and sectors.We have clearly seen an opening of
economic frontiers, but also a blurring of the distinction
between the activities of different financial intermediaries,
between banks and other financial intermediaries, and
even between financial and nonfinancial activities. These
developments have made supervision and official over-
sight increasingly complex and demanding.

The potential for banking and financial sector risks
exists in all countries. But, clearly, countries that possess
well-developed legal and institutional frameworks and
flexible and resilient economies are best equipped to deal
with those risks. Potential vulnerability is greater in those
economies where legal and institutional infrastructures
are still being built and markets still developing.

Despite the increasing complexity and sophistication
of financial transactions, a primary source of potential
banking difficulties continues to be credit risk, a tradi-
tional subject of concern to banks—which underscores
the critical importance of high-quality bank manage-
ment. This is an important message in the context of
IMF advice on the proper balance between internal bank
governance, official oversight, and market discipline.

IMF SURVEY: In cooperation with other interna-
tional organizations and groups, the IMF is developing a
set of “best practices” to guide the development of sound
banking. What role will the IMF have in promulgating
and promoting these standards and how will it coordinate
with other groups or organizations?

GUITIÁN: It was never contemplated that the IMF
would play a role in setting rules and standards in the
prudential regulation or supervisory areas. This is a
task that concerns such groups as the Basle Committee
on Banking Supervision and national supervisory
authorities. But the IMF can make a contribution
through the exercise of its surveillance function. The
IMF is responsible for helping members address vul-
nerabilities not only in policymaking but also in the
institutional policy layout, which includes the pruden-
tial regulation and supervisory framework. In this con-
nection, the Basle Committee has recently issued a
paper presenting the “core principles” for effective
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banking supervision, which the IMF will help dissemi-
nate among its members through its surveillance and
technical assistance. The IMF can also discuss with its
members how to adapt such principles to their specific
circumstances, and can monitor their implementation.

The objective of bank soundness, however, extends
beyond the supervisory realm. It encompasses such
issues as the quality and disclosure of information and
the adoption of sound macroeconomic and structural
policies—which are essential for banks and financial
intermediaries to operate efficiently. In the bank
soundness area, the IMF coordinates intensively with
the Basle Committee, the World Bank, and, as appro-
priate, with national supervisory authorities. Aspects of
this collaboration have been addressed by a working
party of the Group of Ten industrial countries and sev-
eral emerging market economies, which recently issued
a report outlining a strategy to foster financial stability
in rapidly growing countries [see IMF Survey, May 26,
page 158]. And the IMF’s Managing Director and the
President of the World Bank have recently clarified the
nature of their institutions’ collaboration in strength-
ening financial sectors in their member countries.

IMF SURVEY: Turning to central banking issues,
under what circumstances does the IMF recommend
inflation versus monetary targeting?

GUITIÁN: There is a clear consensus among central
bankers that domestic price stability is the primary objec-
tive of monetary policy. In general, the idea that the value
of the currency should be stable has prevailed for a long
time. This was an aim of the gold standard as well as of
the Bretton Woods par value system, which focused on
exchange rate stability—that is, on safeguarding the
external value of the currency. With the abandonment of
the par value system and the generalized introduction of
flexible exchange rate arrangements, the focus moved
from exchange rate to price level stability—that is, to pro-
tecting the internal value of the currency. Consequently,
the framework for monetary policy had to shift from
conforming to a fixed exchange rate rule to pursuing a
monetary target and, more recently, an inflation target.

Monetary targeting became necessary once
exchange rates became flexible, if only because when
one anchor is given up, another one is needed. The
choice of a monetary target as an anchor was based on
a large body of conceptual and empirical work estab-
lishing the existence of a stable and predictable rela-
tionship between monetary expansion and price level
developments. It is a framework that postulates that
control over monetary growth—the achievement of an
intermediate monetary target—will yield price level
stability. This framework was adopted by many coun-
tries in the 1970s; but its appropriateness was soon
challenged, as questions arose about the stability and
predictability of the relationship between money

growth and prices. Evidence of a looser and less pre-
dictable relationship between these two variables led to
the abandonment of monetary targeting.

Countries then began experimenting with other
approaches, including the monitoring of a variety of
indicators, the adoption of a monetary conditions index,
or the direct pursuit of an explicit inflation target. This
latter approach sets the anchor on the policy objective
rather than on an intermediate policy target or a policy
instrument. Monetary and inflation targeting differ, in
that while, analytically, the relationship between money
growth and price developments is well established, the
conceptual framework relating policy instruments to the
inflation target—in particular, the transmission mecha-
nism linking them—is still being developed. Empirically,
though, monetary policy conducted in the context of
this framework has been relatively successful.

As for the choice between monetary or inflation tar-
geting, the specific characteristics of the economy and,
in particular, the relationship between money and
prices are critical. In both approaches the ultimate aim
of policy is the same.

IMF SURVEY: An important ingredient for sound
monetary policy is central bank independence. Where do
you see the greatest need for more independence?

GUITIÁN: The concept of central bank indepen-
dence has become increasingly accepted as an impor-
tant institutional component for formulating and
implementing monetary policy. There is a consensus,
as I have mentioned, on the importance of price stabil-
ity as the primary objective for monetary policy. Clarity
of purpose will help eliminate inflation bias, increase
the credibility of policy, and yet permit flexible mone-
tary management. This is important because, to be
effective, central bank inde-
pendence requires a well-
defined objective (such as an
inflation target) that helps
establish the accountability
of monetary management.
From this standpoint,
important though it is, a cen-
tral bank law that provides
autonomy to the institution
may not be enough; autono-
my also requires effective
implementation of the law.

It has been argued that a precise quantitative rule
represents a better alternative than central bank inde-
pendence as a guide for monetary policy. About 35
years ago, for example, Milton Friedman wrote an arti-
cle asking whether monetary authorities should be
independent, and his answer was no. He felt it was too
discretionary an institutional arrangement for con-
ducting monetary policy. In his view, a given precise
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rule to keep monetary expansion moderate was far
more appropriate to obtain price stability. But there is
growing evidence that central bank independence,
accompanied by a well-defined policy objective and
appropriately established accountability, does consti-
tute a proper institutional framework for pursuing
price stability. Many countries, including emerging and
transition economies, have advanced in this direction,
although the degree of progress has varied across coun-
tries. Many countries have accepted the notion that
central bank independence is an important institution-
al component for achieving price level stability.

IMF SURVEY: How would you assess current trends in
exchange rate systems, particularly in developing and tran-
sition economies?

GUITIÁN: The trend in many developing and transi-
tion economies has generally been toward exchange rate
flexibility, with the type of regime varying depending on
the country’s characteristics and tradition. But some
countries have also used the exchange rate as an anchor
to attain price level stability and have therefore adopted
a fixed exchange rate. A currency board is essentially a
strict form of a fixed rate, which has been used effective-
ly by some members. Other countries have sought the
benefits of both systems through the use of bands—the
width of the band providing sufficient flexibility, and the
band itself offering a certainty of the evolution of the
exchange rate.

Under the IMF’s current Articles, countries may
adopt the exchange arrangement of their choice. In this
setting, an important responsibility of the IMF is to
encourage consistency between countries’ economic
policies and their exchange rate regime. Particularly
important in this regard is the significant liberalization
that has taken place in members’ exchange arrange-
ments. Countries that now adhere to Article VIII—or
that have established current account convertibility—
total 139, compared with 68 in 1990. Multiple exchange
rates are far less prevalent today than seven or eight
years ago. These are essential objectives that the IMF
sought to promote, while taking a pragmatic attitude
toward countries’ choices of exchange rate regimes. The
obvious progress made toward economic liberalization

to date underscores the effectiveness of the approach.

IMF SURVEY: Do you think the EU’s prospective
experience with monetary unification will have an
impact elsewhere in the exchange rate sphere?

