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Preface

Like its predecessors, the World Economic and Social Survey 2004 examines recent

developments in and prospects for the world economy and addresses their impli-

cations for the developing countries in the struggle against poverty.

In 2004, the world economy continued the recovery that had begun in

2003, and the indications are that this progress will be sustained into 2005.

Nevertheless, there are a number of immediate dangers, most notably higher oil

prices and the large trade imbalances and fiscal deficits of some of the world’s

major economies. These threats call for international policy responses that will

maintain the momentum of the world economy and reverse the development set-

backs experienced by many developing countries in recent years.

Economic progress in the world’s two most populous countries—China

and India—is likely to enable the world as a whole to achieve the overarching

Millennium Development Goal of reducing poverty by half by 2015. At the same

time, based on current trends, many of the poorest countries are expected to fall

well short. Yet even if these countries were to improve their policies and their man-

agement of development efforts, they would still need increased support, in the

form of development assistance, debt relief and trading opportunities—to which

the developed countries committed themselves in the Monterrey Consensus of the

International Conference on Financing for Development.

Next year, a high-level plenary meeting of the United Nations General

Assembly will review progress towards the Millennium Development Goals. I hope

the international community will make this more than a simple stocktaking exer-

cise, and will strive for a breakthrough that puts countries solidly on track to

escape the poverty trap and reach the Goals. Such an outcome is possible—if all

countries shoulder their responsibilities. With that hope in mind, I commend the

information and analysis contained in this Survey to a wide global audience.

KOFI A. ANNAN
Secretary-General
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Executive Summary*

Global economic conditions
After a mediocre performance for some three years, world economic growth began to
improve in 2003 and continued to do so in early 2004: gross world product (GWP) grew
by to 2.7 per cent in 2003, compared with 1.8 per cent in 2003, and is expected to grow
by 3 3/4 per cent in 2004. Moreover, this improved economic strength is being widely
shared among countries: most economies gained momentum as 2003 progressed and are
expected to accelerate further in 2004. An important dimension of this diversification is
characterized by the fact that prospects for continued global economic growth have been
strengthened by the emergence of additional poles of growth, mostly in Asia, which reduces
the vulnerability associated with the previous dependence of the world economy on the
United States of America as the dominant driving force behind the recovery. At the same
time, the strength in the global economy remains largely cyclical, reflecting a catch-up
from the below-potential growth in many economies over the past few years. Reflecting the
cyclical nature of the recovery, growth is expected to moderate in 2005, with the acceler-
ating phase of the expansion ending in the second half of 2004 as stimulatory macroeco-
nomic policies are phased out and the slack in production capacity is reduced.
Notwithstanding this solid global growth, aggregate world output is below potential by one
important benchmark, namely, employment: unemployment rates remain higher than the
lows of the past few years in the majority of countries, and high unemployment and under-
employment persist in many developing countries.

Macroeconomic policies have played a crucial role in stimulating the global
recovery, but the present challenge is to transform the cyclical upturn into sustained long-run
growth that generates additional employment. This requires striking a balance between
accommodating, to the maximum extent possible, strong growth and at the same time man-
aging the potential risks for the escalation of inflation. There have already been concerns
about overheating in some countries and sectors, as manifested in the surge in the prices of
many commodities, notably oil, the rapid credit expansion in some countries and rising infla-
tion rates in some economies. If fears of overheating cause policy stimuli to be removed too
soon, there is a risk that the economic recovery will be stifled; if action is delayed, there is the
danger that inflation may accelerate and the likelihood that reducing it in the future will
involve greater costs than preventing it before it occurs. The measured approach to tighten-
ing monetary policy being adopted in some countries reflects this need for caution.

However, macroeconomic policies alone are unlikely to be sufficient to resolve
all the problems giving rise to unemployment. Additional actions, which will vary from
country to country, are necessary to accelerate growth and development beyond the cycli-
cal recovery. The need for measures to accelerate development should not be overlooked
because of complacency about immediate prospects; to the contrary, the current strong
upturn presents an opportunity to set in motion policies and actions that may not yield an
immediate return and may even involve some short-term costs, but will be of benefit over
the longer term. 

International trade and financial flows both reflected, and contributed to, the
global economic recovery in 2003. The international economic environment is expected to
remain generally favourable and, with the exception of the mixed effects of higher oil prices
across countries, is proving particularly beneficial for many developing economies. Growth

* For some years, the
World Economic and
Social Survey has
comprised two main
parts and a statistical
annex. The first part
has examined recent
developments and
immediate prospects
for the world
economy, while the
second part has
focused on a topic of
a longer-term nature.
This pattern has
been maintained in
this 2004 edition
except that the
second part (which
addresses
international
migration) is being
published as a
separate volume.
The present
Executive Summary
correspondingly
relates only to the
review of the global
economy.
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in the volume of world trade more than doubled to almost 6 per cent in 2003, with the
developing countries accounting for most of the increase. The depreciation of the United
States dollar meant that the growth of trade was even higher in nominal terms and the same
factor was partially responsible for the increases in the international prices of many com-
modities during the year. The most notable of these was the surge in the price of oil, which
continued into 2004. The short-term outlook for international trade remains positive, with
a further increase in the growth of the volume of trade expected in 2004. 

There was also an increase in net financial flows to developing countries in
2003. Official development assistance (ODA) rose to a record level in both real and nom-
inal terms, but this was to a large extent because of special factors and, although increas-
ing from 0.23 to 0.25 per cent, ODA still falls far short of the target of 0.7 per cent of the
gross national income (GNI) of the developed countries. For those countries that have
access to international capital markets, private capital flows increased in 2003 to a level not
seen since the Asian financial crisis in 1997, despite a decline in inflows of foreign direct
investment. The cost of external financing was also relatively low. 

Despite the encouraging prospects in international commodity and financial
markets, both the prices of commodities and the conditions in capital markets are highly
volatile and can rapidly become a negative factor. At the present time, the possibility of
either a tightening of monetary policy or a market-driven correction in the United States
poses risks of this nature for developing countries that are heavily dependent on interna-
tional capital flows or have substantial amounts of dollar-denominated debt. 

From the perspective of developing countries, developments in international
trade and financial policy in 2003 were less encouraging than the trends in the correspon-
ding markets. The Fifth Ministerial Conference of the World Trade Organization, held in
Cancún, Mexico, in September 2003, had failed to advance the trade negotiations
launched in Doha in 2001 and no progress was made until the breakthrough on a frame-
work for negotiation at the end of July 2004. The intervening hiatus meant that irreplace-
able development opportunities were lost. However, while negotiations at the global level
failed, second-best regional and bilateral solutions continued to burgeon. Among multilat-
eral trading arrangements, the World Trade Organization Agreement on Textiles and
Clothing is scheduled to expire on 31 December 2004, with potentially widespread conse-
quences for many developing countries. In the financial arena, there was further progress
in the implementation of the Heavily Indebted Poor Countries (HIPC) Initiative in 2003
but the Initiative is also due to expire at the end of 2004, even though all eligible countries
are unlikely to be able to benefit from the programme by then. In addition to the out-
standing need to enhance the debt relief provided to qualifying countries, there is a need
to extend the deadline for qualification.

Regional performance
Despite the improvement in the economic performance and outlook for most countries,
differences in economic strength across regions and economies have persisted. The econo-
my of the United States expanded apace in 2003 and early 2004 and remained a key loco-
motive for the world economy. However, the country’s large fiscal and trade deficits con-
tinue to be major concerns, not only for the United States economy itself but also for the
rest of the world because of the downside risks those deficits pose.
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The recovery in Japan was stronger than expected. Although it continues to
face a number of structural challenges, the Japanese economy seems more likely to be able
to sustain its recent higher growth than on previous occasions in the past decade, when an
end to its stagnation and deflation appeared imminent. 

Economic activity in most of Western Europe was largely anaemic in 2003 but
there are signs of a gradual recovery in 2004. In addition to its own long-standing struc-
tural challenges, the region now has the task of integrating the new members into the
European Union. Success in this venture has implications beyond the region itself.

The economies in transition were the most rapidly growing of the three major
groups of countries in 2003, continuing to recover from the setbacks they had suffered in
the 1990s. Most of these economies are forecast to sustain their rapid growth in 2004 and
2005, although the dependency on oil prices of some of the countries belonging to the
Commonwealth of Independent States, particularly the Russian Federation, is a weakness
with consequences for the region as a whole.

Developing countries are, once again and as they should, growing faster than
the developed countries in 2004, with more of them than in any year since 2000 expected
to achieve an increase in their per capita income. The two most populous of these coun-
tries, China and India, are emerging as engines of growth, most particularly for Asia and
developing countries but also for the world economy as a whole. These countries’ extend-
ed periods of rapid growth are good not only for the countries themselves and the large
number of poor within them, but also—because of the sizeable stimulus their high growth
provides—for other countries. Many developing countries have benefited from China’s
growing appetite for energy and raw materials and from the resulting higher prices of oil
and other commodities. However, the rapid growth of these two economies may also
require substantial structural adjustments for other developing countries, some of which
may be costly. In addition, their economic performance will have far broader internation-
al implications than before, as reflected in the international concern about the possibility
of a “hard landing” as a result of overheating in some sectors and areas in China.

Other developing countries in Eastern and Southern Asia maintained or
strengthened their economic performance in 2003 and early 2004. Their dynamism in
international trade complements the role of China and provides a stimulus not only for the
region, but for the world economy as a whole.

In contrast, the situation in Western Asia remained mixed in 2003 and early
2004: higher oil prices brought an unexpected windfall of oil revenue but, for the poorer,
oil-importing countries within the region, higher oil prices have created difficulties.
Meanwhile, the security situation and other uncertainties in Iraq and the ongoing conflict
between Israel and Palestine continue to cast a shadow over economic activity in the
region, with the result that it is the only developing region where growth in 2004 is expect-
ed to be less—and substantially so—than in 2003. 

Many African economies were among those that benefited from increased non-oil
commodity prices in 2003 and early 2004 but less so from developments in financial markets
where the depreciation of the dollar is likely to have had a net negative effect (since many com-
modity prices are dollar-based, whereas most of the region’s imports are non-dollar-based).
Growth in Africa improved marginally in 2003 and, with improved domestic policies and gov-
ernance and a more favourable international economic environment in several respects, is
expected to improve further in 2004. Nevertheless, the improvement will remain far short of
the quantum leap that is necessary to extricate the continent from its “poverty trap”.
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After its setback in 2002, the Latin American and Caribbean region performed
better than expected in 2003, achieving positive, albeit modest, growth. With increases in
the demand for and the prices of commodities and with improved conditions for develop-
ing-country borrowers in international financial markets, a further improvement in growth
is expected in 2004.

Downside risks
The positive short-term outlook for the world economy in mid-2004 is tempered by a
number of downside risks. The least tangible of these risks are the geopolitical uncertain-
ties and broader apprehensions about terrorism. Although these threats appeared to dimin-
ish in 2003 and early 2004, they have become a permanent feature of the global econom-
ic environment, with a dampening effect on consumer and business confidence and hence
on the overall vitality of the world economy.

A new threat to world economic growth to emerge in 2003 was the surge in oil
prices, driven mainly by stronger-than-expected global oil demand, geopolitical tensions in
Western Asia and herd behaviour in the oil futures market. Higher oil prices brought siz-
able income gains to oil-exporting countries, but imposed a burden on oil-importing devel-
oping countries. Higher prices for their exports alleviated the situation in many of the lat-
ter cases, but are unlikely to continue to do so if oil prices fail to decline. More generally,
however, there is fear that global economic growth may be slowed substantially if oil prices
remain at or above the levels reached in mid-2004 for an extended period of time. 

As the other major downside risk to the world economy and one of less recent
vintage, the large twin deficits of the United States remained a potentially destabilizing fac-
tor for the world economy in 2003 and early 2004. During the economic slowdown, the
increase in fiscal expenditure in the United States served a counter-cyclical purpose.
However, the resulting fiscal deficit is not expected to dissipate in a correspondingly count-
er-cyclical manner during the recovery and, over the medium term, is likely to have nega-
tive effects for growth in the United States. Of broader concern, the likely effects of the
deficit on global financial markets will also have adverse repercussions for developing coun-
tries that rely on private capital inflows to augment their domestic savings.

For the longer term, the focus of policy makers throughout the world must be
on the fight against poverty and the attainment of the Millennium Development Goals and
other outcomes of the global conferences,. At present, action falls short of what is required.
To reinforce the actions already being taken by the majority of developing countries them-
selves, developed countries should expedite the implementation of their international
development commitments of recent years. There is a need, above all, to make further
progress in the areas of aid, trade and debt relief. The aim must be to ensure that decisive
action is taken on the consensus that already exists in each of these areas and to identify
the possibilities for taking such action further.

José Antonio Ocampo
Under-Secretary-General

for Economic and Social Affairs
July 2004
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xii Explanatory Notes

The following symbols have been used in the tables
throughout the report:

.. Two dots indicate that data are not available or are not
separately reported.

– A dash indicates that the amount is nil or negligible.

- A hyphen (-) indicates that the item is not applicable.

- A minus sign (-) indicates deficit or decrease, except as 
indicated.

. A full stop (.) is used to indicate decimals.

/ A slash (/) between years indicates a crop year or 
financial year, for example, 1990/91.

- Use of a hyphen (-) between years, for example, 1990-1991,
signifies the full period involved, including the beginning and 
end years.

Reference to “dollars” ($) indicates United States dollars, 
unless otherwise stated.

Reference to “tons” indicates metric tons, unless 
otherwise stated.

Annual rates of growth or change, unless otherwise stated, 
refer to annual compound rates.

In most cases, the growth rate forecasts for 2004 and 2005 are
rounded to the nearest quarter of a percentage point.

Details and percentages in tables do not necessarily add to
totals, because of rounding.

The following abbreviations have been used:

ACP African, Caribbean and Pacific (Group of States)
AGOA African Growth and Opportunity Act 

(United States)
AIDS acquired immunodeficiency syndrome
APEC Asia-Pacific Economic Cooperation
ASEAN Association of Southeast Asian Nations
BCBS Basel Committee on Banking Supervision
BIS Bank for International Settlements
bpd barrels per day
bps basis points
CAC collective action clause

CAFTA Central American Free Trade Agreement
CAP Common Agricultural Policy (EU)
CARICOM Caribbean Community
CCFF Compensatory and Contingency Financing 

Facility (IMF)
CCL Contingent Credit Line (IMF)
CFA Communauté financière africaine
CFF Compensatory Financing Facility (IMF)
CIS Commonwealth of Independent States
COMTRADE United Nations External Trade Statistics Database
CPI consumer price index
DAC Development Assistance Committee (of OECD)
DDO deferred drawdown option (World Bank)
EAP Enhanced Access Policy (IMF)
EBRD European Bank for Reconstruction 

and Development
ECA Economic Commission for Africa
ECB European Central Bank
ECE Economic Commission for Europe
ECLAC Economic Commission for Latin America and 

the Caribbean
EFF Extended Fund Facility (IMF)
EMBI+ Emerging Markets Bond Index Plus
EMEAP Executives' Meeting of East Asia-Pacific 

Central Banks Group
EPAs Economic Partnership Agreements (EU)
ESAF Enhanced Structural Adjustment Facility (IMF)
EU European Union
EURIBOR Euro Interbank Offered Rate
Eurostat Statistical Office of the European Communities
FAO Food and Agriculture Organization 

of the United Nations
FASB Financial Accounting Standards Board 

(United States)
FFAATTFF Financial Action Task Force on Money Laundering
FDI foreign direct investment
f.o.b. free on board
FSF Financial Stability Forum
FTAs free trade agreements
FTAA Free Trade Area of the Americas
GATT General Agreement on Tariffs and Trade
GDP gross domestic product
GNI gross national income
GNP gross national product
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GSP Generalized System of Preferences
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LME London Metal Exchange
mbd millions of barrels per day
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SAFTA South Asian Free Trade Area
SARS severe acute respiratory syndrome
S&D special and differential treatment 
SDRs special drawing rights (IMF)
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xiv Explanatory Notes

The designations employed and the presentation of the material in this publication do not imply the expression of any opinion whatsoever
on the part of the United Nations Secretariat concerning the legal status of any country, territory, city or area or of its authorities, or con-
cerning the delimitation of its frontiers or boundaries.

The term "country" as used in the text of this report also refers, as appropriate, to territories or areas.

a Names and composition of geographical areas follow those of "Standard country
or area codes for statistical use" (ST/ESA/STAT/SER.M/49/Rev.3), with one
exception, namely, Western Asia, which in the Survey includes the Islamic
Republic of Iran (owing to the large role of the petroleum sector in its economy)
and excludes the transition economies of the region. Also, "Eastern Europe", as
used in this Survey, is a contraction of "Central and Eastern Europe"; thus the
composition of the region designated by the term differs from that of the strictly
geographical grouping.

b Reflects membership of the European Union up to 30 April 2004. Ten additional
countries joined the Union on 1 May 2004.

For analytical purposes, the following country groupings
and subgroupings have been used:a

Developed economies (developed market economies):
Europe, excluding the European transition economies
Canada and the United States of America
Japan, Australia and New Zealand.

Major developed economies (the Group of Seven):
Canada, France, Germany, Italy, Japan, United Kingdom of 
Great Britain and Northern Ireland, United States of America.

European Union: b

Austria, Belgium, Denmark, Finland, France, Germany, Greece, 
Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, 
Sweden, United Kingdom of Great Britain and Northern Ireland.

Economies in transition:
Central and Eastern European transition economies (CEETEs, 
sometimes contracted to “Eastern Europe”):

Albania, Bulgaria, Czech Republic, Hungary, Poland, Romania, 
Slovakia and successor States of the Socialist Federal 
Republic of Yugoslavia, namely, Bosnia and Herzegovina, 
Croatia, Serbia and Montenegro, Slovenia, the former 
Yugoslav Republic of Macedonia.

Baltic States
Estonia, Latvia and Lithuania.

Commonwealth of Independent States (CIS)
Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, 
Kyrgyzstan, Republic of Moldova, Russian Federation, 
Tajikistan, Turkmenistan, Ukraine, Uzbekistan.

Developing economies:
Africa
Asia and the Pacific (excluding Japan, Australia, New Zealand 
and the member States of CIS in Asia) 
Latin America and the Caribbean.

Subgroupings of Asia and the Pacific:
Western Asia:

Bahrain, Cyprus, Iran (Islamic Republic of), Iraq, Israel, 
Jordan, Kuwait, Lebanon, Oman, Qatar, Saudi Arabia, Syrian 
Arab Republic, Turkey, United Arab Emirates, Yemen.

Eastern and Southern Asia:
All other developing economies in Asia and the Pacific 
(including China, unless listed separately). This group has in 
some cases been subdivided into:

China
South Asia: Bangladesh, India, Nepal, Pakistan, Sri Lanka
East Asia: all other developing economies in Asia and the 
Pacific.

Subgrouping of Africa:
Sub-Saharan Africa, excluding Nigeria and South Africa 
(commonly contracted to "sub-Saharan Africa"):

All of Africa except Algeria, Egypt, Libyan Arab Jamahiriya, 
Morocco, Nigeria, South Africa, Tunisia.

For particular analyses, developing countries have been
subdivided into the following groups:

Net-creditor countries:
Brunei Darussalam, Kuwait, Libyan Arab Jamahiriya, Oman, 
Qatar, Saudi Arabia, Singapore, Taiwan Province of China, 
United Arab Emirates.

Net-debtor countries:
All other developing countries.

Fuel-exporting countries:
Algeria, Angola, Bahrain, Bolivia, Brunei Darussalam, 
Cameroon, Colombia, Congo, Ecuador, Egypt, Gabon, Indonesia, 
Iran (Islamic Republic of), Iraq, Kuwait, Libyan Arab Jamahiriya, 
Mexico, Nigeria, Oman, Qatar, Saudi Arabia, Syrian Arab 
Republic, Trinidad and Tobago, United Arab Emirates, 
Venezuela, Viet Nam.

Fuel-importing countries:
All other developing countries.

Least developed countries:
Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina Faso, 
Burundi, Cambodia, Cape Verde, Central African Republic, Chad, 
Comoros, Democratic Republic of the Congo (formerly Zaire), 
Djibouti, Equatorial Guinea, Eritrea, Ethiopia, Gambia, Guinea, 
Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic 
Republic, Lesotho, Liberia, Madagascar, Malawi, Maldives, 
Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger, 
Rwanda, Samoa, Sao Tome and Principe, Senegal, Sierra Leone, 
Solomon Islands, Somalia, Sudan, Timor-Leste, Togo, Tuvalu, 
Uganda, United Republic of Tanzania, Vanuatu, Yemen, Zambia.

The designation of country groups in the text and the tables is
intended solely for statistical or analytical convenience and does
not necessarily express a judgement about the stage reached by a
particular country or area in the development process.
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Chapter I
The World Economy
in 2004

Summary

Prospects for growth of the world economy, after a sub-par performance
for about three consecutive years, have improved conspicuously in 2004.
The strength of the world economy remains, however, largely cyclical in
nature, and the accelerating phase of the expansion in most economies is
expected to end gradually in the second half of 2004. The key challenge
for policy makers worldwide is therefore how to transform the strong
cyclical upturn into sustained robust long-run growth.

The improvement in the economic outlook has been almost uni-
versal across countries but differences in economic vigour among regions
and countries remain. The economy of the United States of America is
expanding apace, with the latest indication of a long-awaited revival in
employment providing one more vital support for continued growth. The
recovery in Japan has been stronger and more tenacious than expected by
most analysts, increasing the probability that the economy will be able to
extricate itself from its decade-long stagnation and deflation. Developing
economies in Asia have been further strengthening their performance,
with the dynamism of their international trade generating growing syner-
gies for the region and enhancing its role as a locomotive for global
growth. However, emerging signs of overheating in some sectors and areas
in China—the primary driver of growth for the region—have raised con-
cerns. A noticeable increase both in the demand for and in the prices of
commodities has contributed to growth in more and more economies in
Latin America and Africa, but continued improvements in economic pol-
icy remain crucial if these regions are to attain the higher, sustainable
rates of growth necessary to achieve meaningful development progress.
Meanwhile, most economies in transition, which fared relatively well in
the past global downturn, seem likely to increase growth further in the
global upturn. By contrast, economic activity in most Western European
economies has been largely anaemic, although there are signs of a gradual
improvement. In Western Asia, economic prospects for many economies
are still vulnerable to political instability and geopolitical tensions with
such factors also remaining the main sources of uncertainty for the glob-
al economy as a whole.

In the past two years, macroeconomic policies have been crucial
for stimulating the global recovery, but the present challenge is for policies
to simultaneously sustain robust growth and maintain stable inflation.
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Notwithstanding solid global growth, aggregate world output remains
below potential, as indicated by widespread weak employment growth:
unemployment rates remain higher than the lows of the past few years in
the majority of countries, while high unemployment and underemploy-
ment persist in many developing countries. Nevertheless, there have been
growing concerns about emerging signs of overheating in some countries
and sectors, as implied by the surge in the prices of many commodities, the
rapid credit expansion in some countries and rising inflation rates in many
economies. Under such circumstances, macroeconomic policies in many
economies have to strike a balance between accommodating, to the maxi-
mum extent, strong growth and at the same time managing the potential
risks for an escalation of inflation.

Macroeconomic policies alone may not be sufficient to resolve
all the problems giving rise to unemployment and inflation. Policies to
reduce the prevailing macroeconomic imbalances are equally important
for sustaining strong growth beyond the cyclical recovery. The imple-
mentation of such reforms is opportune when economic growth is accel-
erating, as at present; the positive economic outlook should not allow the
urgency of reform to be overlooked.

Along with the global recovery, there have been changes occur-
ring in the global geo-economic pattern with China and, to a lesser
degree, India and a few other large emerging economies becoming more
important as driving forces for world economic growth. The emergence as
engines of global growth of the two most populous developing economies,
together accounting for the majority of the world’s poor, has potentially
profound implications for the rest of the world: it has reduced, and will
continue to reduce, poverty in the world and narrow international income
gaps; it can also generate impetus for the growth of many other develop-
ing countries; and it may also require substantial structural adjustments
on the part of other economies, some of which may be costly.

Although the world economic situation is improving, there are
important downside risks. The increased price of oil, if it persists or rises
further, is likely to slow the world economy and have particularly adverse
effects on poorer oil-importing developing countries. Secondly, the pre-
vailing large international imbalances, reflected primarily in the widening
current-account and fiscal deficits of the United States, are not expected
to narrow soon. To ensure more balanced global growth and, more impor-
tantly, to ensure the robust growth necessary to achieve the Millennium
Development Goals in the majority of developing countries, policy mak-
ers worldwide should expedite the implementation of their international
development commitments of recent years.
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Sustaining robust growth

As projected,1 the momentum gathered by the world economic recovery in the second half
of 2003 has strengthened further in 2004 and has broadened to include a growing number
of economies and sectors. Gross world product (GWP) is forecast to grow by 3.7 per cent
in 2004, moderating to 3.4 per cent in 2005 (see table I.1).

For many economies, the recovery was initially driven by policy stimuli and/or
external demand, but has gradually developed broad strength based on domestic demand.2

Business profits and business investment have been recovering strongly, particularly in some
major developed economies, but also in a number of developing countries. Meanwhile, rates
of capacity utilization have also been rising steadily in a growing number of countries. Most
equity prices, while below their previous “irrationally exuberant” peaks, have recuperated to
a large degree. In contrast, the recovery of employment has been slow worldwide.

The international economic environment has also become more favourable.
World trade grew by about 6 per cent in 2003, more than twice as fast as in the previous
year, and prices for most commodities also rose, in some cases substantially. There were no
major new trade restrictions, although progress in the Doha negotiations was negligible.
The cost of borrowing on international capital markets fell and financial flows to develop-
ing countries and economies in transition increased, most notably because of a resurgence
in bank lending (to its highest level since the Asian financial crisis in 1997). Official devel-
opment assistance (ODA) rose to the highest level ever recorded, but total net official flows
declined, mostly because of repayments of International Monetary Fund (IMF) loans.

The United States of America continues to lead global economic growth. After
an exceptionally strong rebound in the second half of 2003, growth remains robust in
2004. Business investment in equipment and software is accelerating, supported by a solid
improvement in corporate profits and historically low interest rates. Consumer spending
continues to grow robustly. More importantly, exports, which were sluggish for the past
few years, have revived. On the supply side, labour productivity has risen at an exception-
ally strong rate and continues to improve. The recovery of employment has been slow, as
gains in productivity from technological innovations and other structural changes may
have delayed hiring. However, there was an improvement in the second quarter of 2004
and the employment situation is expected to improve over the course of 2004. The deteri-
orating fiscal position, the widening external deficit and the weakening of the dollar vis-à-
vis other major currencies are among the major concerns.

Economic activity in Western Europe, with the exception of the United
Kingdom of Great Britain and Northern Ireland, has been sluggish to date but a contin-
uation of the gradual recovery is expected. The weak growth so far has been primarily sup-
ported by net exports, along with an increase in inventories and some recovery in fixed
investment; consumer spending has been dragging. Industrial production rose significant-
ly in late 2003, although it weakened slightly at the beginning of 2004, with most of the
strength being in the intermediate, energy and capital goods sectors. The service sector was
much weaker. Survey results indicate that, after a sharp improvement in industrial confi-
dence over the past several months, there have been some signs of relapse lately, reflecting
wavering views about future business conditions. The gradual rebound will continue to rely
on an expansion of exports and investment spending. Consumption is expected to pick up,
but not to such an extent as to play a major role in generating growth. The slow improve-
ment in labour-market conditions, coupled with the uncertainties stemming from the out-
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1995 1996 1997 1998 1999 2000 2001 2002 2003a 2004b 2005b

World outputc 2.8 4.0 3.7 2.4 3.2 4.0 1.3 1.8 2.7 3¾ 3½
of which

Developed economies 2.4 2.9 3.3 2.6 3.1 3.5 1.0 1.3 2.1 3¼ 2¾
North America 2.5 3.6 4.5 4.2 4.6 3.8 0.6 2.3 3.0 4½ 3½
Western Europe 2.4 1.7 2.5 2.8 2.9 3.5 1.6 1.1 0.8 2 2¼
Asia and Oceaniad 2.1 3.4 2.1 -0.6 0.4 2.7 0.6 0.0 2.5 3 2

Economies in Transition -0.2 0.2 2.5 -0.5 3.6 6.5 4.4 4.0 5.7 5¾ 5½
Central and 

Eastern Europe 6.1 4.4 3.4 2.9 2.1 3.9 2.7 2.7 3.6 4 4¼
Baltic States 2.9 4.2 8.1 5.8 0.0 5.6 6.9 6.3 7.5 6½ 7
Commonwealth of 

Independent States -5.2 -3.7 1.4 -4.0 5.4 9.3 5.9 5.1 7.6 7¼ 6½

Developing economies 4.7 5.8 5.4 2.0 3.6 5.8 2.3 3.4 4.4 5¼ 5¼
Africa 3.1 5.3 3.4 3.0 3.0 3.3 3.1 2.9 3.3 4 4¾
Eastern and 

Southern Asia 8.2 7.4 6.2 1.3 6.3 7.2 4.0 5.7 6.1 7 6¼
Western Asia 4.1 4.9 3.9 2.6 -0.2 5.6 -0.5 3.1 4.6 2¾ 3
Latin America and 

the Caribbean 0.5 3.9 5.3 2.4 1.1 4.4 0.4 -0.3 1.5 4 4½

World trade 8.6 5.5 9.2 3.3 5.2 11.5 -0.9 2.5 5.8 7¼ 7½

Memorandum item

World output growth with 
PPP-based weightse 3.5 4.0 4.2 2.6 3.6 4.7 2.3 2.9 3.7 4½ 4¼

Annual percentage change

Table I.1
Growth of world output and trade, 1995-2005

Source:
Department of Economic and Social Affairs of the United Nations Secretariat (UN/DESA).

a Partly estimated.
b Forecast, based in part on Project LINK, an international collaborative research group for econometric modelling, coordinated 

jointly by the Economic Monitoring and Assessment Unit of the United Nations Secretariat, and the University of Toronto.
c Calculated as a weighted average of individual country growth rates of gross domestic product (GDP), where weights are 

based on GDP in 2000 prices and exchange rates.
d Japan, Australia and New Zealand.
e Employing an alternative scheme for weighting national growth rates of GDP, based on purchasing power parity (PPP) 

conversions of national currency GDP into international dollars (see introduction to annex: statistical tables).



look for reforms regarding pensions, health care and the labour market, could cause con-
sumers to raise savings rates, dampening consumption. Despite the appreciation of the
euro, which negatively affects European exports to those countries whose exchange rates
have moved with the United States dollar, the strength of world activity is expected to be
sufficient to generate a significant acceleration in exports.

Japan is expected to grow by about 3 per cent in 2004. The resurgence has been
driven mainly by exports, particularly from other Asian economies. The external demand-led
recovery has gradually been feeding through to the domestic sector, with an increasing num-
ber of companies showing positive domestic earnings. Business capital spending is growing at
a brisk pace as corporate profits grow strongly, and the latest surveys show that the improve-
ment in corporate investment conditions is broadly based. For economic growth to become
more self-sustained, the strength of the business sector needs to be transferred to the house-
hold sector through increases in wages and employment. Meanwhile, elimination of deflation
requires action to be taken with regard to a number of structural problems, such as the
decreasing but still large volume of non-performing loans, the fragile financial positions of
both the public and the private sectors, and the need for corporate restructuring.

In respect of other developed economies, the substantial appreciation of their
currencies vis-à-vis the United States dollar has had an adverse impact on Australia, Canada
and New Zealand, making monetary conditions in these economies more restrictive than
indicated by their domestic interest rates. After a slowdown in 2003, gross domestic prod-
uct (GDP) growth in Canada is expected to recover in 2004, supported by low interest
rates and a recovery in exports. In Australia, consumption, residential construction and
business investment are all growing robustly. Meanwhile, net exports have also started to
show some improvement. Some moderation in GDP growth is expected in late 2004, as the
rise in household debt, housing prices and the external deficit all seem to be unsustainable.
In New Zealand, after growth averaging 3.7 per cent annually for the past five years, the
strength of the economy is expected to moderate in 2004-2005, especially if housing prices
reverse and net immigration slows.

GDP growth in Africa is expected to accelerate in 2004-2005 as many coun-
tries achieve an increase in agricultural and industrial output. Higher consumer spending,
increasing investment, including more foreign direct investment (FDI) in several countries,
and expanded, though cautious, government expenditure in a growing number of countries
are expected to support rising domestic demand. Meanwhile, a more auspicious external
environment, including higher prices of commodities and increased demand for Africa’s
exports, should improve the prospects of a large number of countries in the region.
However, the current boom from oil and non-oil commodity exports, as well as exports of
manufactured goods to the European Union (EU) and the United States under improved
market access agreements, will begin to taper off in 2005. The short-term outlook for
Africa is favourable in the absence of any major supply-side shocks to domestic output such
as adverse weather conditions that would disrupt agricultural output or, for fuel-importing
countries, a prolongation of the surge in the price of oil.

Economic growth is accelerating in East Asia, fuelled by the region’s traditional
source of dynamism—international trade. A recovery in the second half of 2003 was initi-
ated by strengthening demand from the United States and an upturn in global information
and communication technologies (ICT) product markets. While the impetus from power-
ful growth in China continues to increase, a better-than-anticipated recovery in Japan has
added new strength to the region’s growth, engendering a rapid expansion of intraregional

Japan’s turnaround 
is stronger than
expected ...

... and Canada is
recovering, but growth
in Australia and New
Zealand is expected 
to moderate

An acceleration in
growth is expected in
Africa in 2004-2005

Trade has again
powered the strong
growth in East Asia,
with China acting as
an engine
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trade. Meanwhile, supported by expansionary policies, rebounding equity prices and
increased confidence, private consumption and business investment have strengthened fur-
ther, with a broad-based recovery in both the service and manufacturing sectors. Moreover,
imports in a growing number of Asian economies have recently begun to outpace exports,
suggesting an increasing contribution to the recovery in the rest of the world. At the same
time, the improvement in labour markets has been relatively weak. Inflation remains sub-
dued in the region, and the small number of economies that experienced deflation in the
past have either reversed it or improved the situation. The surge in the prices of commodi-
ties and the policy interventions in foreign exchange markets seem to have increased infla-
tionary pressure in some economies, presaging a gradual removal of policy stimuli.

After a rebound in 2003, growth in South Asia is expected to solidify further
in 2004, with more balance across countries and sectors. The external sector of the region
has been strong: while the extraordinary surge in Pakistan’s exports in 2003 has moderat-
ed as the one-off effects of increased textile quotas wane, India’s exports and imports are
both increasing sharply, with exports being driven by ICT-related products and services.
The appreciation of local currencies in the region against the United States dollar does not
seem to have led to any significant dampening effects on the region’s exports so far, but it
has joined with the rebound in domestic demand to raise the demand for imports. That
international tourism to the region has also been improving is especially important for the
economies of Nepal and Sri Lanka. Meanwhile, a recovery in the agricultural sector (with
the exception of Sri Lanka) has contributed to higher incomes in the region.

The economic prospects for Western Asia are still heavily conditioned by
geopolitical developments in the region, particularly the situation in Iraq and relations
between Israel and Palestine. Since mid-2003, the economic improvement in Iraq has been
dilatory, with oil production and exports increasing gradually; however, insecurity and a
plethora of other difficulties and uncertainties remain and the attainment of economic and
political normalcy in the country is likely to require both a longer time and more resources
than anticipated. Meanwhile, the conflict between Israel and Palestine has escalated. The
only propitious sign for the region, specifically for the oil-exporting economies, is the high-
er dollar price of petroleum, a benefit itself discounted by the depreciation of the United
States dollar. GDP growth for the region as a whole in 2004 is expected to decelerate to
2.8 per cent, accelerating slightly in 2005.

The short-term economic outlook for Latin America and the Caribbean con-
tinues to improve. After a recession in 2001-2002, the momentum of recovery in the sec-
ond half of 2003 has carried over into 2004. The global cyclical upturn has led to more
favourable external conditions for the region. Stronger demand from North America, Japan
and China and the substantial rise in the prices of commodities have boosted the growth
of exports from the region. At the same time, the depreciation of the United States dollar,
along with more flexible exchange-rate regimes, has allowed most countries to ease mone-
tary policy: interest rates in many economies are now at multi-year lows. Meanwhile,
investor confidence continues to improve, as reflected by the rebound in asset prices and
the narrowing of sovereign debt spreads. For the first time in decades, the region has reg-
istered a current-account surplus. All these improvements suggest continued, but relative-
ly modest, growth in 2004-2005. The region, however, faces downside risks, including sus-
ceptibility to the vicissitudes of commodity prices and to a tightening of monetary policy
in the United States, potential difficulties in servicing its external debt and political ten-
sions in some countries.
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After acceleration in 2003, the outlook for the economies of the
Commonwealth of Independent States (CIS) remains robust for 2004-2005. The eco-
nomic vigour of the region is bolstered by a confluence of improved domestic fundamen-
tals; higher production, exports and prices of petroleum and gas; and increased foreign
investment. Improved consumer and investor confidence, due largely to increased political
stability and progress in policy reforms, also continues to support growth. Household con-
sumption has been recovering strongly, boosted by increases in real wages and pensions.
Investment has also accelerated, although it is still concentrated in the energy sector. The
Russian Federation continues to be the engine of growth for the region, supported by the
rapid expansion of other large economies. If the prices of petroleum weaken, however,
growth may moderate in 2004 from the rate of over 7 per cent in 2003. The diversification
of economic growth away from the present heavy reliance on oil and gas will require steady
progress in other sectors. Striking a balance between macroeconomic stability and imple-
menting reforms to achieve longer-term growth remains the major challenge.

The economic prospects for Central and Eastern Europe continue to improve.
Growth in the region accelerated in 2003, mostly owing to the improved performance of
the Polish economy, with the momentum of growth shifting to the countries of South-east-
ern Europe. Further acceleration is expected in 2004 as external demand increases.
Stronger growth in South-eastern Europe is expected to be supported by high rates of
investment associated with ongoing privatization and the upgrading of production facili-
ties; and a recovery in investment is also expected in Central Europe, especially in Poland,
where financial conditions in the corporate sector are improving. Monetary policy has been
eased in a number of countries over the past year, partly in response to currency apprecia-
tions, but room for further monetary expansion seems to be limited as inflationary pres-
sures are building. As most economies in the region have large budget deficits, fiscal poli-
cies will continue to focus on consolidation. The region’s downside risks include the pos-
sibility of weakening business confidence in EU which may, however, be mitigated if it
causes some EU firms to relocate some production to the region as a cost-cutting measure.
A major policy challenge for each of these economies is to work out a comprehensive post-
enlargement strategy that minimizes any adverse impact from the application of EU rules
and regulations, entailing, for example, the need to phase out production subsidies and
abolish preferential tax treatment for foreign investors.

Growth in the Baltic States will remain robust in 2004-2005, reflecting success
in broad-based structural policies and gains in macroeconomic stability. Rapid wage
growth and expansion of consumer credit have contributed to strong growth in private
consumption, and gross fixed capital formation is also booming. EU membership should
be beneficial for these economies in the long run, but uncertainties associated with entry
into EU may pose some short-term risks.

The broadening of the recovery in 2003 is reflected in an increase in the num-
ber of countries that achieved per capita output growth of more than 3 per cent and a slight
decrease in those experiencing a fall in per capita output (see table I.2). The economies in
transition fared even better than in 2002, with per capita output growing in every case and
in the majority of countries by more than 3 per cent. Although the number of countries in
Africa that increased per capita output by this amount grew in 2003, the majority of peo-
ple in that region are living in countries where growth was below this long-term benchmark
for meaningful poverty reduction. Almost one quarter of that region’s population live in
countries where per capita output fell in 2003. In Western Asia, while the overall situation
improved, there was a sharper dichotomy between fuel-exporting countries and fuel-
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Number of countries
Number of Growth of GDP per capita
countries Decline in GDP per capita exceeding 3 per cent
monitored 2001 2002 2003a 2001 2002 2003a

World 146 40 37 34 43 41 52
of which
Developed economies 24 2 4 8 2 3 2
Economies in transition 27 1 1 0 22 22 22
Developing countries 95 37 32 26 19 16 28

of which
Africa 38 11 10 11 10 6 12
Eastern and Southern Asia 18 7 3 3 4 6 7
Western Asia 15 7 7 5 4 3 6
Latin America 24 12 12 7 1 1 3

Memorandum items

Least developed countries 41 12 14 14 12 7 11
Sub-Saharan Africa 31 10 9 11 8 6 9

Shareb Percentage of world population

Developed economies 14.3 4.7 2.4 3.0 0.2 0.3 0.2
Economies in transition 6.9 0.0 0.1 0.0 5.6 5.4 5.9
Developing countries 78.8 10.4 8.1 10.6 45.2 29.2 50.2

of which
Africa 12.8 2.6 2.0 3.0 3.4 1.4 3.0
Eastern and Southern Asia 53.4 1.3 1.3 1.0 40.4 25.0 43.7
Western Asia 4.0 2.4 1.3 1.2 1.2 2.3 2.7
Latin America 8.6 4.2 3.5 5.5 0.2 0.4 0.7

Memorandum items

Least developed countries 10.8 2.1 2.9 3.5 3.7 1.5 4.2
Sub-Saharan Africa 7.8 2.5 1.9 3.0 2.7 1.4 1.8

Table I.2
Frequency of high and low growth of per capita output, 2001-2003

Source:
UN/DESA, including population estimates and projections from World Population Prospects: The 2000 Revision, vol. I, 
Comprehensive Tables and corrigendum (United Nations publication, Sales No. E.01.XIII.8 and Corr.1).

a Partly estimated.
b Percentage of world population for 2000.
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importing countries, with most of the former exceeding the 3 per cent benchmark and
most of the latter recording falls in output per capita in 2003. In Eastern and Southern
Asia, four fifths of the population lived in countries, notably China and India, that exceed-
ed 3 per cent growth of per capita output in 2003; the proportion living in the three coun-
tries in the region where per capita output declined was very small. In Latin America, the
number of countries experiencing a decline in per capita output fell in 2003 but the pro-
portion of the region’s population affected rose: almost two people of every three were in
countries where output per capita declined.

The extended rapid economic growth of the two most populous economies in
the world, China and India, is reshaping the global economy in various respects (see box
I.1 for the case of China). Over recent decades, both countries have gradually, but active-
ly, integrated themselves into the world economy through a judicious mix of State inter-
vention and gradual market-oriented reforms and other changes, but there have also been
marked differences in their economic structures and in their paths towards high growth.
China’s growth has mainly featured rapid expansion in manufacturing with intensive
inputs of raw materials and labour, whereas India’s rise has manifested itself chiefly in the
service sector, especially in information technology (IT)-related activities and back-office
services. China has become a major importer of raw materials and oil; Indian demand for
oil is also rising, but to a lesser extent. China is in direct competition with other develop-
ing economies in its exports to third markets, while India’s success in IT and business out-
sourcing means that it is increasingly competing with skilled labour in developed
economies. China’s economic ties to neighbouring countries are stronger and therefore
potentially more beneficial to the region than are those of India, whose main trading part-
ners are the developed countries. However, there is potential for stronger regional eco-
nomic integration in South Asia and between South and East Asia in the future.

Revitalizing employment

With only a few exceptions, most economies are facing pressures from weak employment
growth. There are two different employment problems. The first is a cyclical one, referring
to the inability of the labour market to reverse the lay-offs during the earlier economic
downturn and to absorb, at the same time, the natural increment in the labour force. As a
result, unemployment rates remain much higher than normal. The second is a structural
employment problem, namely, the persistently high unemployment and underemployment
prevailing in many developing (and some developed) countries that are not attributable to
the business cycle. Many economies are facing both problems, although the focus of poli-
cy concerns varies from country to country.

Among the developed economies, policy concerns in the United States are
mostly focused on the slower-than-expected cyclical recovery in the labour market: the
unemployment rate rose from 4 per cent in 2000 to a peak of above 6 per cent in 2003,
dropping only to 5.6 per cent in mid-2004.3 In Japan, the decade-long stagnation pushed
up the unemployment rate from 3 per cent in the early 1990s to about 5 per cent. This is
low compared with the unemployment rate of most developed countries but Japanese
unemployment is more structural in nature (although there has been some tentative
improvement with the recovery of the economy). Most Western European economies are
challenged by both structural and cyclical employment problems. Unemployment rates
remain the highest in a few large European economies, but current levels are still measur-
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Global implications of the 

rising economic weight of China

The economic weight in the world economy of China, with its growth of over 9 per cent annually for
more than two decades, has been rising.a Although its external economic ties, if measured by trade
flows, are concentrated in Asia, China’s international economic linkages are more diversified if other
factors are taken into account (see table).b With its external sector expanding more vigorously than
that of the rest of the world by a wide margin,c China is integrating into the global economy rapidly
and ubiquitously.

Like the take-off in Japan and a few Asian newly industrialized economies in earlier
years, the steady growth and openness of China should be beneficial not only for the country itself, but
also for the world as a whole: it is increasing global economic welfare and generating positive syner-
gies for other economies. The same experience also suggests, however, that China’s rapid integration
into the world economy is likely to lead to intensified international competition in various sectors and
significant relocations of resources across sectors and countries.d At the same time, a number of char-
acteristics relating to China’s size, structure and institutions are likely to make its global impact greater
than that of the historical cases of Japan and the newly industrialized economies.e

Size matters. China’s population, accounting for 21 per cent of the world total, is a mul-
tiple of that of Japan and the newly industrialized economies combined whereas, despite its rapid
growth, China’s share of GWP is only about 3.5 per cent. Historically, China was a major economic
power for the first 18 centuries AD, accounting for 20 per cent or more of the world economy. The
recent revival might be the beginning of China’s return to its long-term average position. If this is the
case, China’s size alone will have wide-ranging implications in terms of global aggregate demand, sup-
ply and the international balance of goods, services and financial resources.

The impact of its size has already manifested itself. For example, China’s demand for raw
materials and energy has recently accelerated exponentially, driven by soaring consumption demand
for housing and cars and by booming investment.f This, along with other factors, has caused the inter-
national prices of many commodities to surge to multi-year highs. Although China is still at an early

Box I.1

Share of China’s China’s share of Region’s share of
Region total trade region’s trade world gross product

Africa 2.2 6.1 1.8

Southern and Eastern Asia
(including Japan) 54.7 18.0 22.9

Western Asia 3.7 6.5 2.7

Europe 18.5 2.8 30.2

Latin America 3.2 3.6 6.2

North America 15.8 5.3 34.6

Oceania 1.9 9.5 1.5

China’s trade with the rest of the world, 2003

Percentage

Source:
UN/DESA, based on national

and international data.

a China’s contribution to global
economic growth was about 15
per cent in 2002-2003.

c In 2003, China became the third
largest trading nation and was
the world’s largest recipient of
FDI.

d For example, Japan’s economic
emergence in the post-war
period was accompanied for
decades by escalating trade
disputes and fears on the part
of many other economies.

f The ratio of electricity demand
to GDP reached 1.7 in 2003; for
iron and steel, above 2; for non-
ferrous metals, above 2; and for
cement, near 2. The world
average for these ratios is
normally below unity.

e Quantitative studies of this
issue can be found in, for
example, Yang Yongzheng,
China’s Integration into the
World Economy: Implications
for Developing Countries, IMF
Working Paper (WP/03/245)
(December 2003); Ma Jun,
“China: changing the landscape
of the world economy”,
Deutsche Bank China
Economics, February 2003; and
Global Insight, “China’s impact
on the world recovery”, Global
Executive Summary, February
2004.

b China’s economic relations with
the rest of the world would
appear even more diversified if
the distance factor was taken
into account, as in “gravity”
trade models.
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stage of industrialization, it already accounts for 25 per cent of the world consumption of iron and
steel, 30 per cent of world consumption of coal and 20 per cent of world consumption of cement.
Furthermore, these proportions are expected to grow. China’s strong demand for raw materials and
energy is beneficial for many commodity-exporting countries, but the consequentially higher commod-
ity prices are unfavourable for a number of other economies. A more profound question, however, is
whether the supply of global raw materials can accommodate such rapidly growing demand from such
a large economy or whether China’s growth will be curbed by limited global resources.

The structural implications for the world economy are more complex, varying by coun-
tries and sectors. A prodigious low-skilled labour force, low labour costs,g a scarcity of arable land
per capita, and high household saving rates are among the major structural features of the Chinese
economy that give rise to its comparative advantage in producing labour-intensive goods in the world
economy. Most developed economies will benefit from the import of low-cost manufactured goods
made in China and from the export of capital- and technology-intensive products to China. Developing
countries that produce raw materials and land-intensive products will benefit from the complemen-
tarity of their structure with that of China, but others, particularly those with a similarly labour-inten-
sive structure, will face heightened competition and will be under increasing pressure for structural
adjustments. Some of these adjustments, including the relocation of labour, may be costly and diffi-
cult in the short run. Meanwhile, even though China receives a large proportion of foreign direct
investment (FDI) inflows, its high domestic saving rate suggests that China’s dependency on external
financing will be lower than that of most other developing countries, so that China will not be a major
competitor for global capital.

The institutional implications are also important, both for the rest of the world and for
China itself. Notwithstanding the progress over the past two decades in transforming a centrally
planned economy into a market-based one, China’s institutional economic framework remains different
from that of other economies in such respects as its large proportion of State ownership, the direct
involvement of the government in economic decision-makingh and its underdeveloped legal, banking
and financial systems. These institutional factors may lead to international frictions during China’s
integration into the global economy, as already reflected in various disputes on trade and intellectual
property rights and the recent discussions about China’s exchange-rate policy, for instance.

Facing these institutional challenges, China may have to accelerate its reforms, as
occurred with its recent accession to the World Trade Organization, which, among other effects, nar-
rowed some institutional gaps between China and the rest of the world. On the other hand, the rest of
the world should be patient about the pace at which China carries out its reforms as well as wary of
the potential risks associated with any possible slippages or pitfalls in these reforms. For example, a
combination of the fragile financial system, the heavy direct government involvement in economic
activity, and the excess investment in some sectors, if aggravated by a misstep in reforming the
exchange-rate regime or the capital account, could lead to a financial crisis in China, undermining not
only its growth but also that of the world economy.

The sustainability of China’s growth will also be challenged by various economic as well
as institutional constraints, but a stronger and growing Chinese economy should be beneficial for the
global economy as a whole; conversely, a stagnant and unstable Chinese economy would be disadvan-
tageous for the rest of the world. China’s emergence also implies, however, significant challenges for
many other economies, often necessitating structural adjustments. Such adjustments can be costly, but
they can also be smoothed by increased international economic cooperation, such as China has been
increasingly engaging in with the Association of South-East Asian Nations (ASEAN) and Africa. A con-
tinuation and strengthening of such cooperation will be important in ensuring that the world economy
is not adversely affected by either the challenges of an ever-larger China in the world economy or the
growing negative global repercussions should the economy of China falter.

Box I.1 (cont’d)

g China’s wage rate in
manufacturing is about 5 per
cent of that in major developed
economies and less than one
third of that in Mexico.

h China has undergone extensive
decentralization, but the direct
involvement of the provincial
and local governments in
economic activity remains
intense, and may have become
even more intense than before,
replacing the reduced role of
the central government.
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ably lower than the peaks of the mid-1990s: the mild rise in unemployment rates in recent
years because of weak economic growth seems not to have reversed the downward trend
achieved by various reforms of labour markets over the past decade, but lowering unem-
ployment further will require a continuation of the reforms.

The contrast between robust GDP growth and persistent weakness in the labour
market in the United States has triggered a broad debate. Some observers have ascribed the
hesitant recovery in the labour market to strong productivity growth, as businesses have con-
tinued to benefit from the rapid innovations in ICT over the past decade, allowing them to
raise output without much increase in labour input. Other analysts blame the weak employ-
ment growth on increased global economic integration, arguing that the increase in imports
from developing countries has led to reduced job creation in manufacturing in the United
States, while outsourcing has reduced domestic job opportunities in the services sector.

These explanations may be partially true at the firm or industry levels, but do
not hold at the macroeconomic level where efficiency gains from either technological
change or international economic integration should not harm aggregate employment as
long as effective demand grows in tandem with potential output growth. Thus, the delayed
recovery in economy-wide employment in the United States is not a result of the efficien-
cy gains per se, but the consequence of a lag, or failure, in translating these gains into a suf-
ficient effective demand.

Unemployment in developing countries and economies in transition is even
more severe, in both cyclical and structural terms. So far, only a small number of countries
in Asia and in the group of economies in transition have registered a cyclical recovery in
unemployment rates. Even so, the unemployment rates for most Asian economies are still
far above their levels prior to the Asian financial crisis of the 1990s and, despite some
improvement, unemployment rates in the economies in transition are still high. The unem-
ployment problem in a number of East Asian economies, where the degree of industrial-
ization has already reached high levels, has been mainly cyclical; but in China and many
other Asian economies, where rural areas still account for a large share of the population,
the presence of large amounts of surplus labour, or repressed unemployment, in rural areas
remains a long-term policy concern.

The most difficult structural unemployment and underemployment problems,
however, are found in Africa and some Latin American economies. In South Africa, for
example, the official unemployment rate stands at 28 per cent—a figure that, as in most
developing countries, does not include those who are not officially recognized as unem-
ployed. High unemployment and slow economic growth in these economies are creating a
vicious circle within which a large proportion of the population are entrapped in perenni-
al poverty. The structural unemployment problems in some of these economies have also
been aggravated by cyclical factors and the effects of downsizing the public sector and fis-
cal consolidation. In addition to the unemployment resulting from the latter, there are per-
sisting high levels of underemployment in the public sector in many countries.

The solution to the problem of high unemployment in these countries will
depend on lifting their economies to a sustained path of industrialization and on continued
investment in human capital to improve the quality of labour. However, a number of exter-
nal measures, such as further improvements in market access in developed countries for the
exports of these countries, particularly labour-intensive products, could alleviate the situa-
tion. A number of African countries that were able to use the trade preferences granted by
some developed countries in the past few years have already seen salutary effects on employ-
ment, although these are generally small in relation to the overall level of employment.

Recovery of
employment requires
translating efficiency

gains into effective
demand

The grave
unemployment
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developing countries
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cyclical, but mostly

structural
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The baseline forecast predicts a progressive and cyclical improvement in the
employment situation in 2004-2005 as the global economic recovery solidifies further. On
the other hand, the longer the delay in the recovery of employment in the developed coun-
tries, the higher the risk of a relapse in the global recovery because consumer confidence will
weaken and household spending will falter. As part of the effort to avoid this situation, gov-
ernment policies should include mechanisms to support labour relocation, including provid-
ing training and assistance to workers who are in transition as a result of technological change
or global economic integration. Although it is among the approaches sometimes proposed,
international protectionism will not lead to an efficient solution of unemployment problems.

Restraining inflation

As global growth solidifies and excess capacity declines, the policy focus has gradually shift-
ed from worries about global deflation towards concerns about the risks of a rise in global
inflation.

Inflation concerns have been kindled mainly by a substantial rise in many com-
modity prices. The prices of petroleum, metals, fats and oils surged, rising 50 per cent or
more in a year to reach their highest levels for several years, although some prices, notably
of tropical beverages, weakened in the first quarter of 2004. Rising global demand is a
common factor behind the recovery of these prices, particularly the strong growth in
China’s demand for raw materials and energy (see figure I.1). The substantial depreciation
of the United States dollar vis-à-vis other major currencies may also have contributed to
the higher prices of commodities: historically, these prices, since they are mostly quoted in

A cyclical recovery in
employment
worldwide is expected
in 
2004-2005

A substantial rise in
commodity prices has
led to concerns about
inflation ...

Figure I.1
Price of Brent oil in United States dollars and special  
drawing rights (SDRs), January 2000-April 2004
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United States dollars, tend to move inversely with the exchange rate of the dollar. At the
same time, supply constraints, such as the poor soybean harvest and labour disturbances at
some mineral sites, have also pushed up the prices of specific commodities.

Petroleum prices have remained persistently high for the past year, surging to
their highest level in a decade. Despite the fact that the price of petroleum has been sig-
nificantly above the target range of $22-$28 per barrel (pb) that it has established, the
Organization of Petroleum Exporting Countries (OPEC) has continued to announce pro-
duction cuts, partly in an attempt to adjust the target so as to take account of the depreci-
ation of the United States dollar. At the same time, global demand for oil has been on the
rise owing to accelerating world economic growth. In addition, geopolitical concerns have
increased the pressure placed on many countries to build or replenish strategic petroleum
reserves, adding further to global oil demand.

The pass-through of higher commodity prices to overall inflation has so far
been minimal, suggesting that a large proportion of the rise in the prices of commodities
was absorbed by producers and distributors, instead of being passed on as higher prices to
consumers. Headline inflation has edged up in a large number of countries, but “core”
inflation measures—excluding such volatile components as food and energy prices—
remain relatively stable. Economies that previously had rapidly increasing price levels, such
as a few Latin American countries and economies in transition, have reduced inflation fur-
ther. In some other economies, deflationary pressures have been dissipating; in China, mild
deflation for the past few years has been replaced by moderate inflation.

In addition to higher commodity prices, other potential inflationary factors
include: the depreciation of the United States dollar, in which a large part of internation-
al trade is invoiced; the unsterilized foreign exchange interventions by central banks in a
number of economies in response to the depreciation of the dollar; the relatively high and
growing fiscal deficits in many countries; and overheating in some economies and exuber-
ance in some sectors, as exemplified by higher housing prices in a number of countries and
the torrid pace of fixed investment and credit expansion in China.

