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Experience with Adjustment Policies

I. Introduction

This paper provides background material for the 1984 review of
upper credit tranche and extended arrangements and of the guidelines on
conditionality. 1In response to suggestions by Executive Directors,
this paper represents an experimental variation of the studies presented
on past occasions. While those studies focused on developments under
stand-by and extended arrangements approved during one or two recent
years, the focus of the present study is on members' experience over a
longer period with emphasis on their adjustment policies as such rather
than on the date of inception of programs supported by Fund resources.
To this end, domestic and external developments and the adjustment
experience of selected large users of Fund resources are studied over
an extended period. Individual arrangements or programs for these
countries were reviewed in earlier studies of upper credit tranche
stand-by and extended arrangements. 1/ Focusing the study on a sample
rather than all countries which used Fund resources allowed for a more
intensive analysis of developments and policies in these countries. A
brief comparison of the size and nature of the problems faced by coun-
tries in the sample and other countries which used Fund resources
during the same period is presented in Appendix B and summarized below.

1I. Sample Countries, World Economic Environment,
and Method of Analysis

1. Countries included in the sample

Countries were selected for inclusion in the current review on the
basis of a single criterion: the size of cumulative commitments of Fund
resources relative to quotas under stand-by and extended arrangements
during the period 1977-1980. 1In order to avoid double counting,
commitments were adjusted for cancellations and replacements that
occurred during the period. The 25 countries with the largest cumula-
tive commitments relative to quotas during the period 1977-1980 were
included in the sample. Commitments were used as the criterion for
selection rather than actual use in order to avoid automatically
excluding countries that experienced interruptions to purchases or
countries that chose not to draw. Countries included in the current

1/ "Adjustment Programs Supported by Upper Credit Tranche Stand-By
Arrangements, 1977," (EBS/79/635, 12/26/79); "Review of the Extended Fund
Facility,™ (SM/80/278, 12/29/80); "Review of Upper Credit Tranche
Stand-By Arrangements Approved in 1978-79 and Some Issues Related to
Conditionality,” (EBS/81/152, 7/14/81); "Review of Recent Extended and
Upper Credit Tranche Stand-By Arrangements,” (EBS/82/97, 6/9/82) and
Supplement 1 (6/10/82); “"Upper Credit Tranche Stand-By and Extended
Arrangements Approved in 1981," (EBS/83/216, 10/4/83).



review have accounted during the period 1977-1980 for 60 percent of
the number of programs supported by use of Fund resources and roughly
one half of actual use of Fund resources under the credit tranche
policy or under the extended Fund facility (including supplementary
financing).

Selected characteristics of the countries included in the sample
are compared with those of all countries which used Fund resources in
the credit tranches or under extended arrangements during the same
period in Appendix B. Both the problems faced by the countries in the
sample and the factors associated with or primarily responsible for
these problems were similar to those of all countries which used Fund
resources during this period. Seventy percent of the countries in the
sample experienced acute balance of payments difficulties during the
period immediately preceding the initiation of adjustment efforts,
while about half of the cases experienced acute problems of low growth
or employment; high or accelerating inflation was considered at least
a moderate problem in three fourths of the cases. Corresponding propor-
tions for all countries which used Fund resources during the period
1977-1980 were similar.

The policiles underlying these difficulties in sample countries and
in other countries which used Fund resources during the same period
were also similar. Expansionary demand-management policies were a
primary factor underlying the emergence or widening of domestic and
external imbalances in nearly all of the countries in the sample and
in three fourths of all programs supported by use. of Fund resources in
the upper credit tranches or under extended arrangements during this
period. Cost and price distortions associated with the exchange rate
were a major factor underlying existing problems in nearly half of
each group of countries while other cost and price distortions were
considered significant in two thirds of both countries in the sample
and all countries which used Fund resources during the same period.

2. World economic environment

Developments in the global economy since the mid-1970s have been
reviewed regularly in the context of the World Economic Outlook exer-—
cise.. Successive increases in oil prices in 1973 and again in 1979,
severe recessions of the world economy in 1975 and again in the early
1980s, the maintenance in many countries of expansionary domestic
financial policies and, during the most recent period, high interest
rates in international capital markets, have resulted in severe strains
on the external payments positions of a large number of countries.

Selected indicators of economic and financial developments in the
world economy for the period since 1977, the key period for the study
of adjustment for those countries included in the sample, are shown in
Table 1. Trends in the world economy and, in particular, in non-oil
developing countries were clearly unfavorable. The typical non-oil
developing country, as represented by the median for all non-oil




Table 1. Selected Economic and Financial Indicators, 1967-1983

Average
1967-1976 1977 1978 1979 1980 1981 1982 1983
Growth .
Industrial countries 3.7 3.9 4.1 3.5 1.3 1.6 -(.2 2.6
Developing countries 1/ ces 5.1 6.0 4.8 3.7 3.0 1.7 1.9
Of which: non—-oil deve-
loping countries 1/ 5.0 5.0 6.1 4.8 3.8 3.3 1.8 1.9
Changes in consumer prices
Industrial countries 6.7 8.4 7.1 9.0 11.8 9.9 7.4 4.9
Developing countries 1/ eee 11.3 9.5 11.5 14,5 13,5 10.8 10.5
Of which: non-oil deve- :
loping countries 1/ 7.8 11.3 9.4 11.9 14,7 13.7 11.5 11.3
External trade of non-oil
developing countries
Exports
Volume 6.6 4,1 9.7 8.1 9.0 7.7 1.7 5.8
Unit values 2/ 7.9 14.6 5.1 18.7 15.7 -2.3 -6.2 -2.3
Imports
Volume 6.0 7.7 8.6 10.6 7.3 3.1 -8.2 -1.9
Unit Values 2/ 8.6 7.4 9,6 17.9 20.3 3.0 -3.0 -3.3
Terms of trade -0.7 6.8 -4.1 o7 -3.8 -5.1 -3.3 0.8
Purchasing power of
exports 5.9 11.2 5.2 8.8 4.8 2.2 ~-1.6 6.6
Current account balances
of non-oil developing
countries 1/ 3/ -22.0 -21.5 =-30.7 =~-29.1 -34.1 =-42.4 -36.9 -33.9
Gross reserves of non-oil
developing countries
(end of period) 4/ cee 26.0 26 .6 22,7 17 .9 16.5 17.0 19.4
External debt and debt
service of non-oil deve-
loping countries
External debt 3/ voe 129.5 131.0 119.5 113.1 125.0 148.3 154.4
Debt service ratio 3/ vee 16.1 19.8 19.7 18.1 21.4 25,0 22.3
O0f which: interest
payments 3/ aes 6.2 7.3 8.2 9.2 12.1 4.6 13.3

Source: World Economic Outlook.

1/ Median.

/ In terms of U.S. dollars.

2
3/ As percentage of exports of goods and services.
4

/ As percentage of imports.



developing countries, experienced a significant deceleration of growth
during this period and substantially higher inflation than in the
preceding ten-year period although inflation showed signs of decel-
eration after 1981. Despite weakening growth abroad, the volume of
exports of non-o0il developing countries expanded strongly through 1981,
offsetting, at least on average, the deterioration of terms of trade
during the same period. Widening external current deficits through
1981, to a large extent, reflected the concurrent strong expansion of
import volumes. Reflecting these developments, the median external
current account deficit of non-o0il developing countries, the most
frequent users of Fund resources, widened sharply after the mid-1970s
from the equivalent of 21.5 percent of exports of goods and services
in 1977 to 42.4 percent in 198l1.

The financing of larger external current deficits resulted in both
a reduction of holdings of reserves and in recent years a rapid expan-
sion of external debt relative to exports of goods and services. Larger
outstanding external debts and sharply higher interest rates on inter-
national capital markets have resulted since 1981 in significantly
higher debt service obligations. For many countries initiating adjust-
ment efforts during the period under review, the less favorable external
environment of the early 1980s sharply increased both the need for and
urgency of such adjustment.

3. Method of analysis

In contrast with earlier studies submitted for the periodic reviews
of upper credit tranche stand-by and extended arrangements which aimed
at assessing developments under single annual economic and financial
programs, the present study takes a longer view of the adjustment
process. For this purpose, it reviews economic developments in the
selected sample of countries over the past decade and focuses attention
in particular on the comparative experience during the period “"before”
the initiation of the adjustment process and the period "after,” both
for each country individually and relative to other countries in the
sample.

The before/after division is not always clearcut. In some cases,
measures were introduced over a long period and in an ad hoc manner
without constituting elements of a sustained and systematic adjustment
effort. Moreover, the initiation of the adjustment process does not
necessarily correspond to the first use of Fund resources during the
period under review. For example, a systematic adjustment effort may
have been adopted prior to the first use of Fund resources, Fund
resources having been requested only later in support of continued (in
some cases, intensified) adjustment efforts or in response to a larger
balance of payments need. Conversely, sustained adjustment efforts
may have been effectively implemented only some time after the first
use of Fund resources. The before/after division used in this study
is thus judgmental and, to some extent, arbitrary. In principle, the
demarcation line was drawn to separate two subperiods characterized by




a change in the direction of policies, although this change may not

have been sustained throughout the latter period. 1In order to provide
sufficient before and after perspective, the demarcation line was

drawn in all cases within the period 1977-1980. While a more recent
date might have provided a sharper before/after differentiation in

some cases, this would have left even less scope for empirical analysis
of subsequent developments. The criteria chosen made it possible to
divide the period under review into two subperiods for all of the coun-
tries in the sample, except two——Panama and the Philippines—both of
which had stand-by or extended arrangements with the Fund throughout
most of the period under review and no major break in the general

stance of policies. The analysis of developments in these two countries
does not rely on a before/after distinction. The demarcation line for
other countries is shown in Table 2. Although the before/after division
simplifies the presentation of the analysis, policy changes preceding
the "initiation of adjustment” indicated by the demarcation line or in
recent years are taken into account, where appropriate, in interpreting
developments.

The basic aim of the analysis is to identify the nature and pattern
of changes in policies and their effects on the attainment of key adjust-
ment objectives. The difficulty of doing so is well known. A rigorous
analysis would require a comparison of the actual outcome with the
hypothetical outcome associated with a continuation of earlier policies.
This is not possible in the current context since no feasible simulation
method would capture all the relevant characteristics of the broad range
of cases under review. The key tools of analysis in the present study
are the before/after comparisons for each country and comparisons
across countries. In some cases, key macroeconomic variables for coun-
tries in the sample have been adjusted for the influence of exogenous
factors which may have affected developments in the two subperiods
differently. 1/

Comparisons with all non-oil developing countries are also reported
where appropriate in order to provide perspective on the pattern of
adjustment. While comparisons of growth, inflation, or the external
payments position between program and nonprogram countries have been
frequently used elsewhere to highlight the effects of programs, the
present study avoids such comparisons since, almost by definition, the
need for adjustment is likely to be larger in program countries than
in nonprogram countries. Thus, changes in the behavior of key macro-
economic variables in the countries in the sample relative to nonprogram
countries would be expected even in the absence of a concerted adjust—
ment effort. For the same reason, simple before/after comparisons for
these variables may reflect adjustment other than that resulting from
the specific measures taken. In the present study, such comparisons
are used not for the purpose of assessing the independent effect of
programs but in order to illustrate changes in the stance of policies

1/ These adjustments are explained in Appendix E.



Table

2. Demarcation Lines for Before/After Comparisons

Demarcation
Line

Comments 1/

Bangladesh

Bolivia

Costa Rica

Egypt

Gabon

Guyana

Jamaica

Kenya

Korea

Liberia

Madagascar

Malawi

Mauritania

Mauritius

FY 1979/80 2/

1980

1980

1977

1978

1978

FY 1977/78 3/

FY 1978/79 2/

1980

FY 1979/80 2/

1980

FY 1980/81 3/

1978

FY 1979/80 2/

Concurrent first upper credit tranche
arrangement approved 7/30/79. :

Concurrent first upper credit tranche
arrangement approved 2/1/80.

Concurrent first upper credit tranche
arrangement approved 3/12/80.

Concurrent first upper credit tranche
arrangement approved 4/20/77.

Concurrent first upper credit tranche
arrangement approved 5/31/78.

Concurrent first upper credit tranche
arrangement approved 8/15/78.

Concurrent first upper credit tranche
arrangement approved 8/11/77.

First credit tranche stand-by arrange-
ment approved 11/13/78.

Concurrent first upper credit tranche
arrangement approved 3/3/80.

First credit tranche use in March 1979
followed by upper credit tranche
arrangement approved 9/15/80.

Concurrent first upper credit tranche
arrangement approved 6/27/80.

Concurrent first upper credit tranche
arrangement approved 10/31/79.

First upper credit tranche arrangement
approved 7/23/80. Adjustment efforts
initiated in mid-1978.

Concurrent first upper credit tranche
arrangement approved 10/31/79.




Table 2 (concluded).

Demarcation Lines for Before/After
Comparisons

Demarcation
Line Comments 1/

Morocco 1978 First upper credit tranche arrangement
approved 10/8/80. Three-year stabili-
zation plan initiated in 1978.

Pakistan FY 1980/81 2/ Extended arrangement approved 11/24/80.

Peru 1978 Concurrent first upper credit tranche
use approved 11/18/77.

Senegal 1980 Stabilization measures initiated in
late 1979. Extended arrangement
approved 8/8/80.

Sri Lanka 1978 Concurrent first upper credit tranche

Sudan

Tanzania

Turkey

Zambia

FY 1978/79 2/

1979

FY 1980/81 3/

1977

arrangement approved 12/2/77.

Concurrent first upper credit tranche
arrangement approved 5/4/79 preceded
by a first credit tranche drawing in
July 1978,

First credit tranche purchase in April
1979 supporting one-year program.

Upper credit tranche arrangements had
been approved in each of the two
preceding years. A stronger change
in policies took place in 1980.

Concurrent first upper credit tranche
arrangement approved 7/30/76.

L/ References to the timing of first arrangements for use of Fund
resources in the credit tranches are to arrangements approved during the
period 1977-1980.

2/ July-June.

3/ April-March.



and developments in key macroeconomic indicators. An attempt is made

to identify the effects of different policies or combination of policies
through analysis of economic and financial developments across countries
in the sample.

The analysis relies both on broad summary measures of developments
in the sample (e.g., average and median) and developments in individual
countries. The former are used to illustrate the characteristics common
or typical of countries in the sample. A more complete understanding
of developments in each case, however, requires that its individual
circumstances be properly taken into account.

IIT. Sources and Size of Economic Imbalances

1., Overview

For most of the countries included in the sample, the initial
situation was characterized by large or growing domestic and external
imbalances. 1In particular, the typical country, as represented by the
_ median of the sample, 1/ experienced an external current account
deficit equivalent to more than 10 percent of GDP during the period
immediately preceding the initiation of adjustment, 3 percentage points
of GDP higher than in preceding years (Table 3). 2/ Reflecting the
much larger increase for some countries, the average external current
account deficit increased more sharply than the median, nearly doubling
to the equivalent of more than 12 percent of GDP during the period
immediately preceding the adoption of adjustment policies. More
than half of the countries in the sample were experiencing rapidly
widening external current deficits while in many of the other cases
intensified restrictions prevented existing imbalances from being
reflected in wider payments deficits (Chart 1).

Another typical development for countries in the sample during
the period immediately preceding the initiation of adjustment was a
slowdown in the rate of growth. While other non-o0il developing
countries experienced relatively stable growth, 17 of the countries
included in the sample experienced a slowdown of growth during the
period immediately preceding the initiation of adjustment, both the

1/ All references to the "typical” country in the remainder of this
study are to the median of the sample for the particular characteristic
being referred to.

2/ 1In order to minimize the influence of very short—term fluctua-
tions which could exaggerate or hide trends, all observations are based
on at least two-year averages. Thus, the period immediately preceding
the initiation of adjustment refers to the two-year period before
adjustment policies were adopted while references to earlier years are
to the third and fourth year preceding adjustment. A similar breakdown
is used in describing developments during the period following the
initiation of adjustment.




Table 3. Growth, Inflation, and Balance of Payments for Sample
Countries Before the Initiation of Adjustment

Four—Year Period Preceding

All Years Initiation of Adjustment
Before 1/ First half Second half Total
(In percent)
Growth
Average 5.5 6.2 4.7 5.6
Median 5.2 6.0 4.8 5.4
Inflation
Average 15.3 12.1 14.7 13.4
Median 14.8 2.2 11.5 11.6
External current account
Balance
1. As percentage of GDP
Average -8.6 -6.3 -12.2 ~9.3
Median -7.6 -6.7 -10.1 ~-8.8
2. As percentage of
exports of goods
and services
Average -39.7 -35.3 -51.4 -43.4
Median -35.5 -25.7 -43.0 -34.4
Memorandum items:
All non-o0il developing
countries 2/
Growth 5.0 5.0 5.3 5.2
Inflation 12.5 12.8 10.8 11.8
External current
account (as per-—
centage of exports
of goods and ser-
vices) -24.,6 -24.,2 -27.1 -25.7
Sources: Appendix Tables I, II, XVII, XVIII.

1/ Since 1973.

Z/ Median. Weighted average of medians for each year with weights
reflecting the yearly composition of the relevant subperiods for countries

in the sample.
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average and median growth rates for sample countries falling by more
than 1 percentage point during this period. As a result, the typical
country in the sample, which earlier had been growing faster than other
non-oil developing countries, was growing somewhat more slowly than
other non-o0il developing countries during the period immediately
preceding the adoption of adjustment measures. Although the rate of
inflation remained fairly stable in the typical sample country during
this period, several countries experienced a sharp acceleration of
inflation. In many cases, however, inflation was repressed through

the maintenance or tightening of price controls.

These developments as regards growth, inflation, and the external
payments position for the countries in the sample reflected both
domestic and external influences. However, while individual circum—
stances differed and although external factors contributed to the size
of existing imbalances, the widening of these imbalances in the period
immediately preceding the adoption of adjustment measures reflected
primarily the influence of domestic factors. Major external disruptions
in recent years (i.e., the second large increase in oil prices and
higher interest rates on international capital markets) l/ and temporary
external or domestic influences 2/ are estimated to have accounted on
average for only a small part of the increase in the average external
current deficit for countries included in the sample during the period
preceding the initiation of the adjustment (Table 4). These external
or temporary factors accounted for less than half of the total increase
in the external current deficit relative to GDP during the period
preceding the adoption of adjustment policies in 13 of the 22 cases
for which such estimates could be obtained.

Similar conclusions emerge from the analysis of saving/investment
balances during the period preceding the adoption of adjustment measures.
" The widening external current deficit for the typical country included
in the sample reflected both a weakening of saving and stronger invest-
ment spending, resulting in a weakening of the saving/investment
balance by the equivalent of 2 percent of GNP (Table 5). 1Imn 15 of the
22 cases studied, this deteriorating saving/investment balance reflected
primarily similar developments in the overall balance of the budget. 3/

1/ These factors, however, were more significant during the period
foIlowing the initiation of adjustment.

2/ Specifically, for the purpose of this comparison, external
current balances were adjusted for fluctuations in non-oil terms of
trade or export volumes associated with fluctuations in foreign demand
and export losses or increased food imports resulting from droughts,
transport disruptions, etc. See Appendix E.

3/ Since current budget expenditures include interest payments,
government and nongovernment saving and investment are related to
GNP rather than GDP whenever GNP is available. All other ratios are
to GDP, data on which are more widely available for countries in the
sample.




CHART 1

CURRENT ACCOUNT AND INFLATION PERFORMANCE PRIOR TO INITIATION OF ADJUSTMENT'
Current Account/GDP
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Table 4. External Current Account Balances and Components for
Sample Countries Before the Initiation of Adjustment 1/

Four-Year Period Preceding

All Years Initiation of Adjustment
Before 2/ First half Second half Total
(In _percent)
Cﬁrrent account balance -38.9 -34.8 -50.7 -42.7
0f which:
0il imports (net) -9.5 -9.9 -12.3 -11.1
Investment income (net) -9.l -8.3 -11.0 -9.6
Subtotal -18.6 -18.2 -23.3 -20.7
Non-o0il terms of
trade 3/ 1.4 1.0 4.9 2.9
Cyclical export
shortfalls 4/ -0.1 -0.6 1.2 0.3
Other disruptions 5/ -0.7 -0.4 -1.3 -0.9
. Subtotal 0.6 - 4.8 2.3
Residual -20.9 -16.5 -32.1 -24.3
Memorandum items:
Non-o0il developing coun-
tries: current account
balance as percentage
of exports of goods
and services
Average -19.0 -17.9 -19.5 -18.7
Median ~-24.6 -24.2 -27.1 -25.7
Sources: Appendix Tables XI, XII; and Appendix E.

1/ Percentage of exports of goods and services. All data are averages.
Excludes Egypt.
2/ Since 1973.
3/ Deviations from trend.
4/ Related to fluctuations in the volume of imports in foreign markets.
5/ Export shortfalls or exceptional food imports resulting from droughts,

strikes, wars, etc.
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Table 5. Saving/Investment Balances for Sample Countries
Before the Initiation of Adjustment 1/2/

Four-Year Period Preceding
All Years Initiation of Adjustment
Before 3/ First half Second half Total

(In percent)

Government sector

Balance
Average : -8.6 -6.2 -12.6 -9.4
Median -7.2 -6.1 -8.9 -8.5
Nongovernment sector
Balance
Average 1.0 1.2 1.3 1.2
Median -0.7 ~0.7 -0.4 -0.1
Total
Savings 4/
Average 17.1 19.1 15.4 17.2
Median 15.7 16.7 14.2 15.4
Investment '
Average 24,7 24,1 26.6 25.4
Median 24,2 23.4 26.7 24 .6
Balance
Average -7.6 =5.1 -11.3 -8.2
Median -6.7 -7.4 -9.4 -7.6

Sources: Appendix Tables III-VII.

1/ As percentages of GNP.

2/ The breakdown between the government and nongovernment sectors of the
overall saving/investment balance on a national accounts basis was derived.
using estimates of the government saving/investment balance from budget
data, the saving/investment balance of the nongovernment sector being
obtained residually. To the extent that national accounts data are reported
on an accrual basis while fiscal data are reported on a cash basis, the two
are not strictly comparable and inconsistencies could arise from large
swings in "float” or arrears. Also, in some cases, national accounts data
are available only on a calendar year basis while fiscal data pertain to
fiscal years. The use of period averages, however, should minimize the
resulting inconsistencies.

3/ Since 1973.

4/ 1Includes private but not public transfers.
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Large or growing fiscal imbalances during the period preceding the
initiation of adjustment clearly were a major source of difficulties
in a wide majority of the countries in the sample (Chart 2).

2. Fiscal imbalances

The emergence of fiscal imbalances in the countries under review
reflected a variety of circumstances. In some of the countries under
review, the main reason for rising fiscal imbalances were increases in
spending in response to wars, civil disturbances, or natural disasters.
In other instances, the increase in spending was the result of delib-
erate decisions prompted by long-standing economic and social needs
and was typically reflected in increased outlays for both current and
capital purposes.

In many cases, the source of fiscal problems was the initiation
of new and more ambitious development programs (e.g., Bolivia, Gabon,
Liberia, Madagascar, Mauritania, and Morocco). Although foreign
financing frequently helped postpone the need for increasing domestic
resources, in several cases the accumulated debt posed problems of its
own, either because the projects did not provide the resources needed
to service the debt, or because the government had other uses for
those resources. Thus, the ultimate result of overly ambitious devel-
opment programs often was pressure on the fiscal position and the
external position of the country as well.

Rapid increases in current expenditures also frequently were a
major source of widening budget deficits. In particular, wage outlays
rose rapidly in many of the countries under review (e.g., Bangladesh,
Egypt, Guyana, Jamaica, Kenya, Liberia, Madagascar, and Mauritius).

In some cases the rise in wage outlays was the result of long-standing
policies to hire all not otherwise employed college graduates, or the
expansion of labor-intensive activities. Food subsidies or subsidies
to farmers were a source of fiscal problems in some countries (e.g.,
Bangladesh, Egypt, Korea, Madagascar, and Mauritius). Subsidies to
other private or public enterprises also increased rapidly in several
countries; in a number of cases, public enterprises faced a very
unfavorable financial situation, the result of inadequate pricing
practices, as well as inefficient management and production techniques
and, in some instances, overly ambitious investment programs.

Frequently, the background to fiscal disequilibrium in the coun-
tries under review were export boom—bust cycles, in line with the
swings in commodity prices and world demand for raw materials that
took place in the 1970s. Several of the countries under review, when
experiencing an export boom, increased government spending. Such
expansion of public spending, financed through temporary increases in
budget revenues or higher private savings reflecting larger export
receipts, did not result immediately in pressures on the fiscal and
external positions. In some cases (e.g., Bolivia) the impact was
magnified by spending on large investment projects financed abroad and
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aimed at taking full advantage of the more favorable conditions in
export markets. However, when the export boom subsided (which was the
norm for most commodity producers), many countries found it very diffi-
cult to curtail spending. When investment had been financed through
foreign borrowing, the sequel of the boomrbust cycle often was an
unsustainable level of debt service obligations. This was compounded
by the steep rise in world interest rates and reduced availability of
international credit that took place in the early 1980s. 1In some
cases, the adoption of active countercyclical policies in the form of
increased government spending or personal transfers (e.g., Korea)
resulted in a further widening of the deficit.

Although budget revenues fluctuated (in some cases sharply) in
response to temporary domestic or extermal disturbances, increases
in spending clearly were the main factor responsible for the growing
fiscal disequilibrium in the countries under review (Chart 3). Consid-
ering the period immediately preceding the initiation of adjustment,
the average and median fiscal deficit of countries in the sample
increased by the equivalent of, respectively, 5.5 and 3.5 percentage
points of GDP (Table 6). The average increase in spending during the
same period was equivalent to 6 percentage points of GDP, split about
evenly between current and capital spending, while revenue increased
0.7 percentage points.

3. Monetary imbalances

Over the years leading up to the period studied nearly all coun-
tries in the sample shared similarities in the pattern of credit and
money growth. While the duration and severity of the monetary imbalance
varied widely, the large majority of sample countries experienced
nominal credit growth in excess of nominal money growth and an accom-
panying decline in net foreign assets. At the time during the 1977-1980
interval when adjustment measures were adopted, 18 of the countries in
the sample had experienced credit growth in excess of the rate of growth
of broad money on average over the four prior years. The magnitude of
the difference between credit growth and money growth varied substan-—
tially across cases. At the extreme, there were 13 cases of increases
in credit relative to starting broad money that exceeded money growth
itself on average by 10 or more percentage points over the four
preceding years and two cases where the difference was between 5 and
10 percent.

Reflecting the widespread contribution of large or growing fiscal
deficits to the emergence of domestic and external imbalances, the mort
common cause of rapid credit growth was large expansion of credit to the
government (Charts 4 and 4a). Increases in credit to the government alone
actually exceeded the growth of broad money in six cases (Egypt, Guyana,
Jamaica, Mauritius, Sudan, and Zambia). Credit to the private sector,
consistent with the earlier observation of relative stability of the
saving/investment balance of the nongovernment sector, did not show any
particular trend. In about one third of the cases, the faster expansion
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Table 6. Fiscal and Monetary Developments for Sample
Countries Before the Initiation of Adjustment

Four-Year Period Preceding
All Years Initiation of Adjustment
Before 1/ First half Second half Total

(In percent)

Fiscal 2/
Revenue
Average 20.4 20.9 21.6 21.3
Median 19.8 20.6 20.9 20.6
Expenditure
Current -
Average 18.3 17 .4 20.3 18.9
Median 16.5 16.4 18.1 17.2
Capital
Average 9.6 8.9 12.2 10.6
Median 8.5 8.5 9.1 8.9
Balance
Average -7.5 -5.4 - -10.9 -8.2
Median -6.5 -5.1 -8.6 -6.8
Money and credit 3/
Money
Average 24,2 24,8 22.3 23.6
Median 21.9 22.9 19.4 21.9
Credit
Average 34.0 27 .2 39.5 34.0
Median 31.6 25.1 42.7 29.6
Of which: to
government
Average 13.3 5.6 20.0 13.6
Median 13.3 4.1 18,2 12.9

Sources: Appendix Tables VIII-XI, XIII-XV.

1/ Since 1973.

2/ As percentage of GDP.

3/ Percent increase. For credit, increase relative to initial money
stock.,
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of government credit was accompanied by sharply constrained growth rates
of private sector credit; the rest of the cases show a mixed pattern
with years of both rapid and slow growth of credit to the private sector.

Beyond the relative evolution of credit and money aggregates and
frequently contributing to the emergence of growing imbalances, struc-—
tural impediments hampered in many cases the efficient operation of
financial systems. Some of these impediments were maintained as
deliberate instruments of policy such as controls on interest rates or
on the sectoral allocation of credit. The reasons why such controls
were maintained included inter alia, (i) the desire to contain the cost
of servicing the domestic portion of the public sector debt; (ii) the
desire to suppress the crowding out of private sector spending that
might result from the higher interest rates caused by government
deficits; (iii) the suspicion that oligopolistic practices in financial
markets would result in higher interest rates and larger spreads than
justified; (iv) fears that higher interest rates and an unhindered
distribution of credit would impair development goals by depressing
investment in key sectors; and (v) worries that reforms might weaken
certain financial institutions saddled with fixed interest rate assets,

As is often the case in this area, it is difficult to quantify the
impact of financial policies of this type. First, it is difficult to
assess the effectiveness of such controls or to quantify the benefits
perceived by the authorities as associated with the maintenance of such
controls. Second, the maintenance of controls was often inextricably
linked to the policy of rapid credit growth itself, making it difficult
to separate the impact of excessive credit growth from the impact of the
controls intended to contain certain of its undesirable effects. In
some cases, however, inadequate policies in one area clearly reinforced
and exacerbated difficulties in the other. In particular, many of the.
sample countries maintained low interest rates for deposits while
inflation rates were rising, resulting in increasingly negative real
interest rates. The outcome was typically a reduction in the demand for
real money balances and the inefficient use of the available financial
resources. The unwillingness to maintain real money balances worsened
the inflationary consequences of the established credit policies which
in turn intensified balance of payments difficulties. 1In the year
before adjustment began, ten member countries in the sample actually
experienced falling real money balances.