GUITIÁN: The prospective participants in
EMU, among themselves, are abandoning the

exchange rate as an adjustment variable and are prepar-
ing to adopt a common monetary standard. But vis-à-
vis the rest of the world, the exchange rate arrangement
will be flexible. The impact of events in Europe for the
world economy at large will hinge, I think, on the con-

crete illustration that EMU will provide of the opera-
tion of the internal adjustment mechanism in an envi-
ronment of diverse economies for which the exchange
rate is unavailable as an adjustment variable. Efficiency
in adjustment among EMU participants will call for
flexibility in these economies’ markets for factors of
production and for goods and services. Evidence from
EMU that the internal adjustment mechanism func-
tions well cannot but lead economies outside the EU to
draw inferences. The issue goes to the heart of what
constitutes an optimum currency area.

IMF SURVEY: MAE is a major provider of technical
assistance in the areas of central banking, exchange rate
systems, and the design of monetary policy instruments.
How does your department deliver, and assess the effec-
tiveness of, its technical assistance?

GUITIÁN: We deliver technical assistance to mem-
ber countries in many forms: staff missions, short-term
expert assignments, and long-term resident advisors, as
well as through seminars and workshops. We assess the
effectiveness of our technical assistance both internally
and externally.We recently had an external evaluation of
our technical assistance that provided useful insights on
how to enhance its effectiveness by keeping it well
focused and monitoring its results. Internally, we have
also established a range of methods to follow up on the
quality and use of our advice. In addition to the tradi-
tional review of technical assistance reports by other
departments, these include an in-house peer review of
our reports, close supervision by senior staff, and peri-
odic inspection visits by senior staff to recipient coun-
tries. These internal MAE reviews also provide a good
basis for integrating technical assistance activities with
other areas of IMF work and policy advice. Finally,
review of our technical assistance is conducted by senior
staff in the context of general examinations of the over-
all technical assistance activities of the IMF at large.

Week SDR Interest Rate of Rate of
Beginning Rate Remuneration Charge

May 26 3.95 3.95 4.33
June 2 3.90 3.90 4.27

The SDR interest rate and the rate of remuneration are equal to a
weighted average of interest rates on specified short-term domes-
tic obligations in the money markets of the five countries whose
currencies constitute the SDR valuation basket (the U.S. dollar,
weighted 39 percent; deutsche mark, 21 percent; 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’ remunerated reserve tranche positions. The rate of
charge, a proportion (currently 109.6 percent) of the SDR interest
rate, is the cost of using the IMF’s financial resources.All three rates
are computed each Friday for the following week. The basic rates
of remuneration and charge are further adjusted to reflect burden-
sharing arrangements. For the latest rates, call (202) 623-7171.
Data: IMF Treasurer’s Department

Selected IMF Rates



The following article is based on staff reports prepared in
conjunction with the IMF’s annual consultation with the
former Yugoslav Republic (FYR) of Macedonia and the
country’s request for resources under the IMF’s enhanced
structural adjustment facility (ESAF). It examines the
country’s progress to date and its objectives for continued
reform.

Amid sometimes turbulent regional developments,
the FYR of Macedonia has taken strong steps to stabi-
lize its economy. Its inflation rate—the lowest of all the
transition economies—is now at the level of advanced
countries. Yet the process of creating a vibrant market
economy is far from complete. Over the medium term,
it will be crucial for the FYR of Macedonia to reduce its
large current account deficit, tackle high and rising
unemployment, and address weaknesses in its financial
system. To this end, the authorities are committed to
maintaining the sound financial policies that have
characterized the country’s transition efforts and to
deepening structural reforms.

Background
In many respects, the FYR of Macedonia had a tough

birth. When it became independent in 1991, the coun-
try’s traditional trading markets were disrupted—a
result of ongoing conflicts in the region—and it lost
substantial transfers from the Yugoslav federation that
had helped to underwrite the cost of infrastructure and
subsidize agriculture and industry. The scale of the
adjustment was enormous and created numerous
attendant problems.

As a result of a refocusing of monetary policy that
was supported by an impressive fiscal consolidation,
the FYR of Macedonia was, by mid-1995, able to
arrest the decline in output and stabilize prices. Only
two years earlier, inflation had topped 240 percent.
Price and exchange rate stability provided the author-
ities with an environment in which to introduce needed
structural reforms. In particular, the FYR of
Macedonia slashed the fiscal deficit to just 1 percent of
GDP in 1995 from 13 percent in 1993, but still found
budget resources for a comprehensive rehabilitation
package and for a restructuring program for many of
the largest public enterprises. The authorities also
began privatization in earnest.

New challenges emerged in 1996, as exceptional for-
eign exchange inflows—related to the regional situa-
tion—evaporated and increased consumer confidence
stimulated domestic demand and led to sharply higher
imports. Exports—despite improved competitiveness
resulting from  subdued wage growth and higher pro-
ductivity—did not keep pace, and the external current

account deficit swelled considerably. Monetary and fis-
cal policies remained tight, but for the first time since
independence, real GDP growth was positive—increas-
ing an estimated 1 percent in 1996. With improvements
in the regional situation, transportation costs declined
sharply, helping to keep overall costs stable. The cost of
living index actually dipped 0.7 percent in 1996.

The public enterprise sector has continued to adjust,
but its overall performance remains weak. Privatization,
while proceeding, has been
dependent upon employee or
management buyouts that have
yet to translate into better corpo-
rate governance. In the banking
sector, low loan collection rates
and wide interest rate spreads
reflect persistent weaknesses.

More Reforms Needed
Despite remarkable financial

stabilization, the economy of the
FYR of Macedonia has yet to
achieve a decisive turnaround.
Unemployment, for example, is
high (an estimated 25 percent in
1996) and has been rising, and
the deterioration in the current
account deficit has caused con-
cern. To lay the groundwork for
sustained growth, the FYR of
Macedonia must maintain tight
financial discipline and deepen
and expand its structural reforms.

The authorities expect external adjustment to be
achieved through suitably restrictive financial policies
that curb excess demand and structural reforms that
enhance productivity and restrain wage growth. They
are projecting an overall reduction in the external cur-
rent deficit of over 3 percent of GDP in 1997 and a
5 percent recovery of output growth. Exports are
expected to provide the impetus for higher growth, in
the context of subdued domestic demand and import
growth. Increased efficiency and flexibility in the econ-
omy generated by the structural reforms are expected to
spur productivity and boost domestic savings and
investment. By 1998 and 1999, improved corporate sec-
tor governance, a more efficient financial sector, and key
agricultural and other reforms are expected to under-
write a 5 percent growth rate, with continued low infla-
tion (2–3 percent annually). Job creation will be stimu-
lated, but unemployment rates—as enterprises restruc-
ture—are expected to remain high.
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FYR of Macedonia Stabilizes Economy and 
Seeks to Deepen Structural Reforms

   Data:  The FYRM authorities; and staff estimates
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Fiscal Policy. The key objective will be to reduce the high
tax burden within the framework of a balanced budget.
This will require overall expenditure restraint and the
elimination of unproductive government expenditures.
The FYR of Macedonia is committed to virtually elimi-
nating agricultural and export subsidies, reducing con-
tributions to agricultural price supports, scaling back
funding for economically questionable projects, and
containing or reducing elements of the government’s
wage bill. In this stringent fiscal environment, the gov-
ernment will nonetheless boost development investment
and education expenditures in real terms and maintain
the comprehensive social safety net.

Over the medium term, rationalization of social
benefits—whose cost is currently the equivalent of
20 percent of GDP—will be a crucial element in con-
taining expenditure growth. Pension expenditures are
particularly high, given the relative youthfulness of the
population. Recent reform measures have reduced
minimum pensions for new retirees and brought ben-
efits more in line with contributions—substantially
improving the sustainability of the pension program
over the medium term.
Monetary Policy and Financial Reforms. The FYR of
Macedonia’s exchange rate anchor has played a crucial
role in reducing inflation expectations. For 1997, the
authorities hope fiscal tightening will provide room for
more rapid private sector credit expansion and some
easing of interest rates.