On the other hand, there are several forces restraining inflation, as reflected in
the persistence of low rates of inflation to date. The monetary policy of many central banks
is focused on controlling inflation, with the policy rules in a number of cases inherently
engineered to be more aggressive in fighting inflation than in handling deflation.
Macroeconomic management in many developing countries has improved. Global integra-
tion has increased international competition and thus curbed monopoly power.4

Technological innovations have raised productivity growth. Various economic reforms,
both in domestic markets and in international trade and financial systems, have reduced
rigidities and barriers. As long as these factors persist and firmly anchor low inflationary
expectations, global inflation should remain under control.

Given this generally benign inflation environment, global monetary policy has
remained accommodative, with only a few exceptions. While it appears that the three-year
cycle of global monetary easing is about to end, a number of central banks have indicated
that they will show restraint in raising interest rates. The baseline forecast assumes a grad-
ual increase in policy interest rates by major central banks in late 2004, but a number of
economies that are behind in the recovery cycle could maintain low interest rates for a
longer period. The difficulty lies in judging the uncertain lag between the activation of
monetary policy and its effects on the economy: this will require finesse by central banks,
in addition to a sound policy framework. Gradualism and transparency of the policy inten-
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tion will be crucial in avoiding an abrupt reaction in financial markets, which may other-
wise push up long-term interest rates to levels that might dampen investment.

The difficulties for fiscal policy in many economies are even greater. Current fis-
cal policy stances vary substantially from country to country. Among the developed coun-
tries, fiscal policy remains the most expansionary in the United States, modestly stimulato-
ry to neutral in most Western European economies and restrictive in Japan. Fiscal policy has
been stimulatory in most Asian developing economies, mainly restrictive in Latin America,
and mixed in other developing regions and in economies in transition. However, one com-
mon trend throughout the world is the widening of government deficits, accompanied by
rising public debt. The exceptions are few, one being the Russian Federation, with its large
budget surplus from increased oil revenues. Several Latin American economies have also
made notable progress in achieving a surplus in their primary balances as a result of more
disciplined fiscal policy in recent years. Most economies are expected to have to undertake
fiscal consolidation in the next few years. Although only a few have started this process so
far, fiscal policy in general will become less stimulatory around the world in 2004-2005.

Managing downside risks

The improved short-term prospects for the world economy are tempered by some potentially
far-reaching downside risks. As the second quarter of 2004 unfolded, the spectre of interna-
tional terrorism, geopolitical concerns and increased political instability was once again hov-
ering over the world economy. None of the events triggering this development were global in
scale but the increased interdependencies across countries and between the political and eco-
nomic domains resulted in the translation of a number of those events into enhanced global
economic uncertainty, with the possibility of a dampening of future economic growth.

This possible outcome was reflected first and foremost in the price of oil, which
rose rapidly after early April 2004 to above $40 pb, its highest level in about two decades.
Nevertheless, oil prices were still 30 per cent lower than the peak of the 1980s if measured
in constant United States dollars. Furthermore, a large part of the increase in the oil prices
has reflected the substantial depreciation of the dollar vis-à-vis other major currencies. If
measured in special drawing rights (SDRs), oil prices are not much higher than in 2000
(see figure I.1).

Increases in oil prices redistribute income from oil consumers to oil producers
and from a large number of oil-importing economies to a relatively small number of oil-
exporting countries. Quantitative studies suggest that an increase of $10 pb in petroleum
prices will lead to a loss of about 0.5 per cent in GWP.5 If the shock is severe, the slowdown
is likely to be aggravated by a series of indirect, but even more severe, shocks brought about
by a sharp collapse of consumer and business confidence because of the higher prices. The
two previous major oil shocks (1973-1974 and 1979-1980) suggest that the negative indi-
rect consequences are likely to be larger than the direct effects. During these previous
shocks (when oil consumption per unit of GDP was far higher than at present), the index
of consumer confidence in the United States dropped by more than 50 per cent when oil
prices stayed at their peak levels for about 6-12 months. In both instances, this loss of con-
fidence resulted in a recession in the United States, to the detriment of growth in the world
economy as a whole.6 On this occasion, there has been no major disruption in the supply
of oil. Nevertheless, the previous experiences suggest that, if the higher prices increase fur-
ther or even persist for some time, global economic growth is likely to be curbed.
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The impact of an oil price shock varies across country groups. The direct
income effects of increased oil prices for net fuel-importing countries depends on the share
of oil in total consumption. Most developed economies, the United States in particular, are
still the largest per capita consumers of oil, but changes in the structure of output towards
services, increased energy efficiency and greater use of non-oil sources of energy have made
output in most developed economies less oil-intensive, reducing the direct adverse impact
of any “oil shock”. Meanwhile, industrialization in many developing countries during the
past decade has been oil-intensive; in particular, oil consumption in Asian developing
economies has increased significantly, making them more vulnerable than previously to
increases in prices and, in several cases, more likely to be affected than other countries in
relative terms. For instance, oil consumption per unit of GDP in China and many other
developing countries is more than twice that of most developed economies. As a result, for
any given oil price shock, these countries will experience a larger adverse effect than dur-
ing earlier episodes. In addition, higher oil prices might trigger financial instability, for
example, a currency crisis, in some fuel-importing developing countries that already have
sizeable external deficits.

Some analysts have drawn a parallel between the current situation and the oil
shock in the early 1970s and the subsequent collapse of the world economy. A significant
difference between the two situations is that the oil crisis of the 1970s was a pure supply-
side shock, involving a disruption of oil supply by the major oil-producing countries; the
current rise in prices has been driven mainly by higher demand. So far, there has been no
large-scale disruption of supply; to the contrary, the major oil-producing countries have
indicated a willingness to accommodate the increases in demand.

A second major downside risk for the world economy is the series of large and
widening global imbalances. The most threatening of these are the twin deficits of the
United States, but there are also deteriorating fiscal positions in many other economies and
high private debt levels in some, in certain cases accompanied by substantially appreciated
housing prices. Some of these risks will be heightened when global interest rates rise, par-
ticularly if they rise abruptly as a result of either inappropriate monetary policy or panics
in financial markets.

The deteriorating fiscal position of the United States poses particular global
risks. The country’s budget balance shifted from a surplus of above 2 per cent of GDP in
2000 to a deficit of about 4 per cent of GDP in 2003. Even the most optimistic projec-
tions show that large fiscal deficits are likely to persist for a considerable period of time
unless there is a major change in policy.

By spurring domestic growth, the United States fiscal stimuli played an impor-
tant role in making the United States the “locomotive” for the global economic recovery.
More recently, concerns have risen regarding the sustainability of this fiscal deficit and the
fact that it might lead to higher long-term interest rates in global capital markets and to a
consequential dampening of global investment and growth in the longer run. Moreover,
the inextricable linkages among the fiscal deficit, the external deficit and the exchange rates
of the dollar vis-à-vis other currencies mean that the fiscal deficit has broader direct risks
for the stability of the world economy.

In this sense, the notion of the United States as a locomotive for the world
economy becomes more complex. This locomotive has been powered by resources bor-
rowed from the rest of the world: the current-account deficit of the United States, a meas-
ure of how much of the spending by the United States is financed by borrowing from
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abroad, is more than 5 per cent of GDP. The sustainability of the United States economic
expansion is therefore crucially dependent on the willingness of the rest of the world to
continue to lend to the United States by accumulating United States assets, mostly United
States Treasury bonds.7 Such a pattern of interdependency between the United States and
the rest of the world is unlikely to prove sustainable.

The emergence of new engines of growth for the world economy, such as China
and India, has added resilience to, but has also raised additional risks for, the world econ-
omy and for many individual countries. These risks are associated with overheating in some
sectors and a weak financial sector in China, and with the large fiscal deficit in India.
Imports by these two countries have become an important component of demand in some
global markets, notably commodities, and for some regions and countries (see figure I.1).
The possibility that the rapid pace of growth in China, particularly in some specific sec-
tors, will not be maintained, would result in a loss of vibrancy in China’s import demand.
A sudden retrenchment, especially if it permeated the whole Chinese economy, would have
far-reaching negative consequences elsewhere, most notably for those countries that have
benefited from the China-driven commodity boom. India’s lower degree of integration into
the world economy means that its performance is of somewhat lesser global concern, par-
ticularly to developing countries.

Developing countries and economies in transition remain highly vulnerable to
these uncertainties and risks. The anticipated increases in interest rates can have only a neg-
ative impact on developing countries that are active in international capital markets, since
the overwhelming majority of these countries are net borrowers. Continued volatility in
the exchange rates among the major currencies will have different net effects on individual
developing countries and economies in transition, with some receiving a net benefit and
others a net loss, depending on the extent to which their trade flows, external debt and
international reserves are dollar-based. However, most of these countries are less well
equipped than developed countries to manage volatility in exchange rates and some are
likely to suffer a negative short-term shock.

Developing countries have very little influence on these developments in the
international economy and yet they are subject to them. That it is the responsibility of the
developed economies, particularly the largest among them, to take measures to ensure an
orderly unwinding of the global imbalances, suggests that multilateral surveillance for the
time being should focus primarily on the policies of these economies. It is particularly
important to ensure that the correction of the imbalances does not disrupt the develop-
ment efforts of the poorest countries. It will therefore be necessary to ensure not only a
consistent approach across countries but also coherence between policies and measures
intended to restore macroeconomic balance in the world economy and those intended to
foster long-term growth and development in the developing countries. Particular efforts
should be made to ensure that the adjustment is achieved by raising growth in those coun-
tries that are lagging, rather than by reducing global demand. Above all, there should be
no relaxation in the commitments to advance development made by the developed coun-
tries in the United Nations Millennium Declaration,8 the Monterrey Consensus of the
International Conference on Financing for Development,9 the Doha development agenda
and the Plan of Implementation of the World Summit on Sustainable Development
“Johannesburg Programme of Implementation”.10
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Delivering on the 
commitment to development

In addition to managing the short-term economic risks, global leaders need to restore the
priority given to international cooperation for development. Renewed efforts are urgently
required to fulfil the various commitments that were made in the first few years of the new
century to improve the human well-being of the overwhelming majority of the world’s
population who live in developing countries.

Few developing countries—and almost none of the poorest—seem likely to
achieve all of the Millennium Development Goals unless there is accelerated progress on the
key domestic and international actions that have already been universally agreed.
Encouragingly, however, China and India, homes to most of the world’s poor people, seem
likely to achieve the poverty reduction goal, largely because of their high rates of economic
growth. The challenge is to ensure that other countries are able to emulate these examples.

From a long-term, as well as a short-term, perspective, the priority must be to
sustain the global cyclical recovery, to transform it into robust long-run growth, and to
transform such growth into poverty reduction and the fulfilment of other Millennium
Development Goals. Most of the countries that face the greatest challenge in achieving the
Millennium Development Goals—largely the least developed countries and most countries
in sub-Saharan Africa—are mired in a “poverty trap”.11 A substantial acceleration in eco-
nomic growth is indispensable in most of these countries if they are to achieve the primary
goal of reducing poverty by half by 2015. Not only would achieving a quantum improve-
ment in their rates of economic growth have a direct effect on incomes and poverty but it
should also transform their present vicious circle of underdevelopment into a virtuous cir-
cle that sustained growth over the longer term: higher growth itself generates additional
resources that will relieve the present downward pressures on these countries and con-
tribute to further growth.

Particularly for smaller developing economies, improving the international
trading environment could provide important opportunities for accelerating growth, as
recognized in the collective decision to launch a series of trade negotiations that would be
development-oriented. Since that decision taken in Doha in November 2001, there has
been very little progress in translating the universal good intentions into tangible results.
In view of the continuing difficulties in achieving concrete progress in the key areas, nego-
tiators need to look beyond the particulars of the individual subject areas and identify ways
and means, possibly far from the approach originally envisaged, of achieving the overrid-
ing objective of ensuring that the international trading system is more conducive to the
development of developing countries. Although all parties recognize the sizeable benefits
that should result from successful trade negotiations and their centrality to development,
these benefits are being reduced through the resort to second-best bilateral solutions
because of failure at the global level. In trade negotiations possibly more than elsewhere,
time is of the essence if growth in the poorest developing countries is to be raised to the
level necessary to achieve the poverty objective set out in the United Nations Millennium
Declaration. The aim must be to ensure that developing countries are provided with
improved market access for products and services in which they have export potential.

Introduced by IMF as a new arrangement for “Support for Trade-related
Balance of Payments Adjustments”, the so-called Trade Integration Mechanism (TIM) is an
important innovation intended to assist developing countries in meeting any short-term
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costs of trade liberalization; but it only is a small step in relation to the overall need to
ensure that trade can contribute more extensively to growth and the reduction of poverty
in developing countries. Developing countries need assistance in expanding their supply
capacity for those goods and services in which they have export potential and they need to
develop capacities to export before they can reduce their levels of protection. There is grow-
ing evidence that reduced levels of protection do not lead automatically to the development
of export capacities and the strong links between export sectors and domestic economic
activities that result in rapid economic growth.

Attainment of many of the other Millennium Development Goals can be
achieved largely through social policy and, above all, by interventions by the Government
to provide additional institutional, physical, human and financial resources. A major con-
straint on achieving these goals is the overall lack of public resources. Governments of devel-
oping countries therefore need to continue their efforts to improve efficiency in the use of
public resources through strengthened governance and public administration. In addition,
they have to raise additional financial resources domestically through more efficient and
effective systems of taxation and through improved financial intermediation to mobilize
domestic savings. At the same time, success in raising the rate of economic growth should
yield additional resources for development purposes, including within the private sector.

Particularly in the poorest countries, however, increasing the mobilization and
effective use of domestic resources is unlikely to be sufficient to meet the Millennium
Development Goals. For this purpose, developing countries will need additional interna-
tional support. A first avenue for such support is debt relief because it immediately releas-
es for domestic use financial resources that otherwise might be paid to foreign creditors.
Completion of the Heavily Indebted Poor Countries (HIPC) Initiative is therefore of cru-
cial importance to reviving growth in the poorest countries; every effort should be made to
ensure that all eligible countries reach their completion point before the Initiative is ter-
minated. At the same time, it is fully recognized that the debt relief provided under the
Initiative has been insufficient to achieve its goal of ensuring debt sustainability in all ben-
eficiary countries because the measure of sustainability was based on assumptions regard-
ing economic growth, export growth and interest rates that proved to be optimistic.
Development partners should ensure that, in all such cases, countries reaching the com-
pletion point are provided with the additional relief needed to ensure debt sustainability.

Debt sustainability is a multifaceted concept that, like most other aspects of
development, has to be considered in the light of the circumstances of each individual
country. Ongoing work in IMF and the World Bank to refine the concept of debt sustain-
ability from this point of view is therefore welcomed. Similarly, the Paris Club’s adoption
of a more flexible approach to countries in debt difficulties is to be commended. The ongo-
ing consideration of ways of introducing greater variability and flexibility into debt instru-
ments, such as linking debt-service payments to changes in capacity-to-pay (for example,
through bonds indexed to GDP or commodity prices), should also be pursued.
Nevertheless, the lack of multilateral frameworks for resolution of debt crises continues to
be responsible for one of the great vacuums in the international financial architecture.

Particularly in the poorest countries, debt relief and debt sustainability will not
obviate the need for additional concessional resources for development. Flows of ODA
have increased for the past few years and, on the basis of commitments already made, fur-
ther increases are expected over the short term. Recent increases, however, have in part
been a reflection of the depreciation of the dollar, the inclusion of debt relief and expen-
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ditures in Afghanistan and Iraq. Looking ahead, the increases in ODA that are currently
foreseen, while highly commendable in themselves, are modest in relation to the volumes
that are widely estimated to be required to achieve the Millennium Development Goals.
Encouragingly, there are a number of proposals on how to improve the situation, includ-
ing the financing of the fourteenth replenishment of the International Development
Association (IDA) and the proposed international financing facility (IFF).

Over the longer term, many developed countries already face fiscal constraints.
Additional demands, particularly those associated with the ageing of their populations, are
likely to increase this fiscal pressure as time progresses, and to compromise ODA flows.
This suggests that attainment of the Millennium Development Goals will require a strate-
gy for identifying potential new sources of financing over the longer term. It is therefore
encouraging that the Development Committee (Joint Ministerial Committee of the Boards
of Governors of the Bank and the Fund on the Transfer of Real Resources to Developing
Countries), at its meeting in April 2004, took a first step in this direction when it called
for a report for its next session addressing “policy options and financing mechanisms for
mobilizing additional resources (including examining an international finance facility,
global taxation and other proposals)”.12 Hopefully, this will mark the first step towards for-
mulating a strategy that will ensure the necessary flow of resources not only until 2015 but
beyond that date so that poverty can be not only halved but eradicated.

The collective policy challenge is, on the one hand, daunting but, on the other
hand, achievable, as reflected in the progress already made. There is universal recognition
that development policy in developing countries, in all its many facets, has improved over
recent years. Similar strides have been made by donor countries, not least in the recogni-
tion that country-ownership is a sine qua non for successful development policies. Despite
the supposed onset of “aid fatigue”, flows of ODA increased in 2002 and 2003, with com-
mitments of further increases in the pipeline. There has been some, albeit inadequate,
progress made in reducing the debt burden on developing countries, most particularly the
HIPCs, and some improvements in the treatment of external debt of the middle-income
countries as well.

These steps indicate that the necessary actions are universally recognized and
are feasible, provided that there is the necessary political will. The challenge to the
Governments of both developing and developed countries is to undertake such actions not
only on the scale that is necessary to achieve the Millennium Development Goals but also
within a time frame that ensures that the Goals are met by the target date of 2015.
Anything less would be a betrayal of the faith that peoples deserve to have in their
Governments and in international organizations.
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Notes

1 See World Economic Situation and Prospects, 2004 (United Nations publication, Sales No. E.04.II.C.2).
Also available from www.un.org/esa/policy/index.html (accessed 14 June 2004).

2 See World Economic Situation ..., chap. III, for the presentation of a detailed regional economic
outlook.

3 Strong growth in payroll employment was finally registered in March 2004, but a continuation in
coming months is necessary to confirm a steady recovery in the labour market of the United States.
Although the unemployment rate in the United States fell from a peak of 6.3 per cent in mid-2003 to
5.6 per cent in March 2004, the improvement was due mainly to a drop in the labour-force
participation rate, particularly for younger people; the unemployment rate would otherwise have been
about 7 per cent.

4 Increased exports from China, for example, have prevented international prices of manufactured
goods from rising. At the same time, China’s strong growth has contributed to higher commodity
prices and given China a dual role in influencing global inflation.

5 See, for example, International Energy Agency, “Analysis of the impact of high oil prices on the global
economy”, May 2004, available from http://library.iea.org/dbtw-wpd/textbase/papers/ 2004/high_
oil_prices.pdf (accessed 15 June 2004).

6 Most quantitative studies involve static comparative analysis and capture only the linear relationship
between oil prices and the welfare loss through income and substitution effects; hence they cannot
reflect the non-linear impact from the shock on confidence. A DESA simulation suggests that, if there
were the same decline in consumer sentiment today, growth in the United States would decline by
more than 2.5 percentage points, verging on a recession. The ripple effects throughout the world
economy would reduce the growth of GWP by 2 percentage points.

7 Asian central banks are estimated to finance about half of the United States annual external
imbalance by accumulating dollar-denominated reserves.

8 See General Assembly resolution 55/2.
9 Report of the International Conference on Financing for Development, Monterrey, Mexico, 18-22

March 2002 (United Nations publication, Sales No. E.02.II.A.7), chap. I, resolution 1, annex.
10 Report of the World Summit on Sustainable Development, Johannesburg, South Africa, 26 August-4

September 2002 (United Nations publication, Sales No. E.03.II.A.1 and corrigendum), chap. I,
resolution 2, annex.

11 For a discussion of the “poverty trap”, see World Economic and Social Survey, 2000 (United Nations
publication, Sales No. E.00.II.C.1), part two.

12 See Development Committee communiqué on “Concerted action needed to accelerate progress
towards Millennium Development Goals”, IMF Survey, vol. 33, No. 8 (3 May 2004), pp. 122-123,
seventh paragraph.





Chapter II
International Trade

Summary

International trade is both reflecting and contributing to the global eco-
nomic recovery, with the improved international economic environment
proving particularly beneficial for most developing countries. Growth in
the volume of world trade more than doubled to almost 6 per cent in
2003, with the developing countries accounting for most of the increase.
The depreciation of the United States dollar meant that growth was even
higher in nominal terms and the same factor was partially responsible for
the increases in the international prices of many commodities during the
year. The most notable of these was the surge in the price of oil, which
continued in the early part of 2004. Oil prices are expected to retreat later
in 2004, while some commodity prices had already moderated in early
2004. Nevertheless, the short-term outlook for international trade
remains positive, with a further increase in the growth of the volume of
trade expected in 2004.

Regional trends and outlook

After a tentative beginning, brought about by the building up of tensions regarding Iraq as
well as the outbreak of severe acute respiratory syndrome (SARS), international trade
resumed its recovery, having grown by an estimated 5.9 per cent in real terms in 2003 (see
table A.13). In nominal terms, it expanded by almost 15 per cent, reflecting not only
increased volumes but also higher prices for commodities and manufactured goods, inter
alia, as a result of the depreciation of the United States dollar. International trade is expect-
ed to continue to strengthen in 2004, when growth is anticipated to reach 7¼ per cent and
to maintain that strength in 2005.

Trade performance continued to be uneven across regions and countries in
2003, although this was less acute than in 2002, when trade contracted in the developed
economies. The transition economies sustained relatively high rates of growth in their
trade, but it was the recovery of trade in the developing countries that largely fuelled the
acceleration of world trade during 2002 and 2003. In these two years, developing coun-
tries’ contribution to trade growth went well beyond their share of world trade: the share
of developing countries in world exports and imports is about 31 per cent, but these
economies generated over 80 per cent of the acceleration in trade in 2002 (with the
remainder coming from the developed economies, in particular those of North America
and Japan) and about 50 per cent in 2003. In 2004, faster growth in international trade
will be brought about by the developed economies as trade continues to recover in Europe
and North America but growth in international trade decelerates in developing countries
as China’s trade growth declines to more sustainable levels. As a result, trade outcomes will
be less divergent across country groupings in 2004 (see figure II.1).
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Much of the developing countries’ trade dynamism has been concentrated in
East Asia—where increasing integration of production has been a noticeable feature under-
lying the fast growth of intraregional trade—and, in particular, in China. Owing to its
buoyant economy and the improvement of the world economy, China’s volumes of exports
and imports grew at about 32 per cent in 2003. China’s strong import demand was partic-
ularly relevant for East Asian countries, including Japan, and supported overall growth in
the region. Other regions were positively affected as well. For instance, Brazilian exports to
China doubled in dollar terms in the period from 2002 to 2003, making China Brazil’s
third most important export market in 2003. Such fast rates of growth are likely to prove
unsustainable, however, and to decelerate in 2004 as measures to cool the economy take
effect and supply constraints become binding. Nevertheless, China will continue to lead
the world’s trade expansion in 2004.

Latin America and Africa benefited from the growth in demand for oil and
non-oil commodities. Exports of agricultural raw materials, minerals and base metals
strengthened during the year as industrial production picked up in the developed coun-
tries, China and other Asian countries. In Latin America, improved export performance in
2003 was buoyed especially by increases of exports in Argentina, Brazil and the Andean
countries. Conversely, Mexico—the region’s largest exporter—was adversely affected by
increased competition in the market of the United States of America for the third consec-
utive year, while disruptions in Venezuela’s oil production led to yet another contraction in
that country’s exports. In 2004, Mexico will regain its relative importance in the trade of
the region as non-oil exports recover, favoured by greater external demand, reactivating
industrial and manufacturing activities. On the other hand, Brazil, whose exports grew at
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Source:
Table A.13.

a Average of import and
export volume growth.

Figure II.1.
Growth in the volume of trade,a by major  
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-2

0

2

4

6

8

10

12

14

2002 2003 2004

Annual percentage change

World

Developed economies

Developing economies

Economies in transition

… driven by
developing countries,

most notably China

Commodity exporters
benefited from the

economic upturn



about 14 per cent in real terms in 2003, will witness a deceleration in its export growth, as
domestic demand recovers. On the import side, import demand—albeit recovering from
the deep contraction of 2002—remained constrained in the region, thus contributing to
the generation of a significant trade surplus. Imports by the region will likely continue to
recover, thus leading to a smaller trade surplus in 2004.

In Africa, market-access agreements with the European Union (EU) and the
United States provided additional stimulus to exports in 2003. Exports to the United States
under the African Growth and Opportunity Act (AGOA) increased by 55 per cent in 2003
compared with the previous year but, as in most recent years, those exports were heavily
dominated by a few commodities and originated in only a few of the eligible countries (see
box II.1). Higher oil prices and increased production improved export earnings in all of
Africa’s oil-exporting countries. Recovery of prices of several non-oil commodities from
earlier lows similarly contributed to improved export earnings from a wide range of agri-
cultural and mineral commodities. The volume of African imports grew by 5.7 per cent in
2003, driven mainly by increased consumer and public spending as a result of improved
gross domestic product (GDP) and export growth. Other factors behind import growth in
Africa in 2003 included increased construction activity related to the expansion of the
hydrocarbon and manufacturing sectors in several countries, donor-funded projects and
other development assistance and imports for post-conflict reconstruction in the Congo,
Côte d’Ivoire, the Democratic Republic of the Congo and Liberia. In 2004-2005, the
expansion of production of several commodities in a number of countries as a result of
recent large-scale investment projects—oil in Angola and Chad; natural gas in Algeria,
Egypt and Mozambique; and aluminium in Mozambique—will also contribute to export
growth of the region.

Increased oil exports, particularly by Saudi Arabia, the stronger-than-expected
performance by Turkey (brought about by increased competitiveness due to a rise in pro-
ductivity), coupled with an export recovery in Israel, supported export growth in Western
Asia, despite the drastic drop in exports by Iraq. Export growth is expected to decelerate in
2004, as slower growth is anticipated for oil exports. Import growth also accelerated in vol-
ume terms in 2003, largely owing to Turkey, as real import demand elsewhere was sluggish
or contracted. This pattern will persist in 2004, when real imports are anticipated to grow
by 7 per cent, largely driven by an acceleration in import demand by Turkey. 

Increased import demand by developing countries has impacted positively on
the export performance of developed countries. After a weak performance in the past two
years, exports from the United States are expected to grow in real terms by more than 10 per
cent in 2004-2005. Driven by strong demand from the rest of the world, from Asian
economies in particular, real exports of the United States surged by more than 20 per cent
in the last quarter of 2003. Despite a notable moderation in the first quarter of 2004, for-
ward-looking indices point to continued strong growth. At the same time, real imports are
expected to grow at about 7 per cent. The depreciation of the dollar vis-à-vis other major
currencies may be having some effect in curbing import demand while promoting exports.
Since the current value of total imports by the United States exceeds export revenues by some
33 per cent, the anticipated faster growth in exports in the next two years will only stabilize,
but not reduce, the trade deficit of about 4.5-5 per cent of GDP (see figure II.2).

The strong recovery in demand from other Asian economies, mainly the
demand for capital goods and information and communication technologies (ICT)-related
products, has played a similarly key role in sustaining fast export growth in Japan. The

World Economic and Social  Survey 2004 27

Exports by the United
States recovered, but
the large trade deficit
will persist

Preferential treatment
sustained export
growth in some
developing economies



Internat ional  Trade28

Sustaining the African Growth and Opportunity Act 

Signed into law in May 2000, the African Growth and Opportunity Act (AGOA) provides eligible sub-Saharan
countries with additional trade preferences from the United States of America. It expands product coverage,
most notably to textiles and apparel, and adds some other benefits to those already available under the
United States Generalized System of Preferences (GSP) scheme. AGOA is scheduled to expire on 30
September 2008.

Country eligibility is determined annually subject to certain criteria. To be eligible, countries
need to have established or be progressing towards establishing, among other things, a market-based econ-
omy, the protection of intellectual property rights, the rule of law, economic policies to reduce poverty, the
protection of internationally recognized worker rights, the elimination of the worst forms of child labour, and
a system to combat corruption.a Trade preferences are therefore an incentive for the implementation of
reforms that are believed to foster development. AGOA also envisages eventual negotiations of free trade
agreements with the United States. As of January 2004, there were 37 AGOA-eligible countries. 

Among other things, AGOA includes specific market access provisions for textile and apparel,
which can be exported duty- and quota-free, but subject to rules of origin, a regional ceiling and the estab-
lishment of a certification system attesting to the origin of inputs used. In early 2004, 23 AGOA countries
were eligible for apparel benefits. Furthermore, a special rule applies to countries designated as “lesser
developed”, defined as those with per capita gross national product of less than $1,500 in 1998, as meas-
ured by the World Bank. These countries have the additional benefit of duty- and quota-free apparel made
from yarns and fabrics from third countries. The regional ceiling, however, applies to such exports as well,
and this additional benefit is expected to expire on 30 September 2004. AGOA was enhanced in 2002 (AGOA-
II), expanding some benefits such as the doubling of the “regional cap” on certain apparel imports and the
extending of lesser developed country benefits to Botswana and Namibia.

United States imports from AGOA countries totalled some $20 billion in 2003, an increase of
10 per cent, in value terms, over 2000. About 70 per cent of these imports entered the United States duty-
free in 2003 under both GSP (5 per cent) and AGOA (65 per cent). This compares with less than 4 per cent in
2000, when only the GSP was available. Thus, while a significantly greater share of AGOA countries’ exports
now receives preferential treatment, the value of total merchandise exports has not increased as much. 

Textiles and apparel exports, on the other hand, almost doubled from $770 million in 2000 to
$1.5 billion in 2003; 77 per cent of those exports entered the United States duty-free in 2003 owing to AGOA
(see figure). Lesser developed countries have been the major beneficiaries due to their additional prefer-
ences. Except for Mauritius and South Africa, AGOA countries cannot count on a well established and inte-
grated textile sector exporting products made from local fabric. Thus, most AGOA countries would have not
enjoyed greater market access if the “lesser developed country” provision had not been available. In 2003,
for example, about 75 per cent of AGOA exports of apparel to the United States had been made from fabric
produced in a third country while only 19 per cent used fabric from the United States or regional yarn.b

AGOA has been instrumental in promoting some export diversification away from traditional
industries, including increased investment in countries having an undeveloped manufacturing base that
would not necessarily have attracted foreign direct investment (FDI) had it not been for the possibility of
increased access to the United States market. Additionally, the “lesser developed country” provision has
helped such countries as Kenya, Madagascar and Swaziland to attract FDI, mainly from Asia, to their appar-
el industry, which has been an important source of employment-generation for these economies. In Lesotho,
foreign investors—attracted not only by AGOA but also by export possibilities within the Southern African
Customs Union (SACU)—are building a denim fabric mill and have announced plans for the construction of a
yarn spinning plant and knitted fabric mill.

Except in the case of Lesotho, much of this investment is of a short-term nature. A possible
reason could be the annual revision mechanism for country eligibility. While giving countries an incentive to
proceed with reforms, the revision mechanism may discourage longer-term investment owing to uncertain-
ties associated with a country’s being able to maintain its AGOA status. Perhaps more importantly, factors

Box II.1

a On eligibility criteria, see
Office of the United States
Trade Representative,
2001Comprehensive Report of
the President of the United
States on U.S. Trade and
Investment Policy Toward Sub-
Saharan Africa and the
Implementation of the African
Growth and Opportunity Act,
May 2001.

b See United States Department
of Commerce/International
Trade Administration/Office of
Textiles and Apparel, Trade
Data: United States Exports
and Imports of Textiles and
Apparel (http://www.otexa.
ita.doc.gov).
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sustaining FDI in these countries, namely, trade preferences, low-cost labour and the prevailing quotas under
the World Trade Organization Agreement on Textiles and Clothing are expected to be discontinued. Although
Congress is considering an extension of lesser developed countries benefits beyond September 2004, trade
preferences are scheduled to expire soon, while relative labour competitiveness can quickly shift to the detri-
ment of AGOA countries if costs rise, skills are not upgraded and productivity is not enhanced. Some assem-
bly lines in Mauritius have been shifted to other countries owing to rising labour costs. As these assembly
factories can easily migrate, AGOA countries could face higher unemployment and no lasting benefits owing
to the lack of linkages with the rest of their economies, except through labour. Thus, AGOA assembling-relat-
ed activities, while generating certain benefits and an initial push towards more sustainable growth, do not
necessarily provide these countries with a complete answer to their development quest. Accordingly, the ini-
tiative also needs to be complemented with policy intervention at the local level in order to move to other
stages of the production process and/or generate activities that would be self-sustaining once preferential
treatment is removed. 

The renewal of lesser developed country status would give AGOA countries more time to
improve their competitiveness and address other constraints. Yet, it does not remove the bigger challenge of
the expiration of the Agreement on Textiles and Clothing. The most competitive producers are expected to
gain market shares to the detriment of other suppliers. It will most likely put a brake on the fast growth of
garment exports by AGOA countries, as they are anticipated to lose market shares in the United States mar-
ket.c Losing the advantage of quota-free benefits, as the other producers are no longer bound by the
Agreement on Textiles and Clothing quotas, AGOA countries will still have the advantage of duty-free treat-
ment. This, however, may not be enough to offset costs brought about by the observance of rules of origin.d

Despite promoting increased textile and apparel exports, AGOA benefits are unevenly bal-
anced towards fuels and fuel-producing countries. While generating about 38 per cent of sub-Saharan African
exports, fuels dominate AGOA exports (63 per cent) Nigeria and Gabon being among the largest beneficiar-
ies of the programme. While 87 per cent of AGOA fuel exports entered the United States duty-free, only 28
per cent of non-fuel exports received preferential treatment in 2003. This imbalance raises concerns about

Box II.1 (cont’d)

United States textile imports from AGOA countries, 2001-2003
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d Aaditya Mattoo Devesh Roy
and Arvind Subramanian, The
African Growth and
Opportunity Act and its Rules
of Origin: Generosity
Undermined? (World Bank
Policy Research Working Paper
No. 2908), (Washington, D. C.,
World Bank, October 2002).

Duty-free items added
for AGOA countries

NTRa + GSPb

c United States International
Trade Commission, Textiles and
Apparel: Assessment of the
Competitiveness of Certain
Foreign Suppliers to the U.S.
Market (Investigation No. 332-
448, sent to the United States
Trade Representative in June
2003), Publication 3671,
January 2004.
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Figure II.2.
United States of America: exports and imports  
of goods and trade balance, 2000-2005
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the developmental impact of the programme for AGOA countries, particularly in view of the challenges faced
by African fuel exporters (see box III.3). 

Oil exports, however, tell only part—albeit a large part—of the story. Countries with a rela-
tively well-established manufacture base have also been able to capture benefits. For instance, South African
exports of transport equipment quadrupled, in nominal terms, in the period from 2000 to 2003. Conversely,
for such countries as Benin, the Democratic Republic of the Congo, Djibouti, Guinea-Bissau, Mali, Mauritania,
Sao Tome and Principe, Seychelles, Sierra Leone and Zambia, AGOA has not generated additional exports.
The same observation applied to the Central African Republic and Eritrea while they were AGOA-eligible.
Limited response capacity to new trade opportunities could be a factor. Furthermore, difficulties in complying
with required rules and procedures could be acting as a deterrent to increased exports. Another possible rea-
son is that, except for those of the Democratic Republic of the Congo, these countries’ exports already receive
duty-free treatment under normal trade relations (NTR)—the United States equivalent of the most favoured
nation (MFN) concept.e It may also be possible that some exports are still being impeded by high tariffs, the
existence of some type of protectionist measure or other trade-distorting mechanisms. Thus, the list of
AGOA-eligible products could be expanded further in order to include “import-sensitive items”, particularly
as the supply capacity of these countries, relative to the United States market, is probably limited. Some
potential agricultural exports may fall into this category. 

In conclusion, AGOA has brought beneficiary countries some advantages, particularly in pro-
moting certain industries that would not otherwise have emerged, textiles and apparel being the most
notable case. The sustainability of such positive impact, however, is not guaranteed. An extension of the pro-
gramme, as well as increased coverage, could help cement benefits. Country response also matters.
Accordingly, AGOA countries also need to look at policy interventions that would increase their capacity to
benefit further from the programme while creating lasting linkages with the rest of their economies.

Box II.1 (cont’d)

e United Nations Conference on
Trade and Development
(UNCTAD), The African Growth
and Opportunity Act: A
Preliminary Assessment
(United Nations publication,
Sales No. E.03.II.D.15), April
2003.
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impact of the booming Chinese economy has been particularly apparent. Japan’s exports to
China increased by more than 40 per cent in 2003 on top of the 35 per cent increase reg-
istered in 2002. Japan’s exports to Europe have also increased steadily, but its exports to the
United States declined in 2003, to some extent reflecting the different trends in the
exchange rates of the yen vis-à-vis the euro and the dollar, respectively. 

Western Europe, which exports relatively less to developing countries (see table
A.14), has been less successful in using developing countries’ increased appetite for imports
to offset the impact of the appreciation of the euro vis-à-vis the dollar. Export volumes in
Western Europe grew by just 0.5 per cent in 2003 but are expected to rebound in 2004,
growing by over 5 per cent, with some further strengthening in 2005. Generally, the
income effect of expanding world demand, particularly from the United States and East
Asia, is expected to dominate the price effect of the strong currency, resulting in strong
growth in volume of exports, but the strength of the currency will lead to some loss in mar-
ket share—depending on an individual country’s exports to non-euro area countries—
despite European producers’ efforts to adjust prices in dollar-based markets. On the import
side, volumes are expected to pick up from a rate of growth of 2.5 per cent in 2003 to a
rate of growth of 5.4 per cent in 2004. This reflects the gradually improving state of
domestic demand in the region, with some boost from the favourable terms-of-trade effect
of the appreciation of the euro. However, the full impact of the currency appreciation has
been slow to materialize.

Among the economies in transition, the economies of the Commonwealth of
Independent States (CIS) also benefited from a recovery in commodity demand and prices
since their export structure is highly skewed towards fuels and minerals and metals.
Intraregional trade increased faster than trade with non-CIS countries, mostly owing to the
continued recovery of the economies in the region (see chap. III). The depreciation in real
terms of the currencies in the member States of CIS against the Russian ruble contributed
to export growth within the region as well. In dollar terms, intraregional trade surged by 25
per cent on average for the region. The outlook for CIS exports is favourable, with both vol-
ume and revenue increasing in 2004, albeit at a lower rate than in 2003 as commodity price
increases moderate and external demand slows down somewhat. Robust domestic demand
will continue to drive imports, which are also likely to grow in value and volume.

Central and Eastern European export performance was uneven. Exports were
constrained by weak import demand from EU and a loss in competitiveness experienced by
some countries (the Czech Republic and Hungary) owing to labour cost increases and low
gains in productivity, in contrast with other regional economies (Poland and Slovakia) that
did better. Imports remained strong in response to real wage increases and credit expansion in
some countries. Exports are expected to pick up in 2004 in line with stronger import demand
in EU and the removal of the last trade barriers following accession of the five Central
European countries of EU in May 2004. Exports of agricultural products, in particular, will
become tariff - and quota-free. Strong growth in imports is also expected to continue in 2004.
Following entry into EU of the five Central European countries, implementation of public
infrastructure projects, and recovery of investment in general, will lead to imports of capital
goods into Central Europe. Strengthening of consumer confidence, associated with the EU
enlargement, will spur the import of consumer goods. Continuing strong growth in invest-
ment in Bulgaria and Romania implies that imports will remain strong there as well.

The full impact of
major currency
movements on trade
flows has not yet 
been felt

Intra-CIS exports have
show remarkable
dynamism

EU enlargement will
benefit the trade 
of the accession
countries
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A global shortage of
grains persisted ...

Commodity prices and markets1

Commodity markets experienced a recovery in 2003, with the United Nations Conference
on Trade and Development (UNCTAD) index of non-fuel commodities increasing by 8.4
per cent on average during the year, while oil prices increased by some 15 per cent—both
in United States dollar terms. Nonetheless, much of the price advance in some markets
reflects only the depreciation of the dollar, with limited or no gain (or even further losses
in some markets) when prices are measured in other currencies. When measured in special
drawing rights (SDRs), non-fuel commodity prices fell on average by 2 per cent in 2003.
Moreover, the terms of trade turned against commodity producers in 2003, as the com-
bined index of non-fuel commodity prices fell by some 1 per cent in the year when deflat-
ed by the export price index of manufactures (see table A.17).

Towards the end of 2003 and during the first quarter of 2004, however, com-
modity prices strengthened independently of the unit of account used. That trend slowed
somewhat later on, but not for fuels. In addition to the weight of Chinese demand in influ-
encing commodity markets and acting as a price-maker for most minerals, metals and raw
materials, other factors—not necessarily impacting on markets in the same way—have
become increasingly influential. For instance, the world economic recovery, increased uncer-
tainty and speculation have been pushing prices up in some markets,2 while the strengthen-
ing of the dollar towards the end of the first quarter of 2004 and the expansion of productive
capacity in some commodity sectors have acted as a deterrent to price increases in others.

Agricultural commodities
Among agricultural commodities, the prices of food failed to improve, on average, in 2003,
while vegetable oilseeds and oil, as well as agricultural raw materials, echoed a strong
upward trend (see figure II.3), largely owing to increased demand by China and the over-
all acceleration in global economic activity. Tropical beverage prices remained depressed for
most of the year, reflecting prevailing conditions in the coffee market. In early 2004, most
agricultural commodity markets recorded strong price increases.

Wheat prices rose sharply during winter 2003/04 and, after a short decline in
late 2003, continued to climb in 2004. This may reflect high speculative activity as vol-
umes on the main world cereal market—the Kansas City Board of Trade (KCBT)—were
high in the first quarter of 2004.3 Moreover, the global shortage of grains continued, with
global stocks lower by 18 per cent at the end of the season.4 The global production short-
fall was caused by a drought in many parts of Europe and a poor harvest in the Russian
Federation and Ukraine, partly offset by a return to “normal” production levels in North
America and Australia, themselves affected by drought in the previous year. For 2004,
world grain production is forecast to reach a record level owing to the assumed return of
normal weather in Europe, high production incentives as a result of the high prices and –
in the case of EU – a cut in set-aside obligations from 10 to 5 per cent for major field
crops. At the same time, wheat demand will remain strong, in particular for feed as global
income growth will increase demand for such grain-fed food products as pork, poultry and
eggs. Therefore, at the global level, a major production surplus is not likely and prices are
expected to remain firm in 2004. Owing to the very low stock levels, adverse weather
developments could lead to sharp price increases.

Commodity prices
recovered in dollar

terms but continued 
to slide in SDR terms
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Food
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Vegetable oilseeds and oils

Minerals and metalsAgricultural raw materials

Figure II.3.
Non-fuel commodity prices, monthly, January 2002-March 2004 
(Indices of US dollar prices, 1985 = 100)
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The prices of rice rose by 22 per cent between January and April 2004. Market
conditions indicate continuing tight supply for the third consecutive year. The ratio of
world stocks to consumption is lower than in former years, particularly in India and China.
A special feature of the tight supply/demand situation is the fact that demand from Asian
and South American importers might slow down owing to the expansion of production in
such countries as India and in China (as a result of the larger use of hybrid varieties). World
rice production is expected to grow by 3.3 per cent in 2004/05; this might not be suffi-
cient to balance supply and demand, thus keeping some pressure on prices.

After a sharp and steady decline in sugar prices during 2003, a trough was
reached in January 2004. Quotations on the international sugar markets subsequently
improved slightly, probably owing to speculative activities, since supply continues to
expand. This supposed speculative buying is probably only a temporary phenomenon and
oversupply is expected to lead to a marked decrease in sugar prices later in 2004, particu-
larly as the area under sugar beet cultivation in Europe is stable and sugar production is
expected to increase in such countries as Australia, China and Pakistan.5

After a decline of almost 30 per cent in 2003, banana prices rose by 22 per cent
between January and April 2004. Market fundamentals are influencing prices, in particu-
lar the growing demand in CIS and the 10 new EU member countries. China is also a
promising market. The banana sector, however, faces overproduction. Ecuador, the world’s
largest supplier, has expanded exports significantly owing to an increase in its cultivated
area. Shipments from the Philippines also increased owing to the combined effects of a
larger crop, higher demand in East Asia and the devaluation of the currency against the yen
and the dollar. EU will apply the revised banana transitional tariff-quota system to imports
between 2004 and 2006, and in the beginning of 2006 a tariff-only system will be estab-
lished. These two events will have a significant impact on producer countries, because one
third of the world banana trade is currently destined for EU.6

The upward trend in coffee prices that started in 2003 continued in the first
months of 2004 and largely reflected lower supply as producers cut investment and capac-
ity owing to persistently low prices. However, prices remain too weak to indicate a recov-
ery from the coffee crisis of recent years.

World coffee production for the 2003/04 crop year is estimated at 102 million
bags, a figure nearly 15 per cent lower than in the previous year. However, this reduction
depends heavily on Brazil. The country’s 2004 coffee production is forecast to be 35 per cent
lower than in the previous year,7 reflecting expected lower yields, especially in the Arabica
producing regions. Côte d’Ivoire, Nicaragua and Burundi will also witness further declines
in their coffee production in 2004. Partly offsetting these reductions in production are
increases in such key countries as Colombia, Viet Nam and Mexico. With the expected
decline in global coffee production, sentiment in the coffee market has turned mildly bull-
ish, owing particularly to additional concerns about climatic conditions in Brazil.

Three factors are particularly relevant in the outlook for coffee prices. First,
coffee consumption is expected to increase only marginally. Second, coffee stocks were still
high during spring 2004; and third, production in Brazil might rebound again.
Accordingly, large price gains are unlikely.

After a steady decline in 2003, cocoa prices increased in early 2004. Prices con-
tinued to be influenced by developments in Côte d’Ivoire—the world’s largest cocoa pro-
ducer—which have prevented prices from falling to much lower levels. Owing to weak
demand, the outlook for prices depends mainly on production in West Africa and on the
political process in Côte d’Ivoire. The mid-crops of Côte d’Ivoire and Ghana are antici-

... but sugar supplies
continue to increase ...

... and bananas also
face overproduction

Tropical beverages
faced weak demand ...
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pated to be significantly larger this year than they were last year.8 Moreover, cocoa pro-
duction in Indonesia reached an all-time record in 2002/03 and caused a rise in stock of
over 100,000 tons. This surplus will keep exerting downward pressure on prices.
Additionally, demand for cocoa is weak, partly reflecting stagnating incomes in many
cocoa-consuming countries and changes in chocolate processing by EU manufacturers who
are now allowed to use cocoa butter substitutes in their chocolate products.9

Following an increase of 8.4 per cent in 2003, tea prices suffered a downturn
during the first quarter of 2004, declining by 12 per cent. Although production is stable
in many regions, increases in some countries, notably Kenya and Viet Nam, have raised
global production. On the other hand, some upward pressure on prices can be expected
from lower production in India owing to poor weather conditions in the south of the coun-
try. Overall, however, prices are expected to continue to decline as demand shows signs of
saturation in many countries, except for the CIS countries. 

Vegetable oilseeds and oils experienced a strong price increase in the first quar-
ter of 2004, largely owing to a marked upward trend in soybean oil prices. This was caused
by growing demand worldwide, supported by increasing per capita incomes, especially in
the middle- and low-income countries in Asia, as partly reflected in massive imports of soy-
bean oil by China.10 Soybean prices reached a level not seen in the past 10 years: they rose
by 25 per cent in the fourth quarter of 2003 and by an additional 18 per cent in the first
quarter of 2004. Besides being ascribable to increased demand, this unexpected price surge
can be explained by developments on the supply side due to the successive downward revi-
sions of the estimated soybean crops for Brazil and Argentina,11 as well as a disappointing
harvest in the United States. Meanwhile, the price of palm oil, the second most important
product of this group, has followed a similar trend: prices increased by 27 per cent in the
period from January to April 2004. One factor playing a crucial role in the palm oil mar-
ket was India’s decision to reduce import taxes on palm oil. India is one of the two main
world importers of palm oil, China being the other. 

Among agricultural raw materials, cotton prices declined in early 2004 after a
significant increase in 2003. Over recent years, the most important determinant of annual
changes in cotton prices has been China’s net trade position. China has become a cotton
price-maker, as it is not only the leading world producer but also, at times, a significant
world importer. In 2003, for instance, world cotton imports grew by 5 per cent mainly
owing to large Chinese import positions. However, an increase in stocks of 700,000 tons
is anticipated for the next season as Chinese imports slow down in 2004 and production
continues to rise.12 Government subsidies in some countries still impact negatively on the
cotton market by leading to overproduction and downward pressures on prices: it is esti-
mated that the area under cotton cultivation in the United States (which exports 70 per
cent of its production) could increase by 7 per cent in 2004. 

Except for a temporary recovery in January 2004, wool prices decreased after
March 2003. This development appears to have been due mostly to a decline in Chinese
demand, which was affected by SARS, and by the weakness of the United States dollar
(compared with the Australian dollar), which is used by Chinese buyers. In Europe, the rise
of the euro against the dollar has, to some extent, limited exports. On the supply side, how-
ever, there are concerns about the adequacy of supply, as global wool production continues
to decrease and has reached a 50-year low. With weak production and a slight rise in
demand at the end of 2004 due to new fashion trends, wool prices might improve some-
what during 2004.

... but the prices of
vegetable oilseeds 
and oils soared in 
late 2003-early 2004

Agricultural raw
materials exhibited
mixed price trends
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Metals prices are
expected to remain
high during 2004 ...

... despite increased
production of iron 

ore, ...

The price of natural rubber rose sharply during the last quarter of 2003 and
continued its ascending trend during the first quarter of 2004. Among the leading pro-
ducers, supply decreased in Malaysia owing to adverse weather conditions and in Thailand
owing to civil unrest in the south of the country.13 Furthermore, insufficient replanting in
several producing countries will limit increases in production. Assuming that the world
economic recovery continues, rubber demand should expand in 2004. Moreover, rapid
growth in China—accounting for almost 20 per cent of world’s rubber consumption in
2003—will sustain growth in the car industry and consequently natural rubber consump-
tion. With oil prices at record levels, substitution of natural for synthetic rubber will also
be an important factor, as the relative competitiveness of natural rubber increases. All of
these factors, together with the low level of stocks, argue for continued increases in prices.

Minerals and metals
Minerals and metals prices have been on an upward trend in dollar terms since late 2002
(see figure II.3). During 2003, the UNCTAD price index for minerals and metals rose by
28 per cent. While the price increases up to the last quarter of 2003 were relatively mod-
est, the trend began to accelerate in September/October of that year, reflecting higher
demand in a tight supply environment, as well as declining world metal stocks. Faster
growth in the United States and Japan and, above all, the continued strong growth of
Chinese metals consumption drove the increase in global demand. In several cases, specu-
lative buying also contributed to the upturn in prices. Metal prices continued to increase
in the first half of 2004, with a price correction coming earlier for some metals, such as
nickel, as the speculative boom in that market had exhausted itself in February. For others,
the adjustment came in April/May when the Government of China announced measures
to rein in economic growth and prevent the overheating of the economy. The liquidation
of speculative positions by hedge funds, which had helped drive prices up earlier, also con-
tributed to the fall in prices.

The expected deceleration in Chinese economic growth and, consequently, in
metals demand, has raised the question whether metals prices will continue their recent fall
and whether the price boom is over. Several factors point, however, to the decline’s being a
temporary correction and to prices’ remaining at historically high levels at least until the end
of 2004 and, in many cases, beyond. First, stock levels are low and global demand contin-
ues to exceed supply for several metals. Second, even a lower rate of growth in China would
still lead to considerable growth in demand for metals, particularly since improved growth
is being forecast for most of the developed world in 2004-2005. Third, while additions to
production capacity have taken place and many more are under way, new capacity has a long
gestation time. Additionally, in many cases, it is not clear that the new capacity will be suf-
ficient to maintain the present tight balance between supply and demand. 

World iron ore production is estimated to have continued to increase in 2003,
supported by strong demand from the steel industry. China, where iron ore imports
increased by 33 per cent, was a major factor. Chinese demand continued to grow rapidly
during the first quarter of 2004 and, despite measures to curb the rate of expansion of steel
production in China, including higher capital requirements for new steel projects, global
steel production and demand for iron ore are likely to continue increasing at historically
high rates in 2004. The first results of iron ore supply contract negotiations, where prices
are agreed for a year at a time, indicated price increases of about 18 per cent for 2004.

Supply reductions and
stronger demand led

to higher prices for
minerals and metals
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Increases of a similar magnitude are possible in 2005, particularly if the United States dol-
lar weakens further.

World primary aluminium production increased by about 7 per cent in 2003.
Growth in consumption paralleled that of production, as stock levels remained almost
unchanged over the course of the year. As a result largely of speculation, fuelled by expec-
tations of very rapid growth of consumption in China, prices rose by 13 per cent in 2003.14

The continued Chinese expansion and the significant fall in stocks in early 2004 provided
a stimulus to prices, which rose by 11 per cent during the first four months of 2004. Future
price developments will depend to a large extent on developments in China, where the
Government has taken steps to slow investment in new aluminium smelters owing to short-
ages of alumina and energy. Large capacity additions are already in the pipeline, however,
and if these can be realized in spite of the input shortages, China should remain a net
exporter of aluminium in the short-to-medium term, to some extent putting a brake on
further price rises. 

Copper mine production increased by 0.7 per cent in 2003, while production
of refined copper fell by 0.6 per cent and copper usage increased by 2.7 per cent.15 Stocks
held in the London Metal Exchange (LME) warehouses decreased throughout 2003 and
into 2004. Prices rose throughout 2003 and ended the year 25 per cent higher than at the
end of 2002. The Chilean copper company Codelco, which had built up inventories to
200,000 tons in late 2003 and thereby contributed to the rise in prices, also began selling
its stocks in early 2004. The shortage of copper was reflected in a backwardation, that is to
say, prices for immediate delivery were higher than for delivery in three months. The price
peaked in early March 2004, falling afterwards partly as a result of a slowdown in Chinese
demand and partly because speculators reversed their positions. However, demand is antic-
ipated to exceed production in 2004. The International Copper Study Group forecasts a
6.1 per cent increase in usage but an increase of only 3.7 per cent in refined metal pro-
duction. Accordingly, it is unlikely that prices will fall significantly, and the possibility of
new price peaks should not be excluded, particularly as growth picks up in major devel-
oped economies.

Lead prices rose by 56 per cent in 2003 as LME stocks fell by 40 per cent.
Reduced Chinese exports due to rising domestic demand have been an important factor
behind the decrease in lead availability. A large proportion of lead, including almost all lead
used in batteries, is recycled, and it is difficult to raise recycling rates further in the tight-
ly regulated market that exists in many countries. Thus, scrap cannot replace primary lead
in times of high prices to the same extent as for other metals, particularly since many other
uses of lead are dispersive and do not allow recovery of the metal. It is possible that mines
and primary refining plants that were closed during the earlier period of low prices will re-
enter production and this may avert a shortage. However, prices continued rising in the
first quarter of 2004 and are likely to remain at historically high levels. 

Nickel prices rose by 97 per cent in 2003 and reached a 15-year high in January
2004, after which they fell as speculators cashed in their profits. LME stocks have remained
very low. Demand continues to outpace supply, driven by rapidly increasing production of
stainless steel, which accounts for the major part of nickel use. Although major capacity
increases are under way, including large new mines in Australia, Canada and Indonesia, the
supply deficit will probably continue for awhile and prices are not likely to return to pre-
boom levels in the medium term. 

Tin followed a trend similar to that of other non-ferrous metals, with prices ris-

... aluminium ...
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Source:
Middle Eastern Economic

Survey (http://www.
mees.com/Energy_
Tables/basket.htm).

Figure II.4.
Price of oil (OPEC reference basket), January 2000-April 2004
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ing rapidly in the later part of 2003 as LME stocks, which had started to decline in the sec-
ond quarter, fell. Prices had increased by 43 per cent in 2003 and rose by a further 56 per
cent by May 2004, when they appeared to have reached a plateau. There is little relief in
sight for users, as the smelters with spare capacity are unable to obtain sufficient concen-
trates. A relatively large backwardation has developed, reflecting the shortage of metal. It
is therefore likely that prices will remain high, at least throughout 2004. 

Zinc proved somewhat of an exception in 2003, since LME stocks increased
over the year, before falling in early 2004. The price, however, followed a familiar pattern,
increasing towards the end of 2003, although less spectacularly than for other metals (23
per cent for the year as a whole), as sizeable closures of capacity in Europe reduced excess
supply. Demand increased by 2.5 per cent, which is above average for zinc, while supply
fell marginally. Future prices depend to a large extent on developments in China, which is
both the world’s largest producer and consumer of zinc. The rapid expansion of car pro-
duction in China is a positive factor for zinc demand, since the car industry is a major con-
sumer of galvanized steel, and the most important use of zinc is in galvanized steel pro-
duction. Accordingly, it is likely that prices will remain firm in the outlook.

Do higher prices indicate 
a tight world oil market?