4. Exchange rate maladjustments

Exchange rate policy, taking into account both recent and long-
standing problems of currency overvaluation, was a primary factor in
prevailing balance of payments difficulties in eleven of the cases
under review (Appendix Table XVI). Exchange rate policy contributed
to a lesser extent in seven other cases. Both the median and average
change in real effective exchange rates for all countries in the sample
indicate small depreciations during the four-year period prior to the
adoption of adjustment policies. However, individual circumstances
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CHART 4

PERCENTAGE CHANGE IN TOTAL CREDIT AND CREDIT TO GOVERNMENT:
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CHART 4a
TOTAL CREDIT AND CREDIT TO GOVERNMENT AS PERCENTAGE OF BROAD MONEY!
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differed widely, with four of the countries under review experiencing
real effective appreciations of 10 percent or more during this four-year
period. In other cases, although not then appreciating further, the
exchange rate had been overvalued for some time.

5. Supply constraints

The countries under review faced a wide range of structural con-
straints. These reduced the ability of the domestic productive sector
to supply and export goods and services consistent with the full
potential of the economy, defined in terms of the resource base and
technological capabilities. The constraints were associated mainly
with either an inappropriate sectoral allocation of resources or an
inadequately developed productive base, the latter in some cases the
consequence of low rates of saving and investment. Such limitations
were of particular concern given the need for elimination of large
economic and financial imbalances.

A sectoral allocation of available resources hampering productivity
gains and limiting growth was a common source of difficulty for the
countries under review. Such problems were generally associated either
with a distorted set of relative prices and incentives or with other
impediments to the normal functioning of the allocative system. 1In a
number of cases, this situation was attributable to policies that had
been introduced earlier to help achieve other objectives, e.g., food or
energy subsidies to offset increases in world prices frequently believed
at the time to be, at least in part, transitory.

Significant distortions of the pricing system were present in a
majority of the countries under review. The most common such distor—
tion was the maintenance of an exchange rate that did not provide
adequate incentives to domestic producers of exports and import substi-
tutes. Price distortions and associated resource allocation problems
frequently also stemmed from the existence of price and trade controls
and/or direct subsidies on important commodities, usually tradable
goods. Such policies inhibited local production and distribution of
the affected items and close substitutes and sometimes proved to be
counterproductive in that availability at the subsidized or controlled
price could not be assured; anecdotal evidence suggests that, in such
instances, effective prices outside the limited official distribution
system may have been at least as high as might have been the case in
the absence of controls. In many countries, taxation, tariff, and pro-
ducer pricing policies also contributed to an inappropriate structure
of incentives.

Distortions in the sectoral allocation of resources also resulted
from factors not related to the pricing system. In many of the coun-
tries under review, inefficient management of important sectors of the
economy (frequently through public enterprises or official marketing
agencies) or cumbersome administrative procedures, combined with exten-
sive regulation of the economy, hampered production and also introduced
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rigidities that reduced the ability of the economy to. adapt to changes
in exogenous circumstances. In a number of cases, exchange and trade
restrictions were widespread and severe, eliminating international
substitutes as standards for domestic producers, increasing costs, and
adversely affecting the competitiveness of domestic goods. Finally,
legislative and other institutional constraints created inappropriate
incentives and caused a suboptimal use of available resources (e.g.,
labor, land tenure and industrial laws in Peru; land use policies in
Sudan); in some cases, these constraints substantially reduced the
ability of the government to use certain policy instruments (e.g.,
earmarking of budgetary revenues in Costa Rica, guaranteed public
employment in Egypt, large foreign currency denominated component of
the money supply in Egypt, Peru, and Turkey).

Frequently, these problems were reflected in large deficits of
state enterprises. In some cases, efforts to limit such losses by
granting preferential treatment to state enterprises (e.g., low or
interest—-free bank credit or capital transfers, tax exemptions,
preferential exchange rates) created further distortions. In several
cases, the lack or poor quality of statistical information hampered
the analysis of the weak performance of state enterprises and the.
development of a sounder basis for control of their operations and
planning their financial needs.

Apart from problems resulting from an inappropriate sectoral allo-
cation of resources, although frequently intertwined with these, supply
constraints in many cases reflected an inadequately developed productive
base and a low growth potential. The most obvious manifestations of
this problem were an economic structure characterized by a high degree
of concentration of output, a poorly developed infrastructure, and/or a
weak or fragile system of administration.

In several cases, the economy was extremely vulnerable to develop-
ments in international markets owing to a concentration of exports on
one or a few commodities. 1/ An inadequate infrastructure was also a
problem in a few countries. In some cases, this reflected a need for
new facilities that had become necessary owing to political developments
(e.g., the impact on Kenya and Tanzania of the dissolution of the East
African Community) or the stage of development of the country. In
others, the existing infrastructure was obsolete or had deteriorated
to the point that major bottlenecks had emerged (e.g., Bangladesh,
Egypt, Sri Lanka, Sudan, and Tanzania). Finally, a fragile or weak
administrative capacity was a serious counstraint in a number of coun-
tries (e.g., Bolivia, Gabon, Guyana, Liberia, Mauritania, Senegal,
Sudan, and Tanzania).

1/ Bolivia (mining and natural gas), Gabon (oil and timber), Guyans
(sugar), Jamaica (sugar and bauxite), Liberia (iron ore), Mauritania
(mining), Mauritius (sugar), Morocco (phosphates), Peru (mining),
Senegal (groundnut products), Sudan (cotton), and Zambia (copper).
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Constraints also were frequently associated in these cases with
the low level and composition of saving and investment. A reorientation
of investment to more productive sectors or with higher short-term rates
of return was considered to be necessary in many of these cases (e.g.,
the Philippines, where problems associated with the composition of
investment included certain private investments financed with loans
guaranteed by the public sector). Most of the countries under review
were at a stage of development when they could benefit substantially
from a higher level of investment, but in a few instances, investment
rates had fallen so low that the existing capital stock was declining
(e.g., Bangladesh, Sri Lanka, Sudan, and Tanzania). At the other
extreme, however, there were some cases in which the level of invest-
ment was so large that it strained the absorptive capacity of the
economy. Higher domestic saving was considered to be necessary in
virtually all of the countries included in the sample.

In a number of the countries under review, the scope and effective-
ness of policies were subject to other limitations. A low absolute
level of income of a large component of the population characterized
several countries and policies had to be formulated so that certain
more vulnerable groups would not undergo severe hardship. Security
problems, both external and domestic, confronted several countries and
a considerable amount of resources sometimes were allocated for this
purpose (e.g., Kenya, Morocco, Tanzania, and Zambia). A lack of
political stability and frequent changes in the political leadership
also complicated implementation of a sustained set of policies in some
instances (e.g., Bolivia and Turkey).

The severity of structural problems and their importance for the
adjustment effort varied considerably among the countries under review.
Although all of the cases examined were affected by structural problems
to some degree, there were a number of instances in which the constraints
had only a relatively limited or moderate impact on the economy and on
the effectiveness of adjustment policies (e.g., Kenya, Korea, and
Panama). By contrast, there were other cases in which structural diffi-
culties were or had become pervasive and severe (e.g., Bolivia, Guyana,
Sri Lanka, and Tanzania). Most commonly, significant structural prob-
lems hampered several sectors in the economy. 1In these instances,
structural problems varied from the relatively serious (e.g., Bangladesh,
Egypt, Jamaica, Peru, and Sudan) to less severe but still significant
difficulties that posed strong challenges to economic policies (e.g.,
Liberia, Malawi, Mauritius, and Morocco). 1In other instances, although
structural constraints were not widespread, they were present in key
sectors and thus were particularly important for the adjustment effort
(e.g., Costa Rica, Gabon, Pakistan, Philippines, and Turkey).

The structural problems described above had been in existence for
a number of years in most of the cases reviewed. Only in a few
instances did significant structural problems not become apparent until
shortly before the initiation of adjustment measures; these were gener—
ally a result of altered external circumstances (e.g., the disruption
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of regional transport linkages affecting Malawi and Zambia). However,
the emergence of larger and longer lasting imbalances in recent years
contributed to increased efforts being devoted to relieving such con-
straints in order to ease the burden borne by adjustments of domestic
demand.

IV. Adjustment Policies

1. Overview

Each of the countries under review introduced policies aimed at
restoring external and domestic equilibrium during the period 1977-1980,
but there were considerable differences in the degree of firmness with
which these policies were pursued. In some cases these efforts were
resolute and, once initiated, were maintained persistently over the
medium term. While unexpected developments, in particular the second
oil price increase and higher interest rates on international capital
markets, tested the persistence and flexibility of policy implementa-
tion in most of the cases under review, these countries adjusted quickly
to the new situation and avoided setbacks to the adjustment effort
which could have proven difficult to reverse. 1In other cases, however,
early adjustment efforts were abandoned, the period following the
initiation of adjustment often taking the form of alternating episodes
of tightening and easing of policies.,

The wide ranging nature of economic and financial difficulties
which led to the emergence of large and growing imbalances was reflected
in a similar diversity in the economic policies adopted in support of
the required adjustment effort. While policies frequently were focused,
at least initially, on controlling or reducing domestic demand, the
relative weight of policies aimed at improving the performance and
allocation of domestic production increased continuously during the
period under review. Economic and financial programs supported by use
of Fund resources were focused largely on control of domestic demand
throughout the period under review in only relatively few cases
(e.g., Costa Rica, Kenya, Mauritania, and Panama). In many cases
adjustment efforts involved, either from the beginning or through
modifications over time, strategies giving significant weight both to
demand and supply considerations.

Reflecting the predominant role of widening overall budget deficits
in the emergence of initial imbalances, demand-management policies
were focused in most cases on achieving sustained reductions in these
deficits. Monetary and credit policies were intended to be supportive
of fiscal adjustment in reducing excess demand pressures, but only in
relatively few cases were they expected to play the primary role in
controlling or reducing domestic demand. Financial policies also were
frequently aimed at increasing the availability of credit to the non-
government sector or at increasing the total availability of domestic
financial savings in support of expanded investment and production.
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In many cases the shift of resources to the external sector to
alleviate payments difficulties was to be facilitated by adjustments
in exchange rates or simplifications of complex exchange rate systems.
However, exchange rate action resulting in a significant change of
relative prices was included in the policy program initiating the
adjustment effort in only relatively few cases. 1In several cases action
in this area or steps to strengthen initial measures were taken only
later, frequently in the context of subsequent economic and financial
programs supported by new arrangements with the Fund.

2. Fiscal policy

Efforts to reduce budget deficits were generally aimed both at
improving revenue performance and reducing expenditures. Measures to
this end covered a wide range, from specific tax increases or curtail-
ment of spending on certain items of expenditure to the adoption of
broad targets for revenue or expenditure performance. Success in
achieving and maintaining these objectives varied widely across the
countries included in the sample.

Measures to reduce spending were more frequent in the areas that
gave rise to the problem in the first place. In the simplest cases
spending fell sharply, reversing a similar sharp increase in preceding
years, because of the completion of the effort that had caused the
original increase in spending. Such cases included extraordinary
investment related to a specific event (such as investment in new facil-
ities for the OAU meetings in Gabon and Liberia) and lower military
expenditures following the termination of hostilities (e.g., Mauritania).

Measures to moderate wage increases and contain hiring, including
wage and hiring freezes, were instituted in a number of countries
(e.g., Kenya, Korea, Liberia, Madagascar, Mauritania, Morocco, and the
Philippines) to counteract a rising trend in wage outlays. In many of
these cases, however, the measures were eased or abandoned once the
economic situation improved, or when their implementation became
politically difficult. The scaling down of subsidies to the private
sector was also frequently an important measure of adjustment (e.g.,
Bangladesh, Korea, Kenya, the Philippines, and Senegal), in particular
when subsidies had given rise not only to pressure on the public finances
but to a severely distorted price structure.

Restraint in capital spending also frequently contributed to fiscal
adjustment efforts in the countries under review. In some cases this
resulted simply from the completion of investment projects, while in
other cases, it reflected either a recognition that capital expenditures
had become excessive in light of available financing (which may itself
have been contracting, forcing a reduction of expenditures) or the
relative ease of scaling down projects rather than cutting sensitive
areas of current spending such as wages or subsidies. Supporting
measures in this area included the streamlining of investment planning
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to prevent the initiation of unprofitable or unfinanceable projects,
as well as to set priorities for the completion of projects if funds
became scarce (e.g., Bangladesh, Liberia, Madagascar, and Mauritania).

Revenue increases were also a very important element of fiscal
adjustment in the countries under review. Although inadequate tax
collection procedures were frequently blamed for fiscal problems, only
in relatively few cases (e.g., Costa Rica, Madagascar, Mauritius, and
Morocco) was a vigorous effort to improve tax administration undertaken.
Such efforts met with significant success in even fewer cases. More
frequently, efforts to raise revenues took the form of increases in
tax rates and the imposition of new taxes (e.g., Costa Rica, Gabon,
Liberia, Madagascar, Malawi, Mauritius, Morocco, and the Philippines).
Temporary tax levies such as surcharges or emergency taxes were not
used frequently in the cases being reviewed.

The evolution of budget revenues, expenditures, and deficits
relative to GDP during the period preceding and following the initia-
tion of adjustment efforts are shown in Appendix Tables VIII to XI. A
general overview of the pattern and sustained nature of fiscal adjust-
ment is presented in Table 7 by comparing changes in revenues and
expenditures relative to GDP during the period when adjustment was
initiated and in later stages of the adjustment period with their
respective values in the period immediately preceding the initiation
of adjustment. 1/ For the 22 countries for which the comparison could
be made, the budget deficit was reduced, on average, by about 1.5 per-
centage points of GDP following the adoption of adjustment policies.
However, there was considerable disparity among countries both with
respect to the magnitude and timing of this adjustment. Thirteen of
the countries had achieved a reduction in the deficit in the third and
fourth year of the adjustment period compared to the deficit before
the initiation of adjustment, ten of them by more than the equivalent
of 1 percentage point of GDP. 2/ The average and median reduction in
the fiscal deficit for these countries were, respectively, 5.0 per-
centage points of GDP (2.8 percentage points if Gabon, for which a
very large reduction of the deficit was recorded, is excluded from the
group) and 1.6 percent of GDP. In contrast, widening deficits were
experienced during the same period in nine countries, in five of them
the increase exceeding the equivalent of 3 percentage points of GDP,
with average and median increases of 3.8 percentage points of GDP.

1/ Once again the period immediately following the adoption of
adjustment measures refers to the first two years of the adjustment
period while references to later years are to the third and fourth
year following the initiation of adjustment.

2/ The discussion in this section is based on actual fiscal revenues
and balances. However, the behavior of cyclically adjusted balances
for countries that did and those that did not reduce their deficits did
not differ significantly from that of actual balances during the period
under review (Appendix Table XII).
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Table 7. Changes in Budget Expenditures and Revenues Relative
to GDP Following the Initiation of Adjustment

Current Spending Capital Spending Revenue Balance
First Second First Second First Second First Second
half 1/ half 2/ half half half half half half
Countries
with deficit
increases 3/
Guyana -3.13 6.93 -8.99 2,21 -3.00 1.89 9.13 -8.93
Sri Lanka 4,66 1.27 5.88 9.28 7.18 3.06 -3.23 -7.50
Tanzania 7.38 9.63 2.52 0.35 2.47 3.58 -7 .43 -6.40
Bolivia 2.63 2.90 -1.67 -2.59 -0.29 -3.79 -1.25 -4.09
Kenya 2.97 5.47 1.77 2,11 2.45 3.58 -2.28 -3.84
Bangladesh 2.04 1.54 2.17 1.94 1.15 0.86 -3.06 -1.15
Senegal 4/ 2.86 0.17 -0.66 -1.97 -0.68 -2.92 -3.38 -1.13
Korea 1.12 1.56 1.83  0.27 1.13 0.91 -1.82 -0.91
Jamaica 3.16 5.79 -1.12 =3.26 1.32 2.49 -0.72 -0.04
Average 2.63 3.92 0.19 .0.93 1.30 1.07 -1.56 -3.78
Median 2.86 2.90 1.77 0.35 1.15 1.89 -3.06 -3.84
Countries
with deficit
reductions 3/
Liberia 5.28 12.05 ~-6.19 -9.25 0.23 3.18 1.14 0.38
Pakistan -0.98 1.69 -0.81 -1.71 0.39 0.88 2.17 0.90
Madagascar 0.20 -4,78 4,16 -0.74 -3.28 -4.55 -7.65 0.96
Mauritius 1.88 3.46 -0.54 -2.81 1.43 1.73 0.09 1.08
Morocco 2.17 5.51 -6.98 -7.86 -0.89 -1.13 3.91 1.21
Malawi 2.13 0.53 ~-0.36 -4.,56 0.17 -2.71 -1.96 1.31
Turkey -2.79 -5.20 -0.25 -1.75 -3.04 -5.38 0.02 1.57
Costa Rica 0.34 1.01 0.03 -0.98 -0.35 2.61 -0.74 2.57
Egypt -5.29 -2.03 5.71 5.85 4,12 6.75 3.70 2.99
Peru -1.24 0.74 -0.54 0.84 2.32 4,66 4.10 3.07
Zambia -4.,54 -0.71 -3.27 -7.30 -0.92 -1.90 6.88 6.11
Mauritania 2.02 -3.51 -4,56 -8.17 13.81 0.05 16.36 11.73
Gabon 8.67 5.45 =21.46 -27.41 10.49 8.89 23.28 30.85
Average 0.60 1.09 -2.70 -=5.07 1.88 1,01 3.95 4,98
(Excluding
Gabon) (-0.07) (0.73) (-1.13) (-3.21) (1.17) (0.3%5) (2.34) (2.82)
Median 0.34 0.74 -0.54 -2.81 0.23 0.71 2.17 1.57
All countries
Average 1.43 2,25 -1.52 -2.62 1.64 1.03 1.70 1.40
Median 2.03 1.55 -0.54 -1.73 0.76 1.40 -0.35 0.93
Sources: Appendix Tables VIII-XI.
1/ First two years following the initiation of adjustment compared to the two years
immediately preceding.

2/ Third
immediately

and fourth year of adjustment period compared to the two-year period
preceding the initiation of adjustment.

3/ Following the initiation of adjustment.
4/ Excludes transfers to Treasury correspondents and extrabudgetary development
outlays. See Appendix Tables IX and X.
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With one exception (Guyana), countries in this latter group experienced
a wider deficit not only later during the period under review but also
during the period immediately following the initiation of adjustment.
In contrast, 10 of the 13 countries which achieved a lower deficit did
so immediately following the initiation of adjustment. In assessing
the degree of adjustment achieved, it should be noted that only six
countries (Costa Rica, Gabon, Pakistan, Peru, Senegal, and Turkey) had
achieved in the later stages of the adjustment period a reduction of
fiscal deficits to a level equal to or lower than that prevailing in
the third and fourth year preceding the initiation of adjustment. 1/

The largest contribution to fiscal adjustment in the countries
that reduced their fiscal deficit clearly came from reductions in
spending (Chart 5). In particular, capital spending fell on average
by the equivalent of 2.7 percentage points of GDP immediately following
the initiation of adjustment and a further 2.3 percentage points later
on (1.3 percent of GDP immediately and a further 2 percentage points
if Gabon is excluded). Eleven of the 13 countries in this group reduced
their capital expenditures, typically reversing a sharp increase in
such spending in preceding years. In contrast, in the group of coun-
tries that did not reduce their fiscal deficit, capital spending
increased, on average, by the equivalent of 1 percent of GDP; only two
countries in this group reduced capital spending relative to GDP.

Most of the countries which reduced capital spending as part of the
-initial adjustment program sustained and further intensified this
effort in subsequent years.

The second major element differentiating countries that achieved a
reduction in fiscal deficits from those that did not was restraint in
current budget spending. Current expenditures relative to GDP in the
latter group increased on average by 3.9 percentage points during the
four-year period following the initiation of adjustment compared to
only about 1 percentage point for countries that achieved a reduction
of the deficit. Of those countries that experienced a widening fiscal
deficit, only Guyana achieved a reduction of current expenditures
relative to GDP during the period immediately following the initiation
of adjustment; however, both capital and current expenditures of the
Guyana Government subsequently expanded sharply relative to GDP. The
greater difficulty of sustaining restraint in current rather than capital
spending was apparent in many countries, several experiencing a sub—
stantial increase of current expenditure relative to GDP in the third
and fourth year of the adjustment period compared to the period imme-
diately following the initiation of adjustment. Only in a few cases
was a sustained reduction of current spending relative to GDP achieved.
Typically, however, the original restraint of current spending was
better maintained in the case of countries that achieved a reduction
of their fiscal deficit during the adjustment period.

1/ However, in the case of Peru, public sector enterprises were
engaging in major investments, especially for energy programs, during
the same period.
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CHART b

CHANGE IN RATIOS TO GDP OF BUDGET BALANCE AND
EXPENDITURE FOLLOWING INITIATION OF ADJUSTMENT
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The contribution of increased revenue efforts to adjustment was also
important. The median increase in fiscal revenue amounted to 0.8 percent
of GDP in the first two years following the initiation of adjustment
efforts, and an additional 0.6 percent of GDP in the next two years. The
revenue effort differed much less than performance in controlling expen-—
ditures between countries that did and countries that did not achieve a
reduction of their fiscal deficit. Once again performance did not change
substantially between the first two and later two years of the adjustment
period: countries which achieved a strong revenue performance during the
period immediately following the initiation of adjustment efforts
generally sustained their relatively stronger performance in later years
while few of the countries which experienced a weakening revenue perfor-
mance early in the adjustment period were able to reverse this weakness
in subsequent years.

3. Money and credit policies

Each of the countries in the sample initiated adjustment policies
aimed at the restoration of equilibrium between the demand for and supply
of financial resources. Stabilization efforts generally focused on the
limitation of public sector claims on financial resources, the release of
resources to accommodate private sector credit needs, and various measures
to strengthen the growth of demand for real money balances.

In some cases, adjustment efforts included measures aimed at reform-
ing the financial system. Frequently, such measures involved increasing
or eliminating statutory limits on interest rates, both deposit and lend-
ing rates. For the wide majority of cases, however, real interest rates
remained negative (at least ex post real rates) following the initiation
of adjustment. Only in four cases did real interest rates become
positive during the four—-year period following the initiation of adjust-
ment (Bangladesh, Korea, Mauritius, and Turkey) (Table 8).

Other measures of structural reform of the financial system included
measures to reverse or limit “"dollarization” both by regulation of
dollar-denominated instruments (e.g., Philippines) and realignment of the
relevant interest rates, and measures aimed at improving the number or
quality of financial institutions or instruments for saving and invest-
ment available to the public and to other financial institutioms. The
purpose of such moves was both to deepen financial intermediation and
facilitate central bank management of money and credit conditions.
Reforms of this latter type included the creation of a development bank
in Sri Lanka and the introduction of money market operations or instru-
ments in Bangladesh, Morocco, and the Philippines. In other cases,
reform measures involved a reorientation of financial strategy away from
preferential credit terms for key sectors toward a more market-oriented
policy. In Korea, for example, the authorities changed the instruments
of money and credit policy from emphasis on credit control to reserve

money management.



- 26 -

Table 8. Real Ex-Post Interest Rates on Deposits
of up to One-Year Maturity

(In_percent)

Four Years Before Four Years After
First Second First Second
half half Total half half Total
Positive real interest
rates 1/
Bangladesh 3.9 -2.1 0.9 -3.5 1.9 -0.8
Korea 2.7 1.2 1.9 -3.0 3.7 0.3
Mauritius -4 .8 -3.1 -4.0 -13.2 3.8 -4.,7
Turkey -10.7 ~27.2 -19.0 ~-21.2 4,3 -8.5
Other improved real
interest rates 2/
Gabon -12.0 -9.8 -10.9 -3.5 -2.3 -2.9
Kenya -8.3 -8.9 -8.6 ~4.6 -3.8 -4,2
Morocco -8.0 -5.6 -6.8 -2.5 -2.7 -2.6
No significant change
Guyana -6.5 -2.9 4.7 -6.0 -4.7 -5.3
Malawi 2.7 -2.1 0.3 -3.0 -1.5 -2.3
Mauritania -4.8 -8.0 -6.4 -4.0 -4.2 4.1
Peru -11.0 ~17.0 -14.0 -20.9 -14.8 -17.8
Zambia -3.3 -7.6 -5.5 -9.3 -2.9 -6.1
Average
Median
Increasing negative
real interest rates
Bolivia 5.2 -2.7 1.3 -10.9 -53.5 -32.2
Costa Rica 5.0 3.3 4,2 -9.3 -21.6 -15.5
Jamaica -9.5 -3.7 -6.6 -12.7 -15.8 -14.3
Madagascar 0.8 -5.0 -2.1 -14.2 -11.4 -12.8
Sri Lanka 1.8 -2.2 -0.2 0.3 -8.0 -3.8
Tanzania -10.3 -6.8 -8.6 -13.6 -16.4 -15.0

All countries
Average -3.7 -6.1 -4.9 ~-8.6 -8.3 -8.5
Median -4 .8 -4 .4 -5.1 =7.7 -4.0 -5.0

Sources: Data provided by the authorities; and staff estimates.

1/ In the third and fourth year following the initiation of adjustment.
2/ Negative real rates reduced by 5 percent or more.
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The evolution of money and credit aggregates relative to GDP during
the period preceding and following the initiation of adjustment efforts
is shown in Tables 9 and 10. The median for the countries in the sample
indicates a slowdown in the rate of growth of both credit and money
during the period immediately following the initiation of adjustment.
However, although wide differences are apparent across individual coun-
tries or groups of countries, both credit and money generally increased
relative to GDP. In some cases, this was a positive development, as
the restoration of sound financial and fiscal policies led to a resur-
gent demand for money, a fall in velocity, and the opportunity to
expand more domestic credit without endangering reserve levels. 1In other
instances, however, it was a reflection of a less contractionary stance
of financial policies than was appropriate in the circumstances. 1/

The ratio of domestic credit to GDP was reduced in five cases
during the four-year period following the initiation of adjustment, only
three of which, however, achieved a sustained reduction in the rate of
increase of credit relative to the growth of real GDP throughout this
period (Costa Rica, Gabon, and Pakistan). 2/ In another nine cases,
despite a decelerating rate of growth of credit, the ratio of credit
to GDP recorded further significant increases, while both the rate of
expansion of credit and its ratio to GDP increased further in nine
cases. These developments reflected primarily differences as regards
credit to the government (Chart 6). Credit to the government sector
relative to GDP was lower in the third and fourth year of the adjust-
ment period than during the period immediately preceding the adoption
of adjustment policies in only seven cases, including all five cases
which achieved a reduction of the ratio of total domestic credit to
GDP. The typical country in this group reduced the annual rate of
expansion of credit to the government from 26 percent of the initial
money stock during the period immediately preceding the initiation of
adjustment to 17 percent in the next two years and, subsequently, to
4 percent. Credit to the nongovernment sector 3/ relative to GDP was
reduced in eight cases, three of which had experienced an acceleration
of such credit prior to the initiation of adjustment measures.

1/ The extent to which these developments represented deviations
from the policy targets provided by the authorities of the countries
concerned, cannot be readily determined except in those cases where
adjustment programs had been presented in connection with stand-by or
extended arrangements. During much of the period covered in the present
study, not all countries in the sample had Fund arrangements. However,
in those cases where arrangements for the use of Fund resources existed,
policy programs generally aimed at a deceleration of money and credit
growth. The record of implementation of these policy programs and of
their target attainment has been examined in various recent studies
(for references see footnote on page 1).

g/ As an indicator of inflationary impulse, the expansion of
domestic credit should be taken relative to the growth of real (not
nominal) GDP.