Stabilization efforts have not yet translated into a
stronger, deeper financial sector that could play a more
robust role in promoting growth and development.
Intermediation costs remain high, and bank loan col-
lection rates, low. To bolster the financial sector, the
authorities have decided to liberalize financial markets,

strengthen open
market operations
of the National
Bank, and improve
the legal enforce-
ment of lending
contracts. Steps will

also be taken to stimulate competition in the banking
sector and reduce the National Bank’s reliance on direct
instruments of monetary policy. A new deposit insur-
ance scheme and initiatives to improve banking sector
supervision are expected to boost public confidence in
the banking system. The largest commercial bank is
expected to be sold to a consortium of foreign buyers.
Public Sector and Labor Market Reforms. The authori-
ties recognize that while privatization has proceeded,
poor management and financial performance still hob-
ble enterprise operations. To encourage more effective
ownership, the authorities intend to eliminate restric-
tions on secondary share transactions and sell remain-
ing government shares to outside investors. Tax and

other incentives to convert wage arrears to equity will
be offered to accelerate restructuring of enterprises.
The FYR of Macedonia is committed to privatizing vir-
tually all eligible enterprises by the end of 1997.
Accelerated enterprise restructuring will be comple-
mented by labor market reforms and initiatives to
reduce hiring and firing costs. The authorities are
undertaking a comprehensive reform of unemploy-
ment benefits to enhance labor market mobility and
increase work incentives.
Trade. The authorities recognize that for a small econo-
my like the FYR of Macedonia, it is vital to maintain an
open trading regime and pursue integration with
Europe. The government quickly established a liberal
trade regime with an average effective import tax rate of
11 percent. Over the medium term, the government
intends to reduce this. The country has reached agree-
ment on trade and financial protocols with the European
Union—pending settlement of arrears with the
European Investment Bank—and has concluded free-
trade agreements with several countries in the region.
Current Account Deficit and External Financing.
Increased productivity and competitiveness, as well 
as new trade agreements and improved transporta-
tion, are expected to boost exports 10 percent—they
already underpin a substantial reduction in the cur-
rent account deficit. But even with this reduction, the
external financing situation may be tight. Private
short-term inflows and net disbursements from 
official creditors are expected to dip sharply in 
1997, with borrowing from the IMF and the World
Bank and bilateral assistance expected to cover the
financing gap.

Progress and Challenges
FYR of Macedonia’s accomplishments—particu-

larly in reducing inflation to advanced country levels
and in maintaining a stable exchange rate—have
been striking. But low incomes and high unemploy-
ment remain problems. The authorities appreciate
that there will be no “quick fixes” on the path to sus-
tained recovery and growth. It will be critical for the
FYR of Macedonia to maintain tight financial disci-
pline and deepen structural reforms—notably in
reducing public sector expenditures and rationaliz-
ing public sector employment, accelerating financial
liberalization, and aggressively pursuing privatiza-
tion and attracting foreign participation. The coun-
try’s strong commitment to sound policies and will-
ingness to sustain difficult reforms bode well for its
efforts to foster long-term growth.

Photo Credits: Denio Zara and Padraic Hughes for

the IMF.

Over time, rationalization of
social benefits will be crucial in
containing expenditure growth.



Following are edited excerpts of an address by IMF
Managing Director Michel Camdessus at the 1997
National Banks Convention in Buenos Aires on May 21.

Since the late 1980s, most countries in the region have
undertaken programs of macroeconomic stabilization
and structural reform. The problems in the region have
been similar and the programs have had points in com-
mon, especially an emphasis on paring back state inter-
vention to allow the market to allocate a majority of the
resources and to give freer rein to the private sector to
fulfill its role as the main engine of growth.

The process has not been easy, but there has been a
dramatic turnaround in economic performance
throughout the region. Average growth in Latin
America and the Caribbean rose from less than 1!/2 per-
cent in 1988–89 to 5 percent in 1994—the highest rate
since 1980. Although this growth was not immune to
the “tequila effect,” it is now once again around 5 per-
cent for the region as a whole. Meanwhile, average
annual inflation in the region has fallen from a breath-
taking 1,100 percent at the end of 1989 to 19 percent at
the end of last year. Gross international reserves have
increased fivefold, and private capital inflows have
increased from close to zero in 1989 to over $70 billion
last year. In Argentina, growth may reach 6 percent this
year, and inflation remains close to zero.

Despite these achievements, few observers inside or
outside the region would be fully satisfied with the
region’s overall economic or social progress over the
last several decades. Most countries have been unable to
narrow the income gap with advanced economies sig-
nificantly or achieve a decisive reduction in poverty.

I do understand why many in the region are dissatis-
fied with progress so far. In 1965, average real per capita
income in Latin America and the Caribbean was almost
twice as high in terms of purchasing power as it was in
the Asian countries—now referred to as “newly industri-
alized economies.” Today the situation is just the reverse:
real per capita income in these Asian tigers is now about
two and a half times higher than in Latin America.

Education levels are lagging as well. In the 1960s, the
average level of education in Latin America was in line
with or slightly better than that in other countries at a
comparable stage of development. Today, the average
level of education in the region is two years less than the
average for comparable countries elsewhere in the
world and four years less than in comparable East Asian
countries. Meanwhile, income inequality remains pro-
nounced, and large numbers of people in the region
continue to live in poverty, though poverty is less
prevalent in Argentina and Uruguay, and Chile is suc-
ceeding in progressively reducing poverty. Levels of

education, too, are higher in Argentina than the region-
al average.

It would be a great mistake to lay the blame for these
shortcomings on the reform
programs of recent years. The
deterioration in income distri-
bution and rise in poverty
occurred during the period of high
inflation and low growth that followed
the debt crisis in the 1980s. This is hard-
ly surprising, since the poor and the
unskilled are most likely to lose their liveli-
hoods during economic downturns and least
able to protect the real value of their income
during periods of high inflation.

The record during recent periods of stabiliza-
tion and reform has been markedly better.
Countries that have embarked on reform have
seen average GDP growth rise to 3 percent a
year in the three years following the start of
reform and to nearly 4 percent thereafter, com-
pared to less than 1 percent in the three years pre-
ceding reform. Investment as a share of GDP and pro-
ductivity have followed similar patterns. There is also
evidence that poverty has declined. In Brazil, the intro-
duction of the Real Plan was associated with a sharp
increase in the real income of the poor and a decline in
the poverty rate. In Argentina, the percentage of the
population below the poverty line fell by almost 
50 percent between 1989 and 1996.

All of this is very encouraging, but progress has been
fragile and slow in coming. Poverty, according to some
estimates, still affects well over a third of all households
in the region, or upward of 200 million people. There is
still a tremendous amount of work to do to achieve a
decisive improvement in economic opportunities and
social conditions throughout Latin America. We know
that the only solution is to achieve high, sustainable,
and more equitably distributed rates of growth. The
wisest course of action is to continue with the stabiliza-
tion policies, strengthen the reforms that have con-
tributed most to stronger growth, and identify what
more needs to be done to ensure that the benefits of
strong growth are more widely and equitably shared.

Argentina has been successful largely because sound
macroeconomic policies have remained firmly in place
for a number of years, and considerable progress has
been made on what might be described as the “first gen-
eration” of structural reform. Indeed, the fact that
Argentina was able to withstand the Mexican crisis—
and restore growth and market confidence so quickly
thereafter—is a great tribute to these policies. But 
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clearly, the situation here—where unemployment is
high and not all are sharing fully in the benefits of
stronger growth—calls for further action. And the same
may be said of other countries in the region. More can
be done in Argentina and the rest of Latin America to
achieve higher growth, greater equality of economic
opportunity, and more rapid social progress. This is
what I would call the “second generation” of reform.