Monthly average oil prices strengthened uninterruptedly from September 2003 to April
2004 when, as measured by the reference basket of the Organization of the Petroleum
Exporting Countries (OPEC), they averaged $32.35 per barrel (pb) (see figure II.4). This
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was the highest nominal monthly average since the record of $34.32 pb in October 1990,
following Iraq’s invasion of Kuwait. The OPEC basket price averaged $28.10 pb in 2003,
an increase of about 15 per cent over the 2002 average of $24.36. A further average
increase is anticipated for 2004.

The surge in oil prices is led by market fundamentals, a great deal of specula-
tion and a “fear premium”. The first factor reflects stronger-than-expected global oil
demand and lower-than-normal world oil inventories, particularly private inventories. Oil
demand increased in the United States because of the cold winter and a less fuel-efficient
automobile fleet. Other sources of oil demand strength were China, which has become the
world’s second largest oil consumer, and Japan, owing to delays in returning its nuclear
power plants to full capacity. Furthermore, stocks held by Governments increased some-
what, contributing to higher demand and keeping the pressure on prices, while the fact
that private inventories dropped to levels that kept refineries, particularly in the United
States, dependent on fresh supplies, also maintained the pressure on prices.16 Worldwide,
oil demand increased by 2.2 per cent in 2003 and is forecast to grow by 2.4 per cent in
2004, reaching some 80.6 million barrels per day (mbd)—an increase of 1.9 mbd in rela-
tion to 2003 (see table A.18). 

Meanwhile, market sentiment since the second half of 2003 has remained
strong as the global economy has entered a more definitive recovery. Additionally, market
participants started to anticipate fuel shortages and other potential supply disruptions, par-
ticularly following the overall deterioration of the security situation in Iraq, the attacks on
oil infrastructure in Saudi Arabia and repeated attacks and sabotage on oil installations in
Iraq. As a result of such developments, some market specialists estimate the fear premium
to be about $5-$8 pb. 

The supply of oil, however, did not decline abruptly in 2003 or in early 2004.
Saudi Arabia and other OPEC producers were able to compensate for the production dis-
ruptions in Iraq, Nigeria and Venezuela in early 2003 and a few other producers, such as
the Russian Federation, were also able to expand supply. OPEC production continued to
increase in the second half of 2003 and early 2004 despite official quota reductions (see
figure II.5). OPEC-10 (excluding Iraq) produced 26.3 mbd in December 2003 and 26.4
mbd in January 2004, above the agreed quota ceiling of 24.5 mbd. 

Although a member of OPEC, Iraq is not bound to a quota ceiling. After pro-
duction of only 50,000 bd in May 2003, Iraq’s production had steadily risen and averaged
1.3 mbd in 2003. Oil production rose to an average of 2.0 mbd during January and
February 2004, still below the 2.6 mbd pre-war level. Iraqi oil exports also remain below
pre-war levels owing mainly to inadequate export outlets and infrastructure bottlenecks.
Oil refineries have been operating at half capacity, forcing Iraq to import most refined
products to meet domestic demand. Nonetheless, further gains in production are expected
in Iraq in 2004.

OPEC introduced a lower quota in November 2003—the second reduction of
the year—in order to curb inventory replenishment that would eventually lead to a down-
ward pressure on prices. Subsequently, in the first quarter of 2004, OPEC countries were
concerned about the cyclical downturn of oil demand, which often takes place in the second
quarter, the lack of compliance within OPEC with regard to the quota policy, the possible
increase in Iraq’s oil exports and the continued weakness of the dollar, which had been erod-
ing the purchasing power of the OPEC oil basket.17 Accordingly, at its meeting on 10
February 2004, OPEC-10 decided to reduce its oil production ceiling by 1.0 mbd to 23.5

Oil prices surged
owing to increased
demand and mounting
uncertainty

Markets are concerned
about possible supply
disruptions

Iraqi production and
exports resumed ...

... and OPEC-10
continued to 
produce above 
agreed quota
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Prices will remain 
firm throughout 2004

mbd, effective 1 April 2004, and to eliminate excess production, estimated at 1.5 mbd,
implying the withdrawal of 2.5 mbd from the market. This announcement provided renewed
impetus to price increases, despite the fact that global production continued to expand in the
first quarter of 2004. Subsequently, in view of persistently high prices, the Organization
decided to raise its official oil output ceiling by 2 mbd effective 1 July 2004, and by an addi-
tional 0.5 mbd starting on 1 August 2004. Prices moderated somewhat after such announce-
ments but remained well above the upper band of the Organization’s targeted price range.

It is not clear how far OPEC members will comply with this agreement. Global
oil supply exceeded global demand by some 0.8 mbd in the first quarter of 2004,18 indi-
cating that speculation and other concerns were underlying the price increases observed
during this period. If these concerns are overcome and speculators unwind their positions
in an orderly fashion, oil prices could decline in the second half of the year. However, this
outlook is subject to downside risks, particularly if the security situation in major oil-pro-
ducing countries deteriorates and supply is disrupted. 

Preliminary estimates indicate that OPEC produced above its quota in April,
although output declined in a few member countries. Oil output is increasing in Algeria, the
Libyan Arab Jamahiriya and Nigeria as new fields are brought on-stream. However, these
additions to production are relatively small. Among non-OPEC producers, oil supply is
anticipated to increase in the Russian Federation, as well as in the other oil producers in the
Caspian Sea region, and in Africa. In all, global oil supply is forecast to rise by 2 per cent
from 79.4 mbd in 2003 to 81.1 mbd in 2004 (see table A.18). Owing to the tight balance
between supply and demand and lower oil inventories, oil prices are anticipated to remain
firm over the medium term.

Figure II.5. 
World oil supply and demand, and OPEC oil  
production, first quarter 2000-fourth quarter 2004
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Trade policy developments

The multilateral sphere:
the Doha negotiations

Multilateral trade negotiations have restarted after the collapse of the World Trade
Organization Fifth Ministerial Conference in Cancún, Mexico, in September 2003. Since
Doha, very few concrete results have emerged from two years of negotiations, although
there was a notable agreement on trade-related intellectual property rights (TRIPS) and
public health. For a series of negotiations that has a core development agenda, the Cancún
meeting was disappointing.19

After a period of soul-searching, support for the resumption of negotiations
gained momentum. The World Trade Organization General Council reactivated the Trade
Negotiations Committee in December 2003 and appointed chairpersons to the various
negotiating bodies under the Committee in February 2004. Among others, negotiating
groups on agriculture, industrial market access, trade and development, and services have
met. Additional sessions have been scheduled, attesting to members’ willingness to contin-
ue with the negotiations. Negotiating groups opted for a more informal negotiating
approach, with delegations dealing directly with one another, without much intervention
from the Chair, in order to promote more intensive and productive dialogue. The aim is to
reach an agreement on a negotiating framework by July 2004. Any convergence of views,
however, has remained elusive.

Negotiations on market access in agriculture continued to be challenging, as
countries’ divergent priorities have prevented them from agreeing on how increased access
could be achieved. A “blended formula” originally proposed by the United States and the
European Commission and incorporated into the draft of the Cancún Ministerial Text is
currently under consideration.20 It combines the Uruguay Round of multilateral trade
negotiations formula (average reduction with a minimum reduction per tariff lines) and the
Swiss formula (which narrows the gap between high and low tariffs). Additionally, a cer-
tain number of products would be duty-free. Many countries, however, oppose the blend-
ed formula owing to concerns about the flexibility the formula provides to developed coun-
tries for not reducing high tariffs by a substantial amount. 

Obstacles, and conflicting interests at the domestic level, prevail in other areas
of the agriculture negotiation, such as domestic support and export competition. For
instance, despite providing duty-free access for cotton and textiles to least developed coun-
tries, EU was unable to advance the reform of its cotton support system far enough. In its
Common Agricultural Policy (CAP) reform adopted in April 2004, EU partially (65 per
cent) decoupled subsidies from production. As a result, uncompetitive cotton production
will not be completely eliminated and will continue to have a negative impact on world
prices.21 On the other hand, a preliminary World Trade Organization ruling in favour of
Brazil in its case against United States subsidies to cotton producers, if upheld, may pro-
vide countries with additional incentives for faster and deeper liberalization of their agri-
cultural sectors, thereby facilitating negotiations on agriculture.

Owing to the prevailing difficulties, the Committee on Agriculture aims at first
reaching an agreement on a negotiating framework and then establishing the modalities.
With the limited results to date, agriculture seems likely to remain the main stumbling
block to progress in the overall negotiations, as delegations are reluctant to advance in
other areas without knowing the extent of the concessions in agriculture.

Trade negotiations
resumed ...

... but agriculture
remained  a 
challenge
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Initial offers in 
services considered

unsatisfactory

Divergent views also persist in the negotiations on non-agricultural market
access (NAMA). One group of countries, largely developed economies with already rela-
tively low tariffs, favours ambitious tariff reductions in this area and supports a non-linear
4approach to tariff reduction, bringing rates to a harmonized international rate. Conversely,
many developing countries, usually with higher tariffs than their industrialized counter-
parts, argue that they would be making greater concessions if this approach was adopted and
that this would be in contradiction to the Doha provision for less than full reciprocity.
Furthermore, for many developing countries, aggressive liberalization in industrial goods
may compound challenges already being faced by their—in many instances, incipient—
manufacturing sector and could have a negative impact on their development strategies.22

A complicating factor is the concern of the least developed countries and other
low-income countries about the erosion in preferential access to the markets of developed
countries as the overall level of tariffs in the latter falls. Yet, recent studies have suggested
that many available trade preferences are not fully utilized, mainly because of stringent rules
of origin, accounting system requirements, and complex sanitary and phytosanitary meas-
ures.23 Greater trade opportunities could be further exploited under current arrangements,
particularly if some of the requirements are redesigned and simplified by taking into
account the capacity constraints of least developed countries. Additionally, technical assis-
tance could be enhanced in this area so that these countries could meet the required stan-
dards. Finally, financial support could be extended to countries facing trade-related adjust-
ment difficulties. In this regard, the new International Monetary Fund (IMF) policy instru-
ment, the Trade Integration Mechanism (TIM), is a welcome development (see below).24

The Committee on Trade and Development agreed to focus its attention on
special and differential treatment (S&D) and bridging existing differences, which are, how-
ever, considerable. Additionally, members have yet to decide on the future of the propos-
als that were agreed in principle, forwarded to Cancún, but never adopted by the meeting.
While most developed countries are concerned with issues of eligibility, including possible
differentiation among developing countries, compliance and graduation, developing coun-
tries are pressing for greater flexibility in rules application and a non-discriminatory
approach. The most difficult issue to be tackled may be the differences of approach that
also exist: developed countries would like to discuss the principles and objectives of S&D
measures before strengthening them, while developing countries invoke the Doha mandate
of reviewing, strengthening and making existing measures more effective rather than recon-
sidering them which, they fear, could imply a renegotiation of such measures.

Negotiations on services are more advanced than in other areas. However, only
a limited number of delegations have been able to submit initial offers and those submit-
ted were not considered comprehensive enough.25 Part of the difficulty can be attributed to
developing countries’ limited negotiating capacity, which prevents them from identifying
their priorities in this area, properly assessing the consequences of potential liberalization
in specific subsectors of services and evaluating requests and offers received. While techni-
cal assistance could remove some of these constraints, its impact in the short-term would
be limited as capacity takes time to build up. Furthermore, technical assistance may not
provide these countries with all the requirements they need in order to face the difficulties
in this area. Lack of progress in the agriculture negotiations may have also contributed to
the limited results so far.

Difficulties in market
access negotiations

persisted

Erosion of preferences
is a source of concern
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Meanwhile, developing countries, which attach particular importance to the
liberalization of Mode 4 (movement of natural persons), have been disappointed by the
limited opening proposed in the offers received. In many instances, offers on Mode 4 were
determined by or linked to Mode 3 (commercial presence). Most developing countries,
however, face comparative disadvantage in setting up a commercial presence abroad.26

Developing countries have also great interest in Mode 1 (cross-border trade).
While developing countries have always recorded a deficit in their service balance and have
been traditional suppliers of such services as travel, a few of them have been able to grasp
new opportunities brought about by the emergence of the ICT industry, for instance, and
have been able to increase exports of business services in the past few years. Brazil, China,
India and Israel are cases in point (see table II.1). Nonetheless, the increasing presence of
developing countries in offshore information technology (IT) software and services out-
sourcing—particularly in a period of slow global economic growth and rising unemploy-
ment—has raised protectionist sentiments in some developed countries. For instance, the
United States Senate has passed a bill that prevents private companies from using offshore
workers to bid on some government contracts despite the widely recognized positive over-
all welfare gains promoted by increased trade liberalization and the detrimental effects of
protectionist measures. In the particular case of the United States, research has indicated
that global outsourcing promotes cost savings, lowers inflation and increases productivity,
thus contributing to GDP growth. Accordingly, despite displacement of some IT workers,
total employment increases as a result of increased economic activity.27

All in all, the resumption of negotiations in the World Trade Organization is a
positive development as members work to reduce their differences over a wide range of
issues. However, it has not yet been enough to give a definitive push to the conclusion of
the Doha negotiations. For that, greater political will as well as deeper understanding and
consideration of developing countries’ developmental needs and aspirations is necessary so
that a rules-based multilateral trading system can be supported and shared by all, thereby
maximizing the benefits trade can bring for growth and development worldwide.

Renewed efforts are
still required for a
successful conclusion
of the negotiations

Millions of dollars 1995-1996 = 100

Average Average Average
Reporter 1995-1996 2001-2002 2001-2002

Brazil 1 416 4 466 316
China 5 300 9 433 178
India 2 131 16 878 792
Israel 2 239 6 156 275

Memorandum item:
Total developed countries 77 547 111 084 143

Table II.1.
Exports of business services from selected developing countries, 1995-2002

Source:
IMF, Balance of 
Payments Statistics.
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Percentage share of world total

Table II.2.
Leading world exporters and importers of textiles and clothing, 2002

Textiles Clothing

Exports Imports Exports Imports

Bangladesh .. .. 2.1 ..
Canada .. 2.4 .. 1.9
China 13.2 8.1 20.6 ..
European Union 49.4 39.6 33.4 64.5
Hong Kong SARa .. .. 4.1 ..
India 3.7 .. 2.8 ..
Japan 4.0 2.8 .. 8.4
Korea, Republic of 7.0 2.0 .. 1.0
Mexico .. 4.0 3.9 1.9
Pakistan 3.1 .. .. ..
Russian Federation .. .. .. 1.8
Switzerland .. .. .. 1.6
Taiwan Province of China 6.3 .. .. ..
Turkey .. 1.8 4.0 ..
United States of America 7.0 10.8 3.0 31.7

Source:
World Trade Organization.

a Special Administrative
Region of China.

Termination of the 
Agreement on Textiles and Clothing

Conceived as a transitional instrument, the Agreement on Textiles and Clothing28 is set to
expire by the end of 2004. Textiles and clothing will be fully integrated into World Trade
Organization rules and disciplines and subject to the principles of non-discrimination and
transparency. Thus, textiles and clothing will no longer be the only manufactures excluded
from multilateral rules and some developed countries will no longer receive a form of spe-
cial and differentiated treatment in this sector.

As a result of the Uruguay Round of multilateral trade negotiations, textiles
and clothing trade was to be regulated by the 10-year Agreement on Textiles and Clothing,
which had established a progressive schedule of product incorporation into General
Agreement on Tariffs and Trade (GATT) rules—as not all textiles and clothing products are
ruled by the Agreement—and quota liberalization. Nonetheless, despite formal World
Trade Organization notification by Canada, EU and the United States on their intentions
to fully comply with Agreement provisions, the bulk of liberalization will be occurring in
2004, as a great deal of backloading has occurred and most quotas have remained in place.
Additionally, countries included in the list of products to be liberalized items that had not
previously been subject to quotas. Liberalization that took place during the past nine years
was de facto very modest. 

The elimination of quotas is expected to lead to shifts in the allocation of
resources, with capacity expanding in developing countries, particularly in Asia, and pro-
duction contracting in developed countries as imports increase. For some exporters, as well
as domestic producers in major importing countries (see table II.2), such changes will
involve sudden adjustment costs, which the relatively long implementation of the

Agreed liberalization 
of textiles and 

clothing delayed 
until final months

Adjustment costs 
will likely feed

protectionist
sentiments
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Agreement on Textiles and Clothing was expected to phase over time. Thus, an abruptly
liberalized market may impose heavy costs in the short run as imports, at possibly signifi-
cantly lower prices, surge in 2005.29 Accordingly, producer associations in some of the
restraining countries have been pressing for an extension of the existing arrangement.
Meanwhile, a group of major developing-country exporters of textiles and clothing, wor-
ried about the possibility of massive anti-dumping initiations, have proposed a two-year
grace period during which no anti-dumping investigations on imports of textiles and cloth-
ing from developing countries would be initiated.30 Increased anti-dumping investigations,
if realized, would reduce the positive impact of liberalization, as increased uncertainty
would deter investment in the sector and constrain trade.

There is unanimity among experts that the end of the Agreement on Textiles
and Clothing would lead to an increase in global welfare as resources are more efficiently
allocated and consumers benefit from lower prices in the long run. Yet, there is disagree-
ment on the magnitude of such welfare gains—owing to different methodologies and
assumptions used in the models—as well as on the distribution of these gains.31 The quota
system had introduced severe distortions in the textiles and clothing market by promoting
an inefficient global allocation of production and introducing rents. The former followed
the availability of quotas and protected the higher-cost (often domestic) producer.
Additionally, the end of the quota system can potentially bring important benefits for
developing countries, many of which have a competitive advantage in this sector, particu-
larly in garments. It may also provide incentives for the development of the manufacturing
sector in the developing countries as the industry, largely based on the availability of low-
cost labour, is often a catalyst in the early stages of industrialization. 

Among developing countries, smaller producers, usually relatively less efficient,
are anticipated to lose markets that were formally guaranteed by quotas.32 Of particular
concern is the situation of countries enjoying preferential status in certain markets, as the
advantage of duty-free treatment, in a quota-free environment, may not offset higher costs
deriving from rules-of-origin requirements (see box II.1). For example, Mexico and
Caribbean countries have already lost market shares in the United States to competitors not
bound by rules of origin. Furthermore, smaller producers often lack a vertically integrated
textiles and clothing manufacturing base, which is considered an advantage by interna-
tional buyers owing to the flexibility and time-saving benefits it offers. Consequently, these
producers are likely to lose some space in major markets. 

Nonetheless, losses in some cases may not be as large as initially feared. Other
factors, such as proximity to markets, business climate and good infrastructure (in terms of
communication systems, logistic support, trade facilitation and the like), are also relevant.
In this sense, although it is expected that producers such as China will enjoy increased
market shares in major importing markets, the recent fast rate of Chinese import penetra-
tion in these markets is most likely not sustainable. Although China has a definite com-
petitive advantage in this sector, the fast growth of its textiles and clothing exports has been
facilitated by the country’s entry into the World Trade Organization in 2001 as well as by
the liberalization that has taken place in the specific subsectors of textiles and clothing,
where China enjoys competitive advantage. Finally, buying companies tend to diversify
their sources of supply in order to minimize risks of supply disruption, partially offsetting
the underlying forces towards concentration in this sector. 

Net gains are expected
at the global level

Small producers in
developing countries
will suffer …

… although probably
less than initially
anticipated
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Agreements between
unequal partners may

not increase market
access

Mushrooming of 
regional and bilateral initiatives

The slow progress in the multilateral negotiations has been paralleled by renewed interest
in bilateral and regional trade liberalization, with several initiatives being launched and
new agreements concluded in the past few months. 

A few trends characterize the recent regional/bilateral liberalization wave. First,
countries that heretofore have preferred the multilateral approach are also embarking on
regional/bilateral arrangements.33 Japan is a case in point. While still fully committed to the
strengthening of the multilateral trading system, the country is pursuing closer economic
integration with other nations through free trade agreements (FTAs). It concluded its sec-
ond FTA in early 2004 (with Mexico) and has launched negotiations with the Republic of
Korea, Malaysia and Thailand. Second, developing countries have shown renewed interest
in seeking FTAs among themselves, particularly between existing regional arrangements (for
example, the Southern Common Market (MERCOSUR) and the Andean countries) or
between an existing regional trade agreement (RTA) and individual countries (for example,
MERCOSUR and India). Individual developing countries have also forged new bilateral
FTAs (for example, Chile and the Republic of Korea). Third, and emerging from the above,
FTAs are no longer necessarily restricted to neighbouring countries and are increasingly
established across regions (for example, those between EU and South Africa; the United
States of America and Australia; and EU and MERCOSUR). Nonetheless, some new
regional initiatives, such as the signing of the South Asian Free Trade Area (SAFTA) agree-
ment in January 2004, have also been launched. Fourth, large industrialized countries con-
tinue to negotiate FTAs with smaller developing countries, either individually (for example,
United States with South Africa; and Japan as mentioned above) or with groups of countries
(for example, Free Trade Area of the Americas (FTAA), Central American Free Trade
Agreement (CAFTA), EU Economic Partnership Agreements (EPAs)).

Negotiations of an FTA between a developing and a developed country do not,
however, necessarily entail greater market access for the developing country. For instance,
in the case of CAFTA, Central American countries were already enjoying preferential treat-
ment in the United States market, on a non-reciprocal basis, on a wide range of products
under the Caribbean Basin Initiative and its successor programme. In this sense, these
countries will not enjoy greater access (with the exception of modest increases in some quo-
tas of agricultural products), while they will now have to extend preferential treatment to
United States imports. On the other hand, access and related benefits—once the agreement
is approved by their respective legislatures—will be sustainable whereas, under the previ-
ous arrangement, country and product eligibility was subject to revisions. 

There is evidence that, independently of the previous trade relationship a
developing country has had with a developed country, large countries often extract greater
trade concessions from smaller countries: large increases in market access by a developed
country in a developing country market do not generate equally large access by the devel-
oping country. 34 Issues of imbalances in bargaining power are often present, even more so
when developing countries are negotiating with a major donor, and are thus simultaneous-
ly in the conflicting position of trade partner and aid recipient.35 Asymmetries in market
size and dependencies also contribute to this outcome of imbalanced reciprocity.
Developing countries depend much more on developed markets than the latter depend on
them. Nonetheless, the importance of developing countries’ markets for developed coun-
tries has been increasing lately (see table A.14).

Free trade agreements
burgeoning in number

and diversity
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A feature of FTAs between an industrialized and a developing country is that
the large country lowers some of its trade barriers in exchange for concessions in non-trade
areas. Subjects other than market access that do not have consensus at the World Trade
Organization (investment, competition policies and the like) and even others outside the
disciplines of the World Trade Organization (such as labour) are often included in such
bilateral agreements. As a result, countries may be locking themselves into a rigid policy
environment that may limit their options for policy interventions in the future.
Meanwhile, agricultural trade—of particular interest to developing countries—is usually
excluded, and its liberalization remains dependent on multilateral negotiations. 

Studies of FTAs and their impact on multilateral trade have not reached a
unanimous conclusion on whether such arrangements promote trade diversion or trade cre-
ation or whether they contribute to or impede multilateral trade negotiations. Some
authors have highlighted the benefits of FTAs in taking liberalization beyond what trading
partners are able to accomplish in the multilateral sphere, thus allowing for deeper inte-
gration. Others have argued that FTAs divert scarce human resources from multilateral
negotiations and result in a complex web of rules and regulations. Recently, using tariff
data of the United States, it was shown that FTAs involving unequal partners generate a
strategic motive for the larger country to maintain some of its multilateral tariffs on
imports from the preferential trade partner relatively higher than those on similar imports
from elsewhere.36

The above suggests that developing countries have more to gain from multilat-
eral trade liberalization than from bilateral arrangements with larger partners. FTAs remain
a second-best option for the world economy. It is only through multilateral negotiations,
where all partners’ interests are taken into account in a balanced way and development con-
cerns can be addressed, that global welfare will be maximized.

Imbalances in
reciprocity may
emerge

Free trade agreements
remain a second best
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Chapter III
International Finance

Summary

There was an increase in net financial flows to developing countries in
2003. Official development assistance (ODA) rose to a record level in
both real and nominal terms, but this was to a large extent because of spe-
cial factors and, although having increased from 0.23 to 0.25 per cent,
ODA still falls far short of the target of 0.7 per cent of the gross nation-
al income (GNI) of the developed countries. For those countries that have
access to international capital markets, private capital flows in 2003
increased to a level not seen since the Asian financial crisis in 1997,
despite a decline in inflows of foreign direct investment (FDI). The cost
of external financing was also relatively low. 

Developments were less encouraging from the longer-term poli-
cy perspective. The Fifth Ministerial Conference of the World Trade
Organization, held in Cancún, Mexico, in September 2003, failed to
advance the trade negotiations launched in Doha in 2001 and no progress
was made in the first part of 2004. Meanwhile, bilateral and regional
trade agreements continue to burgeon. Looking ahead, the World Trade
Organization Agreement on Textiles and Clothing is scheduled to expire
on 31 December 2004, with potentially widespread consequences for
many developing countries. In the financial arena, the Heavily Indebted
Poor Countries (HIPC) Initiative is also due to expire at the end of 2004
and there is concern that some eligible countries possibly will not have
benefited from the programme by that date. The external debt of other
countries and possible means of preventing and resolving international
financial crises were the other main international financial policy issues
receiving attention during the year.

Financial flows to 
developing and transition economies

Developing countries received $93 billion in net financial flows in 2003, a substantial
increase from 2002 and the preceding two years (see table III.1). These net flows were
boosted by a recovery in private financial flows to the highest level since the Asian finan-
cial crisis in 1997, the result mainly of a turnaround in banking flows to developing coun-
tries after many years of net outflows. FDI remained a resilient source of net private capi-
tal inflow despite having declined to its lowest level since 1997. There was also an increase
in net bond and equity flows. Net financial flows to countries with economies in transition
continued to increase in 2003 but more moderately than in 2002. 
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Private financial flows

The increase in private financial flows to developing countries in 2003 was driven by the
recovery of global growth, the improved prospects for growth and stability in many devel-
oping and transition economies, and sustained low interest rates. Low interest rates and
ample liquidity in developed economies encouraged international investors to search for
higher returns and thus to purchase higher-risk financial instruments, including high-yield
corporate bonds of developed countries and the bonds and stocks of emerging markets. At
the same time, investors’ overall appetite for risk increased with improving prospects for
economic growth and corporate profitability. As investors’ general perception of credit risk
had been directly associated with their perception of risk in emerging market investments
since 2000, investor sentiment towards these investments improved significantly during
2003.1 In addition to these cyclical changes, there has been a diversification by emerging
markets of their investor base to include institutional investors who seek to diversify their
portfolios and reduce their volatility.
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Table III.1.
Net financial flows to developing economies and economies in transition, 1993-2003

1993-1997 1998 1999 2000 2001 2002 2003a

Developing economies
Net private capital flows 163.1 47.2 66.2 30.4 2.7 20.5 92.5

Net direct investment 87.8 130.2 145.7 149.8 164.1 112.8 102.6
Net portfolio investmentb 68.0 26.4 68.2 9.6 -90.8 -91.7 -75.8
Other net investmentc 7.3 -109.5 -147.7 -129.1 -70.7 -0.6 65.7

Net official flows 15.9 35.6 6.8 -10.6 32.8 5.3 0.5

Total net flows 179.0 82.8 73.0 19.7 35.5 25.9 93.0

Change in reserves -78.8 -32.9 -84.8 -93.6 -95.4 -170.3 -324.9

Economies in transition
Net private capital flows 13.5 30.2 20.4 11.8 17.9 26.5 38.7

Net direct investment 11.2 22.7 25.5 25.2 24.9 26.5 16.7
Net portfolio investmentb 3.0 12.0 -2.2 -3.4 -4.9 -6.9 -11.7
Other net investmentc -0.7 -4.6 -2.9 -9.9 -2.2 6.9 33.7

Net official flows 7.0 11.7 -0.4 -3.8 -7.1 -2.1 -5.9

Total net flows 20.5 41.9 20.0 8.0 10.8 24.4 32.7

Change in reserves -12.9 -1.7 -7.9 -23.3 -18.1 -25.7 -39.0

Billions of dollars

Source:
International Monetary Fund (IMF), World Economic Outlook Database, April 2004.

a Preliminary.
b Including portfolio debt and equity investment
c Including short- and long-term bank lending and possibly including some official flows owing to data limitations.

The recovery of global
growth and sustained

low interest rates
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financial flows 
to developing 
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The robust export revenues of many developing countries and countries with
economies in transition in 2003 helped to strengthen their external account balances and
there was a substantial build-up of foreign currency reserves in many countries. These
developments resulted in an improvement in the external debt-servicing capabilities and
creditworthiness of many of these countries. In addition, countries that had recently expe-
rienced economic and financial turmoil, such as Brazil and Turkey, made progress in
adjustment and enhanced their economic and financial stability. These changes were per-
ceived by international investors to have improved the quality of credit of emerging mar-
kets overall. International credit rating agencies upgraded the ratings of a number of sov-
ereign borrowers during the year, raising the average credit quality of these countries to its
highest level since the beginning of 1998.2 Rising fiscal and external deficits in some
economies in transition in Central and Eastern Europe, particularly Hungary and Poland,
in late 2003 and early 2004 raised concerns, but these were exceptions to the overall posi-
tive trend.3

The improvement in investor sentiment towards emerging markets was reflect-
ed in the falling cost of borrowing. In particular, there was a significant tightening of the
spread between the yield on emerging market bonds and that of the benchmark United
States Treasury bonds during 2003 (see figure III.1). The yield spread of emerging market
bonds that constitutes the Emergency Markets Bond Index Plus (EMBI+) fell by 3.47 per-
centage points in the year. Among developing countries, the compressions in yield spreads
were particularly sharp on bonds of a number of Latin American countries and Turkey,
which had been pushed to very high levels early in the year by financial crises and geopo-
litical concerns. Among the economies in transition, yield spreads on Russian bonds
reached historically low levels towards the end of 2003, benefiting from continued strong
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Source:
J.P. Morgan Chase Co., 
New York.

Figure III.1.
Yield spreads on emerging market bonds, 1 January 2003-11 May 2004
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economic growth, exports and the increase in the Russian Federation’s sovereign bond rat-
ing to investment grade. 

However, yield spreads on bonds of most emerging market countries widened
in the first half of 2004, amid concerns about rising United States interest rates, renewed
threats of terrorism and political uncertainty in some developing countries. This reversal
reflects the vulnerability of these yield spreads, especially those of highly leveraged coun-
tries and countries with large external financing needs, to increases in international inter-
est rates.

In the favourable international financial environment of 2003, net issuance of
emerging market bonds increased substantially. Issuance was particularly strong in the sec-
ond half of 2003, as borrowers took advantage of opportunities to raise funds at low inter-
est rates and for longer maturities, including for debt management purposes. The increase
in the issuance of sub-investment grade sovereign bonds during 2003 largely reflected the
expanded access of less creditworthy developing countries to international financing.
Corporate bond issuance also rebounded in 2003, with financing concentrated in Latin
American countries and the Russian Federation.

The flow of new issues of sovereign bonds of emerging market countries in
early 2004 slowed progressively from the surge at the beginning of the year. Issuers includ-
ed countries that had not been active in international markets, such as Indonesia, Jamaica
and Pakistan, as well as Brazil and Venezuela. As a result, many countries were able to pre-
finance a substantial portion of their 2004 funding needs. Corporate bond issues were less
strong, with issuance concentrated in Brazil. High-yield local currency bonds (issued, inter
alia, by Brazil, Turkey and Uruguay), some indexed to inflation, also attracted increased
international funds in 2003 and early 2004, on prospects of declining local interest rates
and exchange-rate appreciation.

The surge in emerging market stock prices since early 2003 has triggered a
recovery of equity issuances to a level higher than that in the few years prior to the burst-
ing of the hi-tech bubble. Nevertheless, net equity portfolio investment remained a small
proportion of total net financial flows to developing countries. There was a record level of
issuance in Asia, driven mainly by increased activity in India and China, but also by that
of other countries in the region. In contrast, equity issuance was low in Latin America,
where there was still a net outflow of investment. Issuance was also weak in Central and
Eastern Europe and CIS. In general, the strength of portfolio equity markets was support-
ed by valuations that were still below the long-term average and prospects of continued
improvement in corporate profits and debt levels.

Net bank lending to developing countries, including net syndicated loans and
short-term bank credit, turned positive in 2003 for the first year since the Asian financial
crisis. Many borrowers in different regions took advantage of low international interest
rates to refinance their debts. In addition, high domestic interest rates in some emerging
market countries relative to international rates encouraged borrowing from international
banks. Some corporations that could not access the international bond market also turned
to international banks for credit. 

Net bank inflows to Western Asia rebounded. There was also a net inflow to
Eastern and Southern Asia, with an increase in net lending to India and the Republic of
Korea. China received a large net inflow of short-term credit as market participants antic-
ipated a currency revaluation. However, there were net repayments from Indonesia, the
Philippines and Thailand, and sub-Saharan African countries also continued their net
repayments to international banks. Latin American countries took advantage of the avail-
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ability of bond financing as their main source of new credit and there was no recovery in
new bank lending to the region; some countries, such as Brazil and Mexico, had large
amortization payments. Among the economies in transition, new lending by European
banks to the countries in Central and Eastern Europe acceding to EU increased. Net bank
lending inflows to the Russian Federation also rose in response to the high quality of cred-
it and continued strong economic growth.

FDI flows to developing countries and economies in transition declined for a
second consecutive year in 2003. The main factors behind the decline were the weak recov-
ery in the global economy and the slower pace of privatization in many developing and
transition economies. FDI was lower mainly in Latin American countries, such as Brazil
and Mexico. Although inflows of FDI to Eastern and Southern Asia declined, the region
was the largest recipient among emerging market countries. FDI to a number of countries
in the region, notably China, India and Thailand, increased. FDI also declined in the EU
accession countries in Central and Eastern Europe. Direct investment in developing coun-
tries and economies in transition is expected to recover in 2004 with improving financial
stability and economic growth.

Official flows

Net official flows continued to decline in 2003. Flows of official development assistance
(ODA) from the member countries of the Development Assistance Committee (DAC) of
the Organization for Economic Cooperation and Development (OECD) increased consid-
erably, but net flows from the multilateral development and financial institutions fell to
negligible levels. IMF was a net provider of $4.6 billion to the developing countries in
2003, down from $15 billion in 2002. This was offset by net repayments of a similar
amount by developing countries to the multilateral development banks. The World Bank
and the regional development banks, other than the Inter-American Development Bank,
received net repayments. Net flows from countries with economies in transition to IMF
continued in 2003, but were slightly below the level of the prior year. These declines
stemmed mainly from the drop in loan packages to countries in financial crisis and were
accompanied by increased repayments.

Continued repayments on IMF loans by developing countries in 2004 and the
decline in IMF commitments in 2003 make it unlikely that official financial flows to the
developing countries and countries with economies in transition will increase in the near
term. IMF commitments to the developing countries plunged from $50.8 billion in 2002
to $17.6 billion in 2003. Although the number of commitments increased, the average size
of loans declined sharply. There were only two IMF commitments of relatively substantial
size, namely, the three-year $12.55 billion stand-by facility to Argentina in September to
roll over other maturing credits and the two-year $2.1 billion stand-by loan to Colombia
in support of its economic programme until 2004.4 IMF commitments to countries with
economies in transition slowed to $200 million as most of their multilateral financing orig-
inated from the European Bank for Reconstruction and Development (EBRD).

Concessional commitments for 2003 increased modestly and received a boost
for the near term with the completion in May 2004 of the negotiations for the ninth
replenishment of the Asian Development Fund, the concessional lending facility of the
Asian Development Bank, covering the lending period 2005-2008. During the negotia-
tions, donor member countries endorsed a replenishment of $7 billion (plus additional
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amounts for financing forgone interest on grants), a 25 per cent increase from the $5.6 bil-
lion total replenishment agreed in the eighth replenishment of the Asian Development
Fund. Of the $7 billion, at least $3.7 billion will come from Asian Development Bank
resources, with the remainder coming from donor and voluntary contributions. For the
first time, a grants programme has been established and can account for up to 21 per cent
of total operations for the lending period of the ninth replenishment of the Asian
Development Fund.5 The grants programme will, inter alia, assist poor countries in transi-
tion from post-conflict situations to peace and stability. The prospects for concessional
finance could improve further with the timely completion of negotiations for the replen-
ishment of International Development Association (IDA) resources (IDA 14) for the lend-
ing period 2004-2007 and those for the tenth replenishment of the African Development
Fund, the concessional facility of the African Development Bank, covering the lending
period 2005-2007. 

ODA from the member countries of DAC rose from $58.3 billion in 2002 to
$68.5 billion in 2003 as major donors continued to deliver on their Monterrey pledges (see
table III.2). 6 The increase in ODA in real terms (when the effects of inflation and exchange
rates are taken into account) was 3.9 per cent and the amount was the highest ever record-
ed, both in nominal and in real terms. The “ODA effort”, measured as the share of ODA
in gross national income (GNI), rose from 0.23 per cent in 2002 to 0.25 per cent in 2003.7

The major factors behind the rise in ODA in 2003 were the continuing growth in general
bilateral grants and the start of the reconstruction aid to Iraq. It has been estimated that
more than half of the increase in ODA in 2003 went into debt relief and peace and secu-
rity assistance. 

Net transfer of financial resources

A net inward transfer of financial resources8 supplements gross domestic saving and enables
countries in the early and middle stages of development to raise investment levels above
what could be financed by domestic saving. This might be expected as a normal pattern of
development and yet developing countries as a group have made net outward financial
transfers each year since 1997. In 2003, total net transfer from developing countries
increased to an estimated $248 billion, surpassing the previous peak in 2002 (see table
III.3). There was also a net outward financial transfer of $28 billion from countries with
economies in transition. 

While there were increases in net capital flows to many developing countries
and countries with economies in transition in 2003, as discussed above, there were also
increases in foreign reserve holdings in all developing regions, particularly in Eastern and
Southern Asian countries with growing trade surpluses. The accumulation of reserves is
mainly held in low-risk and low-yield government securities of developed countries. These
investments have become an important source of financing for the external current-
account and fiscal deficits of the United States. 

The large net outward transfers of resources from Eastern and Southern Asian
countries in 2003 resulted from continued strong export growth, which contributed
importantly to strong economic growth and high domestic saving rates. The policies of
these countries reflect the determination that the cost to large holdings of foreign reserves
in terms of the domestic investment and imports forgone is outweighed by the benefits of
a stable exchange rate and high export growth. Concerns have been raised, however, that
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Table III.2.
Official development assistance of member 

countries of the Development Assistance Committee, 2003

Source:
Organisation for Economic Cooperation and Development, news release, OECD On-line, Paris, 16 April 2004
(www.oecd.org/dac).

a Beginning in 2001, the ratio as reported by the DAC secretariat was that of ODA to gross national income (GNI) instead of
to gross national product (GNP). The change has been only in terminology, introduced with the 1993 revision of the System
of National Accounts (United Nations publication, Sales No. E.94.XVII.4), inasmuch as GNI is GNP as it would currently be
measured.

b Taking account of both inflation and exchange-rate movements.

ODA Real change
(Millions of ODA/GNP 2002 to 2003b

(dollars) (percentage)a (percentage)

Australia 1 237 0.25 1.9
Austria 503 0.20 -20.7
Belgium 1 887 0.61 43.2
Canada 2 209 0.26 -5.1
Denmark 1 747 0.84 -12.8
Finland 556 0.34 -0.2
France 7 337 0.41 9.9
Germany 6 694 0.28 3.9
Greece 356 0.21 4.0
Ireland 510 0.41 5.1
Italy 2 393 0.16 -16.7
Japan 8 911 0.20 -8.9
Luxembourg 189 0.80 5.6
Netherlands 4 059 0.81 -1.3
New Zealand 169 0.23 9.3
Norway 2 043 0.92 4.7
Portugal 298 0.21 -24.8
Spain 2 030 0.25 -4.6
Sweden 2 100 0.70 -14.1
Switzerland 1 297 0.38 19.5
United Kingdom 6 166 0.34 11.9
United States 15 791 0.14 16.9

Total DAC 68 483 0.25 3.9

Average country effort (unweighted) -- 0.41 --

Memorandum items:

EU countries combined 36 825 0.35 2.2
European Commission 8 147 -- 1.6



these economies should allow appreciation in their exchange rates and achieve more bal-
ance in growth between the tradable and non-tradable sectors. 

The net outward resource transfer from Latin America in 2003 was, in con-
trast, a result of continued compression of domestic expenditure in adjustment to financial
crisis. While export growth strengthened substantially, imports recovered only modestly.
Besides being used to make debt repayments, financial outflows were also used to increase
official reserve holdings for precautionary purposes.

International financial
cooperation for development

Official development finance
OOffffiicciiaall  ddeevveellooppmmeenntt  aassssiissttaannccee

Official development assistance (ODA) is projected to increase to $77 billion in 2006, a
32 per cent rise in real terms over the total recorded in 2002, as donors continue to deliv-
er on pledges made in connection with the International Conference on Financing for
Development, held in Monterrey, Mexico, in March 2002. EU reports that member States
are firmly on schedule to reach, or even exceed, their target to increase collectively their
average ODA from 0.33 per cent of GNI in 2002 to 0.39 per cent of GNI in 2006.9 The
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Table III.3.
Net transfer of financial resources to developing 

economies and economies in transition, 1995-2003

1995 1996 1997 1998 1999 2000 2001 2002 2003a

Developing economies 43.6 21.2 -3.4 -36.8 -122.8 -183.3 -151.3 -203.5 -247.5

Africa 6.6 -5.0 -4.3 15.9 6.0 -23.9 -11.8 -3.4 -15.8
Sub-Saharan (excluding
Nigeria and South Africa) 7.7 5.7 7.6 12.2 9.0 3.2 8.3 6.6 6.6

Eastern and Southern Asia 26.2 23.8 -28.7 -130.2 -134.1 -108.2 -107.9 -138.6 -144.6
Western Asia 11.9 0.4 4.7 31.3 -6.6 -51.0 -37.2 -30.3 -36.1
Latin America -1.1 2.0 24.8 46.1 11.8 -0.2 5.5 -31.1 -51.1

Economies in transition 3.3 10.7 17.2 16.8 -5.9 -32.6 -20.0 -17.6 -27.8

Memorandum item:

Heavily indebted poor
countries (HIPCs) 6.9 7.3 7.8 9.6 10.0 6.5 8.3 8.7 11.0

Billions of dollars

Source:
UN/DESA, based on International Monetary Fund (IMF), World Economic Outlook, April 2004 database, and IMF, Balance of Payments Statistics.

a Preliminary estimate.

ODA continues 
to increase ...



United States had also pledged in Monterrey to raise ODA by $5 billion a year by 2006, a
50 per cent increase in core development assistance over the level in 2002, through the
establishment of the Millennium Challenge Account (MCA). In January 2004, the United
States Government adopted the law to establish the Millennium Challenge Corporation
(MCC); in February 2004, an interim chief executive officer was agreed by the MCC
Board of Directors and the Board selected the first group of countries eligible for MCA
assistance in May.10

Despite the projected increase in ODA, it is widely agreed that attainment of
the Millennium Development Goals will require a substantial further increase in ODA to
developing countries, estimated to be at least twice that of 2002 levels. For many of the
poorer countries where the challenge is most acute, most, if not all, assistance flows will
have to be on a grant basis; this, in turn, will require donors to provide a higher propor-
tion of ODA in grant terms. 

Grant finance, which was on the decline in the 1990s, seems to be recovering.11

The IDA-13 replenishment provided for a larger share of assistance in the form of grants
to eligible countries, and such initiatives as the new Global Fund to Fight AIDS,
Tuberculosis and Malaria provide only grants. The international community should ensure
that the increasing provision of grant assistance continues. In this regard, a substantial and
timely agreement on the funding of IDA-14 will be a critical affirmation of the commit-
ment of the international community to mobilizing the resources for its support to strong,
results-oriented action by partners in the poorest countries. It is also important that the
provision of assistance for peace and security purposes, such as the war on terrorism and
rebuilding efforts in war-affected zones, does not crowd out development aid.

EEnnhhaanncciinngg  aaiidd  eeffffeeccttiivveenneessss

In addition to increasing ODA levels, another step identified by the development commu-
nity to lessen the gap between current ODA flows and the amount needed to achieve the
Millennium Development Goals is to increase aid effectiveness, including reducing the
administrative component of ODA disbursements through better-harmonized aid proce-
dures and improved donor coordination. The Declaration on Harmonization, adopted at
the High-level Forum of donor agencies in Rome in February 2003, involved a pledge to
this effect and led to the creation of the DAC Working Party on Aid Effectiveness and
Donor Practices. The Working Party has the responsibility for facilitating harmonization
and alignment of donor practices with country strategies.12

These issues were also the focus of the Second International Roundtable on
Managing for Development Results, held in Marrakech, Morocco, in February 2004. This
conference focused on the need for recipient countries to manage their resources for devel-
opment results, and for development agencies to give the highest priority to strengthening
recipient countries’ capacity. The Roundtable agreed on a set of core principles governing
development partners in their development programmes.13

Aid effectiveness is also being addressed at the regional level. The European
Commission, for instance, has put forward proposals aimed at expediting progress on the
pledges made at the Barcelona Summit to achieve closer coordination of policies and har-
monization of aid procedures of EU member States.14 The Economic Commission for
Africa (ECA) is engaged in a joint effort with DAC in creating an institutional framework
for mutual accountability between Africa and its partners. An important function of this
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alliance is to conduct joint Africa/OECD reviews of the impact of partner country policies
on Africa’s development cooperation programmes. The New Partnership for Africa’s
Development (NEPAD) (document A/57/304, annex) prioritizes the development issues of
the region. Its Peer Review Mechanism on economic and political governance will monitor
country performance in the field of economic management, human rights, corruption and
democracy from the point of view of attaining development goals. With a view to enhanc-
ing partnership with development partners, the Africa Partnership Forum was established
to focus on strategic and political issues related to the implementation of the NEPAD pro-
gramme of action. The Forum has identified four priorities for action, namely, peace and
security, HIV/AIDS, education, and economic growth and wealth-creation, intended to
lead to the achievement of the Millennium Development Goals.

Concerns about the poor prospects of many sub-Saharan countries for attain-
ing the Millennium Development Goals have also led the United Kingdom of Great Britain
and Northern Ireland to launch a Commission for Africa. The purpose of the Commission
is to advance internationally agreed development goals in the region. The high-level com-
mission, in collaboration with the United Nations, the World Bank and the academic com-
munity and building on the work of NEPAD, will assess conditions and development poli-
cies in African countries in priority areas, including trade, governance, economic policy,
aid, debt relief, health and environment, and conflict resolution.15

In order to address the special needs of countries in or emerging from conflict,
the World Bank established the Post-Conflict Fund (PCF) in 1997 to support the transi-
tion of countries from conflict and the Trust Fund for Low Income Countries Under Stress
(LICUS) in 2004 to, inter alia, help poor countries ineligible for IDA funds to strengthen
their institutions and build capacity for delivery of social services. For these groups of
countries, timely, adequate and predictable assistance is critical to removing institutional
capacity limitations and to facilitating the rebuilding effort.

Mechanisms to improve the flexibility and efficiency of existing aid flows need
to be further developed. Two such challenges are to so tailor the forms and concessionali-
ty of aid as to make financing appropriate for poor countries suffering from debt problems
or external shocks and to design more proactive approaches to concessionality for countries
not otherwise eligible for concessional finance so as to help them achieve the Millennium
Development Goals.16

NNeeww  aanndd  iinnnnoovvaattiivvee  ssoouurrcceess  ooff  ddeevveellooppmmeenntt  ffiinnaannccee

Although several donor countries have pledged to increase their ODA over the next sever-
al years, it is questionable whether the volume of ODA needed to achieve the Millennium
Development Goals and to meet other development needs will be reached over the medi-
um-and-longer term. The task before the donor community, therefore, is not only to mobi-
lize resources to meet the immediate need to speed progress towards the attainment of the
Millennium Development Goals, but also to formulate a strategy that will ensure the pre-
dictable and necessary flow of resources over the long term. Even if the Millennium
Development Goals were universally attained by the target date, they would reflect only
partial achievement of the overall development task. Even with poverty reduced by half,
poverty reduction will still be a global challenge; success in other areas will also be far from
complete and a sustained flow of financial resources will continue to be required for the
purpose of confronting the challenges in these areas.

Internat ional  F inance60

Potential new sources
of development

finance receiving
increased attention



The critical need for increased development finance has led to the considera-
tion, within a number of Governments and multilateral and regional bodies, of a wide vari-
ety of possible new mechanisms for increasing the supply of international financial
resources for development. Debate on, and study of, an international finance facility (IFF),
the United Kingdom’s proposal to frontload aid to help meet the Millennium Development
Goals, are ongoing.17 Other initiatives include a special fund jointly proposed by the
Governments of France and Brazil aimed at mobilizing financing through innovative
means, including selective taxation, to help reduce hunger and poverty.18

Pursuant to paragraph 44 of the Monterrey Consensus of the International
Conference on Financing for Development,19 which calls for the consideration of possible
innovative sources of finance in the appropriate forums, the General Assembly will address
the subject at its fifty-ninth session. IMF and the World Bank will jointly report on mech-
anisms for mobilizing additional financial resources for development at the Annual
Meetings in October 2004. In light of the urgent need of developing countries for addi-
tional financial resources for development, the onus is on the international community to
move expeditiously from debate and analysis of the proposed new sources of finance to
decisions on feasible proposals to be implemented. 

Multilateral development cooperation
PPoovveerrttyy  RReedduuccttiioonn  SSttrraatteeggyy  PPaappeerrss  ((PPRRSSPPss))

A shared vision of development by national and international authorities is key to coher-
ent policy formulation and international cooperation efforts. In this context, there has
been increasing recognition that countries with different structural conditions can take
diverse but still successful approaches to achieving sustained development and that there
needs to be effective country ownership of development strategies. In low-income coun-
tries, the Poverty Reduction Strategy Paper (PRSP), a document that describes a country’s
near-term economic and social programmes to promote sustainable growth and reduce
poverty, has become a key vehicle for designing and implementing programmes through
which to reach the Millennium Development Goals. International financial institutions
and other multilateral development organizations increasingly use PRSPs as decision-mak-
ing tools, inter alia, in the formulation of the United Nations common country assessments
and United Nations Development Assistance Frameworks (UNDAFs), in the design of the
World Bank’s country assistance strategies and in decisions relating to the provision of aid
and debt relief by multilateral and bilateral institutions. As of end-January 2004, 35 coun-
tries had completed and were implementing PRSPs and 18 countries had prepared interim
PRSPs; of the total, 30 countries were in Africa. With growing experience of PRSPs, they
are increasingly focused on the achievement of the Millennium Development Goals.
Government ownership of PRSPs has improved, as shown by more engagement by parlia-
ments and improved dialogue between PRSP teams and line ministries. There are signs of
a shift in spending priorities towards those that are poverty-reducing.20

Notwithstanding these gains, challenges remain in the preparation of PRSPs.21

For instance, the PRSP process must be more integrated with the decision-making process,
including, particularly, the budget; similarly, the involvement of sectoral ministries and rep-
resentative bodies, such as parliaments, must be expanded. Similarly, although the imple-
mentation of PRSPs has become a more open and participatory exercise, some non-govern-
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mental organizations remain dissatisfied with the process. The links of country strategies and
macroeconomic policies to the Millennium Development Goals should be deepened and the
financial, policy and institutional constraints on the achievement of medium-term develop-
ment goals need to be addressed. In particular, enhancing country ownership requires the
full incorporation of country development priorities into PRSPs, including prioritization of
the main national objectives. Supporting capacity-building, including data collection and
analysis, is needed to enable the preparation of strategies that are truly country-driven.

HHeeaavviillyy  IInnddeebbtteedd  PPoooorr  CCoouunnttrriieess  ((HHIIPPCC))  IInniittiiaattiivvee  
aanndd  ddeebbtt  ssuussttaaiinnaabbiilliittyy  iinn  llooww--iinnccoommee  ccoouunnttrriieess

There has been growing concern that the Heavily Indebted Poor Countries (HIPC)
Initiative has been slow in bringing countries to their “decision points” and then to their
“completion points”. As of April 2004, and almost five years after the Initiative was
enhanced, only 27 HIPCs out of the 38 countries potentially eligible for assistance under
the Initiative had reached their decision point and are receiving debt relief. Of the 27 coun-
tries, 13 had reached completion point, where full debt relief was accorded.22

The delays in reaching the decision point have been attributed to problems in
preparing PRSPs or meeting fiscal targets and in the international financial institutions’
evaluations of the success of the HIPCs in establishing a track record of implementing
sound economic policies. Reaching this phase has been especially challenging for the 11
countries that have been considered for the HIPC Initiative but have not yet reached their
decision point. Some have not yet begun to establish a track record under a Fund-sup-
ported programme. With the HIPC Initiative set to expire by end-2004, there is concern
that some countries might not benefit from the programme. In this regard, options con-
cerning extension of the date of the expiration of the HIPC Initiative are being studied and
the staffs of the World Bank and IMF will present their recommendations to their respec-
tive Boards by September 2004.

Despite having reached their completion point, some HIPCs have not achieved
debt sustainability. With hindsight, it appears that this is because of unrealistic assump-
tions about interest rates, exports and economic growth used in the calculation of the
amount of relief needed for them to reach a sustainable debt level.

The need for additional debt relief beyond the HIPC Initiative was reaffirmed
by some creditor Governments at the High-level Dialogue on Financing for Development
held in October 2003 at United Nations Headquarters when they agreed on the need to
revisit the issue of “topping up”, a mechanism to provide additional debt relief to a HIPC
that is found to need additional relief to meet its debt sustainability target at the comple-
tion point. It was noted, however, that this was only part of the solution and, for many
low-income countries, maintaining debt sustainability required significantly increased
assistance in the form of grants. It has also been suggested that the HIPC Initiative include
measures to overcome external and natural disaster shocks, which would encompass, inter
alia, making available quick-disbursing contingency financing by the international finan-
cial institutions, based on annual reassessments of debt sustainability and policy adequacy.

In April 2004, the Development Committee of the World Bank and IMF
expressed broad support for the principles underlying a proposed framework for debt sus-
tainability in all low-income countries, while acknowledging that the modalities and oper-
ational implications remained to be clarified.23

Internat ional  F inance62

The HIPC Initiative
progresses slowly ...

... and some
completion point

countries continue to
have unsustainable

debt levels

A new framework for
debt sustainability 

is proposed



It also underlined the need for a consistent and coordinated approach among
borrowers, creditors and donors, to ensure that resources were provided to low-income
countries on appropriate terms, including the degree of concessionality and level of grant
financing. The Development Committee also welcomed the work of the Bank and the
Fund on measures and instruments to assist low-income countries in dealing with exoge-
nous shocks (see the discussion below) and urged them to accelerate their work for early
consideration by their Boards.

FFiinnaanncciiaall  ccooooppeerraattiioonn  ffoorr  mmiiddddllee--iinnccoommee  ccoouunnttrriieess

About two thirds of the world’s poor (as measured by those living on less than US$1 a day)
are in the middle-income countries. Most of these countries have set priorities for policies
and investments that aim to reduce poverty by helping poor people contribute to econom-
ic growth and share in the benefits. Social spending has been increased and has become bet-
ter targeted. Nevertheless, poverty has risen in a number of these countries. Efforts to com-
bat poverty have been thwarted in many middle-income countries by a vicious circle of low
economic growth and persistent inequality. It is therefore urgent to explore what could and
should be done at the national and international levels to achieve effective results in the
fight against poverty.

At the national level, to achieve faster sustained growth and poverty reduction,
middle-income countries need to further strengthen their social, structural and sectoral
policies with a special emphasis on reducing inequality. Despite having greater physical,
financial and human resources than low-income countries for social and anti-poverty pro-
grammes, middle-income countries need strong international support to meet Millennium
Development Goals. These countries are facing some specific problems, including vulner-
ability to volatile capital flows. Effective international mechanisms are needed to respond
quickly to help these countries protect the poor and maintain ongoing reforms in the event
of external shock or major changes in a country’s condition. In May 2002, the World Bank
introduced the “deferred drawdown option” (DDO) to protect core structural pro-
grammes, should a country face reduced access to international financial markets. Several
countries have already arranged DDO facilities.24

In many countries, the maintenance of sustainable macroeconomic balances,
especially fiscal positions, is constraining investment in infrastructure, education, health
and housing. To address this problem, the Rio Group proposed discussing possible innova-
tive financial mechanisms to ease the financial constraints that confront the member coun-
tries in their efforts to alleviate poverty and secure the long-term economic and social devel-
opment of the region without undermining macroeconomic stability.25 Although there has
already been a gradual move towards setting targets for the government primary balance
(that is to say, excluding interest payments), consideration should be given to the possibili-
ty of applying other improved or adjusted concepts of the fiscal target. In particular, the
exclusion of capital investment expenditures from the fiscal target should be considered as
these expenditures both contribute to the accumulation of assets—which can offset liabili-
ties—and have a counter-cyclical potential during crises and adjustment. Such exclusion
would imply a move towards balance-sheet accounting. In addition, the treatment of the
financial results of public enterprises should be more akin to that applied to private sector
enterprises. This may imply excluding the financial results of such enterprises from fiscal
targets, as already practiced in EU and taken into account by the Stability and Growth Pact.
This initiative reflects a general change in thinking about development finance. 
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Crisis prevention activities
In crisis prevention, the major focus in the year under review was on the early identifica-
tion of vulnerabilities, first debt-related vulnerabilities, enhancement of the pro-growth
orientation of surveillance and its impact, and better coordination of multilateral and
regional surveillance. Also, new incidents of corporate fraud and mismanagement renewed
concerns about corporate financial reporting, auditing and governance, especially in devel-
oped countries.