3/ For most countries, including public enterprises.
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Table 9. Ratio of Money to GDP

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

1/ half half  Total half half Total 2/

(In percent)

Countries which reduced
the ratio of credit to

GDP 3/

Costa Rica 33.77 33.88 40.35 37.12 43,12 42.21 42.67 42 .67
Gabon 16.12° 13.59 18.60 16.10 19.95 17.07 18.51 18.52
Pakistan 34,88 35.66 38.68 37.17 36.55 39.44 37.99 37.99
Peru 24,51 26.72 22.13 24.43 21.10 25.51 23.30 24.79
Turkey 27 .55 27.77 25.11 26.44 22.95 29.18 26.07 26.07

Average 27 .37 27 .52 28.98 28.25 28.73 30.68 29.71 30.01

Median 27 .55 27 .77 25.11 26 .44 22.95 29.18 26.07 26 .07

Other countries with
slower credit growth 3/

Egypt 45,00 44 .01 45,98 45.00 51.61 65.42 58.52 68.21
Korea 32.52 31.59 32.33 31.96 33.31 38.11 35.71 35.71
Malawi 21,97 20.95 20.19 20.57 19.85 19.47 19.66 19.66
Mauritania 20.17 20.55 21.61 21.08 21.53 25.60 23.57 24,27
Mauritius " 42.80 43.76 43,24 43.50 41 .62 42.38 42.00 42.00
Morocco 38.70 37.29 40.99 39.14 43,18 43,90 43.54 44,30
Senegal 24 .92 25.91 29.90 27 .91 30.35 29.99 30.17 30.17
Sudan 21.26 19.83 24,29 22.06 28.03 29.49 28.76 29.47
Zambia 28.29 24,55 32.03 28.29 32.00 30.77 31.39 32.18

Average 30.63 29.83 32.29 31.06 33.50 36.13 34.81 36.22

Median 28.29 25.91 32.03 28.29 32.00 30.77 31.39 32.18

Others

Bangladesh 16.99 16.80 18.99 17.90 20.32 22.92 21.62 21.62
Bolivia 15.83 17.96 17.80 17.88 17.85 15.67 16.76 16.76
Guyana 37.65 31.92 42.36 37.14 49,56 52.81 51.19 62.25
Jamaica 29.78 30.64 28.91 29.78 30.86 31.82 31.34 35.54
Kenya 30.67 28.93 34.06 31.49 33.70 31.16 32.43 31.50
Liberia 14.25 14,57 15.75 15.16 9.97 13.16 11.56 11.56
Madagascar 24,35 23.75 28.52 26.14 30.72 24,93 27.83 27 .83
Sri Lanka 20.66 18.34 22.20 20.27 26.94 29.10 28.02 28.73
Tanzania 27.26 28.40 25.60 27 .00 33.61 42.59 38.10 38.10

Average 24.16 23.48 26.02 24,75 28,17 29.35 28.76 30.43

Median 24 .35 23.75 25.60 26,14 30.72 29.10 28.02 28.73

All countries
Average 27 .39 26.84 29.11 27 .98 30.38 32.29 31.33 32.60
Median 27 .26 26.72 28.52 27 .00 30.72 29.99 30.17 30.17

Sources: Data provided by the authorities; and staff estimates.

1/ Since 1973.
2/ Until 1983.
3/ Following the initiation of adjustment.
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3/ Following the initiation of adjustment.

Table 10. Ratio of Credit to GDP
All All
Years Four Years Before Four Years After Years
Before First Second First Second After
1/ half half Total half half Total 2/
(In percent)
Countries which reduced
the ratio of credit to
Gop 3/
Costa Rica 34,49 33.08 41.67 37.38 42.75 28.02 35.39 35.39
Gabon 16.01 11.01 20.71 15.86 25.29 17.90 21.59% 19.50
Pakistan 38.79 40.10 42.74 41,42 41.19 43.59 42.39 42.39
Peru 28.82 27 .06 32.39 29.72 24,75 20,75 22.75 24,17
Turkey 35.63 40.79 34.45 37.62 28.40 27 .49 27.94 27 .94
Average 30.75 30.41 34,39 32.40 32.48 27.55 30.01 29.88
Median 34 .49 33.08 34 .45 37.38 28 .40 27 .49 27 .94 27 .94
Other countries with
slower credit growth 3/
Egypt - 6l.16 54.90 67 .42 61.16 70.89 87.15 79.02 85.97
Korea 36.72 34.16 37.10 35.63 45.70 52.81 49.26 49.26
Malawi 22,21 25.15 30.46 27 .81 34.16 36.50 35.33 35.33
Mauritania 26.13 21.43 33.38 27 .40 36.07 39.33 37.70 40.59
Mauritius 37.07 41.52 48.38 44,95 51.29 57.02 54,15 54.15
Morocco 34.90 33.21 37.85 35.53 42,48 46,12 44,30 46.29
Senegal 32.44 31.74 43.23 37 .49 50.95 51.88 51.41 51.41
~ Sudan 32.83 34.34 38.34 36.34 41,98 39.59 40.79 39.74
Zambia 35.88 22.82 48.93 35.88 65.12 60.60 62.86 67 .48
Average 35.59 33.25 42.79 38.02 48.74 52.33 S0.54 52.25
Median 34,90 33.21 38.34 35.88 45,70 51.88 49.26 49.26
Others
Bangladesh 18.74 18.79 20.25 19.52 25.46 28.49 26.97 26.97
Bolivia 18.53 18.01 25.57 21.79 28.66 56.35 42.50 42,50
Guyana 42,28 27 .35 56 .61 41,98 71.73 103.21 87.47 122.89
Jamaica 34.85 32.13 37.57 34.85 42.93 51.28 47.10 56.95
Kenya 25.20 25.67 27 .15 26 .41 29.80 34 .89 32.34 32.05
Liberia 17.34 13.62 23.57 18.60 26.56 37.11 31.83 31.83
Madagascar 25.26 23.78 34.34 29.06 50.78 46 .75 48.76 48.76
Sri Lanka 23.73 22.39 24,65 23.52 25.60 38.94 32.27 35.23
Tanzania 26.57 29.62 27 .26 28.44 41.10 51.55 46.33 46.33
Average 25.83 23.49 30.77 27 .13 38.07 49 .84 43.95 49,28
Median 25.20 23.78 27.15 26.41 29.80 46.75 42.50 42,50
All countries
Average 30.72 28.81 36 .26 32.54 41,03 45,97 43.50 46.22
Median 32.44 27.35 34 .45 34.85 41.19 43.59 42.39 42.39
Sources: Data provided by the authorities; and staff estimates.
1/ Since 1973.
2/ Until 1983,
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Increases in the rate of expansion of money or in the money/GDP
ratio (the inverse of velocity) do not lend themselves readily to inter-
pretation since higher money balances may be held either voluntarily or,
in the presence of exchange and trade restrictions or because of limited
possibilities to substitute holdings of real or other financial assets,
involun;arLly. uu.l._y' in cases where money ou.uJ.i‘lgS increase while credit
expansion decelerates can a reduction of financial imbalances of domestic
origin safely be inferred. 1/ This was clearly the situation for the

typical country in the group that achieved a reduction in the ratio of

credit to GDP. In other cases, the increase in the ratio of money to

GDP may have reflected a widening of financial imbalances as the growth
of money supply accelerated in response to accelerating credit growth.

In only a few cases was there strong early adjustment of money and
credit policies, sustained through at least most of the period under
review, that served to eliminate or reduce balance of payments pressure
and to improve the inflationary environment. In many other cases, early
restraint was not sustained as the growth of credit accelerated sharply
in subsequent years to levels higher than during the period preceding
the initiation of adjustment (e.g., Guyana, Jamaica, Kenya, Liberia,
Peru, and Sri Lanka). Budgetary control proved a common problem, in
some cases aggravated by the reversal of favorable terms of trade
developments that had aided the initial adjustment effort.

For the remainder of the sample, even early efforts at reducing
the growth of credit were limited. 1In some cases it was intended that
credit growth be adjusted relatively gradually in order to lessen the
short-term contractionary impact of adjustment (e.g., Egypt and Senegal).
In other cases, exchange rate guarantees given earlier significantly
increased the difficulty of strengthening money and credit policies as
the exercise of these guarantees resulted in an unexpected large expan-
sion of liquidity (e.g., Bolivia).

4, Exchange rate policy

A wide variety of exchange rate actions or changes in exchange
rate policies have been introduced by the countries in the sample during
the period since 1977. In many instances exchange arrangements were
modified at the time the exchange rate was changed, usually leading to
a significant change in the policy itself. 1In a number of countries
the exchange arrangement underwent several modifications throughout
the period.

1/ This comparison, however, does not address the issue of whether
the reduction of financial imbalances is temporary or sustainable
since excess monetary expansion may arise from the growth of either
domestic or foreign assets. A temporary reduction in the growth of
domestic credit made possible by exceptional foreign borrowing or a
temporary improvement in the external current balance would merely
hide for a short period continuing financial imbalances.
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CHART 6
RATE OF INCREASE IN TOTAL CREDIT AND CREDIT TO
GOVERNMENT FOLLOWING INITIATION OF ADJUSTMENT
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Four countries did not have an independent exchange rate policy
and the same exchange arrangement was maintained throughout the period
under review. Two of them, Gabon and Senegal, belong to the CFA franc
area and use as legal tender the franc issued by the Bank of Central
African States (BEAC) and the Central Bank of the West African States

(BCEAO), respectively. The CFA franc issued by both banks has a fixed
link to the French franc. Two other countries (Liberia and Panama) use
the U.S. dollar as legal tender and the central banks in both countries
issue only fractional coins that circulate along with U.S. notes at a
fixed parity.

Exchange rate actions involving no significant change in exchange
arrangements consisted mostly of a single discrete step depreciation,
either from a single currency peg or from the SDR or a basket peg
(13 instances involving 8 countries), a change in the basket of curren-
cies and/or their weights (Mauritania 1977; Morocco 1980; Tanzania 1982;
and Bangladesh 1983), and transfers of transactions between exchange
markets in the case of dual or multiple rates. Significant transfers
of transactions within an exchange arrangement were observed in Egypt
(1977-79), Bangladesh (1982-83), and Sudan (1980-81, and accompanied by
a large depreciation of the official rate in 1983).

Changes in exchange arrangements were introduced in a number of
instances at the time of exchange rate actions. In ten countries a
basket or a flexible exchange rate policy was adopted following a step
depreciation from a single foreign currency or the SDR peg. Those that
adopted a basket included Tanzania (1979) and Madagascar (1982),
although Tanzania did not consistently observe the peg to its basket
until a new basket was adopted in 1982. Mauritius adopted a reference
basket in 1983 but the exchange rate was managed flexibly and Bangladesh
adopted a reference basket in 1979, relative to which the taka was depre-
ciated between late 1980 and mid-1983. After delinking from a single
foreign currency peg or the SDR and following a step depreciation, four
countries (Korea 1980; Costa Rica 1982; Kenya 1983; and Zambia 1983)
adopted a generally flexible exchange rate policy; Pakistan depreciated
gradually after 1981 following a long period with an unchanged rate fixed
in terms of the U.S. dollar. Also Peru, after a five-month interruption
in early 1978, resumed the crawling peg system, and preannouncement of
one- and three-month exchange rate changes was adopted from early 1979
to mid-1980 and in late 1983 to early 1984.

Changes in exchange systems involving dual or multiple markets
mostly took the form of legalizing a parallel market as a way to effect
a gradual depreciation of the exchange rate or of advancing toward a
general unification. Dual exchange markets were adopted at one time
or another in six countries during the period under review. In three
instances the new dual market rates remained pegged to a foreign cur-
rency (Jamaica 1977; and Costa Rica 1980) or to the SDR (Mauritius
1981), and in three other cases (Peru 1977; Bolivia 1982; and Jamaica
1983) one of the two rates was maintained free. Finally Turkey, after
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adopting three rates for a short period in 1979, with one of them free,
eliminated the free rate after depreciations of the other two official
rates.

Progress toward unification was effected in most countries that
.adopted multiple rates during the period under review and in two coun-
tries with multiple rates in existence prior to 1977. Complete
unifications were effected in Sri Lanka (1977), Jamaica (1978, 1983),
Costa Rica (1983), Malawi (1982), Mauritius (1982), and Bolivia (1982).
‘In the first three of these countries unification was followed by a
flexible exchange rate policy although Jamaica, in the case of the 1978
-unification, resumed the U.S. dollar peg after one year. Partial but
significant progress toward unification also took place in Bangladesh
-(1982), Peru (1979), Sudan (1979, 1981), and Turkey (1980). Turkey
followed a flexible exchange rate policy from early 1980 and completed
unification before the end of 1982. .

The wide variety of exchange rate actions described above resulted
‘in a similar diversity of experiences as regards movements in nominal
and real effective exchange rates. 1/ Changes in nominal effective
exchange rates for the countries in the sample during the four-year
period following the initiation of adjustment ranged from an apprecia-
tion of 7 percent per year in the case of Liberia to a depreciation of
30 percent per year in the case of Peru and Turkey (Appendix Table XVI).
‘However, the extent to which such changes in nominal rates resulted in
changes in relative prices reflected the strength of supporting finan-
cial policies. The real effective exchange rate for the typical country
in the sample remained roughly unchanged during the four-year period
following the initiation of adjustment measures (Table 11). This
relative stability of average and median real effective exchange rates
for all the countries in the sample, however, conceals a wide variety
of experiences. Seven of the countries in the sample depreciated in
real terms by 10 percent or more, on a cumulative basis, during the
four-year period following the initiation of adjustment; five countries
appreciated by 10 percent or more on a cumulative basis during the same
period; and ten countries maintained their real effective exchange rate
within 10 percent of the rate prevailing in the year preceding the ini-
tiation of adjustment. Several countries in this latter group followed
policies resulting in alternating periods of real appreciation and
depreciation with little or no net cumulative change, e.g., Mauritius
and Pakistan, which first appreciated in real terms, most of the early
appreciation being subsequently reversed.

1/ 1Information on the exchange rate policies followed under the
adjustment programs supported by Fund arrangements was provided in
previous review papers (see footnote on page 1).
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‘ Table 11. Annual Average Changes in Real Effective Exchange
Rates Before and After Initiation of Adjustment 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

2/ half half Total half half Total 3/

(In percent)

Countries with
significant real
depreciations 4/

Bangladesh -6.5 -24.9 -5.9 -15.4 1.7 -4.,9 -1.6 -1.6
Jamaica 7.1 10.4 5/ 5.5 7.1 -13.2 4,1 -4.6 -2.8
Mauritania 2.1 ~0.3 4.6 2.1 ~8.4 12.0 1.8 2.7
Morocco -0.1 -0.5 0.4 -0.1 0.6 =5.1 -2.3 -2.5
Peru -2.8 5.5 -11.2 -2.8 -12.0 14.0 1.0 -0.4
Senegal 1.6 4.7 -1.9 -3.3 -7.7 1.8 -3.0 -3.0
Sri Lanka -8.9 7.2 -10.6 -8.9 -14.7 10.0 -2.3 -0.4
Turkey 0.9 2,4 -3.0 -0.3 -9.9 ~7.4 -8.7 -8.7
Zambia 0.1 -1.2 5/ 0.7 0.1 -2,7 -2.3  -2.5 -0.4
Average -0.7 -2.3 -2.4 -2.4 ~7.4 2.5 -2.5 -1.9
Median 0.1 -0.5 -1.9 -0.3 ~8.4 1.8 -2.3 -1.6
Countries with
significant real
appreciations 4/
Bolivia 6.6 ~0.6 -1.3 ~1.0 19.8 -1.4 9.2 9.2
. Guyana 2.7 =41 -l.2 =27 2.2 2.9 2.6 9.2
Liberia -0.7 1.0 -5.5 -2.3 3.7 9.2 6.5 6.5
Madagascar -0.9 -7.6 1.8 =2.9 7.9 3.7 5.8 5.8
% Tanzania 1.6 1.8 1.4 1.6 3.3 25.2 14.3 13.5
Average 0.8 ~-1.9 -1.0  -1.4 7.4 7.9 7.7 8.8
Median -0.6 -0.6 -1.2  -2.3 3.7 3.7 6.5 9.2
Others
Costa Rica 1.6 1.4 0.4 0.9 -i1.3 14,7 1.7 1.7
Gabon 6.5 7.7 5.3 6.5 0.7 -4,0 -1.6 -0.8
Kenya 2.2 1.0 3.3 2.2 -0.4 -2.1 -1.3 -0.9
Korea 3.2 4.5 3.6 4.1 -1.5 -1.1  -1.3 -1.3
Malawi -0.7 -3.3 -0.2 -1.7 1.2 0.2 0.7 0.7
Mauritius 0.6 -0.1 -0.9 -0.2 1.2 -1.5 =0.2 -0.2
Pakistan 1.2 5.0 -6.5 -0.8 2.1 -2.0 0.1 0.1
Sudan 4.4 7.1 1.8 4.4 2.1 0.7 ~0.7 -3.6
Average 2.4 2.9 0.9 1.9 -1.3 0. -0.3 -0.5
Median 1.9 3.0 1.0 1.5 0.2 -1, -0.4 -0.5
All countries
Average 0.8 -0.3 -0.9 -0.6 ~1.8 3.0 0.6 1.0
Median 1.1 0.5 0.1 -0.3 0.1 0.4 -0.4 -0.4

Source: Information notice system.

i/ An increase represents an appreciatiom.

2/ Since 1973,

3/ Until 1983,

i/ Following the initiation of adjustment. Cases in which the real effective
exchange rate depreciated or appreciated by at least 10 percent on a cumulative basis

‘ during the four years following the initiation of adjustment. Mauritania and Peru

are also included in the first group. In the case of Peru, a large depreciation was
introduced in the last quarter of 1977, immediately before the "initial™ adjustment
year, 1978. In the case of Mauritania, the real effective depreciation was reversed
in the fourth year following the initiation of adjustment.

5/ One year only. In these cases the period before covers only three years.
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Although other policies, in particular measures aimed at easing or
removing supply constraints, can be expected to influence trade balances,
the direct effect of exchange rate policy on the profitability and
competitiveness of domestic tradables frequently makes a change in the
exchange rate a key element of efforts aimed at increasing exports or
reducing the excess demand for imports. The experience as regards the
correspondence between changes in exchange rates and the performance of
exports for the countries in the sample during the period following the
initiation of adjustment is summarized in Table 12.

The typical country included in the sample experienced a very poor
export volume performance, well below that of all non-oil developing
countries as a group before the initiation of adjustment efforts. For
countries following inadequate policies export performance remained weak,
and some even experienced a further weakening of export performance
during the four-year period following the initiation of adjustment.
However, countries with exchange rate policies resulting in a signifi-
cant depreciation of the real effective exchange rate 1/ generally
experienced a strong recovery of exports both compared to the period
preceding the initiation of adjustment and relative to the performance
of all non-oil developing countries. The average and median export
growth for this group was similar during the four-year period following
the initiation of adjustment to the average growth in the volume of
exports of all non-oil developing countries. Seven of the nine coun-
tries in this group experienced positive growth in the volume of exports
during the four-year period following the initiation of adjustment.

Only in two cases (Jamaica and Peru) did the volume of exports decline
in the third and fourth year. In both cases, the earlier real depre-
clation was being reversed, at least in part, during this latter period.
Zambia, which recorded negative export growth for the four-year period
as a whole, experienced a strong recovery of exports during the third
and fourth year. In part, this may have reflected the more gradual pace
of real depreciation in the case of Zambia.

In contrast, all countries which appreciated in real terms by
10 percent or more during the period following the adoption of adjust-
ment policles experienced a further deterioration in the performance
of exports. Real effective exchange rates for countries in this group
generally appreciated continuously during the period following the
adoption of stabilization measures. 2/

1/ Cases in which the real effective exchange rate depreciated by at
least 10 percent on a cumulative basis during the four years following
the initiation of adjustment. Mauritania and Peru are also included.

In the case of Peru, a large depreciation was introduced in the last
quarter of 1977, immediately before the “initial” adjustment year, 1978.
In the case of Mauritania, the real effective depreciation was reversed
in the fourth year following the initiation of adjustment.

2/ Except for Tanzania, which depreciated in real terms during the
first year of the adjustment period, the depreciation, however, quickly
being more than reversed.
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Table |2, Growth of Export Volume Before and After
Initiation of Adjustment

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

1/ half half Total half half Total 2/

(In percent)

Countries with
significant real
depreciations 3/

Bangladesh 1.9 13.9 1.0 7.4 6.6 6.1 6.3 6.3
Jamaica -7.3 12.2 4/ -17.0 -7.3 1.5 -6.8 -2.7 -5.0
Mauritania -4,5 =5.7 ~3.4 -4,5 -5.6 31.7 13.0 11.9
Morocco -0.3 -13.7 13.2 -0.3 11.9 2.3 7.1 7.9
Peru 2.6 =-5.5 10.7 2.6 22.4 -9.5 6.5 5.2
Senegal 3.8 7.4 -12.0 =-2.3 -3.8 14.7 5.5 5.5
Sri Lanka -1.5 3.3 -6.3 -1.5 3.7 0.9 2.3 1.8
Turkey -0.3 6.6 3.3 5.0 39.8 18.7 29,2 29.2
Zambia 4.8 1.7 4/ 6.3 4.8 ~-12.4 4,5 -3.9 -2.9
Average -0.1 2.2 -0.5 0.4 7.1 6.9 7.0 6.6
Median -0.3 3.3 1.0 -0.3 3.7 4,5 6.3 5.5
Countries with
significant real
appreciations 3/
Bolivia -6.8 2.9 -14,7 -5.9 5.8 -9.2 ~1.7 -1.7
Guyana -0.7 9.3 -10.6 -0.7 -1.1 0.7 0.2 -3.5
Liberia -2.4 -1.7 10.1 4,2 1.6 -10.0 -4.2 -4.2
Madagascar -2.2 -16.2 9.5 -3.4 -7.7 -5.8 -6.8 -6.8
Tanzania - -16.7 -9.8 -13.3 ~-11.5 =5.1 -6.5 -5.8 -7.2
Average -5.8 -3.1 -3.8 -3.5 -1.3 -6.2 -3.7 -4.7
Median 2,4 -1.7 -10.6 -3.4 -1.2 -6.5 =4,2 -4,2
Others
Costa Rica 5.3 7.9 7.9 7.9 1.8 8.5 5.2 5.2
Gabon 10.5 11.4 9.6 10.5 -1.4 -l11.1 -6.2 -3.8
Kenya -3.9 -5.0 =-2.1 -3.6 -4.7 4.2 -4.4 -3.0
Korea 16.7 27 .4 6.7 17.1 14.5 11.4 12.9 12.9
Malawi 7.4 9.2 11.7 10.5 -4,2 7.1 1.4 1.4
Mauritius 3.1 18.4 3.2 10.8 -8.8 11.5 1.4 I.4
Pakistan 8.6 -0.8 18,2 8.7 7.7 6.9 7.3 7.3
Sudan -1.2 35.8 -13.0 11.4 2.4 -3.0 -0.3 3.0
Average 5.8 13.0 5.3 9.2 0.9 3.4 2.1 3.1
Median 6.4 10.3 7.3 10.5 0.2 7.0 1.4 2,2
All countries
Average 0.8 5.0 0.9 2.7 3.0 2.7 2.8 2.8
Median -0.3 5.0 3.3 3.4 1.6 1.6 1.4 1.6
Memorandum item:
All non—oil develop-
ing countries 5.6 4,9 7.9 6.4 8.3 5.7 7.0 6.5

Sources: Data provided by the authorities; and staff estimates.

1/ Since 1973.

2/ Until 1983,

3/ Following the initiation of adjustment. Cases in which the real effective
exchange rate depreciated or appreciated by at least 10 percent on a cumulative basis
during the four years following the initiation of adjustment. Mauritania and Peru
are also included in the first group. In the case of Peru, a large depreciation was
introduced in the last quarter of 1977 immediately before the "initial” adjustment
year, 1978, 1In the case of Mauritania, the real effective depreciation was reversed
in the fourth year following the initiation of adjustment,

4/ One year only. In these cases the period before covers only three years.



Other countries, those which neither depreciated nor appreciated
significantly in real terms during the period of adjustment, generally
experienced a relatively weak (although strengthening) export perfor-
mance during the four—year period following the initiation of adjustment.
Only Korea recorded rates of growth in the volume of exports well above
the average of non-oil developing countries. A highly elastic response
of exports to changes in relative prices in the case of Korea may have
resulted in a stronger than average growth in the volume of exports
following the reversal of the earlier real appreciation during the first
year of the adjustment period.

5. Supply policies

The experience of the countries under review in eliminating or
alleviating supply constraints has been mixed and in some cases
considerably less than satisfactory. Delays in formulating and imple-
menting corrective policies have frequently occurred, reflecting late
recognition of the source and importance of the problem, the complexity
of many of the issues involved, or administrative and other problems in
initiating the necessary policy action. In addition, the entrenched
nature of the problems sometimes resulted in long lags between the
implementation of appropriate policies and the realization of their
full impact on the allocation of resources. There have also been some
instances in which the policy measures that were adopted proved to be
inadequate or insufficiently strong to redress the structural problems
they were intended to correct. In most cases, nevertheless, some
progress was achieved.

In addition to exchange rate action, efforts to reduce the adverse
allocative effects of distorted prices frequently included the reduction
or elimination of subsidies or price controls and the reduction of high
taxes or tariff rates. At least some aspect of domestic pricing or
tax/tariff policies was considered to constitute a serious problem in
24 of the 25 cases under review at the time adjustment efforts were
initiated. However, while related problems were often considered to
constitute serious impediments to growth and were recognized early
during the adjustment period, only in relatively few cases were the
needed policy changes implemented early. Subsequent actions in this
area, however, contributed to a significant reduction of the severity
of related problems. The severity of the problem was alleviated, at
least to some extent, in at least two thirds of the cases, although
progress in this area frequently was gradual.

In several cases, such price reforms and other reform measures
aimed at improving their efficiency resulted in a sharply improved
performance of state enterprises. Corrective price adjustments for
a wide range of goods and services provided by state enterprises and
reform measures aimed at improving management, reducing overstaffing,
and rationalizing investment contributed to an improved financial per-
formance of state enterprises in Turkey. The role of state enterprises
or official marketing agencies was sharply reduced in a few cases (e.g.,
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Senegal and Sri Lanka) while in other cases significant improvements in
the financial performance of state enterprises were achieved primarily
as a result of price reforms (e.g., Costa Rica, Malawi, and Morocco).
Nevertheless, although progress was achieved in several cases where
public enterprises had earlier been a major source of difficulty, the
gains in this area frequently remain quite fragile in other cases and
it is not yet clear whether, or how long, they will be sustained. The
implementation of corrective measures in this area was often both weak
and delayed.

Significant efforts to liberalize and simplify the exchange and
trade system were made in several of the countries under review, at
times with striking results for economic growth owing to the increased
availability of imported inputs (e.g., Korea, Peru, 1/ and Sri Lanka).
Sri Lanka implemented a radical liberalization of the exchange and
trade system in 1977-78, when the dual exchange rate system was unified,
followed by the maintenance of more flexible exchange rate management.
Peru abolished its import exchange budget in 1977 and in 1979-80
virtually eliminated quantitative import restrictions. Both Peru and
Sri Lanka concurrently introduced new custom tariff systems with sub—
stantial reductions in the rate of effective protection. Korea
initiated a major import liberalization program in 1978 and a major
simplification of the exchange regime in early 1979. Following the
adoption of a flexible exchange rate policy in 1980, both the exchange
and trade systems were liberalized further in 1981-83, Similar steps
toward easing import restrictions were introduced in several countries
(e.g., Morocco, Pakistan, and Turkey) also generally concurrently with
a reform of the exchange system or the adoption of a more flexible
exchange rate policy. These efforts, however, were not always sustained,
some or all of the gains from liberalization being subsequently offset
by a reversal of policies (e.g., Peru 1984).

Progress in removing structural constraints resulting from a weak
productive base of the economy and a low growth potential has been slow
and difficult in many cases. The long and concentrated effort that is
necessary to alleviate problems associated with a lack of diversifica-
tion or an inadequate infrastructure is under way in a number of
countries, but it is too early to judge whether it will be successful.
Designing the required policies was often difficult, necessitating
extensive technical work at the microeconomic level, 1In several cases,
a substantial easing of existing constraints required major policy
changes that involved difficult political decisions. Although the need
for such changes if substantial progress was to be achieved may have
been recognized early, implementation was frequently delayed. For
example, progress on the restructuring of financial relationships and
incentives in agriculture in the case of Sudan——a crucial element of
all programs——was very slow, as was progress in maintaining the capital
stock of the productive sectors and in improving project supervision

1/ After 1980.
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and management. In the case of Zambia, all annual programs have included
provisions aimed at promoting growth through expansion of the productive
base, especially agriculture. However, little or no significant results
were achieved, in part because progress was slow in removing distortions
in the cost-price structure. In some other cases, the necessary changes
in policies have not yet been initiated.

Structural problems affecting the level and composition of saving
and investment have been alleviated to some degree in several cases,
but considerable further adjustment of policies in this area is neces-—
sary in most of the countries under review. A reformulation of the
public investment program was undertaken in several cases (e.g., Korea
and Malawi), often with the assistance of the IBRD, but elimination or
curtailment of less productive projects often proved to be difficult.
The recognition that a significant part of domestic investment had low
productivity frequently came only late, delaying the needed reorienta-
tion of policies. Legislation and incentives affecting private
investment were also revised in some cases, sometimes with strong
positive results in terms of both the magnitude and structure of private
investment (e.g., Sri Lanka). The level of saving remained inadequate
in many of the countries under review, including some of those in which
financial reforms were undertaken.

V. Arrangements for the Use of Fund Resources

During the period 1977-1980, 44 arrangements for use of Fund
resources in the upper credit tranches by countries in the sample were
approved, of which 12 were extended arrangements and 17 were multiyear
stand~-by arrangements (Table 13). The sample covers 50 economic and
financial programs, equivalent to 60 percent of the total number of
programs presented to the Fund during the same period. Total cumulative
drawings under these arrangements amounted to SDR 4.8 billion.

The monitoring of developments under these arrangements relied for
the most part on the usual performance criteria (Table 14). Arrange-
ments with all of the countries in the sample except two (Liberia and
Panama) made purchases dependent on performance criteria relating to
total credit extended by the central bank or the banking system.
Neither Liberia nor Panama in which U.S. currency is used freely for
domestic settlements independently control the availability of credit
through the operations of the central bank or the banking system. Sub-
ceilings on credit to the government or public sector from the central
bank or banking system were included in all arrangements. 1/ Other
subceilings included limits on the deficit of the public sector or
credit to certain segments of the public or private sectors (e.g.,
credit to mining companies in Zambia, and credit for cotton financing '
and to price adjustment funds in Egypt).