There is no artificial or rhetorical distinction
between these two generations of reforms. This second
generation is geared more toward achieving high-qual-
ity growth that will be genuinely sustainable, while the
first generation of reform focused on restoring basic
equilibria and kick-starting the engines of growth. The
crux of the second generation of reform concerns com-
pleting the transformation of the state’s role in the
economy. Obviously reducing state intervention in the
economy and increasing the transparency of govern-
ment operations are absolutely essential in limiting the
opportunities for corruption and in enhancing public
accountability. Beyond these reforms, I see at least three
key tasks remaining for the state to perform:

• establish a simple, transparent regulatory system
that is equitably enforced. This system would ensure
equal access to markets—thus promoting equality of
economic opportunity—and encourage competition
and eliminate unnecessary business costs.

• uphold the professionalism and independence of the
judicial system. This ensures prompt and equal justice
for all, and gives confidence to savers and investors that
contracts will be enforced, rights will be protected, and
property will be secure. In the past two years, in two
vastly different countries, two presidents speaking of
the challenges of development very surprisingly said
almost the same thing to me: in the task of develop-
ment and all that it entails, the most important min-
istry is the Ministry of Justice.

• improve the quality of public expenditure. This
means reducing unproductive expenditure to make
more room for investment in human capital and basic
infrastructure. It also means ensuring that essential pub-
lic services are provided at reasonable cost, intended
beneficiaries are reached, and access to these services is
equitable. Latin America’s countries must make an
exceptional effort to improve the level and quality of
expenditure on education—an effort that will lead to
improved equality of educational opportunity. This
would have a substantial positive impact on Latin
America’s long-term growth potential and prospects for
more equitable income distribution, but it cannot be
achieved with inflation and higher taxes. It must be done
by continuing to eliminate unproductive expenditure.

The second generation of reform requires “good
governance” in all its dimensions—particularly, effec-
tive and reliable public institutions. Good governance
in the public domain can help promote a greater sense

of accountability in private affairs—including sound
and responsible credit policies, and a culture of tax
compliance, which needs to be strengthened or, some
would say, properly established. Neglecting these
essential aspects only invites a creeping delegitimiza-
tion of public institutions that sabotages economic
efficiency, erodes confidence, and undermines growth
and equity.

What implications does this second generation of
reform hold for Argentina specifically?

• financial sector. Argentina has benefited substan-
tially from having made a relatively early start on finan-
cial sector reform and from having followed a basically
market-oriented strategy. The second generation
should focus on improving transparency. Increasing
the flow of timely, comprehensive, and accurate infor-
mation between banks and supervisory authorities,
between borrowers and lenders, and between financial
institutions and their shareholders and depositors
would encourage better internal governance in banks,
permit more effective supervision, and promote better
credit analysis.

• fiscal reform. The public sector is now leaner, and
public expenditure is under better control at the central
government level, but there is still room to broaden the
tax base and improve tax administration and taxpayer
compliance. Likewise, there is ample scope to improve
the quality of public expenditure.

• labor market reform. Many people associate struc-
tural reform with higher unemployment and fear that
labor market reform will only make the problem worse.
I believe they are mistaken. The key to preserving and
expanding employment, particularly among the less
skilled, is a flexible labor market that encourages
mobility and keeps labor costs in line with labor pro-
ductivity. Much more needs to be done to decentralize
and reform the collective bargaining process, to
increase the efficiency and contain the cost of the labor-
run health care system, and to reduce the high cost of
severance payments.

I have one lingering concern. Argentina’s bright
prospects could turn to failure unless more concerted
efforts are made, at this new stage of the reform
process, to reduce the inequality in income distribution
and, more important, to create more opportunities for
the most disadvantaged, particularly with regard to
education and occupational training for young people.
These problems are the sovereign responsibility of the
Argentine people and should be at the center of demo-
cratic debate in this country. We live, however, in an era
in which rapid technological change is widening the
gaps between the very rich and the very poor, between
those who have the most knowledge and those to
whom the State has failed to provide the education they
need if they are to take full advantage of the world’s
opportunities.



Following are excerpts of a May 21 address by IMF
Deputy Managing Director Alassane D. Ouattara, at the
Southern Africa Economic Summit in Harare, Zimbabwe.

The trend toward more integrated world markets
offers a wide potential for greater growth and presents
an unparalleled opportunity for developing countries
to raise their living standards. At the same time, the
Mexican crisis has focused attention on the downside
risks of this trend, and concerns have arisen about the
risks of marginalization of countries.

The globalization of the world economy amounts to
the integration of economies throughout the world
through trade, financial flows, the exchange of technol-
ogy and information, and the movement of people.
The extent of the trend toward integration is clearly
reflected in the rising importance of global trade and
capital flows. Economic success in today’s world is less
a question of relative resource endowments or geogra-
phy and more a question of the market’s perception of
the orientation and predictability of economic policy.

Challenges of Globalization for Africa
Globalization will continue to reinforce interdepen-

dencies between different countries and regions. It can
also deepen the partnership between the advanced
countries and the rest of the world. And to support this
partnership in a mutually beneficial way, the advanced
countries could help to further open their markets to
the products and services in which the developing
world has a comparative advantage. In addition, the
reform efforts of the African countries will need to con-
tinue to be supported by adequate financing on con-
cessional terms. In this regard, the IMF has put the
enhanced structural adjustment facility [ESAF], our
concessional lending facility, on a permanent footing.
Moreover, the IMF and the World Bank have recently
begun implementing the initiative to resolve the exter-
nal debt problems of heavily indebted low-income
countries (HIPCs). Three African countries—Burkina
Faso, Côte d’Ivoire, and Uganda—are among the first
to be considered under the initiative.

The challenge facing the developing world—and
Africa in particular—is to design public policies that
maximize the potential benefits from globalization and
minimize the downside risks of destabilization and/or
marginalization. Most African countries have been
implementing these policies for some time. In particu-
lar, sub-Saharan Africa has made substantial progress
toward macroeconomic stability:

• Average real growth has increased from less than 
1 percent in 1992 to more than 5!/2 percent in 1996, and
this positive trend is expected to continue.

• Many countries have achieved single-digit infla-
tion rates, and average inflation for the region is 

expected to fall from the peak of 60 percent in 1994 to
17 percent in 1997.

• The external current account deficit has fallen from
an average of 15!/2 percent of GDP in 1992 to a project-
ed 9 percent this year, while the overall fiscal deficit has
been cut from almost 12 percent of GDP to 6 percent
over the same period.

African governments have also made considerable
strides in opening their economies to world trade.
Indeed, 31 sub-Saharan African countries have accepted
the obligations of Article VIII of the IMF’s Articles of
Agreement, almost all since 1993. Most countries have
moved ahead with trade and exchange liberalization,
eliminating multiple exchange rates and nontariff bar-
riers and also lowering the degree of tariff protection.

Finally, the restructuring of many African economies
is gaining momentum. Throughout the continent, gov-
ernment intervention in economic activity is on the
wane. Administrative price controls are being reduced,
and agricultural marketing has been widely liberalized.
The restructuring and privatizing of state enter-
prises has been under way for some time in
most countries, though with varying
speed and degrees of success. And fiscal
reform is gaining ground—African
countries are taking firm steps to ratio-
nalize their tax systems, reduce exemp-
tions, and enhance administrative effi-
ciency. At the same time, they are reori-
enting expenditures away from wasteful outlays
toward improved public investment and spending on
key social services, particularly health and basic 
education.

While Africa is on the right track, there is some way
to go. I see five areas where African countries need to
achieve greater progress to speed up their participation
in globalization:

• maintaining macroeconomic stability and accelerat-
ing structural reform. As the continent enters the “sec-
ond phase of adjustment,” the emphasis must be on
maintaining economic stability and reinforcing the
implementation of structural policies that will make
the economies more flexible, encourage diversification,
and reduce their vulnerability to external shocks. These
include further reforms in the areas of public enterprise
activity, labor markets, and the trade regime.
Governments must also ensure that public services are
provided reliably and cost efficiently.

