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Symbols and Abbreviations 

Data not available or nonexistent 
Z e r ~  br less than half the unit shown 
Acquired immune deficiency syndrome 
Association of South Bat4 Asian Nations 
Carribean Common Marka 
Cost. insurancq and freight 

Council for Mutual Ewnamic Assistance 
Free on board 
General Agreement on Tariffs and Trade 
Gross domutic product 
Gross national product 
Communautd konofniqw Africaine ( h c  wne) 
London interbank off& raLe 
Agreement between Argentina Brazil, Paraguay, 
and Uruguay to form a common market 
Popular Movement for the Liberation of Angola 
North Arnecican Free Trade Agreement 
Nonfacmr services 
Non-government organization 
Net material product 

United Nativm Developmtnt Programme 

tht Union for the Total Independence of Angda 

Value added tax 



Albania 

A 
Lbania has a largely rural economy with agri- 
culture generating 43  percent of output, and 
industry and mining generating only f 6 per- 
cent. After an output decline of nearly 40 

percent between 1989 and 1992, a recovery bas k- 
gun. During the past two years growth has been rapid; 
output increased 7.4 percent in 1994, after growing ,11 
percent i n  1993. Despite these significanl advanom, 
Albania, with a population of 3,4 million, has the 
lowest GNP per capita in Europe: in 1983 it was 
estimated .at $340. 

Following the complete Imalrdown of public order that 
accompanied the fall of the previous regime, the Damo- 
cratic Party bas governed Albania since its first fully 
democratic elections in March 1992. Parhcipat~on in 
this election was close to 90 percent and resulted in a 
parliamentary vding majority of neatly two-thirds for 
the new Democratic Party. Some suppot has since been 
lost as the government exper~enEed a stback when 52 
pkrcent of the voters rejected a new constitution in 
November 1994- The defeat in the referendum has not 
been interpreted as a Ims gfpublic support for economic 
liberalization, bur instead as xflscting the weakening of 
the mainstre- of the Democratic P q  after consema- 
tive-nationalist deputies formed a splinter group in par- 
liament, and disapproval of the old-style campaign aad 
television wverage before the referendum. 

The regional political situation represents a msider- 
able risk for Albania Potential spillwers from the on- 
going Yugostav tragedy have so far been avoided, 
However, the situation of the nearly 2 million ethnic 
Albanians in  the Federal Republic of Yugoslavia's 
Kosovo region remaids unclew, and recent clashes in 
Macedonia wncwning the education of the Albanian 
minority represent a serious challenge to the Tirana 
government. Relations with Greece have also been dif- 
ficult after paramilitary incursions into Albania from 
Gmce and alleged mistreabent of &e&s In soulhern 
Albania. Relahns have improved in recent months, as 
Oreece lifted its veto d European Union balancsof- 

payments assistance to Albania in reparrse to greater 
blerancc of Greek culture in public schwls near the 
border. 

Recent Economic Developments 

Albania began a stabilization and adjustment program 
over two yams ago, and macroeconomic stability has 
been firmly established. In addition to good growth 
performance, inflation fell from 226 percent 317 1992 to 
22.5 percent by the end of 1994, with a few months even 
showing price deflation, due to the strict monetary 
stance followed by thecentral bank in coodination with 
the Ministry of Finance and strong appreciation of the 
freely floating currency, the lek. 

The economic rmvery  was a major ccombutor to 
the decline in open unemployment to 18 percent of h e  
labor f m e  from a peak of 37 percent in March 1993. 
The civil service was a net supplier of labor, as about 
30,000 pwple - 14 percent of the nearly 200,000 
public employees in March 1993 - wtre retrenched 
during 1993-94. 
GDP growth and the rate of domestic absorption 

continue to be strong, In part, the output and wnsump- 
tion rebound was supported by increasing remittances 
from abroad, which are estimated to have reached $245 
minion - 17 percent of GDP - in 1994. 