IIMMFF  ssuurrvveeiillllaannccee

Multilateral surveillance of national economic and financial policies, as well as of develop-
ments in global markets, particularly by IMF, is the chief global tool for promoting macro-
economic and financial stability, and thereby contributing to the prevention of financial
crises. In addition to macroeconomic policy, IMF surveillance addresses structural and
institutional policies, the transparency of countries’ policies, the observance of various
standards and codes, and financial sector soundness. Along with expanded surveillance
coverage, there have been efforts to increase the transparency of IMF assessments of mem-
ber countries via increased publication of Article IV surveillance reports and related docu-
ments, as well as reports on the use of Fund resources.

Despite progress, considerable work remains to be done on crisis anticipation
and prevention. There have been concerns that Fund surveillance is asymmetric, that is to
say, focused on developing countries, even though the policies of the major developed
countries have the greatest global impact, a development that may require a rebalancing of
the focus of vulnerability assessments towards developed countries. As these countries no
longer use Fund resources, strengthening the impact of surveillance on the policies of
developed economies is likely to continue to be one of the major challenges in the efforts
to further improve overall surveillance.

In conducting surveillance, it is often not enough to inform the country’s
authorities of a problem. More importantly, surveillance has to contribute to helping coun-
tries find economically, politically and socially acceptable solutions to their difficulties. A
case in point is the greater focus on improving public expenditure management in middle-
income countries, where protracted fiscal adjustment in many of them has had an adverse
impact on public investment, particularly in infrastructure, and hence on medium-term
growth prospects. To help minimize inappropriate constraints on public investment, the
Fund is now working on fiscal policy and accounting issues related to public investment,
with a view to finding ways to ensure that productive public investment is given increased
priority and appropriately protected during periods of fiscal adjustment.26

It has also been argued that, in some cases, concentration on the monitoring of
the implementation of the Fund programmes has led to inadequate assessments of the over-
all direction of policies and that the emergence of serious imbalances has been overlooked.
Accordingly, there have been calls to strengthen surveillance in programme countries, par-
ticularly in those countries that have had IMF arrangements over an extended period of
time, by stepping back from monitoring programme implementation to undertake a criti-
cal assessment of policies from a medium-term perspective.27
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In some cases, overly optimistic growth projections were an important element
in the failure to identify the vulnerabilities. Hence, greater realism of macroeconomic pro-
jections and more conservative assessment of sustainable debt levels in the event of adverse
circumstances are called for in vulnerability analyses. More generally, Fund surveillance has
not always been able to identify vulnerabilities sufficiently early and bring about needed
changes in response. In particular, not only IMF but also policy makers in emerging mar-
ket countries and participants in financial markets were slow to recognize the scale of the
debt build-up, the balance sheet problems and the associated risks in these countries.
Excessive accumulation of debt played a critical role in most recent crisis episodes: capital
account crises invariably involve the loss of creditor confidence in a country’s ability to vol-
untarily continue to service its debts.

Better assessment of a country’s debt burden and its ability to service that debt
is seen as particularly important with regard to both crisis prevention and crisis resolution.
The international community has thus sought to strengthen its understanding of debt sus-
tainability and the policies and measures that would help borrowing countries service their
debts during difficult periods without an unrealistically large contraction in national
income and expenditure. Particular attention is being paid to debt sustainability assess-
ment, balance-sheet analysis, liquidity management and financial soundness indicators.28

These major areas of work directed towards strengthening surveillance are interlinked and
centred on improved capacity to address debt problems.

In 2002, IMF introduced a new analytical framework for assessing both fiscal
and external debt sustainability in countries with significant access to international finan-
cial markets.29 This framework is now being applied both in the context of surveillance and
in the use of IMF resources. It can also guide debtors and creditors in their discussions on
how much debt reduction is required in order to reach a manageable schedule of repay-
ments over time. It does not take explicit account of the social impact of debt servicing,
although this could be addressed in a parallel public expenditure review.

The balance-sheet approach complements traditional analysis of flow variables,
such as current-account and fiscal balance, by examining stocks and structures of assets and
liabilities. According to IMF, the approach provides a useful analytical framework within
which to detect currency mismatches (a predominance of liabilities denominated in foreign
currency over assets denominated in national currency) and other balance-sheet weakness-
es of an economy and its main sectors. This should help to strengthen vulnerability analy-
sis and policy advice.30 Unlike the debt sustainability framework, balance-sheet analysis is
not yet a standard element of Fund surveillance. As balance-sheet analysis is very data-
intensive, establishing the necessary database will take much time and effort in many
emerging economies. Besides, like the liquidity management framework and financial
soundness indicators, the balance sheet approach requires further analytical work.
Moreover, given that all these approaches, including the debt sustainability framework, are
targeting basically the problem of debt, it is important to assess how they relate to each
other in order to form an integrated view of their implementation. 

Many of the aforementioned weaknesses may have their origin in the inability
of surveillance to assess individual country economies on a frequent basis. Article IV con-
sultations, the central instrument for country surveillance, are conducted only every 12-18
months or even less frequently. Consequently, there may be a need for an enhanced frame-
work of vulnerability assessment to better monitor developing threats to stability. This
requires further improvements in data capacity. 
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A closely related issue is the proper targeting of surveillance. It is essential that
surveillance be tailored to the circumstances of each country. Over the past several years,
surveillance coverage has broadened significantly. However, the policy message given by the
surveillance exercise must not be diluted by a formulaic approach. In many cases, simplic-
ity and speed may produce much better results than complexity and the associated slow-
ness of the overall process. 

RReeggiioonnaall  ccooooppeerraattiioonn

Financial crises of the 1990s have reignited efforts to promote regional monetary cooperation
with a view to achieving greater regional financial stability. In this regard, the most notewor-
thy development has been new initiatives to further monetary and financial cooperation in
East Asia. In May 2000, 10 member States of the Association of Southeast Asian Nations
(ASEAN) plus China, Japan and the Republic of Korea adopted the Chiang Mai Initiative.
The “ASEAN+3” countries proposed to strengthen regional cooperation through an expand-
ed network of swap facilities among their central banks. The initiative involves extending the
existing ASEAN swap arrangements and establishing a network of bilateral swap arrange-
ments among the ASEAN countries, China, Japan and the Republic of Korea.

Since then, the ASEAN countries have agreed on the new expanded ASEAN
swap arrangement. Also, a consensus has been reached over the basic framework and main
principles for the bilateral swap arrangements. As of May 2004, 16 bilateral swap arrange-
ments (out of a possible 30) had been concluded with a combined size of $36.5 billion.31

The countries also considered possibilities for strengthening the regional policy
dialogue and cooperation in surveillance and monitoring, including of capital flows. It was
decided, however, that the surveillance system that had been put in place in 1999, and was
basically confined to semi-annual informal general discussion of the global and regional
economic outlook was, for the time being, adequate to oversee the operations of the Chiang
Mai Initiative. The efforts currently being made at the institutional level are to develop
early warning systems and to monitor short-term capital flows. There is an understanding
that once the network of bilateral swap arrangements is completed and if a decision is made
to multilateralize the bilateral swap arrangements, a more formalized and rigorous surveil-
lance system may be needed. In May 2004, the ASEAN+3 finance ministers agreed to
review the Chiang Mai Initiative further to explore ways of enhancing its effectiveness.32

Policy discussions are also under way in other developing-country regional
groupings including the West African Economic and Monetary Union, the Central African
Economic and Monetary Community, the Eastern Caribbean Currency Union, and the
group of Maghreb countries associated with EU. The proliferation of such regional
arrangements raises issues of their relationship with the global governance structures. In
the case of the Chiang Mai Initiative, it has been decided that the activation of loans
beyond 10 per cent of the agreed bilateral lines will take place in the context of IMF-sup-
ported programmes. It has also been decided that the bilateral swap arrangements should
remain complementary and supplementary IMF facilities, at least until a formal regional
surveillance system is brought into existence. For its part, IMF is increasing its participa-
tion in regional surveillance groups and working towards better coordination between the
discussions with regional institutions and those with individual members. 
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RReecceenntt  ddeevveellooppmmeennttss  iinn  tthhee  aarreeaa  ooff  iinntteerrnnaattiioonnaall  
ssttaannddaarrddss  aanndd  ccooddeess,,  ffiinnaanncciiaall  rreegguullaattiioonn  aanndd  ssuuppeerrvviissiioonn

The eleventh meeting of the Financial Stability Forum (FSF) in Rome on 29 and 30 March
2004 discussed, inter alia, the issues raised by incidents of high-profile securities fraud and
market abuses, such as the case of Parmalat, which highlighted the need to further strength-
en financial reporting frameworks, as well as the implementation of existing standards. It
welcomed the creation, on 5 February 2004, of a special Chairmen’s Task Force by the
International Organization of Securities Commissions (IOSCO) Technical Committee to
look into these matters.33 The Task Force is to identify new issues arising from the recent
incidents, review implementation of existing standards and suggest responses aimed at pro-
ducing appropriate regulatory incentives. The IOSCO Technical Committee also decided to
assess implementation of principles relating to auditors’ independence and oversight and to
develop standards relating to late trading, market timing and governance in the mutual
funds industry. The Council of the International Federation of Accountants (IFAC) adopt-
ed in November 2003 a set of reforms to strengthen international audit standard-setting,
including the proposal to create a public interest oversight board.34

The discussions also stressed the need to improve information exchange, inter-
national cooperation, and the corresponding regulatory arrangements in dealing with large
firms with complex corporate structures operating in multiple jurisdictions. In this con-
nection, the Forum commended International Accounting Standards Board (IASB)
improvements of existing standards and progress in the convergence of the standards of
IASB and those of the United States Financial Accounting Standards Board (FASB). In
March 2004, the European Commission also proposed a new directive on statutory audit
in the EU.35 The “fast-track” directive is expected to be adopted by mid-2005. Similar to
the Sarbanes-Oxley Act in the United States, the directive would require companies to set
up independent audit committees with rotating auditors, whereby all auditors and audit
firms would undergo quality assurance reviews. An EU-wide audit regulatory committee
and extensive cooperation between member regulators would be established. 

Primary responsibility for preventing accounting and auditing irregularities in
public companies lies with the Boards of Directors and management of the companies
themselves. The OECD Principles of Corporate Governance thus constitute one of the 12
core sets of standards and codes whose widespread adoption the Financial Stability Forum
advocates. In response to accounting scandals in industrialized countries, OECD has
recently revised its Principles of Corporate Governance and has brought forward the assess-
ment of the principles to 2004. The revised Principles envision strengthening the capacity
of companies’ shareholders in corporate governance. Also, in cooperation with the World
Bank, OECD has established a Global Corporate Governance Forum to promote continu-
ing dialogue on corporate governance.

On 24 March 2004, the IMF Executive Board reviewed the Twelve-month
Pilot Programme of Anti-Money Laundering and Combating the Financing of Terrorism
(AML/CFT) assessments. The Board also endorsed the revised 40+8 Recommendations of
the Financial Action Task Force (FATF) as the new standard for AML/CFT, as well as the
revised methodology to assess that standard.36 The exercise has shown that many low-
income countries face challenges in implementing AML/CFT measures owing to insuffi-
cient resources and training. Compliance with the newer eight Special Recommendations
on Terrorist Financing also remains weak in many countries.
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As part of its efforts to strengthen measures against the financing of terrorism,
FATF held a special seminar on 24 February 2004, focusing on the risks posed by alterna-
tive remittance systems, cash couriers, non-profit organizations and the links between nar-
cotics trafficking and terrorist financing. In the meantime, FATF announced in February
2004 that it had removed Ukraine and Egypt from its list of Non-Cooperative Countries
and Territories (NCCTs), owing to substantial reforms in the two countries. 37

Meanwhile, the Basel Committee on Banking Supervision (BCBS) is finalizing
the New Basel Capital Accord (Basel II).38 In May 2004, the Committee announced that
it had achieved consensus on the remaining issues regarding the proposals for a new inter-
national capital standard. The final text of the new framework was scheduled to be pub-
lished at the end of June 2004. The implementation of the New Accord, which is mainly
designed for large, complex and internationally active banking organizations, is scheduled
to take effect in member countries of the Group of Ten by the end of 2006 for the “stan-
dardized approach” and the “foundation internal-ratings based (IRB) approach” to the
measurement of credit risk, and by the end of 2007 for the “advanced IRB approach”.39

Work has already begun in a number of developed and emerging market economies on
draft rules that would integrate the new Basel capital framework with national capital
regimes. For many developing countries, moving to the New Accord may not be a top pri-
ority; in many cases, it could be more important to address deficiencies in existing super-
visory and capital adequacy frameworks and loan-loss provisioning, if necessary with assis-
tance from the international community.40

One of the major concerns related to the New Accord is that its higher risk-sen-
sitivity may increase the “pro-cyclicality” of bank lending, especially to developing coun-
tries. In this regard, the architects of Basel II note that supervisory oversight and market dis-
cipline should reinforce the incentive for banks to maintain a cushion of capital above the
minimum so as to have a margin of protection in downturns. They are also urging financial
institutions to adopt risk management practices that take better account of the evolution of
risk over time and that are not excessively vulnerable to short-term changes. Nevertheless,
the regulators’ success in dealing with this problem remains a concern, as Basel II, like tra-
ditional prudential financial regulation in general, does not fully take into account the
macroeconomic context. Hence, in order to prevent excessive risk-taking during boom peri-
ods, there may be a need for regulatory instruments that better recognize the connection
between macroeconomic cycles and risk-taking by financial institutions.

TToowwaarrddss  mmoorree  ssttaabbllee  ddeebbtt  ssttrruuccttuurreess

One of the major reasons for the persistence of financial troubles in many middle-income
countries seems to be the high volatility of their debt service relative to their capacity to pay.
Unlike developed countries, most emerging market economies cannot borrow abroad in
their own currencies even if they have sound policies and strong institutions.41 Movements
in the exchange rate therefore affect the domestic burden of debt service and this is often a
more important source of vulnerability than the volatility associated with fluctuations in
income. Also, even in foreign currency terms, interest rates on emerging market debt are not
only higher than those on developed-country debt, but also subject to large fluctuations
when markets change their assessments of the riskiness of a country’s debt.

In the past, such changes have been the source of sudden and sharp increases
in developing countries’ debt burdens and a cause of severe external debt difficulties for
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some individual countries. Many emerging economies faced difficulties with debt indica-
tors at levels that were equivalent to, or even significantly lower than, those in many devel-
oped countries. This can occur even if a country’s macroeconomic policies are sound. Past
experience includes several cases where countries previously viewed as having a sustainable
debt situation subsequently experienced an external debt crisis.

Accordingly, along with further improvement of debt sustainability analysis,
the international community is working on ways to help debtor countries better monitor
their evolving debt-servicing obligations and, particularly, avoid rapid increases in such
obligations during external crises. This entails prudent debt management, reserves policy,
prudent use of capital account regulations, access to international liquidity, and reducing
volatility at the source. Many developing countries, with support from such international
institutions as the United Nations Conference on Trade and Development (UNCTAD),
IMF, the World Bank and the Commonwealth Secretariat, are building capacity in sover-
eign debt management.42

To lower the exposure to the risk of debt crises, there have been proposals to
issue debt instruments whose debt-service obligations fluctuate with the countries’ capaci-
ty-to-pay, including GDP-indexed bonds.43 There is also some interest in exploring financ-
ing arrangements that include guarantee schemes and other mechanisms to reduce the cost
of debt during crisis periods. Another proposal calls for international financial institutions
to help develop an international market in a basket of inflation-indexed developing-coun-
try currencies to allow lending in each country’s consumer price index (CPI)-indexed local
currency. According to the proponents of this proposal, a more complete set of market
instruments will enhance developing countries’ ability to cope with volatility.44

Another, even more important, strategy is to foster the development of domes-
tic-currency bond markets. The development of these markets has the potential to reduce
the exposure of emerging economies to maturity– and exchange–rate mismatches and to
the risks of sudden loss of access to foreign capital markets.

In some cases, enhanced regional cooperation may accelerate the development
of bond markets by combining relatively small national markets into a deeper regional one.
The process of regional bond market integration and development is most advanced in East
Asia where initiatives to promote the development of local and regional bond markets
include the Asian Bond Fund (ABF) and the Asian Bond Markets Initiative (ABMI). The
latter is a joint project of Asia-Pacific Economic Cooperation (APEC) and ASEAN + 3 cov-
ering many areas of bond market development. 

In June 2003, the Executives’ Meeting of East Asia-Pacific Central Banks
Group (EMEAP)45 launched the Asian Bond Fund 1 (ABF1).46 An initial funding of $1 bil-
lion was contributed by the 11 members of EMEAP. The purpose of ABF1 is to invest a
small portion of the United States dollar reserves held by the member central banks in
United States dollar-denominated bonds issued by Asian sovereign and quasi-sovereign
issuers in EMEAP economies (other than Australia, Japan and New Zealand), rather than
in United States Treasury bonds. The Fund is managed by the Bank for International
Settlements (BIS) in accordance with specific benchmarks. As of April 2004, ABF1 was
fully invested.

After the launch of ABF1, the members of EMEAP started discussions on
ABF2 which will invest in participating countries’ local currency sovereign and quasi-sov-
ereign bonds. In April 2004, EMEAP announced a preliminary framework for ABF2. 47

EMEAP is aiming to design ABF2 in such a way as to facilitate investment by other pub-
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lic and private sector investors along with central banks. The new framework consists of a
Pan-Asian Bond Index Fund (PAIF) and a Fund of Bond Funds (FoBF).The Pan-Asian
Bond Index Fund is a single bond index fund investing in local currency-denominated
bonds in EMEAP economies. The Fund of Bond Funds is a two-layered structure with a
parent fund investing in a number of country sub-funds comprising local currency-denom-
inated-bonds issued in the respective EMEAP economies. 

The Asian Bond Fund initiative represents an important step in strengthening
regional financial cooperation in East Asia and in promoting the demand for regionally
issued bonds. The development of bond market infrastructure and synchronization of rules
and regulations on cross-border flows is at least equally important. This includes, but is not
limited to, the harmonization of tax, regulatory, legal and accounting rules and regulations;
a gradual relaxation of capital controls; the development of the derivatives markets to
hedge the underlying credit and currency risks; efficient clearing and settlement mecha-
nisms; a consistent credit-rating process; and work on securitization and credit guarantees
to enhance the quality of bonds. The Asian Bond Markets Initiative is addressing some of
these issues to make local bond markets more accessible to Asian borrowers. Given the
complexity of the issues that should be resolved, a truly integrated regional bond market
in Asia will likely take some time to develop.

The modalities of 
official liquidity provision

The international community has a long-standing responsibility to provide adequate finan-
cial assistance to countries in undertaking appropriate economic adjustments to balance-
of-payments problems. Over the past year, the focus was on trade-related financing, sup-
port of low-income countries and precautionary arrangements that could help prevent cap-
ital account crises in emerging markets.

TTrraaddee--rreellaatteedd  ffiinnaanncciinngg

The World Trade Organization organized a meeting of experts in the area of trade financing
in January 2004, as a follow-up to an earlier meeting convened by IMF in 2003, to discuss
ways of improving developing countries’ access to trade financing, particularly in periods of
financial crisis, in order to minimize the adverse effect on the affected countries’ trade and
economic growth. It reviewed the effectiveness of credit lines or guarantees supplied by
international public agencies in the light of lessons drawn from the Asian financial crisis,
when targeted temporary financing had proved helpful. The experience since then has sug-
gested that an effective strategy could be built around the trade finance facilities of multi-
lateral development banks, complemented by a more coordinated approach by official export
credit agencies. A short-term trade-facilitation “global alliance”, involving nearly all region-
al development banks, is now being established. 48 Recent experience also suggests that the
trade finance facilities of multilateral development banks can be effective in mobilizing addi-
tional private sector funding and in providing risk-pooling opportunities for providers and
insurers of private and public trade credit. The trade finance operations of multilateral devel-
opment banks include guarantees of trade instruments issued by local banks, providing
finance to exporters backed by receivables, and loan facilities on-lent through commercial
banks. They have used these facilities to support emerging markets in crisis.49
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Trade finance not only supplies liquidity necessary for efficient trade, but also
enables less creditworthy and poorer countries to access international capital markets at a
lower cost. 50 The current round of negotiations under the General Agreement on Trade in
Services51 can be used to make the provision of trade-financing more secure and more read-
ily available to developing countries. Indeed, the World Trade Organization was directed at
its Fifth Ministerial Conference in Cancún, Mexico, to contribute to efforts to maintain
trade finance during crises. 

In April 2004, the IMF Executive Board approved the Trade Integration
Mechanism (TIM) to assist member countries in meeting short-term balance-of-payments
shortfalls related to the implementation of trade liberalization measures by other coun-
tries.52 Payments difficulties resulting from reforms of a country’s own trade regime will
continue to be addressed under previously established policies. TIM is not a new lending
facility but a policy aimed at making existing instruments more predictably available for
supporting trade liberalization. Under TIM, a member country, within existing facilities,
may request Fund financing to help cover balance-of-payments needs arising from speci-
fied trade measures of other countries. This can be a new arrangement under an appropri-
ate facility following approval of TIM or a modification in access under the existing
arrangement. IMF will be prepared to consider a subsequent augmentation in access if the
effect is larger than initially anticipated. Financing terms and the conditionality under
TIM will be those of the underlying facility.

In March 2004, IMF concluded the review of the Compensatory Financing
Facility (CFF), which had been established in 1963 to help cope with temporary export
revenue shortfalls caused by exogenous shocks. The Facility has not been used since 1999.
For middle-income countries, the usefulness of CFF has diminished as a result of their
increased access to international capital markets and the need to enter into a normal stand-
by arrangement to draw on CFF, contrary to its original design and intention. Although
low-income countries have very limited access to capital markets and official financing may
not be flexible enough to deal with temporary shocks, CFF is not attractive for these coun-
tries because of its non-concessional nature. IMF is currently considering extending the
Poverty Reduction and Growth Facility (PRGF) arrangement so that it could also serve the
purposes of CFF rather than subsidizing the rate of charge for stand-by or CFF resources.53

The suggested extension of PRGF arrangements to cope with fluctuations in commodity
prices is a part of an ongoing discussion on how to better help developing countries get
through difficult periods without being forced into an economic slowdown that may wors-
en poverty and retard development. The discussion is being focused on strengthening the
efficient use of PRGF financing, including in precautionary arrangements, addressing the
needs of countries emerging from conflict, and better responding to the adverse impact of
exogenous shocks.54

PPrreeccaauuttiioonnaarryy  ffiinnaanncciiaall  aarrrraannggeemmeennttss

Over the past several years, there have been attempts to develop some form of contingent
financing that can be mobilized quickly and on a sufficiently large scale to provide finan-
cial support for middle-income countries that face potential capital account crisis. The
Contingent Credit Line (CCL), introduced by IMF in 1999, was intended to achieve this
objective. However, the facility was never used and expired in November 2003. The key
problem was that application for a CCL could be viewed by the market as a sign of weak-
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ness, thereby reducing rather than strengthening confidence in the country. Also, since the
Asian crisis, most emerging markets have adopted “self-insurance policies”, including heavy
reserve accumulation, more flexible exchange rates, changes in liability management prac-
tices, strengthening of domestic financial institutions and implementing of international
standards and codes. These measures might have lessened these countries’ vulnerability to
shocks, thereby reducing the demand for a CCL. 

Nevertheless, the lack of such a facility is considered to be an important gap in
the set of tools available for crisis prevention. IMF is thus exploring other ways to achieve
the objectives of CCL. One of the possibilities is to adopt an existing instrument – stand-
by precautionary arrangements that are typically used when balance-of-payments pressures
are more likely to arise in the current account - to the needs of countries facing a potential
capital account shock. However, a number of concerns have already been raised, mainly
related to the possible impact of high-access arrangements when the need is potential
rather than actual. It has been argued that such types of arrangements may exacerbate
moral hazard problems, thwart efforts to foster private sector involvement, and put further
strain on IMF resources. In addition, assessments of the potential need for Fund resources
in capital account crises would be highly uncertain and arbitrary.

IMF is continuing discussions on the role that precautionary arrangements can
play in preventing capital account crises and the access that is required for this insurance
to be meaningful.55 It is vital that the Fund have the capacity to respond quickly to finan-
cial needs of member countries that have sound policies but are nevertheless challenged by
the actions of the globally integrated capital markets.

Policies on crisis resolution
Along with preventive measures, improving the overall framework for resolution of capital
account crises in developing countries with significant access to international financial
markets has been the core issue in the international policy agenda. The policy intention has
been to insert more certainty and predictability in the process for resolving crisis situations.

TThhee  rroollee  ooff  ooffffiicciiaall  ffiinnaanncciinngg

The critical component of this process entails having clear parameters for official interven-
tion. To improve clarity and predictability of official response to capital account crises, IMF
introduced a framework for exceptional access to its resources. The central element of the
framework is judgement about debt sustainability. The Fund is prepared to provide larger
loans than normally allowed if a country meets the following criteria established in 2002:
exceptionally large need; a debt burden that will be sustainable under reasonably conserva-
tive assumptions; good prospects of regaining access to private capital markets during the
period of the IMF loan; and indications that the country’s policies have a strong chance of
succeeding. Conversely, in countries where the debt burden is clearly unsustainable, the first
step should be a speedy resolution of debt difficulties with private creditors. Committing
resources to countries whose debt sustainability is in question may compromise the Fund’s
credibility, making the process of crisis resolution more, rather than less, uncertain.

In practice, despite progress in debt sustainability analysis, it is very hard to
assess the nature of financial difficulties in the middle of a crisis. More sophisticated ana-
lytical tools can better inform judgement, but not replace it. The decisions to continue or
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withhold international support to a country in crisis are always made under uncertainty
and political pressure. Hence, it would be unrealistic to expect that the international com-
munity will not continue to make occasional judgement errors and take decisions that will
prove wrong ex post. 

The experience with the application of exceptional access policy has been
mixed. Thus far, the new procedure has not been able to reduce debtor countries’ and mar-
ket participants’ heavy reliance on official financial support. As a result of programmes,
and sometimes successive programmes, involving exceptional access, credit to the three
largest borrowers (Argentina, Brazil, Turkey) exceeded an unprecedented 70 per cent of
total credit outstanding.56 This increased concentration has been accompanied by pro-
longed use of official resources by some middle-income countries with access to interna-
tional capital markets. Also, in several cases involving exceptional access, borrowing coun-
tries did not meet all the criteria.57

By the same token, there has also been an increase in the IMF share of large
borrowers’ external debt. For instance, in Argentina, this ratio rose from 17 per cent at the
end of 2000 to over 22 per cent at the end of 2001.58 This is viewed by some as contrary
to the concept of catalytic financing and as possibly putting at risk the preferred creditor
status of the Fund.59 Alternatively, as the recent Argentine experience indicates, it may lead
debtor countries to request larger reductions of debt-service obligations from private cred-
itors to be able to fully service their debt with the multilateral institutions, which thus
maintain their preferred creditor status. Interestingly, this outcome negates some of the
major assumptions regarding the “moral hazard” effects of official lending, but questions
in any case the rationality of increasing such financing when countries have an unsustain-
able debt burden. 

It is thus recognized that, when debt burdens are truly unsustainable, the sup-
port of the international community should be accompanied by orderly, predictable and
effective debt restructuring. Over the past several years, the international community has
made significant efforts to develop a clear strategy capable of helping insolvent middle-
income countries return to long-term debt sustainability and restore access to private
financing. 

In this regard, it has been suggested that the implementation of the Fund’s
“lending into arrears” framework should be strengthened. Under this policy, the Fund will
disburse loans under one of its normal facilities even if the country is in arrears to its pri-
vate creditors, provided that it makes a strong effort to resolve the arrears. However, this
requirement is viewed by many as not sufficiently specific. Accordingly, the development
of more operational criteria for judging compliance with the good faith requirement, as
well as more rigorous assessments using this criteria, is considered important. Enhanced
clarity could better guide the expectations of investors and debtor countries, thereby fos-
tering debt restructuring negotiations.

SSoovveerreeiiggnn  ddeebbtt  rreessttrruuccttuurriinngg

In debt restructuring, progress has been made in the design and use of collective action
clauses (CACs) in bond contracts under New York law that could help a debtor country
reach agreement with its bondholders in future debt restructuring exercises.60 There has
been growing use of CACs in sovereign bonds issued under New York law for which, unlike
bonds issued under English and Japanese law, such clauses had not previously been the
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market standard. During 2003 and early 2004, more than 70 per cent of sovereign issues
contained CACs, compared with about 35 per cent in 2001, largely reflecting the increas-
ing number of sovereign bonds with CACs issued under New York law. In addition to
investment grade countries, many sub-investment grade countries were able to issue bonds
with such clauses without any evidence of a higher premium, meaning that the market has
accepted the new bond terms. In sum, CACs are on the way to becoming a general market
standard without having increased the borrowing costs of the countries using them.61

It has also been argued that there is a strong case for developing-country pri-
vate enterprises to use CACs (as private firms borrowing in London already do).62 At the
same time, it is recognized that the case of private firms is less urgent because these enti-
ties have the option of debt reorganization under national bankruptcy courts.

Another development was the decision in October 2003 of the Paris Club of
government creditors on a new approach aimed at addressing the debt sustainability con-
cerns of countries that are not covered by the Heavily Indebted Poor Countries (HIPC)
Initiative, as had been requested by the finance ministers of the Group of Eight (G8) at
their meeting in May 2003. According to this approach, in exceptional circumstances, the
Paris Club will break from its traditional practice of applying standard terms for particular
classes of debtor Governments in order to better tailor its response to the specific financial
situation of the country in crisis with the aim of achieving lasting debt sustainability. The
new approach also calls for better coordination between the Paris Club and private credi-
tors to ensure comparability of treatment of their respective claims.63

As CACs still affect only a small part of the outstanding debt and there are
many collective action problems that cannot be addressed by these clauses or new Paris
Club practices, efforts are also under way to improve the overall process of sovereign debt
restructuring in the event of a debt crisis. The international official community and a num-
ber of private sector organizations have expressed interest in developing a non-statutory
framework for addressing debt-servicing problems, based on a voluntary “code of good
conduct”, which would broadly stipulate the roles that key parties would be expected to
play in resolving a debt crisis. The code would establish a number of general, non-binding
principles and guidelines regarding the exchange of information between debtor and pri-
vate creditors, comparable inter-creditor treatment, and decision mechanisms in case of
debt restructuring.

Work on this issue was initially led by a group of private organizations, the
Banque de France and the Institute of International Finance. It is now being coordinated
by the Group of Twenty (G-20), where the proposals for introducing a voluntary code are
an element of the Group’s work on crisis prevention. A technical working group, including
Brazil, the Republic of Korea and Mexico, has been established to work with the private
sector to prepare the new draft code for broader consideration. There are differences in
opinion on the objectives, scope and modalities of this approach and finding common
ground will be important.

The earlier effort by IMF to develop a statutory approach to the comprehen-
sive treatment of the debt of a country in crisis did not win enough support to advance fur-
ther. Neither debtor Governments nor their private creditors were satisfied with the pro-
posed sovereign debt restructuring mechanism (SDRM).64 However, the problems that the
SDRM was meant to address have not disappeared. Reaching a speedy and fair agreement
with creditors that may help reduce social and economic costs of default will continue to
be a major challenge. The international community should continue work on the orderly

Internat ional  F inance74

The Paris Club has
agreed on a new
approach to debt

restructuring

A voluntary “code of
good conduct” is

under consideration

Work should continue
on the orderly

resolution of 
debt crises



resolution of financial crises because there is no generally satisfactory set of processes. In
respect of reaching a consensus on what they should be, legal complexities will not be the
most difficult issue: the hardest and most important part of the problem is to identify
appropriate actions and then reach broad agreement on economic and financial policies
and strategies that can help dismantle unsustainable debt structures with minimum dam-
age to the country and its people, as well as to the integrity and efficiency of internation-
al credit markets. 

Enhancing the voice and 
participation of developing countries

The Monterrey Consensus stresses the need to broaden and strengthen the participation of
developing countries and countries with economies in transition in international econom-
ic decision-making, and encourages the Bretton Woods institutions to continue to enhance
the effective participation of these countries in their activities.

The process for appointing the new IMF Managing Director has again brought
the concern for more democratic and transparent governance of the Bretton Woods insti-
tutions into focus. In March 2004, a group of IMF Executive Directors representing more
than 100 countries called for an open and transparent selection process to attract the best
candidates, regardless of nationality.65 While many Executive Directors from developing
countries expressed support for the new Managing Director, the process remains opaque
and subject to criticism.

As a step towards increasing the voice of developing countries in governance of
the Bretton Woods institutions, a number of measures have been recently taken to enhance
capacity in some developing-country Executive Directors’ offices and in the capitals of
these countries. This has included creating some additional staff positions in the two very
large African constituencies to make them more manageable. Also, an analytical trust fund
to assist Executive Directors representing sub-Saharan countries in undertaking independ-
ent research and analysis on development issues has been proposed.

However, progress is lacking in addressing the issue of the representation of
member countries on the Executive Boards and in devising a new formula for assigning
votes. These issues are complex, but critically important for the representation of members.
It is recognized that changes in voting shares are likely to be addressed only in the context
of an agreement to increase Fund quotas and World Bank capital and neither subject is cur-
rently under international discussion. As part of the continued efforts to build agreement
on governance and representation in the Bretton Woods institutions, the Development
Committee has asked the Bank and the Fund to prepare a report on all aspects of the voice
issue, to be discussed by the Committee at the 2004 Annual Meetings.66
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Chapter IV
The Situation in the
World’s Economies

Summary

Growth in most countries gained momentum as 2003 progressed and is
expected to accelerate further in 2004, before moderating somewhat in
2005. After three years of sub-par performance, growth in most countries
will be close to its long-term potential by the end of 2004.

The United States of America was the initial driving force
behind the recovery but prospects for continued global economic expan-
sion have been strengthened by the emergence of additional poles of
growth, mostly in Asia. In particular, China’s extended period of rapid
growth has now propelled that economy onto the world economic stage as
an engine of growth, especially, but far from exclusively, for Asia and for
developing countries. China’s growing appetite for raw materials, in par-
ticular, gives its economy a newfound global role. With its sustained high
growth, India is also beginning to assume a greater global economic posi-
tion. In addition, Japan, the world’s second largest economy, grew more
rapidly than anticipated in 2003 and seems more likely to be able to sus-
tain the higher growth than on previous occasions in the past decade
when an end to its stagnation appeared imminent.

The economies in transition continue to be the fastest growing
of the three major country groupings. The prospect and, in 2004, the
implementation of the accession of five of these economies to the
European Union (EU) have been an important stimulus to growth in the
countries of Central and Eastern Europe and the Baltic States, while rapid
growth in the Russian Federation has performed a similar function for the
other members of the Commonwealth of Independent States (CIS).

Although most developing countries are also participating in the
global recovery, growth outside Asia has been less dynamic. After its set-
back in 2002, Latin America achieved positive, but modest, growth in
2003. Growth in Africa improved but also only to a minor extent and
remains far short of the level required to extricate the continent from its
“poverty trap”. The uncertainties in Iraq continue to cast a shadow over
economic activity in West Asia. In contrast with all other developing
regions, Eastern and Southern Asia continues to grow strongly. 
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Developed market 
economies: the recovery takes hold

The recovery in the developed market economies continues to accelerate and broaden both
within and across countries, but there remain significant weaknesses. Economic activity
accelerated in the second half of 2003 (see table IV.1), led by investment activity and con-
tinued strong consumption expenditure in the United States, an important impetus to
global demand. Domestic demand was also a strong element in the growth of the United
Kingdom of Great Britain and Northern Ireland while exports were the catalyst for Western
Europe. Increasing exports also led the recovery in Japan.

The recovery is expected to solidify in 2004 and moderate slightly in 2005.
However, questions remain. In the United States, employment creation, a requirement for
resumed impetus to consumption growth and hence a maturing of the recovery, has been
hesitant. In Japan, the pickup is no longer in doubt but inflation has yet to convincingly
stabilize in positive territory and many financial problems remain. In Europe, activity is
beginning to accelerate but consumption remains weak and employment has yet to show
any signs of rebounding. In addition, there are several global imbalances: the continuing
current-account imbalance in the United States (fed in part by the United States fiscal
deficit), fiscal imbalances in many other countries, possible overvaluation of the housing
market in some countries, and high levels of consumer debt. These imbalances were in part
responsible for the volatile movements in foreign exchange markets over the past few years
and remain a significant risk with respect to the smooth evolution of economic activity in
the developed countries.

North America: maintaining a 
robust growth in the United States

After a strong recovery in the second half of 2003, the economy of the United States car-
ried the momentum into 2004. Gross domestic product (GDP) is expected to grow by 4½
per cent in 2004, moderating to 3½ per cent in 2005 (see table A.2). Leading this strength
has been an acceleration of business investment in equipment and software, buttressed by
an improvement in corporate profits and historically low interest rates. Consumer spend-
ing continues to grow robustly. Exports, which were a drag on the economy in the past few
years, have also revived. On the supply side, labour productivity, which has been growing
at an exceptionally strong rate, continues to improve. Inflation, while rising, remains
benign. Monetary policy has retained its highly accommodative stance and fiscal policy
continues to be stimulatory, although less than in the previous year. However, the slower-
than-expected recovery in employment, the large and widening twin deficits, and a surge
in the prices of fuel and other commodities pose risks for the economy.

Business capital spending has been growing at a double-digit pace, fully recov-
ering to the peak level of 2000, and is expected to expand at a robust pace in 2004-2005,
as the outlook for corporate profits remains optimistic. In contrast, residential investment
is expected to slow, particularly because interest rates are expected to move up. Household
consumption is expected to maintain solid growth, but this is contingent on the forecast
of a gradual improvement in employment.
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Table IV.1.
Growth, unemployment and inflation in the major 

developed economies, quarterly indicators, 2002-2003

2002 quarter 2003 quarter
I II III IV I II III IV

Growth of gross domestic producta

(percentage change in seasonally adjusted data from preceding quarter)

Canada 5.8 3.8 2.7 1.6 2.5 -1.0 1.3 3.8
France 3.1 2.3 0.6 -0.4 0.6 -1.2 2.4 2.5
Germany 0.8 0.9 0.6 -0.3 -1.0 -0.7 0.8 1.0
Italy 0.8 0.9 1.1 1.7 -0.4 -0.4 2.0 0.0
Japan -2.0 4.5 4.3 0.5 0.8 3.4 3.0 6.9
United Kingdom 1.2 1.6 3.1 2.3 0.8 2.3 3.5 3.4
United States 4.7 1.9 3.4 1.3 2.0 3.1 8.2 4.1

Major developed economies 2.4 2.4 3.0 1.0 1.2 2.2 5.2 4.1

Euro zone 1.6 2.0 0.8 0.0 0.0 -0.4 1.6 1.6

Unemployment rateb

(percentage of total labour force)

Canada 7.8 7.6 7.6 7.6 7.5 7.7 7.9 7.5
France 8.6 8.7 8.9 9.0 9.2 9.3 9.4 9.5
Germany 8.0 8.1 8.7 8.9 9.2 9.3 9.3 9.2
Italy 9.1 9.0 9.0 8.9 8.8 8.7 8.6 8.5
Japan 5.3 5.4 5.4 5.4 5.4 5.4 5.2 5.1
United Kingdom 5.1 5.1 5.2 5.0 5.0 5.0 4.9 4.9
United States 5.6 5.9 5.8 5.9 5.8 6.1 6.1 5.9

Major developed economies 6.4 6.5 6.6 6.6 6.6 6.8 6.7 6.6

Euro zone 8.1 8.2 8.5 8.6 8.7 8.8 8.8 8.8

Growth of consumer pricesc

(percentage change from preceding quarter)

Canada 2.7 6.1 4.3 2.1 5.4 -0.5 1.5 0.5
France 2.7 3.2 0.9 1.8 3.5 1.5 1.1 2.6
Germany 4.5 0.8 0.6 -0.4 3.7 -0.4 1.2 0.3
Italy 3.5 3.0 1.9 2.7 3.3 2.9 2.1 1.9
Japan -2.8 1.8 -0.7 -0.4 -1.6 1.8 -0.7 -0.7
United Kingdom 0.2 5.1 1.4 3.6 2.3 4.9 1.0 2.5
United States 1.4 4.4 1.7 1.3 4.1 1.5 2.0 0.1

Major developed economies 0.9 3.4 1.1 1.0 2.6 1.6 1.2 0.4

Euro zone 1.5 4.1 0.4 2.2 2.5 2.8 0.4 2.3

Sources:
UN/DESA, based on data of IMF, International Financial Statistics; Organisation for Economic Cooperation and Development (OECD); and national authorities.

a Expressed in annual rate.  For major developed economies, weighted average with weights being annual GDP valued in 2000 prices and exchange rates.
b Seasonally adjusted data as standardized by OECD.
c Expressed in annual rate.  For major developed economies, weighted average with weights being 2000 GDP in United States dollars.



The labour market holds the key to the continuation of the economic expan-
sion. The recovery in employment has been unusually slow by historical standards.
Corporate lay-offs have been declining, but most firms remain hesitant in hiring.
Unemployment fell from a peak of 6.3 per cent in mid-2003 to 5.6 per cent in April 2004
(see figure IV.1) but the improvement occurred mainly because of a decline in the labour
force participation rate, particularly for younger people.1 Efficiency gains from technologi-
cal innovation and increased global economic integration may have prolonged the lag.
Labour productivity has been growing at an average annual rate of above 3 per cent for the
past few years, much higher than in any recession-recovery phases in history, as companies
have been able to squeeze existing employment and capacity to meet rising demand.
Meanwhile, outsourcing and the relocation of manufacturing have also led to a slower hir-
ing of workers in some industrial sectors, at least in the short run. Other explanations for
the delay in hiring include rising costs of payroll benefits, especially health-care costs.

The sluggish employment growth has two implications for the outlook. First,
it suggests that the economy of the United States may grow at an above-potential rate for
another couple of years without being constrained by labour shortages and without trig-
gering an acceleration in inflation. Paradoxically, however, the necessary condition for the
economy to sustain robust growth is a gradual recovery of employment, to maintain vigor-
ous effective aggregate domestic demand, although a continued strengthening of the rest of
the world is also important. From another perspective, the weakness in the labour market,
if continued, bodes a downside risk for growth: the longer the delay in employment recov-
ery, the higher the risk of faltering household spending and a waning of growth of gross
domestic product (GDP).

The Situat ion in the World’s  Economies82

Source:
OECD, Main Economic

Indicators.

Figure IV.1. 
Unemployment rates (standardized) in selected  
developed economies: January 1999-March 2004

3

4

5

6

7

8

9

10

J   M  M  J   S   N  J   M  M  J   S   N  J   M  M  J   S   N  J   M  M  J   S   N  J   M  M  J   S   N  J  M

1999 2000 2001 2002 2003-2004

Percentage

EU-15

Japan

United States

Recovery of the labour
market will be crucial 

for continued 
economic expansion



The inflation outlook remains benign, although the rise in the prices of many
commodities, especially fuel, will continue to have adverse effects on the economy, at least
in terms of the welfare losses from a lower purchasing power of consumer spending.
Producer prices for core commodity goods surged at an annualized rate of near 60 per cent
in the first quarter of 2004, while producer prices for core intermediate goods rose by
about 7 per cent and core consumer prices rose by less than 2 per cent, indicating that a
dominant proportion of the rise in commodity prices has so far been absorbed by produc-
ers. More pass-through to the prices of final products is likely if the higher prices of com-
modities persist; nevertheless, overall inflation will be determined primarily by such factors
as monetary policy, the balance between aggregate supply and demand—particularly in the
labour market—and market flexibility, including international competition. These factors
remain auspicious for the inflation outlook (see table A.8).

Exports are expected to provide anther supporting factor for the robust GDP
outlook, growing by more than 10 per cent in volume in 2004-2005. Real imports are
expected to grow by about 7 per cent, boosted by the recovery in domestic demand. The
depreciation of the dollar (see figure IV.2) is playing a role in boosting the competitiveness
of exports and curbing import demand.

The large amount of policy stimuli has been crucial for the recovery so far, but
the policy stance is expected to be less accommodative in the outlook. Given the histori-
cally low policy interest rates—1 per cent in nominal terms and slightly negative in real
terms—an increase of 100-150 basis points over a two-year period would return rates to
their historical average and should not be excessively restrictive. Gradualism and trans-
parency in policy intentions will be crucial to avoiding abrupt reactions in financial mar-
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kets, which may otherwise push up long-term interest rates to undesirable levels. Higher
interest rates present risks for growth, particularly if the increases are larger and more
abrupt than anticipated. The high level of private sector debts and seemingly inflated hous-
ing prices are among the most vulnerable areas in this regard.

Fiscal policy will continue to be stimulatory in 2004; while the growth of real
government spending will be lower than in 2003, it will still be higher than growth of
GDP. The fiscal position of the United States has eroded rapidly over the past few years,
with the budget balance swinging from a surplus of over 2 per cent of GDP in 2000 to a
deficit of about 4 per cent of GDP by 2003. The deficit is expected to widen further in
2004, but to narrow slightly in 2005. Most longer-run projections, such as those of the
Congressional Budget Office, point to a large deficit long into the future if there are no
substantial changes in policy, leading to growing concerns about the fiscal sustainability of
the United States.

A major factor behind the rapid fiscal deterioration has been the downturn
phase of the business cycle. It is estimated that about half of the turnaround in the budg-
et balance was due to the recession of 2001 and the response of the built-in “automatic sta-
bilizers”: reduced tax collections due to a smaller base in income and in capital gains—the
latter resulting from the substantial decline in equity prices—and increased expenditure for
income support and related programmes. The other half of the deterioration was due,
roughly equally, to two other factors: increased discretionary spending, mainly military and
homeland security, and changes in tax policy, including tax cuts enacted during the past
few years. In the forecast, a cyclical improvement in the deficit will come mainly from the
expected strengthening of the revenue base.

Risks associated with the large fiscal deficit include higher interest rates, a
weaker and more volatile exchange rate, and a rise in inflation expectations. The sustain-
ability of the deficit will depend on, among other factors, the willingness of other coun-
tries to increase their holdings of United States government securities. Broader risks for the
United States are mostly geopolitical uncertainties, particularly the economic implications
of terrorism and the country’s involvement in Iraq.

The Canadian economy has been weaker than that of the United States. After
registering growth of 1.7 per cent in 2003, GDP is expected to increase by 2¾ per cent in
2004, strengthening further to 3¾ per cent in 2005 (see table A.2). Private domestic
demand will be the primary driving force, to be supported by accommodative monetary
policy. A continued improvement in external demand, not only from the United States but
also from Asia, along with higher prices of many commodities that Canada exports, will
further boost the already robust growth of business capital spending. Meanwhile, improve-
ments in real income will support growth in household spending. Fiscal policy is expected
to remain neutral to slightly expansionary.

The performance of the Canadian external sector has been mixed. While the
increased international demand for and higher prices of many commodities have been
favourable in general, appreciation of the Canadian dollar has adversely affected exports,
which declined in 2003. However, the negative impact seems to be waning, as many
Canadian firms have already adopted measures to mitigate the exchange-rate pressure, such
as cutting costs and improving productivity. Exports are expected to grow moderately, but
the contribution of net exports to GDP growth may still be negative, as imports are expect-
ed to increase at a faster rate.
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Developed Asia and the 
Pacific: a real recovery for Japan?

The economic recovery of Japan has proved to be stronger and more enduring than expect-
ed. In the fourth quarter of 2003, GDP grew by 7 per cent, the best quarterly growth for
15 years. GDP is expected to grow by 3 per cent in 2004, slowing to 1¾ per cent in 2005
as the tax burden increases (see table A.2). The recovery was initially driven by exports, but
the domestic sector has gradually gathered strength. For growth to become more self-sus-
taining, however, the vigour in the business sector needs to be transferred to the household
sector through increases in wages and employment. For the economy to be completely extri-
cated from its decade-long stagnation, it will be necessary to resolve a number of structural
problems—the large amounts of non-performing loans (NPLs), the fragile financial posi-
tions of both the public and private sectors, and the need for corporate restructuring.

Japanese exports grew by 9 per cent in volume in 2003 and are expected to
remain robust in 2004 and 2005. Strong demand from other Asian economies, especially
China, and mainly for capital and information and communication technologies (ICT)-
related products, is the main impetus. Differing movements of the yen vis-à-vis the dollar
and the euro (see figure IV.2) are boosting exports to Europe and reducing exports to the
United States. Growth in the volume of imports has been weaker than for exports, but is
strengthening as overall activity continues to improve.

Strong exports have induced a recovery in business investment, but an increas-
ing number of companies have also achieved positive domestic earnings. As confirmed by
surveys, the improvement in corporate investment conditions is broadly based. Business
capital spending has been growing briskly, particularly in manufacturing and mostly from
three key machinery sectors: industrial, electrical and transport. Corporate profits have
increased and the business sentiment of firms has also improved, both contributing to a
better environment for business investment. Non-manufacturing firms are, however, still
cautious in their investment plans. Moreover, excessive debt in the corporate sector per-
sists, despite some improvement.

The recovery in corporate profits has finally led to increases in wages, however
tentative, and an improvement in labour-market conditions. Job offers have been on an
uptrend and overtime hours worked continue to rise. The unemployment rate declined
from a peak of 5.5 per cent in 2003 to 5 per cent at the beginning of 2004. As a result,
household income is recovering gradually, although it remains weak. Consumer confidence
has also been on the rise and household spending seems to be ahead of the recovery in
income, reducing the savings rate to historic lows.2 While a drop in the household savings
rate could be associated with positive wealth effects from asset appreciation, the current
case of Japan may reflect either an improvement in expectations of future income, raising
the propensity to consume out of current income, or the ageing of the population, as the
increased number of retirees consume their personal net assets.

A number of price indices have been on the rise, but it is still too early to
declare the end of deflation, which has haunted the Japanese economy for several years (see
figure IV.3). Driven by the surge in the international prices of commodities (see chap. II),
producer prices of goods have edged up, but the prices of services continue to decline.
Consumer prices, meanwhile, have halted their downturn, but some upward pressures are
only temporary. Price changes are expected to remain slightly negative in 2004, turning
barely positive in 2005 (see table A.8).
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Monetary policy has been accommodative and the Bank of Japan (BoJ) is
expected to maintain an easing policy stance for a considerable time. After maintaining the
primary monetary policy target, the balance of current account held by the BoJ, at about
30 trillion yen for most 2003, the BoJ increased the target by about 10 per cent at the
beginning of 2004. Meanwhile, the BoJ is expected to continue fighting deflation with
some unconventional measures, such as outright purchases of stocks from banks and asset-
backed securities from small and medium-sized firms. Although the BoJ has not adopted a
formal inflation targeting mechanism, it is commonly considered that, until the annual
rate of inflation, as measured by the consumer price index (CPI), reaches and stabilizes at
1 per cent, the Central Bank will not reverse its course of monetary easing. Therefore, the
policy interest rate is expected to remain at virtually zero until at least 2005. However,
unless the structural difficulties in banking and corporate financing, such as the NPLs, are
resolved, the transmission of monetary policy to the real sector will continue to be poor, as
indicated by the persistent decline in lending by commercial banks and the minuscule
growth of the broad money supply, in spite of the high growth in the monetary base.

Facing a large amount of public debt, fiscal policy has been restrictive for the
past few years, and will continue to be so in the outlook. According to the latest budget
plan, government general expenditure, as share of GDP, will be maintained below the level
of 2002 until 2006, aiming at a gradual reduction of the primary balance deficit, which
stands at 5.5 per cent of GDP. Meanwhile, fiscal structural reforms are expected to accel-
erate, including such measures as a programme to resolve the problems of NPLs, regulato-
ry reforms to encourage private investment, plans to promote the ICT sector, and measures
to support job training, labour mobility and job assistance for school graduates. The tax

The Situat ion in the World’s  Economies86

Source:
OECD, Main Economic

Indicators.

a Harmonized Index
of Consumer

Prices (HICP).
b Consumer price

index.

Figure IV.3.
Inflation in the EU-12, Japan and the United States of America, 
January 1999-March 2004

J   M  M  J   S   N  J   M  M  J   S   N  J   M  M  J   S   N  J   M  M  J   S   N  J   M  M  J   S   N  J  M

1999 2000 2001 2002 2003-2004

Annual percentage change

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

EU-12a

Japanb

United Statesb

Monetary policy is
expected to remain
accommodative  ...

... and fiscal policy
restrictive, while

difficult structural
reforms will continue



reforms and pension reforms that are already in progress will continue to be implemented.
In general, however, fiscal policy in Japan continues to face formidable challenges.

The Australian economy is expected to grow by 4 per cent in 2004, stronger
than the 2.6 per cent achieved in 2003, but a significant moderation is expected in late
2004 and 2005 (see table A.2). Household consumption is expected to continue to be a
critical growth driver, supported by increased household borrowing, ongoing positive
wealth effects, due largely to rising house prices, and rural incomes’ recovering from the
severe drought of 2003. Dwelling investment has peaked, but is likely to fall only slightly
in 2004, with the risk of a sharp decline in 2005 being high. Business investment should
continue its strong growth, given continuing low interest rates, rising corporate profits and
robust corporate balance sheets.

Exports, which have been weak for the past few years, are likely to rebound in
2004, as world demand continues to grow, particularly in the United States and Asia; the
emergence of China as a critical trade partner may provide a significant boost to demand
for a range of commodity exports. The mining sector has increased capacity and appears
well placed to respond to a pickup in global demand. One adverse factor for the export out-
look has been the appreciating Australian dollar. Imports are forecast to grow further in
2004, but at a more moderate rate than in 2003. The current-account deficit is forecast to
be about 5 per cent of GDP in 2004, down slightly from 2003.

Employment growth in 2004 is likely to be slower than in the previous year,
but rural employment will grow strongly with the expected recovery in farm and agri-busi-
ness production. The unemployment rate is expected to remain about 6 per cent over most
of 2004 (see table A.6).

Since late 2003, the Reserve Bank of Australia has embarked on a phase of
tighter monetary policy. The Bank, concerned about the higher housing prices of recent
years, may increase interest rates further to above the neutral point. Meanwhile, defence
and national security spending is expected to keep overall public expenditure at high lev-
els during 2004, although growth is likely to be less than in 2003.

In New Zealand, after above-trend growth for the past five years, averaging 3.7
per cent annually, performance is expected to moderate in the second half of 2004 and in
2005 (see table A.2). The driving forces over the past few years have been mainly favourable
international prices for New Zealand’s agricultural products and the phenomenon of an
unexpectedly large number of immigrants (more than 100,000) which propelled housing
prices and construction. Stimulated by relatively low real interest rates and buoyant consumer
confidence, private consumption, boosted by wealth effects, has reached historic highs in
terms of disposable income. The converse of the strong consumption growth has been a
decline in the saving rate, reaching -10 per cent of current disposable income. With such a
negative saving rate, there is a risk of a significant slowdown in private consumption if house-
building continues to increase while net immigration slows and housing prices reverse.

The labour market has been tight over the past three years, with wages drifting
upward. Meanwhile, despite overheated property prices and high rates of capacity utiliza-
tion, inflation has remained at the low end of the target range set by the Central Bank, as
a decline in the prices of tradable goods resulting from the appreciation of the New
Zealand dollar offset a rise in the prices of non-tradables. The outlook for inflation remains
within the target range (see table A.8).

The Central Bank has raised interest rates slightly over the past year, but the
appreciation of the currency has made monetary conditions more restrictive than indicat-
ed by the policy interest rate. Given an expected moderation in domestic demand, the cur-
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rent monetary stance is expected to be maintained. However, if the risk of a “hard landing”
increases, monetary easing may become necessary in 2005.

The fiscal position improved notably in 2003 as government revenues increased
unexpectedly and there was a surplus of 4 per cent of GDP. Fiscal policy is expected to be
stimulatory in 2004-2005, as government expenditure is set to increase.

The appreciation of the New Zealand dollar poses some downside risk. In the
past few years, the exchange rate moved from exceptional undervaluation to extreme over-
valuation. History indicates that a long time elapses before the full impact of a change in
the exchange rate materializes in the real economy: the current-account deficit has already
deteriorated as exports have slowed, but further weakening is expected in 2004-2005.

Western Europe: 
recovery yet to solidify

The recovery of economic activity in Western Europe is continuing but has yet to show signs
of acceleration to more robust levels of growth. So far, it is overly dependent on the revival
of world economic activity and remains sensitive to the fluctuations in exchange-rate mar-
kets. The downturn was led by investment, and investment spending is a major driver of the
recovery. However, consumption has yet to show much vigour and employment remains
depressed. Within the region, the United Kingdom leads the recovery and displays the
strongest performance. Germany and Italy are lagging, with France marginally stronger.