• ensuring economic security. Policy must remove the
sense of uncertainty that still plagues economic 
decision making in most of Africa. This requires creat-
ing a strong national capacity for policy formulation,
implementation, and monitoring. It also requires a
guarantee of the transparency, predictability, and
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impartiality of the regulatory and legal systems. This
goes beyond respecting private property rights and
enforcing commercial contracts to eliminating arbi-
trariness, special privileges, and ad hoc exemptions.

• reforming financial sectors. Rising capital flows
place added burdens on banking regulation and super-
vision and require more flexible financial structures.
This aspect of globalization confronts developing

countries with a new challenge—to accelerate the
development and liberalization of their financial

markets, and enhance the ability of financial insti-
tutions to respond to the changing environment.

• achieving good governance. National authori-
ties should spare no efforts to tackle corruption

and inefficiency and enhance accountability in
government. This means reducing the scope of

distortionary rent-seeking activities, eliminating
wasteful or unproductive uses of public funds, and
providing the necessary domestic security. Many
African countries will also have to undertake a com-

prehensive reform of the civil service, aimed at reduc-
ing its size while enhancing its efficiency.

• a partnership with civil society. African govern-
ments need to actively encourage participation of civil
society in the debate on economic policy and seek the
broad support of the population for adjustment efforts.
To this end, governments need to pursue a more active
information policy, explaining the objectives of policies
and soliciting the input of those whom the policies are
intended to benefit.

Globalization and Regional Integration
Throughout the continent, African governments are

coming together to coordinate components of their
policies, and virtually all countries are now members
of regional organizations. Efficient regional coopera-
tion allows the economies of Africa to overcome the
disadvantages of their relatively small size and, by
opening access to larger markets, to realize economies
of scale. The obligations of membership in some of

these organizations also make it easier
for each individual country to achieve
further progress in regulatory and judi-
cial reform (as in the CFA franc zone);
to rationalize payments facilities and to
relax restrictions on capital transac-
tions and investment flows (as in the
Cross-Border Initiative); and to 
develop the mutual economic infra-
structure (as in the Southern African
Development Community). Enhancing
trade links among themselves also
strengthens their ability to participate
in trade on a global scale, and could
lead to further progress in the direction
of nondiscriminatory multilateral
trade liberalization.

The challenge for the future is to
ensure that these regional organizations
are perceived as effective vehicles for
integrating African countries into the
world economy, providing mutual sup-
port to their members in their reform
efforts. Common regional objectives
should be set in terms of international
best practices. And the regional organi-
zations should seek to push through
reforms in the areas of legal and regula-
tory frameworks, financial sector
restructuring, labor and investment
code reform, and exchange and trade
liberalization that seek to reach interna-
tional standards as quickly as possible.
The pace of progress should be what is
feasible, not what is comfortable for the
slowest member.
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manufactures is much more
important for the South than for the North, Golub
notes. Most of the major industrial countries continue
to have manufacturing trade surpluses with the devel-
oping world. The share of employment in manufactur-
ing in the developed countries has declined; but con-
trary to popular fears about deindustrialization, this
decline mostly reflects the increasing importance of the
service sector and the tendency for productivity in man-
ufacturing to increase more rapidly than in services.

Workers in the North fear that their wages are under-
cut by their lower-paid counterparts in the South. Many
in the North also view low Southern wages as inhu-
mane and unfair. These concerns, says Golub, are exag-
gerated. The fear that high-wage countries cannot com-
pete with low-wage countries is based on a misconcep-
tion about the connection between wages and labor
productivity and confusion about the difference
between absolute and comparative advantage. Overall
differences in productivity (absolute advantage) deter-
mine wages; sector-specific variations in productivity
and costs determine trade patterns (comparative
advantage). To the extent that low wages reflect low pro-
ductivity, any advantage to employing low-wage labor is
offset.

A related concern is that the growing ability of devel-
oping countries to import capital and foreign technol-
ogy will equalize productivity in low- and high-wage
countries. But in practice, capital flows seem to play a
limited role in equalizing productivity. Even with the
increasing ease of technology transfer and capital
mobility, productivity in poor countries can be held
down by low levels of human capital and poor public
infrastructure and transportation services.

North-South trade is often blamed for the deterio-
rating position of unskilled labor in the North. It is true,
as the IMF study acknowledges, that even though the
North as a whole gains from trading with low-wage
countries, imports of labor-intensive products are like-
ly to be harmful to unskilled workers in the North. But,
in the United States, for example, trade accounts for, at
most, one-fourth of the decline in unskilled workers’
real wages. Why, then, does North-South trade receive
so much attention? Perhaps, Golub suggests, because it
is politically appealing and convenient—and on the
surface plausible—to blame imports from low-wage
countries for the deteriorating position of unskilled
workers, so such trade becomes a lightning rod for
workers’ frustrations. It is in the context of this contro-
versy, as well as the prospect of an expansion of North-
South trade as China and India become major
exporters, that the debate about international labor
standards is best understood.

Labor Standards: Ethical or Economic? 
International labor standards are attempts to move

toward harmonization of standards formulated by indi-
vidual countries to regulate their own labor markets.
Efforts to link labor rights with international trade were
first crystallized in 1919 with the creation of the
International Labor Organization (ILO). The ILO relies
on voluntary compliance through ratification of var-
ious conventions on labor standards (more than
170 are in force) and works closely with individ-
ual member countries to arrive at mutually sat-
isfactory outcomes. The ILO has never attempt-
ed to mandate trade sanctions for violations of
its standards.

So far, the developing countries have resisted
pressures from the United States and some
European countries to adopt and abide by internation-
al labor standards. It is clear, according to the IMF
study, that international agreement on the use of trade
sanctions for enforcing adherence to labor standards is
out of the question at present.

Arguments for and against harmonization of labor
standards often mix the economic and moral aspects.
For instance, some proposed core standards conflate
fundamental labor “rights,” such as freedom of associa-
tion, with regulations governing working conditions
and wages, which are economic in nature. According to
the IMF study, the economic arguments for harmoniz-
ing labor standards are weak; in fact, well-intentioned
attempts to impose higher labor standards on the South
may actually be detrimental to Southern workers, espe-
cially if they are enforced through trade sanctions. Low
labor standards are not the primary source of develop-
ing countries’ comparative advantage, while most devel-
oped country labor standards—such as minimum
wages—are not attainable in many poor countries.

The basic reality is that the developing countries’
comparative advantage is in unskilled-labor-intensive
goods, and their low labor standards are manifestations
of both their level of economic development and their
large supplies of unskilled labor. Higher labor stan-
dards, Golub suggests, are primarily a consequence,
rather than a cause, of economic growth, and the surest
way to improve labor standards in the South is eco-
nomic growth, which international trade facilitates.
Accordingly, pursuing trade and labor market policies
conducive to high growth rates will be far more effective
in raising labor incomes than mandating levels of wages
and benefits or imposing trade sanctions on perceived
violations of standards.

In some cases, there are genuine moral concerns,
which has led the ILO to focus on core labor standards
that uphold basic labor rights. But only a handful of
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Aruba
The IMF Executive Board on

May 19, 1997, concluded the 1997

Article IV consultation with Aruba.

Background
For 1996, Aruba’s economic

growth is estimated at 4 percent,

with inflation just over 3 percent,

and negligible unemployment. The

moderation of growth from average

annual rates of about 5 percent dur-

ing the 1990s reflects both the mod-

erate appreciation of the real

exchange rate over the preceding

years and a government decision to

limit new construction, given nearly

full employment and the island’s

limited physical resources. Earlier

growth rates, based primarily on

rapid expansions of the tourism sec-

tor, had given rise to a significant

population increase, surging hous-

ing demand, and incipient infla-

tionary pressures.