Following the complete privatization of state farms 
and cooperative land. the government has focused On the 
sale of enterprises with fewer than 300 workers. Nearly 
2,000 unit$ were sold by end-1994, and only a few 
medium and small enterprisbs m a i n  public. Privatiza- 
tion of large enterprises has pmgressed at a slower pace. 
The governmerit creattd an Enterprise Restructuring 
Agency in July 1993 to dtal with a group of politically 
sensitive enterprises that wuld not be easily privatized. 
The agency has been successful in downsizing: employ- 
ment in the 32 enterprises it supervises has fallen to 26 
percent of mid- 1992 levels, with a 6 ptrcent reduction 
in employment during 1994 alone. However, only one 
of the enterprises has been fully privatized, while three 
others have been partially mld. No tnmprise has initi- 
ated liquidation, although several candidates have been 
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development banks exclusively responsible for p d i q  
lending; the State Devdopment Bank d China, the 
Export-Import Bank, and the Agricultural kvelopmeot  
Bank of China. 

Announced state enterprise refarms focus on COP- 
ratization and commercializarion. Through &uaI wr- 
p t i z a r i o n  the Chinese authorities plan u, separate 
government adrnini$tration from enterprise manage 
m a t .  B a d  upon the recently enacted Company Law, 
the rights af enterprises will be safeguarded wbilt the 
responsibility of the state will be limited - wen as the 
principle of public ownmhip is maintained. An essen- 
tial element of slate 4nlltErpCisb reform is to divest the 
provision of suhsidrzed housing, social security, health 
care, and other social benefits. 

Tb remove infrastructure bottlenecks, the Chinese 
authorities intend lo expand the swpe for foreign direct 
investment in infmtructure. as they recognize the limits 
of the government's resources. The new policy bmh are 
also intended to make directed loans for s t m ~ g i c  infca- 
structure projects. Putther price reforms in  infrasuuc- 
turn services will make infiastrvcture investment more 
atbactivt. To curb the spread of environmental prob- 
lems, the gmernment will continue to rely on a network 
of  local and provincial en-vimmcntal prntection bv- 
reaus that, under the leadership ofthe National Environ- 
menlal Protection Agency. enforce environmental laws, 
regulations, and standards, The government is exploring 
the use of environmental taxts on pallufirig inputs to 
complement the economic inmntives f m  d u e n t  fees 
and fines already In place. China's national tnvimn- 
mental action plan and Agenda 21 program provide 
direction for rhese and other envirodmtntal improve- 
ment efforts, 

The government's response to pver ty  is an ambi- 
tious plan's to lift China's 80 million poor out af poverty 
over the seven years from 1994 to 2000 and ra isepr  
capita income in 600 poor counties at least to Y500 a 
year (in constant 1990 prices) through a targeted inter- 
vention program. n e  program undertakes to create the 
baic conditions for subsistence, improve basic infia- 
structure. and expand primary d u d o n  md vvocationaI 
education opportunities, as welt as access to family 
planning and health services. 

In 1994 the Chinese economy experierlctd slower 
-growh, accelerating inflation, a dramalic turnaround in 
the trade baIance, and substantial inflows of foreign 
direcr investment During the course of ?he year the 
Chinese authoritits implemented wide-ranging struE- 
turd reforms, including exchange system and fiscal 
reform, and took important steps toward improving 
monetary management. 

Record real GDP growth in 1992 (13.6 percent) and 
1993 (13.4 percent) was followed by growth of: 11.8 
percent id 1994, Strong investment demand agairi urr- 
d c r p i n n d  the impressive growth performance in 1994, 
but to a lesser extent than in 1993- The turnaround in the 
trade balance accounted for 25 percent of GDP growth 
in 1994 (-30 percent in 1993). The external cumnt 
account moved from a deficit of 2 percent of GDP in 
1993 to a surplus of 0.4 percent of GDP in 1994 because 
of a 30 percent expansion in exporty and a moderate 
increase in impotk (10 percent). Contributing to tht 
trade out-turn were strong external demand, slowing 
domestic demand and exchange system reforms that 
MU& an initial currency depreciation. The real effec- 
tive exchange rate apprtciatcd during the wurse of the 
year, however, eroding almost completely the initial 
impact d the nominal devaluation. 

lndustrTal growth decelerated in real terms from 
above 20 percent in the previous two years to 18.7 
percent in 1944. Agriculture grew at 3.5 pemnt in 1994, 
somewhat slowes thanin 1993 and below the 4.5 percent 
a yeat average of the past ten years. Natural disasters in 
some regions were p d y  to blame, with grain output 
falling below the record harvat of 1993. 