1/ The two-year stand-by arrangement for the Philippines approved in
1980 did not include a fiscal subceiling during the second year.




- 39 -

Table 13. Upper Credit Tranche Stand-By and Extended
Arrangements Approved in 1977-1983 for
Countries in the Sample

1977 1978 1979 1980 1981 1982

1983
Bangladesh SBA EFF SBA
Bolivia SBA

Costa Rica SBA 1/ EFF SBA

Egypt SBA EFF

Gabon SBA EFF * 2/ *

Guyana SBA EFF EFF :

Jamaica SBA EFF EFF EFF * *
Kenya , SBA 1/ SBA 1/ * SBA 1/
Korea SBA 1/ * SBA 1/
Liberia SBA 1/ SBA SBA SBA
Madagascar SBA 1/ SBA SBA SBA
Malawi SBA 1/ SBAl/ * SBA EFF
Mauritania SBA 1/ SBA

Mauritius SBA 1/ SBA SBA SBA
Morocco EFF EFF SBA SBA 1/
Pakistan SBA EFF EFF *

Panama SBA SBA SBA 1/ * SBA SBA 1/
Peru SBA SBA 1/ SBA * EFF *
Philippines * * SBA SBA 1/ * SBA
Senegal _ EFF SBA SBA SBA
Sri Lanka SBA EFF * * SBA
Sudan EFF * SBA SBA
Tanzania SBA 1/

Turkey SBA 1/ SBA SBA 1/ * * SBA
Zambia SBA 1/ * EFF SBA

Source: Staff reports.

1/ 1Intended duration of at least 18 months.

2) An asterisk indicates an economic and financial program approved

under existing arrangement.
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Table 14. Performance Criteria in Upper Credit Tranche Stand-By and Extended Arrangements
with Sample Countries Approved in 1977-1980 1/

Credit 2/ External Debt
Sub- Exchange BOP : Including

Total Ceiling 3/ Rate Test Public guaranteed Restrictions 4/ Review 5/
Bangladesh BS BS * * 80 6/
Bolivia CB BS * * 7/ *
Costa Rica CcB CB * *
Egypt BS BS 8/ * 77 9/ 78 9/ * 10/11/ 78
Gabon BS BS 12/ - * * E/_ 78
Guyana CB BS 13/ 78-79 * 10/14/
Jamaica CB BS * * * 10/ 78-79 6/
Xenya CB/BS BS * * 79 6715/
Rorea BS BS * * *
Liberia BS * *
Madagascar CB CB * * 10/ * 6/
Malawi CB/BS CB/BS 16/ * * * 6/
Mauritania BS BS 167 * * * 6/
Mauritius BS BS * * 80
Morocco BS BS * * *
Pakistan BS BS * * 17/
Panama 78 18/ CB 16/ 79-80 * 78
Peru 19/ BS/CB BS * * * 20/
Philippines BS ). 80 * *
Senegal BS BS ® * *
Sri Lanka BS BS 77 : * * *
Sudan BS BS * * 10/11/
Tanzanla BS 3S * * 10/
Turkey cB CB 21/ 80 * * 10/ * 6/
Zawbia BS 3s 22/ * * 10/

Source: Staff reports.

1/ An asterisk denotes that the criterion was specified in all arrangements. Otherwise the year(s) in which
the criterion was specified is shown.

2/ Banking system (3S) or central banok (CB). The two notations are used
vhen the coverage dif fered between arrangements.

3/ Credit to government or to public sector, unless otherwise specified.

4/ Standard clause, unless otherwvise specified.

S/ Not including reviews for subsequent years of multiyear programs.

6/ Por the purpose of reviewing, or including a review of, exchange rate policy. For Malawi, in 1980 only,
and for Turkey, in 1979 oanly.

7/ Also external borrowing of banking system.

8/ Also cotton financing and price adjustment funds in 1977,

9/ Including use of correspondent bank facilities.

10/ Also arrears ceiling.

11/ Also elimination of a bilateral payments arrangement.

12/ Also arrears of the government.

13/ Including credit to public sector from private foreign banks in 1980.

14/ Also, in 1978, rescind prohibition of transfers of depreciation allowances; and in 1980, ceiling on gross
reserves to engure reduction of arrears.

Q/ Including agreement to remove advance import deposit requirement.

16/ Also government/public sector deficit. For Malawi, in 1980 only.

17/ Also specified import liberalization measures.

18/ Net credit of National Bank to private sector.

19/ Also, in 1977, increase in price of regular gasoline.

Z—Q/ Also automatic import licensing and easing of minimum financing requirements.
21/ Also reserve requirements.
22/ Also credit to mining companies.




Other performance criteria used generally related to the contracting
or disbursement of external debt, typically including debt guaranteed by
the public sector and also in a few cases foreign borrowing by commercial
banks, and the standard clause on the use of exchange and trade restric-
tions during the period of arrangements. Other performance criteria
relating to the restrictive system included, where appropriate, ceilings
on arrears and specific liberalization measures (e.g., the elimination
of a bilateral payments arrangement in the case of Egypt and Sudan; and
measures to liberalize imports in the case of Pakistan).

In some cases, specific undertakings concerning exchange rate policy
were made performance criteria while, in other cases, net foreign assets
(or balance of payments) tests were used to trigger or accelerate agreed
exchange rate actions. Midterm reviews were specified as performance
criteria in one or more arrangements for more than half of the countries
in the sample during the period 1977-1980, frequently with an explicit
reference to the need for a review of exchange rate policy.

Failures to meet specified performance (including the completion
of yearly reviews under multiyear arrangements) led to interruptions of
drawing rights in most cases: all countries in the sample except two
(Gabon and Korea) experienced at least one interruption during the
period 1977-1980. 1/ Typically, such interruptions resulted from more
than one performance criterion being breached simultaneously. In most
cases, however, purchases were subsequently resumed either under the
same arrangement or under a new arrangement. The breaching of ceilings
on total credit or credit to the government and the failure to complete
midterm or yearly reviews were the most frequent reasons for interrup-
"~ tions.

Vi. Performance Relative to Adjustment Objectives

The different nature and severity of problems facing individual
countries was reflected in the diversity of adjustment objectives
pursued by these countries. Typically, however, the list of such
objectives included the elimination or reduction of domestic and exter-—
nal imbalances as reflected, respectively, in inflation and external
payments deficits, while preserving or re—establishing a basis for
satisfactory growth. 2/

Performance relative to these objectives varied widely in the
countries under review. In particular, many of the countries included
in the review in recent years still experienced both relatively high

1/ A detailed review of the reasons for and length of interruptionms
for the 25 countries in the sample during the period since 1977 is
presented in Appendix D.

2/ Other frequent objectives related to employment and income dis-—
tribution. Available information, however, does not allow an analysis
of achievement in these areas.
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inflation and external payments deficits. 1/ Other countries had
achieved or maintained either a low rate of inflation or balance of
payments deficit, but only a few of the countries under review have
achieved in recent years both relatively low inflation and external
payments deficits. This latter group includes both cases of substan—
tial adjustment of earlier imbalances and cases where the relatively
favorable performance of recent years reflects primarily the influence
of fortuitous external circumstances.

1. External payments deficits

More than half of the countries in the sample achieved lower
external current account deficits during the period following the
initiation of adjustment efforts. The extent to which such reductions
were either sufficient or sustainable, however, differed widely. The
amount of adjustment of the external current account remaining to be
accomplished in 1983 was relatively small for eight of the countries in
the sample. Typically, these countries achieved a substantial reduction
of their external current deficits during the period of adjustment:
external current deficits for countries in this group were equivalent,
on average, to 3 percent of GDP or 15 percent of exports of goods and
services in the third and fourth year following the initiation of
adjustment compared to, respectively, 7 percent of GDP or 37 percent of
exports of goods and services during the period immediately preceding
the adoption of adjustment policies (Table 15, and Appendix Tables
XVII and XIX). 2/ A similar pattern of adjustment is apparent for these
countries in the evolution of the trade balance in constant prices which
improved by the equivalent of 5 percent of real GDP during the period
following the initiation of adjustment.

1/ For the purpose of this classification, an average rate of infla-
tion of 11 percent in 1982-83 (the median for all non-o0il developing
countries) was used as the demarcation line between low and high infla-
tion. Major industrial countries experienced rates of inflation, on
average, of 6 percent during this period. The relatively high rates of
inflation experienced by certain countries in the sample in recent years
reflected corrective price adjustments under Fund-supported programs and
are expected to be reduced substantially in the next few years. Coun-
tries which experienced external current deficits in 1983 more than the
equivalent of 5 percent of GDP larger than the deficits judged to be
sustainable over the medium term were classified as still experiencing
large payments imbalances.

2/ Changes in external current deficits relative to GDP may be sig-
nificantly affected by changes in real effective exchange rates, a
large real appreciation possibly resulting in a lower external current
deficit relative to GDP despite a widening imbalance. For this reason,
two alternative measures of changes in external current balances are
used as complements to changes in ratios to GDP: the external current
balance relative to exports of goods and services and the trade balance
in constant prices relative to real GDP.
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External Current Deficits Relative to GDP and

Exports of Goods and Services 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After
2/ half  half Total half  half Total 3/
(In percent)
A. Countries with small
external current deficits
1. Countries with low
inflation
Current deficit/GDP -5.3 4.7 =-7.4 -6.0 -8.2 -3.3 -5.7 -5.7
Current deficit/
current receipts -28.1 -24.2 -29,2 -26.7 -28.5 -12.8 -20.7 -20.7
Real trade balance/
real GDP -3.4 -3.1 -5.5 -4.3 -1.9 2.1 0.1 0.1
2. Countries with high
inflation
Current deficit/GDP -6.2 -5.5 -6.8 ~6.2 -3.4 =3.0 -3.2 -3.5
Current deficit/ :
current receipts -40,7 -50.9 -42.2 -46.6 -25.0 -16.3 -20.6 -21.7
Real trade balance/
real GDP 2.1 1.8 1.3 1.5 7.5 5.0 6.2 5.7
B. Countries with large
external current deficits
l. Countries with low
inflation
Current deficit/GDP -11.2 -9,5 -16.6 -13.0 -13.8 -16.5 ~-15.1 ~16.2
Current deficit/
current receipts -51.8 -45.2 -66.7 -55.9 -59.2 -63.6 -61.3 -63.3
Real trade balance/
real GDP -2.5 -1.,0 -8.8 -4.9 -7.2 ~7.0 -7.1 -7 .4
2. Countries with high
inflation
Current deficit/GDP -9.2 -5,3 -13.9 -9.6 -12.8 -11.4 -12.1 -13.0
Current deficit/
current receipts -34,9 -23,7 -53.7 -38.7 -60.0 ~56.3 -58.1 -60.0
Real trade balance/
real GDP -4,1 -3.3 -5.9 -4 .6 -1.3 3.1 0.9 1.2

Sources: Appendix Tables

1/ Averages.
2/ Since 1973.
3/ Uncil 1983,

XVI, XVIII, XiX.
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In contrast, those countries in the sample which still had large
external current deficits in 1983 typically experienced either rela-
tively stable or a further widening of such deficits during the perioa
following the initiation of adjustment efforts. Both the average and
median external current deficits for countries in this group remained
equivalent to 10-15 percent of GDP or 50-60 percent of total receipts
from exports of goods and services, during the period following the
initiation of adjustment efforts. The average external current deficit
of all non-oil developing countries also remained relatively stable
during the same period, at a level, however, only about one third that
of countries in the sample which continued experiencing large external
imbalances.

In assessing developments in the external-payments balance during
the period following the initiation of adjustment, two points should be
noted. First, although individual circumstances differed, countries
that were not successful in achieving sufficient reductions of their
external current account deficits were not typically subject throughout
the period to significantly more unfavorable exogenous influences. The
available information suggests that the impact of temporary unfavorable
developments in non-o0il terms of trade, foreign demand or other factors
such as droughts and wars, was equivalent on average to only about
1-2 percent of the value of exports of goods and services during the
four-year period following the initiation of adjustment efforts
(Table 16). The most significant exogenous influences during the period
under review were the increase in oil prices and higher interest rates
on international financial markets. l/ Deficits in respect of net oil
imports and investment income payments increased, on average, by the
equivalent of about 10 percent of exports of goods and services during
the first two years following the initiation of adjustment both for
those countries that did and for those countries that did not achieve
a significant reduction of external current deficits although related
deficits were substantially larger for the latter group of countries
in subsequent years.

Second, those countries in the sample which did not reduce or
maintain their external current deficits to levels close to those
considered sustainable typically had experienced a sharp widening of
underlying deficits during the period immediately preceding the adoption
of adjustment measures. Excluding payments deficits reflecting tempo-
rary disturbances, oil imports and investment income payments, these
countries, on average, gradually achieved a reversal of the earlier
widening of the external current deficit following the initiation of
adjustment: the “"residual” external current deficit for these countries
in the third and fourth year of the adjustment period was equivalent to

1/ Sharply reduced capital flows in recent years occurred either
after or late during the period of adjustment under review for most
countries in the sample and thus did not, at least on average, play a .
significant role.



Table 16, Ratlos of External Current Balances and Components

to Exports of Goods and Services 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After
2/ half half Total half half Total 3/
(In percent)
Countries with small exter—
nal current deficits
Current deficit &j -33.1 -39.,9 -33.4 -36.7 -26.9 -15.5 -21.2 -22.0
Of which:
0il imports (net) -6.5 -7.2 -8.5 -7.9 ~-16,1 -8.6 -12.3 ~-il1.6
Investment income (net) -9.9 -9.,7 -12.1 -10.9 -14.6 -13.9 -14.3 =14 .4
Subtotal ~-16.4 -16.9 -20.6 -18.8 -30.7 -22.5 -26.6 -26.0
Non-oll terms of trade 0.9 -0.9 4.2 1.7 -0.4 -1.6 -1.0 -1.0
Cyclical export short-
falls -0.1 ~-0.6 0.9 0.1 2.5 -0.7 0.9 0.3
Other disruptions -0.3 =-l.l -~ -0.6 -1.6 =03 -1.0 -1.0
Subtotal 0.5 -2.6 5.1 1.2 0.5 -2.6 -1.1 -1.7
Residual -17.2 =-20.4 -17.9 -19.1 3.2 9.5 6.4 5.7
Countries with large exter-
nal current deficits
Current deficit -41.7 -32.3 -58.9 -45.6 -59.7 -59.2 -59.5 -61.3
Of which:
0il imports (net) --10.8 -11.2 -14.1 -12.7 -20.6 -26.2 -23.4 -25.1
Investment income (net) -8.7 ~7.6 -10.4 -9.0 -13.0 -17.6 -15.3 -15.9
Subtotal -19.5 -18.8 =24.5 -21.7 -33.6 -43.8 -38.7 -41.0
Non-o0il terms of trade 1.6 1.9 5.2 3.5 -0.1 — -0.1 -1.2
Cyclical export short-
falls -Q0.1 -0.6 1.4 0.4 2.4 -1.1 0.6 0.1
Other disruptions -0.9 -0.1 -2.0 ~-1.0 -3.2 -2.0 -2.6 -2.5
Subtotal 0.6 1.2 4.6 2.9 -0.9 -3.1 -2.1 -3.6
Residual -22.7 -14.7 -38.8 =-26.7 -25.1 -12.2 -18.7 -16.8
Sources: Appendix Tables XVII, XVIII; and Appendix E.

1/ Averages.

2/ Since 1973.
3/ Until 1983.
4

/ Excludes Egypt.
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12 percent of receipts from exports of goods and services compared to

15 percent in the third and fourth year preceding the initiation of
adjustment. The unfavorable external developments which had intervened,
however, had made this effort clearly insufficient. Moreover, in many
of these countries, this reduction of the deficit had taken the form of
sharply reduced import volumes following the introduction or intensifi-
cation of exchange or trade restrictions, further weakening capacities
for production and exports.

2, Inflation and growth

The performance in recent years of countries in the sample as
regards inflation was also mixed. Nine countries experienced rates of
consumer price increase of 11 percent or less in 1982-83 while rates of
inflation for other countries in the sample ranged up to 200 percent in
the case of Bolivia (Table 17 and Appendix Table I). Frequently,
countries which had achieved lower rates of inflation in 1982-83 first
had experienced an acceleration of inflation either immediately before
or in the early stages of the adjustment period but were successful in
subsequently reducing such higher rates of inflation. In many cases,
the acceleration of inflation in the early stages of the adjustment
period reflected corrective price adjustments in response to changes in
exchange rates or in certain prices subject to controls. Accordingly,
GDP deflators, which are typically not affected as much by such correc-
tive price changes, increased somewhat less during the same period. 1In
contrast, those countries in the sample with high rates of inflation in,
1982-83 frequently experienced an acceleration of inflation (measured
both by consumer prices and GDP deflators) throughout the period follow-
ing the adoption of adjustment policies.

In the longer run, the adoption of adjustment measures can be
expected to have a positive effect on growth, even though rates of
growth may have to remain somewhat lower than the high and unsustainable
levels prevailing in certain cases before the initiation of adjustment.
In the short run, the effect on growth may be either positive or negative
depending on the relative weight and speed of responses to demand-
management and structural policies aimed at fostering a more efficient
allocation of resources. Insofar as the latter influence the economy
only over the medium term—given the response lags—-while the impact of
demand-management policies is more immediate, a reduction in growth
could be experienced early during the adjustment period, followed by a
recovery, provided policies are sustained.

The initiation of adjustment efforts in the countries under review
typically was accompanied by a sharp reduction in the rate of growth of
economic activity. Although the growth performance of non-oil developing
countries generally weakened during the same period, the fall in rates
of growth of GDP was much sharper in the case of countries initiating
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Table 17. Inflation and Growth Performance l/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

2/ half half Total half half Total 3/

(In percent)

A. Countries with small
external current
deficits

1. Countries with low

inflation
Consumer prices 15.1 11.3 12.2 11.7 21.5 6.8 14.1 14.1
GDP deflator 17.5 9.7 8.0 8.8 9.8 7.7 8.8 8.8
Real GDP 7.3 9.6 6.8 8.2 2.2 5.7 3.9 3.9
2, Countries with high
inflation
Consumer prices 20.7 17.7 26,2 21.9 33.6 27.8 30.7 33.3
‘ GDP deflator 22.6 21.8 25.8 23.6 3.8 27.0 30.9 31.8
Real GDP 7.8 6.5 7.3 7.6 0.3 4,7 2.5 2.2
B. Countries with large
external current
deficits
1. Countries with low
inflation
Consumer prices 13.9 13.6 11.2 12.1 13.4 16.7 14.8 12.8
GDP deflator 14.8 11.4 11.1 0.8 10.4 11.2 10.8 9.9
Real GDP 3.9 4.8 3.5 4,0 1.8 1.2 1.5 1.6
2, Countries with high
inflation
Consumer prices 13.2 8.3 11.5 10.0 22.0 43.8 32.9 33.8
GDP deflator 12.1 12.6 7.9 10.0 18.2 44,7 31.4 31.2
Real GDP 4.8 5.9 3.4 4.6 ~-l.1 0.4 -0.4 -0.7

Sources: Appendix Tables I and II.
1/ Averages.

2/ Since 1973.
3/ Until 1983.
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adjustment efforts, many of which had already experienced a slowing of
growth in preceding years (Table 17, Appendix Table II). 1/ However,
individual experiences as well as the experience across broad groups of
countries differed widely in subsequent years. Countries that were
successful in maintaining or re-establishing a relatively small external
payments deficit achieved a strong recovery of growth in the later
stages of the adjustment period. Rates of growth in these countries
during the third and fourth year following the initiation of adjustment
efforts typically exceeded the average and median rates of growth for
all non-oil developing countries. The relatively strong increase of
exports for countries in this group made the recovery of growth possible
without substantially weakening the earlier improvement of the external
payments position. For the majority of other countries in the sample,
however, growth performance remained relatively weak throughout the
period following the initiation of adjustment.

3. Relation to strength and continued
implementation of policies

Success or lack of success of a country's adjustment efforts
clearly depend on the adequacy and strength of the policies adopted and
the manner in which they are implemented. In that respect, and although
circumstances differ widely as between individual countries, several
broad conclusions can be derived from the general examination of devel-
opments and policies as presented in preceding sections.

First, countries that achieved a significant reduction of domestic
or external imbalances typically did so by addressing the source of the
imbalance. Fiscal deficits had been a main source of emerging or widen-
ing imbalances in the majority of cases. Typically, countries which did
not achieve a sufficient reduction of their extermal current deficits
following the initiation of adjustment efforts continued to experience
large or widening fiscal deficits during this period (Chart 7). While
saving/investment balances of the nongovernment sector strengthened in
all four groups of countries following the initiation of adjustment
efforts, only in those countries which subsequently achieved both low
inflation and payments deficits had a widening saving gap in the private
sector been the main contributor to the emergence of initial imbalances.
For these countries, measures aimed at strengthening the saving/invest-
ment balance of the nongovernment sector addressed the source of the
problem rather than attempted to compensate for a lesser adjustment in
the government sector. Typically, countries which achieved lower fiscal
deficits did so from the outset of the adjustment period (Chart 8).

1/ In contrast, two earlier studies have found no significant effect
on growth. Donal J. Donovan, "Macroeconomic Performance and Adjustment
Under Fund-Supported Programs: The Experience of the Seventies,” Staff
Papers, Vol. 29, No. 2, June 1982; and T. Gylfason, "Credit Policy and
Economic Growth in Developing Countries: An Evaluation of Stand-By
Programs, 1977-79,” (mimeo) Institute of International Economic Studies,
University of Stockholm, July 1982,
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CHART 7

CHANGE IN RATIOS TO GDP OF BUDGET BALANCE AND EXTERNAL

CURRENT ACCOUNT BALANCE FOLLOWING INITIATION OF ADJUSTMENT
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CHART 8
TIMING AND SUSTAINED CHARACTERISTICS OF ADJUSTMENT
OF FISCAL AND MONETARY POLICIES
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econd, while the appropriate combination of policies clearly
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per id achieve lower external current deficit

other countries in the group with external current deficits in recent

years close to the level considered sustainable in their circumstances

{Gabon and Pakistan) achieved a larger than average tightening of both

fiscal and monetary policy while achieving progress in at least some

areas considered to have constituted severe structural problems prior

to the initiation of adjustment efforts. The latter was also the case

for Knnva ¥orea, and Mauritius

relatively few of the other cases were gsignificant steps

On in
taken sim ltaneously in more than one area of policy. For example, of

10 percent or more but d1d not achieve Sufficient reductions of their
external current deficits, three allowed at the same time for an accel-
eration in the rate of growth of domestic credit (all of which also
experienced a larger fiscal deficit relative to GDP). The failure to
introduce or maintain an appropriate mix of policies resulted in severe
difficulties in certain cases where emphasis on sharply increased invest-
ment spending (e.g., Guyana, Madagascar, and Sri Lanka) not accompanied
by adequate fiscal or monetary restraint resulted in the buildup of
excessive demand pressures.

Third, the large size of initial imbalances and the adoption in
many cases of early steps which amounted at best to a tentative
beginning required that adjustment measures be sustained over an extended
period. Clearly, however, early hopes of a smoother adjustment process
by stretching out the pace of implementation of policies frequently did
not materialize, in some cases even some early measures being subse-
quently reversed either in response to social or political pressures or
when temporary improvements in external circumstances eased balance of
payments pressures.

VII. Summary and Conclusions

Relatively few of the countries in the sample have achieved
sustainable domestic and external positions. Many still experience at
present large domestic or external imbalances and some of these coun-
tries have made virtually uninterrupted use of Fund resources since the
initiation of adjustment efforts. 1/ 1In a few cases, even though

1/ The experience as regards prolonged periods of use of Fund

resources was reviewed in "Prolonged Use of Fund Resources," (SM/84/71,

4/27/84).
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imbalances are not at present apparent in key macroeconomic indicators,
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individual and the mix of policies, and the sustainability of policies.
Thece {icauac are ovnm{nnﬁ in the companion paper Dn“ian of Upner Cradie
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Tranche Arrangements and Some Conditionality Issues,” (EBS/84/227,
11/7/84),

22/

The main polnts that have been dealt with in rprpdina gsections may

be summarized as follows.

1. Most of the countries in the sample experienced large or growing
domestic and external imbalances during the period preceding the initi-
ation of adjustment, as reflected in particular in widening external
current deficits and, for several countries, in a sharp acceleration of
inflation. Another typical development during the same period for these
countries was a slowdown of growth.

2. While individual circumstances differed and although external
factors contributed to the size of existing domestic and external
imbalances, the widening of these imbalances during the period immedi-
ately preceding the initiation of adjustment reflected primarily
domestic factors. Large or growing fiscal imbalances and overvalued
exchange rates clearly were a major source of difficulties in a wide
majority of countries in the sample. Increase in spending was the main
factor responsible for the growing fiscal disequilibrium. ‘

3. Reflecting the key role of widening budget deficits im the emer-

gence of initial imbalances, the achievement of sustained reductions in
these deficits was frequently a prerequisite for successful adjustment.
The pattern of fiscal adjustment in the countries reviewed suggests the
following observations. First, in most cases, countries which were able

to achieve a reduction of the fiscal deficit during the four-year adjust-

ment period reviewed took significant steps to this end early following
the initiation of adjustment efforts. Second, as regards the sustain-
ability of fiscal adjustment measures,. reductions in capital spending
were best sustained through the entire adjustment period, followed by
efforts to increase revenue and reductions in current spending.

4, In many cases, overvalued currencies or complex exchange rate

systems had contributed significantly to the size of existing imbalances.

Countries which did follow exchange rate policies resulting in a signif-
icant improvement in the competitiveness and profitability of tradables
following the initiation of adjustment did achieve substantial gains as
regards the performance of exports. However, significant corrective
actions in these areas were frequently delayed. :
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were the immediate source of large domestic or external imbalances, the
large size and protracted nature of these imbalances increased the need
for measures aimed at promoting supply, thus relieving the burden borne
by adjustment of domestic demand. Results in these areas, however,
were frequently considerably less than satisfactory, reflecting in part
delays in the recognition of problems but also the difficulty of formu-
lating and implementing appropriate corrective policies.

6. Performance relative to adjustment objectives varied widely in the
countries under review. More than half of the countries in the sample
achieved lower external current deficits although the extent to which
such reductions were either sufficient or sustainable differed widely.
Eight of the countries reviewed recorded external current deficits in
1983 which differed from the current balance considered sustainable in
their circumstances by less than the equivalent of 5 percent of GDP,
while nine countries experienced rates of consumer price increase in
1982-83 lower than the median for all non-oil developing countries.
Performance as regards growth was also mixed: typically, countries
experienced a slowdown of growth following the initiation of adjustment
efforts; however, those countries which were successful in maintaining
or re—establishing a relatively small external payments deficit subse-
quently achieved a strong recovery of growth. The relatively strong
increase of exports for countries in this group made the recovery of
growth possible.

7. Inadequate design of adjustment policies as well as incomplete
implementation have been important causes of the failure to adjust.

Key considerations highlighted in this respect are that the prospects
for adjustment were enhanced when corrective policies were directed to
the elimination of the ultimate source of the imbalance and addressed
simultaneously significant problems in most major areas of policy.
Quicker adjustment clearly reduced the risk that subsequent unfavorable
developments would substantially increase the size of the remaining
adjustment.
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Table I. Rate of Increase of Consumer Prices 1/

All all
Years Four Years Before Four Years After Years
Before First Second First Second After
.2/ half half Total half half Total 3/

(In _percent)

Small payments deficit,
low inflation

Korea 17.96 12.72 16.36 14.56 25.01 5.51 15.26 15.26
Mauritius 14.90 11.29 11.50 11.39 28.24 8.52 18.38 18.38
Paklistan 12.55 9.78 8.67 9.23 11.18 6.41 8.80 8.80

Average 15.14 11.26 12.18 11.72 21,48 6.81 14,14 14.14

Small payments deficit,
high inflation .
Egypt 10.30 10.83 10.03 10.30 11.45 15.09 13.27 13.84

Gabon 18.60 20.15 17.05 18.60 9.36 10,52 9.94 11.50
Kenya 16 .04 15.22 15.89 15.56  10.91 16.14  13.52 13.12
Peru 28.00 20.26 35.74 28.00 62,76 66.10 64.43 75.95
Turkey 30.59 22.20 52.02 37.11 73.40 - 3l.16 52.28 52.28
Average 20.70 17.73 26.15  21.91 33,58 27,80 30.69 33,34
Median 18.60 20.15 17.05 18.60 11,45 16.14 13.52 13.84

Large payments deficit,
low inflation

Bangladesh 14,83 3.66 9.99 6.83 14.78 10.96 12.87 12.87
Jamaica 17.18 24,38 13.59 17.18 23,25 28,51 25.88 19.05
Liberia 10.62 5.90 9.45 7.68 11.15 4.35 7.75  1.75
Mauritania 12.29 12.23 12.36 12.29 8.12 11.33 9.72  9.31
Morocco 11.62 12.68 10.56  11.62 8.97 10.92 9.95 9.44
Sri Lanka 16.96 22.88 11.04 16.96 13.90 30.70 22.30 18.59

Average 13.92 13.62 11.16 12.08 13.36 16.13 14.75 12.83

Median 13.56 12.45 10.80 11.96 12,53 11,14 11.41 11.16

Large payments deficit,
high inflation

Bolivia . 18.88 6.31 15.03  10.67 39,69 199.56 119.62 119.62
Costa Rica 11.72 3.83 7.61 5.72 27,61 61.40 44.50 44.50
Guyana 10.68 12.68 8.67 10.68 16.44 18,14 17.29 23.20
Madagascar 9.84 4,02 10.35 7.19 23,05 25.10 24.08 24.08
Malawi 9.88 4.26 9.91 7.09 13,94 12,41 13.17 13.17
Senegal 12.40 6.19 6.54 6.37 7.3 14.38 10.86 10.86
Sudan 17.94 12.80 18.98 15.89 29.95 25.29 27.62 28.43
Tanzania 14.18 16.74 11.54 14.14 21,98 27.28 24.63 25,11
Zambia 12.34 8.10 14,47 12.34 18.08 10.70 14.39 14.81

Average 13.21 8.33 11.46 10.01 22,01 43.81 32.91 33.75

Median 12,34 6.31 10.35 10.67 21.98 25,10 24.08 24.08

All countries
Average 15.27 12.14 14.67 13,36 22,20 28.28 25.24 25.65
Median 14,83 12.23 11.50 11.62 16,44 15,09 15.26 15.26

Memorandum items:

All non-oil devel-
oping countries 4/
Average 25.20 26.40 26,00 25.20 27,20 32.80 30.00 31.40
Median 12,50 12.80 10.80 11.80 12,70 12,50 12.60 12.50

Sources: Data provided by the authorities; and staff estimates.