While Aruba’s public finances

moved into deficit over the past two

years, with a borrowing requirement

of 0.5 percent of GDP in 1995 and

1.5 percent of GDP in 1996, govern-

ment indebtedness excluding loan

guarantees is comparatively modest

at just over 30 percent of GDP. The

government is aiming to hold its

borrowing requirement to 2 percent

of GDP in 1997 and to achieve a bal-

anced budget in 1998 and beyond.

The consolidation of Aruba’s

public health insurance funds into a

single-payer system providing uni-

versal coverage is scheduled for

completion in 1997. The system,

financed by wage-based contributions and targeted to

improve administrative efficiency and cost controls, will allow

individuals to purchase supplementary insurance in the pri-

vate market. At this time, the benefits level under the plan has

not been set.

The net foreign reserves of the banking system, underpin-

ning the peg of the Aruban florin to the U.S. dollar, decreased

by Af. 62 million to Af. 427 million (equivalent to four months

of imports) during 1996, in large part as a consequence of the

government’s purchase of a hotel from foreign investors.
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labor practices—most obviously, slavery—are univer-
sally regarded as unacceptable. Other core labor rights
are less universal than sometimes claimed; disparities in
income levels as well as cultural factors give rise to wide
differences in acceptable behavior in labor markets—for
example, child labor and discrimination between men
and women. Without a clear basis for international
agreement, Golub argues, labor standards would degen-
erate into protectionism.

Policy Options
Although the economic arguments raised in support

of harmonizing labor standards are weak, the IMF study
suggests that perceived violation of such standards in the
South undermines support for free trade in the North at
a time when unskilled labor is faring poorly and import
penetration of Southern manufactures is rising rapidly.
The South has a high stake in maintaining access to mar-
kets in the North and, hence, in forestalling protection-
ist pressures. Increased international compliance with
some core labor standards can therefore be defended as
a way to increase the legitimacy of a liberal internation-
al trading system, as well as being desirable in itself. A
few core labor rights are arguably universal—including
freedom of association, bans on forced labor and dis-
crimination, and, possibly, limitations on the use of child
labor—and efforts by both developing countries and
private firms to adhere to some of them are not likely to
impinge heavily on trade patterns.

The use of mutually agreed trade sanctions to
enforce labor rights is likely to be problematic, how-
ever, owing to the lack of agreement on what consti-
tutes a violation and the high risk of protectionist
abuse of sanctions. Reliance on voluntary adherence
to labor standards through continued—and
enhanced—efforts by the ILO is preferable to coer-
cion, says Golub. Other promising voluntary initia-
tives include adherence by multinational corpora-
tions to the same labor standards abroad that they
follow at home, and increased consumer awareness
of the conditions under which goods are produced.

On a more fundamental level, the IMF study con-
cludes, Europe and North America must seek to
implement polices that improve labor market per-
formance for the poor and the unskilled. Western
societies need to find ways both to improve labor-
market flexibility and to ensure that the gains from
structural change are shared across the board; other-
wise, calls for protection are likely to increase.

Copies of IMF Working Paper 97/37, International Labor
Standards and International Trade, by Stephen S. Golub, are
available for $7.00 from Publication Services, Box XS700, IMF,
Washington, DC 20431 U.S.A. Telephone: (202) 623-7430; fax:
(202) 623-7201; Internet: publications@imf.org. The full text is
also available on the IMF’s web site (http://www.imf.org).
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There was strong credit growth in 1996 reflecting both gov-

ernment and household borrowing. Nonetheless, given the

decline in net foreign assets, broad money increased by just 

3 percent in 1996.

The monetary authorities suspended credit ceilings on

individual banks at the beginning of 1997 in support of

improved efficiency in the allocation of credit. The authori-

ties have also taken important initiatives in recent years to

modernize prudential supervision and banking regulation.

Further steps in these areas are planned for 1997.

Restrictions on external current transactions were elimi-

nated and capital controls were eased further in January 1997,

as part of the continuing liberalization of Aruba’s exchange

and trade policies. The deficit on Aruba’s non-oil external

current account narrowed markedly in recent years, falling to

1 percent of GDP in 1996. The improvement stemmed from

a strengthening of service and income receipts, reflecting the

performance of the tourism sector, along with higher interest

earnings on foreign investments.

For 1997 and beyond, with commercial investment

strongly limited by the moratorium on the construction of

new tourist facilities, economic growth in Aruba will depend

on increased capacity utilization, moves to further upgrade

the quality of tourism, and the diversification of the econo-

my. Real GDP growth is projected by the IMF staff at 4 per-

cent in 1997, with inflation at 3 to 3!/2 percent and a deficit in

the non-oil (onshore) external current account equivalent to

0.9 percent of GDP.

Executive Board Assessment
Executive Directors commended Aruba on the strong eco-

nomic growth and moderate inflation that had been achieved

over the past decade and on the sound macroeconomic poli-

cy that had underpinned that performance. Directors noted

that the key challenge facing Aruba now was to ensure con-

tinued growth in per capita GDP, while avoiding overheating.

Directors, therefore, welcomed the government’s intention to

foster productivity growth by emphasizing quality in the

tourist sector and by diversifying the economy.

Directors observed that the continuation of stability-

oriented fiscal and monetary policies would also be essential

to facilitate economic growth. Directors accordingly com-

mended the prudent fiscal policy followed in Aruba. They

welcomed that the supplementary budget for 1997 aimed at

containing the government’s borrowing requirement to 

2 percent of GDP. They also encouraged the authorities to

pursue their objective of returning to near budgetary balance

in the next two years. To that end, further measures to

restrain public expenditure would be needed in 1997 and the

medium term. They should include an enduring reduction

in public sector employment and wage restraint. In that con-

nection, some Directors stressed that due regard would need

to be paid to retaining quality personnel. Directors thought

it advisable to review some large investment projects.

Directors also encouraged the Aruban authorities to improve

tax administration with a view to increasing the buoyancy of

public revenue, and to undertake a study of the structure of

the tax system.

Directors agreed that the peg of the florin to the U.S. dollar

had served Aruba well. They noted that the central bank had

skillfully managed the monetary and banking system in a very

open environment. The suspension of direct credit controls as

of January 1997 was a welcome step toward allowing greater

play for market forces in determining the allocation of credit.

It will be crucial to monitor developments under the new sys-

tem closely to forestall an excessive expansion of monetary

and credit aggregates. Directors also said that they understood

the authorities’ wish to move cautiously to a more fully 

market-oriented system of monetary control.

Directors noted that important steps had already been taken

to modernize the prudential supervision and regulation of the

banking system. They observed that the central bank appeared

to have the information and regulatory instruments it needed

to detect and correct emerging financial problems in individ-

ual institutions before they adversely affected the system as a

whole. The priority now was to enact the laws and regulations

to provide a comprehensive legal framework for supervision

that would formalize the methods already used in practice.

Directors commended Aruba on its generally liberal trade

policy. On other structural issues, Directors welcomed the

government’s intention to resell a major hotel without a loan

guarantee and to use the proceeds to replenish Aruba’s for-

eign exchange reserves. With respect to the national airline,

Directors urged the authorities to eschew any further finan-

cial commitments and allow market forces to fill the demand

for air transport.