The recovery started in the third quarter of 2003 and was driven primarily by
a surge in exports. In the fourth quarter, the driving force shifted to inventories and fixed
investment, with net exports playing a restraining role as the strength of the euro damp-
ened exports and boosted imports. Downside risks stemming from the appreciation of the
euro and the lack of vigour in consumer spending remain. Industrial production rose in the
second half of 2003, but weakened slightly at the beginning of 2004 (see figure IV.4). The
most strength was in the intermediate, energy and capital goods sectors, consistent with the
initial impetus from exports. Service sector activity was much weaker, reflecting the con-
tinued weakness in consumer spending. Survey evidence indicates that the sharpest
improvement was in industrial confidence, which rose above its long-term average,
although it stagnated in the first quarter of 2004, in part owing to concerns over the
strength of the euro. Service sector confidence manifested a sustained upturn, but
remained below its long-term average, again reflecting the weakness in consumer spending.
Consumer confidence surveys also show sustained improvement since March 2003, but
have yet to regain their long term-average.

The outlook is for a continuation of the gradual rebound in activity, led by a
strong expansion in exports and in investment spending. Consumption is expected to pick
up, but remain subdued. GDP in the EU-15 (euro zone) is expected to grow by 2 (1¾) per
cent in 2004 after 0.7 (0.5) per cent in 2003 and to accelerate to 2¼ (2¼) per cent in 2005
(see table A.2).

The moderate outlook for growth stems largely from the lack of dynamism in
private consumption expenditure, a distinguishing characteristic of many of the underper-
formers in the region. The poor evolution of real disposable income, and uncertainties aris-
ing from geopolitical developments, as well as over the implications of continuing reforms,
have restrained consumption. The rebound in equities and rising house prices have pro-
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vided support in some countries, but not in others. Only moderate acceleration is expect-
ed in 2004 and 2005.

Consumption expenditure should largely follow the evolution of real dispos-
able income, which is expected to pick up in line with the lagging and gradual improve-
ment in employment and supported by moderate increases in nominal wages. The strong
currency appreciation should also play a positive role, boosting nominal income via terms-
of-trade effects and real income through its eventual pass-through into prices.3 Some coun-
tries are still experiencing a boost from previously enacted tax cuts and some previously
announced cuts have yet to come into force. Low interest rates continue to reduce debt
burdens, but also encouraged households to take on more debt in 2003, particularly
through housing purchases. Wealth should play a supporting role: equity markets have
recovered from their lows in 2003 and house prices have risen in some countries, although
there are questions of sustainability. Part of the weakness in consumption stems from
increases in household savings rates, due in part to low confidence. The high rate of unem-
ployment has led to more caution by consumers, exacerbated by uncertainty over reforms
of pensions and social security (which will almost certainly require cuts in benefits) and the
lingering effects of geopolitical uncertainty.

Government consumption expenditure continues to be a positive factor but will
be withdrawn over the course of 2004 and 2005 as budgetary constraints continue to push
for consolidation. One of the keys to the more robust performance of the United Kingdom
during the downturn was the substantial fiscal stimulus that was enacted, made possible by
good budgetary performance in the prior years. Many other countries in the region did not
have such leeway, and so were severely constrained in applying a fiscal stimulus.
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After three consecutive quarters of decline, and a number of years of weakness,
investment expenditure rebounded at the end of 2003 and is expected to continue to be a
driving force behind the expansion. Financing conditions appear favourable: profits are
improving and the cost of external finance is low. Improved profitability is coming from
increased corporate earnings and continued cost-cutting by firms. Some difficulty results
from the strength of the euro, which puts pressure on profit margins as companies strug-
gle to maintain market share. It also reduces the value of the earnings of the United States
affiliates of European firms when repatriated. Nominal interest rates are low and are
expected to remain so and, with inflation at 2 per cent and forecast to decline only mod-
erately, real rates will also remain low. Balance-sheet constraints continue to diminish,
helped by rising equity prices. Corporate spreads have narrowed significantly. The banking
sector is improving and lending is increasing. Much of the excess leverage incurred during
the 1990s has been worked off. However, corporate debt levels remain high in some sec-
tors, particularly telecommunications and automobiles. Overall, the extent to which firms
have access to external financing is unclear. On the demand side, capacity utilization is still
low in many sectors so that further expansion of investment spending will require a sus-
tained improvement in overall demand. Foreign demand, particularly from East Asia in the
capital goods sector, where capacity utilization is already high, has been a major driving
force, but it has also been sensitive to exchange-rate developments. Further acceleration of
investment will eventually require an improvement in domestic demand.

Exports are expected to continue to play a major role in the upturn, particu-
larly through their impact on investment expenditure. Despite the strength of the euro,
which appreciated by 28 per cent in nominal trade-weighted terms between its low in
September 2000 and March 2004 (see figure IV.2), the income effect of strong world
demand has outweighed the price effect from the currency appreciation and the resulting
weakened competitive position of euro area producers. It has led, however, to some loss of
market share. At the country level, the impact has depended on export exposure to non-
euro zone countries and on the sensitivity of the country to the export sector. Germany, for
example, has a large share of output in manufacturing and its manufacturing sector is high-
ly dependent on foreign demand. The rebound in activity, together with the improved
terms of trade from exchange-rate developments, has led to a recovery in imports, which is
expected to continue. While exports are a driving factor in the outlook, net exports are not
expected to add significantly to growth.

In the light of the many downward pressures associated with the long period of
subdued economic activity, as well as the appreciation of the euro, inflation underwent a
very marginal decline vis-à-vis 2002, remaining close to 2 per cent throughout 2003 (see fig-
ure IV.3).4 To some extent, this stickiness can be attributed to the volatile components of the
index: unprocessed food prices were pushed up by the summer 2003 heatwave, processed
food prices were boosted by increases in tobacco taxes, and energy prices exerted pressures at
the beginning of 2003. However, price stickiness may also reflect some inertia in adjusting
to changing economic conditions. There have also been differences across countries, with a
difference in inflation between France and Germany of more than 1 percentage point open-
ing up over the course of 2002, for example. Inflationary pressures are expected to continue
to subside gradually. Cost pressures are subdued and producer price increases are expected to
remain moderate. The oil price increases have been largely offset by currency appreciation.
Wage increases are expected to be moderate and to be coupled with some improvement in
labour productivity. The pickup in demand is not expected to exceed potential output in the
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forecast and continued pass-through of the cumulative currency appreciation of the past two
years should exert downward pressure on prices (see table A.8).

The labour market held up well during the downturn. Unemployment started
to increase in the latter half of 2001, in the EU-15, from a low point of 7.3 to 8.0 per cent
from early 2003 (see figure IV.1). This compares favourably with the slowdown in the early
1990s, when unemployment in the EU-15 had increased by about 2.5 percentage points to
more than 10 per cent. This suggests that the recent gains in performance have been
durable, although there was considerable diversity across countries. Portugal, Belgium and
Luxembourg suffered increases of 2 percentage points or more, followed by the
Netherlands, Germany and Denmark, with increases of at least 1.5 percentage points. On
the other hand, the long period of improvement in Italy continued with a further decline
in unemployment of about 1.3 percentage points. The United Kingdom and Finland also
saw minor declines. This generally improved resilience can be traced in part to the success-
ful implementation of reforms in the latter half of the 1990s: increased use of part-time
contracts and other flexible arrangements, cuts in non-wage labour costs and moderate wage
settlements; but some of this improved resilience may be a sign of continuing inertia, due
to incomplete reforms. Firms may have been hoarding labour, owing to the costs of adjust-
ing labour inputs, and waiting for activity to resume. Whatever the reason, the corollary of
this resilience is that labour productivity declined over the cycle and was another source of
pressure on company profits. Companies will be seeking to restore labour productivity and
profits during the initial phases of the upturn, before increasing hiring. Given the modest
acceleration of growth expected, employment growth will lag the recovery and any region-
wide improvement in unemployment is expected to be negligible (see table A.6).

The uncertain and uneven nature of the recovery, and its diversity across coun-
tries, are reflected in divergent policies within Europe. In the United Kingdom, activity has
been strong enough to motivate three policy tightenings by the Bank of England since
November 2003, with further moves anticipated. On the other hand, activity has been suf-
ficiently slow in Sweden for the Swedish Central Bank to lower rates twice in early 2004.
In the euro zone, policy has been unchanged since the cut in June 2003 brought short-term
interest rates to 2 per cent. It was assumed that the next policy move would signal the
beginning of a slow but sustained effort to return policy to a more neutral stance, but the
recovery is not yet assured, with some countries still susceptible to reversal. The tightening
in monetary conditions implied in the rise in the euro in the second half of 2003 and the
beginning of 2004 was damaging to industrial confidence, and further currency apprecia-
tion or evidence of faltering growth could provoke additional policy easing.

A major factor behind the reluctance of the European Central Bank to lower
rates further has been stubborn inflation, with the Harmonized Index of Consumer Prices
(HICP) running above the 2 per cent policy target for much of 2003 with only minor
deceleration in early 2004. The appreciation of the currency, as well as the weakness of the
recovery, has been slow to feed through into inflation. With the expected continued
strength of the currency and only a moderate acceleration in activity anticipated, the infla-
tion outlook is for continued deceleration during 2004, but not to the extent that the
European Central Bank would reduce its interest rate further. The forecast assumes that
monetary policy will remain unchanged throughout 2004 and will be tightened in 2005 by
a total of 50 basis points (bps).

Fiscal policy is expected to become moderately restrictive in many countries in
the region over the course of 2004 and into 2005, as countries attempt to consolidate
budgets. With few exceptions, 2003 saw a continuation of the deterioration in budgetary
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conditions across the region that had started in 2001. In part the decline was cyclical,
owing to the workings of automatic stabilizers, but planned boosts in public spending,
spending overruns, particularly on health care, and some discretionary tax cuts were also
involved.5 As a result of this deterioration, Germany and France exceeded by wide margins
the 3 per cent limit for the ratio of fiscal deficit to GDP embodied in the Stability and
Growth Pact. The Netherlands, Portugal and the United Kingdom were close to 3 per cent,
while Italy was at 2.5 per cent. Debt levels also rose and six countries in the euro zone reg-
istered debt-to-GDP ratios in excess of 60 per cent in 2003. This led to a crisis and, in
November 2003, the European Council of Finance Ministers suspended the excessive
deficit procedure rather than enforce sanctions against France and Germany, on the under-
standing that both countries would bring their deficits into compliance by 2005.
According to their Stability programmes submitted in late 2003 and early 2004, all these
countries have committed to reducing their deficits, although the pace of reduction is not
expected to be very rapid.

There are, however, downside risks, particularly in respect of the path of
exchange rates. It is assumed that the euro will peak in 2004 and then depreciate. If it were
to appreciate more, this could pose a risk to the recovery, particularly in Germany, by cut-
ting exports and leading to reduced investment spending, exports and investment spend-
ing having been key to the recovery so far. Another risk is that consumption expenditure
could falter. The slow improvement in labour-market conditions, coupled with the uncer-
tainties stemming from the prospects for reforms in pensions, health care and labour mar-
kets, could cause consumers to raise savings, dampening demand.

Economies in transition

Growth prospects for the economies in transition have been boosted by the favorable exter-
nal environment, improved macroeconomic stability, progress in reforms and growing con-
sumer and investor confidence. After a slowdown in 2002, growth for the group accelerat-
ed in 2003 (see table IV.2), and a strong pace is forecast for 2004, followed by moderation
in 2005. Eight countries in the group had joined EU as of 1 May 2004, reinforcing the
positive outlook for the region.

The economies in Central and Eastern Europe have continued to recover grad-
ually and will strengthen further in 2004 and 2005 as growth in Western Europe improves.
The high growth rates in the Baltic economies for the past four years have been a result of
reforms and prudent macroeconomic policies and the benefits are likely to be sustained in
2004 and 2005. The acceleration in the economies of CIS has been associated with the
increased prices of oil and gas, along with a recovery of investment; the medium-term
prospects for these economies are to some extent subject to the vicissitudes of oil prices.

Central and Eastern 
Europe: sustaining recovery

Economic growth in the Central and Eastern European region accelerated to 3.6 per cent
in 2003 and is expected to strengthen to over 4 per cent in 2004 and 2005, in line with
the improving prospects for EU. The higher regional growth in 2003, however, was to a
large extent due to the economic recovery in Poland. In many other economies of the
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region, GDP growth moderated (see table A.3) despite double-digit export growth and
generally buoyant private consumption. In South-eastern Europe, agricultural output was
affected by adverse weather conditions. Investment in Central Europe stagnated, suggest-
ing weaker growth prospects for some economies in the medium term.

Five Central and Eastern European countries (the Czech Republic, Hungary,
Poland, Slovakia and Slovenia) joined the EU on 1 May 2004. The accession will bring
benefits, but will also involve costs, for these economies. Since most of the gains from inte-
gration through trade and production have already materialized, further benefits in these
areas may not be significant in the short run, but will increase in the long run. However,
uncertainties remain with respect to the short-term macroeconomic impact of the enlarge-
ment: for example, accession, and the goal of eventually joining the euro zone, will place
constraints on the macroeconomic policies of the new members.

Increased foreign direct investment (FDI) flows to Central Europe are expected
following the enlargement, but these countries face growing competition in attracting FDI
from South-eastern Europe, as well as from Asia. Increased competition from EU is expected
to enhance productivity and product quality in the new member countries, but it may also
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Sources:
UN/DESA and Economic Commission for Europe.

a Percentage change from the corresponding period of the preceding year.

Table IV.2.
Growth and inflation in selected economies 

in transition, quarterly indicators, 2002-2003

2002 quarter 2003 quarter
I II III IV I II III IV

Rate of growth of gross domestic product

Belarus 4.1 5.8 4.7 5.5 5.6 4.7 7.3 8.9
Czech Republic 2.6 2.1 1.7 1.5 2.5 2.6 3.4 3.1
Hungary 3.1 3.2 3.7 3.9 2.7 2.5 2.9 3.6
Kazakhstan 10.6 7.5 9.4 11.4 10.5 9.6 7.7 9.2
Poland 0.5 0.9 1.8 2.2 2.3 3.9 4.0 4.7
Romania 3.2 5.6 4.4 5.4 4.4 4.2 5.5 4.8
Russian Federation 3.8 4.3 4.4 6.0 7.5 7.9 6.5 7.6
Ukraine 7.4 4.9 6.8 -3.0 7.9 9.3 6.6 13.4

Change in consumer prices

Belarus 47.2 44.6 43.1 37.4 30.8 28.3 28.3 27.0
Czech Republic 3.8 2.3 0.8 0.6 -0.3 0.2 0.0 0.9
Hungary 6.3 5.6 4.8 5.0 4.8 4.1 4.9 5.6
Kazakhstan 5.7 5.5 6.4 6.4 7.2 6.5 5.8 7.1
Poland 3.5 2.0 1.1 0.8 0.3 0.3 0.8 1.5
Romania 26.8 24.2 21.3 18.5 16.7 14.9 15.1 14.9
Russian Federation 18.0 15.8 15.1 15.1 14.6 14.0 13.5 12.5
Ukraine 3.7 0.8 -0.9 -0.5 2.2 4.5 6.5 7.8

Percentagea

EU accession will
provide benefits but
also involve costs



challenge some domestic producers. Transfers from EU to the new member States should have
beneficial effects, particularly for public infrastructure projects, and subsidies should support
the agricultural sector, which will face increased competition within the enlarged EU. Most of
the assistance received from the structural and cohesion funds of EU and under the Common
Agricultural Policy, however, is to be co-financed by the new members themselves.

In 2003, economic growth within the region shifted from the Central
European economies to Bulgaria and Romania, as the latter benefited from strong invest-
ment and robust private consumption. Economic policy in both countries is driven by
anticipated EU membership in 2007. Strong growth was also registered in Croatia.
Expansion in these countries is expected to continue in 2004 and 2005 despite higher ener-
gy prices. The situation in many of the successor States of the former Yugoslavia remains
difficult, constrained by a weak production base, lack of investment and potential political
instability.

Inflation in the region fell in 2003 (see table A.9), with a number of countries
undershooting their inflation targets. Nominal appreciation of local currencies vis-à-vis the
United States dollar, as well as low food prices in part of Central Europe, played a role in
this regard. Inflation in the region is expected to rise in 2004 as a result of higher food
prices, following the drought in 2003, and because of inflows of speculative capital, attract-
ed by the interest rate differential with the euro zone. Nevertheless, wage pressure will
remain low in many countries and further disinflation is expected in the region’s high-infla-
tion countries.

Benefiting from the low-inflationary environment, monetary policy was
relaxed in the region in 2003 and early 2004, in some cases in line with the policy of the
European Central Bank. Given the expected acceleration in inflation, further interest rate
cuts are not likely. For the new EU members, the challenge for monetary policy will be to
combine anti-inflationary policies with the adjustment of relative prices and to avoid a
misaligned exchange rate prior to entering the exchange-rate mechanism ERM2.

There was some improvement in employment in Bulgaria and Slovakia, but no
significant improvement took place in other countries of the region. The highest rates of
unemployment are in Poland and most of the successor States of the former Yugoslavia.
The unemployment problem in the region is largely structural and does not diminish sig-
nificantly with the cyclical growth of output. Since privatization of a number of loss-mak-
ing State-owned enterprises, especially in South-eastern Europe, is planned, little improve-
ment in the employment situation is expected in the short term. Moreover, competition
from Asian products is putting pressure on labour costs.

Most of the countries in the region continue to run high and largely structural
budget deficits and off-budget spending has only recently been reduced. In order to balance
the budgets, a reform of public finances is needed (see box IV.1). The fiscal situation is bet-
ter in some countries of South-eastern Europe, where improved revenue collection and lower
interest payments on government debt allow targets to be met without cuts in spending.

The current accounts in the region remain in deficit. Export performance in
the region in 2003 was better than expected but the repatriation of profits by foreign
investors put further strain on current accounts in some countries. Exports are expected to
strengthen in 2004 although, following the EU enlargement, exports of goods may be
affected by new trade barriers between Central and South-eastern Europe and falling infor-
mal trade. The strong growth in imports is also expected to continue.
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Fiscal consolidation in the new EU member States

The budget deficits of the Central and Eastern European States that have become European Union (EU)
members increased over the past decade, reaching record highs in 2003 in some cases (see table) and
leading to a steady rise in public debt. The structural deficit offset all the cyclical revenue gains from
gross domestic product (GDP) growth in the late 1990s.

Both public revenues and expenditures declined relative to GDP in these economies dur-
ing the transition period, but the share of public revenues declined faster because of changes in own-
ership and in the taxation system, as well as reductions in tariffs. On the other hand, public expendi-
ture continued to increase (although its share of GDP declined) and is now higher than in other
economies with a similar degree of openness and per capita income. Spending was primarily in the
form of current public expenditures, social transfers and income redistribution rather than public
investment, which was only about 5 per cent of GDP and declined in the late 1990s. A large number of
quasi-fiscal activities complicated the fiscal situation.

In Poland, as a country example, the surplus at the beginning of the decade has turned
into a deficit of over 4 per cent of GDP and domestic public debt has increased to about 30 per cent of
GDP. Only debt forgiveness by the London and Paris Clubs in the early 1990s prevented the Government
from breaching its constitutional limit on public debt of 60 per cent of GDP.

Box IV.1

1997 1998 1999 2000 2001 2002 2003

General government 
balance

EU-(15 countries) -2.4 -1.6 -0.7 1.0 -1.0 -2.0 -2.6
Euro zone -2.6 -2.2 -1.3 0.2 -1.6 -2.3 -2.7
Czech Republic -2.5 -4.2 -3.4 -4.5 -6.4 -6.4 -12.9
Hungary -6.8 -8.0 -5.6 -3.0 -4.4 -9.3 -5.9
Poland -4.0 -2.1 -1.4 -1.8 -3.5 -3.6 -4.1
Slovenia .. -2.2 -2.1 -3.0 -2.7 -1.9 -1.8
Slovakia -5.5 -4.7 -6.4 -12.3 -6.0 -5.7 -3.6

General government 
gross debt

EU-(15 countries) 71.0 68.8 67.9 64.0 63.2 62.5 64.0
Euro zone 74.3 73.6 72.2 69.7 69.4 69.2 70.4
Czech Republic 12.2 12.9 13.4 18.2 25.2 28.9 37.6
Hungary 64.2 61.9 61.2 55.4 53.5 57.1 59.0
Slovenia .. 23.6 24.9 26.7 26.9 27.8 27.1
Slovakia 28.6 28.6 43.8 49.9 48.7 43.3 42.8

Consolidated general government balance and 

gross debt in selected EU member States, 1997-2003

Percentage of GDP

Sources:
Statistical office of the
European Communities
(Eurostat) and OECD.



In the past, the current-account deficits of most of these countries were large-
ly covered by FDI inflows, but diminished FDI into the new EU members may force exter-
nal borrowing. At the same time, transfers from EU should improve current accounts and
low global interest rates will limit deficits on investment income.

The main policy challenge for the new EU members is to work out a compre-
hensive post-enlargement strategy, ensuring that the application of EU rules and regula-
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EU accession will have direct and indirect fiscal effects for the new members. Among the
direct effects, contributions to the EU budget, co-financing of EU projects, spending to meet EU stan-
dards regarding the environment, public administration and infrastructure and the realignment of cus-
tom duties will have a negative impact on budgets. In contrast, some relief will come from the phasing
out of production subsidies and tax harmonization with EU: many foreign investors in the region were
granted preferential tax treatment and many taxes, such as value-added taxes (VATs), are lower than
in EU.

Among the long-run indirect effects of EU accession, tax competition will have a nega-
tive effect on budgets while stronger growth, brought about by convergence within EU, and better
budget institutions, will have a favourable effect. However, according to some estimates, the overall
fiscal impact of the EU accession will be negative, at least in the short run, leading to a deterioration
of about 1.5 per cent of GDP in the public finances of new members.a

Following admission, new EU members have to implement fiscal consolidation plans as
part of the EU multilateral fiscal surveillance framework. Moreover, they will eventually have to adopt
the euro, since EU does not intend to allow any more member countries to opt out. At some stage,
therefore, these countries will have to comply with the provisions of the Stability and Growth Pact,
including reducing their budget deficits to 3 per cent of GDP, and with other Maastricht criteria.

A number of changes may be introduced into the Pact, but these changes will probably
be limited to the accounting arrangements for public investment and the cyclical adjustment of budg-
etary balances. EU is unlikely to allow its new members with large structural deficits, especially with
their current pattern of expenditure, to join the monetary union, and it seems reluctant to adopt an indi-
vidual approach. Wishing to secure investors’ confidence, the new EU members, on the other hand, will
wish to abolish currency risk by joining the euro zone as soon as possible.

Though often used in the past, privatization receipts are no longer an option for financ-
ing fiscal deficits in these countries. Demographic trends in the region present a further fiscal chal-
lenge. These countries’ rapidly ageing populations and the possibility of large outward migration of
young people following the enlargement will create difficulties for the present pension system.
Servicing foreign debt is also becoming a fiscal burden for these countries.

Most of these countries have already adopted plans to reform public finances and to
streamline tax systems in response to these challenges, aiming at a significant reduction of their
deficits by 2008 and the adoption of the euro by 2010. Meeting these targets will require a compre-
hensive change in the structure of public finances, because cyclical factors, such as stronger GDP
growth, will not be sufficient. Balance cannot be achieved by higher taxation, owing to a ceiling on the
tax level in EU and tax competition among new members. Therefore, most of the consolidation will
have to focus on the expenditure side where a gradual approach will be required to avoid adversely
affecting the most vulnerable groups of the population. A crucial component of this strategy should be
a shift towards investment-related spending. Among other measures, the use of mandatory private sav-
ing accounts would alleviate the financial difficulties in the pension system. Increased efficiency in
public services will have to be achieved without increasing expenditure. To achieve all these goals, the
new EU members will also need more effective budget institutions.

Box IV.1 (cont’d)

a G. Kopits and I. Szekely, “Fiscal
policy challenges of EU
accession for the Baltics and
Central Europe”, in Structural
Challenges for Europe, G.
Tumpell-Gugerell and
P.Mooslechner, eds.
(Cheltenham, United Kingdom,
Edward Elgar, 2004).



tions does not have an adverse impact on their economies. Bulgaria, and especially
Romania, should focus on the implementation of the EU acquis. Most countries in South-
eastern Europe need to upgrade their industries, and implement institutional changes.
Further support from EU, including increased assistance and accommodative trade poli-
cies, could contribute in all these areas.

The Baltic countries: 
continuing fast growth

The Baltic States’ average GDP growth rate of above 7 per cent in 2003 was higher than
anticipated, despite the weak recovery of Western Europe (see table A.3). Reforms and pru-
dent macroeconomic policies have generated strong domestic demand, created jobs and
boosted GDP growth, resulting in a better performance than in other economies in transi-
tion. Growth is expected to moderate in 2004 and 2005 owing to a deceleration in domes-
tic demand, but will stay robust, supported by the improved business environment and
strengthening exports. With their further integration into EU structures, the prospects of
these countries’ will become more dependent on the recovery in Europe on the one hand
and on promoting competitiveness and growth on the other.

Average inflation in the Baltic States decelerated in 2003 (see table A.9), but
unemployment remains high, partly owing to the skill mismatch in the labour force. There
was a moderate decline in 2003 (see table A.7), but continued progress needs further
labour-market flexibility, supported by improved wage determination procedures.

These countries’ prudent fiscal policies and their low public debt support their
intentions to join the Monetary Union in the near future. To meet this goal, Estonia and
Lithuania joined the EU’s exchange rate mechanism (ERM2) in June 2004. Although this
mechanism allows national currencies to fluctuate against the euro within a 15 per cent
band, the two countries have opted to maintain their exchange rate pegs to the euro for two
years prior to adopting it. Latvia has indicated its intention to adopt the euro in January
2008, a year later than the other two Baltic States. It is therefore expected that these coun-
tries will bring their economic indicators in line with the Maastricht criteria and continue
their commitment to prudent macroeconomic policies.

Current-account deficits rose rapidly in 2003, reaching a double-digit percentage
of GDP in Estonia, over 9 per cent of GDP in Latvia and over 6 per cent of GDP in Lithuania.
These deficits are largely covered by FDI, but concerns over their sustainability remain.

Commonwealth of Independent 
States (CIS): the fastest growing region

Growth in the economies of the CIS region accelerated in 2003 to 7.6 per cent, under-
pinned by favourable external conditions, in particular increasing world demand and prices
for energy and commodities, and by robust domestic demand. Macroeconomic stability
and robust growth in many countries over the past five years, in conjunction with progress
in transition reforms, have restored the confidence of consumers and investors, in turn
reinforcing economic performance and prospects. Growth is forecast to remain robust in
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2004, but to moderate in 2005 as domestic demand decelerates and oil prices retreat from
their highs in 2004.

The stronger-than-anticipated recovery of the region largely reflects the
rebound of the economy of the Russian Federation, supported by acceleration in the large
economies of Kazakhstan and Ukraine, where GDP rose over 9 per cent. The fact that,
boosted by growing import demand, trade with other CIS countries increased rapidly, in
turn strengthened regional performance. The upswing of many smaller economies in the
region also contributed to this acceleration; in some of them, GDP grew at a double-digit
annual rate (see table A.3).

In 2003, the economy of the Russian Federation grew by 7.3 per cent, followed
by a year-on-year growth rate of 8 per cent in the first quarter of 2004. For the first time
since 2000, this recovery is being driven by investment: gross fixed capital formation grew
at a double-digit rate, but there was also rapid growth in household consumption and
export expansion of over 10 per cent in real terms, which marks a historic high. Real
incomes and consumer spending increased rapidly, as did labour productivity. Growth was
relatively balanced across industrial sectors, with particular strength in fuels and ferrous
metals. However, growth continues to depend heavily on hydrocarbon exports, presenting
the challenge of diversification into the non-energy sector in order to reduce the country’s
vulnerability to world oil prices (see box IV.2).

The increased growth in the Russian Federation in 2003 was also supported by
easier monetary policy. The refinancing rate was cut in 2003 and in January 2004, but the
priority in monetary policy is often to smooth exchange-rate fluctuations. The ruble appre-
ciated against the United States dollar in nominal terms by 2 per cent and in real terms by
14 per cent during 2003. Further moderate appreciation is expected. The Central Bank will
continue to control the growing money supply, mostly due to continued inflows, and to
limit the real appreciation of the ruble. Economic activity in the Russian Federation is
expected to moderate only marginally in the short run, while long-term growth prospects
depend on the success of broader structural reforms.

In 2003, rapid growth in domestic demand in the Russian Federation boosted its
imports from neighbouring countries, making it a regional engine of growth. Trade of the
Russian Federation with the three biggest economies in the region (Belarus, Kazakhstan and
Ukraine) rapidly increased, but exports to many other CIS countries grew as well (see figure
IV.5). Meanwhile, the initiative for creating a Single Economic Space (SES) among Belarus,
Kazakhstan, the Russian Federation and Ukraine will foster further regional trade and growth.

The performance of many other CIS economies has had features similar to
those of the Russian economy. Household consumption in most cases has increased rap-
idly and the growth of investment spending has accelerated. In Azerbaijan, strong invest-
ment is associated with the construction of oil and gas pipelines in order to expand
exports; in other countries, the recovery of investment has a broader base, but remains too
low to support adequate growth. Exports of hydrocarbons were the main contributor to
growth in such resource-rich countries as Azerbaijan, Kazakhstan and Turkmenistan,
while in Ukraine it was exports of metals (see chap. II). Relying predominantly on exports
of resources, however, makes growth vulnerable to the volatility of external markets, and
diversifying output remains a challenge for these countries. Imports were also strong in
many economies.
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The oil sector and economic

growth in the Russian Federation

A number of factors have contributed to the recovery of the Russian economy from the financial crisis
of 1998: devaluation of the national currency, higher commodity prices, in particular of oil and gas, and
progress with economic reforms. Among these, dependence on oil and oil prices presents a challenge
to the sustainability of growth.

Boosted by higher world oil prices and growing demand, the Russian Federation’s oil out-
put rose by 38 per cent between 1999 and 2003 (see figure) as the result of an increase in capacity uti-
lization and a recovery in investment in the sector. The oil sector is among the fastest growing indus-
tries in the Russian Federation, having outpaced overall industrial output growth by over 4 percentage
points in 2003. Although it accounts for only 9 per cent of gross domestic product (GDP) and less than
1 per cent of total employment, it has a large and growing impact on economic activity, mainly through
the increase in revenues from oil exports, but also through the growth in the volume of exports, their
impact on the real exchange rate and the fact that oil revenues account for 35-45 per cent of govern-
ment revenues.

Oil revenue is subject to the short-term volatility in international oil prices. However, the
role of the oil sector as a driving force for economic activity should also be viewed from a long-run per-
spective taking into account the relationships among GDP, the real effective exchange rate, the fiscal
situation and oil prices. An empirical investigation by the United Nations Secretariat suggests that an
increase of $1 in the price of Urals oil raises the Russian Federation’s real GDP by 0.44 percentage
points. Among other comparable oil-producing countries, only Azerbaijan, Turkmenistan, Venezuela and
the Islamic Republic of Iran have a higher dependence on oil than the Russian Federation, when meas-
ured in terms of oil and gas exports as a share of total exports.a The study also supports the view that,

Box IV.2

Sources:
Goskomstat of the Russian
Federation and International
Energy Agency (IEA).

Output and prices of oil in the Russian Federation, 1999-2003
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The rapid economic growth in the CIS region in 2003 did not translate into
many new jobs. A weakening of employment was observed almost everywhere in the
region, with a few exceptions, such as Kazakhstan, where employment grew over 3 per cent.
Registered unemployment remains in the range of 1.4 to 9.8 per cent (see table A.7), but
the statistics may underestimate the actual level. The available labour-force survey data for
some of the countries in the region indicate a higher rate of unemployment. Given the
ongoing restructuring of enterprises in many countries, unemployment is unlikely to fall
significantly in the short run.

Against this background, poverty and inequality remain challenges. Despite the
decrease in absolute poverty in some countries, inequality is rising. The average incomes of
the top 10 per cent in the Russian Federation are estimated to have been 15 times greater
than those of the lowest 10 per cent in 2003.

Macroeconomic policy in most of these countries was supportive in 2003, main-
ly through a more relaxed monetary policy. In view of the inflationary expectations in such
countries as Belarus, the Republic of Moldova and Tajikistan, tighter fiscal and monetary poli-
cies are needed to constrain inflation and improve debt dynamics. Refinancing rates were cut
by the central banks in countries where capital inflows and export revenues from oil strength-
ened the domestic currency. In many cases, the continued weakening of the United States dol-
lar throughout the period resulted in real effective depreciation of the currency. There was a
reduction of the effects of world oil-price fluctuations on exchange rates and domestic mar-
kets in Azerbaijan and Kazakhstan owing to the functioning of the oil stabilization funds, and
similar results are expected for the Russian Federation, as its fund goes into operation. 

Government deficits decreased on average in 2003, largely owing to the cycli-
cal effects of output, and remain lower than in other transition countries. Additional rev-
enues from higher-than-expected prices of commodities, in particular oil and gas, in
export-oriented countries contributed to this improvement. In the Russian Federation and
Kazakhstan, in particular, a rapid increase in general government surpluses was due to
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along with the increase in the price of oil, the depreciation of the rouble since 1998 has contributed to
Russia’s long-run growth. Both factors are driving the growth of GDP in the short run as well. Therefore
macroeconomic policies, in particular, anti-inflationary policy could be used to restrain the real appre-
ciation of the ruble.

These results underscore the importance of oil prices for the country’s growth prospects
and the extent to which the domestic economy is exposed to external shocks. This potential vulnerabil-
ity also spills over to neighbouring countries and is therefore a downside risk for the economic prospects
of the Commonwealth of Independent States (CIS) region as a whole. At the same time, there is the
potential of using the windfall gains from this natural resource to diversify the economy and to improve
the country’s and the region’s long-term prospects. A step in this direction was the establishment in
2003 of a Stabilization Fund, which started to accumulate oil-associated windfalls in 2004 and is intend-
ed to provide stability to public finance. The study indicates, however, that the beneficial impact of high
oil prices on GDP could be offset by a real appreciation of the currency, as is currently happening. This
suggests the need for macroeconomic policies to restrain the real appreciation of the ruble.

Oil is often regarded as a blessing, but it can also have negative economic effects on non-
oil sector development, through a sequence known as the Dutch disease.b As a natural resource, oil’s role
should be not only to temporarily improve output growth, but also to transform the oil boom into sustain-
able long-term growth. The latter is exclusively a task for policy, not only on the fiscal side but also in terms
of the macroeconomic policy required to support stabilization in conjunction with structural reforms.

Box IV.2 (cont’d)

b The term “Dutch disease” is
used to explain a situation in
an economy where exports of a
natural resource raise the value
of the national currency which,
in turn, makes manufactured
goods less competitive
internationally, increasing
imports and decreasing exports
of such goods.
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Source:
Goskomstat of the Russian Federation and Inter-State Statistical Committee of CIS.

Figure IV.5. 
Trade of the Russian Federation with other CIS countries, 2002 and 2003 
(Millions of dollars)
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higher-than-anticipated revenues. There were a few exceptions, such as Armenia and
Tajikistan, where growing public spending increased fiscal deficits. In countries with rela-
tively large fiscal deficits (Armenia, Kyrgyzstan, the Republic of Moldova, Tajikistan and
Uzbekistan), a further reduction is projected in 2004. Commitments to prudent fiscal poli-
cies, along with ongoing tax system reforms, are contributing to a strengthening of public
finance and hence will improve overall prospects.

There was an increase in the average current-account surplus for the region in
2003, but the overall positive balance is largely a reflection of the current-account surpluses
of the Russian Federation, Ukraine and Kazakhstan. Elsewhere in the region, external
imbalances are the result of deficits on services and factor incomes and, given the negligi-
ble private capital inflows, external sector stability is underpinned mostly by worker remit-
tances and official transfers. A downturn in commodity prices would worsen the external
positions of the resource-rich economies. Further rapid growth in consumption and invest-
ment is also likely to narrow the current-account surpluses in the region.

Economic buoyancy, macroeconomic stability and the improved business envi-
ronment in the region continued to attract foreign capital. In the Caucasian and Central
Asian countries, the increase in inflows was substantial, dominated by FDI in the hydro-
carbon sector. In Azerbaijan, FDI reached 46 per cent of GDP in 2003. In Ukraine and the
Russian Federation, FDI inflows increased in absolute terms, but the total stock of FDI as
a proportion of GDP remains low.

The major risk for the CIS region is related to world prices for commodities,
in particular to the prices of oil and gas, which account for a substantial part of the export
revenues of the resource-rich countries. If prices go down more than anticipated by the end
of the year, external imbalances might deteriorate in some of the countries and growth
might moderate below the projected rate. In some countries, there also remains the risk of
postponing structural reforms, including strengthening institutions (including property
rights) and developing an efficient banking sector to provide financial resources for an
investment-oriented growth process. Both possibilities would slow market transformation
and dampen the long-term prospects of the region.

The Developing economies

Growth accelerated in the developing countries in 2003 (see table IV.3), thanks to the
improvement in the international economic environment—reflected in increased capital
inflows, strengthened external demand and a recovery in the prices of commodities—as
well as supportive economic policies in a number of countries, notably in East Asia.
Nonetheless, the employment situation continued to deteriorate and remains a source of
concern in many countries. The economic outlook for developing countries in 2004 is pos-
itive, with average GDP growth expected to reach 5¼ per cent.

An enabling external environment has much to contribute to developing coun-
tries’ growth, but recent experience has also demonstrated the importance of countries’
being able not only to maintain sustainable macroeconomic balances and to make use of
counter-cyclical measures but also to count on sound regional growth to mitigate the neg-
ative effects of a global economic downturn. Most Latin American countries, for example,
have been unable to use macroeconomic policies to support their economies when affect-
ed by external shocks and have thus experienced periods of unsatisfactory—in some
instances, negative—growth. Policies in the region seem to exacerbate the effects of both

Most fiscal balances
improve  ...

... but current-account
balances are mixed

Commodity prices,
particularly of oil and

gas, are the major 
risks to continued 

rapid growth

The improved external
environment is largely

responsible for
improved growth ...

... because domestic
policy actions are 
often constrained
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Table IV.3.
Growth, unemployment and inflation in major 

developing economies, quarterly indicators, 2002-2003

2002 quarter 2003 quarter
I II III IV I II III IV

Rate of growth of gross domestic producta

Argentina -16.3 -13.5 -9.8 -3.4 5.4 7.7 10.2 11.3
Brazil -0.6 1.0 2.4 3.7 2.0 -0.8 -1.1 -0.1
Chile 1.1 2.2 2.7 3.5 3.7 3.0 3.1 3.3
China 7.6 8.0 8.1 8.1 9.9 6.7 9.6 9.9
Colombia -0.1 2.3 2.0 2.2 4.1 2.2 4.1 4.5
Ecuador 1.3 3.9 5.0 3.5 2.7 0.8 -2.3 4.0
Hong Kong SARb -0.6 0.8 3.4 5.1 4.5 -0.5 4.0 5.0
India  6.3 5.1 5.5 2.0 4.9 5.7 8.4 10.4
Indonesia 2.4 4.1 4.6 3.6 4.5 3.6 4.0 4.4
Israel -2.2 -1.7 0.0 0.7 1.1 0.7 1.1 1.9
Korea, Republic of 6.5 7.0 6.8 7.5 3.7 2.2 2.4 3.9
Malaysia 1.3 4.0 5.8 5.4 4.6 4.5 5.1 6.4
Mexico -2.2 2.0 1.8 1.9 2.3 0.2 0.4 2.0
Philippines 3.8 4.1 3.8 5.8 4.5 4.0 5.1 4.5
Singapore -1.5 3.8 3.8 3.0 2.8 -2.8 2.6 4.9
South Africa 3.0 3.8 2.9 2.4 1.5 1.1 1.6 1.5
Taiwan Province of China 0.9 3.7 5.2 4.5 3.5 -0.1 4.2 5.2
Thailand 3.9 5.1 6.2 6.3 7.3 6.5 6.6 7.8
Turkey  2.1 8.9 7.9 11.4 8.1 3.9 4.8 5.4
Venezuela -3.8 -9.1 -5.6 -16.7 -27.6 -9.4 -7.1 9.0

Unemployment ratec

Argentinad .. 21.5 .. 17.8 20.4 17.8 16.3 14.5
Brazil 12.2 12.0 11.7 10.9 11.6 12.7 12.9 12.0
Chile 8.8 9.5 9.7 9.6 7.9 8.8 9.3 8.1
Colombia 16.4 15.8 15.3 15.1 15.2 14.0 14.3 13.1
Hong Kong SARb 7.2 7.7 7.2 7.3 7.9 8.6 7.9 7.3
Indonesia 8.1 .. 9.1 .. .. .. .. ..
Israel 10.4 10.3 10.4 10.2 10.8 10.6 10.7 10.9
Korea, Republic of 3.7 3.0 2.8 2.9 3.6 3.3 3.3 3.4
Malaysia 3.7 3.8 3.2 3.2 3.8 4.0 3.4 3.2
Mexico 2.8 2.6 2.9 2.5 2.8 3.0 3.8 3.5
Philippines 10.3 13.9 11.2 10.2 10.6 12.2 12.6 10.1
Singapore 3.7 5.2 3.8 4.7 3.7 5.4 4.9 4.9
Taiwan Province of China 5.1 5.0 5.3 5.2 5.1 5.0 5.1 4.8
Thailand 3.2 2.9 1.8 1.8 2.8 2.5 1.5 1.8
Turkey 11.8 9.3 9.6 11.0 12.3 10.0 9.4 10.3
Uruguay 14.7 15.4 17.6 19.2 18.6 16.8 16.1 15.4
Venezuela 15.5 15.8 16.5 16.2 .. .. .. 17.8
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2002 quarter 2003 quarter
I II III IV I II III IV

Growth of consumer pricesa

Argentina 4.2 23.3 36.0 40.3 35.7 14.5 5.2 3.7
Brazil 7.6 7.8 7.6 10.6 15.6 16.9 15.2 11.4
Chile 2.4 2.2 2.4 2.9 3.8 3.7 2.7 1.1
China -2.8 -3.2 -2.7 -1.8 -1.6 -1.2 -2.0 -1.4
Colombia 6.6 5.9 6.0 6.8 7.4 7.6 7.1 6.4
Ecuador 14.7 13.2 12.4 9.9 9.7 8.2 7.5 6.5
Hong Kong SARb -2.6 -3.1 -3.4 -3.0 -2.0 -2.5 -3.6 -2.3
India  5.1 4.5 4.0 4.0 3.8 4.7 3.4 3.4
Indonesia 14.1 11.5 10.5 10.0 7.2 6.5 5.7 4.1
Israel 3.8 5.7 6.5 6.7 5.5 0.9 -1.8 -2.3
Korea, Republic of 2.5 2.7 2.6 3.3 4.1 3.3 3.1 3.6
Malaysia 1.4 1.9 2.1 1.8 1.3 0.9 1.0 1.0
Mexico 4.7 4.8 5.2 5.3 5.4 4.7 4.1 4.0
Philippines 3.6 3.4 2.8 2.6 2.9 3.0 3.1 3.2
Singapore -0.8 -0.4 -0.4 0.1 0.7 0.2 0.5 0.7
South Africa 5.3 7.5 10.3 12.6 10.7 7.9 4.9 1.0
Taiwan Province of China -0.1 0.0 -0.2 -0.5 -0.2 -0.1 -0.6 -0.2
Thailand 0.6 0.2 0.3 1.4 2.0 1.8 1.9 1.6
Turkey  70.3 47.0 39.5 31.6 27.6 30.0 25.1 19.4
Venezuela 14.6 18.9 24.8 30.6 35.5 34.2 29.5 26.3

Table IV.3 (continued)

Sources:
IMF, International Financial Statistics; and national authorities.

a Percentage change from the corresponding quarter of the previous year.
b Special Administrative Region of China.
c Reflecting national definitions and coverage that are not comparable across economies.
d Data are reported in May and October until 2002. 

the upturn and the downturn of the economic cycle, exposing the region to marked volatil-
ity in growth. Similarly, policy constraints have prevented many African countries from
breaking away from their low growth path. Conversely, East Asian countries in particular
have been able to use domestic policy instruments to support their economies when con-
fronted with adverse shocks. As domestic demand recovers in the region, these countries
are switching to a more cautious policy stance in order to strengthen their fiscal positions.

Africa: growth slowly picking up
GDP growth in Africa is forecast to accelerate to 4 per cent in 2004 as many countries
increase agricultural and industrial output. Higher consumer spending, increasing invest-
ment, including more FDI in several countries, and cautiously expansionary government
expenditures in a growing number of countries are expected to support rising domestic
demand. Moreover, the region will benefit from the more auspicious external environment,
including the higher prices of commodities and increased demand for its exports.
Successful transition from civil conflicts to peace and the move towards stability in several
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war-torn countries should also improve the economic performance of the region, especial-
ly that of sub-Saharan Africa.

In North Africa, GDP growth is expected to be sustained at 4¼ per cent in 2004.
Increased oil revenues will support the growth of both private and public consumption in
Algeria, Egypt and the Libyan Arab Jamahiriya. Improved diplomatic relations with the
United Kingdom and the United States and the lifting of economic sanctions are expected to
pave the way for the Libyan Arab Jamahiriya’s resumption of normal ties with trading part-
ners. Substantial inflows of FDI for infrastructure development and the expansion of oil pro-
duction are anticipated. Rising industrial output and services related to tourism in Egypt,
Morocco and Tunisia are also expected to improve North Africa’s overall growth. The forecast
recovery in EU will also be a positive force for economic growth in the subregion.

GDP growth for sub-Saharan Africa, excluding Nigeria and South Africa, will
accelerate to 5 per cent in 2004 from 2.8 per cent in 2003. With Nigeria and South Africa
included, estimates for sub-Saharan Africa are closer to the regional average of 4 per cent
in 2004, up from 2.6 per cent in 2003. Growth continues to vary widely across sub-
Saharan countries.

South Africa achieved only 1.9 per cent growth of GDP in 2003, much lower
than anticipated. The country’s economic performance weakened largely because the
export gains of previous years were eroded by the loss of competitiveness stemming from
the sustained appreciation of the rand vis-à-vis the dollar. Growth is expected to rebound
to over 3 per cent in 2004 on the basis of strong consumer demand driven by lower infla-
tion and lower interest rates, increased investment spending and expansionary fiscal meas-
ures targeted at poverty reduction, employment creation and the fight against HIV/AIDS.

South Africa’s mining and manufacturing sectors, the largest employers in the
country, were hit hardest by the appreciation of the rand. Strong growth in the dollar prices
of most of South Africa’s commodity exports generally did not translate into price gains in
national currency. The mining sector recorded no growth in the fourth quarter of 2003,
with negative growth projected for 2004. Imports of low-cost consumer goods also under-
mined the country’s labour-intensive textile and apparel industries. Large negotiated wage
increases that were not matched by productivity gains compounded the sector’s problems.
As a result, South Africa’s unemployment rate remained high, standing at 28.2 per cent in
September 2003. On the other hand, the appreciation of the rand helped South African
authorities to lower inflation from almost 13 per cent in the last quarter of 2002 to 1 per
cent by the end of 2003 .

In Nigeria, higher oil-export revenues, increased public and private consump-
tion and moderate growth in agricultural output sustained GDP growth in 2003. The same
factors are expected to support a strong economic performance in 2004-2005, while the
National Economic Empowerment and Development Strategy (NEEDS), the
Government’s economic programme launched in March 2004, should improve Nigeria’s
economic prospects in the coming years. NEEDS focuses on poverty eradication and places
renewed emphasis on wealth and employment creation as key economic objectives. It envi-
sions sustained improvement in the functioning of private and public sector institutions,
strict adherence to fiscal discipline and diversification of production and exports to expand
economic activity beyond the hydrocarbons sector.

Other oil-producing countries in sub-Saharan Africa will also continue to ben-
efit from higher oil prices: GDP in new oil-producing countries, such as Chad and
Equatorial Guinea, are growing at a double-digit pace (see figure IV.6). The same is true in
Angola where new production facilities have boosted output. However, the fast growth
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brought about by the oil sector is not necessarily sustainable and presents additional chal-
lenges for these countries (see box IV.3).

Several countries that have made significant progress in political and econom-
ic reforms (Benin, Botswana, Ghana, Mauritius, Mozambique, Uganda and the United
Republic of Tanzania) are expected to sustain growth rates in the range of 4-6 per cent in
2004. Countries emerging from conflict (such as the Democratic Republic of the Congo,
Liberia and Madagascar) are also expected to achieve high rates of growth. Meanwhile,
increased South African investment in infrastructure and in minerals and metals process-
ing for export markets will continue to underpin growth in Namibia, Mozambique and
several other countries in Southern Africa.

Côte d’Ivoire, Ethiopia and Zimbabwe were among the few countries in Africa
that suffered economic contraction in 2003. Ethiopia is expected to achieve positive growth
in 2004 with the return of good weather and improved agricultural output. Economic activ-
ity resumed, haltingly, in Côte d’Ivoire after all parties involved in the conflict signed a
peace agreement in January 2003 (for the text of this accord, the Linas-Marcoussis
Agreement, see document S/2003/99 of 27 January 2003, annex I). However, in the early
months of 2004, the country was still divided into two zones, one controlled by the
Government and the other by insurgents. The peace process has been often undermined by
incidents involving armed clashes and other civil disturbances. The crisis will continue to
have far-reaching negative effects on the economies of neighbouring countries, especially
Burkina Faso, Guinea and Mali, whose trade and financial flows with Côte d’Ivoire –par-
ticularly worker remittances– have been severely impeded since the disturbances started in
September 2002. Meanwhile, Zimbabwe’s economic decline, which has resulted in a cumu-
lative contraction of economic output by over 50 per cent during the past five years, is
expected to continue in 2004, albeit less severely than in previous years.

Source:
UN/DESA.

a Forecast.
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Policy challenges in African oil-producing countries

The new oil-producing countries have been among the fastest growing economies in Africa in recent
years. Equatorial Guinea, for instance, has grown at double-digit rates since its first oilfields came on-
stream in 1992. Chad, the newcomer among African oil exporters, is expected to record the strongest
GDP growth in the continent in 2004. Moreover, the promising results of preliminary explorations in
West and Central Africa may add several others to the list of rapidly growing economies in the region
in the near future.

The growth of the new oil-exporting countries is impressive but the sustainability of such
performance and its translation into broader improvements in development are matters of debate.
Almost no established African oil-producing country has been successful in achieving strong and sus-
tainable growth. More importantly, these countries in general, have not achieved better social indica-
tors than other countries in the region.a Terms-of-trade volatility, overvaluation of the real exchange
rate (commonly known as the Dutch disease) and the institutional impact of oil (such as rent-seeking
behaviour, corruption and public sector mismanagement) have been the usual channels of causation
from oil resource abundance to disappointing long-term economic growth.b Improved fiscal and mone-
tary policies could help countries to confront some of these challenges.

Fiscal expenditures in African oil-producing countries tend to increase at times of rising
oil prices and remain relatively high in periods of lower prices. Consequently, the fiscal balance dete-
riorates and the inevitable deficit is financed by borrowing. External financing makes these countries
vulnerable to interest-rate and exchange-rate fluctuations, as well as to the loss of new loans as sus-
tainability concerns set in or investors’ risk appetite declines. Domestic financing, on the other hand,
is often inflationary or crowds out private sector access to credit. Mounting fiscal and external imbal-
ances and difficulties in accessing external borrowing usually force oil-producing countries to make
aggressive expenditures cuts, which undermine investment and growth. Additionally, the delivery of
social services is eroded, leading to a worsening of social conditions.

The challenge of fiscal policy in African oil-producing countries is thus to avoid large
swings in public spending while, at the same time, creating an enabling environment for economic
growth and poverty eradication. Experience suggests that fiscal policy in these countries would bene-
fit from the adoption of additional institutional arrangements, such as fiscal rules, legal frameworks
guiding the use of oil revenues, and contingent financial instruments.c

The idea underpinning fiscal rules is to set a predetermined target for the fiscal balance,
commonly the non-oil fiscal balance.d The rationale is to provide policy makers with an anchor and ren-
der difficult any attempt to pursue erratic fiscal policies in response to oil price fluctuations. This mech-
anism is usually accompanied by the establishment of a stabilization fund.

Chad provides an example of how a legal framework for the use of oil revenues, if effec-
tively enforced, could contribute to addressing the challenges resulting from increased oil revenues. In
1999, Chad passed an oil revenue management law, an unprecedented legal provision in an African oil-
producing country. Under this law, specific shares of oil revenues are allocated to specified uses. A
Revenue Oversight Committee, comprising members of civil society, Parliament, the Supreme Court and
the Government, has responsibility for ensuring the effective implementation of the scheme. It also
constitutes the only institution allowed to authorize any use of oil revenues. Moreover, a decree prom-
ulgated in July 2003 envisaged a stabilization mechanism whereby a share of oil revenues will be
saved and used as a buffer during periods of lower prices.

The recourse to contingent financial instruments, including futures, swaps and options,
transfers the risk of oil price volatility to international markets. Oil revenues and public budgeting then
become more realistic and certain. The shortcoming of this scheme for African oil-producing countries

Box IV.3

a See Menachem Katz and
others, Improving Petroleum
Revenue Management in Sub-
Saharan Africa (Washington,
D.C., IMF, 23 January 2004).

b See Gylfason, Thorvaldur,
“Natural resources, education,
and economic development”,
European Economic Review,
vol. 45, pp. 847-859.

c Report of the UNCTAD
Secretariat entitled
“Examination of the
effectiveness and usefulness
for commodity-dependent
countries of new tools in
commodity markets: risk
management and collateralized
finance”, document
TD/B/COM.1/EM.5/2, 24
February 1998.

d The non-oil fiscal balance is
equal to the overall balance of
fiscal operations less oil
revenue and net interest
income. It also excludes
foreign-financed investment.
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Fiscal and monetary policies were generally cautious in most African countries
in 2003, reflecting the gains that countries had made in improving political governance
and economic management in recent years. Cautious policies also reflect the need for sev-
eral countries to adhere to performance criteria established by multilateral lending insti-
tutions and donor countries as underlying conditions for external financial assistance and
debt relief. However, there has been fiscal expansion in several countries that have bene-
fited from high oil revenues and improved export earnings. Increased public expenditures
in such countries as Algeria, Egypt and most Communauté financière africaine (CFA)
franc zone countries were largely concentrated in infrastructure development, health, edu-
cation, and public works projects to combat high levels of unemployment. South Africa
embarked on a third year of moderate fiscal expansion in 2003 with increased expendi-

is that it requires a sophisticated domestic financial sector, or at least capacity in trading commodity-
backed financial instruments; such institutional structures do not yet exist in the region.

Political acceptance of such measures, however, may be difficult to achieve. Low levels
of human development, widespread poverty, poor infrastructure and the urgent need to address these
challenges place pressure on public spending and make the establishment of an oil revenue saving
scheme problematic. To be effective, any choice of fiscal policy should be made through deepening the
dialogue between Governments and other stakeholders, including civil society. Stakeholder discussions
are likely to facilitate the acceptance of cautious fiscal spending rules and also lock policy makers into
an agreed position. Equally importantly, improving transparency and accountability in the use of public
revenues may increase public acceptance of a stringent fiscal stance.

Nevertheless, responsible fiscal policy will not suffice to confront all the potential diffi-
culties brought about by increased oil revenues. If converted into domestic currency, these may gener-
ate inflationary pressures; this could, for example, explain part of the rise in consumer prices in such
countries as Chad and Equatorial Guinea. Achieving price stability in this context requires sterilizing
foreign inflows, which means reducing the domestic component of the monetary base (bank reserves
plus currency) in order to offset inflows of foreign reserves. One way of achieving this is to use open
market operations whereby central banks sell treasury bills and/or other public securities, thereby
removing excess liquidity.

Unfortunately, the use of open market operations in African oil-producing countries is
constrained by the lack of well-developed capital markets with an adequate supply of marketable
instruments, which investors are willing to hold. This is the reason why oil-producing countries in the
Central African Economic and Monetary Community (Communauté Économique et Monétaire de
l’Afrique Centrale (CEMAC))e have turned to other measures, such as reserve requirements, which the
regional central bank has differentiated by country to account for their different liquidity positions.
Nonetheless, even if successful, reserve requirements appear to be an implicit tax on banks and have
the potential to provoke financial disintermediation, with financial activity moving outside the banking
system, weakening the central bank’s monetary control. Open market operations may also have two
side-effects. First, they may increase domestic interest rates and trigger additional inflows if domestic
capital markets are well integrated into world capital markets. Second, open market operations may
generate operating losses as the funds raised domestically are reinvested in foreign assets that often
generate lower returns. Because of the limited integration of African capital markets with the rest of
the world, these two side-effects could be limited in African oil-producing countries and are likely to
be outstripped by the benefits. One of the many challenges for these countries, therefore, is to promote
the development of domestic capital markets, a precondition for successful open market operations.

Box IV.3 (cont’d)

e CEMAC is one of the two CFA
franc zones in Africa. It
comprises Cameroon, Chad,
the Central African Republic,
the Congo, Gabon, and
Equatorial Guinea.

A cautious policy 
stance is followed
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tures targeted at social services and labour-intensive infrastructure projects to accelerate
the pace of job-creation.

Inflation remained at single-digit levels in most African countries, although
sharp increases in consumer prices were recorded in countries suffering from food short-
ages, increased costs of imported oil and petroleum products and other inflationary effects
of currency depreciation.