1/ Before and after initiation of adjuscmenc. Countries with a race of fnflacion
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels considered sustainable in their circumstances are grouped
as countries with small payments deficits, Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 since the
latter reflected a substantial compression of imports due to the reduced availabilicy
of foreign loans and the rationing of foreign cucrrency. The relatively high rates of
inflation experienced by certain sample countries in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years.

2/ Since 1973.

3/ Until 1983.

4/ Weighted averages with weights reflecting the yearly composition of the relevant
subperiods for countries in the sample.
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Table IT. Rate of Increase of GDP 1/

At All

Years Four Years Befnre Four Years After Years
Before First Second First Second Afcer
2/ half half  Total half half  Total 3/

(In _percent)

Small payments deficit,
low inflation

Korea 9.41 11.75 8.73 10.24 1.99 7.40 4.69  4.69
Mauritius 7.3 11.96 5.14 8.55 -2.06 4.43 1.19 1.19
Pakistan 5.08 5.20 6.41 5.81 6.58 5.25 5.91 5.91

Average 7.26 9.64 6.76 8.20 2.17 5.69 3.93 3.93

Small payments deficit,
high inflation

Egypt 9.52  -4.60  16.58 9,52  8.66  5.53  7.09 7.08
Gabon 16.25  23.16 9.34 16,25 -14.09 ~-1.72 -7.91 -4.77
Kenya 4.80 2.12 8.47 5.30  4.08  2.96  3.52 3.57
Peru 3.01 5.09 0.93  3.01  0.99 12.68  6.86 2,32
Turkey 5.46 6.51 1.17  3.84 1.85  4.05  2.95 2.95

Average 7.81 6.46 7.30  7.58  0.30  4.70  2.50 2.23

Median 5.46 5.09 8.47 5,30 1.85  4.05  3.52 2.95

Large payments deficit,
low inflation

Bangladesh 6.71 6.80 5.56 6.18 4.05 2.08 3.07  3.07
Jamaica -4,04 -1.48 -5.32 -4,06 -0.99 -3.,80 -2.40 -~0.67
Liberia 2,70 3.45 4,00 3.72  -3.15 -4.45 -3.80 -3.80
Mauritania 3.74 4,12 3.36 3.74 0.53 6.08 3.30 1.9
Morocco 9.20 9.65 8.74 9.20 3.86 1.18 2.52 3.19
Sri Lanka 5.35 5.95 4.75 5.35 6.25 5.80 6.02 5.68

Average 3.94 4,75 3.52 4.03 1.76 1.15 1.45 1.57

Median 4.54 5.03 4.38 4.54 2,19 1.63 2.79  2.50

Large payments deficit,
high fnflation

Bolivia 4,58 5.13 2.59 3.86 -0.18 -8.23 -4.21 =-4,21
Costa Rica 5.55 7.21 5.60 6.41 -0.75 -2.54 -1.65 -1.65
Guyana 3.76 7.40 0.13 3,76 ~-l1.16 3.28 1.06 -2.86
Madagascar 1.43 -0.73 3.45 1.36  -4.36 -0.45 -2,41 =-2.41
Malawi 6.09 5.28 6.49 5.89 -0.20 3.91 1.85 1.85
Senegal 3.56 3.11 1.70 2.40 -2.03 8.60 3.28 3.28
Sudan 9.23 13.07 3.75 B.41  ~2,46 3.27 0.41 -0.13
Tanzania 5.21 6.15 5.62 5.88 3.33  -2.,47 0.43 0.43
Zambia 3.33 6.74 1.62 3.33 -2.14  =-2,06 -2.10 -0.73

Average 4.75 5.93 3.44 4,59 -1.11 0.37 -0.37 -0.71

Median 4.58 6.15 3.45 3.86 -1.16 -0.45 0.41 -0.73

All countries
Average 5.53 6.22 4,73 5.56 0.37 2.2t 1.29  1.13
Median 5.21 5.95 4,75 5.35 ~0.18 3.27 1.85 1.85

Memorandum items:

All non-oil devel-
oping countries 4/
Average 5.40 5.30 5.70 5.50 4.90 2.90 3.90 3.50
Median 5.00 5.00 5.30 5.20 4,40 2.70 3.60 3.30

Sources: Data provided by the authorities; and staff estimates.

1/ Before and after initiation of adjustment. Countries with a rate of inflation
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels considered sustainable in their circumstances are grouped
as countries with small payments deficits. Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 since the
latter vreflected a substantial compression of imports due to the reduced availability
of foreign loans and the rationing of foreign currency. The relatively high rates of
inflation experienced by certain sample countries in recent years reflected corrective
price adjustwments under Fund-supported programs and are expected to be reduced
substantially ia the next few years.

2/ Since 1973.

3/ Uneil 1983,

4/ Weighted averages with weights reflecting the yearly composition of the relevant
subperiods for countries in the sample.



- 54 - APPENDIX & -

Table III. Gross National Saving as Percentage of GNP 1/ 2/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After
3/ half half Total half half Total 2
(In percent)
Small payments deficit,
low inflation
Korea 25.00 26,24 29.02 27 .63 22.40 24.11 23.26 23.26
Mauritius 23.88 22,53 18.74 20.63 11.64 15.18 13.41 13.41
Pakistan 15.73 18.69 18.13 18.41 18.31 22.62 20.47 20.47
Average 21.54 22.49 21.96 22,22 17 .45 20.64 19.06 19.04
Small payments deficic,
high inflation
Egypt 10.88 5.25 16.51 10,88 24.27 24,22 26.26 21.70
Gabon 56.87 63.55 62.30 62.93 38.77 53.00 45.88 48.58
Kenya 16.54 12.79 19.45 16.12 9.24 9.76 9.50 10.06
Peru 10.84 11.27 9.64 10.45 18.49 17.28 17.89 17.10
Turkey 19.81 20.80 18.12 19.46 20.81 20.92 20.86 20.86
Average 22.99 22.73 25.20 23.97 22.32  25.03 23.68 23.66
Median 16.54 12.79 18,12 16.12  20.81 20.92 20.86 20.86
Large payments deficit,
low inflation
Bangladesh 2.39 1.39 4,54 2.96 5.45 6.86 6.16 6.16
Jamaica 17.48 22.16 12.79 17.48 10.22 12.89 11.55 10.38
Liberia 14.77 15.91 11.43 13.67 10.71 7.81 9.26 9.26
Mauritania 1.30 8,59 -12.38 -1.89 -12.69 1.61 -5.54 -6.38
Morocco 22,51 25.69 20.76  23.22 20.67 18.68 19.67 19.34
Sri Lanka 11.53 7.49 15.52 11.50 15.21 14.21 14.71 15.19
Average 11.66 13.54 8.77 11.16 8.26 10.34 9.30 8.99
Median 13.15 12.25 12.11 12.59 10.46 10.35 10.41  9.82
Large payments deficit,
high inflation
Bolivia 16 .87 18.31 9.53 13.92 4.83 -7.05 -l1.11 ~-l.11
Costa Rica 13.12 16.50 12.66 14.58 10.17 7.57 8.87 8.87
Guyana ) 15.73 28.31 8.08 18.19 16.33 10.79 13.56 3.96
Madagascar 9.33 11.17 7.89 9.53 7.03 5.77 6.40 6.40
Malawi 16.69 16.82 16.06 16.44 8.31 12.32 10.31 10.31
Senegal 8.82 9.66 4.64 7.15 -1.88 3.18 0.65 0.65
Sudan cee coe cee cee s eoe cee res
Tanzania 11.44 13.31 10.60 11.96 9.17 12.09 10.63 10.63
Zambia 33.62 43.03 24,21 33.62 20.72  21.36 21.04 15.77
Average 15.70 19.64 11.71 15.67 9.33 8.25 8.79 6.94
Median 14.43 16.66 10.06 14.25 8.74 9.18 9.59 7.64
All countries
Average 17.05 19.07 15.37 17.22 13.10 14.33 13.71 12.95
Median 15.73 16.66 14.16 15.35 11.17 12.60 12.48 10.50

Sources: Data provided by the authorities; and staff egtimates.

1/ Includes private but not public transfers.

3/ Before and after initiation of adjustment. Countries with a rate of inflation
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels considered sustainable in their circirmstances are grouped
as countries with small payments deficits. Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 eince the
latter reflected a substantial compression of imports due to the reduced availability
of foreign loans and the rationing of foreign currency. The relatively high rates of
inflation experienced by certain sample countries in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years.

3/ Since 1973.

4/ Until 1983,
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1/ Before and after initiation of adjustment.
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels considered sustainable in their circumstances are grouped
Bolivia was classified in the group with

as countries with small payments deficits.
large payments deficits despite a small current account deficit in 1983 since the

All All
Years Four Years Before Four Years After Years
Before First Second First Second After
2/ half half  Total half half  Total 3/
(In percent)
Small payments deficit,
low inflation :
Korea 29.65 26.69 33.42 30.05 30.20 27 .32 28.76 28.76
Mauritius 28.03 30.22 31.23 30.72 23.52 18.83 21,18 21.18
Pakistan 16.09 16.91 16.28 16 .60 15.54 15.70 15.62 15.62
Average 24.59 24,61 26.98 25,79 23.09 20.62 21.85 21.85
Small payments deficit,
high inflation
Egypt 23,14 15.56 30.72 23.14 28.06 29.01 28,53 26.78
Gabon 55,35 56.16 61.61 58.88 39.10 33.35 36.22 37.05
Kenya 25.12 20.16 28,18 24,17 28.89 27 .99 28.44 27 .42
Peru . 17.57 19.41 16.73 18,07 15.20 20.56 17.88 18.74
Turkey 21.80 24,86 - 18.40 21.63 21.43 20.50 20.97 20.97
Average 28.59 27.23 31.13 29.18 26.53 26.28 26.41 26.19
Median 23,14 20.16 28.18 23.14 28.06 27.99 28.44 26.78
Large payments deficit,
low inflation
Bangladesh 9.07 9.35 10.97 10.16 13.28 12.53 12.90 12.90
Jamaica 24.93 27.98 21.88 24,93 14.29 18.47 16.38 18.82
Liberia 29.06 33.08 29.58 31.33 22.32 21.23  21.78 21.78
Mauritania 30.11 25.85 37.15 31.50 26.23 37.36 31.80 33.08
Morocco 23.72 22,11 30.13 26.12 24,45 22.09 23.27 22.77
Sri Lanka 15.26 15.77 15.45 15.61 23.05 31.19 27.12 28.18
Average 22.03 22.36 24.19 23.28 20.61 23.81 22,21 22.92
Median 24,32 23,98 25.73 25.52 22.69 21.66 22.52 22.25
Large payments deficit,
high inflation
Bolivia 21.02 21,42 19.57 20.49 13.46 8.63 11.06 11.04
Costa Rica 24,77 24,61 25.24 24.93 26.64 20.26 23.45 23.45
Guyana 32.42 30.90 35.79 33.34 27.38 35.75 31.57 31.21
Madagascar 15.79 14,35 19.90 17.13 20.75 13.27 17.01 17.01
Malawi 29.83 26.26 37.15 31.71 24,42 22.42 23.42 23.42
Senegal 17.80 16.99 15.90 16.44 15.97 15.94 15.95 15.95
Sudan eon “es e cee cee ces e ees
Tanzania 20.77 20,77 19.94 20.35 22.03 21.00 21.51 21.51
Zambia 30.94 31.17 30.71 30.94 23.74 18.09 20.92 19.19
Average 24,17 23.31 25.53 24,42 21.80 19.42 20.61 20.35
Median 22,90 23.01 22.59 22,71 22.89 19.17 21.21 20.35
All countries
Average 24,65 24,12 26.63 25.37 22,73 22.34 22.53 22.58
Median 24,24 23.36 26.71 24,55 23.29 20.78 21.64 21.64
Sources: Data provided by the authorities; and staff estimates.

Countries with a rate of inflation

latter reflected a substantial compression of imports due to the reduced availability

of foreign loans and the rationing of foreign currency.

The relatively high rates of

inflation experienced by certain sample countries in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years.

2/ Since 1973.
3/ Uatil 1983,
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Table V. Saving/Investment Balance as Percentage of GNP 1/ 2/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

3/ half half  Total half half Total 4/

(In _percent)

Small payments deficit,
low inflation

Korea -4.65 -0.45 -4.39 -2,42 -7.81 -3,20 -5.50 -~5.50
Mauritius -4.15 -7.69 -12.49 -10.09 -11.88 -3.65 =7.77 ~7.77
Pakistan -0.35 1.77 1.85 1.81 2.78 6.92 4,85 4,85

Average -3.05 -2.12 -5.01 -3.57 -5,64 0.02 -2.81 =-2.81

Small payments deficit,
high inflation

Egypt -12.26 -10.31 -14.20 -12.26 -3.79 -4.79 -4,29 ~5.07
Gabon 1.53 7.39 0.70 4.06 -0.33 19.65 9.66 11.52
Kenya -8.57 -7.37 -8.74 -8.05 -19.65 -18.23 -18.94 -17.36
Peru -6.72 -8.14 ~7.09 -7.62 3.29 -3.28 0.01 ~1.64
Turkey -1.98 =-4.05 -0.28 -2.17 -0.62 0.42 -0.10 +-0.l0

Average -6.68 -7.97 -6.43 -7.20 -7.83 -5.67 -6.75 =~6.75

Median -6.72 -7.37 -7.09 -7.62 —0.62 -3.28 -0.10 ~1.64

Large payments deficit,
low inflation

Bangladesh -6 .68 -7.97 ~-6.43 -7,20 -7.83 -5.67 -6.75 =6.75
Jamaica ~7 .45 -5.82 -9.08 -7.45 -4,08 -5.59 -4.83 -8.44
Liberia -14.29 -17.17 -18.15 -17.66 -11.62 =-13.42 -12.52 -12.52
Mauritania -28.81 -17.25 -49.53 -33.39 -38.9z -35.75 =37.34 -39.46
Morocco -1,21 3.58 -9.39 -2.90 -3.79 -3.41 '-3.60 -3.43
Sri Lanka -3.73 -8,28 . 0.07  -4.11 ~7.84 -16.98 -12.41 -12.99

Average -10.36 -8.82 -15,42 -12.12 -12.34 -13.47 -12.91 -13.93

Median -7.06 -8.12 -9.,24 -7,33 -7.83 -9.,54 -9.58 -10.48

Large payments deficit,
high inflation

Bolivia ~-4.16 =3.11 -10.04 -6.58 -8.63 -15.68 -12.15 -12.15
Costa Rica -11.65 -8.11 -12.58 -10.35 -16.,47 -12.69 -14.58 -14,58
Guyana ~-16.69 -2.59 -27.72 -15.15 =11.05 =24.96 -18.00 -27.24
Madagascar -6.45 -3.18 -12.01 -7.60 -13.72 -7.50 -10.61 -10.61
Malawi -13.14 ~9.44 -21.09 -15.26 -16.11 -10.10 =-13.11 -13.1}
Senegal -8.98 -7.32 -~11.25 -9,29 -17.85 -12.76 -15.30 -15.30
Sudan res ese PP cee ces cee see ces
Tanzania -9.33 -7.46 -9.34 ~8.40 -12.86 -8.91 -10.89 -10.89
Zambia 2.68 11.86 -6.50 2.68 -3.02 3.28 0.13 =-3,42

Average ~-8.46 -3.67 -13.82 -8.74 -12.46 -11.16 -11.81 -13.41

Median -9.16 -5.25 -11.63 -8.84 -13.29 -11.39 -12.63 -12.63

All countries
Average -7.59 -5.05 =-11.26 -8.15 -9.63 -8.01 -8.82 ~9.63
Median -6.70 -7.35 -9.36 -7.61 -8.23 -6.58 -9.19 -9.53

Sources: Data provided by the authorities; and staff estimates.

1/ 1Includes private but not public transfers.

2/ Before and after initiation of adjustment. Countries with a rate of inflation
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels considered sustainable in their circumstances are grouped
as countries with small payments deficits. Bolivia was classified i{n the group with
large payments deficits despite a small current account deficit in 1983 since the
latter reflected a substantial compression of imports due to the reduced availability
of foreign loans and the rationing of foreign currency. The relatively high rates of
inflation experienced by certain sample countrieg in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years.

3/ Since 1973,

4/ Until 1983.
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Budget Saving/Ilanvestment Balance as Percentage of GNP 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After
2/ half half  Total half half  Total 3/
(In percent)
Small payments deficit,
low inflation
Korea -3.56 -3.16 -3.02 -3.09 -~4.44 -3.22 -3.83 -3.83
Mauritius -6.85 -6.55 -11.70 ~9,12 -11.83 ~-11.,21 -11.52 -11.52
Pakistan -8.41 -8.16 -7.62 -7.89 -5.,56 -6.59 -6.07 -6.07
Average -6.27 ~5.95 ~7.45 -6.70 -7.28 ~7.01 ~7.14 =7.14
Small payments deficit,
high inflation
Egypt -19.94 -17.02 -22.86 ~-19.94 -17.56 ~18.32 -17.94 -18.07
Gabon -14.54 -6.53 -23.82 ~15.17 0.73 9.16 4.94 5.27
Kenya ~4 .80 =-5.64 -4.,48 -5.06 ~-7.43 ~9.48 -B.45 -7.72
Peru -5.38 ~4,37 -7.06 -5.72 -2.94 -3.98 -3.46 -4.52
Turkey -3.34 -3.70 -4,02 -3.86 -3.98 -2.51 -3.24 -3.24
Average -9.60 =7.45 =12.45 -9.95 -6.24 -5.05 -5.64 -5.66
Median -5.38 -5.64 -7.06 -5,72 -3.98 -4,01 -3.47 -4.54
Large payuments deficit,
low inflatfon
Bangladesh -5.95 -5.45 -7.22 -6.3 -10.48 -9.80 -10.14 -10.14
Jamaica -11.04 -6.80 -15.27 -~11.04 ~-16.47 ~-16.19 -16.33 -17.27
Liberia =5.75 =-5.07 -13.56 -9.31 -12.34 -14.19 -13.26 -13.26
Mauritania -21.13 -9.49 -41.82 -25.66 -37.89 -31.87 -34.88 -34.,25
Morocco -9.54 -$.50 -16.38 -11.44 ~-11,14 -12.90 -~12.02 -11.78
Sri Lanka -7.50 -6.79 -8.98 -7.88 -13.82 -19.59 -16.70 -16.36
Average -10.15 -6.68 -17.21 -11.94 -17.02 -17.42 -17.22 -17.17
Median -8.52 -6.64 -14.42 -10.18 -13.08 =-15.19 -14.80 -14.81
Large payments deficte,
high inflation
Bolivia -3.55 -4 .60 -5.87 -5.24 -7.16 -10.70 -8.93 -8.93
Costa Rica -4.30 -4.05 -6.08 -5.,07 -7.16 -3.79 -5.48 -5.48
Guyana ~-18.40 -8.16 -28,21 -18.,18 -19.25 -39.37 -29.31 -42.33
Madagascar -4,49 -2.08 -8.83 ~5.45 -16.48 -7.87 -12.17 -12.17
Malawi -9.60 -8.34 -13.26 -10.80 -15.93 -10.97 -13.45 ~-13.45
Senegal -2.00 -2.24 -0.49 -1,37 -4,25 . -2,41 -3.33 -3.33
Sudan e o o ree aee ves cee e
Tanzania -8.57 -10.74 -8.11 -9.42 -16.92 =-15.75 -16.33 -16.33
Zambia -9.72 -1.68 -17.76 -9.72 -12.07 =-12.39 -12,23 ~12.15
Average -7.58 -5.24 -11.08 ~8.,16 -12.40 -12.91 -12.65 -14.27
Median -6.53 -4,33 -8.47 ~7.44 -14,00 -10.83 -12.20 -12.16
All countries
Average ~-8.56 ~-6.23 -12.,57 -9.40 -11.56 -11.54 -11.55 -12.13
Median ~-7.18 ~-6.07 -8,90 -8.51 ~-11.48 -10.83 ~-11.77 -11.65

Sources:

1/ Before and after initiation of adjustment.
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with external current account deficits {n 1983
within 5 percent of levels considered sustainable in their circumstances are grouped
Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 since the
latter reflected a substantial compression of imports due to the reduced availability
of foreign loans and the rationing of foreign currency.
inflation experienced by certain sample countries in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years.

as countries with small payments deficits.

2/ Since 1973.
3/ Until 1983,

Data provided by the authorities; and staff estimates.

Countries with a rate of inflation

The relatively high rates of
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Table VII. Nongovernment Saving/Investment Balance
as Percentage of GNP 1/ 2/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

3/ half half Total half half Total 4/

(1a_percent)

Small payments deficit,
low inflation

Korea -1.09 2.71 -1.37 0.67 -3.36 0.02 -1.67 -1.67
Mauritius 2.7 ~l.14 -0.79 -0.97 -0.05 7.56 3.7 3.75
Pakistan 8.05 9.93 9.47 9.70 8.34 13.51 10.92 10.92

Average 3.22 3.83 2.43 3.13 1.64 7.03 4.34 4,34

Small payments deficit,
high inflation

Egypt 7.68 6.71 8.66 7.68 13.78 13.53 13.65 13.00
Gabon 16.07 13.91 24,52 19.22 -1.05 10.49 4,72 6.26
Kenya -3.78 -1.73 -4.26 -2.99 -12.22 -8.75 -10.49 -9.64
Peru -1.35 =3.77 -0.02 -1.90 6.23 0.70 3.46 2.88
Turkey 1.36 ~0.36 3.74 1.69 3.35 2.92 3.14  3.14

Average 4.00 2.95 6.53 4.74 2.02 3.78 2.90 3.13

Median 1.36 -0.36 3.74 1.69 3.3°% 2.92 3.46  3.14

Large payments deficit,
low inflation

Bangladesh -0.73 -2.52 0.79 -~0.86 2.65 4,13 3.39  3.39
Jamaica 3.59 0.99 6.19 3.59 12.40 10.61 11.50 8.82
Liberia -8.,54 -12.10 -4,59 -8.35 0.72 0.77 0.75 0.75
Mauritania -7.68 -7.76 -7.70 ~-7.73 -1.03 -3.88 -2.46 -5.21
Morocco 8.33 10.08 6.99 8.53 7.35 9.49 8.42 8.35
Sri Lanka 3.77 -1.49 9.04 3.78 5.98 2.60 4,29 3.36

Average -0.21 -2.13 1.79 -0.17 4,68 - 3.95 4.32  3.24

Median 1.43 -2.00 3.49 1.36 4,38 3.37 3.84 3.38

Large payments defictt,
high inflation

Bolivia —0.61 1.49 -4.17 -1.34 -1.46 ~4.98 -3.,22 -3,22
Costa Rica -7.35 ~-4.06 -6.50 -5.28 -9.31 -8.89 -9.10 -9.10
Guyana 1.71 5.57 0.49 3.03 8.20 14.41 11.30 15.08
Madagascar -1.97 -1.11 -3.18 -2.15 2.76 0.37 1.56 1.56
Malawi -3.54 -1.10 -7.83 -4.46 -0,18 0.87 0.36 0.34
Senegal -6.98 -5.08 -10.76 -7.92 -13.60 -10.35 -11.98 -11.98
Sudan "o vos ves ves eos v cee ces
Tanzania -0.76 3.27 -1.22 1.02 4.06 6.84 5.45 5.45
Zambia 12.40 13.54 11.26 12.40 9.05 15.67 12.36 8.73

Average -0.89 1.57 -2.74 -0,59 -0.06 1.74 0.84 0.86

Median -1.36 0.20 -3.68 -1.74 1.2° 0.62 0.95 0.95

All countries
Average 0.97 1.18 1.31 1.24 1.94 3.53 2.73 2.50
Median -0.67 -0.73 -0.41 -0.10 2.70 2.76 3.43 3.25

Sources: Data provided by the authorities; and staff estimates.

1/ 1Includes private but not public transfers.

2/ Before and after initiation of adjustment. Countries with a rate of inflation
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with. external current account deficits in 1983
within 5 percent of levels considered sustainable in their circumstances are grouped
as countries with small payments deficits. Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 since the
latter reflected a substantial compression of imports due to the reduced availability
of foreign loans and the ratioaning of foreign currency. The relatively high rates of
inflation experienced by certain sample countries in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years.

3/ Since 1973.

4/ Until 1983,
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Table VIII. Ratio of Government Revenue to GDP

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

1/ half half Total half half Total 2/

(In percent)

Countries with
deficit increases 3/

Guyana 32.80  36.92 33.01 34.97  30.01 33.21 31.61  33.52
Sri Lanka 19.42 19,01 19.45 19.23  26.63 22.51 24.57  23.41
Tanzania 20.21  20.89 20.37 20.63  22.84 23.95 23.40  23.40
Senegal 19.98  20.33 22.01 21.17  21.33 19.10 20.22 20.22
Bolivia 12.19  13.38 12.24 12.81  11.95  8.45 10.20 10.20
Kenya 19.20  19.31 20.59 19.95  23.04 24.32 23.68 23.34
Bangladesh 9.51 10.36 11.92 11.14 13.07 14.25 13.66 13.66
Korea 16.85  17.96 18.37 18.17  19.50 19.28 19.39 19.39
Jamaica 22.35  21.35 23.34 22.35  24.66 25.84 25.25 26.36

Average 19.17  19.95 20.15 20.05  21.45 21.21 21.33  21.50

. Median 19.42  19.31 20.37 19.95  22.84 22.51 23.40 23.34

Countries with .
deficit reductions 3/

Malawi 19.61 17 .68 23.48 20.58 23.31 20.77 22.04 22 .04
Liberia 20.31 21.21 21.20 21.21 21.43 24.38 22.91 22.91
Madagascar 16.96 18.16 19.78 18.97 16.50 15.23 15.86 15.86
Mauritius 18.18 22.10 19.14 20.62 20.57 20.87 20.72 20.72
Morocco 22.57 23.02 24 .91 23.97 24 .02 23.78 23.90 23.67
Turkey 22.05 21.56 23.06 22.31 20.04 17.68 18.86 18.86
Pakistan 15.15 14 .96 15.97 15.46 16.36 16.85 16.60 16 .60
Costa Rica 13.50 13.34 12.79 13.07 12.44 15.40 13.92 13.92
Egypt 28.51 27 .48 29.55 28.51 33.67 36.36 35.02 36 .84
Peru 14.96 15.58 14 .57 15.07 16.89 19.23 18.06 17.33
Zambia 28.05 29.36 26.75 28.05 25.83 24,85 25.34 24 .94
Mauritania 29.12 26.36 34.31 30.33 48.12 34.36 41.24 39.27
Gabon 28.21 30.10 28.36 29.23 38.85 37.31 38.08 38.72

Average 21.32 21.61 22.61 22,11 24 .46 23.62 24.04 23.97

(Excluding Gabon) (20.75) (20.90) (22.13) (21.52) (23.26) (22.48)(22.87) (22.74)

Median 20.31 21.56 23.06 21.21 21 .43 20.87 22.04 22.04

All countries
Average 20 .44 20.93 21.60 21.26 23.23 22.64 22.93 22 .96
Median 19.80 20.61 20.90 20.63 22.14 21.69 22.47 22 .47

Sources: Data provided by the authorities; and staff estimates.