Directors welcomed the efforts at data improvement and

called for further improvement in the statistical base, espe-
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Aruba: Selected Economic Indicators

1993 1994 1995 19961

(percent)
Domestic Economy

Change in real GDP 1.8 5.7 5.5 4.0
Unemployment rate 0.5 0.5 0.7 0.6
Change in consumer prices (end of period) 6.4 4.7 3.1 3.2

(million U.S. dollars)2

External Economy
Exports, f.o.b. 1,209.0 1,357.0 1,347.0 1,736.0
Imports, f.o.b. 1,396.0 1,439.0 1,597.0 2,043.0
Current account balance 22.0 60.0 –15.0 –74.0
Direct investment –9.0 –60.0 –1.0 84.0
Portfolio investment –4.0 –10.0 –17.0 –6.0
Capital account balance 7.0 7.0 15.0 28.0
Gross official reserves 200.0 196.0 242.0 215.0
Current account balance

(percent of GDP) 1.8 4.5 –1.1 –4.8
Non-oil sector –1.5 –4.1 –1.7 –1.0

Change in real effective exchange rate
(percent)3 2.2 3.6 0.5 0.3

(percent of GDP)2

Financial Variables
General government balance 0.9 0.2 –0.5 –1.5
Change in broad money (percent) 6.4 12.6 5.6 2.9
Interest rate (percent)4 6.5 6.1 6.2 6.4

1IMF staff estimates.
2Unless otherwise noted.
3(+) = appreciation.
412-month time deposits.



cially trade data, in order to facilitate the formulation, imple-

mentation, and surveillance of macroeconomic policies.

Belize
The IMF Executive Board on May 12, 1997 concluded the

1997 Article IV consultation with Belize.

Background
Belize’s economic performance weakened in 1991–94 as

public sector savings fell sharply. Real gross domestic product

(GDP) slowed to an average of 4.5 percent in 1991–94 

(10 percent a year in 1987–90). Despite a cut in capital outlays

and in the deficit during this period the central government

relied heavily on domestic financing, particularly from the

central bank, to minimize reliance on external financing. The

authorities tightened credit policies and the resulting high real

domestic interest rates crowded out private sector credit. In

addition the slower growth in the agricultural sector was

compounded by the effect of the recall in 1994 of most of the

UK military contingent that had been posted in Belize, and

minimal expansion in construction. Inflation remained in

line with international trends, reflecting the peg of the Belize

dollar to the U.S. dollar and the openness of the economy.

Gross reserves fell from the equivalent of three months of

imports in the late 1980s to one month at end-1994.

Some corrective measures were adopted during FY

1995/96 (April-March) including a reduction of 9 percent in

the civil service in December 1995. However, the effect of

these measures was offset by a weak revenue performance

associated with tax incentives, and a wage increase granted to

civil servants in late 1996. As a result, in FY 1995/96–1996/97

public sector savings remained at an average of about 4 per-

cent of GDP. Nonetheless, capital outlays were reduced, and

the public sector deficit narrowed from 5.5 percent of GDP in

FY 1994/95 to an average of 2.5 percent of GDP in 

FY 1995/96–1996/97. In 1996, a loan from bilateral sources

together with a tight credit policy, permitted a recovery of

gross international reserves to the equivalent of two months

of imports. The external current account deficit increased to

2!/2 percent of GDP in 1996 (1#/4 percent in 1995) as a decline

in the service account’s surplus, associated with a fall in

tourism and the withdrawal of the

remaining contingent of UK troops

stationed in Belize, more than offset an

improvement in the trade balance

reflecting a recovery of agricultural

exports. Real GDP growth was 3 per-

cent on the strength of agricultural

production, while the rise in consumer

prices peaked at 6.3 percent mainly

reflecting the introduction of the value

added tax at a 15 percent rate. Inflation

has decelerated to 4#/4 percent as of

February 1997.

Executive Board
Assessment

Executive Directors observed that the

fiscal measures adopted by the authori-

ties in 1995/96, particularly the

retrenchment of a significant part of the

civil service, had been important steps

toward correcting Belize’s fiscal imbal-

ance. However, fiscal imbalances and

domestic financing requirements

remained large. Directors emphasized

that exceptional external financing, such

as the country received last year, could

only provide temporary relief and could

not be a substitute for fiscal measures to

redress Belize’s macroeconomic imbal-

ances on a sustainable basis.

Accordingly, Directors viewed a further strengthening of

fiscal consolidation as the priority in the period ahead. They

urged the authorities to implement additional fiscal mea-

sures, in particular broadening the tax base, curtailing

exemptions, and improving procedures for customs valua-

tion. They also welcomed the steps taken to strengthen tax

enforcement. On the expenditure side, Directors urged a

more prudent public sector wage policy and, in that context,

noted the contribution that the new Public Service

Regulations could make in regard to merit awards. They also

encouraged the authorities to finalize the Financial
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Belize: Selected Economic Indicators
(Annual percent change unless otherwise noted)

Prel. Est.
1991 1992 1993 1994 1995 1996

Domestic Economy
Domestic demand 10.4 10.1 10.9 –0.4 5.5 8.1
Real GDP (at market prices) 3.1 9.3 3.3 1.8 3.3 3.0
Consumer price index (average) 3.2 2.4 1.4 2.5 2.9 6.3

External Economy
Export volume –4.9 19.1 –1.5 4.8 0.5 6.0
Import volume 19.6 6.6 3.6 –10.4 –8.6 –2.9
Current account balance (percent of GDP) –6.9 –6.0 –8.9 –4.1 –1.7 –2.6
Overall balance (percent of GDP) –5.0 0.1 –3.7 –0.8 0.6 3.3
External debt (percent of GDP) 34.9 30.9 31.8 32.7 30.3 33.1
Debt-service ratio (percent

of exports of goods and services) 6.7 5.0 6.2 8.5 10.0 10.6
Gross reserves (months of imports of goods

and nonfactor services) 2.1 2.0 1.1 1.0 1.2 2.0
Real effective exchange rate (depreciation -) 1.7 –2.1 2.4 –4.5 –2.4 5.0

Financial Variables
Nonfinancial public sector balance

(percent of GDP)1 –4.1 –7.6 –6.9 –5.6 –2.6 –2.7
Gross national saving (percent of GDP) 22.8 23.9 23.1 20.3 18.3 16.8
Broad money2 10.9 17.0 4.8 8.4 17.2 4.3
Interest rate (90-day time deposits)3 8.4 8.1 8.2 8.7 9.9 8.5

1Refers to fiscal years (April through March).
2Money and quasi-money.
3Average last quarter of year.
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Management Reform Project to strengthen public manage-

ment. It was also noted that the composition of fiscal consol-

idation should be improved, in particular by according a

higher priority in future to public investment in basic social

services and infrastructure.

Directors commended the authorities for reducing cus-

toms tariffs by implementing the first two stages of the

Caribbean Common Market (CARICOM) agreement. They

urged the authorities to eliminate promptly existing quantita-

tive import restrictions. Directors welcomed the introduction

of measures to strengthen banking supervision and pruden-

tial regulations.

Directors were of the view that the sustainability of the

exchange rate peg depended crucially on the strengthening of

the fiscal position, and on wage restraint. In addition,

Directors observed that, while credit tightening could help in

protecting Belize’s international reserves position, it could not

substitute for the needed fiscal adjustment.

A few Directors urged the authorities to develop an adjust-

ment program that could be supported by the IMF.

Tunisia
The IMF Executive Board on May 23, 1997, concluded the

1997 Article IV consultation with Tunisia.

Background
During the period of the Eighth Development Plan

(1992–96), Tunisia achieved annual economic growth of

4.5 percent on average, supported by steady implementation

of comprehensive structural reforms and generally prudent

macroeconomic policies. Financial imbalances narrowed and

social indicators continued to improve, consistent with

Tunisia’s emphasis within public expenditure on health and

education. Inflation decelerated to less than 5 percent per year

on average, and external debt declined from 55 to 52 percent

of GDP between 1991 and 1996. Exports of goods and non-

factor services grew on average by 6.2 percent a year, and

Tunisia maintained a broadly constant share of world mer-

chandise exports.

However, the unemployment rate remained high at about

15 percent, as economic growth fell short of the objective 

(6 percent). Investment, in particular by the private sector and

in manufacturing, was lower than expected. Total factor pro-

ductivity also improved by less than had been programmed,

partly owing to the impact of drought on agriculture but also

reflecting the gradual pace of structural reforms aimed at

improving the functioning of domestic markets, opening the

economy, and enhancing the role of the private sector.