Africa’s external debt situation improved as strengthened export earnings pro-
vided additional funds to meet debt-service obligations. Moreover, the appreciation of
some national currencies against the dollar was beneficial for countries with external debt
substantially denominated in dollars (such as most CFA countries, for example, Morocco
and Tunisia). Middle-income countries with a relatively robust presence in international
financial markets (for example, Tunisia) strengthened their public debt management strate-
gies in order to reduce their exposure to adverse borrowing conditions and exchange-rate
fluctuations.

Implementation of the Heavily Indebted Poor Countries (HIPC) Initiative
provided either partial or full debt-relief financing to 23 African least developed countries
as of May 2004 (see chap. III). However, nine African HIPC countries—Burundi, the
Central African Republic, the Comoros, the Congo, Côte d’Ivoire, Liberia, Somalia, the
Sudan and Togo—have not yet satisfied the governance, reform and other criteria required
to receive HIPC financing. The HIPC programme is scheduled to end in December 2004
but the possibility of extending this deadline is being considered.

The short-term outlook for Africa is favourable in the absence of any major
supply-side shock to domestic output, such as adverse weather conditions that would dis-
rupt agricultural production. Expectations of a more favourable external environment in
2004-2005 have enhanced the prospects for increased export revenues from oil and non-
oil commodity exports, as well as from increased exports of manufactured goods to EU and
the United States under improved market access agreements.

Despite initial fears of political tensions leading to social unrest and possible
disruptions of economic activity, successful presidential and parliamentary elections were
conducted in Algeria, Guinea-Bissau and South Africa in early 2004. Elections are sched-
uled for about 20 other countries in 2004-2005 with similar apprehensions of potential
downside risks. However, there is growing confidence that democracy and elections—and
their contribution to peace, security and a stable economic environment—have successful-
ly taken hold in an increasing number of African countries.

East Asia: challenges ahead
East Asia, on average, was able to sustain a fast pace of growth in 2003, despite the diffi-
culties faced in the first half of the year when the region was affected by the uncertainties
related to the war in Iraq, the sluggish international environment and the outbreak of
severe acute respiratory syndrome (SARS). With the improvement in the external environ-
ment and increased domestic demand in some economies (for example, Indonesia and
Malaysia), economic growth picked up during the year. Accommodative monetary and fis-
cal policies, as well as an upturn in stock markets, supported the economic recovery, which
became increasingly entrenched towards the end of the year. For 2003 as a whole, GDP
growth reached 6 per cent, which is comparable with the region’s performance in 2002.

Improved debt
financing conditions
prevail in 2003

The near-term outlook 
is favourable
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Much of this outcome was due to China, not only because of its robust economic per-
formance and its weight in the regional economy, but also because of its role as a major
market for regional exports. Excluding China, the region’s GDP growth was only 3.6 per
cent in 2003, a deceleration in relation to 2002 (see table A.4).

GDP growth in the region is expected to accelerate to almost 7 per cent in 2004,
with the majority of economies forecast to improve growth. A strong performance is antici-
pated for Singapore as that economy works off the negative effects of the SARS outbreak in
2003. By contrast, China and the Philippines are likely to see a modest deceleration in GDP
growth in 2004 owing to contractionary monetary policy measures (see below).

Economic growth in China, at over 8 per cent, is forecast to remain the fastest
in the region in 2004. China’s economy continues to be driven by investment which grew
by 24 per cent in 2003, with particularly strong growth in such sectors as steel, construc-
tion and real estate. China’s trade volume also increased strongly in 2003, thanks to the
continued recovery of the world economy and the depreciation of the dollar which, owing
to the pegged currency, has contributed to the increased competitiveness of Chinese
exports. This, however, generated increasing pressure on China to reconsider its foreign
exchange policy (see box IV.4).

The growth of investment, together with the large increase in lending, has led
to fears of an overheating of the economy. This could trigger a sudden slowdown in
investment in key sectors and a fall in economic growth, possibly accompanied by diffi-
culties in the banking sector, which has already shown some fragility owing to weak risk
management. However, various policy measures by the Government to cool the economy
make such a hard landing scenario unlikely.

The strong growth of China will continue to benefit other countries in the
region. In Hong Kong Special Administrative Region (SAR) of China, trade, tourism and
the financial sector will profit from the easing of travel restrictions on Chinese nationals
and the introduction of a free trade agreement between the two economies. Growth in
Taiwan Province of China in 2004 will be based to a considerable extent on its trade link-
ages with China, although domestic demand is expected to play an increasingly supportive
role. While China represents an important market for the Republic of Korea, Malaysia and
the Philippines, competition from China in third markets may partially offset its positive
impact in these economies. Meanwhile, despite the continued importance of exports, the
strengthening of domestic demand will be progressively more relevant for growth in
Indonesia, Malaysia, the Philippines, the Republic of Korea and Thailand.

Labour-market outcomes were mixed in 2003. In Malaysia, Taiwan Province of
China, Thailand and Viet Nam, improved economic conditions, combined with targeted
public interventions, led to only a modest decline in unemployment, but there was no
improvement in the rate of unemployment in all other economies in the region (see table
IV.4).  While an improvement in labour markets usually lags behind a recovery in eco-
nomic activity, there are also structural and sectoral factors at play. For instance, the rise in
unemployment in China is linked to the lay-offs by State-owned firms and migration of
farmers to urban centres. A relatively fast growing labour force plays an important role in
increased unemployment in the Philippines. In contrast, Singapore’s labour market has suf-
fered from specific sectoral weaknesses, with job losses occurring especially in the con-
struction sector and in manufacturing.

Throughout the region, the effect of the economic upturn on employment is
likely to remain limited in the short term. Any meaningful reduction of unemployment
would require external and domestic demand to move more synchronously, creating more
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Domestic implications of China’s 

exchange-rate regime: should China float?

China’s current exchange rate regime pegs the value of the yuan at Y8.27 to the dollar, with a trading
band of ±0.3 per cent. While the yuan is convertible for current-account transactions, restrictions apply
for transactions on the capital account. These restrictions are asymmetric, making it easier for foreign
investors—or foreign-owned Chinese firms—to conduct capital account transactions than it is for
Chinese residents or firms to do so. Additionally, emphasis is placed on controlling capital outflows
rather than capital inflows.

Dollar-denominated external transactions are vital for China and the peg of the yuan to the
dollar reduces the exposure of the economy to the potentially large impact of fluctuations in this exchange
rate. This is important because of the embryonic state of the Chinese financial market and the lack of
financial instruments to hedge against exchange-rate movements. Additionally, the fixed exchange-rate
regime can limit any surge in inflation resulting from China’s strong economic growth.

The argument in favour of China’s moving towards a more flexible currency arrangement
is based on the need to improve the allocation of resources and to reduce the adverse effects of any
external economic shocks. By sending the wrong price signals to economic agents, the currency regime
may affect the allocation of resources not only within China but worldwide. Currently, the peg implies
an undervaluation of the yuan, as it ignores the improvement in China’s economic position relative to the
United States. As a result, it may have led to the allocation of excessive resources to the production of
exports and the country may have imported less than it otherwise would have done. Furthermore, the
peg reduces the perceived exchange-rate risk and hence the associated risk premium demanded by for-
eign investors, making inflows of foreign direct investment (FDI) even larger than they would have been
otherwise. Similarly, the undervalued currency is an incentive for speculative capital movements hoping
for a revaluation. The currency peg may therefore be the source of speculative bubbles and their asso-
ciated risks for the wider economy. In sum, both the perceived absence of exchange-rate risk and the
perceived undervaluation of the currency can promote excessive capital inflows into China.

The fixed exchange-rate regime also makes it more difficult for China to deal with real
external shocks because any adjustments have to come from changes in domestic prices or, in sectors
where prices are fixed or less flexible, from changes in output and employment. During the Asian cri-
sis, for example, downward pressure on the yuan in conjunction with the fixed exchange-rate regime
was important in producing a deflationary environment in the Chinese economy.

It is also argued that a fixed exchange-rate regime constrains actions by monetary poli-
cy authorities. The need for a more independent monetary policy has become more relevant in China
because of the development of capital markets in China and the increased scope that this provides for
monetary policy measures. Monetary policy itself may become increasingly important because of the
more stringent fiscal policy constraints that China is facing.

In China’s case, however, the government has maintained a degree of autonomy in mon-
etary policy by combining the currency peg with restrictions on capital account transactions. If there
were no capital controls, the fragility of the banking sector, especially the volume of non-performing
loans held by commercial banks, could lead to a run on banks and capital flight. De-control of capital
flows would also allow Chinese savers to invest abroad. Their converting even a small proportion of
the large amount of savings held in the Chinese banking system to foreign assets could give rise to
downward pressure on the value of the yuan. Overall, the current state of the banking system and the
incompleteness of capital markets suggest that the simultaneous adoption of a floating exchange-rate
regime and the abolition of capital controls may not be a feasible policy option in the short term
because it could destabilize both the financial sector and the real economy.

Box IV.4
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sustainable economic growth that feeds through positively to labour markets. This is par-
ticularly true for the Republic of Korea, where an additional factor increasing employment
will be the creation of a more positive investment climate through improved relations
between employers and labour unions.

Inflation remains subdued in the region, providing for some flexibility in mone-
tary policy. The latter is likely to remain rather accommodative in Indonesia, Malaysia and
Taiwan Province of China. Flexibility is more limited, however, in Indonesia and in the
Philippines—in the former, owing to an upward pressure on interest rates stemming from the
issuance of government bonds and, in the latter, owing to possible upward pressure on infla-
tion stemming from the weakness of the currency. Meanwhile, China and Singapore will
probably follow a more cautious monetary policy strategy. China will maintain its contrac-
tionary policy for the time being, in an attempt to cool credit lending and investment, while
supply-side bottlenecks will continue to exert upward pressure on prices. In addition, China
may opt to move away from the peg of the yuan to the dollar and align its currency with a
basket of major currencies. This could lead to an appreciation of the yuan and hence con-
tribute to monetary tightening (see box IV.4). In Singapore, where the exchange rate plays a
key role in monetary policy, authorities have signalled a shift to a modest and gradual appre-
ciation, which will help to keep inflation subdued. A more neutral monetary policy stance,
possibly with some bias towards a tightening, will be maintained in the Republic of Korea
and in Hong Kong SAR. The Bank of the Republic of Korea is expected to leave interest rates
unchanged in the short term owing to the continued weakness of domestic demand and the
appreciation of the won. Over the medium term, the expected upturn in the domestic econ-
omy is likely to lead to increased upward pressure on prices, providing the rationale for mon-
etary policy makers to take a more cautious stance. Hong Kong SAR is expected to move out
of deflationary territory in 2004, but the authorities may raise interest rates in the medium
term in order to avoid pressure on the currency when the United States tightens its policy.

The foregoing suggests that decisions regarding of the exchange rate regime should be
part of a broader set of carefully sequenced long-run policy measures. The move towards a more flex-
ible exchange-rate regime should be preceded or accompanied by reform of the banking sector, the
establishment of an effective and efficient regulatory framework for financial markets, a strengthening
of the role of the monetary authorities and the introduction of new financial instruments. Pending the
completion of such actions and as an intermediate step towards a floating exchange rate, China could
introduce some greater flexibility in the present regime, for example by maintaining capital controls but
widening the trading band of its current peg or by pegging the yuan to a basket of currencies, rather
than to the dollar alone.

A further step would be to introduce a floating exchange-rate regime while maintaining
capital controls. The strong external demand for Chinese products, reinforced by capital inflows, could
lead to an appreciation of the exchange rate, dampening exports but benefiting Chinese consumers and
those sectors that rely on imported inputs. Increased Chinese imports would raise growth elsewhere,
especially in East Asia. In addition, currency appreciation could provide Chinese firms with an incen-
tive to move away from a competitiveness strategy largely based on low labour costs, to one focused
more on technological improvements and increases in productivity, with a positive impact on the
Chinese economy in the long run.

Box IV.4 (cont’d)

Subdued inflation 
allows for flexible
monetary policies
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The continued strength of the property market and the desire to avoid a sudden and drastic
fall in property prices could provide another reason for tightening monetary policy.

Accommodative fiscal policies played an important role in allowing the coun-
tries that had experienced a contraction or a slowdown in the beginning of 2003 to expe-
rience stronger economic growth in the second half. The economic upturn has reduced the
pressure on fiscal positions somewhat, a trend that is largely expected to strengthen in 2004
and 2005. Against this background, Indonesia, Malaysia, the Philippines and Taiwan
Province of China are forecast to maintain a conservative fiscal policy stance, aiming at an
improvement of their fiscal balances. In the case of Indonesia, a high debt burden provides
an additional rationale for a more cautious fiscal approach, although political factors may
override such considerations. China is expected to move towards a more neutral fiscal pol-
icy stance, combined with greater emphasis on targeting public expenditure, while the
Republic of Korea is likely to adopt a more accommodative policy, at least in the short run,
owing to the sluggishness of domestic demand.

The short-term economic prospects for the region depend heavily on three
broad issues. First, China’s economic expansion will continue to have increasingly impor-
tant implications for the external trade of other East Asian economies, both in absorbing
regional exports and in exerting competitive pressure in third markets. Second, the sus-
tainability of the economic expansion in the region and its increased insulation from exter-
nal shocks will depend on the strength of domestic demand, in particular of private con-
sumption. Third, world commodity and oil prices will be influenced by the economic
growth of the region, particularly of China (see box I.1), while, at the same time, they also
constitute an important determinant of regional economic growth because of their impact
on export revenues and input costs.

Table IV.4.
Unemployment in selected East Asian economies, 1998-2003

1998 1999 2000 2001 2002 2003

Chinab 3.3 3.1 3.1 3.6 4.0 4.3
Hong Kong SARc 4.7 6.3 4.9 5.1 7.3 8.0
Taiwan Republic of China 2.7 2.9 3.0 4.6 5.2 5.0
Republic of Korea 7.0 6.3 4.1 3.8 3.1 3.4
Indonesia 5.5 6.4 6.1 8.1 9.3 9.8
Malaysia 3.2 3.4 3.1 3.6 3.5 3.3
Philippines 10.1 9.7 11.1 11.1 11.4 11.4
Singapore 3.2 3.5 3.1 3.3 4.4 4.7
Thailand 4.4 4.2 3.6 3.3 2.4 2.2
Viet Namb 6.9 7.0 6.4 6.3 6.0 5.8

Percentage of labour forcea

Source:
Asian Development Bank, Asian Development Outlook, 2004 (New York, Oxford University Press, 2004).

a Unemployment figures reflect national definitions and coverage that are not comparable across economies.
b Figures referring to urban unemployment.
c Special Administrative Region of China.

Improved fiscal
positions are 
expected
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South Asia: sustaining robust growth
South Asia is among the fastest growing regions in the world. After the slowdown in 2002,
largely caused by a poor harvest, regional GDP grew by 6.5 per cent in 2003. With ade-
quate rainfalls in 2003 and early 2004, the agricultural sector recovered and generated
higher rural incomes, supporting domestic demand. The latter, together with the recovery
of the global economy, is forecast to lead to regional GDP growth above 6 per cent per year
in 2004 and 2005 (see table A.4).

The economic recovery in the region in 2003 was broad-based, with the
sources of growth differing across countries. Except for Sri Lanka, where services were a
major driving force, the agricultural sector provided a major impetus to growth. In the case
of Sri Lanka, a lasting truce opened up new chances for domestic services growth, as well
as tourism, throughout 2003. Tourism also supported growth in Nepal, although growth
in the country continues to lag behind that of its neighbours (see figure IV.7) and is still
heavily dependent on private remittances and on foreign assistance to maintain aggregate
demand. Services were also important for India’s growth. On the other hand, Pakistan’s
main growth engine was the industrial sector (which also performed strongly in India),
with textile exports accounting for a large proportion of the expansion, largely owing to an
increase in quotas by the United States.

A continuation of favourable weather conditions will support growth in the
agricultural sector in 2004 and possibly 2005, while rising internal as well as external
demand will continue to boost manufacturing in the area. The service sector is also likely
to perform well, supported by increased domestic demand as well as the strengthening of
the international environment (which will have a positive effect on both tourism and serv-

Source:
UN/DESA.

Note:
Underlying GDP data 

is compiled on a 
calendar-year basis.

Figure IV.7. 
Growth of real GDP in selected South Asian economies, 2002-2004
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ice outsourcing). In India, services will become the main growth motor when agriculture
slows down after its exceptionally good performance in 2003. Nonetheless, job creation
remains a challenge in the region, particularly in view of the massive underemployment
and non-productive employment in the agricultural sector.

The external sector mirrors the overall positive growth of the region, with both
merchandise exports and imports rising at double-digit rates. Current accounts are not a
source of concern in the region, despite growing trade deficits, because of sizeable labour
remittances and, in the case of India, the strong performance of information technology
(IT) and IT-related service exports. As import demand is anticipated to increase in 2004
and 2005, most economies will suffer a deterioration in their current accounts, which will,
however, remain sustainable.

Currencies have remained relatively stable vis-à-vis the United States dollar,
with a steady appreciation of the Indian and the Pakistani rupee and small depreciations of
other currencies. Bangladesh abandoned its official exchange-rate band against the dollar
and adopted a managed float in May 2003, without experiencing disruptive changes in the
valuation of its currency. For 2004, further appreciation of the Indian rupee is expected,
while the other currencies of the region will experience only a gradual depreciation against
the dollar. Beyond 2004, the region will probably witness a return to depreciation,
although at a slower rate than in the past.

With the exception of Bangladesh and Nepal, inflation declined in 2003,
helped by lower food prices and firm national currencies. In early 2004, however, infla-
tionary pressures picked up owing to the rise in domestic demand, but inflation remains
subdued (see table A.10). Monetary policy is therefore expected to remain accommodative.
Good harvests in 2004 are expected to keep down the prices of foodstuffs, although Sri
Lanka faces stronger inflationary pressures owing to a prolonged drought. The continued
weakness of the dollar will help keep import prices in check while higher commodity and
utility prices are expected to feed inflation. With inflationary pressure building up
throughout the region and the expected tightening of global monetary policies, a moder-
ate turnaround in the region’s monetary policies is expected in 2005.

Budget deficits as a share of GDP declined throughout the region in 2003.
Nonetheless, they remain unsustainably high in India and in Sri Lanka, at about 10 per
cent in the former and 8 per cent in the latter in 2003. Both countries passed Fiscal
Responsibility Acts in 2003, aiming at improving expenditure management and revenue
collection. However, tax collection fell short of projections in Sri Lanka and local govern-
ment deficits in India are still very large, contributing more than 50 per cent of the over-
all deficit. The steep reduction of Nepal’s fiscal deficit in 2003, despite higher security
expenses, could be achieved only through cuts in the development budget, thereby hurting
medium-term growth. For 2004, continued strong regional growth and improved tax leg-
islation and enforcement, combined with efforts to enhance the efficiency of public spend-
ing, are expected to further improve fiscal positions. However, progress in India and Sri
Lanka will remain slow. Overall, government spending in the region is not expected to
tighten visibly.

Owing to its reliance on the textile and garment industry for growth, exports
and employment generation, the region faces a major challenge with the expiration of the
World Trade Organization Agreement on Textiles and Clothing6 on 1 January 2005 (see
chap. II). India is expected to increase market shares in the quota-restricted markets.
Meanwhile, Pakistan’s exports may prove resilient in the new environment, as they do not
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compete directly with those of China—one of the most efficient producers in the industry.
Moreover, Pakistan has been profiting from efficiency gains brought about by large invest-
ments in the sector since 2001. Conversely, Sri Lanka’s prospects are shakier, while exports
of Bangladesh are expected to suffer despite their preferential access to EU, owing to the
country’s relatively weak competitiveness. Nonetheless, the performance of the textile and
garment sectors in the region will be heavily influenced by domestic policies towards
investment, infrastructure and efficiency-enhancing structural reforms.

Structural reforms are well under way in a number of countries. While the
speed of implementation is generally slow, prospects for further reforms are positive.
Privatization is advancing in Pakistan and Sri Lanka and has experienced a major push in
India, but is expected to slow under the newly elected Government. Shortcomings in infra-
structure and labour regulation still need to be addressed. Political stability and security
remain an issue in the region, although the recent improvement in relations between India
and Pakistan allows for some cautious optimism. On the other hand, the conflict in Nepal
has re-emerged, while the peace process in Sri Lanka still needs to be revived. Finally,
instability in Afghanistan and its impact on the border region with Pakistan may negative-
ly affect the latter’s prospects.

Western Asia: mixed 
fortunes brought by the war

GDP growth in Western Asia is projected to decelerate to 2¾ per cent in 2004 from 4.6
per cent in 2003. In the oil-exporting countries, output growth will be constrained by
Organization of the Petroleum Exporting Countries (OPEC) production quotas. Even if
quotas are not fully honoured, most countries will not be able to expand output as rapid-
ly as in 2003, with the result that growth in the oil-exporting countries is forecast to decel-
erate to 2½ per cent in 2004 from 5.1 per cent in 2003. Nonetheless, fiscal and external
balances will remain favourable in most countries owing to the continued strength of oil
prices. Growth in the oil-importing countries of the region will also decelerate from 3.9 per
cent in 2003 to 3¼ per cent in 2004 (see table A.4), mostly owing to the slowdown in
Turkey; Cyprus, Jordan and Lebanon are expected to have an improved performance.
Unemployment has been increasing throughout the region and has reached double-digit
levels in most countries. This unfavourable trend is expected to continue in 2004. After
several years of decline, inflation is forecast to pick up in 2004, resulting from the pass-
through of a weak dollar.

The conflict between Israel and Palestine continues, with adverse effects on
consumer and investment sentiment throughout the region. The economy of Palestine has
virtually collapsed, with mass unemployment and widespread poverty, while Israeli GDP
registered small positive growth in 2003, after two successive years of contraction.
Meanwhile, the situation in Iraq is also having an impact throughout the region. Contrary
to expectations, an enabling and supportive environment for the country’s reconstruction
has not yet emerged. Iraqi oil production and exports have resumed but remain below pre-
war levels, while the establishment of economic normalcy in the country is constrained by
military and political instability and lack of resources.7 The non-oil sector was unable to
expand in 2003 owing to a deterioration in security, increased instability, insufficient funds
and depressed domestic demand. As a result, Iraq’s GDP contracted and, owing to supply
shortages, inflation accelerated further to an estimated 90 per cent in 2003.

Conflict and violence
continue to depress

consumer and investor
sentiment ...



The impact of the war in Iraq is not restricted to that country. The war creat-
ed mixed fortunes in the region: some countries indirectly benefited from it, while others
were adversely affected. Oil production in the region increased and oil prices strengthened
and remained high during the year (see chap. II). As a result, there was a sharp upturn in
growth in most oil-exporting countries of the region and these countries’ fiscal and exter-
nal balances shifted to surplus.

In Saudi Arabia, for example, growth of 6.4 per cent in 2003—the highest
since 1991—was basically driven by the oil sector. To compensate for production shortfalls
in Iraq, Nigeria and Venezuela, Saudi Arabia, “the world’s oil producer of last resort”,
increased oil production sharply while the non-oil sector (excluding the petrochemicals
and fertilizers industries) grew at a slower pace, reflecting the uncertainty resulting from
the war in Iraq. To offset the latter, the Government provided incentives to the private sec-
tor, including lower interest rates, increased credit supply and greater participation in key
sectors of the economy (natural gas, telecommunications, power and water).

The country’s fiscal and external balances also improved in 2003. Prior to the
war, Saudi Arabia had planned for continued fiscal consolidation to contain rising public
expenditures and persistent budget deficits. The policy stance was also in line with expect-
ed lower oil revenues which, however, did not materialize owing to higher oil prices and
the rise in oil production in 2003. The unexpected oil revenue windfall caused the fiscal
balance to shift from a deficit of 8 per cent of GDP in 2002 to a surplus of 6 per cent in
2003—the highest surplus in more than 20 years, despite soaring defence spending. Higher
oil revenues also benefited the current-account balance, as the growth in export revenue
helped to offset the deteriorating income, transfer and service balances and the current-
account surplus jumped from 6 per cent of GDP in 2002 to 11 per cent in 2003.

This performance in 2003 has been clouded, however, by severe unemploy-
ment. Sluggish economic growth in the past few years, combined with a rapidly growing
population, has resulted in unemployment of about 20 per cent, with the youth being the
most affected. Like most oil-exporting countries, Saudi Arabia has followed a policy of
replacing expatriates with nationals, but with limited success.

The war in Iraq affected the region’s oil-importing countries mostly through
trade. Jordan was the most affected, as it had been importing all its oil from Iraq, half of
it at no cost. The other half was imported at heavily discounted rates and under barter
agreements concluded annually with Iraq and subject to the United Nations special dis-
pensation rules on sanctions against Iraq. With the outbreak of the war, Jordan was forced
to buy oil in international markets at prevailing prices. The transportation sector suffered
a severe setback and output dropped dramatically. Similarly, tourism came to a standstill,
while manufacturing output declined owing to the loss of the Iraqi market. As a result,
export revenues slowed while import costs increased, reflecting mostly the rising oil import
bill, and the trade deficit widened in 2003. Nonetheless, owing to substantial grants from
the United States, the current-account surplus reached 7 per cent of GDP in 2003, com-
pared with 5 per cent in 2002. The grants helped to reduce the impact of the Iraq war on
the Jordanian economy. Additionally, to support economic growth, the Central Bank of
Jordan lowered its discount rate twice during 2003 while the Government introduced an
emergency budget for the year. Nevertheless, GDP growth decelerated and the fiscal
deficit, which had been on a declining trend, increased to 12 per cent of GDP in 2003.
Unemployment jumped to 20 per cent while poverty—estimated at 30 per cent of the pop-
ulation in 2003—also increased.
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Except for Jordan and Saudi Arabia, most countries in the region adopted an
expansionary fiscal policy in 2003 to cope with the ramifications of the Iraq war. The bulk
of the fiscal stimulus, however, was absorbed by current expenditures, especially defence
and security-related spending.

Monetary easing continued in the region in 2003. The fact that most oil-
exporting countries have their currencies pegged to the dollar, implies that their monetary
policy follows that of the United States. During the course of 2003, interest rates in many
countries declined but maintained a positive differential vis-à-vis those in the United
States. Even countries with multiple exchange rates (such as the Syrian Arab Republic) or
floating exchange rates (such as Israel, Turkey and Yemen) reduced their interest rates to
stimulate their economies. The Syrian Arab Republic, for example, lowered interest rates
by 150 basis points to 5.5 per cent in 2003, the first reduction in 22 years. This was also
a move to mitigate the loss of oil transit revenues from Iraq due to the war. The loss of such
revenues contributed to a widening of the Syrian fiscal deficit to 6 per cent of GDP in
2003 from 1 per cent in 2002.

The currency peg also implied that most currencies depreciated against the
euro and the yen in 2003, following the depreciation of the dollar, leading to higher import
costs that fed inflationary pressures. Nevertheless, domestic price subsidies on basic goods
helped to contain the rise in consumer price inflation in most countries. Countries with
non-pegged exchange-rate regimes saw their currencies appreciate against the dollar. With
the exception of the Islamic Republic of Iran, Turkey and Yemen, where inflation remains
at double-digit levels, inflation was negligible throughout the region in 2003.

Latin America and the 
Caribbean: an incipient recovery

After two years of crisis-driven stagnation, Latin America registered a modest recovery in
2003 as regional GDP grew by 1.5 per cent. Growth is anticipated to strengthen to about
4 per cent in 2004 (see table A.4), resulting in a positive gain in GDP per capita for the
first time since 2000. The incipient growth in 2003 was explained mostly by a recovery of
the external sector, particularly in the countries of South America, which were favoured by
higher commodity prices and greater external demand while imports remained constrained
by weak domestic demand. Investment was stagnant, private consumption was weak and
public expenditures were kept in check by limited financing and the pursuit of improved
fiscal positions.

Economic growth is anticipated to be broad-based across the region in 2004.
Domestic absorption is forecast to recover as private consumption and investment are
expected to respond to the more favourable policy environment. In addition, external
demand is expected to strengthen further as the developed economies and China continue
to grow and prices of export commodities remain firm, benefiting the region as a whole.
Contrary to previous years, most of the high growth will be concentrated in South America.
Argentina’s strong growth is expected to continue, but it is Venezuela that will have the
fastest growth in the region, mostly a statistical result of the normalization of the level of oil
production. Uruguay will finally step out of the recession that began in 1999, with the
economy expected to grow at least 5 per cent. In Central America and the Caribbean, Costa
Rica and Trinidad and Tobago will continue to lead growth, but growth will accelerate else-
where in this subregion as well, responding to greater demand from the United States. The
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Dominican Republic and Haiti, however, will remain stagnant or contract slightly owing to
the aftermath of economic turmoil and political turmoil, respectively.

The region had its third consecutive year of lacklustre growth in 2003; exclud-
ing the outliers, Argentina and Venezuela, output increased only 1.2 per cent following 1.4
per cent in 2002. Argentina’s strong recovery, especially during the second half of 2003,
was due to robust growth of fixed investment (of almost 40 per cent) and private con-
sumption, which compensated for the negative contributions of the external sector and
public consumption. Venezuela suffered a second consecutive year of crisis when a general
strike interrupted oil production, but some Andean economies—especially Chile,
Colombia and Peru, which were favoured by better export prices of metals and minerals
and increased external demand—performed well. Conversely, Brazil and, to a lesser extent,
Mexico—the two largest economies in the region—performed poorly (see figure IV.8). In
the Caribbean subregion, Trinidad and Tobago grew rapidly thanks to its energy sector’s
benefiting from an expansion of gas production. A financial crisis in the Dominican
Republic and continued weak growth in Central America (except for Costa Rica, which
enjoyed robust external demand for its high-tech products) also dragged down the region’s
overall performance.

The Brazilian economy contracted in 2003 after two years of sluggish per-
formance. Exports performed well but their performance was not sufficient to offset the
decline in domestic demand. On the supply side, the contraction was due mostly to a fall
in industrial production, especially during the first half of the year, while services stag-
nated. Agriculture was the only sector that recorded positive growth in 2003.
Consumption and investment are anticipated to recover in 2004, supported by a contin-

Source:
UN/DESA.

a Forecast.

Figure IV.8. 
Growth of real GDP in selected Latin American countries, 2002-2004
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ued—although cautious—lowering of the policy interest rate. Agriculture and industry
will lead the recovery.

Mexico continued a three-year period of sluggish growth. Loss of competitive-
ness resulted in a fall in its exports of manufactured goods, despite some recovery of the
United States economy, its major trading partner. In addition, fixed investment suffered
from the uncertainty created by the lack of consensus on implementing economic reforms,
such as the reduction of the value-added tax, the modernizing of labour laws, the guaran-
teeing of energy supplies for industry, and the reduction of access to credit. The continuing
strengthening of the United States economy will favour Mexican exports and a recovery of
non-oil exports should reactivate industrial and manufacturing activities. Consumption was
already picking up pace in early 2004, while fiscal policy has remained tight.

The region’s sluggish economic performance has contributed to the high rate of
unemployment, which has been about 10 per cent or above since 1998. In 2003, it
approached 11 per cent on average for the region while real wages fell. At 18 per cent,
Venezuela registered the highest unemployment rate in the region. Argentina was the only
country that experienced significant reductions in unemployment in 2003, as the econom-
ic recovery helped employment creation. Nonetheless, unemployment in Argentina was still
high at the end of the year. The reduction of unemployment will probably be the biggest
challenge in the region for 2004, despite the expected improved growth of output.

After a temporary resurgence of inflation in 2002 due to the devaluation of the
currencies of economies in crisis (Argentina, Paraguay, Uruguay and Venezuela), as well as
investors’ temporary lack of confidence in the Brazilian currency on the eve of elections,
inflation declined throughout 2003, closing the year at 8.5 per cent. Average annual infla-
tion rates, however, were higher than in 2002 (see table A.10), reflecting the relatively
higher annual inflation in the first half of the year. Declining inflation was brought about
by exchange-rate stabilization (and, in some cases, even appreciation), as well as by con-
straints on domestic demand imposed by austere monetary policies in several countries.
The continued strength of national currencies and cautious monetary policy will continue
to lower inflation in 2004.

Although macroeconomic policy in general is anticipated to be slightly more
accommodative in 2004, the need to continue improving fiscal balances and the wariness of
inflationary pressures may limit the scope for economic stimuli. For example, after cutting
the basic interest rate by 1,000 basis points, Brazil’s Central Bank has been very cautious in
lowering rates further. Similarly, the Bank of Mexico’s zeal to achieve an inflation target of
3 per cent in 2004 has kept monetary policy tighter than originally envisaged.

Meanwhile, fiscal policy will remain restrictive in several countries. Brazil fol-
lowed an austere fiscal policy in 2003 and will likely maintain its primary surplus target of
4.25 per cent of GDP in 2004. In Argentina, government finances were favoured by greater
tax revenues generated by the increase in economic activity, especially from income and
value-added taxes. Although the short-term fiscal position of Argentina is improving,
longer-term prospects are not clear as negotiations on how to restructure its large external
debt are stalled. Thus, downside risks will remain until concrete solutions are found.

Although most countries reduced their fiscal deficits in 2003, they remain at 4
per cent of GDP and above in such countries as Bolivia, Colombia, Haiti and Honduras.
In the case of Bolivia and Haiti, political and economic turmoil prevented any further con-
tainment of the deficit, while the other two countries are working towards fiscal reforms to
improve their position.

Unemployment
remains a serious

concern

Inflation resumes 
its declining trend

Economic stimuli 
from macroeconomic

policies continue 
to be limited



Concerned about the procyclical nature of their fiscal policies, several Latin
American Governments have requested IMF to reconsider the methodology applied to the
estimation of fiscal targets imposed in Fund-supported programmes. The aim is to better
accommodate these countries’ needs to invest in the infrastructure required to address sup-
ply bottlenecks and to allow for faster growth, without sacrificing social spending, partic-
ularly when it is most required. There has been some move towards using the government
primary balance (in other words, excluding interest payments) as a target, but the call is for
consideration to be given to the use of alternative fiscal targets. One possibility is a move
towards balance-sheet accounting whereby capital expenditures would be excluded from
fixed targets because the resulting accumulation of assets would offset the increased liabil-
ities. Such expenditures could then be used counter-cyclically during slowdowns and crises.
In addition, it is argued that the financial results of public sector enterprises should be con-
sidered in the same way as those in the private sector; this may imply excluding them from
fiscal targets, as is the case in EU. It is argued that common standards should be applied
in these areas, not only among developing countries but also between developed and devel-
oping countries. In response, IMF has indicated a willingness to consider the exclusion of
the cost of public productive infrastructure projects from the primary surplus targets for
several South American countries and is rethinking the effects of adjustment within their
programmes.8

Notes

1 The labour force participation rate for people between ages 16 and 24 has been declining steadily
since 2001, dropping from 66 to about 61 per cent at present. It is estimated that if the participation
rate were at its level of 2001, the unemployment rate would be 1 percentage point higher.

2 Flow-of-funds data recorded a negative saving rate for the household sector in 2003, while national
accounts data indicated a significant decline in the household saving rate, although it remained
positive.

3 Inflationary pressure during the slowdown magnified the effect of slowing nominal income. In
addition, survey evidence indicates that consumers have persistently overestimated inflation since the
introduction of the euro. This has been one explanation for the depressed state of private
consumption in many EU member countries.

4 The European Central Bank (ECB) has defined price stability as being an upper bound of 2 per cent for
inflation.

5 The cyclically adjusted primary balance for the euro zone had declined by almost 1 percentage point
between 2000 and 2002, indicating a significant discretionary stimulus. The fiscal stance in 2003,
similarly measured, was broadly neutral: further tax cuts in some countries were balanced by controls
on the expenditure side and increases in indirect taxes and social security contributions rates (see
European Economy, No. 2/2004 (Luxembourg, European Commission, 2004), pp. 37-38).

6 The text of the Agreement is available from http://www.wto.org/english/tratop_e/texti_e/
texti_e.htm (accessed 12 August 2004).

7 See World Economic Situation and Prospects, 2004 (United Nations publication, Sales No. E.04.II.C.2),
p. 56.

8 See Independent Evaluation Office, IMF, Evaluation Report: Fiscal Adjustment in IMF-Supported
Programs (Washington, D.C., 2003) and IMF, “Follow Up on the Recommendations of the Independent
Evaluation Office Report on Fiscal Adjustment in IMF-Supported Programs”, prepared by the Policy
Development and Review and Fiscal Affairs Departments (in consultation with other Departments),
9 February 2004, Washington, D.C.
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AAnnnneexx
Statistical tables

The present annex contains the main sets of data on which the analysis provided in the
World Economic and Social Survey, 2004 is based. The data are presented in greater detail
than in the text and for longer time periods, and incorporate information available as of 15
May 2004.

The annex was prepared by the Economic Monitoring and Assessment Unit of
the Department of Economic and Social Affairs of the United Nations Secretariat. It is
based on information obtained from the United Nations Statistics Division and the
Population Division of the Department of Economic and Social Affairs of the United
Nations Secretariat, as well as from the United Nations regional commissions, the
International Monetary Fund (IMF), the World Bank, the Organization for Economic
Cooperation and Development (OECD), the United Nations Conference on Trade and
Development (UNCTAD) and national and private sources. Estimates for the most recent
years were made by the Economic Monitoring and Assessment Unit in consultation with
the regional commissions and participants in Project LINK (see directly below).  Data pre-
sented in this Survey may differ, however, from those published by these other organiza-
tions for a series of reasons, including differences in timing, sample composition, and
aggregation methods (see also section on “Data quality” below for additional sources of
data discrepancies). Historical data may differ from those in previous editions of the Survey
because of updating and changes in the availability of data for individual countries.

Forecasts are based on the results of the April 2004 forecasting exercise of the
above-mentioned Project LINK, an international collaborative research group for econo-
metric modelling, which is coordinated jointly by the Economic Monitoring and
Assessment Unit and the University of Toronto. LINK itself is a global model that links
together the trade and financial relations of 79 country and regional economic models,
which are managed by over 60 national institutions and by the Unit. The primary linkages
are merchandise trade and prices, as well as the interest and currency exchange rates of
major countries. The models assume that the existing or officially announced macroeco-
nomic policies as of 1 April 2004 are in effect. The iterative process by the LINK system
used to generate a consistent forecast for the world economy is such that international
trade flows and prices, among other variables, are determined endogenously and simulta-
neously. The one exception is the international price of crude oil, which is derived using a
satellite model of the oil sector.a The average price of the basket of seven crude oils of the
Organization of the Petroleum Exporting Countries (OPEC) is estimated to increase by 4.5
per cent in 2004 and to decline by some 3.5 per cent in 2005.

Country classification

For analytical purposes, the World Economic and Social Survey classifies all countries of the
world into one of three categories: developed economies, economies in transition and
developing countries. The composition of these groupings is specified in the tables pre-
sented below.  The groupings are intended to reflect basic economic conditions in coun-
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tries. Several countries (in particular economies in transition) have characteristics that
could place them in more than one category but, for purposes of analysis, the groupings
were made mutually exclusive. Alternative groupings of countries may be appropriate at
different times and for different analytical purposes.

The nature of each of the three categories may be given in broad strokes. The
developed economies (see table A) on average have the highest material standards of liv-
ing. Their production is heavily and increasingly oriented towards the provision of a wide
range of services; agriculture is typically a very small share of output and the share of man-
ufacturing is generally declining. On average, workers in developed countries are the
world’s most productive, frequently using the most advanced production techniques and
equipment. The developed economies are often centres for research in science and tech-
nology.  Governments of developed countries are likely to offer assistance to other coun-
tries and they do not generally seek foreign assistance.

The economies in transition are characterized by the transformation that they
began at the end of the 1980s, when they turned away from centralized administration of
resource allocation as the main organizing principle of their societies towards the estab-
lishment or re-establishment of market economies. Some of these economies began this
transformation while having many of the characteristics of developed economies and oth-
ers had several characteristics of developing economies. However, for the purposes of the
analysis in the Survey, their most distinguishing characteristic is their transitional nature.
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Table A.
Developed economiesa

Europe
European Union Other Europe Other countries Major industrialized economies

Euro zone
Austria Iceland Australia Canada
Belgium Malta Canada France
Finland Norway Japan Germany
France Switzerland New Zealand Italy
Germany United States of Japan
Greece America United Kingdom of Great Britain
Ireland and Northern Ireland
Italy United States of America
Luxembourg
Netherlands
Portugal
Spain

Other EU
Denmark
Sweden
United Kingdom of

Great Britain and
Northern Ireland

a Countries systematically monitored by the Economic Monitoring and Assessment Unit of the United Nations Secretariat.



The rest of the world is grouped together as the developing economies. This
is a heterogeneous grouping, although one with certain common characteristics. Average
material standards of living in developing countries are lower than in developed countries
and many of these countries have deep and extensive poverty. Developing countries are
usually importers rather than developers of innovations in science and technology and their
application in new products and production processes. They also tend to be relatively more
vulnerable to economic shocks.

Beginning with this current issue of the World Economic and Social Survey, esti-
mates of the growth of output in developing countries have been based on the data of 95
economies, accounting for 98-99 per cent of the 2000 gross domestic product (GDP) and
population of all developing countries and territories. The countries in the sample account
for more than 95 per cent of GDP and 93 per cent of population of each of the geograph-
ical regions into which the developing countries are divided, with the exception of sub-
Saharan Africa for which the countries included in the sample account for at least 90 per
cent of GDP.

The Survey uses the following designations of geographical regions for devel-
oping countries: Africa, Latin America and the Caribbean, and Asia and the Pacific (com-
prising Western Asia, China, East Asia and South Asia, including the Pacific islands).b

Country classification by geographical region is specified in table C below. 
The Survey also uses a geographical subgrouping of sub-Saharan Africa, which

contains African countries south of the Sahara Desert, excluding Nigeria and South Africa.
The intent of this grouping is to give a picture of the situation in the large number of
smaller sub-Saharan economies by avoiding any distortion that may be introduced by
including the two large countries that dominate the region in terms of GDP, population
and international trade.

For analytical purposes, developing countries are classified as fuel exporters or
fuel importers because the ability to export fuel or the need to import fuel has a large effect
on a country’s capacity to import other goods and services—and therefore on the growth
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Table B.
Economies in transitiona

Commonwealth of
Baltic States Central and Eastern Europe Independent States

Central Europe
Estonia Czech Republic Armenia
Latvia Hungary Azerbaijan
Lithuania Poland Belarus

Slovakia Georgia
Slovenia Kazakhstan

Kyrgyzstan
South-Eastern Europe Republic of Moldova

Albania Russian Federation
Bulgaria Tajikistan
Croatia Turkmenistan
Romania Ukraine
Serbia and Montenegro Uzbekistan
The former Yugoslav Republic of Macedonia

a Economies systematically
monitored by the Economic
Monitoring and Assessment
Unit of the United Nations
Secretariat.
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Latin America and Asia and the Pacific
the Caribbean Africa East Asia South Asia Western Asia

Net fuel exporters Bolivia Algeria Brunei Darussalamb Bahrain
Colombia Angola Indonesia Iran (Islamic
Ecuador Cameroon Viet Nam Republic of)
Mexico Congo Iraq
Trinidad and Tobago Egypt Kuwaitb

Venezuela Gabon Omanb

Libyan Arab Qatarb

Jamahiriyab Saudi Arabiab

Nigeria Syrian Arab
Republic
United Arab
Emiratesb

Net fuel importers Argentina Benin Hong Kong Bangladesh Cyprus
Barbados Botswana SARc India Israel
Brazil Burkina Faso Malaysia Myanmar Jordan
Chile Burundi Papua New Guinea Nepal Lebanon
Costa Rica Central African Philippines Pakistan Turkey
Cuba Republic Republic of Korea Sri Lanka Yemen
Dominican Republic Chad Singaporeb

El Salvador Côte d'Ivoire Taiwan Province
Guatemala Democratic of Chinab

Guyana Republic of Thailand
Haiti the Congo
Honduras Ethiopia
Jamaica Ghana
Nicaragua Guinea
Panama Kenya
Paraguay Madagascar China
Peru Malawi
Uruguay Mali

Mauritius
Morocco
Mozambique
Namibia
Niger
Rwanda
Senegal
South Africa
Sudan
Togo
Tunisia
Uganda 
United Republic 

of Tanzania
Zambia
Zimbabwe

a Countries systematically monitored by the Economic Monitoring and Assessment Unit of the United Nations Secretariat
b Net-creditor economy.
c Special Administrative Region of China

Table C.
Developing economies by regiona



of output, as growth in developing countries is often constrained by the availability of for-
eign exchange. Fuels, rather than energy sources more broadly, are considered because fuel
prices are more directly linked to oil prices, and oil prices are particularly volatile and often
have a considerable impact on countries’ incomes and capacity to import.

A country is defined as a fuel exporter if, simultaneously: (a) its domestic pro-
duction of primary commercial fuel (including oil, natural gas, coal and lignite, but
excluding hydro- and nuclear electricity) exceeds domestic consumption by at least 20 per
cent; (b) the value of its fuel exports amounts to at least 20 per cent of its total exports;
and (c) it is not classified as a least developed country.  

A subgroup of the fuel-importing developing countries identified in some
tables is the least developed countries. The list of least developed countries is decided by
the Economic and Social Council and, ultimately, by the General Assembly, on the basis of
the recommendations of the Committee for Development Policy. The Committee propos-
es criteria for identifying the least developed countries and makes recommendations
regarding the eligibility of individual countries. The basic criteria for inclusion require
meeting certain thresholds with regard to per capita gross national income, an economic
vulnerability index and a human assets index.c As of May 2004, the following 50 countries
were on the list:

Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina Faso, Burundi,
Cambodia, Cape Verde, Central African Republic, Chad, Comoros,
Democratic Republic of the Congo, Djibouti, Equatorial Guinea, Eritrea,
Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s
Democratic Republic, Lesotho, Liberia, Madagascar, Malawi, Maldives, Mali,
Mauritania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Samoa, Sao Tome
and Principe, Senegal, Sierra Leone, Solomon Islands, Somalia, Sudan, Timor-
Leste, Togo, Tuvalu, Uganda, United Republic of Tanzania, Vanuatu, Yemen,
Zambia.
A classification of net-creditor and net-debtor countries is used in some tables.

This is based on the net foreign asset position of each country at the end of 1995, as
assessed by IMF in its World Economic Outlook, October 1996.d The net-creditor coun-
tries are signalized by footnote indicator b in table C.

Another group used in this Survey comprises the heavily indebted poor countries
(HIPC), which are considered by the World Bank and IMF for their debt-relief initiative (the
Enhanced HIPC Initiative).  In May 2004, the heavily indebted poor countries were: Angola,
Benin, Bolivia, Burkina Faso, Burundi, Cameroon, Central African Republic, Chad,
Comoros, Congo, Côte d’Ivoire, Democratic Republic of the Congo (formerly Zaire),
Ethiopia, Gambia, Ghana, Guinea, Guinea-Bissau, Guyana, Honduras, Kenya, Lao People’s
Democratic Republic, Liberia, Madagascar, Malawi, Mali, Mauritania, Mozambique,
Myanmar, Nicaragua, Niger, Rwanda, Sao Tome and Principe, Senegal, Sierra Leone,
Somalia, Sudan, Togo, Uganda, United Republic of Tanzania, Viet Nam and Zambia.

Data quality

Statistical information that is consistent and comparable over time and across countries is
of vital importance for monitoring economic developments, discussing social issues and
poverty, or assessing environmental change. The multifaceted nature of these and other
related issues calls for an integrated approach to national and international economic, envi-
ronmental and social data.
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The 1993 revision of the System of National Accounts (SNA)e and the 1993
Balance of Payments Manual f (the IMF Manual) constitute a major step forward in efforts
to develop an integrated and harmonized system of statistics that reflect economic and
social change. The SNA embodies concepts, definitions and classifications that are interre-
lated at both the macro- and microlevels. Concepts in the IMF Manual have been harmo-
nized, as closely as possible, with those of the SNA and with IMF methodologies pertain-
ing to banking, government finance and money statistics. In addition, through a system of
satellite accounts, which are semi-integrated with the central framework of the SNA, it is
possible to establish linkages between national accounts data and other statistical data, such
as social statistics, health statistics, social protection statistics and tourism statistics.

Governments are increasingly reporting their data on the basis of these stan-
dards and, where available, such data are used in the statistics in this annex. However,
inconsistency of coverage, definitions and data-collection methods among reporting coun-
tries mars some of the national and international statistics that are perforce used in this
Survey and other international publications. Another perennial problem is late, incomplete
or unreported data. In such cases, adjustments and estimations are possible, and are made
in selected cases. In some areas, many developed countries report not only on an annual
basis, but also quarterly or even more frequently. Considerable progress has been made by
some developing countries and economies in transition in publishing annual and quarter-
ly data on a timely and regular basis, but major lacunae have developed in other cases, par-
ticularly for economies in conflict.

One widespread source of inaccuracy is the use of out-of-date benchmark sur-
veys and censuses or obsolete models and assumptions about behaviour and conditions. On
the other hand, when statistical administrations seek to improve their estimates by using
new sources of data and updated surveys, there can be discontinuities in the series.
National income estimates are especially affected, sometimes being subject to revisions on
the order of 10-30 per cent.

National accounts and related indicators mainly record market transactions
conducted through monetary exchange. Barter, production by households, subsistence out-
put and informal sector activities are not always recorded; together, the omitted items can
constitute a large share of total activity and their omission can lead to a considerable
underestimation of national output. As the degree of underestimation varies across coun-
tries, comparisons may give faulty results. In addition, as the non-market sector is absorbed
over time into the mainstream of production through increasing monetization, output
growth will be overstated.

Weaknesses at the national level become major analytical handicaps when com-
parisons are made between countries or groupings of countries at a given time or over time.
Missing, unreliable or incompatible country data necessitate estimation and substitution by
international organizations if they are to retain consistent country composition of aggregat-
ed data over time. In particular, the absence of reliable GDP estimates for many developing
countries and economies in transition requires the use of estimates in preparing country
aggregations for many data series, as GDP weights often underlie such aggregations.

The veracity of estimates of output and of other statistical data of developing
countries is related to the stage of development of their statistical systems. In Africa in par-
ticular, there are wide divergences in the values of the economic aggregates provided by dif-
ferent national and international sources for many countries. In addition, data for coun-
tries in which there is civil strife or war often provide only rough orders of magnitude.
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Finally, in countries experiencing high rates of inflation and disequilibrium exchange rates,
substantial distortions can invade national accounts data.

The extent of economic activity not captured by national statistics and its evo-
lution over time have become a concern in some countries, particularly economies in tran-
sition. In addition, the proliferation of new modes of production, transactions and enti-
ties has rendered the previous institutional and methodological framework for statistics
inadequate. A comprehensive reform of national statistical systems has thus been under
way in many economies in transition. As a result, important revisions to several data series
have been released and further revisions of measures of past and current performance are
expected.g

There are also problems with other types of statistics such as those on unem-
ployment, consumer price inflation, and the volume of exports and imports. Cross-coun-
try comparisons of unemployment must be made with caution, owing to differences in def-
inition among countries. For this reason in particular, table A.7 employs the standardized
definitions of unemployment rates, where data are available (developed economies only).
In a number of cases, then, data differ substantially from national definitions.

Consumer price indices are among the oldest of the economic data series col-
lected by Governments, but they are still surrounded by controversy, even in countries with
the most advanced statistical systems.  This is attributable particularly to the introduction
of new goods and changes in the quality of goods and consumer behaviour that are often
not captured because of, inter alia, infrequent consumer-spending surveys and infrequent
revisions to the sample baskets of commodities.

There are no clear-cut solutions to many of the problems noted above. Even when
there are, inadequate resources allocated to the improvement of statistical systems and report-
ing can perpetuate statistical shortcomings. In this light, some of the economic and social indi-
cators presented in this Survey should be recognized as approximations and estimations.

Data definitions 
and conventions

Aggregate data are either sums or weighted averages of individual country data. Unless oth-
erwise indicated, multi-year averages of growth rates are expressed as compound annual
percentage rates of change. The convention followed is to omit the base year in a multi-
year growth rate, for example, the 10-year average growth rate of a variable in the 1980s
would be identified as the average annual growth rate in 1981-1990.

Output
National practices are followed in defining real GDP for each country and these national
data are aggregated to create regional and global output figures. The growth of output in
each group of countries is calculated from the sum of GDP of individual countries meas-
ured at 2000 prices and exchange rates. Data for GDP in 2000 in national currencies were
converted into dollars (with adjustments in selected casesh) and extended forward and
backwards in time using changes in real GDP for each country. This method supplies a rea-
sonable set of aggregate growth rates for a period of about 15 years, centred on 2000.
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AAlltteerrnnaattiivvee  aaggggrreeggaattiioonn  
mmeetthhooddoollooggiieess  ffoorr  ccaallccuullaattiinngg  wwoorrlldd  oouuttppuutt

The World Economic and Social Survey utilizes a weighting scheme derived from exchange-
rate conversions of national data in order to aggregate rates of growth of output of indi-
vidual countries into regional and global totals, as noted above. This is similar to the
approach followed in some other international reports, such as those of the World Bank.
However, the aggregations used by IMF in its World Economic Outlook and by OECD in
its Economic Outlook rely on country weights derived from national GDP in “internation-
al dollars”, as converted from local currency using purchasing power parities (PPPs). The
different weights arising from these two approaches are given in table D. The question
which approach to use is controversial.

The reason advanced for using PPP weights is that, when aggregating produc-
tion in two countries, a common set of prices should be used to value the same activities
in both countries. This is frequently not the case when market exchange rates are used to
convert local currency values of GDP. The PPP approach revalues gross expenditure in dif-
ferent countries using a single set of prices, in most cases some average of the prices in the
countries being compared. By construction, these revalued GDP magnitudes are then relat-
ed to a numeraire country, usually the United States of America, by assuming that GDP at
PPP values for that country is identical with its GDP at the market exchange rate. The PPP
conversion factor is then, in principle, the number of units of national currency needed to
buy the goods and services that can be bought with one unit of the currency of the
numeraire country.i

In principle as well as in practice, however, PPPs are difficult to calculate
because goods and services are not always directly comparable across countries, making
direct comparisons of their prices correspondingly difficult. It is particularly difficult to
measure the output and prices of many services, such as health care and education.

One problem in employing PPP estimates for calculating the relative sizes of
economies is that even the most recently completed set of PPP prices covers only a com-
paratively small group of countries. Initially, in 1985, there were PPP data for only 64
countries.  Subsequent work under the auspices of the International Comparison
Programme (ICP) has increased this number, but it remains far lower than the number of
countries for which this Survey needs data.

However, certain regularities have been observed, on the one hand, between
GDP and its major expenditure components when measured in market prices and, on the
other, between GDP and its components measured in “international” prices as derived in
the ICP exercises. On that basis (and using other partial data on consumer prices), a tech-
nique was devised to approximate PPP levels of GDP and its major expenditure compo-
nents for countries that had not participated in ICP.  The results are known as the Penn
World Tables.j

Neither the PPP approach nor the exchange-rate approach to weighting coun-
try GDP data can be applied in a theoretically pure or fully consistent way. The data
requirements for a global ICP are enormous, although coverage has grown in each round.
Similarly, since a system of weights based on exchange rates presumes that those rates are
determined solely by external transactions and services and that domestic economies oper-
ate under competitive and liberal conditions, its application has been constrained by
exchange controls and price distortions in many countries. Moreover, there are a large
number of non-traded goods and services in each country to which the “law of one price”
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does not apply. However, the global trend towards liberalization may make possible a more
consistent application over time of the exchange-rate method. Even so, the methods are
conceptually different and thus yield different measures of world output growth.

The differences for the periods 1981-1990 and 1991-2003 are shown in table
A.1. The estimates employ the same countries and the same data for the growth rates of GDP
of the individual countries in the two computations. The differences in the aggregate growth
rates are purely the result of using the two different sets of weights shown in table D.

Table A.1 indicates that the world economy as a whole has grown faster when
country GDPs are valued at PPP conversion factors. This is because the developing coun-
tries, in the aggregate, grew more rapidly than the rest of the world in the 1990s and in the
early years of the new millennium and the share of GDP of these countries is larger under
PPP measurements than under market exchange rates. The influence of China is particu-
larly important, given its high growth rate for nearly two decades.
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Table C.
Output and per capita output in the base year

GDP GDP per capita
(billions of dollars) (dollars)

Exchange- PPP Exchange- PPP
rate basis basis rate basis basis

2000 2000 2000 2000

World 31 279 45 499 5 243 7 627
Developed economies 24 040 24 226 28 189 28 408

of which:
United States 9 817 9 817 34 661 34 661
European Union 7 893 7 822 20 965 20 776
Japan 4 764 3 418 37 482 26 894

Economies in transition 766 2 796 1861 6 788
Developing countries 6 473 18 477 1 377 3 930

By region:
Latin America and the Caribbean 1 858 3 827 3 630 7 476
Africa 567 1 715 744 2 250
Western Asia 828 1 677 3 474 7 035
Eastern and Southern Asia 2 139 6 023 1 118 3 148
China 1 080 5 235 847 4 105
By analytical grouping:
Net-creditor countries 756 1 067 12 625 17 818
Net-debtor countries 5 717 17 410 1 232 3 751
Net fuel exporters 1 693 4 081 1 956 4 715
Net fuel importers 4 780 14 395 1 265 3 810

Memorandum items:
Sub-Saharan Africa 145 593 314 1 283
Least developed countries 194 736 302 1 145

Source: UN/DESA.