1/ Since 1973.
2/ Until 1983.
3/ Following the initiation of adjustment.
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Table IX. Ratio of Government Current Expenditure to GDP

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

/ half half Total half half Total /

(In percent)

Countries with
deficit increases 3/

Guyana 32.42 26.86 38.65 32.75 35.52  45.58 40.55 46.75
Sri Lanka 19.18 17.82  20.43 19.12 25.09 21.70 23.40 21.84
Tanzania 16 .58 17 .87 15.60 16.73 22.98  25.23 24.10 24.10
Bolivia 11.53 12.21 12,97 12.59 15.60 15.87 15.74 15.74
Kenya 15.94 15.86 17.04 16.45 20.01 22.51 21.26 20.70
Bangladesh 6.38 7.61 6.45 7.03 8.49 7.99 8.24 8.24
Senegal 4/ 17.96 18.26 19.87 19.06 22.73 20.04 21.38 21.38
Korea : 14.23 14.65 14.68 14.67 15.80 16.24 16.02 16 .02
Jamaica 23.24 20,60 25.88 23.24 29.04 31.67 30.35 32.11

Average 17.50 16.86 19.06 17.96 21.70 22.98 22.34 22.99

Median 16.58 17.82  17.04 16.73 22,73  21.70 21.38 21.38

Countries with
deficit reductions 3/

Liberia 13.18 13.54  13.64 13.59 18.92 25.69 22.30 22.30
Pakistan 14.93 14.09 15.29 14.69 14.31 16.98 15.64 15.64
Madagascar 16.48 16.32  20.96 18.64 21.16 16.18 18.67 18.67
Mauritius 17.89 20.47 21.56 21.01 23.44  25.02 24.23 24,23
Morocco 17.76 19.67 17.71 18.69 19.88 23.22 21.55 21.95
Malawi 15.53 14.07 18.50 16.29 20.63 19.03 19.83 19.83
Turkey 17.39 16.49 18,92 17.71 16.13  13.72 14.92 14.92
Costa Rica 13.75 13.52  14.53 14.02 14.87 15.54 15.21 15.21
Egypt 34,00 31.32 . 36.68 34.00 31.39  34.65 33.02 34.58
Peru 15.76 15.12  17.15 16.l4 15.91 17.89 16.90 17.37
Zambia 27 .49 22.35  32.63  27.49 28.09 31.92 30.00 30.59
Mauritania 27.67 22.03 35,84 28.93 37.86 32.33 35.09 34.90
Gabon 13.42 12.92 11.61 12.26 20.28 17.06 18.67 18.18
Average 18.87 17.86 21.15 19.50 21.76 22.25 22,00 22.18
{(Excluding Gabon) (19.32) (18.25) (21.95) (20.10) (21.88) (22.68)(22.28) (22.51)
Median 16 .48 16.32 18.50 17.71 20.28 19.03 19.83 19.83
All countries
Average 18.31 17.446 20,30 18.87 21,73 22.55 22.14 22,51
Median 16.53 16,40 18.10 17.22 20.46 20.87 21.32 21.04

Sources: Data provided by the authorities; and staff estimates.

1/ Since 1973.

2/ Until 1983.

3/ Following the initiation of adjustment.

4/ 1In order to make the data for the periods before and after the initiation of
adjustment comparable, transfers to Treasury correspondents are excluded during the
period 1980-83. ’
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Table X. Ratio of Government Capital Expenditure to GDP

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

1/ half half  Total half half  Total 2/

(In percent)

Countries with deficit
increases 3/

Guyana 17 .68 17 .85 20.97 19.41 11.98 23.18 17.58 24.62
Sri Lanka . 6.85 6.64 7.30  6.97 13.18 16.58 14.88 14.78
Tanzania 10.08 10.97 10.27 10.62 12.79 10.62 11.70 11.70
Bolivia 3.93 5.43 4,72 5.08 3.05 2.13 2.59 2.59
Kenya 7.35 8.15 7.25 7.70 9.02 9.36 9.19 8.62
Bangladesh 6.37 6.06 8.99 7.53 11.16 10.93 11.04 11.04
Senegal 4/ 4.02 4.31 2.64  3.47 1.98 0.67 1.33 1.33
Korea 5.43 6.08 5.67 5.88 7.50 5.94 6.72 6.72
Jamaica 10.00 7.60 12.41 10.00 11.29 9.15 10.22 10.45

Average 7.97 8.12 8.91 8.52 9.11 9.84 9.47 10.21

Median 6.85 6.64 7.30 7.53 11.16 9.36 10.22 10.45

‘ Countries with deficit
reductions 3/

Liberia 10.32 10.24  17.99 14.12 11.80 8.74 10.27 10.27
Pakistan 8.93 9.45 8.75 9.10 7.9 7.04 7.49 7.49
Madagascar 4.96 3.92 7.65 5.78 11.81 6.91 9.36 9.36
Mauritius 6.95 8.05 9.16 8.6l 8.62 6.35 7.48 7.48
Morocco 12.83 9.45 20.23 14.84 13.25 12,37 12.81 12.25
Malawi 11.24 9.83 14,35 12.09 13.99 9.79 11.89 11.89
Turkey 8.06 8.81 8.23 8.52 7.98 6.48 7.23 7.23
Costa Rica 3.91 3.74 4.1  3.94 4,17 3.16  3.67 3.67
Egypt 14,20 12.86 15.53 14.20 21.26 21,38 21.31 21 .48
Peru 4.49 4,78 4,35 4.56 3.81 5.19  4.50 4,32
Zambia 10.48 8.78 12.19 10.48 8.92 4,89 6.91 5.92
Mauritania 15.07 9.96 26.20 18.08 21.64 18.03 19.84 19.48
Gabon 28.44 23.27 39.34 31.30 17.88 11.93 14.91 15.75
Average 10.76 9.47 14,47 11.97 11.77 9.41 10.59 10.51
(Excluding Gabon) (9.29) (8.32) (12.40)(10.36) (11.26) (9.20)(10.23) (10.07)
Median 10.32 9.45 12.19 10.48 11.80 7.04  9.36 9.36
All countries
Average 9.62 8.92 12.20 10.56 10.68 9.58 10.13 10.38
Median 8.49 8.46 9.08 8.85 11.22 8.95 9.79 9.82

Sources: Data provided by the authorities; and staff estimates.

‘ 1/ Since 1973.
2/ Until 1983.
3/ TFollowing the initiation of adjustment.
4/ 1n order to make the data for the periods before and after the initiation of
adfustment comparable, extrabudgetary development outlays are excluded during the
period 1980-83.
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Table XI. Ratio of Government Balance to GDP

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

1/ half half Total half half Total 2/

(In _percent)

Countries with
deficit {increases 3/

Guyana - -17.29 -7.78 -26.61 ~-17.19 -17.48 -35.54 -26.51 -37.84
Sri Lanka ~6.61 -5.44 -8.27 -6.86 -11.65 -15.77 -13.71 -13.21
Tanzania -6.45 ~-7.94 =5,49 -6.72 -12.92 ~-11.89 -12.41 -12.41
Bolivia -3.28 -4,27 -=5.45 -4.86 -6.70 -9.54 -8.12 -8.12
Kenya -4.09 ~4,70 -3.71 -4.20 -5.99 -7.55 -6.77 -5.98
Bangladesh -3.24 -3.31 -3.51 -3.41 -6.57 -4.66 -5.62 -5.62
Senegal 4/ -2.00 -2.24 -0.49 ~-1.37 -3.38 -1.62 =-2.50 -2.50
Korea -2.81 -2.77 -1.99 -2.38 -3.81 -2.90 -3.35 -=3.35
Jamaica -10.89 -6.,85 -14.94 -10.89 ~-15.66 -14.98 -15.32 -16.20

Average -6.30 -5.03 -7.83 -6.43 -9.,35 =-11.61 -10.48 -11.69

Median -4.09 -4,70 -=5.45 -4.86 -6.70 -9.,54 -8.12 -8.12

Countries with
deficit reductions 3/

Liberia -3.19 -2.57 -10.43 -6.50 -9,29 -10.05 -9.67 -9.67
Pakistan -8.71 -8.59 -8.07 -8.33 -5.90 -=7.,17 -6.53 ~6.53
Madagascar -4 ,49 -2.08 -8.83 -5.45 -16.48 -7.87 -12.17 -12.17
Mauritius -6.65 -6.42 -11.58 -9.00 -11.49 -10.50 -10.99 -10.99
Morocco -8.02 -6.10 ~13.02 -9.56 -9.11 -11.81 -10.46 -10.53
Malawi -7.16 -6.,22 -9.36 -7.79 -11.32 -8.,05 -9.68 -9.68
Turkey -3.40 -3.74 -4.09 ~3.92 -4,07 =2.52 -3.50 -3.30
Costa Rica -4,15 -3.92 -5.87 -4.90 -6.61 -3.30 -4.96 -4.96
Egypt -19.68 -16,70 -22.66 -19.68 -18.96 -19.67 -19.32 -~19.22
Peru -5.29 -4,32 -6.94 -5.63 -2.86 -3.87 =-3.,35 -4.,38
Zambia -9.92 -1.78 -18.07 -9.92 -11.19 -11.96 -11.57 -11.57
Mauritania -13.63 -5.62 -27.73 -16.68 -11.37 -16.00 -13.69 -15.11
Gabon -13.66 -6.09 -22.59 -14.34 0.69 8.26 4,48 4.78
Average -8.30 -5.70 -13.02 -9.36 -9.07 -8.04 -8.56 -8.72
(Excluding Gabon) (-7.85) (-5.67)(-12.22) (-8.95) (-9.88) (-9.40)(-9.65) (-9.85)
Median -7.16 -5.62 ~10.43 -8.33 -9,29 -8.05 -9.68 -9,68
All countries
Average ~7 .48 -5.43 -10.89 -8.16 -9.19 -9.50 -9.34 -9.93
Median -6.53 -5.07 -8.55 -6.79 -9.20 -8.80 -9.68 -9.,68

Sources: Data provided by the authorities; and staff estimates.

1/ Since 1973.

2/ Until 1983,

3/ Following the initiation of adjustment.

4/ Excludes transfers to Treasury correspondents and extrabudgetary development
outlays. See Tables 8 and 9.
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Cyclically Adjusted Budget Balance

as Percentage of GDP 1/

APPENDIX A

All All
Years Four Years Before Four Years After Years
Before First Second Firgst Second After
2/ half half Total half half Total 3/
A
(In percent)
Countries with deficit
increases
Guyana -19.41 -14.05 ~-28.22 -=21.14 -17.85 -38.85 -28.35 -37.45
Sri Lanka -6.34 -6.13 =7 .44 -6.78 -13.46 -~-16.12 -14.79 -13.73
Tanzania -6.45 ~7.94 -5.49 -6.72 -12.92 -11.89 -12.41 ~-12.41
Bolivia -3.51 =4.11 -6.94 -5.52 -8.78 -8.14 -8.46 -~8.46
Kenya -4 .09 -4.,70 -3.71 -4.20 ~5.99 -7 .55 -6.77 -5.98
Bangladesh -3.20 =2.77 -3.90 -3.33 ~7.63 -3.99 -5.81 -5.81
Senegal -2.02 -2.38 -0.58 -1.48 ~-3.23 -1.43 -2.33 -2.33
Korea -2.92 -2.79 -2.84 -2.81 ~-4,94 -1.65 -3.29 -3.29
Jamaica -10.92 -6.06 -15.78 -10.92 -16.06 -15.58 -15.82 -16.31
Average -6 .54 -5.66 -8.32 -6.99 -10.09 -11.69 -10.89 -11.75
. Median -4,09 -4,70 -5.49 -5.52 ~8.78 -8.14 -8.46 -8.46
Countries with deficit
reductions .
Liberia -3.49 -3.61 -11.42 -7.51 -10.00 ~-8.59 -9.29 -9.29
Pakistan -8.67 -8.19 -8.35 -8.27 ~5.89 -7.12 -6.51 =-6.51
Madagascar -5.37 -4,80 -10.53 -7.66 -16.39 -6.05 -11.22 -11.22
Mauritius -6.68 -6 .41 -11.65 -9.03 -11.54 -10.36 -10.95 -10.95
Morocco -8.08 -6.83 -12.77 -9.80 -9.50 -12.58 -11.04 -10.70
Malawi -7.16 -6.23 -9.37 -7.80 -11.33 -8.04 -9.68 -9.68
Turkey -2.97 -3.74 -4 .09 -3.92 ~4 .07 -2.52 -3.30 -=-3.30
Costa Rica -4 .34 ~4 .82 -6.56 -5.69 ~7.09 -2.01 -4,55 -4.55
Egypt coe cee ces cee cos cee oo e
Peru -5.19 -4 .47 -6.81 -5.64 -3.08 -4.62 -3.85 -4.51
Zambia -9.94 -3.96 -15.92 -9,94 -10.08 -14.63 -12.35 -11.76
Mauritania -13.76 -6.13 -28.12 -17.12 -10.,47 -16.43 -13.45 -14.37
Gabon -14.01 -6.03 -22.80 -14.,41 -0.13 8.09 3.98 4.54
Average -7 .47 -5.43 -12.36 -8.90 -8.30 -7.07 -7.68 -7.69
Median -6.92 ~5.43 -10.97 -8.03 -9.75 -7.58 =-9.49 -9.,49
Overall average ~7.07 -5.53 -10.63 -8.08 -9.07 -9.05 -9.06 -9.43
Median -6.34 -4 .82 -8.35 -7.51 ~9.50 -8.04 -9.,29 -9.29

Sources: Data provided by the authorities;

and staff estimates.

1/ Adjusted for the effect on budget revenues of temporary fluctuations in export

2/ Since 1973.
3/ Until 1983.

See Appendix E,

receipts reflecting temporary fluctuations in export prices and volumes (from fluc-
tuations in foreign demand, droughts, wars, etc.).
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Table XIII. Rate of Increase of Money

All All
Years Four Years Before 1/ Four Years After 1/ Years
Before First Second First Second After

2/ half half Total half half Totel 3/

(In percent)

Countries which reduced
the ratio of credit

to GDP

Costa Rica 30,71 32.42 24,98 28.70 38.16 42,65 40.41 40.41
Gabon 53.58 64 .88 42,27 53.58 -2.24 20.07 8§.92 11.20
Pakistan 21.64 21.27 19.36 20.31 13.36 18.36 15.86 15.86
Peru 25.00 25.45 24,54 25.00 69.81 85.68 77.74 80.33
Turkey 34.73 28.99 47 .81 . 38.40 76 .37 42 .38 59.37 59.37

- Average 33.13 34.60 31.79 33.20 39.09 41.83 40.46 41.43
Median 30.71 28.99  24.98 28.70 38.16 42,38 40.41 40.41

Other countries with
slower credit growth

Egypt 25.89 30.22 23.72 25.89 30.53 31.54 31.06 31.56
Korea ’ 30.83 36.60 29,77 33.19 25.96 21.13 23.54 23.54
Malawi - 13.29 15.97 2.80 - 9.38 19.32 10.03 14.68 14.68
Mauritania 27 .00 41.69 12.30 27.00 7.92 26.87 17.39 12.27
Mauritius 25.54 9.95 15.25 12.60 13.64 16.78 15.21 15.21
Morocco 21.88 24,62 19.14 21.88 15.51 13.15 14,33 14,56
Senegal i 21.49 23.62 11.36 17 .49 16.18 12.45 14.31 14.31
Sudan : 30.31 22.89 35.26 29.08 28.52 35.3 31.93 31.88
Zambia 15.20 7.26 19.16 15.20 1.79 19.58 10.68 13.64
Average 23.49 23.65 18.75 21.30 17.71 20.77 19.23 19.07
Median 25,54 23.62 19.14 21.88 16.18 19.58 15.21 14.68
Others
Bangladesh 19.25 21.10 24.35 22.73 18.89 27 .08 22.98 22.98
Bolivia 28.40 38.25 13.84 26.04 35.24 119.38 77.31 77.31
Guyana 20.72 22.74 18.70 20.72 10.34 16.68 13.51 16.27
Jamaica 10.75 6.71 12.77 10.75 18.80 17.73 18.27 20.83
Kenya 22.27 20.87 30.37 25.62 8.20 13.41 10.80 9.94
Liberia 21.34 - 28.93 13.75 21.34 -20.07 24.05 1.99 1.99
Madagascar 17.08 17.95 21 .96 19.96 20.20 4,39 12.30 12.30
Sri Lanka 21.35 7.34 . 35.36 21.35 31.82 27.50 29.66 27.48
Tanzania 18.70 20.37 14.82 17.59 30.77 22.35 26.56 23.88
Average 19.98 20.47 20.66 20.68 17.13 30.29 23.71 23.67
Median 20.72 20.87 18.70 21 .34 18.89 22.35 18.27 20.83
All countries

Average 24,21 24,79 22.33 23.64 22.13 29.07 27.24 25.73
Median 21.88 22.89 19.36 21.88 18.89 21.13 17.39 16.27

Sources: Data provided by the authorities; and staff estimates.

1/ Before and after initiation of adjustment.
2/ Since 1973.
3/ Until 1983.
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‘ Table X1V. Rate of Increase of Total Credit 1/
All All
Years Four Years Before Four Years After Years
Before First Second First Second After
2/ half half  Total half half Total 3/

(In percent)

Countries which reduced
the ratio of credit

to GDP 4/

Costa Rica 33.69  25.08  32.99  29.03 19.29 20.41  19.85 19.85
Gabon 52.66 4041 64,92 52.66 -3.57 5.8  1.16 3.8l
Pakistan 24,14 23,75 20.85 22.30 18.16 18.95 18.55 18.55
Peru 43.52 30,09  56.94 43,52 45.19 71.00 58,10 69.29
Turkey 52.54  56.81  56.71 56,76 84,32 29.80 S57.06 57.06

Average 41,31 35.23  46.48  40.85  32.68  29.21  30.94 33.71

Median 43.52  30.09  56.71  43.52  19.29 20.41  19.85 19.85

Other countries with
slower credit growth 4/

Egypt 40.11 35.01 42 .66 40.11 47 .12 35.66 41.39 36.64
Korea 38.86 27.29 42,92 35.11 45,96 28,44 37.20 37.20
Malawi 30.83 19.36 36.95 28.16 34,57 29.29 31.93 31.93
Mauritania 41.35 39.06 43.64 41.35 8.05 28.26 18.16 20.38
Mauritius 27.29 34.59 22 .64 28.62 24.71 23.12 23.92 23.92
. Morocco . 21.11 23.12 19.10 21.11 17.74 18.47 18.10 18.16
Senegal 31.62 27 .69 31.55 29.62 34 .40 23.98 29.19 29.19
Sudan 51.53 62 .64 46,17 54,40 39.61 35.59 37.60 33.96
Zambia . 45.40 9.49 63.36 45,40 36.37 22.99 29.68 35.53
Average 36 .46 30.92 38.78 35.99 32.06 27.31 29.68 29,66
Median 38.86 27 .69 42 .66 35.11 34,57 28.26 29.68 31.93
Others

Bangladesh 20.67 20.30 24,59 22.45 34,48 27 .49 30.99 30.99
Bolivia 35.56 33.87 49,10 41 .48 59.87 594.49 327.18 327.18
Guyana 28.79 7.16 50 .42 28.79 26.72 52.22 39,47 48.88
Jamaica 26.17 13.74 32.38 26.17 27.97 39.99 33.98 37.24
Kenya : 20.86 19.15 22.96 21.06 10.72 27 .40 19.06 15.28
Liberia 35.75 17.63 53.86 35.75 10.77 59.48 35.13  35.13
Madagascar 27 .41 17 .59 44,63 31.11 48.16 25.88 37.02 37.02
Sri Lanka 21.77 15.50 28.05 21.77 26.51 59.09 42.80 138.18
Tanzania 29 .89 26.35 21.70 24,03 38.34 26 .41 32.38 29.71
Average 27 .43 19.03 36.41 28.07 31.50 101.38 66 .44 66.62
Median 27 .41 17.63 32.38 26.17 27.97 39.99 35.13 37.02

All countries
Average 33.98 27 .20 39.53 33.95 31.98 56.71 44,34 45,01
Median 31.62 25,08 42.66 29,62 34.40 28.26 32.38 133.96

Sources: Data provided by the authorities; and staff estimates.
1/ Relative to initial money stock. Before and after initiation of adjustment.

2/ Since 1973.
‘ 3/ Until 1983. ,
4/ Following initiation of adjustment.
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Table XV. Rate of Increase of Credit to Government 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

2/ half half Total half half Total 3/

(In_percent)

Countries which reduced
the ratio of credit

to GDP &/

Costa Rica 6.78 3.29 13.07 8.18 10.47 -1.58 4.45  4.45
Gabon 10.87 -9.14 30.88 10.87 -2.68 -11.30 -6.99 -4.42
Pakistan 11.91 10.93 10.19 10.56 7.25 6.14 6.70 6.7
Peru 15.02 4.03 26,00 15.02 17.95 27.00 22.47 30.92
Turkey 27.72 30.82 26.83 28.82 28,27 0.52  14.40 14.40

Average 14.46 7.99 21.39  14.69 12.25 4.16 8.20 10.41

Median 11.91 4.03 26.00 10.87 10.47 0.52 6.70 6.70

Other countries with
slower credit growth 4/

Egypt 26.26 18.27 30.25 26.26 36 .86 19.41 28.13 21.75
Korea 2.41 -0.75 0.03 -0.36 6.04 0.96 3.50 3.50
Malawi 6.29 0.14 9.23 4,69 27.19 16.69 21.94 21.94
Mauritania 3.71 ~10.78 18.19 3.71 ~1.42 11.38 4.98 5.99
Mauritius 17.34 19.37 15.59 17 .48 17.23 17.18 17.21 17.21
Morocco 11.82 12.44 11.20 11.82 12.46 11.46 11.96 11.68
Senegal 2,05 8.22 -1.51 3.35 8.25 14.49 11.37 11.37
Sudan 25.40 27.32 31.53 29.42 16.86 4,29 10.57 8.62
Zambia 27.60 -29.56 56.18 27.60 34.31 17.24 25.78 25.70
Average 13.65 4.96 18.96 13.77 17.53 12.57 15.05 14.20
Median 11.82 8.22 15.59 11.82 16.86 14,49 11.96 11.68
Others
Bangladesh 13.28 15.04 11.84 13.44 18.74 8.58 13.66 13.66
Bolivia 0.65 -10.41 20.98 5.28 20.38 5.23 12.80 12.80
Guyana 22.67 -3.04 48.38  22.67 17 .56 30.96 24,26 34.30
Jamaica 17.43 4,08 24,11 17.43  25.33 31.00 28.17 26.57
Kenya 6.12 7.11 4.36 5.73 1.69 18.30 10.00 6.27
Liberia 15.23 2.18 28.28 15.23  36.29 55.89 46.09 46.09
Madagascar 16.15 7.58 29.88 18.73 36.72 12.51 24.61 24.61
Sri Lanka 4,18 0.67 7.70 4,18 ~-1.52 30.13 14.30 12.74
Tanzania 15.03 19.73 6.06 12.90 34,05 20.68 27.36 24.76
Average 12.30 4,77 20.17 12.84 21.03 23.70 22.36 22.42
Median 15.03 4,08 20.98 13.44 20.38 20.68 24.26 24,61
All countries

Average 13.30 5455 19.97 13.61 17.75 15.09 16.42 16.59
Median 13.28 4,08 18.19 12.90 17.56 14.49 14.30 13.66

Sources: Data provided by the authorities; and staff estimates.

1/ Relative to initial money stock. Before and after initiation of adjustment.
2/ Since 1973,

3/ Until 1983.

4/ Following initiation of adjustment.
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Table XVa. Ratio of Government Credit to Total
Domestic Credit

APPENDIX A

All All
Years Four Years Before Four Years After Years
Before First Second First Second After
1/ half half Total half half Total 2/
(In_percent)
Countries which reduced
the ratio of credit
_to GDP 3/
Costa Rica 12,72 10.24 20.06 15.15 31.30 19.98 25.64 25.64
Gabon -6.07 -24,37 21.04 ~-1.66 14,76 8.28 11.52 4.52
Pakistan 49,39 49,21 49,50 49,36 47.18 43,75 45,46 45.46
Peru 28 .48 22.68 33.94 28.31 36.52 38.34 37.43 138.38
Turkey 30.03 39.94 44 .13 42,04 40,49 25.55 33.02 33.02
Average 22.91 19,54 33.73 26,64 34.05 27.18 30.61 29.40
Median 28,48 22.68 33.94 28.31 36.52 25.55 33.02 33.02
Other countries with
slower credit growth 3/ :
Egypt 70.09 70.35 69.84 70.09 69.80 69.90 69.85 64.38
Korea 5.49 6.87 4.08 5.47 6.14 7.08 6.61 6.61
Malawi 24,81 24.06 22,12 23.09 32.70 43,42 38.06 38.06
Mauritania ~-10.46 -21.40 0.65 -10.37 7.38 15.55 11.47 14,71
Mauritius 38,41 39.75 51.80 45.77 57.29 62.27 59.78 59.78
Morocco 51.17 51.15 52.01 51.58 58.21 59.13 58.67 58.61
Senegal 5.56 10.24 6.13 8.18 8.56 20.95 14.75 14.75
Sudan 42,56 38.08 50.76 44,42 47.96 38.70 43.33 40.61
Zambia 44,12 35.97 52.27 44,12 67.16 71.39 69 .27 68.44
Average 30.20 28.34 34.41 31.37 39.47 43,15 41 .31 40.66
Median 38.41 35.97 50.76° 44.12 47 .96 43.42 43.33 40.61
Others
Bangladesh 76.23 80.23 70.31 75.27 62 .06 56 .25 59.15 59.15
Bolivia 14.89 -0.25 12.96 6.35 25.42 . 3.8 14.61 14.61
Guyana 56.03 40,44 71.92 56.18 72 .41 68.59 70.50 71.47
Jamaica 28.85 21.53 36.16 28.85 55.88 6l1.34 58.61 60.16
Kenya 20.50 24.73 20.95 22 .84 22.59 35.24 28.91 29.55
Liberia 18.92 11.36 30.88 21,12 58.46 70.27 64.37 64.37
Madagascar 19,48 21.59 38.39 29,99 55.75 55.70 55.73 55.73
Sri Lanka 43.91 41.79 41.59 41.69 19.62 37.01 28.32 31.67
Tanzania 38.55 44 .40 42.67 43,53 59.31 66.13 62.72 63.93
Average 35.26 31.76 40.65 36.20 47.95 50.48 49.21 50.07
Median 28.85 24,73 38.39 29.99 55.88 56.25 58.61 59.13
All countries
Average 30.59 27.77 36.70 32.23 41 .61 42,55 42.08 41.90
Median 28,85 24,73 38.39 29.99 47,18 43,42 43,33 40.61
Sources: Data provided by the authorities; and staff estimates.
1/ Since 1973.
2/ Until 1983.
3/ Following initiation of adjustment.
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Tabie XVI - Annual Average Changes in Nominal Effective Exchange
Rates Before and After Iaitiation of Adjustment 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

2/ half half Total half half Total 3/

(1n_percent)

Countries with
significant real
depreciations 4/

Bangladesh -11.8 -21.5 -4.7 -13.1 -2.2 -9.8 ~6.0 -6.0
Jamaica 2.6 -0.3 2/ 4,0 2.6 -24.2 -7.1 -15.6 -9.9
Mauritania 2.1 1.2 3.1 2.1 -7.2 9.2 1.0 3.1
Morocco 0.7 0.4 1.0 0.7 1.8 -2.0 -0.1 -0.1
Peru -12.3 0.6 -25.2 -12.3 -39.,3 -20.6 -30.0 -33.0
Senegal 1.5 0.4 2.1 1.3 -1.7 -1.2 -1.4 ~l.4
Sri Lanka -3.3 -2.5 -4,1 -=3.3 -19.1 -4,6 -11.9 -7.6
Turkey -15.2 -10.9 -32.7 -21.8 -35.4 -22,1 -28.8 -28.8
Zambia 1.2 5.2 5/ -0.9 1.2 -10.3 -1.4 -5.9 -4.5
Average -3.8 -3.1 6.4 4.7 -15.3 -6.6 -11.0 -9.8
Medfan 0.7 . -0.9 0.7 -10.3 -4.6 -6.0 -6.0
Countries with
significant real
appreciations 4/
Bolivia 7.6 15.1 2.0 8.6 4.7 -52.8 =-24,1 -24.1
Guyana -1.0 -3.0 1.0 -1.0 -3.3 -0.7 -2.0 0.5
Liberia -1.4 3.0 -5.9 -l.4 2.6 11.6 7.1 7.1
Madagascar -0.6 -3.1 0.2 ~-1.5 -3.0 -10.6 -6.8 -6.8
Tanzania -1.8 -3.7 -0.9 =2.3 -4.5 9.0 2.3 0.6
Average. .6 1.6 -0.7 0.4 -0.7 -8.7 -4.,7 ~-4,5
Median -1.0 -3.0 0.2 ~-l.4 -3.0 -0.7 2.0 4]
Others
Costa Rica -4.1 1.8 -2.7  -0.5 -25.6 -23.,2 -24.4 -24.4
Gabon - 1.1 -l.1 - 1.2 -1.4 -0.1 -0.8
Kenya -1.9 -2.0 -1.7 -1.9 -1.3 -5.1 -3.2 -4,0
Korea -3.7 0.6 -4.1 ~-1.7 -12.5 -0.1 -6.3 -6.3
Malawi 0.7 2.5 -0.9 0.8 1.4 -5.1 -1.9 -1.9
Mauritius -1.2 -1.0 -1.1 -1.0 -12.4 -2.0 -7.2 -7.2
Pakistan -0.4 4.3 -5.6 =0.7 3.3 -0.1 1.6 1.6
Sudan 2.4 4.3 0.5 2.4 -15.9 -4,5 -10.2 -13.5
Average -1.0 1.4 -2, -0.3 -7.7 ~5.2 -6.5 -7.1
Median -0.8 1.4 ~-1.4 -0.6 -6.9 -3.3 -4.8 -5.1
All countries
Average -1.8 -0.4 -3.5 -2.8 -9.2 -6.6 -7.9 -7.6
Median -0.8 0.5 -1.0 -0.9 -3.9 -3.3 -5.9 ~5.3

Source: Information notice system.

L/ An increase represents an appreclation.

2/ Since 1973,

3/ Until 1983.

4/ Following the initiation of adjustment. Cases in which the real effective
eizhange rate depreciated or appreciated by at least 10 percent on a cumulative basis
during the four years following the initiation of adjustment. Mauritania and Peru
are also included in the first group. In the case of Peru, a large depreciation was
introduced in the last quarter of 1977, immediately before the "initial” adjustment
year, 1978, 1In the case of Mauritania, the real effective depreciation was reversed
in the fourth year following the i{nitiation of adjustment.