In 1996, economic growth reached 6.9 percent reflecting

the recovery in agriculture from two years of drought.

Inflation fell and the external accounts improved significantly.

However, fiscal performance was weaker than programmed

and monetary and credit policies were more expansionary

than envisaged. Notwithstanding the strong economic

rebound, the government deficit (including social security

operations) rose to 4.7 percent of GDP, from 4.4 percent of

GDP in 1995. Revenue declined slightly, despite an increase in

social security contributions by half a percent of GDP.

Expenditure and net lending as a share of GDP remained

unchanged from the previous year, although it exceeded the

budgeted amount. Broad money expanded by 13.7 percent,

notwithstanding continued repayments by the government of

its outstanding bank credit; commercial banks continued

strong provisioning for nonperforming loans.

Structural reforms proceeded, with solid progress in trade

liberalization and the financial sector. Tariffs were lowered,

including the first round of tariff reductions envisaged under

the Association Agreement with the European Union, and

quantitative import restrictions were reduced. The liberaliza-

tion of bank lending interest rates was completed with the

elimination of mandatory lending to priority sectors and

associated preferential interest and refinancing rates.

Privatization accelerated, mainly focusing on small enterpris-

es. Further steps were made toward involving the private sec-

tor in activities previously reserved for public enterprises,

through contracting out and the granting of concessions. To

facilitate the implementation of structural reforms, social

safety net provisions were also strengthened.

Executive Board Assessment
Executive Directors commended the authorities for main-

taining macroeconomic stability while pursuing structural

reforms aimed at establishing an open, market-based, and

private sector driven economy. Directors welcomed the

authorities’ intention to build on their achievements and to

direct their medium-term strategy, as laid out in the draft

Ninth Economic Development Plan, toward accelerating

integration into the world economy, increasing the role of

market forces, and widening the scope for private sector activ-

ity, while pursuing prudent macroeconomic policies. At the

same time, Directors considered that further fiscal consolida-

tion and a broadening and acceleration of structural reforms

were needed to realize the authorities’ medium-term growth

and employment objectives.

Directors stressed the need for further fiscal consolidation

to preserve macroeconomic stability, free additional resources

for private sector investment, and strengthen growth

prospects. Some Directors expressed concern about the slip-

pages in fiscal performance in 1996 with expenditure over-

runs and revenue shortfalls, especially against the background

of robust growth. Directors welcomed the mini-budget being

prepared by the authorities as a step in the right direction, but

some thought that a more ambitious and front-loaded pack-

age might be needed. Directors stressed the need to reduce

and better control spending, particularly with regard to

wages, subsidies, and nonproductive spending. In that con-

text, they highlighted the importance of a comprehensive

reform of the civil service and a better targeted and rational-

Correction: In the May 26 issue of the IMF Survey, page 160,

the article describing a proposal for an international banking

standard was contributed by Gita Bhatt, External Relations

Department.
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ized system for food subsidies. On

the revenue side, Directors sug-

gested the early implementation

of measures, including raising

prices of fuel and basic foodstuffs,

eliminating exemptions and

broadening the coverage of the

value-added tax, raising excises or

value-added tax rates, and

improving tax administration. In

addition, some Directors also

pointed to the need to identify and

implement in a timely manner

contingency measures to offset

anticipated losses in tariff

revenues.

Noting that the authorities had

taken measures to correct the

excessive growth of monetary

aggregates in 1996, Directors

emphasized the need for a tight

monetary policy to contain infla-

tionary pressures. They supported

the authorities’ exchange rate pol-

icy and observed that competitive-

ness should be maintained

through firm monetary and wage

policies and improvements in pro-

ductivity. They encouraged the authorities to widen the role

of market forces in the interbank market for foreign

exchange.

Directors welcomed the Association Agreement with the

European Union and observed that it provided opportunities

and challenges for the Tunisian economy. Reaping the full

benefits of globalization and minimizing the transitional

costs would require comprehensive structural reforms.

Directors recommended labor market reforms, including

greater flexibility in layoff procedures to ease the movement

of labor toward sectors of comparative advantage. Directors

were encouraged by the authorities’ intention to further

reduce public sector involvement in the economy and disin-

centives to private investment. Further relaxation of regula-

tions on foreign investment would help attract foreign direct

investment, facilitate technology transfers, and improve

access to markets abroad. Directors noted that already agreed

wage increases for the next three years underscored the

importance of improving productivity. Directors called for an

acceleration and deepening of the privatization program, in

particular through a broader sectoral coverage, a more effec-

tive implementation mechanism, and extending privatization

to larger enterprises. They also stressed the need to lift

remaining price controls.

To help avoid possible trade diversion effects and transi-

tional increases in effective protection, some Directors rec-

ommended that import liberalization be extended on a

broader geographical basis, and that tariff reduction for fin-

ished goods imports be advanced with respect to the existing

schedule. More generally, noting that the level of effective

protection remained relatively high, some Directors urged a

faster pace of trade liberalization. Directors also urged that

remaining quantitative import restrictions be abolished

rapidly. It was observed that experience had shown that

regional trade integration was most beneficial in the context

of an open trading system vis-à-vis the rest of the world.

Directors commended the authorities’ progress in reform-

ing the financial sector, but stressed the need for strong bank-

ing supervision and strict enforcement of prudential regula-

tions, which were of utmost importance in setting the ground

for the development of a competitive and sound financial sys-

tem. Directors noted that the removal of remaining controls

on deposit interest rates and the establishment of a well-

functioning and clearly regulated settlement system in the

secondary market for treasury paper would enhance the

financial system’s ability to mobilize savings, intermediate

resources efficiently, and prepare the move to full capital

account convertibility.

Directors encouraged the authorities to continue their

efforts to strengthen data dissemination and eventually 

subscribe to SDDS, and to improve data provision to the 

Fund.

Editor’s Note: In future, published Press Information Notices will
generally not be carried in full in the IMF Survey but will be
announced in the Recent IMF Publications box that appears every
other issue. The full text of PINs may be found on the IMF’s
Internet web site (http://www.imf.org) or may be obtained from
the IMF’s Public Affairs Division (fax: (202) 623-6278).

Tunisia: Selected Economic Indicators

1993 1994 1995 19961

(percent)
Domestic Economy

Real GDP 2.2 3.3 2.4 6.9
GDP deflator 4.7 4.4 5.1 4.4
Consumer price index (CPI), average 4.0 4.7 6.3 3.7

(million U.S. dollars)2

External Economy
Exports, f.o.b. 3,745.0 4,644.0 5,469.0 5,519.0
Imports, f.o.b. 5,756.0 6,211.0 7,458.0 7,324.0
Current account, excluding 

capital grants (percent) –8.8 –4.2 –4.6 –3.0
Foreign direct investment3 390.0 308.0 194.0 163.0
Capital account balance 1,270.0 1,171.0 963.0 961.0
External debt 7,694.0 8,839.0 9,848.0 9,900.0
Gross official reserves 888.0 1,480.0 1,633.0 1,858.0
Debt service ratio, (percent of

current external receipts) 20.4 18.6 18.4 18.9
Real effective exchange rate

(depreciation –) –3.7 0.7 2.1 0.5
(percent of GDP)2

Financial Variables
Gross saving 19.8 20.1 19.9 21.7
Gross domestic investment 29.2 24.5 24.6 24.6
Change in money and quasi-money (M2) 7.0 7.8 6.0 13.7
Interest rate (money market, in percent) 10.5 8.8 8.8 7.8

1IMF staff estimates.
2Unless otherwise noted.
3In 1993 and 1994, include large inflows related to the building of a transmediterranean pipeline (Gazoduc) and
development of an offshore gasfield (Miskar).
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