Inflation accelerated in 1994 to over 20 percent - 
double the tatga rate set by the authorities for the year. 
The 12-month increase in retail price rndex peaked 
at 25 percent in October but had declined to 23 percent 
by Decmber. Lk~tspite some mdebation in constimption 
demand, and a halving of investmen1 growth, persist- 
ently high in f la~ iw continues to pwcrisks to economic 
stability. The government's July I993 stabilization 
package - widely known as the 16-point p r o g m  - 
was partially suc~essful i n  moderating awegate de- 
mand p w t h .  In contrast ta 1993, central bank lending 
to financial institutions did not contribute to monetary 
growth. Inslead, China's sharp increase in foreign ex- 
change re~erves drove monetary expansion. Positive net 
exports, large net capital inflows, and liquidation of 
fmign  exchange holdings by foreign enterprises re 
sulred in more tbarl doubting international reserves to 
$52 billion. Because the central bank wa, unable to 
stcril ia these inflows and reluckant to allow the cur- 
rency to appreciate, it instead tightened credit to finan- 
cial institutions, but this attemp1 was swamped by the 
magnitude of the foreign reserve increase. Broad money 
grew by 34 percent, while currency in circulation cx- 
panded by 24 perctnt. 

The growth in rnortq supply accommodated in- 
creases in administered prices. Much of the 1984 in- 
creae in the retail atid consumer price indices can be 
attributed to reforms in adminisfered price?,, e sp iaIIy  
for food grains. Upward aholesalt and procurement 
prict edjustments included food gx$in (40 perceao, 
crude oil (52 percent). natural gas (1 14 percent), gasa- 



line (14  cent), di& fuel (?a percent], a d  cMk511(3 
percent). The t5xlwge gysrem d o r m  and the qpm- 
siw of the VM' Implernentd at the beginning d 1994 
a h  wmtnbutad to Be wt-push pressurn on lb p r i ~  
LweL 

China's bid to b~camez~ ~haiter i u e m k o f  ihe World 
Trade Org&iz,atiarr was unwcmstbT. a d  the p-&pl  
for China% entry is %till b-dng'oa&3#ated WhiIi: *em- 
&ship in would pmuidr bh with conmi& 
w d t y  against atbiew prctj~nk 'by tram pmwrs, a 

, rnajrnr dsmption in trade flow$ s m d ,  in any mqnt, 
vdiktly. T b  recent skirmishes with the Unit& Wta 
OR inblktual prqkrty rights appaar to have 'bm stt- 
tId. Given the dynamism of Chirw's export %tar aid 
the p h d d  for suhtihte markets and p r d u ~ &  1iEt.k 
B i i o n  Is expected from thew trade Wutes. 

kr&w the most striking feature of China's ~kcnd 
capifal ats-ount has been the sharp rise in foreign direct 
investment inflows, which grew from virtually not ing  
b 1980 to $W billion in 1994 - almost half of all 
Mgn d i m  flows tn devdoping cwntrics- However, 
cmmitmmts d~diasd from $1 10bilfi~nin l#3 h %3 
Wm in 1 9 9 4 8  siglrdnga futum slowdown in inflows. 

Suktandd p & m s  was made in stuctwal d r m  dur- 
ing 1984. CliSha succe9sfully implemented s~tensiub 
ex~hnge sys t~h  reforms m l y  in the y,ear, Tbe dud 
exchange rare qmm, effective Meet 1986, was unifid 
on Jaswj 1,1994 91 the iate'af Y3.7 per dotlar. imply- 
ing an urWvr nominal devalu~tiorr of 7 percant m 
domestic amenqy t a m s .  The exchange rate is now 
dhuively a maria@ float. 

In M y  ~ 4 ,  the gaplernmet i n l ~ d v w i  thefwd 
r e h m  packrgea&trfru~rtthdb~~~mber 199~T'bu~ 
Plmum. ln$lemenfatian of  fiscal refprm is off t$ a 
g 6 d  start. ?$x revenue were highq than budgddd ia 
1994 .although government wvt~ues as a pwntagr: of 
GDP continued lo Bectiat. W~lrh a sarong iwreae in 
bud@ry expdtnras  122 fiereerrtb, spurred by &e 
in-e ih civil service wage$, tbt budget Meix i5  

atimatedaabut2 ptmmr~tGl3~ thesam b inJ$93. 
The split 'd nagand and local tax dsavies  h q  stia&r] 
but will t a k a s e d  years to efi&plttk 