5/ One year only. In these cases the period before covers only three years.
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Table XVII. External Current Account Balance as Percentage of
Exports of Goods and Services 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

2/ half half Total half half Total 3/

(In percent)

Small payments deficic,
low inflation

Korea ~16.21 -2.60 -14.00 -8.30 -20.56 -7.45 -14.00 -14.00
Mauritius ~10.96 -16.24 -29.16 -22.70 =-27.12 -9.36 -18.24 -18.24
Pakistan ~57.14  -53.63 -44.29 -48.96 -37.95 -21.65 -29.80 -29.80

Average ~28.10 -24.16 -29.15 -26.66 ~28.54 ~-12.82 -20.68 -20.68

Small payments deficit,
high {nflation

Egypt ~56.20 -47.4] -65.00 =-57.20 -21.92 ~-11.48 -16.70 ~-16.74
Gabon ~2.79 5.03 -4.58 0.23 6.4l 15,77 11.09 9.67
Kenya -24.59 -19.54 -24.36 -21.95 -41.28 -36.58 -38.93 -34.91
Peru ~53.98 -65.66 -58.31 -61.98 2.14 -24.93 -11.40 -19.40
Turkey -65.,96 -127.00 -58.82 -92.91 -70.27 -24.22 -47.24 -47.24

Average -40.70 -50.92 -42.2! -46.56 -24.99 -16.29 -20.64 -21.72

Median -53.98 ~47 .41 ~58.31 -56.20 -21.92 -24.22 -16.70 =-19,40

Large payments deficit,
low inflation

Bangladesh -139.20 -142.67 -120.24 -131.45 -138.21 -144.60 -141.41 -141.41
Jamaica -25.76 -22.44  -29.07 ~25.76 -6.75 -12.43 -9.,59 -16.90
Liberia -21.16  -24.08 -33,57 -28.82 -25.29 ~-41.32 -33.31 -33,31
Mauritania =71.74  =42.93 -125.49 -84.21 -102.42 -79.69 -91.06 -92.00
Morocco -39.10 ~9.19 -90.97 -50.08 -60.51 -52.13 =-56.32 -54.87
Sri Lanka -14,03 -30.10 -0.53 -15.32 -22.19 -51.60 -36.90 -~41.47

Average -51.83 =45.23 -66.65 -55.94 -59.23 -63.63 -61.43 -63.33

Median -32.43 -27.09 -62.27 =~-39.45 -42.90 -51.87 -46.61 -48.17

Large payments deficit,
high inflation

Bolivia -18.82 -15.28 -47.78 -31.53 -28.35 -16.85 -22.60 -22.60
Costa Rica -35.46 -25.74 -42,96 =-34.35 -44.74 -28.99 -36.87 -36.87
Guyana -25.50 -3.32 -40,69 -22.,00 -17.44 -37.07 -27.25 -38.33
Madagascar -42.17 -25.93 -73.87 -49.90 ~122.57 -92.55 -107.56 ~107,56
Malawi -44.32 -29.28 -81.64 ~-55.46 -54.48 45,17 -49.82 -49.82
Senegal -32.36 -21.51 -41.70 -31.61 -63.64 =~-48.89 -56.27 -56.27
Sudan -42.70 ~58.42 -40.53 ~49.47 -91.70 -130.77 -111.24 -103.83
Tanzania ~51.62 -38.85 -66.64 -52.75 -86.66 -93.69 -90.17 -88.l6
Zambia -21.08 4.99 -47,16 -21.08 -=30.27 -12.54 -21.40 -36.54

Average -34.89 -23.71 -53.66 -38.68 -59.98 -56.28 -58.13 -60.00

Median -35.46 -25.74 =47.16 =-34.35 ~-54.48 -45.17 -49,82 -49,82

All countries
Average -39,69 -35.30 -51.36 =-43.37 -48.08 -43,83 =-45.96 -47,42
Median -35.46 =25.74 -44,29 =-34.35 -37.95 -36.58 -36.87 -36.87

Memorandum items:
All non-oil devel-
oping countries
Average -18.9 -19.9 -17.6 -18.8 -19.7 -18.7 -19.2 -18.7
Median ~24.6 -24.2 -27.1 -25.7 -33.6 -36.2 ~-34.9 -35.3

Sources: Data provided by the authorities; and staff estimates.

1/ Before and after initiation of adjustment. Countries with a rate of inflation
lower than the median for all non-o0il developing countries in [982-83 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels consf{dered sustainable in thelr circumstances are grouped
ag countries with small payments deficits. Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 since the
latter reflected a substantial compression of imports due to the reduced availability
aof foreign loans and the rationing of foreign currency. The relatively high rates of
inflation experienced by certain sample countries in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan—
tially i{n the next few years.

2/ Since 1973.

3/ Until 1983.
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Table XVIII. Residual External Current Balance as Percentage
of Exports of Goods and Services 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

2/ half half Total half half Total 3/

(In percent)

Small payments deffcit,
low inflation

Korea 4.03 15.28 ~0.59 7.34 12.85 30.88 21.86 21.86
Mauritius -4.14 -6.89 -12.41 -9.65 2.44 17.40 9.92 9.92
Pakistan -23.93 -9.66 -26.49 -18.08 15.09 34.20 24.65 24,65

Average -8.01 -0.42 -13.17 -6.79 10,12 27.50 18.81 18.81

Small payments deficit,
high inflation

Egypt . cae ena eos ces eve cee o coe
Gabon -52.30 -47.91 -60.60 -54,25 ~43.79 -38.67 -41.23 -~46.46
Kenya -7.65 10.77 -19.32  -4.28 -19.50 4.45 -7.52 -3.51
Peru ~25.25 -39.37 -18.91 -29.14 12.60 =-27.34 -7.37 -10.80
Turkey -10.95 -64.74 13.38 -25.68 43,00 45.82 44.4]1 44.4]

Average -24.04  -35.31 -21.36 -28.34 -1.92 -3.93 -2,93 -4.09

Median -18.10 -43.64 -19.11 =27.41 -3.45 ~-11.44 -7.45 -7.15

Large payments deficit,
low inflation

Bangladesh -102.53 -88.48 -96.88 -92.68 ~77.56 -79.33 -78.44 -78.44
Jamaica 5.27 14.59 -4.04 5.27 21.84 25.65 23.75 21.63
Liberia 11.54 -7.83 -6.76 -7.30 8.60 19.03 13.82 13.82
Mauritania -53.95 ~30.12 -103.09 -66.61 -54.45 -50.66 -52.56 =~57.89
Morocco -18.05 5.60 -63.76 -29.08 -44.16 -11.12 -27.64 =-10.97
Sri Lanka 13.39 23.98 16.09 20.04 -35.95 -23.65 -29.80 -19.48

Average -24,05 -13.71 -43.09 -28.39 -30.28 -20.01 -25.15 -21.89

Median -6.39 -1.11 -35,26 -18.19 =-40.05 -17.39 -28.72 -15.23

Large payments deficit,
high inflation

Bolivia ~25.57 -20,11 -38.91 -29.51 -7.87 40.37 16.25 16.25
Costa Rica -17.92 -23.48 -31.79 -27.63 -12.16 37.05 12,44 12.44
Guyana -4.62 0.40 -19.00 -9.30 10.52 -1.51 4.50 13.20
Madagascar _ =-27.22 -17.38 -43.13 -30.25 -64,27 -33.31 -~48,79 -48.79
Malawi ~25.63 -20.17 -56.57 -38,37 =-16.56 0.69 =-7.94 -7.9%4
Senegal ~16.43 -7.45 -20.92 -14.19 -17.64 -16.37 -17.00 =-17.00
Sudan -36.93 -35.96 -28.08 -32.02 -38.37 -45.61 -41.99 -39.17
Tanzania -38.74 -9.86 -82.783 -46.32 -56.84 ~41.84 -49,34 -43.40
Zambia -3.24 =-4,11 -2.38 ~3.24 8.32 -2,89 2,72  -5.51

Average ~21.81 -15.35 -35.95 -25.65 -21.65 -7.05 ~14.35 -i3.33

Median -25.57 -17.38 -31.79 -29.51 -16.56 -2.89 -7.94 -7.94

All countries
Average -20.94 -16.49 -32.13 -24.31 -16.08 -5.31 =-10.70 -9.60
Median -17.98 -9.76 -23.71 -26.65 -14,36 -2.20 -1.45 -6,72

Sources: Data provided by the authorities; and staff estimates.

1/ Before and after initiation of adjustment. Countries with a rate of inflation
lower than the median for all non-oil developing countries in 1982-B3 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels considered sustainable in their circumstances are grouped
as countries with small payments deficits. Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 since the
latter reflected a substantial compression of imports due to the reduced availability
of foreign loans and the rationing of foreign currency. The relatively high rates of
inflation experienced by certain sample countries in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years. The residual external current balance excludes payments
balances In respect of energy trade, investment income, temporary fluctuations in terms
of trade and foreign demand, and short-term disruptions (see Appendix E),

2/ Since 1973.

3/ Until 1983.
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Table XIX. External Current Account Balance as
Percentage of GDP 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

2/ half half Total half half Total 3/

(In percent)

Small payments deficit,
low inflation

Korea ~4.75 -0.86 -4,38 -2.62 -7.75 -2.93 -5.34 -5.34
Mauritius -4.79 ~7.98 -12.56 -10.27 -12.61 -4,39 -8.50 -8.50
Pakistan -6.41 -5.12 -5.21 =5.17 -4.20 -2.52 -3.36 -3.36

Average -5.32 -4.65 ~7.38 -6.02 -8.19 -3.28 -5.73 -=5.73

Small payments deficit,
high inflation

Egypt -11.07 -9.08 -13.06 ~-11.07 -4.86 -7.33 -6.10 ~6.08
Gabon -1.31 3.42 =2.15 0.63 4.23 10.64 7.43 6.49
Kenya -7.58 -6.20 -7.30 --6.75 -11.85 -9.74 -10.80 -9.55
Peru ~7.61 -8.99 -8.47 -8.73 1.05 -5.42 -2.18 -4.03
Turkey -3.42 -6.74 -2.91 -4.82 -5.29 -3.35 -4.32 ~4.32

Average -6.20 ~5.52 -6.78 -6.15 -3.35 -3.04 -3.19 -3.50

Median -7.58 -6.74 -7.30 =-6.,75 -~4.86 ~5.42 -4.32 -4.32

Large payments deficit,
low inflation

Bangladesh -7.80 -8.73 -7.80 -8.27 -10.61 -10.75 -10.68 -10.68
Jamaica -9.00 -7.90 -10.10 -9.00 -2.63 -6.44 -4.54 -7,64
Liberia -11.70  =-13.33 -17.62 -15.47 -13.28 -17.35 -15.31 ~-15.31
Mauritania -29.45 -19.99 -~48.01 -34.00 -38.09 -37.02 -37.56 -40.58
Morocco -6.95 -1.84 -16.05 -8.94 -10.19 -10.41 -10.30 -10.37
Sri Lanka ~2.22 -4.94 0.05 -2.45 -7.78 -16.71 =-12.26 -12.79

Average -11.19 -9.46 -16.59 -13.02 -13.76 -16.45 -15.10 -16.23

Median -8.40 -8.32 -13.07 -8.97 -10.40 -13.73 ~-11.46 -11.73

Large payments deficit,
high inflation

Bolivia -3.53 -3.43 ~9.05 -6.24 -4.58 ~2,56 -3.57 -3.57
Costa Rica -10.64 -7.91 -12.11 -10.01 -14.93 -11.33 -13.13 -13.13
Guyana -15.49 -2.38 -26.21 -14.30 ~10.69 =-24.75 -17.72 -22.37
Madagascar -7.78 -5.02 -12.99 -9.00 -17.56 -12.04 -14.80 -14.80
Malawi -12.65 -8.68 -20,59 -14.64 -15.45 -9.90 -12.67 -12.67
Senegal ~-11.25 -8,.55 -13.49 -i1.02 -20.66 -16.19 -18.43 -18.43
Sudan -4.,39 -6.27 -3.72 -5.00 -7.98 -10.98 -9.48 -9.44
Tanzania -9.60 -7.61 -10.06 -8.84 -12.43 -10.75 -11.59 -11.59
Zambia =7.41 2.46 -17.28 -7.41 -10.83 -4,48 -7.66 -11.22

Average -9.19 -5.27 -13.94 -9.61 -12.79 -11.44 =-12.12 -13.03

Median -9.60 -6.27 -12.99 -9.00 -12.43 -10.98 -12.67 -12.67

All countries
Average ~8.56 -6.33 -12,22 -9.28 -10.39 -9.86 -10.12 -10.84
Median -7.61 -6.74 -10.10 ~-8.84 -10.61 -9.90 -10.30 -10.37

Sources: Data provided by the authorities; and staff estimates.

1/ Before and after initiation of adjustment. Countries with a rate of inflation
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels cons{dered sustainable in their circumstances are grouped
as countries with small payments deficits. Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 since the
latter reflected a substantial compression of imports due to the reduced availability
of foreign loans and the rationing of foreign currency. The relatively high rates of
inflation experienced by certain sample countries in recent yeais reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years.

2/ Since 1973,

3/ Uatil 1983,
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Table X¥. Trade Balance at Constant Prices as Percentage
of Real GDP 1/

All All
Years Four Years Before Four Years After Years
Before First Second First Second After

2/ half half Total half half Total 3/

(In percent)

Small payments deficit,
low inflation

Korea -10.95 -6.40 -15.03 -10.71 ~-9.23 -5.38 -7.31 -7.31
Mauritius 10.69 8.06 11.03 9.54 14.68 22.01 18.34 18.34
Pakistan -9.97 -11.00 ~12.42 =-11.71 -11.00 -10.22 -10.61 ~-10.61

Average ~3.41 =3.11 -5.47 -4.29 -1.85 2.14 0.14 0.14

Small payments deficit,
high inflation

Egypt see ves vee ces cee vos ree e
Gabon 28,87 27.96 22.00 24,98 34,79 23.73  29.26 26.28
Kenya -9.38 -5,50 -10.,26 -7.88 -8.30 -3.62 -5.96 -4.88
Peru -5.31 -7.86 -3.81 -5.83 4,92 -1,43 1.75 1.45
Turkey -5.84 -7.43 -2.92 -5.18 -1.47 1.20 -0.13 -0.13

Average 2.09 1.80 1.25 1.52 7.49 4,97 6.23 5.68

Median -5.58 —6.46 -3.37 -5.51 1.73 -0.11 0.81 0.66

Large payments deficit,
low {nflation

Bangladesh ~-7.30 -5.55 -6.57 =-6.06 -8.40 -7.,77 -8.08 -8.08
Jamaica -2.16 0.10 -4.42 -2.16 3.02  -1.31 0.8 -0.66
Liberia 16.24 4,65 10.94 7.80 21.59 17 .34 19.46 19.46
Mauritania -10.83 0.50 -30.59 ~-15.05 =-26.37 -16.14 =-21.25 -22,64
Morocco -5.09 ~2.91 -13.75 -8.33 -12.74 -9.98 -11.36 -9.,59
Sri Lanka -6.01 -2.89 -8.40 -5.64 -20.56 -24.22 -~22.,39 -22.64

Average : -2.52 -1.02 -8.80 -4.91 ~7.26 =7.01 -7.13 -7.36

Median -5.55 -1.39 -7.48 -5.85 -10.57 -8.87 -9.72 -8.83

Large payments deficit,
high inflation

Bolivia -0.50 -0.87 -5.90 -3.39 -2.46 1.63 -0.42 -0.42
Cogta Rica -11.43 -12.76 -14,60 -13.68 -8.38 11.60 1.61 1.61
Guyana 10.10 12,09 4.80 8.45 17 .67 15.66 16 .67 20.01
Madagascar 0.97 1.23 -1.82 -0.30 -4.72 0.04 -2.34 ~2.34
Malawi -6.08 -2,22 -1.73 -1.97 6.99 8.06 7.53 7.53
Senegal -9.75 -4 ,87 ~14.35 -9.61 -11.39 -6.48 -8.94 -8.94
Sudan -3.49 -4.86 -4.12 -4.49 -2.21 -3.04 -2.63 -2.44
Tanzania -15.68 -13.24 ~18.35 =15.79 =-15.11 -10.81 -12.96 -12.96
Zambia ~0.69 -3.98 2.61 -0.69 7.69 11.10 9.39 8.80

Average -4.06 -3.,27 -5.94 -4.61 -1.33 3.08 0.88 1.21

Median =-3.49 -3.98 -4,12 -3.39 ~2.46 1.63 -0.42 -0.42

All countries
Average -2.44 -1.71 -5.35 -3.53 -1.41 0.54 -0.43 -0.46
Median -5.58 -3.45 -5.16 -5.41 -3.59 ~-1.37 ~1,38 -1.50

Sources: Data provided by the authorities; and staff estimates.

l/ Before and after initiation of adjustment. Countries with a rate of inflation
lower than the median for all non-oil developing countries in 1982-83 are grouped as
low inflation countries while countries with external current account deficits in 1983
within 5 percent of levels considered sustainable in their circumstances are grouped
as countries with small payments deficits. Bolivia was classified in the group with
large payments deficits despite a small current account deficit in 1983 since the
latter reflected a substantial compression of imports due to the reduced avajilability
of foreign loens and the rationing of foreign currency. The relatively high rates of
inflation experienced by certain sample countries in recent years reflected corrective
price adjustments under Fund-supported programs and are expected to be reduced substan-
tially in the next few years.

2/ Since 1973,

3/ Until 1983.
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Characteristics of Sample Countries and Other Members
Borrowing from the Fund, 1977-1980

Broadly speaking, the 25 countries in the sample faced economic
problems similar to those of the broader set of countries that made use
of Fund resources during the period 1977-1980. Acute balance of payments
problems were experienced by 68 percent of the sample countries; almost
all of the remaining countries in the sample experienced at least
moderate balance of payments difficulties. In comparison, balance of
payments problems were considered acute in 84 percent of all programs
supported by use of Fund resources in 1977-1980. 1/ Acute problems -
originated from a weak performance in both the current and capital
accounts. Half of the countries in the sample suffered from a contrac-
tion of exports, while nearly two thirds experienced a sharp increase
in imports. . In about 20 percent of the cases, acute problems originated
from a weakening performance of services or transfers. Developments
on capital account were a source of acute problems in about half of
the countries in the sample. Similar percentages for all programs
supported by Fund resources in the upper credit tranches under stand-by
or extended arrangements during the period 1977-1980 were 35 percent
with acute problems related to exports, 58 percent experiencing a
sharp increase in imports, and 29 percent with acute’ problems associated
with-the performance of the capital account.

Inflation was considered at least a moderate problem in about the
same proportion (slightly over 70 percent) of sample countries as in
the full set of Fund-supported programs in 1977-1980. The performance
of growth and employment was also a problem in 72 percent of the sample
countries (in 44 percent the problem was acute). Similarly, there was
a persistent problem of slow growth or low employment in 40 percent of
the programs approved in 1977-1980, while at least a moderate slowdown
of growth had been experienced in 23 percent.

Problems associated with saving and investment were also similar.
The low level of saving constituted an acute problem in 60 percent of
countries in the sample and a moderate problem in an additional 32 per-
cent. Corresponding ratios for all Fund-supported programs during the
period 1977-1980 were 53 percent and 37 percent, respectively. The
level or quality of investment were considered acute problems in
36 percent of the countries in the sample and a moderate problem in
44 percent compared to, respectively, 40 percent and 28 percent in
the case of all Fund-supported programs during 1977-1980.

1/ Comparisons to the characteristics of all users of Fund resources
under stand-by or extended arrangements during the period 1977-1980 are
based on such characteristics reported in earlier annual reviews and
thus frequently include the characteristics (possibly changing) of each
country more than once, in fact each country being included as many
times as there were programs for use of Fund resources in the upper
credit tranches or under the extended Fund facility.
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As regards the main factors responsible for these problems, both
demand-management policies and policies resulting in cost-price distor-
tions were considered a primary or secondary source in a wide majority
of cases, both for countries in the sample and in the broader set of
Fund-supported programs during the period 1977-1980. Demand-management
policies were considered at least a secondary source of prevailing
problems in more than 90 percent of cases, both for countries in the
sample and in the broader set of all Fund-supported programs during
the period 1977-1980. While the proportion of cases for which expan-
sionary demand policies were a primary source of prevailing problems
was somewhat higher in sample countries, this probably reflected, at
least in part, the greater severity of problems in some cases at the
time when adjustment was initiated than in later years.

Policies resulting in cost—price distortions were a primary source
of prevailing problems in 70-80 percent of cases, both for countries
in the sample and in the broader set of Fund-supported programs.
Exchange rate policy was a primary source of problems in about half
the cases, while other policies resulting in cost-price distortions
were a primary source of problems in about two thirds of the cases.
The specific sources of such cost—price distortions, however, differed
somewhat between the sample and the broader set of programs, the
relative contribution of wage policies and exchange or trade restrictions
being somewhat greater in the case of sample countries. .




- 75 -

APPENDIX B

Table XXI. Characteristics of Economic Problems in Sample and
Other Countries with Stand-By or Extended Arrangements

-in 1977-1980 1/

1977-1980

Sample Countries
Totals
(62 programs) (25 countries)
Acute Moderate Acute Moderate
‘Number of programs
or countries
Balance of payments 52 coe 17 7
Current account see oo 17 7
Exports 22 26 13 7
Imports 36 19 16 5
Invisibles e eee -5 7
Capital account 18 12 12 9
Growth/employment coe cos 11 7.
Temporary slowdown 6 8 ces cee
Persistent problem 20 11 ces cee
Investment .o ces 9 11
Decline 13 8 ces coe
Quality 12 9 - cee oee
Savings 27 19 15 8
Inflation eee 2/ b4 eee 2/ 18
Percent of total
Balance of payments 84 e 68 28
Current account cos coe 68 28
Exports 35 42 52 28
Imports 58 31 64 20
Invisibles cee ces 20 28
Capital account 29 19 48 36
Growth/employment ces cee 44 28
Temporary slowdown 10 13
Persistent problem 32 18
Investment cee con 36 44
Decline 21 13 cee coe
Quality 19 15 cee ceo
Savings 53 37 60 32
Inflation cee 2/ 71 eee 2/ 72

Sources: Executive Board papers;

and staff assessments.

1/ Subtotals may not add to totals in each category, as some coun-
tries have experienced more than one problem in each category.
2/ 1Included with moderate.
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Table XXII. Policies Considered Sources of Economic Problems in
Sample and Other Countries with Stand-By or Extended
Arangements, 1977-1980

1977-1980 Sample Countries
~ Totals
(62 programs) (25 countries)
Primary - Secondary Primary Secondary
Number of programs
or countries
Demand-management 47 11 23 1
Credit policies 28 11 12 13
Public sector policies 35 6 23 1
Revenue 1/ 15 19 9 9
Expenditure 1/ 31 8 19 4
Public enterprises 17 12 11 6
Investment program coe " ees 13 11
Cost-price distortions : 45 22 . 20 4
Exchange rate 28 11 11 7
Other 42 23 16 7
Administered prices 25 8 14 4
Wages 11 11 8 9
Interest rates 11 22 - 3 17
External restrictions 17 7 13 5
Other structural policies P 0o 11 6
Percent of total
Demand-management 76 18 92 4
Credit policies 55 22 48 52
Public sector policies 69 12 92 4
Revenue 1/ 29 37 36 36
Expenditure 1/ 61 16 76 16
Public enterprises 33 24 44 24
Investment program vos T ees 52 44
Cost-price distortions 73 35 80 16
Exchange rate 45 18 44 28
Other 68 37 64 28
Administered prices 49 16 56 16
Wages 22 22 32 36
Interest rates 22 43 12 68
External restrictions 33 ' 14 52 20
Other structural policies cee 0o 44 24

Sources: Executive Board papers; .and staff assessments.

1/ For the broader group of Fund-supported programs during the
period 1977-1980, all cases experiencing problems (major or minor)
with central/general government revenue or expenditures are included,
some of which may not have resulted in expansionary demand policies.
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Aggregative Overview of Fund Lending Under Credit Tranche
Policies and the Extended Fund Facility, 1960-1983

The purpose of this Appendix is to examine the historical incidence
of use of Fund resources so as to provide perspective for the more
recent period covered in the present study. For this purpose, the
period 1960-1983 was selected. Various indicators of Fund lending
activities can be used for this purpose: the value of gross or net
purchases by members, the number of stand-by or extended arrangements
approved, and the number of economic and financial programs, either
under stand-by or extended arrangements or in support of requests for
outright purchases.

The advent of multiyear arrangements since the mid-1970s, either
under the extended Fund facility or in the form of multiyear stand-by
arrangements, means that, in recent years, the number of economic and
financial programs exceeded the number of arrangements and outright
purchases. Also, a distinction could be drawn between arrangements .

(or programs) for purchases in the first and upper credit tranches and
between arrangements with and without purchases. The latter, less
frequent in recent years, comprise mainly precautionary arrangements
under which no purchases were intended during the period of the arrange-
ment.

None of the above indicators is clearly superior and the choice of
indicator depends essentially on the purpose of the study. Particular
attention was paid in the present study to the experience with upper
credit tranche uses under stand-by or extended arrangements or in the
form of outright purchases. The number of arrangements approved as well
as the number of economic and financial programs, including programs for
purchases in the first credit tranche and programs under which no
purchases took place, are also examined, although less extensively. 1/

The level of Fund lending activity has fluctuated widely during
the 1960s and 1970s. The Fund approved 518 stand-by and extended
arrangements over the period 1960-1983, 408 of which were for purchases
in the upper credit tranches or under extended arrangements; in addition,
there were 68 outright purchases not associated with stand-by or
extended arrangements (and thus not otherwise counted), of which 14
involved the upper credit tranches. 2/ The number of upper credit
tranche stand-by and extended arrangements and outright purchases

1/ An aggregative analysis of Fund lending activities, focused on
gross and net purchases by members, and detailed data on transactions
by individual members is presented in Supplement on Fund Accounts, IFS,
Supplement Series No. 3, 1982.

2/ During the more recent period, purchases in the upper credit
tranches were generally made under stand-by arrangements. Exceptions
were limited for the most part to cases involving natural disasters.

In the earlier period, outright purchases in the upper credit tranches
in cases not involving natural disasters were more frequent.
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approved on an annual basis ranged from 22 to 26 per year over the
period 1965-69, then fell steadily tc a low of 6 in 1974 (Table XXIII).
Since 1980, however, the number increased again to more than 20 per
year, rising to a high of 34 in 1983.

The evolution of the total number of arrangements and outright
purchases, including first credit tranche purchases, is similar although
the decline in the mid-1970s is much less striking, reflecting a larger
than usual number of first credit tranche uses during that period. This
latter development was due, in part, to the fact that some members that
had not otherwise used Fund resources requested first credit tranche
uses concurrently with requests for drawings under the oil facilities
or disbursements under the Trust Fund.

To some extent, comparisons based on the number of arrangements
and outright purchases understate the incidence of use of Fund resources
in recent years relative to earlier years. This is because, first, due
to the introduction of multiyear arrangements involving two or three
annual programs, the number of economic and financial programs under
upper credit tranche stand-by or extended arrangements (or associated
with outright purchases) rose more sharply during the late 1970s and
early 1980s than the number of arrangements. 1/ The number of economic
and financial programs during the period 1980-82 exceeded 30 per year,
rising to 43 in 1983, compared to about 25 per year during the earlier
peak period in the late 1960s. Second, it may be desirable to exclude
“precautionary” arrangements, which were more prevalent in the earlier
period. For present purposes, the concept of nonprecautionary arrange-
ments was approximated by excluding those arrangements under which
members did not draw over the duration of the arrangement. g/ In each
of the years 1966-69, there were about 20 economic and financial programs
supported by outright purchases or stand-by arrangements under which
some purchases were made; this represented the peak for the 1960-1975
period. The number of such programs grew rapidly subsequently, to
more than 30 per year during the period 1980-82, and 43 in 1983.

The indicators of incidence of use of Fund resources in the credit
tranches or under extended arrangements reviewed above show the same
general pattern: a period of relatively large use during the second
half of the 1960s, followed by a period of sharply reduced activity
through the mid-1970s and, more recently, a resurgence of the use of

1/ For example, an extended arrangement covering three years typi-—
cally involves the presentation to the Board of three one-year economic
programs as opposed to only one under a one-year stand-by arrangement.

2/ Such a definition has the benefit of excluding arrangements under
which no repurchase obligations were incurred. It fails to correspond
to the concept of precautionary arrangements when (i) the initial pur-
chase was not made because of problems with performance rather than
lack of need, and (ii) the initial purchase or purchases were not made
due to lack of need while later purchases were desired but not made
due to problems with performance.
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Fund resources. The number of programs under upper credit tranche
stand-by and extended arrangements with purchases approved in 1983 was
twice as high as in the earlier peak period in the late 1960s. In

part this higher incidence in recent years reflects the increase in

Fund membership during the intervening period: the proportion of
members with Fund-supported programs for purchases in the upper credit
tranches or under the extended Fund facility (excluding programs without
purchases) during the period 1980-82 was similar to that in the late
1960s. In 1983, however, this proportion rose to 29 percent of members,
compared to 20 percent in the late 1960s.

The incidence of resource use has varied widely not only over
time but also between members, with some members making frequent and
substantial use of resources in the credit tranches or under the extended
Fund facility and others little or no use of such resources. Between
1960 and 1983, 86 members had one or more programs supported by outright
purchases or by upper credit tranche stand-by or extended arrangements
under which some purchases were made while 60 members did not use Fund
resources in the upper credit tranches or under the extended Fund facil-
ity. Of the members that entered into upper credit tranche stand-by
or extended arrangements under which purchases were made or that made
outright purchases in the upper credit tranches, 63 members (73 percent)
entered into from one to six programs while 23 members entered into
seven or more programs (Table XXIV). This latter group accounted for
47 percent of the total number of programs supported by upper credit
tranche stand-by or extended arrangements and outright purchases over
the 1960-1983 period.