International trade and finance
Trade values in table A.13 are based largely on customs data for merchandise trade con-
verted into dollars using average annual exchange rates and are mainly drawn from IMF,
International Financial Statistics. These data are supplemented by balance-of-payments data
in certain cases. Estimates of the dollar values of trade include estimates by the regional
commissions and the Economic Monitoring and Assessment Unit, while forecasts for both
volume and value of imports and exports largely rely on Project LINK. 

The main source of data for table A.14 is the IMF Direction of Trade Statistics
database, while tables A.15 and A.16 are drawn from the more detailed trade data in the
United Nations External Trade Statistics Database (COMTRADE).

Total imports and exports comprise all 10 sections (0 to 9) of the Standard
International Trade Classification.k The following aggregations were used:

Total primary commodities refer to SITC sections 0 to 4:

• Foods comprise SITC sections 0 and 1, namely, food and live animals
chiefly for food; and beverages and tobacco.

• Agricultural raw materials include SITC section 2 (crude materials, ined-
ible, except fuels), except for divisions 27 and 28 (crude fertilizers and
crude minerals, and metalliferous ores and metal scrap, respectively), and
section 4 (animal and vegetable oils, fats and waxes).

• Fuels refer to SITC section 3 (mineral fuels, lubricants and related mate-
rials). 

Total manufactures comprise sections 5 to 8:

• Textiles include divisions 65 (textile yarn, fabrics, made-up articles, not
elsewhere specified or included, and related products) and 84 (articles of
apparel and clothing accessories).

• Chemicals are SITC section 5.
• Machinery and transport equipment refer to SITC division 7.
• Metals include divisions 67 (iron and steel) and 68 (non-ferrous metals).

Table A.18 is, with the exception of data for OPEC in 2004, based on the
International Energy Agency (IEA) Monthly Oil Market Report.  The estimate of supply
from OPEC in 2004 is based on production data for the first quarter of 2004 and infor-
mation about OPEC production quotas.  The country groups and regions used in this
Survey differ from those used by IEA, and adjustments were made to take account of these
differences.

The IMF Balance of Payments Statistics is the main source of data for tables
A.19 to A.22.  The tables are based, therefore, on the definitions and methodologies as
specified by the IMF Balance of Payments Manual mentioned earlier.  Data from the region-
al commissions, and official and private sources, as well as estimates by the Economic
Monitoring and Assessment Unit, were used to complement the IMF data.  Whenever nec-
essary, data reported in national currency were converted into United States dollars at the
average market exchange rate in the period.  Current-account transactions estimates are
presented for the three country groupings specified in tables A, B and C above. Regional
and subregional aggregates are sums of individual economy data. Accordingly, the current-
account balance for the euro zone countries reflects the aggregation of individual country
positions; it therefore does not exclude intra euro-zone transactions.

Stat ist ical  tables134



Notes
a Additional information on Project LINK is available from: http://www.un.org/analysis/

link/index.htm.
b Names and composition of geographical areas follow those of “Standard country or area

codes for statistical use” (ST/ESA/STAT/SER.M/49/Rev.3), with the exception of Western
Asia, in which the Survey includes the Islamic Republic of Iran (owing to the large role of the
petroleum sector in its economy). Also, “Eastern Europe”, as used in this Survey, is a
contraction of “Central and Eastern Europe”; thus, the composition of the region designated
by the term differs from that of strictly geographical groupings.

c See Local Development and Global Issues: Report of the Committee for Development Policy
on its fifth session, 7-11 April 2003 (United Nations publication, Sales No. E.03.II.A.3). 

d Washington, D.C., IMF, 1996.
e Commission of the European Communities, IMF, OECD, United Nations and World Bank,

System of National Accounts, 1993 (United Nations publication, Sales No. E.94.XVII.4).
f IMF, Balance of Payments Manual, 5th ed. (Washington, D.C., IMF, 1993).
g See World Economic and Social Survey, 1995 (United Nations publication, Sales No.

E.95.II.C.1), statistical annex, sect. entitled “Data caveats and conventions”.
h When individual exchange rates seemed unrealistic, alternative exchange rates were

substituted, using averages of the exchange rates in relevant years or the exchange rate of a
more normal year, adjusted using relative inflation rates since that time.

i Since a common set of international prices is used, the translation of purchasing power
values relative to any numeraire country is defined, given the built-in transitivity property.

j See Robert Summers and Alan Heston, The Penn World Table (Mark 5): An Expanded Set of
International Comparisons, 1950-1988, National Bureau of Economic Research (NBER)
Working Paper, No. R1562 (Cambridge, Massachusetts, May 1991).

k See Standard International Trade Classification, Revision 3, Statistical Papers, No. 34/Rev.3
(United Nations publication, Sales No. E.86.XVII.12 and Corr.1 and 2).
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I.  Global output and macroeconomic indicators

Table A.1.
World population, output and per capita GDP, 1980-2003

Growth of GDP Growth rate of
(annual percentage change) population GDP per capita

Exchange- Purchasing (annual Exchange-
rate basis power parity percentage Population rate basis

(2000 dollars) (PPP) basis change) (millions) (2000 dollars)
1981- 1991- 1981- 1991- 1981- 1991-
1990 2003 1990 2003 1990 2003 1980 2003 1980 2003

World 3.0 2.6 3.0 3.1 1.7 1.3 4 367 6 165 4 084 5 378

Developed economies 3.1 2.2 3.0 2.3 0.6 0.6 756 864 18 448 29 085
of which:

United States 3.3 3.0 3.3 3.0 1.0 1.0 230 291 22 392 35 716
European Uniona 2.4 1.9 2.4 1.9 0.3 0.3 355 378 14 301 21 642
Japan 3.9 1.3 3.9 1.3 0.6 0.3 117 128 23 951 38 309

Economies in transitionb 1.7 -0.6 1.9 -0.9 0.7 0.0 378 409 2 236 2 151

Developing countries 3.0 4.4 3.4 5.0 2.1 1.6 3 233 4 893 942 1 461
by region:

Latin America and
the Caribbean 1.2 2.6 1.3 2.5 2.0 1.6 356 535 3 382 3 529

Africa 2.0 2.6 1.9 2.5 2.9 2.5 446 817 818 761
Western Asia -0.2 2.9 -1.3 2.9 3.3 2.3 137 254 4 554 3 507
Eastern and 
Southern Asia 7.0 6.4 6.9 6.8 1.8 1.4 2 295 3 288 373 1 141

Region excluding China 6.4 5.0 5.8 4.8 2.1 1.7 1 296 1 984 527 1 203
East Asia 6.9 5.0 6.3 4.7 1.9 1.2 411 584 1 120 2 892
South Asia 5.2 5.0 5.2 5.0 2.2 1.9 885 1 400 251 498

China 9.1 9.6 9.1 9.6 1.5 0.9 999 1 303 174 1 048

by analytical grouping:
Net-creditor countries 0.7 3.6 0.9 3.6 3.1 -1.5 37 41 12 781 19 680
Net-debtor countries 3.4 4.5 3.6 5.1 2.1 1.7 3 197 4 852 806 1 308
Net fuel exporters 0.8 2.8 0.8 2.9 2.6 1.9 552 913 2 093 1 976
Net fuel importers 4.2 5.0 4.6 5.7 2.0 1.5 2 682 3 980 705 1 343

Memo items:
Sub-Saharan Africa 1.7 2.6 0.9 2.5 3.1 2.7 261 498 367 319
Least developed 
countries 2.1 3.7 1.3 3.4 2.7 2.6 381 682 293 324

Source:
UN/DESA.

a Including the eastern Länder (States) of Germany from 1991.
b Including the former German Democratic Republic until 1990.
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Table A.2.
Developed economies: rates of growth of real GDP, 1995-2005

1995-
2003 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004b 2005b

Developed economies 2.5 2.4 2.9 3.3 2.6 3.1 3.5 1.0 1.3 2.1 3¼ 2¾

United States 3.2 2.5 3.7 4.5 4.2 4.5 3.7 0.5 2.2 3.1 4½ 3½
Canada 3.4 2.8 1.6 4.2 4.1 5.5 5.3 1.9 3.3 1.7 2¾ 3¾
Japan 1.3 1.9 3.4 1.9 -1.1 0.1 2.8 0.4 -0.4 2.5 3 1¾
Australia 3.6 4.1 3.9 4.5 5.7 3.6 1.6 2.7 3.5 2.6 4 2½
New Zealand 3.1 3.7 3.2 2.9 0.1 5.2 2.2 3.5 3.9 3.4 2½ 2¼

EU-15 2.2 2.4 1.7 2.5 2.8 3.0 3.5 1.6 1.1 0.8 2 2¼

Euro zone 2.0 2.3 1.4 2.3 2.7 3.0 3.5 1.6 0.9 0.5 1¾ 2¼

Austria 2.0 1.7 2.0 1.3 3.3 3.6 3.4 0.8 1.4 0.9 2 2½
Belgium 2.0 2.3 1.2 3.5 2.0 3.2 3.8 0.6 0.7 0.8 1½ 2
Finland 3.4 3.8 4.0 6.3 5.3 3.2 5.1 0.7 1.4 1.3 2½ 2½
France 2.0 1.8 1.1 1.9 3.1 3.2 3.6 2.1 1.2 0.2 1¾ 2½
Germany 1.3 1.7 0.8 1.4 2.0 2.0 2.9 0.6 0.2 -0.1 1½ 1¾
Greece 3.5 1.9 2.4 3.6 3.4 3.6 4.1 4.2 3.8 4.7 4¼ 3
Ireland 8.2 9.7 8.0 10.8 8.6 11.8 10.1 6.2 6.9 1.6 3¾ 4½
Italy 1.7 2.9 1.1 2.0 1.8 1.6 3.0 1.8 0.4 0.3 1 2¼
Luxembourg 5.3 1.4 3.3 8.3 6.9 7.8 9.0 1.3 1.7 2.1 2 3
Netherlands 2.6 3.0 3.0 3.8 4.3 4.0 3.5 1.2 0.2 0.0 1¼ 1½
Portugal 2.8 2.9 3.2 3.5 3.5 8.5 3.7 1.6 0.4 -1.4 1¼ 2¼
Spain 3.2 2.7 2.4 3.5 3.8 4.9 4.2 2.8 2.0 2.3 3 3¼

Other EU 2.7 3.0 2.5 3.2 3.1 3.0 3.8 1.9 1.7 1.9 3 2½

Denmark 2.1 2.8 2.5 3.0 2.5 2.6 2.8 1.6 1.0 0.0 2 2¼
Sweden 2.8 4.1 1.3 2.4 3.6 4.6 4.3 0.9 2.1 1.6 2½ 2½
United Kingdom 2.7 2.8 2.7 3.3 3.1 2.8 3.8 2.1 1.7 2.2 3¼ 2¾

Other Europe 1.9 2.0 2.4 3.2 2.5 1.8 3.1 1.6 0.7 0.0 1¾ 2½

Iceland 3.5 0.1 5.2 4.7 5.6 4.2 5.6 2.7 -0.5 4.0 4½ 4½
Malta 3.4 9.3 4.0 4.8 3.4 4.1 6.3 -1.1 2.3 -1.7 ½ 1½
Norway 3.0 4.4 5.3 5.2 2.6 2.1 2.8 2.7 1.4 0.3 2¾ 2¼
Switzerland 1.2 0.5 0.3 1.7 2.4 1.5 3.2 0.9 0.2 -0.3 1 2½

Memo item:

Major developed 
economies 2.4 2.3 2.9 3.2 2.5 3.0 3.4 0.8 1.3 2.3 3½ 2¾

Annual percentage changea

Source:
UN/DESA, based on IMF, International Financial Statistics.

a Calculated as a weighted average of individual country growth rates of gross domestic product (GDP), where weights are based on GDP in 2000 prices and
exchange rates. For methodology, see World Economic and Social Survey, 1992 and corrigenda (United Nations publication, Sales No. E.92.II.C.1 and Corr.1 and
2), annex, introductory text.

b Forecast, partly based on Project LINK.
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Table A.3.
Economies in transition: rates of growth of real GDP, 1995-2005

1995-
2003b 1995 1996 1997 1998 1999 2000 2001 2002 2003c 2004d 2005d

Economies in transition 2.9 -0.2 0.2 2.5 -0.5 3.6 6.5 4.4 4.0 5.7 5¾ 5½

Central and Eastern Europe
and Baltic States 3.6 5.9 4.3 3.6 3.0 2.0 4.0 2.8 2.8 3.8 4¼ 4½

Central and Eastern Europe 3.5 6.1 4.4 3.4 2.9 2.1 3.9 2.7 2.7 3.6 4 4¼

Albania 6.1 13.3 9.0 -10.3 12.7 7.3 7.7 6.5 4.7 6.0 6 6
Bosnia and Herzegovina 15.6 .. 54.2 36.6 15.4 9.5 5.4 4.5 5.5 3.2 4 4
Bulgaria 1.3 2.9 -9.4 -5.6 4.0 2.3 5.4 4.1 4.9 4.3 4¼ 4
Croatia 4.2 6.8 5.9 6.8 2.5 -0.9 2.9 4.4 5.2 4.3 4 4
Czech Republic 2.2 5.9 4.3 -0.8 -1.0 0.5 3.3 3.1 2.0 2.9 3½ 4
Hungary 3.5 1.4 1.4 4.6 4.9 4.2 5.2 3.8 3.5 2.9 3¼ 3¾
Poland 4.3 7.1 6.0 6.8 4.8 4.1 4.0 1.0 1.4 3.7 4½ 4½
Romania 1.8 7.1 4.0 -6.1 -4.8 -1.2 2.1 5.7 5.0 4.9 4¾ 4¾
Serbia and Montenegro 2.1 6.1 5.9 7.4 2.5 -17.7 6.4 5.5 3.8 2.0 3 4
Slovakia 4.1 5.8 6.1 4.6 4.2 1.5 2.0 3.8 4.4 4.2 4¼ 4¾
Slovenia 3.8 4.1 3.6 4.8 3.6 5.6 3.9 2.7 3.4 2.3 3 3½
The former Yugoslav 
Republic of Macedonia 1.4 -1.1 1.2 1.4 3.4 4.3 4.5 -4.5 0.9 3.0 3½ 4

Baltic States 5.2 2.9 4.2 8.1 5.8 0.0 5.6 6.9 6.3 7.5 6½ 7

Estonia 5.1 4.3 3.9 9.8 4.6 -0.6 7.3 6.5 6.0 4.7 5¼ 5½
Latvia 5.2 -0.9 3.7 8.4 4.8 2.8 6.8 7.9 6.1 7.4 6¾ 7
Lithuania 5.3 5.2 4.7 7.0 7.3 -1.7 3.9 6.4 6.8 9.0 7 7½

Commonwealth of 
Independent States 2.3 -5.2 -3.7 1.4 -4.0 5.4 9.3 5.9 5.1 7.6 7¼ 6½

Armenia 7.6 6.9 5.9 3.3 7.3 3.3 5.9 9.6 12.9 13.9 8 7
Azerbaijan 5.9 -11.8 1.3 5.8 10.0 7.4 11.1 9.9 10.6 11.2 9½ 8½
Belarus 4.0 -10.4 2.8 11.4 8.4 3.4 5.8 4.7 5.0 6.8 6½ 5½
Georgia 5.6 2.6 11.2 10.5 3.1 2.9 1.8 4.8 5.5 8.6 5 4½
Kazakhstan 3.9 -8.2 0.5 1.7 -1.9 2.7 9.8 13.5 9.8 9.2 8½ 8
Kyrgyzstan 3.7 -5.4 7.1 9.9 2.1 3.7 5.4 5.3 -0.5 6.7 5 4½
Republic of Moldova 0.6 -1.4 -5.9 1.6 -6.5 -3.4 2.1 6.1 7.8 6.3 5½ 4¾
Russian Federation 2.3 -4.1 -3.6 1.4 -5.3 6.4 10.0 5.1 4.7 7.3 7 6½
Tajikistan 1.7 -12.4 -16.7 1.7 5.3 3.7 8.3 10.2 9.5 10.2 8 7½
Turkmenistane 5.0 -7.2 6.7 -11.4 7.1 16.5 10.0 8.0 9.0 9.0 8 7½
Ukraine 0.0 -12.2 -10.0 -3.0 -1.9 -0.2 5.9 9.2 5.2 9.4 8½ 7
Uzbekistan 3.5 -0.9 1.7 5.2 4.4 4.4 4.0 4.5 4.2 4.4 6 4½

Annual percentage changea

Source:
UN/DESA, based on data of Economic Commission for Europe (ECE).

a Calculated as a weighted average of individual country growth rates of gross domestic product (GDP), where weights are based on GDP in 2000 prices and
exchange rates.

b For Bosnia and Herzegovina, 1996-2003 is calculated.
c Partly estimated.
d Forecast, based in part on Project LINK.
e Reliability of figures for Turkmenistan is questionable owing to not well documented deflation procedures.
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Table A.4.
Developing economies: rates of growth of real GDP, 1995-2005

1995-
2003 1995 1996 1997 1998 1999 2000 2001 2002 2003b 2004c 2005c

Developing economiesd 4.2 4.7 5.8 5.4 2.0 3.6 5.8 2.3 3.4 4.4 5¼ 5¼

Africa 3.4 3.1 5.3 3.4 3.0 3.0 3.3 3.1 2.9 3.3 4 4¾
Net fuel exporters 3.6 3.8 4.6 4.0 3.0 3.4 3.9 2.7 3.3 3.9 4 5
Net fuel importers 3.1 2.5 5.8 2.8 3.0 2.7 2.7 3.4 2.6 2.8 4 4½

Eastern and Southern Asia 5.8 8.2 7.4 6.2 1.3 6.3 7.2 4.0 5.7 6.1 7 6¼
of which:

East Asia 4.2 8.6 7.7 6.5 0.4 6.4 7.7 3.8 5.9 6.0 7 6¼
South Asia 5.5 6.3 6.1 4.9 5.3 6.0 5.1 4.6 4.5 6.5 6½ 6¼

Western Asia 3.1 4.1 4.9 3.9 2.6 -0.2 5.6 -0.5 3.1 4.6 2¾ 3
Net fuel exporters 3.1 1.7 4.2 3.2 2.2 1.1 5.1 2.6 2.4 5.1 2½ 3
Net fuel importers 3.2 7.5 5.8 4.8 3.2 -2.0 6.2 -4.4 4.1 3.9 3¼ 3

Latin America and the Caribbean 2.1 0.5 3.9 5.3 2.4 1.1 4.4 0.4 -0.3 1.5 4 4½
Net fuel exporters 2.2 -3.4 4.1 6.0 3.6 2.5 5.9 0.4 0.1 0.7 4 4½
Net fuel importers 2.1 3.2 3.8 4.9 1.6 0.2 3.4 0.4 -0.7 2.0 3¾ 4½

Memo items:
Sub-Saharan Africa (excluding

Nigeria and South Africa) 3.8 4.9 5.8 4.4 4.0 3.1 2.5 3.2 3.1 2.8 5 5½

Least developed countries 4.8 5.5 5.7 5.0 4.5 4.5 4.7 5.1 4.1 3.9 5½ 5½

East Asia (excluding China) 4.5 7.5 6.6 5.2 -4.1 5.9 7.4 1.3 4.4 3.6 5½ 4½

Major developing economies

Argentina 0.2 -2.8 5.5 8.1 3.9 -3.4 -0.5 -4.4 -10.9 8.4 6 4½
Brazil 2.1 4.2 2.9 3.5 0.2 0.8 4.5 1.5 1.5 -0.1 3½ 5
Chile 4.5 9.9 7.0 7.6 3.9 -1.1 5.4 3.1 2.1 3.2 4 4½
China 8.5 10.5 9.6 8.8 7.8 7.1 8.0 7.3 8.0 9.1 9 8
Colombia 1.8 5.4 2.1 2.8 0.5 -4.3 2.7 1.6 1.8 3.7 4 3¾
Egypt 4.3 4.7 5.0 5.5 4.5 6.3 5.1 2.9 3.0 1.8 2¾ 3½
Hong Kong SARe 3.3 4.7 4.8 5.2 -5.1 3.0 12.1 0.6 2.3 3.3 5¼ 4¾
India 5.8 6.7 6.4 5.3 5.6 6.4 5.1 5.1 4.5 6.8 7 6½
Indonesia 2.4 8.1 8.0 4.7 13.1 0.1 4.8 3.3 3.7 4.1 4½ 4½
Iran (Islamic Republic of) 4.6 4.2 5.0 2.5 2.2 2.5 6.1 5.0 7.6 6.2 4¼ 4
Israel 2.6 7.1 4.5 2.1 2.2 2.2 6.0 -0.9 -1.2 1.3 2¾ 3¾
Korea, Republic of 5.2 8.9 7.1 5.5 -5.8 10.7 8.8 3.0 6.3 3.1 5½ 4¾

Annual percentage changea
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1995-
2003 1995 1996 1997 1998 1999 2000 2001 2002 2003b 2004c 2005c

Major developing economies
(continued)

Malaysia 4.5 9.5 8.2 7.7 -7.5 5.6 8.3 0.4 4.1 5.2 6 5¼
Mexico 2.7 -6.2 5.5 6.8 4.8 5.2 6.9 -0.2 0.9 1.3 3½ 4½
Nigeria 3.0 2.5 4.3 2.7 1.9 1.1 3.8 3.9 3.3 4.0 4 3½
Pakistan 4.0 4.9 5.2 1.3 3.7 4.1 3.9 3.1 4.4 5.5 5½ 5½
Peru 3.5 8.6 2.5 6.7 -0.4 1.4 3.6 0.6 5.2 3.9 4 4½
Philippines 3.8 4.8 5.5 5.2 -0.5 3.4 4.0 3.3 4.4 4.5 4¼ 4
Saudi Arabia 2.4 -0.2 4.0 3.0 1.6 0.5 4.5 1.2 1.0 6.4 ¼ 1½
Singapore 4.5 8.9 7.0 7.8 0.3 5.9 10.3 -2.0 2.2 1.1 6 4¼
South Africa 2.7 3.1 4.3 2.6 0.8 2.1 3.4 2.8 3.0 1.9 3 3½
Taiwan Province of China 4.3 6.1 5.6 6.8 4.6 5.4 5.9 -1.9 3.6 3.2 5¼ 4¼
Thailand 2.7 8.6 6.7 -1.3 10.2 4.2 4.4 1.6 5.3 6.7 7 5½
Turkey 3.5 8.0 7.0 6.8 3.8 -5.1 7.1 -8.0 7.8 5.8 3½ 2½
Venezuela -1.4 3.1 -1.3 5.1 0.2 -6.1 3.2 2.8 -8.9 -9.2 6½ 3¾

Table A.4 (continued)

Source:
United Nations.

a Calculated as a weighted average of individual country growth rates of gross domestic product (GDP), where weights are based on GDP in 2000 prices and
exchange rates.

b Partly estimated.
c Forecast, based in part on Project LINK.
d Covering countries that account for 98 per cent of the population of all developing countries.
e Special Administrative Region of China.



144 Stat ist ical  tables

Table A.5.
Developed economies: investment, saving and net transfer, 1990-2002

Gross domestic Gross domestic Net financial
investment saving transfer

Totala 1990 23.0 22.5 0.5
1995 21.5 22.2 -0.7
2000 21.9 21.2 0.7
2002 19.6 19.0 0.6

Major developed economiesa 1990 22.7 22.1 0.6
1995 21.5 22.0 -0.4
2000 21.8 20.6 1.2
2002 19.3 18.1 1.2

European Union (EU-15) 1990 16.8 16.3 0.5
1995 14.7 15.9 -1.2
2000 15.1 15.6 -0.4
2002 13.8 15.1 -1.3

Germanyb 1990 23.8 23.8 0.1
1995 22.6 23.3 -0.6
2000 21.7 22.1 -0.4
2002 17.9 22.2 -4.3

Japan 1990 32.7 33.7 -0.9
1995 28.1 29.5 -1.4
2000 26.2 27.6 -1.4
2002 23.6 24.9 -1.3

United States of America 1990 17.6 16.4 1.2
1995 18.1 17.0 1.1
2000 20.7 17.0 3.7
2002 18.2 14.1 4.1

Percentage of GDP

Source:
OECD, National Accounts.

a National data converted to dollars for aggregation at annual average exchange rates.
b Prior to 1991, data referring to Western Germany only.
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Table A.6.
Developed economies: unemployment rates,a 1995-2005

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004b 2005b

Developed economies 7.3 7.3 7.0 6.7 6.3 5.9 6.1 6.8 7.0 6¾ 6¾

United States 5.6 5.4 4.9 4.5 4.2 4.0 4.7 5.8 6.0 5½ 5½
Canada 9.4 9.6 9.1 8.3 7.6 6.8 7.2 7.7 7.6 7½ 7½
Japan 3.2 3.4 3.4 4.1 4.7 4.7 5.0 5.4 5.3 5 4¾
Australia 8.2 8.2 8.2 7.7 6.9 6.3 6.8 6.4 6.0 6 5¾
New Zealand 6.3 6.1 6.6 7.5 6.8 6.0 5.3 5.2 4.7 5 5

EU-15 10.2 10.3 10.1 9.5 8.7 7.8 7.4 7.7 8.0 8 8

Euro zone 10.6 10.8 10.9 10.3 9.4 8.5 8.0 8.4 8.8 9 8¾
Austria 3.9 4.4 4.4 4.5 4.0 3.6 3.6 4.3 4.4 4¼ 4
Belgium 9.7 9.5 9.2 9.3 8.6 6.9 6.7 7.3 8.1 8¼ 8¼
Finland 15.2 14.6 12.7 11.3 10.2 9.8 9.1 9.1 9.0 9 8¾
France 11.4 11.9 11.8 11.4 10.7 9.3 8.5 8.8 9.4 9½ 9½
Germany 8.2 8.9 9.9 9.3 8.4 7.8 7.8 8.6 9.3 9¼ 9
Greece 9.1 9.7 9.6 11.0 11.8 11.0 10.4 10.0 9.3 8½ 8¼
Ireland 12.3 11.7 9.9 7.5 5.6 4.3 3.9 4.4 4.6 5 5
Italy 11.5 11.5 11.6 11.7 11.3 10.4 9.4 9.0 8.6 8¼ 8
Luxembourg 2.9 2.9 2.7 2.7 2.4 2.3 2.1 2.8 3.7 4 4¼
Netherlands 6.6 6.0 4.9 3.8 3.2 2.9 2.5 2.7 3.8 5¼ 5¾
Portugal 7.3 7.2 6.8 5.2 4.5 4.1 4.1 5.1 6.4 6½ 6
Spain 18.8 18.1 17.0 15.2 12.8 11.3 10.6 11.3 11.3 11¼ 10¾

Other EU 8.4 8.1 7.1 6.3 5.9 5.3 4.9 5.0 5.1 5 5
Denmark 6.8 6.3 5.2 4.9 4.8 4.4 4.4 4.6 5.6 5¾ 5¼
Sweden 8.8 9.6 9.9 8.2 6.7 5.6 4.9 4.9 5.6 6¼ 6
United Kingdom 8.5 8.0 6.9 6.2 5.9 5.4 5.0 5.1 5.0 4¾ 4¾

Other Europe 4.2 4.2 4.2 3.5 3.1 3.0 3.0 3.5 4.3 4½ 4½
Icelandc 4.9 3.7 3.9 2.7 2.0 2.3 2.3 3.3 4.1 4 3½
Maltac 3.7 4.4 5.5 5.6 5.8 5.0 5.1 5.2 5.7 6¾ 6¼
Norway 5.5 4.8 4.0 3.2 3.2 3.4 3.6 3.9 4.5 4½ 4
Switzerland 3.5 3.9 4.2 3.6 3.0 2.7 2.6 3.2 4.1 4½ 4¾

Memo item:
Major developed economies 6.7 6.8 6.5 6.3 6.1 5.7 6.1 6.8 7.0 6¾ 6½

Percentage of labour force

Source:
UN/DESA, based on data of OECD.

a Unemployment data are standardized by OECD for comparability among countries and over time, in conformity with the definitions of the International Labour
Organization (see OECD, Standardized Unemployment Rates: Sources and Methods (Paris, 1985).

b Forecast.
c Not standardized.
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Table A.7.
Economies in transition: unemployment rates,a 1995-2005

1995 1996 1997 1998 1999 2000 2001 2002 2003b 2004c 2005d

Central and Eastern Europe
Albania 12.9 12.3 14.9 17.6 18.2 16.9 14.6 15.8 14.0 15 15
Bosnia and Herzegovina      .. .. 39.0 38.7 39.0 39.4 39.9 42.7 42.0 42 40
Bulgaria 11.1 12.5 13.7 12.2 16.0 17.9 17.9 16.3 14.3 12¾ 12
Croatia 17.6 15.9 17.6 18.6 20.8 22.6 23.1 21.3 19.5 19 17
Czech Republic 2.9 3.5 5.2 7.5 9.4 8.8 8.9 9.8 9.3 11 9½
Hungary 10.4 10.5 10.4 9.1 9.6 8.9 8.0 8.0 8.4 8¼ 8
Poland 14.9 13.2 10.3 10.4 13.1 15.1 17.5 20.0 20.0 19½ 19
Romania 9.5 6.6 8.8 10.3 11.5 10.5 8.8 8.4 7.2 8 7¾
Serbia and Montenegro 24.7 26.1 25.6 27.2 27.4 26.6 22.5 25.0 28.0 28 25
Slovakia 13.1 12.8 12.5 15.6 19.2 17.9 18.6 17.8 15.6 15¼ 14
Slovenia 14.5 14.4 14.8 14.6 13.0 12.0 11.8 11.6 11.6 10¾ 10½
The former Yugoslav Republic 
of Macedonia 36.6 38.8 41.7 32.3 44.0 45.1 41.8 45.3 45.3 43 42

Baltic States
Estoniad 5.0 5.6 4.6 5.1 6.7 7.7 7.7 6.8 6.1 5¾ 5½
Latvia 6.6 7.2 7.0 9.2 9.1 7.8 7.7 8.5 8.0 7¼ 7
Lithuania 7.3 6.2 6.7 6.9 10.0 12.6 12.9 10.9 9.2 8½ 8

Commonwealth of 
Independent States

Armenia 8.1 9.7 11.0 8.9 11.5 10.9 9.8 9.1 9.8 9½ 9
Azerbaijan 1.1 1.1 1.3 1.4 1.2 1.2 1.3 1.3 1.4 1¼ 1¼
Belarus 2.7 4.0 2.8 2.3 2.0 2.1 2.3 3.0 3.1 3½ 3
Georgia 3.4 3.2 8.0 4.2 5.6 .. .. .. .. .. ..
Kazakhstan 2.1 4.1 3.9 3.7 3.9 3.7 2.8 2.6 1.8 1½ 1¼
Kyrgyzstan 3.0 4.5 3.1 3.1 3.0 3.1 3.1 3.1 3.0 2¾ 2¾
Republic of Moldova 1.4 1.5 1.7 1.9 2.1 1.8 1.7 1.5 1.2 1 1¼
Russian Federatione 9.0 10.0 11.2 13.3 12.2 9.8 8.7 8.8 8.1 8 7¾
Tajikistan 1.8 2.4 2.8 2.9 3.1 3.0 2.6 2.7 2.4 2¼ 2¼
Turkmenistan .. .. .. .. .. .. .. .. .. .. ..
Ukraine 0.6 1.5 2.8 4.3 4.3 4.2 3.7 3.8 3.6 3½ 3½
Uzbekistan 0.3 0.3 0.3 0.4 0.5 0.6 .. .. .. .. ..

Percentage of labour force, end of period

Source:
UN/DESA, based on data of Economic Commission for Europe (ECE).

a End-of-period registered unemployment data.
b Partly estimated.
c Forecast.
d Job seekers till October 2000; thereafter, registered unemployed as  percentage of labour force.
e Based on Russian Goskomstat estimates according to ILO definition, which includes all persons not having employment but actively seeking work.
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Table A.8.
Developed economies: consumer price inflation,a 1995-2005

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004b 2005b

Developed economies 2.2 2.1 2.0 1.4 1.3 2.2 2.0 1.3 1.7 1½ 1½

United States 2.8 2.9 2.3 1.6 2.2 3.4 2.8 1.6 2.3 2 1¾
Canada 2.2 1.6 1.6 1.0 1.7 2.7 2.5 2.2 2.8 1½ 1¾
Japan -0.1 0.1 1.7 0.7 -0.3 -0.7 -0.7 -0.9 -0.3 -¼ ¾
Australia 4.6 2.6 0.3 0.9 1.5 4.5 4.4 3.0 2.8 2 2
New Zealand 3.8 2.6 0.9 1.3 1.4 2.7 2.7 2.3 1.8 2½ 2

EU-15 2.9 2.4 2.0 1.7 1.2 2.4 2.4 2.0 2.2 2 1¾

Euro zone 2.8 2.4 1.8 1.3 1.1 2.3 2.6 2.1 2.0 1¾ 1½
Austria 2.3 1.8 1.3 0.9 0.6 2.4 2.7 1.8 1.4 1½ 1½
Belgium 1.5 2.1 1.6 1.0 1.1 2.5 2.5 1.6 1.6 1¼ 1¼
Finland 1.0 0.6 1.2 1.4 1.2 3.4 1.7 1.7 0.6 ½ 1¼
France 1.8 2.0 1.2 0.7 0.5 1.7 1.7 1.9 2.1 1½ 1½
Germany 1.7 1.4 1.9 0.9 0.6 1.9 2.5 1.3 1.0 1¼ 1¼
Greece 8.9 8.2 5.5 4.8 2.6 3.1 3.4 3.6 3.6 3½ 3
Ireland 2.5 1.7 1.4 2.4 1.6 5.6 4.9 4.7 3.5 2½ 2¾
Italy 5.2 4.0 2.0 2.0 1.7 2.5 2.8 2.5 2.7 2½ 2¼
Luxembourg 1.9 1.4 1.4 1.0 1.0 3.1 2.7 2.1 2.1 2¼ 2
Netherlands 1.9 2.0 2.2 2.0 2.2 2.5 4.5 3.5 2.1 1 ½
Portugal 4.1 3.1 2.2 2.7 2.3 2.8 4.4 3.5 3.3 2 2¼
Spain 4.7 3.6 2.0 1.8 2.3 3.4 2.8 3.1 3.0 1¾ 1½

Other EU 3.2 2.2 2.7 2.8 1.5 2.7 1.9 1.8 2.7 2½ 2½
Denmark 2.1 2.1 2.2 1.9 2.5 2.9 2.3 2.4 2.1 2 2
Sweden 2.5 0.5 0.7 -0.3 0.5 0.9 2.4 2.2 1.9 1 1¼
United Kingdom 3.4 2.4 3.1 3.4 1.6 2.9 1.8 1.6 2.9 2¾ 2½

Other Europe 2.1 1.0 1.4 1.0 1.5 2.2 1.9 1.0 1.4 ½ 1
Iceland 1.7 2.3 1.7 1.7 3.2 5.2 6.4 5.2 2.1 2¼ 2¾
Malta 4.4 2.1 3.1 2.4 2.1 2.4 2.9 2.2 1.3 3½ 2¼
Norway 2.5 1.3 2.6 2.3 2.3 3.1 3.0 1.3 2.5 1 2
Switzerland 1.8 0.8 0.5 0.0 0.8 1.5 1.0 0.6 0.6 ¼ ¼

Memo item:
Major developed economies 2.1 2.0 2.1 1.4 1.3 2.1 1.8 1.1 1.7 1½ 1½

Average annual percentage change

Source:
UN/DESA, based on data of IMF, International Financial Statistics.

a Data for country groups are weighted averages, where weights for each year are 2000 GDP in United States dollars.
b Forecast, partly based on Project LINK.
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Table A.9.
Economies in transition: consumer price inflation, 1995-2005

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004a 2005a

Economies in transition 127.7 38.0 38.4 20.5 44.0 17.8 13.4 9.3 7.3 7 6

Central and Eastern Europe
and Baltic States 25.4 23.7 58.9 15.5 10.3 11.5 8.3 4.6 3.0 4 3½

Central and Eastern Europe 25.1 23.7 61.2 15.9 10.7 12.0 8.6 4.7 3.1 4 3½

Albania 8.0 12.7 33.2 20.3 0.4 0.0 3.1 5.5 3.0 2½ 3
Bosnia and Herzegovina -12.1 -21.2 11.8 4.9 -0.6 1.7 1.8 0.9 0.2 ½ 1
Bulgaria 62.1 121.6 1 058.4 18.7 2.6 10.3 7.4 5.8 2.3 5 4
Croatia 4.0 3.6 3.7 5.2 3.5 6.5 5.4 4.7 1.5 2½ 2¾
Czech Republic 9.1 8.8 8.5 10.7 2.1 3.9 4.7 1.8 0.1 3¼ 2½
Hungary 28.2 23.6 18.3 14.3 10.0 9.8 9.2 5.3 4.7 7 4½
Poland 27.8 19.9 14.9 11.8 7.3 10.1 5.5 1.9 0.8 2 2½
Romania 32.3 38.8 154.9 59.1 45.8 45.7 34.5 22.5 15.0 12 9
Serbia and Montenegro 71.8 90.5 23.2 30.4 44.1 77.5 90.4 19.2 9.6 8 7
Slovakia 10.0 5.8 6.1 6.7 10.6 12.0 7.1 3.3 8.6 7¾ 5
Slovenia 13.5 9.9 8.4 7.9 6.1 8.9 8.4 7.5 5.6 3½ 3
The former Yugoslav Republic
of Macedonia 15.9 2.5 0.9 -1.4 -1.3 6.6 5.2 2.3 1.2 2½ 2½

Baltics States 32.3 22.0 9.2 6.3 1.9 2.3 2.8 1.6 0.7 2¼ 1¼

Estonia 28.9 23.1 11.1 10.6 3.5 3.9 5.8 3.5 1.3 2¾ 1¼
Latvia 25.0 17.6 8.4 4.7 2.4 2.8 2.5 1.9 2.9 3 1¾
Lithuania 39.5 24.7 8.8 5.1 0.8 1.0 1.3 0.3 -1.2 1½ 1

Commonwealth of
Independent States 231.9 52.6 17.6 25.6 78.2 24.1 18.5 14.1 11.7 9¾ 8½

Armenia 175.5 18.7 13.8 8.7 0.7 -0.8 3.2 1.0 4.7 3½ 3½
Azerbaijan 411.5 19.8 3.6 -0.8 -8.6 1.8 1.5 2.8 2.2 3½ 4
Belarus 709.3 52.7 63.9 73.2 293.7 168.9 61.1 42.8 28.5 25 20
Georgia 261.4 39.4 7.1 3.5 19.3 4.2 4.6 5.7 4.8 5 5½
Kazakhstan 176.3 39.2 17.5 7.3 8.4 13.4 8.5 6.0 6.4 6½ 5
Kyrgyzstan 43.5 32.0 23.4 10.5 35.9 18.7 6.9 2.1 3.1 4 4½
Republic of Moldova 29.9 23.5 11.8 7.7 39.3 31.3 9.6 5.3 11.7 8 7
Russian Federation 197.4 47.8 14.7 27.8 85.7 20.2 18.6 15.1 12.0 10 8½
Tajikistan 682.1 422.4 85.4 43.1 27.5 32.9 38.6 12.2 17.1 15 13
Turkmenistan 1 105.3 714.0 83.7 16.8 23.5 7.0 8.2 15.0 11.0 12 12
Ukraine 376.7 80.2 15.9 10.6 22.7 28.2 12.0 0.8 5.2 3½ 6½
Uzbekistan 304.6 54.0 58.8 17.7 29.0 24.9 26.6 24.2 22.0 19 15

Average annual percentage change

Source:
UN/DESA, based on data of Economic Commission for Europe (ECE).

a Forecast.
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Table A.10.
Developing economies: consumer price inflation,a 1995-2005

1995 1996 1997 1998 1999 2000 2001 2002 2003b 2004c 2005c

Developing economies 22.5 14.9 10.1 10.3 6.5 5.4 5.5 6.2 6.7 5½ 5¼

by region:

Africad 21.9 14.3 7.8 6.6 5.2 6.0 5.9 7.8 11.3 14¼ 12½
Eastern and Southern Asia 10.4 7.0 4.6 7.4 1.8 1.3 2.5 2.1 2.5 3¼ 3

of which:
East Asia 10.5 6.5 3.9 6.4 1.1 0.6 2.2 1.6 2.2 3 3
South Asia 10.2 8.9 7.5 12.0 4.8 4.0 3.8 4.3 3.9 4¼ 4

Western Asia 35.4 29.6 28.0 26.9 21.4 17.2 16.9 15.8 9.9 7 10½
Latin America and
the Caribbean 38.7 23.0 13.3 9.8 9.3 7.9 6.1 9.2 11.3 6¾ 5

Memo items:
Sub-Saharan Africa (excluding 

Democratic Republic of the 
Congo, Nigeria and South Africa) 23.5 23.9 12.8 8.9 9.8 10.0 10.1 13.9 29.2 41¾ 37½

Least developed countriesd 22.6 20.9 15.3 19.2 11.5 4.8 7.6 11.1 13.2 11½ 11½
East Asia excluding China 5.9 5.3 4.7 11.6 2.9 0.9 3.5 3.2 2.9 3 3

Major developing economies

Argentina 3.4 0.2 0.5 0.9 -1.2 -0.9 -1.1 25.9 15.7 5 4½
Brazil 66.0 15.8 6.9 3.2 4.9 7.0 6.8 8.4 15.9 7 4½
Chile 8.2 7.4 6.1 5.1 3.3 3.8 3.6 2.5 3.2 2 3
China 16.9 8.3 2.8 -0.8 -1.4 0.3 0.5 -0.7 1.2 3 2½
Colombia 21.0 20.2 18.5 18.7 10.9 9.2 8.0 6.3 7.3 6 5½
Egypt 15.7 7.2 4.6 4.2 3.1 2.7 2.3 2.7 4.2 5¼ 3½
Hong Kong SARe 9.1 6.3 5.8 2.9 -4.0 -3.7 -1.6 -3.0 -2.6 1 1¾
India 10.2 9.0 7.2 13.2 4.7 4.0 3.7 4.4 3.8 4¼ 4
Indonesia 9.4 8.0 6.7 57.6 20.3 4.5 12.0 11.5 6.6 5 5
Iran (Islamic Republic of) 49.7 28.9 17.3 17.9 20.1 14.5 11.3 14.3 16.5 15½ 14
Israel 10.0 11.3 9.0 5.4 5.2 1.1 1.1 5.6 0.7 2½ 2¾
Korea, Republic of 4.4 5.0 4.4 7.5 0.8 2.2 4.1 2.7 3.5 3¼ 3¼
Malaysia 3.5 3.5 2.7 5.3 2.7 1.5 1.4 1.8 1.1 1¾ 2¼
Mexico 35.0 34.4 20.6 15.9 16.6 9.5 6.4 5.0 4.7 4½ 4
Nigeria 72.8 29.3 8.2 10.3 4.8 14.5 13.0 12.9 14.0 12¾ 9¾
Pakistan 12.3 10.4 11.4 6.2 4.1 4.4 3.1 3.3 2.9 4 4
Peru 11.1 11.5 8.6 7.2 3.5 3.8 2.0 0.2 2.3 2½ 2½
Philippines 8.0 9.0 5.9 9.7 6.7 4.4 6.1 3.1 3.0 3¾ 4
Saudi Arabia 4.9 1.2 0.1 -0.4 -1.3 -1.1 -1.1 0.3 0.5 ¾ ½
Singapore 1.7 1.4 2.0 -0.3 0.0 1.4 1.0 -0.4 0.5 1 1¼
South Africa 8.6 7.4 8.6 7.0 5.2 5.3 4.8 8.9 6.0 5 4½
Taiwan Province of China 3.7 3.1 1.8 2.6 0.2 -1.9 0.6 -0.2 -0.3 ½ ¾
Thailand 5.8 5.9 5.6 8.1 0.3 1.6 1.7 0.6 1.8 2 2¼
Turkey 88.1 80.3 85.7 84.6 64.9 54.9 54.4 45.0 25.3 14 26½
Venezuela 59.9 99.9 50.0 35.8 23.6 16.2 12.5 22.4 32.9 29 20

Average annual percentage change

Source:
UN/DESA, based on IMF, International Financial Statistics.

a Weights used are GDP in 2000 US dollars.
b Partly estimated.
c Forecast, based in part on Project LINK.
d Excluding Democratic Republic of the Congo.
e Special Administrative Region of China.
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Table A.11.
Major developed economies: financial indicators, 1995-2003

1995 1996 1997 1998 1999 2000 2001 2002 2003

Short-term interest ratesa

Canadaa 6.9 4.3 3.3 4.9 4.7 5.5 4.1 2.5 2.9
Franceb 6.4 3.7 3.2 3.4 3.0 4.4 4.3 3.3 2.3
Germanyb 4.5 3.3 3.2 3.4 3.0 4.4 4.3 3.3 2.3
Italyb 10.5 8.8 6.9 5.0 3.0 4.4 4.3 3.3 2.3
Japan 1.2 0.5 0.5 0.4 0.1 0.1 0.1 0.0 0.0
United Kingdom 6.1 6.0 6.6 7.2 5.2 5.8 5.1 3.9 3.6
United States 5.8 5.3 5.5 5.4 5.0 6.2 3.9 1.7 1.1

Long-term interest ratesc

Canada 8.3 7.5 6.4 5.5 5.7 5.9 5.8 5.7 5.3
France 7.6 6.4 5.6 4.7 4.7 5.5 5.0 4.9 4.2
Germany 6.5 5.6 5.1 4.4 4.3 5.2 4.7 4.6 3.8
Italy 12.2 9.4 6.9 4.9 4.7 5.6 5.2 5.0 4.2
Japan 2.5 2.2 1.7 1.1 1.8 1.7 1.3 1.3 1.0
United Kingdom 8.3 8.1 7.1 5.4 4.7 4.7 4.8 4.8 4.6
United States 6.6 6.4 6.4 5.3 5.6 6.0 5.0 4.6 4.0

General government
financial balancesd

Canada -5.3 -2.8 0.2 0.1 1.7 3.1 1.4 0.8 1.2
France -5.6 -4.1 -3.0 -2.7 -1.6 -1.4 -0.2 -3.2 -4.1
Germany -3.2 -3.4 -2.7 -2.1 -1.4 1.3 -2.8 -3.5 -3.9
Italy -7.6 -6.5 -2.7 -2.8 -1.9 -0.6 -2.6 -2.3 -2.4
Japane -4.7 -5.0 -3.8 -5.5 -7.2 -7.4 -6.1 -7.9 -8.2
United Kingdom -5.8 -4.4 -2.0 0.4 1.3 3.8 0.7 -1.6 -3.2
United States -3.1 -2.2 -0.9 0.3 0.7 1.4 -0.2 -3.3 -4.9

Percentage

Source:
UN/DESA, based on IMF, International Financial Statistics; OECD, Economic Outlook; and EUROPA (EU on line), European Economy.

a Money market rates.
b From January 1999 onward, representing the three-month Euro Interbank Offered Rate (EURIBOR), which is an Interbank deposit bid rate.
c Yield on long-term government bonds.
d Surplus (+) or deficit (-) as a percentage of nominal GNP or GDP.
e The 1998 deficit does not take account of the assumption by the central Government of the debt of the Japan National Railway Settlement Corporation and the

National Forest Special Account, which amounts to 5.2 percentage points of GDP. Deferred tax payments on postal savings accounts are included in 2000 and
2001.
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Table A.12.
Selected economies: real effective exchange rates, broad measurement,a 1995-2003

1995 1996 1997 1998 1999 2000 2001 2002 2003

Developed economies

Australia 98.3 106.9 108.5 99.9 101.3 100.0 94.9 98.3 109.8
Canada 104.4 106.1 107.2 102.5 101.4 100.0 96.4 94.7 102.3
Denmark 104.9 104.1 101.2 104.9 106.5 100.0 102.6 106.6 113.7
Euro zone 120.2 119.3 109.1 112.2 109.3 100.0 101.4 105.2 117.3
Japan 109.7 93.1 88.1 88.4 96.9 100.0 89.7 83.8 83.0
New Zealand 117.8 128.2 131.3 116.6 111.9 100.0 99.3 111.3 130.5
Norway 101.6 99.2 98.6 98.9 100.4 100.0 102.6 108.6 108.7
Sweden 110.1 114.0 108.0 109.2 105.1 100.0 91.6 93.8 97.7
Switzerland 114.9 111.2 102.5 107.2 107.5 100.0 103.3 109.4 111.2
United Kingdom 85.3 87.1 99.4 103.8 102.2 100.0 97.2 98.3 95.6
United States 85.2 86.9 90.9 99.0 98.9 100.0 106.2 106.2 98.1

Developing economies

Argentina 86.6 89.4 93.8 96.5 102.1 100.0 104.9 57.1 62.5
Brazil 110.6 107.4 112.8 112.7 84.4 100.0 90.2 90.0 98.3
Chile 94.4 97.4 101.8 98.1 95.5 100.0 94.5 92.9 91.7
China 86.2 91.5 97.8 103.2 97.7 100.0 105.0 102.6 97.7
Colombia 114.5 117.7 125.0 119.5 107.4 100.0 100.5 99.0 87.9
Ecuador 80.7 81.0 84.5 83.6 79.7 100.0 100.9 110.0 112.8
Egypt 73.1 80.0 89.5 95.5 98.4 100.0 91.1 81.9 66.2
Hong Kong SARb 91.6 97.1 105.2 113.6 105.5 100.0 101.8 101.3 95.1
India 104.2 98.5 102.8 98.4 98.7 100.0 102.3 98.9 98.1
Indonesia 140.4 145.0 134.8 68.0 103.8 100.0 96.3 116.1 122.8
Israel 90.1 91.7 95.5 94.8 94.1 100.0 99.7 89.9 86.9
Korea, Republic of 111.7 112.9 105.0 83.9 93.9 100.0 90.3 93.3 92.9
Kuwait 83.9 90.4 94.5 99.9 97.4 100.0 107.3 109.2 102.7
Malaysia 121.7 126.1 122.1 100.7 99.8 100.0 105.2 105.0 100.3
Mexico 63.9 72.4 82.2 82.8 90.7 100.0 105.7 106.5 99.1
Morocco 90.2 92.0 92.6 97.6 99.8 100.0 97.9 98.6 97.3
Nigeria 58.1 77.9 88.9 100.8 102.8 100.0 110.8 116.4 105.6
Pakistan 104.4 103.0 106.2 109.1 105.5 100.0 94.1 99.0 100.3
Panama 91.0 92.6 95.7 99.2 99.6 100.0 102.4 103.8 100.9
Peru 104.2 105.9 107.3 109.0 100.0 100.0 104.0 103.9 99.9
Philippines 117.0 129.4 121.6 96.6 103.1 100.0 107.5 111.8 107.2
Saudi Arabia 87.4 90.4 96.1 102.3 99.5 100.0 103.6 102.2 94.4
Singapore 101.7 101.7 99.1 94.0 92.4 100.0 99.6 97.9 97.3
South Africa 118.0 109.5 115.8 105.1 100.9 100.0 90.7 81.1 107.4
Taiwan Province of China 108.5 106.0 107.0 100.0 96.3 100.0 95.5 93.1 89.1
Thailand 115.4 118.0 109.0 98.6 102.5 100.0 96.4 100.5 99.9
Turkey 100.4 92.4 93.4 93.8 92.9 100.0 89.0 101.0 108.0
Venezuela 80.7 68.1 78.0 89.1 96.4 100.0 109.4 93.2 94.3

2000 = 100

Source:
J.P. Morgan Chase.

a Indices based on a "broad" measure currency basket of 18 OECD currencies (including the euro) and 30 developing-economy currencies (mostly Asian and Latin
American).  The real effective exchange rate, which adjusts the nominal index for relative price changes, gauges the effect on international price competitiveness
of  the country's manufactures due to currency changes and inflation differentials. A rise in the index implies a fall in competitiveness and vice versa.  The
relative price changes are based on indices most closely measuring the prices of domestically produced finished manufactured goods, excluding food and energy,
at the first stage of manufacturing.  The weights for currency indices are derived from 2000 bilateral trade patterns of the corresponding countries.

b Special Administrative Region of China.
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II.  International trade

Table A.13.
World trade: changes in value and volume of 

exports and imports, by major country group, 1995-2004

1995 1996 1997 1998 1999 2000 2001 2002a 2003b 2004

Dollar value of exports

World 19.4 4.3 3.5 -2.3 3.9 14.9 -3.6 5.3 14.9 14

Developed economies 18.9 2.6 2.3 0.3 2.2 11.3 -3.9 3.3 13.1 14½
North America 14.6 6.4 9.3 -0.7 5.0 13.3 -6.4 -3.0 5.7 10
Western Europe 22.5 3.0 -1.5 1.8 -0.3 10.6 -0.3 5.9 17.2 17
Japan 11.6 -7.3 2.5 -7.9 8.6 10.0 -17.3 3.9 8.0 10¼

Economies in transition 29.1 8.0 2.2 -2.1 -1.0 16.3 6.2 7.4 26.4 22¼
Central and Eastern Europe 
and Baltic States 30.1 5.7 6.5 13.5 -1.2 20.5 12.5 8.8 28.4 25½

Commonwealth of Independent States 27.9 10.9 -1.8 -17.0 -1.0 10.0 -3.8 5.1 24.9 19½

Developing countries 19.5 7.6 6.4 -6.5 7.7 22.8 -4.1 9.2 16.7 11½
Latin America and the Caribbean 20.9 10.2 10.4 -2.4 5.6 19.4 -3.6 1.9 7.5 7½
Africa 12.5 19.7 2.5 -15.0 10.3 7.3 -6.7 3.7 19.0 7½
Western Asia 12.3 13.6 -5.7 -24.1 25.1 40.1 -3.3 6.6 12.0 ¼
Eastern and Southern Asia 21.3 5.0 4.0 -6.9 6.5 22.2 -4.2 12.3 19.9 15
China 22.9 1.6 20.8 0.5 6.1 27.8 6.8 22.3 34.6 18

Dollar value of imports

World 19.4 4.8 2.8 -2.3 5.4 13.7 -3.6 2.9 14.7 14½

Developed economies 18.0 3.6 2.6 1.9 5.2 11.7 -3.6 2.1 13.8 13½
North America 11.3 6.2 10.3 4.6 10.9 18.1 -6.2 1.9 7.2 8½
Western Europe 20.7 2.3 0.0 3.8 1.4 7.6 -1.6 3.5 17.9 17½
Japan 22.0 4.0 -3.0 -17.2 11.2 21.4 -7.4 -7.3 5.0 3½

Economies in transition 33.4 13.9 9.0 0.5 -8.0 15.2 11.1 6.8 25.3 22
Central and Eastern Europe 
and Baltic States 37.0 16.5 6.7 13.0 -2.5 15.2 9.3 7.3 27.1 25

Commonwealth of Independent States 24.4 6.7 15.9 -19.0 -24.0 15.0 21.7 6.4 21.4 16¾

Developing economies 21.0 6.3 4.3 -10.2 4.4 19.0 -5.9 4.5 14.9 14¾
Latin America and the Caribbean 11.6 9.7 16.2 5.2 -3.7 15.7 -3.5 -6.1 5.3 9¾
Africa 21.2 2.0 6.0 -1.0 1.0 7.5 -0.1 6.4 16.0 8¼
Western Asia 23.1 9.3 0.6 -6.4 -0.3 2.7 4.0 8.6 16.8 19½
Eastern and Southern Asia 24.8 5.3 2.0 -20.0 7.6 25.4 -9.2 7.6 17.7 16
China 11.6 7.6 2.5 -1.5 18.2 35.8 8.2 21.2 39.9 23

Annual percentage change
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1995 1996 1997 1998 1999 2000 2001 2002a 2003b 2004

Volume of exports

World 9.4 4.8 9.3 3.6 5.1 10.8 -0.9 3.0 6.3 7½

Developed economies 7.3 4.2 9.2 4.0 4.4 10.1 -1.3 -0.1 1.9 6½
North America 9.1 6.2 10.9 3.7 6.4 11.1 -5.3 -4.8 2.0 10½
Western Europe 7.6 3.8 7.7 5.4 3.9 10.6 2.4 0.7 0.5 4¾
Japan 3.3 0.6 9.6 -3.7 2.7 5.1 -11.8 7.0 10.0 10

Economies in transition 13.7 6.0 -0.9 6.9 4.0 15.9 8.4 6.7 8.9 8½
Central and Eastern Europe 
and Baltic States 16.7 4.5 0.8 15.0 7.0 20.5 11.1 5.3 8.3 9¼

Commonwealth of Independent States 10.0 7.9 -2.9 0.2 2.0 9.6 5.0 9.5 11.4 8¼

Developing countries 13.7 6.5 9.9 1.9 7.2 11.7 -1.3 9.2 14.7 8¾
Latin America and the Caribbean 9.9 9.3 12.8 7.8 6.6 7.6 1.9 0.8 5.0 4
Africa 7.3 8.2 5.2 -0.9 2.1 8.0 1.0 2.3 10.9 5½
Western Asia 6.0 9.0 -0.7 -1.5 0.6 -19.9 4.7 2.9 6.5 4
Eastern and Southern Asia 16.6 5.8 9.3 0.1 10.0 19.2 -3.1 13.2 18.6 10½
China 18.9 2.4 26.3 4.1 7.4 25.5 7.9 23.6 32.6 13

Volume of imports

World 7.8 6.1 9.0 3.0 5.3 11.6 -1.0 1.0 5.4 6¾

Developed economies 7.0 4.9 8.7 5.9 6.1 9.1 -1.2 -0.3 3.4 5¾
North America 7.2 5.6 13.3 10.3 10.4 13.8 -3.5 0.4 4.0 7½
Western Europe 5.9 4.4 7.6 6.1 3.4 7.6 0.6 0.4 2.5 5¼
Japan 12.5 3.5 2.7 -10.0 9.5 0.3 -4.7 -8.3 4.3 5

Economies in transition 9.9 13.8 9.0 2.0 -6.0 17.6 11.5 7.6 9.7 9½
Central and Eastern Europe 
and Baltic States 11.4 17.9 7.6 10.0 5.0 15.2 10.4 5.2 8.1 8¼

Commonwealth of Independent States 6.0 2.4 13.6 -15.0 -28.0 29.2 18.1 14.2 15.8 14½

Developing countries 9.7 8.5 10.2 -4.7 4.0 17.5 -2.5 3.9 9.7 8¾
Latin America and the Caribbean 4.2 8.4 23.1 7.2 -6.9 3.9 2.2 -8.2 2.0 6
Africa 10.8 3.8 6.3 2.0 1.5 15.0 0.3 3.0 5.7 2½
Western Asia 11.3 11.8 6.4 -2.6 2.3 15.4 5.2 4.8 5.7 7
Eastern and Southern Asia 12.5 8.2 8.4 -12.7 6.9 23.7 -6.0 6.6 13.4 10½
China 0.1 11.4 9.4 6.0 18.6 52.8 10.9 17.8 31.8 12¼

Table A.13 (continued)

Source:
United Nations, based on data of United Nations Statistics Division, ECE, ECLAC and IMF.

a Partly estimated.
b Forecast.
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Table A.14.
Direction of trade: exports (f.o.b.), 1990-2003

Destinationa

Worldb Devd. EU US Japan EIT Devg. LAC Africa SSA WA ESA
bn. $ Percentage

Worldb 1990 3 381.6 72.1 43.7 14.5 6.1 .. 22.8 3.8 2.8 1.1 3.5 12.8
1995 5 078.0 65.1 37.5 14.7 5.8 4.3 29.0 5.0 2.3 0.8 3.2 18.5
2000 6 383.3 66.7 35.7 18.7 5.4 4.1 28.4 5.6 2.0 0.7 3.2 17.6
2003 7 412.7 64.6 36.9 16.2 4.7 5.2 29.2 4.6 2.1 0.7 3.6 18.9

Developed 1990 2 444.4 76.4 50.4 12.4 4.2 .. 19.9 3.9 2.8 1.0 3.3 9.9
economies 1995 3 427.8 70.6 45.4 12.4 3.9 3.5 24.9 5.1 2.4 0.7 3.1 14.3
(Devd.) 2000 4 027.9 71.9 44.1 15.4 3.2 3.9 23.8 6.2 2.0 0.5 3.2 12.4

2003 4 537.6 71.0 46.3 13.4 2.7 5.3 23.1 5.0 2.1 0.6 3.5 12.5

European Union 1990 1 488.4 81.8 65.9 7.0 2.1 .. 13.2 1.8 3.5 1.2 3.4 4.4
(EU) 1995 2 018.3 77.4 62.4 6.7 2.1 5.3 15.7 2.5 3.0 0.9 3.5 6.8

2000 2 284.2 78.9 62.1 9.3 1.8 6.2 14.2 2.4 2.6 0.7 3.7 5.5
2003 2 834.9 77.3 61.5 8.7 1.6 7.8 14.1 1.9 2.7 0.7 3.8 5.7

United States 1990 393.1 63.9 26.3 - 12.4 .. 34.6 13.7 2.0 0.5 3.4 15.5
(US) 1995 583.5 57.3 21.2 - 11.0 1.1 41.5 16.5 1.7 0.3 3.5 19.8

2000 772.0 55.6 21.3 - 8.4 0.9 43.4 21.7 1.4 0.3 3.1 17.3
2003 723.2 55.0 20.9 - 7.2 1.0 43.9 20.6 1.5 0.4 3.1 18.7

Japan 1990 287.7 58.6 20.4 31.7 - .. 40.1 3.4 1.9 0.9 3.5 31.3
1995 443.0 47.7 15.9 27.5 - 0.5 51.7 4.2 1.7 0.7 2.2 43.7
2000 478.2 50.9 16.4 30.1 - 0.6 48.5 3.9 1.0 0.3 2.3 41.3
2003 464.2 44.6 15.4 24.4 - 0.9 54.5 3.4 1.2 0.4 3.2 46.7

Economies in 1995 205.7 50.6 41.6 3.9 1.8 35.6 13.0 1.6 1.3 0.2 3.9 6.2
transition 2000 284.8 58.1 49.0 4.9 1.2 28.0 13.1 1.7 1.2 0.3 4.9 5.2
(EIT) 2003 394.9 59.0 50.6 3.7 0.9 26.2 14.5 1.3 1.1 0.2 5.8 6.3

Developing 1990 831.2 61.3 23.4 22.2 12.2 .. 32.5 4.0 2.5 1.4 4.0 21.9
economies 1995 1 442.1 54.1 18.1 21.9 10.9 1.6 41.2 5.2 2.4 1.2 3.4 30.2
(Devg.) 2000 2 068.1 57.7 17.5 26.8 10.0 1.1 39.3 5.1 2.1 1.0 3.0 29.2

2003 2 477.2 53.7 17.6 23.3 9.1 1.8 42.7 4.4 2.3 1.1 3.4 32.5

Latin America and 1990 127.9 71.9 24.5 39.0 5.6 .. 24.7 16.5 1.5 0.4 2.1 4.6
the Caribbean 1995 228.5 68.0 16.7 44.4 3.9 0.9 29.1 20.7 1.3 0.4 1.3 5.9
(LAC) 2000 366.0 74.0 11.3 57.8 2.2 0.7 22.7 17.6 0.8 0.2 1.0 3.4

2003 395.7 69.9 13.1 51.0 2.0 1.1 26.1 16.6 1.2 0.3 1.4 6.9

Africa 1990 98.7 71.0 50.6 14.8 3.1 .. 14.2 1.1 7.1 5.2 2.3 3.7
1995 102.3 65.9 47.1 13.2 3.0 1.4 23.9 1.9 10.5 7.8 3.0 8.5
2000 138.0 70.9 47.9 17.5 2.1 1.0 25.4 3.6 9.3 6.9 2.7 9.9
2003 174.4 71.0 46.7 17.3 3.4 1.5 25.4 2.4 8.8 6.4 3.3 10.9
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Destinationa

Worldb Devd. EU US Japan EIT Devg. LAC Africa SSA WA ESA
bn. $ Percentage

Sub-Saharan 1990 28.1 74.9 49.8 16.7 3.6 .. 21.2 1.7 11.8 9.2 1.3 6.4
Africa 1995 29.8 69.6 46.6 17.6 3.7 1.7 26.8 1.2 13.5 9.5 2.2 9.9
(SSA) 2000 41.5 59.1 35.8 18.4 2.2 1.6 34.0 1.9 11.8 8.5 1.4 18.9

2003 51.7 60.2 36.1 18.6 2.6 2.8 32.9 1.6 11.5 8.4 2.2 17.6

Western Asia 1990 149.3 59.7 25.4 13.7 17.7 .. 31.0 3.0 2.9 0.9 10.6 14.6
(WA) 1995 169.6 50.3 22.8 10.3 15.1 3.4 34.4 1.6 3.0 0.8 9.9 19.8

2000 272.2 53.9 20.9 14.3 16.4 1.9 37.5 1.1 2.8 0.9 6.6 27.0
2003 311.7 52.2 20.9 14.0 15.1 2.5 37.6 1.0 3.1 0.8 7.6 25.8

Eastern and 1990 455.2 56.8 16.5 21.9 14.3 .. 39.1 1.5 1.7 1.0 2.8 33.1
Southern Asia 1995 941.7 50.2 14.5 19.5 12.7 1.4 47.2 2.4 1.7 0.8 2.7 40.4
(including China) 2000 1 291.9 52.5 15.3 21.6 11.8 1.1 45.9 2.5 1.5 0.6 2.8 39.1
(ESA) 2003 1 595.5 48.1 15.0 19.0 10.3 1.8 49.6 2.3 1.7 0.7 3.2 42.5

Table A.14 (continued)

Source:
UN/DESA, based on IMF, Direction of Trade Statistics.

a Owing to incomplete specification of destinations in underlying data, shares of trade to destinations do not add up to 100 per cent.
b Including data for economies in transition; before 1994, data for economies in transition are highly incomplete.
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Table A.15.
Composition of world merchandise trade: exports, 1990-2002

Primary commodities
of which:

Total exports Agricultural
Exporting (billions of dollars) Total Food raw materials Fuels
country group 1990 1995 2002 1990 1995 2002 1990 1995 2002 1990 1995 2002 1990 1995 2002

World
(billions of dollars) 2 848.5 4 906.4 6 071.3 797.5 990.1 1 180.7 268.8 413.9 419.0 119.2 176.0 150.8 372.7 331.4 544.5

World
(percentage share) - - - 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Developed 
economies 1 865.1 3 338.6 3 803.4 45.1 51.6 48.1 63.0 65.8 65.4 62.2 60.3 60.6 23.0 31.3 31.4

Economies in 
transitiona 124.6 194.7 300.6 6.1 6.5 8.2 3.5 3.7 3.6 5.3 6.8 6.4 8.2 9.1 12.4

Developing 
countries 858.9 1 973.0 1 967.2 48.8 41.9 43.6 33.5 30.5 30.9 32.5 32.9 33.0 68.8 59.6 56.3

Africa 92.5 111.4 104.9 8.5 7.1 6.9 4.1 4.0 3.2 5.1 4.1 3.0 13.7 12.1 11.1
Latin America and
the Caribbean 154.3 237.6 357.5 11.0 10.7 11.7 14.5 12.6 13.6 7.3 8.5 11.2 9.3 8.5 9.6

Eastern and 
Southern Asia 459.1 862.6 1 273.0 13.4 13.1 12.1 13.1 12.2 12.3 19.0 19.1 17.7 12.3 11.1 10.2

Western Asia 153.0 163.9 231.9 16.0 11.1 12.9 1.9 1.8 1.9 1.1 1.1 1.1 33.6 27.9 25.4

Memo items:
Sub-Saharan 
Africa 29.7 33.5 39.4 2.6 2.4 2.7 2.6 2.6 2.4 3.1 2.7 2.5 2.3 2.1 3.0

Least developed 
countries 58.4 24.2 34.6 2.9 1.5 1.7 2.0 1.3 1.0 3.0 1.7 1.4 3.9 1.5 2.3

Billions of dollars and percentage
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Manufactures
of which:

Machinery
Exporting Total Textiles Chemicals and transport Metals
country group 1990 1995 2002 1990 1995 2002 1990 1995 2002 1990 1995 2002 1990 1995 2002

World
(billions of dollars) 1 992.0 3 797.8 4 808.1 178.2 325.9 366.9 236.4 455.4 624.9 953.1 1 890.6 2 514.8 152.7 267.0 236.4

World
(percentage share) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Developed 
economies 73.3 72.0 65.7 42.1 42.2 36.4 81.0 80.2 80.5 79.7 77.7 67.8 65.2 63.0 64.1

Economies in 
transitiona 3.7 3.3 4.1 2.1 4.1 4.5 3.6 4.3 3.0 3.7 1.4 3.4 8.5 14.4 12.2

Developing 
countries 23.0 24.7 30.2 55.7 53.7 59.1 15.4 15.5 16.5 16.5 20.9 28.8 26.3 22.5 23.7

Africa 1.1 0.9 0.5 2.5 2.5 2.5 1.4 1.0 0.5 0.3 0.2 0.1 6.2 3.2 1.0
Latin America and
the Caribbean 3.3 3.3 4.5 3.4 4.3 6.5 2.9 2.8 2.7 2.6 2.8 4.5 9.4 7.9 8.1

Eastern and 
Southern Asia 17.3 19.2 23.6 47.3 43.4 45.5 8.2 9.5 11.1 13.2 17.3 23.3 8.7 9.6 12.3

Western Asia 1.3 1.3 1.6 2.5 3.4 4.6 2.9 2.2 2.3 0.4 0.5 0.8 2.0 1.9 2.2

Memo items:
Sub-Saharan 
Africa 0.5 0.2 0.2 0.5 0.5 0.4 0.3 0.1 0.1 0.2 0.0 0.0 2.2 0.8 0.6

Least developed 
countries 1.6 0.2 0.3 1.6 1.3 2.5 1.6 0.1 0.1 1.6 0.0 0.0 2.6 0.2 0.5

Table A.15 (continued)

Source:
UN/DESA, based on COMTRADE.

a Data for 1995 onward, including trade flows between the States of the former Union of Soviet Socialist Republics (USSR). Prior to 1992, these flows were
considered internal.
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Table A.16.
Composition of world merchandise trade: imports, 1990-2002

Primary commodities
of which:

Total imports Agricultural
Exporting (billions of dollars) Total Food raw materials Fuels
country group 1990 1995 2002 1990 1995 2002 1990 1995 2002 1990 1995 2002 1990 1995 2002

World
(billions of dollars) 2 848.5 4 906.4 6 071.3 797.5 990.1 1 180.7 268.8 413.9 419.0 119.2 176.0 150.8 372.7 331.4 544.5

World
(percentage share) - - - 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Developed 
economies 1 941.6 3 381.7 4 222.8 68.6 72.3 71.7 66.2 71.3 72.8 66.0 67.9 63.1 69.0 75.3 72.5

Economies in 
transitiona 128.9 193.4 290.6 5.5 5.3 5.8 8.2 6.0 5.5 3.9 2.6 4.5 4.2 6.2 6.3

Developing 
countries 778.0 1 331.3 1 557.9 25.9 22.4 23.2 25.6 22.7 21.7 30.1 29.5 32.4 26.8 18.5 21.2

Africa 98.8 112.7 99.3 3.0 2.6 2.1 4.9 3.6 3.3 3.7 3.1 2.4 1.4 1.4 1.2
Latin America and
the Caribbean 110.7 233.9 295.0 4.4 4.5 4.5 4.7 4.6 5.2 3.9 4.5 5.2 4.5 4.8 3.9

Eastern and 
Southern Asia 467.3 834.7 967.3 15.2 12.4 13.8 10.9 10.5 9.3 19.8 19.4 21.2 18.3 10.8 14.5

Western Asia 101.2 150 196.3 3.3 2.8 2.8 5.2 4.0 3.9 2.8 2.6 3.5 2.7 1.5 1.7

Memo items:
Sub-Saharan 
Africa 29.6 39.6 35.3 1.0 1.0 0.7 1.5 1.3 1.3 0.8 1.0 0.8 0.7 0.7 1.4

Least developed 
countries 27.4 35.7 38.4 1.0 1.0 0.8 1.6 1.4 1.3 1.7 1.0 1.1 2.7 0.5 0.4

Billions of dollars and percentage
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Manufactures
of which:

Machinery
Exporting Total Textiles Chemicals and transport Metals
country group 1990 1995 2002 1990 1995 2002 1990 1995 2002 1990 1995 2002 1990 1995 2002

World
(billions of dollars) 1 992.0 3 773.2 4 708.4 178.2 321.3 360.4 236.4 468.0 640.8 953.1 1 881.2 2 421.8 152.7 258.7 245.2

World
(percentage share) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Developed 
economies 68.0 68.1 69.2 69.5 68.1 69.5 61.6 67.3 69.7 66.8 66.5 67.9 63.9 66.8 62.6

Economies in 
transitiona 4.2 3.6 4.7 2.6 4.9 4.6 4.4 4.1 5.2 5.1 3.1 4.3 4.4 3.2 5.6

Developing 
countries 27.9 28.4 26.1 27.9 27.0 25.9 34.0 28.6 25.1 28.1 30.4 27.8 31.7 30.0 31.7

Africa 3.6 2.2 1.5 2.5 2.4 2.3 4.5 2.5 1.5 4.0 2.3 1.5 3.2 2.0 1.9
Latin America and
the Caribbean 3.8 4.9 4.9 2.1 4.0 5.1 5.9 5.7 5.8 4.0 5.4 5.0 3.4 3.2 3.9

Eastern and 
Southern Asia 16.9 18.2 16.3 19.8 16.9 14.8 19.4 17.5 14.9 16.9 19.9 18.0 20.0 21.4 21.6

Western Asia 3.6 3.1 3.3 3.5 3.6 3.7 4.1 3.0 2.9 3.2 2.8 3.3 5.0 3.4 4.4

Memo items:
Sub-Saharan 
Africa 1.1 0.8 0.5 0.8 0.7 0.7 1.1 0.8 0.5 1.3 0.8 0.6 0.7 0.6 0.5

Least developed 
countries 1.0 0.7 0.6 1.2 3.7 3.7 0.9 3.1 3.1 1.1 0.7 0.6 2.2 0.5 0.6

Table A.16 (continued)

Source:
UN/DESA, based on COMTRADE.

a Data for 1995 onward, including trade flows between the States of the former Union of Soviet Socialist Republics (USSR). Prior to 1992, these flows were
considered internal.
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Table A.17.
Indices of prices of primary commodities, 1995-2004

Non-fuel commoditiesa Memo item:
Vegetable Agricultu- Minerals Combined Manufactu- Real prices Crude

Tropical oilseeds ral raw and index red export of non-fuel petro-
Food beverages and oils materials metals Dollar SDR prices commoditiesb leumc

1995 133 156 166 152 123 138 120 122 113 61.1 
1996 142 132 159 137 108 132 120 118 112 73.5 
1997 135 176 158 123 108 131 125 110 119 67.7 
1998 117 146 169 109 91 113 111 110 103 44.5 
1999 95 115 130 98 89 98 95 105 93 63.3 
2000 100 100 100 100 100 100 100 100 100 100.0 
2001 105 78 92 98 90 97 100 98 99 83.8 
2002 101 85 115 92 88 95 98 99 96 88.3 
2003 101 90 135 108 99 103 96 108 95 101.8 

2000
I 95 112 111 95 102 99 96 103 96 94.6 
II 98 103 107 99 99 99 99 101 98 95.6 
III 101 96 94 104 101 101 102 99 102 105.7 
IV 106 89 88 102 98 101 103 97 104 104.1 

2001
I 110 86 85 103 98 102 105 100 102 88.3 
II 105 82 84 100 94 98 103 97 101 92.9 
III 106 75 102 99 87 96 100 97 99 87.4 
IV 99 72 98 89 84 90 94 96 94 66.7 

2002
I 99 80 100 87 88 92 98 95 97 71.9 
II 100 82 110 91 90 94 98 97 97 88.8 
III 100 86 121 94 87 95 95 100 95 94.5 
IV 104 93 130 93 89 98 98 101 97 97.2 

2003
I 107 95 131 100 94 102 99 104 99 110.7 
II 98 89 129 103 94 99 93 108 91 93.7 
III 95 88 126 105 99 99 94 108 92 99.2 
IV 104 88 154 119 110 109 100 111 98 104.6 

2004
I 110 96 171 124 132 120 107 .. .. 111.4

Source:
UNCTAD, Monthly Commodity Price Bulletin; United Nations, Monthly Bulletin of Statistics; and Middle East Economic Survey, 
available from http://www.mees.com/Energy_Tables/basket.htm (accessed 10 August 2004).

a UNCTAD data has been re-based to year 2000=100.
b Combined index of non-fuel commodity prices in dollars deflated by manufactured export price index.
c Composite price of the OPEC basket of seven crudes.
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1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

World oil supplya,b

(millions of barrels per day) 70.1 72.0 74.3 75.5 74.1 76.9 77.0 76.6 79.4 81.1

Developed economies 18.0 18.4 18.6 18.4 18.1 18.5 18.3 18.3 17.9 17.8
Economies in transition 7.3 7.3 7.4 7.5 7.7 8.1 8.7 9.6 10.5 11.2
Developing countries 43.3 44.8 46.7 48.0 46.7 48.6 48.2 47.0 49.2 50.3

OPEC 27.7 28.4 29.9 30.8 29.4 30.7 30.2 28.6 30.5 31.0
Non-OPECc 15.7 16.4 16.8 17.1 17.3 17.9 18.0 18.4 18.8 19.3

Processing gainsd 1.5 1.5 1.6 1.6 1.7 1.7 1.7 1.8 1.8 1.8

World total demande 69.9 71.6 73.1 73.5 75.3 76.2 76.8 77.0 78.7 80.6

Oil prices
(dollars per barrel)

OPEC basket 16.86 20.29 18.68 12.28 17.47 27.60 23.12 24.36 28.10 29.38
Brent oil 17.06 20.45 19.12 12.72 17.81 28.27 24.42 25.00 28.80 30.00

Table A.18.
World oil supply and demand, 1995-2004

Source:
United Nations, based on International Energy Agency and OPEC, Monthly Oil Market Report, various issues, and Middle East Economic Survey, available from
http://www.mees.com/Energy_Tables/basket.htm (accessed 21 April 2004).

a Including crude oil, condensates, natural gas liquids (NGLs), oil from non-conventional sources and other sources of supply.
b Totals may not add up owing to rounding.
c Including Ecuador starting in 1993; including neutral zone and excluding Gabon starting in 1995.
d Net volume gains and losses in refining process (excluding net gain/loss in the economies in transition and China) and marine transportation losses.
e Including deliveries from refineries/primary stocks and marine bunkers, and refinery fuel and non-conventional oils.
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III.  International finance and financial markets

Table A.19.
World balance of payments on current account, by country group, 1995-2003

1995 1996 1997 1998 1999 2000 2001 2002 2003a

Developed countries 46.7 34.2 80.6 -35.5 -171.7 -281.3 -246.0 -255.6 -305.2

Euro area 48.3 74.8 94.5 57.7 14.3 -31.5 8.9 65.2 30.0
Japan 111.0 65.8 96.8 118.7 114.6 119.7 87.8 112.4 135.9
United States -105.2 -117.2 -127.7 -204.7 -290.9 -411.5 -393.7 -480.9 -541.8

Developing countriesb -97.2 -68.7 -46.6 -14.2 63.1 116.9 84.5 152.4 206.6

Net fuel exporters -16.3 18.9 1.9 -52.7 15.2 97.7 41.3 38.7 71.9
Net fuel importers -80.9 -87.6 -48.5 38.5 47.9 19.2 43.2 113.7 134.6

Net-creditor countries 20.1 39.2 35.4 7.4 36.5 82.2 72.6 74.7 109.3
Net-debtor countries -117.3 -107.9 -82.0 -21.7 26.7 34.7 11.9 77.7 97.3

Economies in transition  -3.5 -12.4 -27.3 -29.0 -2.5 25.8 12.8 7.0 7.9

Central and Eastern Europe -6.4 -16.2 -19.0 -19.3 -24.0 -21.1 -18.6 -22.1 -25.2
Commonwealth of 
Independent States 3.8 5.2 -6.5 -7.3 23.7 48.3 33.0 31.3 36.4

World residualc 54.0 47.0 -6.6 78.8 111.0 138.6 148.7 96.2 90.8

Trade residual -118.0 -106.4 -120.4 -77.5 -54.5 -21.1 -3.0 -45.4 -49.7

Billions of dollars

Source:
United Nations, based on data of IMF and other national and international sources.

Note:
Aggregates for major country groupings may not add up due to rounding.

a Partially estimated.
b Ninety-five economies.
c Unreported trade, services, income and transfers, as well as errors and timing asymmetries in reported data.
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Table A.20.
Current-account transations: developed economies, 1995-2003

1995 1996 1997 1998 1999 2000 2001 2002 2003a

All developed economiesb

Goods: exports (f.o.b.) 3 434.8 3 528.8 3 616.5 3 644.6 3 712.9 3 975.9 3 834.6 3 921.0 4 460.4
Goods: imports (f.o.b.) -3 313.4 -3 436.2 -3 520.7 -3 617.8 -3 821.4 -4 213.8 -4 033.1 -4 118.8 -4 712.3
Trade balance 121.5 92.6 95.9 26.7 -108.5 -238.0 -198.5 -197.8 -251.9
Net services, income and 
current transfers -74.8 -58.4 -15.3 -62.3 -63.1 -43.4 -47.5 -57.8 -53.3
Net investment income 9.0 15.2 35.4 19.0 22.7 47.8 38.0 22.3 ..

Current-account balance 46.7 34.2 80.6 -35.5 -171.7 -281.3 -246.0 -255.6 -305.2

Major industrialized countries
Goods: exports (f.o.b.) 2 477.7 2 537.5 2 626.7 2 626.9 2 686.0 2 896.4 2 761.5 2 798.7 3 161.4
Goods: imports (f.o.b.) -2 397.7 -2 494.7 -2 586.0 -2 632.0 -2 810.9 -3 166.5 -3 010.2 -3 052.7 -3 462.6
Trade balance 79.9 42.8 40.7 -5.1 -124.9 -270.1 -248.7 -254.1 -301.3
Net services, income and 
current transfers -83.8 -57.4 -21.6 -51.2 -65.1 -42.8 -34.3 -48.3 -45.0
Net investment income 30.2 45.1 55.9 48.5 43.6 72.6 74.3 66.0 ..

Current-account balance -3.8 -14.7 19.1 -56.2 -190.1 -312.9 -282.9 -302.3 -346.3

Euro area
Goods: exports (f.o.b.) 1 653.1 1 688.3 1 668.0 1 766.2 1 757.2 1 793.0 1 819.4 1 914.9 2 258.5
Goods: imports (f.o.b.) -1 528.5 -1 540.2 -1 515.7 -1 616.0 -1 651.9 -1 742.2 -1 713.5 -1 760.3 -2 106.4
Trade balance 124.6 148.1 152.3 150.2 105.3 50.8 105.8 154.6 152.1
Net services, income and 
current transfers -76.3 -73.3 -57.8 -92.5 -91.0 -82.3 -97.0 -89.4 -122.1
Net investment income -32.6 -30.8 -23.8 -45.5 -41.2 -34.5 -46.9 -57.5 ..

Current-account balance 48.3 74.8 94.5 57.7 14.3 -31.5 8.9 65.2 30.0

Japan
Goods: exports (f.o.b.) 428.7 400.3 409.2 374.0 403.7 459.5 383.6 395.6 449.0
Goods: imports (f.o.b.) -296.9 -316.7 -307.6 -251.7 -280.4 -342.8 -313.4 -301.8 -343.0
Trade balance 131.8 83.6 101.6 122.4 123.3 116.7 70.2 93.8 106.0
Net services, income and 
current transfers -20.7 -17.8 -4.8 -3.6 -8.7 2.9 17.6 18.6 29.9
Net investment income 45.0 53.5 58.2 54.6 57.5 60.4 69.3 65.9 ..

Current-account balance 111.0 65.8 96.8 118.7 114.6 119.7 87.8 112.4 135.9

United States
Goods: exports (f.o.b.) 577.0 614.0 680.3 672.4 686.3 774.6 721.8 685.4 717.4
Goods: imports (f.o.b.) -749.4 -803.1 -876.5 -917.1 -1 030.0 -1 224.4 -1 146.0 -1 164.8 -1 263.2
Trade balance -172.3 -189.1 -196.2 -244.7 -343.7 -449.8 -424.1 -479.4 -545.7
Net services, income and 
current transfers 67.1 71.9 68.5 40.1 52.8 38.3 30.4 -1.5 3.9
Net investment income 29.2 28.7 25.1 11.5 22.3 24.2 15.7 1.3 ..

Current-account balance -105.2 -117.2 -127.7 -204.7 -290.9 -411.5 -393.7 -480.9 -541.8

Billions of dollars

Source:
United Nations, based on data of IMF and national sources.

a Partially estimated.
b Figures may not add up owing to rounding.
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Table A.21.
Current-account transactions: economies in transition, 1995-2003

1995 1996 1997 1998 1999 2000 2001 2002 2003a

Economies in transitionb

Goods: exports (f.o.b.) 220.1 236.4 244.8 239.5 236.7 294.6 309.7 341.7 435.4
Goods: imports (f.o.b.) -221.3 -253.2 -271.8 -268.7 -238.7 -267.4 -295.6 -329.4 -409.2
Trade balance -1.2 -16.8 -27.0 -29.3 -2.0 27.3 14.1 12.3 26.2
Net services, income and 
current transfers -2.3 4.4 -0.3 0.3 -0.4 -1.5 -1.3 -5.3 -18.3
Net investment income -7.8 -9.8 -13.8 -18.4 -15.1 -15.8 -13.4 -18.4 ..

Current-account balance -3.5 -12.4 -27.3 -29.0 -2.5 25.8 12.8 7.0 7.9

CIS
Goods: exports (f.o.b.) 115.6 126.0 124.3 106.7 107.6 146.4 145.3 155.2 196.4
Goods: imports (f.o.b.) -99.8 -112.6 -117.9 -98.5 -73.3 -83.9 -96.2 -106.3 -133.1
Trade balance 15.8 13.4 6.4 8.1 34.3 62.5 49.1 48.8 63.3
Net services, income and 
current transfers -12.0 -8.2 -12.9 -15.4 -10.6 -14.2 -16.1 -17.6 -26.9
Net investment income -3.3 -5.9 -9.4 -13.0 -9.4 -9.6 -6.4 -8.5 ..

Current-account balance 3.8 5.2 -6.5 -7.3 23.7 48.3 33.0 31.3 36.4

Russian Federation
Goods: exports (f.o.b.) 82.4 89.7 86.9 74.4 75.5 105.0 101.9 107.6 135.9
Goods: imports (f.o.b.) -62.6 -68.1 -72.0 -58.0 -39.5 -44.9 -53.8 -61.0 -75.4
Trade balance 19.8 21.6 14.9 16.4 36.0 60.2 48.1 46.6 60.5
Net services, income and 
current transfers -12.9 -10.7 -15.0 -16.2 -11.4 -13.3 -14.5 -16.7 -24.6
Net investment income -3.1 -5.0 -8.4 -11.6 -7.9 -7.0 -4.1 -6.3 ..

Current-account balance 7.0 10.8 -0.1 0.2 24.6 46.8 33.6 29.9 35.9

Baltic States
Goods: exports (f.o.b.) 5.8 6.7 8.3 8.7 7.5 9.4 10.5 12.1 15.4
Goods: imports (f.o.b.) -7.7 -9.4 -11.4 -12.4 -10.8 -12.3 -13.7 -16.0 -20.6
Trade balance -1.9 -2.7 -3.1 -3.8 -3.3 -2.9 -3.2 -3.9 -5.2
Net services, income and 
current transfers 1.2 1.3 1.2 1.3 1.2 1.5 1.6 1.7 1.9
Net investment income - - -0.1 -0.3 -0.3 -0.4 -0.5 -0.6 -0.7 ..

Current-account balance -0.8 -1.4 -1.9 -2.4 -2.1 -1.5 -1.6 -2.2 -3.3

Billions of dollars
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1995 1996 1997 1998 1999 2000 2001 2002 2003a

Central and Eastern Europe
Goods: exports (f.o.b.) 98.8 103.7 112.2 124.1 121.6 138.8 154.0 174.4 223.6
Goods: imports (f.o.b.) -113.8 -131.2 -142.5 -157.8 -154.7 -171.1 -185.7 -207.1 -255.5
Trade balance -15.1 -27.4 -30.3 -33.6 -33.0 -32.3 -31.7 -32.7 -32.0
Net services, income and 
current transfers 8.6 11.3 11.3 14.4 9.0 11.2 13.2 10.6 6.8
Net investment income -4.5 -3.8 -4.0 -5.1 -5.3 -5.8 -6.4 -9.2 ..

Current-account balance -6.4 -16.2 -19.0 -19.3 -24.0 -21.1 -18.6 -22.1 -25.2

Central Europe 
Goods: exports (f.o.b.) 78.1 82.6 90.4 101.9 100.8 114.4 128.1 144.9 186.9
Goods: imports (f.o.b.) -86.1 -100.4 -109.3 -122.4 -122.2 -134.7 -143.9 -158.8 -199.6
Trade balance -8.0 -17.8 -18.9 -20.5 -21.5 -20.3 -15.7 -14.0 -12.7
Net services, income and 
current transfers 6.2 7.2 7.0 7.8 3.2 3.5 3.6 0.3 -1.4
Net investment income -3.8 -3.0 -3.2 -4.0 -4.1 -4.6 -5.0 -6.4 ..

Current-account balance -1.8 -10.6 -12.0 -12.7 -18.3 -16.8 -12.1 -13.7 -14.1

Southern and Eastern Europe 
Goods: exports (f.o.b.) 20.7 21.1 21.8 22.3 20.9 24.4 25.9 29.5 36.7
Goods: imports (f.o.b.) -27.8 -30.8 -33.1 -35.4 -32.4 -36.4 -41.8 -48.2 -56.0
Trade balance -7.1 -9.7 -11.3 -13.1 -11.5 -12.0 -16.0 -18.7 -19.3
Net services, income and 
current-transfers 2.5 4.1 4.3 6.5 5.8 7.7 9.6 10.3 8.2
Net investment income -0.7 -0.9 -0.8 -1.1 -1.2 -1.2 -1.4 -1.6 ..

Current-account balance -4.6 -5.6 -7.0 -6.6 -5.8 -4.3 -6.4 -8.4 -11.1

Table A.21 (continued)

Source:
UN/DESA, based on data of IMF.

a Partially estimated.
b Figures may not add up owing to rounding.
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Table A.22.
Current-account transactions: developing economies, 1995-2003

1995 1996 1997 1998 1999 2000 2001 2002 2003a

Developing countriesb

Goods:  exports (f.o.b.) 1 435.0 1 580.1 1 688.7 1 556.3 1 689.9 2 090.3 1 947.2 2 081.3 2 425.4
Goods:  imports (f.o.b.) -1 437.3 -1 549.5 -1 637.2 -1 476.3 -1 524.9 -1 858.6 -1 759.9 -1 850.4 -2 150.0
Trade balance -2.3 30.6 51.6 80.0 165.0 231.8 187.3 230.9 275.4
Net services, income and 
current transfers -95.0 -99.4 -98.2 -94.2 -101.9 -114.8 -102.8 -78.5 -68.9
Net investment income -83.1 -89.9 -88.7 -98.4 -99.0 -103.9 -103.7 -111.9 ..

Current-account balance -97.2 -68.7 -46.6 -14.2 63.1 116.9 84.5 152.4 206.6

Net fuel exporters
Goods:  exports (f.o.b.) 345.9 413.5 438.1 373.4 448.0 618.1 556.5 568.1 631.7
Goods:  imports (f.o.b.) -284.4 -309.0 -348.8 -351.4 -354.4 -420.5 -423.4 -435.0 -454.8
Trade balance 61.5 104.5 89.3 22.0 93.6 197.6 133.0 133.2 176.9
Net services, income and 
current transfers -77.8 -85.6 -87.4 -74.7 -78.4 -99.9 -91.7 -94.5 -105.0
Net investment income -24.3 -26.2 -23.2 -24.7 -26.1 -30.4 -30.9 -31.8 ..

Current-account balance -16.3 18.9 1.9 -52.7 15.2 97.7 41.3 38.7 71.9

Net fuel importers
Goods:  exports (f.o.b.) 1 089.1 1 166.6 1 250.7 1 182.9 1 241.9 1 472.2 1 390.8 1 513.1 1 793.7
Goods:  imports (f.o.b.) -1 152.8 -1 240.5 -1 288.4 -1 124.9 -1 170.5 -1 438.1 -1 336.5 -1 415.4 -1 695.1
Trade balance -63.7 -73.9 -37.7 58.0 71.5 34.1 54.3 97.7 98.6
Net services, income and 
current transfers -17.1 -13.7 -10.8 -19.5 -23.5 -15.0 -11.1 16.0 36.1
Net investment income -58.8 -63.8 -65.5 -73.6 -72.9 -73.5 -72.8 -80.1 ..

Current-account balance -80.9 -87.6 -48.5 38.5 47.9 19.2 43.2 113.7 134.6

Net creditor countries
Goods:  exports (f.o.b.) 346.6 383.8 390.6 320.6 361.4 474.9 414.8 428.5 492.5
Goods:  imports (f.o.b.) -289.4 -298.2 -314.5 -275.9 -283.8 -340.1 -295.5 -305.7 -333.8
Trade balance 57.2 85.6 76.1 44.6 77.6 134.8 119.3 122.8 158.6
Net services, income and 
current transfers -37.0 -46.4 -40.7 -37.2 -41.1 -52.6 -46.7 -48.1 -49.4
Net investment income 14.2 12.8 18.5 15.6 17.0 17.2 15.3 0.7 ..

Current-account balance 20.1 39.2 35.4 7.4 36.5 82.2 72.6 74.7 109.3

Net debtor countries
Goods:  exports (f.o.b.) 1 088.4 1 196.3 1 298.1 1 235.7 1 328.5 1 615.4 1 532.4 1 652.8 1 932.9
Goods:  imports (f.o.b.) -1 147.8 -1 251.3 -1 322.7 -1 200.4 -1 241.1 -1 518.5 -1 464.4 -1 544.7 -1 816.1
Trade balance -59.4 -55.0 -24.6 35.3 87.4 96.9 68.0 108.1 116.8
Net services, income and 
current transfers -57.9 -53.0 -57.5 -57.0 -60.8 -62.2 -56.1 -30.4 -19.5
Net investment income -97.3 -102.7 -107.1 -114.0 -116.0 -121.1 -119.0 -112.6 ..

Current-account balance -117.3 -107.9 -82.0 -21.7 26.7 34.7 11.9 77.7 97.3

Billions of dollars
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1995 1996 1997 1998 1999 2000 2001 2002 2003a

Totals by region:

Latin America and the Caribbean
Goods:  exports (f.o.b.) 235.9 264.0 293.4 289.4 305.6 366.9 350.9 354.2 387.2
Goods:  imports (f.o.b.) -234.9 -261.8 -311.0 -329.9 -317.6 -368.3 -359.6 -336.1 -357.0
Trade balance 0.9 2.3 -17.6 -40.4 -11.9 -1.4 -8.7 18.1 30.2
Net services, income and 
current transfers -39.4 -41.2 -48.4 -49.7 -44.5 -45.9 -45.5 -33.9 -25.8
Net investment income -42.6 -44.6 -49.5 -53.4 -52.8 -54.5 -56.5 -52.8 ..

Current-account balance -38.5 -39.0 -66.0 -90.1 -56.4 -47.3 -54.2 -15.8 4.4

Africa
Goods:  exports (f.o.b.) 110.7 122.8 124.6 105.2 116.7 151.3 139.7 143.8 170.5
Goods:  imports (f.o.b.) -111.6 -111.7 -118.3 -118.4 -115.9 -121.0 -123.5 -129.1 -144.6
Trade balance -1.0 11.1 6.3 -13.2 0.8 30.3 16.1 14.7 25.8
Net services, income and 
current transfers -11.8 -8.4 -10.8 -7.9 -8.9 -12.9 -10.2 -9.9 -16.3
Net investment income -12.7 -13.6 -11.8 -10.1 -11.6 -13.3 -13.3 -13.1 ..

Current-account balance -12.8 2.7 -4.4 -21.1 -8.1 17.4 5.9 4.8 9.5

Western Asia
Goods:  exports (f.o.b.) 177.0 216.2 219.8 178.7 216.5 299.3 273.4 284.7 328.9
Goods:  imports (f.o.b.) -165.8 -179.9 -188.4 -184.6 -178.7 -210.7 -202.0 -219.5 -249.0
Trade balance 11.1 36.3 31.4 -5.9 37.8 88.6 71.4 65.2 79.8
Net services, income and 
current transfers -20.8 -30.6 -26.3 -13.7 -23.3 -32.7 -33.2 -36.7 -38.3
Net investment income 0.5 0.7 1.9 2.0 0.0 -3.6 -5.2 -4.5 ..

Current-account balance -9.6 5.7 5.2 -19.6 14.5 55.9 38.2 28.5 41.5

Eastern and Southern Asia
Goods:  exports (f.o.b.) 911.5 977.1 1 050.9 983.0 1 051.1 1 272.8 1 183.3 1 298.6 1 538.9
Goods:  imports (f.o.b.) -924.9 -996.1 -1 019.6 -843.4 -912.7 -1 158.5 -1 074.8 -1 165.7 -1 399.3
Trade balance -13.4 -19.1 31.4 139.6 138.4 114.3 108.5 132.9 139.6
Net services, income and 
current transfers -23.0 -19.1 -12.8 -22.9 -25.2 -23.3 -13.9 2.1 11.6
Net investment income -28.4 -32.4 -29.3 -36.8 -34.5 -32.5 -28.8 -41.5 ..

Current-account balance -36.4 -38.2 18.6 116.7 113.2 90.9 94.5 135.0 151.1

Table A.22 (continued)

Source:
UN/DESA, based on data of IMF and official national and other sources.

a Partially estimated.
b Ninety-five economies. Figures may not add up owing to rounding.
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Table A.23.
Net IMF lending to developing countries, by facility, 1994-2003

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Regular facilities -0.8 12.5 -2.6 13.0 14.1 -9.8 -6.5 17.6 15.3 4.4
Repayment terms:

3¼-5 years (credit tranche)a 0.1 12.4 -1.4 13.6 11.2 -9.6 -5.8 18.5 15.2 4.4
3½-7 years (SFF/EAP)b -1.4 -1.6 -1.3 -0.7 -0.1 0.0 0.0 0.0 -0.1 -0.0
4½-10 years (Extended 
Fund Facility (EFF)) 0.5 1.8 0.1 0.2 3.1 -0.2 -0.7 -0.9 0.2 0.0

Concessional facilities 0.9 1.5 0.2 -0.1 0.2 0.1 -0.2 0.0 -0.1 0.6
Trust Fundc 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
SAFd -0.2 -0.1 -0.4 -0.3 -0.2 -0.2 -0.1 -0.1 -0.3 -0.1
ESAF/PRGFd 1.1 1.6 0.5 0.2 0.4 0.2 -0.1 0.1 0.2 0.7

Additional facilitiese -0.9 -1.6 -0.7 -0.9 -0.7 0.7 0.0 0.0 -0.3 -0.4
Compensatory financingf -0.9 -1.6 -0.7 -0.9 -0.7 0.7 0.0 0.0 -0.3 -0.4
STFf 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -0.0

Total -0.7 12.5 -3.1 12.0 13.7 -9.0 -6.7 17.6 15.0 4.6

Memo items:
Selected characteristics of
lending agreements
Number initiated during year 26 18 20 14 15 16 18 12 15 18
Average length (months) 25 23 29 33 29 32 28 22 29 29
Total amount committed ($bn) 6.6 23.2 5.2 38.4 29.5 13.0 22.1 24.2 50.8 17.6

Billions of dollars

Source:
IMF, International Financial Statistics and IMF Survey.

a Primarily stand-by arrangements, including Supplemental Reserve Facility (SRF) (created December 1997) for use when a sudden and disruptive loss of market
confidence causes pressure on the capital account and on reserves, creating a large short-term financing need (higher-cost and shorter-term than regular
drawings), and adding to commitments under stand-by or extended arrangements for up to one year, with drawings in two or more tranches. Also includes
emergency assistance for natural disasters and, since 1995, for post-conflict situations.

b Supplementary Financing Facility (SFF) (1979-1981) and Enhanced Access Policy (EAP) (1981-1992) provided resources from funds borrowed by IMF from member
States on which the Fund paid a higher interest rate than the remuneration paid to countries that had a net-creditor position with the Fund.  Thus, users of SFF
and EAP resources paid a higher interest rate than on drawings from ordinary resources, which are at below-market interest rates. (However, interest payments
under SFF were partly subsidized for countries eligible to borrow from the World Bank's International Development Association (IDA);  there was no subsidy on
EAP drawings.)

c Mainly using resources from IMF gold sales, the Trust Fund lent during 1977-1981 under 1-year adjustment programmes; eligibility was based on maximum per
capita income criteria; loans had 10-year maturities, with repayments beginning in the sixth year; the interest rate was 0.5 per cent per year.

d Structural Adjustment Facility (SAF) and Enhanced Structural Adjustment Facility (ESAF) (the first financed mainly from Trust Fund reflows and the second from
loans and grants) made loans to IDA-eligible countries with protracted balance-of-payments problems; funds were disbursed over 3 years (under Policy Framework
Paper arrangements), with repayments beginning in 5.5 years and ending in 10 years; the interest rate was 0.5 per cent. On 22 November 1999, these facilities
were renamed the Poverty Reduction and Growth Facility (PRGF) and now support policy reforms contained in Poverty Reduction Strategy Papers (PRSPs).

e Compensatory Financing Facility (CFF) from 1963 to 1988; Compensatory and Contingency Financing Facility (CCFF) from August 1988; CFF again from February
2000 (same terms as credit tranche).

f See description in table A.24 below.
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Table A.24.
Net IMF lending to economies in transition, by facility, 1994-2003

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Regular facilities 0.2 4.4 3.7 2.1 3.0 -3.0 -3.1 -0.7 -0.9 -0.8
Repayment terms:

3¼-5 years (credit tranche) 0.5 4.9 1.2 0.0 -0.8 -3.1 -3.2 -0.6 -0.1 -0.1
3½-7 years (SFF/EAP) -0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2
4½-10 years (Extended Fund
Facility (EFF)) 0.0 -0.5 2.6 2.2 3.9 0.1 0.2 0.0 -0.8 -0.9

Concessional facilities (ESAF) 0.0 0.1 0.2 0.2 0.2 0.1 0.1 0.1 0.0 -0.0

Additional facilities
Compensatory financing -0.7 -0.6 -0.2 0.1 2.9 0.1 0.0 -2.8 -0.1 -0.0
STFa 2.8 0.9 0.0 0.0 -0.5 -0.8 -1.1 -0.8 -1.0 -0.7

Total 2.3 4.8 3.7 2.4 5.6 -3.6 -4.1 -4.1 -1.8 -1.5

Memo items:
Selected characteristics of
lending agreements

Number initiated during year 8 12 12 7 6 4 5 9 5 2
Average length (months) 18 13 28 21 32 19 28 25 27 14
Total amount committed ($bn) 2.1 9.2 13.2 2.1 3.4 5.6 0.3 1.5 1.4 0.2

Billions of dollars

Source:
IMF, International Financial Statistics.

a The Systemic Transformation Facility (STF), created in April 1993 and closed to new drawings in December 1995, assisted economies in transition with severe
balance-of-payments problems arising from discontinuance of former trade arrangements. For members that had not yet had a stand-by arrangement, drawings
could be made in two tranches in support of a written statement of policy reform intentions, the second 6-18 months after the first, assuming satisfactory
progress towards an upper credit tranche arrangement (repayment terms were the same as for the Extended Fund Facility (EFF)). See table A.23 above for
description of other facilities.
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Table A.25.
Net ODA from major sources, by type, 1983-2002

Total
ODA

Growth rate of ODAa ODA as       (millions
(2001 prices and          % of             of                          Percentage distribution of ODA, by type, 2002
exchange rates          of GNI        dollars)                        Bilateral                                        Multilateral

Technical
Donor 1983- 1993- coope- United
group or country 1982 2002 2002 2002 Grantsb ration Loans Nations IDA Other

Total DAC countries 2.63 -0.26 0.23 56 109 68.3 26.5 1.6 8.3 5.8 31.3 

Total EU 2.85 -0.07 0.35 27 821 70.2 20.6 -2.4 8.0 3.7 38.7 
Austria           -5.70 8.87 0.26 488 70.6 17.1 -0.4 4.1 5.3 32.0 
Belgium           -1.30 2.25 0.43 996 68.7 27.1 -2.3 4.2 5.2 36.1 
Denmark           4.72 3.15 0.96 1 540 62.0 5.7 1.2 15.1 3.3 39.3 
Finland           11.61 -3.90 0.35 434 53.7 20.1 0.9 15.4 7.1 48.6 
Francec 3.95 -3.46 0.38 5 125 70.6 27.8 -4.7 2.9 4.8 36.5 
Germany           1.93 -2.14 0.27 4 980 73.3 33.5 -10.8 8.6 0.3 40.1 
Greece .. .. 0.21 253 38.8 8.0 0.0 8.3 1.6 66.8 
Ireland           0.89 16.36 0.4 360 67.1 3.3 0.0 11.4 2.2 36.4 
Italy             7.93 -4.19 0.2 2 157 46.4 4.4 -3.3 9.4 5.8 61.5 
Luxembourg        18.74 13.55 0.77 139 78.9 2.0 0.0 6.5 2.9 22.3 
Netherlands       0.61 2.50 0.81 3 068 77.4 15.3 -4.1 13.0 0.2 29.0 
Portugal          35.99 1.67 0.27 293 56.7 39.3 0.9 3.8 2.4 46.8 
Spain             10.22 4.24 0.26 1 559 44.9 14.0 13.4 3.9 3.7 45.8 
Sweden            2.42 1.31 0.83 1 848 62.4 3.4 0.4 12.2 19.4 40.1 
United Kingdom    -0.15 3.14 0.31 4 581 68.7 17.7 2.5 6.9 -0.9 31.0 

Australia         0.38 0.72 0.26 916 78.3 42.9 0.0 6.2 7.8 23.5 
Canada            3.50 -2.34 0.28 2 011 76.1 16.4 -1.2 8.5 6.4 25.1 
Japan             5.21 -1.46 0.23 9 731 47.1 19.5 25.0 8.3 8.1 26.6 
New Zealand       0.23 2.23 0.22 110 75.4 29.5 0.0 10.0 4.5 27.3 
Norway            4.73 1.67 0.89 1 517 67.4 10.5 0.1 20.0 4.8 36.3 
Switzerland       7.46 -0.48 0.32 863 79.9 16.4 1.6 10.8 0.6 20.2 
United States     1.57 -1.19 0.13 13 140 84.7 50.3 -5.1 7.5 8.8 20.7 

Arab  countriesd

Saudi Arabia .. .. .. 2 478 —— 86.6 —— —— 13.4 ——
Kuwait .. .. .. 20 —— 100.0 —— —— 0.0 ——

Other developing 
economiesd

Korea, Republic of .. .. .. 279 —— 74.2 —— —— 25.8 ——
Taiwan Province 

of China .. .. —— —— —— 100.0 ——

Source:
UN/DESA, based on OECD, Development Co-operation: 2003 Report (Paris, 2003).

a Average annual rates of growth, calculated from average levels in 1981-1982,1991-1992 and 2001-2002.
b Including technical cooperation.
c Excluding flows from France to the Overseas Departments, namely, Guadeloupe, French Guiana, Martinique and Réunion.
d Bilateral ODA includes all grants and loans; multilateral ODA includes United Nations, IDA and "other", including technical cooperation.
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Table A.26.
Regional distribution of ODA from major sources, 1991-2002

of which:
All developing Eastern and

countries Latin America Africa Western Asia Southern Asiaa

Donor 1991- 2001- 1991- 2001- 1991- 2001- 1991- 2001- 1991- 2001-
group or country 1992 2002 1992 2002 1992 2002 1992 2002 1992 2002

Total ODAb (net) 61 299.3 57 003.0 5 709.6 5 554.9 24 925.9 19 394.5 4 877.4 2 201.3 16 593.2 16 555.2 

DAC countries 

Bilateral 42 882.0 37 904.2 4 575.2 4 171.5 16 371.5 11 700.9 3 696.7 868.4 10 889.5 10 814.1 

Australia         731.8 717.0 0.6 0.4 62.3 29.3 1.3 0.2 613.8 559.8 
Austria           124.4 352.9 19.9 44.9 57.7 119.0 49.1 20.1 39.5 46.9 
Belgium           521.8 607.4 53.1 49.0 288.5 303.6 9.1 7.5 50.7 39.0 
Canada            1 739.3 1 351.0 185.4 140.7 523.7 303.6 21.4 5.4 367.0 208.7 
Denmark           721.6 1 036.4 38.9 82.7 343.5 422.1 8.8 1.6 135.0 216.0 
Finland           503.4 237.8 35.2 18.5 248.0 83.7 14.9 4.3 106.2 53.3 
Francec 6 037.7 3 105.4 253.7 143.2 3778.1 2 066.0 147.7 69.2 1 215.8 275.8 
Germany           4 976.9 3 093.5 524.5 344.8 1 912.8 917.9 663.3 271.3 1 029.5 659.6 
Greece 0.0 94.8 0.0 0.3 0.0 2.2 0.0 3.3 0.0 10.2 
Ireland           28.8 225.8 0.3 7.8 19.3 158.2 0.6 0.4 1.1 18.4 
Italy             2 337.8 724.4 417.0 12.6 1 065.7 502.3 73.0 22.0 179.0 21.7 
Japan             8 624.4 7 075.0 809.5 665.3 1 335.7 895.5 689.6 135.9 4 889.1 4 282.3 
Luxembourg        23.0 111.5 3.3 15.3 11.7 47.4 0.9 0.6 5.4 24.3 
Netherlands       1 819.6 2 358.8 337.8 244.2 576.4 904.1 67.1 59.8 372.0 512.2 
New Zealand       77.7 88.2 0.4 2.5 1.0 5.8 0.0 1.2 53.4 73.1 
Norway            772.4 1 042.8 63.2 73.6 431.2 388.4 5.1 30.4 162.9 241.2 
Portugal          195.8 184.7 0.1 2.2 195.6 105.1 0.0 0.0 0.1 68.9 
Spain             930.3 1 074.0 375.5 553.8 313.9 187.4 3.6 30.5 161.8 97.6 
Sweden            1 618.9 1 227.4 163.2 132.6 752.8 380.2 33.8 9.5 273.5 223.2 
Switzerland       702.0 704.5 87.7 71.6 272.2 171.1 28.9 9.8 159.9 155.8 
United Kingdom    1 758.8 3 063.7 112.6 229.0 760.3 1 125.9 59.0 29.0 421.8 737.0 
United States     8 635.5 9 427.1 1 093.5 13 40.5 3 536.5 2 581.9 2 011.5 395.8 508.5 2 049.9 

Multilateral 16 571.9 17 288.8 1 095.3 1 329.0 7 715.0 7 204.8 696.0 774.9 5 507.8 4 999.8 

Total DAC 59 453.9 55 192.9 5 670.5 5 500.5 24 086.5 18 905.7 4 392.7 1 643.2 16 397.3 15 813.9 

Arab  countries

Bilaterald 1 902.5 1 458.2 .. .. .. .. .. .. .. ..
Multilateral 218.2 142.3 .. .. .. .. .. .. .. ..

Millions of dollars, two-year average

Source:
UN/DESA, calculations based on OECD, Geographical Distribution of Financial Flows to Aid Recipients.

a Including Central Asian transition economies.
b Excluding assistance provided by centrally planned and transition economies, owing to measurement difficulties. Donor total includes amounts to certain

European countries and unallocated amounts and hence is larger than the sum of the amounts per region.
c Excluding flows from France to the Overseas Departments, namely, Guadeloupe, French Guiana, Martinique and Réunion.
d Approximately 35-40 per cent of Arab bilateral aid is geographically unallocated, depending on the year.
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Table A.27.
Resource commitments of multilateral development institutions,a 1995-2003

1995 1996 1997 1998 1999 2000 2001 2002 2003

Financial institutions 43 516 44 701 45 760 57 928 42 770 36 882 41 787 38 523 43 053

African Development Bank 802 823 1 880 1 742 1 765 1 984 2 373 2 039 2 600
Asian Development Bank 5 759 5 878 9 648 6 208 5 158 5 830 5 513 5 700 6 317
Caribbean Development Bank 110 99 54 122 153 184 120 129 198
European Bank for Reconstruction
and Development 2 616 2 774 2 625 2 658 2 784 2 901 3 276 4 130 4 200

Inter-American Development Bank 7 454 6 951 6 224 10 403 9 577 5 336 8 067 4 753 7 078
Inter-American 
Investment Corporation 36 72 67 223 190 143 128 123 194

International Fund for 
Agricultural Development 414 447 430 443 434 409 434 390 430

World Bank Group 26 361 27 729 24 899 36 352 22 899 20 238 22 004 21 382 22 230
International Bank for
Reconstruction and Development 15 950 15 325 15 098 24 687 13 789 10 699 11 709 10 176 10 572

International Development
Association 5 973 6 490 5 345 7 325 5 691 5 861 6 859 8 040 7 550

International Finance Corporation 4 438 5 914 4 456 4 340 3 419 3 678 3 436 3 166 4 108

Operational agencies of the 
United Nations 3 931 3 726 3 453 4 290 4 198 3 803 4 690 4 569 6 545

United Nations Development 
Programmeb 1 014 1 231 1 529 1 764 1 632 1 458 1 526 1 493 1 737

United Nations Population Fund 340 285 322 326 245 171 236 296 248
United Nations Children's Fund 1 481 1 133 521 962 891 1 016 1 152 1 188 1 285
World Food Programme 1 096 1 077 1 081 1 238 1 430 1 158 1 776 1 592 3 275

Total commitments 47 447 48 427 49 213 62 218 46 968 40 685 46 477 43 092 49 598

Memo item:
Commitments in units
of 2000 purchasing powerc 37 656 39 694 43 169 57 081 44 731 40 685 47 426 43 527 45 924

Millions of dollars

Source:
Annual reports and information supplied by individual institutions.

a Loans, grants, technical assistance and equity participation, as appropriate; all data are on a calendar-year basis.
b Including United Nations Development Programme (UNDP)-administered funds.
c Total commitments deflated by the United Nations index of manufactured export prices in dollars of developed economies: 2000=100.
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