Reflecting this concentration of Fund programs, some members have
had programs with the Fund over a relatively high portion of the years
during which they were Fund members. Table XXV shows that, excluding
members with less than 10 years of membership, 39 members had had
programs supported by use of Fund resources in the upper credit tranches
or under the extended Fund facility in at least 1 of every 5 years of
membership since 1960; of these, 9 members have had programs in at
least 2 of every 5 years, and of these, 3 members in more than half of
the years during which they were members. The 20 members with programs
in more than 30 percent of the years during which they have been members
since 1960 are listed in Table XXVI. Turkey (62.5 percent), Liberia
(54.5 percent), and Haiti (54.2 percent) are the three members that have
had programs with purchases in over half of their years of membership.

A similar concentration appears in the distribution of the gross
use of Fund resources under the credit tranche or the extended Fund
facility by individual members. While there clearly is a correlation
between the number of arrangements and the amount of gross purchases,
it is an imperfect one since arrangements have varied widely in the
size of resource use envisaged as well as the amounts actually purchased.
Table XXVII shows that, including purchases in the first credit tranche,
81 members have made either no use of Fund resources in the credit
tranches or under the extended Fund facility or have made cumulative
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purchases 1/ since 1960 equivalent to less than 100 percent of quota.
Some 59 members have made cumulative purchases of between 100 and

500 percent of quota, and 6 members have made cumulative purchases
equivalent to between 500 and 900 percent of quota. Table XXVIII
shows the 30 members with the largest cumulative use. Turkey

(886 percent), Yugoslavia (728 percent), Sudan (694 percent), Jamaica
(653 percent), Philippines (571 percent), and Korea (536 percent) are
the six members with cumulative purchases in excess of 500 percent of
quota.

1/ 1In order to make amounts purchased in earlier years more comparable
to amounts purchased recently, purchases were normalized by the members' .
quota in the month in which each purchase took place.
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Arrangements, Qutright Purchases, and Economic

and Financial Programs, 1960-1983

Number of
Arrangements
and Outright

Number of
Arrangements and
Outright Purchases

on Upper Credit

Purchases 1/ Tranche Terms 1/

Number of Programs
for Use on Upper
Credit Tranche

Terms 2/

Total purchases 3/

With

Percent of Mem-
bership Entering
Programs with
Purchases on
Upper Credit
Tranche Terms

1960 17 14 14 10 14.7
1961 25 23 23 18 24 .3
1962 22 16 16 13 16.0
1963 18 15 15 11 10.9
1964 23 17 17 14 13.9
1965 26 22 22 16 15.5
1966 29 26 26 21 20.0
1967 28 24 24 21 19.6
1968 29 24 24 22 19.8
1969 36 25 25 21 18.3
1970 22 15 15 11 9.4
1971 18 10 10 6 5.0
1972 19 9 9 6 4.8
1973 17 8 8 6 4.8
1974 19 6 6 6 4.8
1975 23 9 9 7 5.5
1976 19 6 7 7 5.4
1977 27 12 13 12 9.1
1978 19 11 15 13 9.4
1979 32 22 24 22 15.6
1980 30 24 31 30 21 .1
1981 33 27 32 31 21.5
1982 24 23 32 30 20.5
1983 34 34 43 43 29 .4
Sources: Supplement on Fund Accounts, IFS Supplement No.3; and Transac-

tions of the Fund.

1/ The terminology "upper credit tranche terms” was used for simplicity
to refer to use of Fund resources in the credit tranches and under the
extended Fund facility.

2/ Under stand-by and extended arrangements or in the form of outright

purchases.

In the case of multiyear arrangements, more than one economic
and financial program is submitted for Board approval.

3/ Excludes programs covered by arrangements under which no purchases

were made.
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Table XXIV. Number of Arrangements, Outright Purchases, and
Programs for Use on Upper Credit Tranche Terms by
Individual Members, 1960-1983

Upper Credit Programs For Use
Tranche Terms on Upper Credit Tranche
Arrangements or Terms 1/
Outright With
Purchases 1/ Total purchases 2/

(Number of members)

Number of arrangements or
programs since 1960

0 57 57 60
1 20 18 19
2 14 12 10
3-4 19 18 20
5~6 10 11 14
7-8 9 11 11
9-10 9 10 6
11 or more 8 9 6

Sources: Supplement on Fund Accounts, IFS Supplement No.3; and
Transactions of the Fund.

1/ The terminology “upper credit tranche terms” was used for simpli-
city to refer to use of Fund resources in the credit tranches and under
the extended Fund facility.

2/ Excludes arrangements under which no purchases were made.
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Table XXV. Percent of Years of Membership Since 1960 During
Which Members had Arrangements and Programs l/zj

Upper Credit Programs for Use on
Tranche Terms Upper Credit Tranche
Arrangements or Terms
Qutright With
Purchases 3/ Total purchases 3/

(Number of members)

Greater Less than or
than: equal to:
0 10 percent 29 24 23
10 20 percent 12 14 18
20 30 percent 17 15 19
30 40 percent 12 13 11
40 50 percent 10 12 6
50 60 percent 3 2 2

60 - 3 1
®

Sources: Supplement on Fund Accounts, IFS Supplement No.3; and
Transactions of the Fund.

1/ Covers arrangements or programs over the period 1960-1983 and years
of membership since 1960. The terminology "upper credit tranche terms”
was used for simplicity to refer to use of Fund resources in the credit
tranches and under the extended Fund facility.

2/ Excludes countries that joined the Fund after 1974.

2/ Excludes arrangements under which no purchases were made.
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Table XXVI. Twenty Members with Highest Portion of Years of
Membership in Which Programs Supported by Upper Credit
Tranche Terms Arrangements or Qutright Purchases
were Approved, 1960-1983 1/

Total With purchases 2/

Turkey 66 .6 Turkey 62.5
Philippines 62.5 Liberia 54.5
Peru 62.5 Haiti 54.2
Liberia 54.5 Colombia 45.8
Haiti 54.2 Sri Lanka 45.8
Colombia 50.0 Philippines 45.8
Honduras 50.0 Chile 41.7
Sri Lanka 45.8 ' Romania 41.7
Morocco 45.8 Sudan 41.7
Somalia 45.4 Pakistan 37.5
Korea 41,7 Ecuador 37.5
Romania 41.7 : Yugoslavia 37.5
Bolivia 41.7 Nicaragua 37.5
Chile 41.7 Peru 33.3
Ecuador 41 .7 Honduras 33.3
Panama 41 .7 Costa Rica ' 33.3
Sudan 41.7 Bangladesh 33.3
Jamaica 38.1 Mali - 33.3
Pakistan 37.5 Morocco 33.3
Nicaragua 37.5 Somalia 31.8
Yugoslavia 37.5

Sources: Supplement on Fund Accounts, IFS Supplement No.3; and
Transactions of the Fund.

1/ Percent of years of membership since 1960. Excludes members with
less than ten years of membership. The terminology “upper credit
tranche terms” was used for simplicity to refer to use of Fund resources
in the credit tranches and under the extended Fund facility.

2/ Excludes programs under arrangements under which no purchases were
made.
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Table XXVII. Cumulative Gross Purchases of Fund
Resources Under the Credit Tranche or
Extended Fund Facility by Individual
Members, 1960-1983

Percent of Quota l/ Number of Members
0 48
1-100 33
100-200 18
200-300 15
300-400 11
400-500 15
500-600 2
600-700 2
700-800 1
800-900 1

Sources: Supplement on Fund Accounts, IFS
Supplement No.3; and Transactions of the Fund.

1/ Purchases were normalized by the quota for

the month in which the purchase occurred and summed
over all years 1960 to the end of 1983,
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Table XXVIII. Members with Largest Cumulative Gross Purchases
Under the Credit Tranche or Extended Fund Facility, 1960-1983

Percent of Percent of
Country Quota 1/ Country Quota 1/
Turkey 886 Chile 421
Yugoslavia 728 Zambia 417
Sudan 694 Ivory Coast 416
Jamaica 653 Costa Rica 412
Philippines 571 Uganda 409
Korea 536 Ecuador 402
Sri Lanka 481 Haiti 392
Liberia 481 Kenya 380
Nicaragua 474 Dominican Republic 378
Pakistan 473 United Kingdom 357
Peru 466 . Honduras 357
Somalia 460 Malawi 356
Morocco 455 Egypt 334
Mauritius 441 Dominica 330
El Salvador 437 India 326

Sources: Supplement on Fund Accounts, IFS Supplement No.3; and
Transactions of the Fund.

1/ Purchases were normalized by the quota for the month in which the
purchase occurred and summed over the years of membership between 1960
and 1983.
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Experience with Interruptions and Resumptions
of Purchases

This appendix presents some detail on the interruptions to and
the resumptions of the right to request purchases under upper credit
tranche stand-by and extended arrangements with the countries in the
sample since 1977. 1/ Interruptions are defined to occur when the
right to purchase is unduly delayed beyond the earliest date permitted
under the arrangement or the date when information about performance
criteria becomes available, whichever is later. Interruptions may thus
result from a variety of circumstances ranging from temporary domestic
or external disturbances to a breach of understandings of a more funda-
mental kind. Resumptions are defined as the making of purchases follow-
ing interruptions within the same arrangement or under a replacement
arrangement. The interruptions and resumptions under each arrangement
are set out in Table XXIX.

Each country in the sample has experienced at least one interrup-
tion of purchasing rights since 1977 (Table XXX), some experiencing as
many as eight or nine interruptions. On average, countries in the
sample experienced four interruptions during that period, each inter-
ruption lasting on average four months. Thus, on average, arrangements
with countries in the sample were interrupted for 16 months, equivalent
to 35 percent of the total effective length of these arrangements. 2/

Individual experiences, however, differed widely. Interruptions
for three countries (Gabon, Korea, and the Philippines) accounted for
less than 12 percent of the effective length of their arrangements;
these countries had only one or two interruptions each over the period,
all of which except one were for only one or two months (the Philippines
experienced a five-month interruption in 1983). At the other extreme,
interruptions for three other countries (Costa Rica, Madagascar, and
Mauritania) accounted for 60 to 70 percent of the cumulative effective
length of their arrangements. Although the number of interruptions
with these countries was not unusual, the average interruption lasted
almost six months. In 14 of the remaining cases, interruptions accounted
for 20 to 40 percent of the effective length of the arrangements, and
in the other 7 for 40 to 60 percent.

In half of the instances of interruptions, such interruptions
resulted from more than one performance criterion being breached simul-
taneously: 1in 32 percent of the cases, two criteria were not observed;
in 12 percent, three criteria; and in 5 percent, four criteria or more.
One of the most common reasons for interruption was the breaching of

1/ See "Supplementary Material for Review of Recent Extended and
Upper Credit Tranche Arrangements,” (EBS/82/97, Supplement 1, 6/10/82)
for an earlier extensive review of the experience with interruptions
and resumptions of purchases.

2/ The cumulative effective length of arrangements was 45 months on
the average (out of 92 months in the period under study).
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credit ceilings. The overall credit ceiling was not observed in

35 instances, in 25 of which the subceiling on credit to the public
sector was exceeded. The subceiling on credit to the public sector was
also exceeded in 14 other instances without, however, resulting in the
overall credit ceiling also being exceeded. Another common reason for
interruption was the failure to complete a review of the program or to
reach understandings regarding some specific area of policy. This was
the case in 45 instances of interruption. Other reasons for interrup-
tion were the nonobservance of ceilings on arrears (23), of targets on
international reserves (9), of ceilings on external borrowing (7), of
ceilings on fiscal deficits (4), and the introduction or intemnsification
of restrictions (5).

0f the 100 instances of interruption, purchases were subsequently
resumed in 80 cases either under the same arrangement or under a
successor arrangement. Of the resumptions under the same arrangements,
25 followed the granting of waivers and 39 followed the subsequent
observance of performance criteria (with 7 resumptions involving both
waivers and the subsequent observance of performance criteria). Pur-
chases were resumed in 37 of the 45 instances of interruption because
of failure to complete a review or reach understandings on specific
policy actions, following completion of the review or discussions.




Table XXIX, [nterruption and Resumption of Purchases in Upper Credit Tranche Stand-B8y and
Extended Arrangements with Countries in the Sample, 1977-1937}

Performance Criteria not Observed 1/

Ex-—- Suc-
change Ob- ces- Number of
Country and Inter- Credit Public Exter- Exter- res- Resump - serv=- or Purchases
bDate of ruption To- Govern- sector Foreign nal nal tric- tion ed Arrange~ Intend-
Arrangement Date tal ment Octher deficit assets debt arrears tions Review Date Walver later ment 2/ ed Act.
Bangladesh
Jul.79 Feb.80 x Jun. 80 x 3/ 3 3
Dec.B8U Jul.8l X X X Mar.83 X 5 3
Mar.843 Apr.83 X Jul.83 X 3 3
Bolivia
Feb.80 Oct.80 X X x n/a 4 3
Costa Rica
Mar.80 Aug. 80 X X June 81 X 5 |
June 81 Aug. Bl X X Dec.82 X 5 1
Dec. 82 Feb.83 x Apr.83 x 3/
Aug.8?d X Sep.83
Nov.83 X Dec.83 X 5 5
Egypt
Apr.77 Aug.77 X X X Sep.77 X
Nov.77 X bDec.77 x
Feb.78 X X X n/a 4 3
Jul.78 Nov.78 X n/a 4 1
Gabon
May 78 - 3 3
June 80 vet. 82 X n/a 7 U
Guyana
Aug.78 - 3 3
June 79 Sepe79 x x X Jul.80 X 3 1
Jul. 80 Oct .80 X X Nov.80 X
Jan.81 X X Jul.80 X
Sep.81 X X n/a 8 3
Jamatica
Aug.77 Dec.77 X X X x June 78 x 4 1
June 78 - 5 5
June 79 Jan.80 x X X X Apr.81 X 5 3
Apr.8l Mar.83 X X X X June 83 X X

Oct.83 X X X n/a 12 U

_68_

0 XIUNdddv



Table XXIX (continued). Interruption and Resumption of Purchases in Upper Credit Tranche Stand-By and
Extended Arrangements with Countries in the Sample, 1977-1983

Performance Criteria not Observed 1/

Ex- Suc-
change QOb- ces— Number of
Country and Inter- Credit Public Exter- Exter- res- Resump- serv— or Purchases
Date of ruption To- Govern— gector Foreign nal nal tric- tion ed Arrange- Intend-
Arrangement Date tal ment Other deficit assets debt arrears tions Review Date Walver later ment 2/ ed Act .
Kenya
Aug.79 Sep.79 x Oct.80 X 6 0
Oct. 80 June 81 X X x Jan, 82 x 4 3
Jan.82 Apr.82 x May 82 x
Aug.82 x X x n/a 4 2
Mar.83 Sept.83 x Oct.83 x
Apr.84 x May 84 x 6 6
Korea
Mar.80 - 4 4
Feb.81 - 4 4
Jul.83 May 84 x June 84 x 5 5
Liberia :
Sep.80 Oct .80 x Dec. 80 x 4 4
Aug.81 - 5 5
Sep.82 Nov.82 x Feb.83 x
May 83 x n/a 5 3
Sep.83 Mar.84 x x Apr.84 x 4 4
Madagascar
June 80 Aug.80 x x Apr.81 x 4 1
Apr.81 Aug.81 x x n/a 6 2
Jul,.82 Feb.83 X x Apr.83 x x
May 83 x n/a 5 4
Malawi
Oct.79 Jan.80 x X May 80 X 3 1
May 80 Jan.81 x May 81 x
Jan.82 x X n/a 8 6
Aug.82 Jan.83 x Feb.83 x 4 4
Sep.83 - 5 5
Mauritania
Jul.80 Dec.80 x June 81 x 4 2
June 81 June 81 x X Mar.82 x 4 4

—06_
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Table XXIX (continued). Interruption and Kesumption of Purchases in Upper Credit Tranche Stand-By and

Extended Arrangements with Countries in the Sample, 1977-1983

Performance Criteria not Observed 1/

Ex- Suc-
change Ob- ces~ Number of
Country and Inter- Credit Public Exter- Exter- res-— Resump-— serv- or Purchases
Date of ruption To~ Govern- sector Foreign nal nal tric- tion ed Arrange- Intend-
Arrangement Date tal ment Other deficit assets debt arrears tions Review Date Walver later ment 2/ ed Act.
Mauritius
Occ .79 Jan .80 X X May 80 X
June 80 X X Sep .80 b3 3 3
Sep .80 - 4 4
Dec.81 June 82 x Nov .82 x 4 4
May 83 Jul.83 X Nov.83 X
Apr .84 x May B84 X 6 6
Morocco
Oct .80 Jan.81 X Mar .81 X 2 i
Mar .81 Jul.sl X X x Apr .82 x 4 2
Apr.82 - 4 4
Sep.83 Oct .83 X X Apr.84 X X
Jul .84 x x Sep .84 x x 4 4
Pakistan
Mar.77 Aug.77 X x Sep.77 x 3/
Nov.77 P Dec.77 x 4 4
Nov.B0 Feh.81 X Mar.81 X
Sep.8l x x Dec .8l X 4 3
Dec .81 Sep .82 X Feb.83 X
Aug .83 X X x n/a 8 6
Panama
Mar .79, Aug .79 x n/a 4 0
Apr .80 Oct .81 X n/a 7 6
Apr.82 Jul .82 x n/a 4 0
June 83 Jan .84 x X Feb .84 x x (] 6
Peru
Nov.77 Feb.78 X x Sep.78 x 4 1
Sep.78 - 4 4
Aug .79 Feb .80 X Feb .80 X 5 5
June 82 Feb .83 x May 83 x
Nov .83 X x x X Apr .84 X 8 6
Philippines
Feb .80 Aug .BU X X Sep.80 X 8 8
Feb .83 Aug.83 X n/a 5 2

- 16 -
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Table XXIX (continued). Interruption and Resumption of Purchases in Upper Credit Tranche Stand-By and

Extended Arrangements with Countries in the Sample, 1977-1983
Performance Criteria not Observed 1/
Ex- Suc~
change Ob- ces~ Number of
Country and Inter~ Credit Public Exter—- Exter- res- Resump- serv- or Purchases
Date of ruption To- Govern- sector Foreign nal nal tric- tion ed Arrange- Intend-
Arrangement Date tal wment Other deficit assets debt arrears tions Review Date Watver later ment Z/ ed Act .
Senegal
Aug .80 Dec.80 X Sep.81 X 5 2
Sep.8l Jan .82 x x May 82 x 5 5
Nov.82 Dec.82 X X Sep.83 x 5 1
Sep .83 - 4 4
Sri Lanka
Dec.77 3 3
Jan.79 Aug.79 X Oct.79 x
Jan .80 X June 80 X
Jul.80 X X June 81 x
Sep.8l X Nov.81 x 8 8
Sep.83 Apr .84 x n/a 5 3
Sudan
May 79 Aug.79 X X x Sep.79 X
Nov.79 X Mar .80 x
June 80 x Nov.80 X
Feb.81 X Apr .81 x
June 81 X Feb.82 3 8 8
Feb.82 May 82 x X n/a 5 1
Feh.83 Apr .83 X Sep.83 x
Feb.84 x Mar .84 x 5 5
Tanzania
Sep.80 Nov .80 x n/a 8 1
Turkey
Apr.78 Aug.78 X X Sep.78 X
Nov.78 x X Jul.79 x 5 2
Jul.79 Nov.79 X .ox Feb.80 X x 3 3
June 80 Jul.81 x Sep .81 x
Oct .82 X Jan.83 x 12 12
June 83 Feb .84 x x Apr.84 X 3 1
Zambia
Apr.78 Aug.78 X x Aug.78 x
Nov.78 x Nov.78 X
Feb.79 X x Apr.79 x 3/
Feb.80 x Mar .80 x 9 9

a4 XIaN3ddy



Table XXIX (concluded). Interruption and Resumption of Purchases in Upper Credit Tranche Stand-By and
Extended Arrangements with Countries in the Sample, 1977-1983

Performance Criteria not Observed 1/

Ex- Suc-
change Ob- ces— Number of
Country and Inter- Credit Public Exter- Exter- res— Resump - serv- or " _Purchases
Date of ruption To- Govern- sector Foreign nal nal tric- tion ed Arrange~ Intend-
Arrangement Date tal ment Other deflcit assets debt arrears tions Review Date Waiver later ment 2/ ed Act.
Zamhia (cont.)
May 81 Aug .81 X X X X Nov.81 X b3
May 82 X Apr .83 b3 4 3
Apr.83 June 83 X X X Sep.83 X
Nov.83 x Dec .83 X
Feb.84 X X n/a 5 4

Source: Staff reports.

1/ And resulting in an interruption. Not including cases when subsequent data corrections showed that one or more criteria for
an earlier date had not been observed. Some interruptions are for technical reasons, not affecting the substance of the program.
For example, in February 1983 revisions to monetary data in Costa Rica required a technical amendment to the performance criteria;
and the review with Korea scheduled for April 1984 was completed in June 1984 because of scheduling difficulties.

2/ An arrangement that becomes effective before the originally envisaged expiration date of the initial arrangement.

3/ Following retroactive modification of criteria.
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APPENDIX D
Table XXX. Frequency and Length of Interruptions
Cumulative Interruptions
Length of Number of Average Number Average
Arrangements Interrup- Cumulative length length of number of

Country (Months ) tions Months Percent 1/ (Months) reasons reasons
Gabon 42.0 1.0 2.0 4,8 2.0 1.0 1.0
Korea 37.0 1.0 2.0 5.4 2.0 1.0 1.0
Philippines 68.0 2,0 8.0 11.8 4.0 3.0 1.5

Average 49.0 1.3 4.0 7.3 2.7 1.7 1.2
Malawi 52.0 4.0 11.0 21.2 2,8 6.0 1.5
Liberia 47.0 4.0 10.0 21.3 2.5 5.0 1.3
Bolivia 12.0 1.0 3.0 25.0 3.0 3.0 3.0
Peru 60.0 4.0 16.0 26.7 4.0 7.0 1.8
Turkey 71.0 6.0 19.0 26.8 3.2 10.0 1.7
Jamaica 70.0 4.0 20.0 28.6 5.0 17.0 4,3
Mauritius 49.0 5.0 14.0 28.6 2.8 7.0 1.4
Pakistan 48.0 6.0 14.0 29.2 2.3 10.0 1.7
Zambia 49.0 9.0 15.0 30.6 1.7 18.0 2.0
Panama 58.0 4.0 20.0 34.5 5.0 5.0 1.3
Sri Lanka 58.0 5.0 22.0 37.9 4.4 6.0 1.2

Average 52.2 4.7 14.9 28.2 3.3 8.5 1.9
Bangladesh 29.0 3.0 12.0 41.4 4.0 5.0 1.7
Morocco 41.0 4.0 18.0 43.9 4.5 8.0 2.0
Sudan 50.0 8.0 23.0 46.0 2.9 11.0 1.4
Egypt 24,0 4.0 12.0 50.0 3.0 8.0 2.0
Kenya 54.0 6.0 26.0 48,1 4.3 10.0 1.7
Senegal 46,0 3.0 22.0 47 .8 7.3 5.0 1.7
Guyana 46.0 4.0 25.0 54.3 6.3 9.0 2.3

Average 414 4.6 19.7 47 .4 4.6 8.0 1.8
Costa Rica 39.0 5.0 24.0 61.5 4.8 7.0 1.4
Madagascar 36.0 4.0 23.0 63.9 5.8 7.0 1.8
Mauritania 20.0 2.0 14.0 70.0 7.0 3.0 1.5

Average 31.7 3.7 20.3 65.1 5.9 5.7 1.6
Tanzania 2/ 21.0 1.0 20.0 95.2 20.0 1.0 1.0
All countries 1,127 .0 100.0 - 395.0 35.0 4.0 173.0 1.7

(Excluding

Tanzania) (1,106.0) (99.0) (375.0) (33.9) (3.8) (172.0) (1.7)

Source: Staff reports.

1/ As percent of the cumulative length of arrangements.

2/ Purchases under the September 1980 stand-by arrangement with Tanzania were
interrupted in November 1980 and were not resumed. Since the phasing of purchases had
been specified for the whole duration of the arrangement (21 months), the duration of .
the interruption is stated as 20 months.
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Statistical Methods

In order to identify the contribution of various factors to the
evolution of external current account deficits for countries in the
sample, adjustments were made for key external influences (i.e., net
oil imports and net investment income) and short-term reversible
disruptions. The fiscal balance was also adjusted for short-term
reversible fluctuations in revenues reflecting fluctuations in export
receipts. The method of adjustment for these various factors is
explained in this Appendix.

I. Adjustments to External Current Account

1. Net oil imports and investment income

Payments balances in respect of oil imports and investment income
were -obtained directly from balance of payments statistics. The
adjustments thus reflect both external influences (i.e., higher oil
prices and interest rates) and the effects of policies followed by each
country to reduce the volume of oil imports or contain increases in
external debt.

2. Fluctuations in non-oil terms of trade

Adjustments were made separately to non-oil exports and imports
for deviations of non-oil export and import prices (in U.S. dollars)
from their respective trends estimated over the period 1973-1983. The
adjustment thus reflects only temporary deviations rather than trends
(up or down) in non-oil terms of trade.

3. Cyclical fluctuations in export volumes

Non-o0il export receipts were adjusted where appropriate for fluctua-
tions in volume reflecting temporary fluctuations in foreign demand.
For this purpose, equations were estimated relating the volume of non-oil
exports for each country to a time trend, a relative price variable, and
deviations from trend of the volume of non-oil imports by industrial and
developing countries. The estimated coefficients for each country
relating the volume of non-o0il exports to the volume of imports of
industrial and developing countries are shown in Table XXXI. Only
estimated coefficients with the correct sign and t-statistics above
unity were used in adjusting non-oil export volumes. Since the
estimated elasticities were obtained for all countries from uniform
application of relatively simple statistical methods, these estimates
may be substantially less reliable than estimates for each country,
taking fully into account country-specific developments or circum—
stances. The purpose of the correction for cyclical fluctuations of
export volumes, however, is to adjust for influences which are likely
to be particularly important and should thus be readily apparent in
the data.



- 96 - APPENDIX E

4. Other temporary disruptions

Adjustments were also made for estimated deviations of the volumes
of exports and food imports resulting from droughts, strikes, wars,
etc. 1/ 1In most cases, these estimates were obtained for the years when
such factors were identified as deviations of export or food import
volumes from five-year centered averages. In the case of Malawi, which
experienced sharp increases in the cost of imports due to persistent
disruptions in transportation routes, only increases in such costs from
the preceding year were included in the adjustment.

ITI. Adjustments to Fiscal Balance

Cyclically adjusted budget balances were estimated by adjusting
current budget revenues for short-term fluctuations in export receipts
(items 2, 3, and 4 above). Estimates of the buoyancy of current budget
revenues to changes in export receipts used for this purpose are shown
in Table XXXII. The estimates were obtained from regressions estimated
over the period 1973-1983 and are thus subject to qualifications simi-
lar to those noted earlier in the case of elasticities of export volumes
in response to fluctuations in foreign demand. No adjustments were
made to expenditures, since these are primarily policy variables.

1/ No such adjustment would be needed for food imports if the defi-
nition of the current account balance included all unrequited transfers
and if the exceptional food imports were on a grant basis. The defini-
tion of the current account used in this study, however, includes
private but not public transfers.




Table XXXI.

APPENDIX E

Estimated Elasticity of Non-0il Exports
with Respect to Imports of Industrial and

Developing Countries

Industrial Countries

Developing Countries

Bangladesh
Bolivia
Costa Rica
Egypt
Gabon
Guyana
Jamaica
Kenya
Korea
Liberia
Madagascar
Malawi
Mauritania
Mauritius
Morocco
Pakistan
Panama
Peru
Philippine
Senegal
Sri Lanka
Sudan
Tanzania
Turkey
Zambia

s

0.62
0.90
0.38
5.19
0.33
0.16
0.34

1.32
1000
1 .09

1.62
2.67

1.25
0.94

1.
i.

Source:

Fund staff estimates.
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Table XXXII. Estimated Buoyancy of Current Budget Revenues
with Respect to Production for Domestic Use and Exports

GDP

GDP 1/ Less Exports Exports
Bangladesh 0.773 - 0.574
Bolivia - 0.650 0.943
Costa Rica - 0.586 0.443
Egypt - 1.194 0.139
Gabon 0.752 - 0.479
Guyana — 0.421 0.825
Jamaica - 0.714 0.401
Kenya - 0.840 -
Korea - 0.600 0.527
Liberia - 0.641 0.319
Madagascar 0.299 — 0.686
Malawi - 0.874 0.005
Mauritania — 0.555 0.325
Mauritius - 1.080 0.050
Morocco - 0.552 0.191
Pakistan - 0.806 0.288
Panama —_— 1.270 0.183
Peru - 0.607 0.389
Philippines - 0.729 -
Senegal - 0.886 0.143
Sri Lanka - 0.296 0.531
Sudan 0.750 -— 0.114
Tanzania - 1.011 -
Turkey 1.321 -
Zambia 0.518 0.386

Source: Fund staff estimates.

1/ For these cases, for which GDP rather than GDP less exports
was used in the estimating equations both the direct elasticity and
the indirect elasticity (through GDP) with respect to exports were
used in adjusting budget revenues.