Financial ~eforas in f 994 inclvded meagut& to 
strengthen the cefiual bank, rhough canstraining the 
ability of Pesplcs Bank of China bathes to create 
d t  and strengthmhg. and mdardizing its s i l p v i -  
siw capacity. D i m  government. &mowing @UIII Ihe 
central bank was terminated. but the pTmned fnt~cdw. 

tian of open mkrket o ~ u & ~ Q ~ L S  h ~ s  Pipped beyond the 
proposed schedule of 1994, 

In early 1994 She govcmment'&~atrmed the stake+ 
~ w m d  tarirptisc refijnn e x m a t ,  This cdls far 
10,m kqeandmtdium-scale atak  enterprim to adept 
new awowtmg mMbods; for 1,000 large firms to d o p t  
new state a w  managemcnr rep .Moes;  for 100 iar$e 
d & t m e n i w  m hemmi$coqmati+d; and fdr 
10 - npw 1s -cities to ~ r P d ~ o O c m ~ w S i u ~ ~ ~ -  
furm, induding:pe&on podirig,s;rfflayoffs, and bank- 
rupkiw. Prim r c f m  brought pcites of grain and oil 
more in line with w&ld m%ktt prices. 

Ghina'q irn& :r+qui~.mts..yill ~ l I ~ ~ ~ ~ b g f ~ ~ . j f . .  
b e  economy is ta sustain .y@y .gmyih uf 9 pakerih.. 
Chiaa'g m e n t  a c m n t  btiinm .is, therefom, prqjatd 
to $0 fFI)m + s ~ a l l  s~rplw~f0,4*pei~mt b f ~ ~ ~ . h . . l $ W '  
to a d~fi$fi.d'2.2 w e a t  0f'GDP by theend 
century. 'fiinaja- net !Cm&term mternd borrowing .re- 
@remerits are p m j d . W  remain modest at an aanual: 
avetage of'abcm{.:$5 billioni .ufitiliW. H b w t m  . h e .  
part d mmLforeig.n dim3 iuvmtment fl~w$ltre :p 
tentially quite vulatjtt, the pssitij~hty remahs that 
China will need .b borrow mpre I k m  external m a t h ,  
to m e  i ts  9mwth farget$;: 'Given i t s  high d m t i c .  
savin~s. rat&' modm .shortfalls. in fireigsi finaacing. 
sibutd;lrgt.dihapl t h e . f u n d ~ ~  growth pa&. 

aina'qwl.&t~rnal&Min&sasedri$07 billionin 
1994 fm.m .$U.Mllioa a the sn&d 19B, kt.crsditww- 
thinem indic~0rs ilapr~ved. A? en& 1Wi.W e x m a t  
debt was,sgu~?dent to $3 percent .of exports of .goods 
skud tofliccs(92pwcmtip 1993),or 19 pace~t ofGNP,. 
ebmfmfab!i h&loa r b  avwagag...for E a t  &id .and 
Paeif=.'~honiterm dabt :arnabnted 16 $15.4 bilhori at, 
end-.~999*;.'&. r6 pmmt ofthe m : r d , . . k ~ ~ : . ~ ~ '   it-^ 1 . ~ 3 ,  
Tht '$hwo .+f..aternal debt '.at y a r i b b  r a i e s ~ ~ b ~ - ' ' ~ ~  
~ l in iqg ' sraj i iy  fmm 44 penArin 190 t ~ . 3 9 , p &  
ia 1994,4hus.Eoweridg CbWs;wttrerabilitj to i''%.m& 
r ~ t e f i ~ t t q i o r i s ,  iu i n t ~ t i a n d  fixrancia1 ~~~ ~ h k  
gebt-seni=,$ ratiA -wKi~.stmi',at a low 11.1 perdiiii i n  
JW3; ddhd < . ..... fUrther to 9.7:perCent in 11994; .O.w$mU, 
Chins's exttr.pa1.l:dai ...a ad . ~ ~ b - ~ m i ~ &  pP>$tio6 re B.ut-mp~H$e.d & &,d &ZuiWi 

by B&eiga.dhc. investorq: ,will m d e  n r i b g  ~jiiim grr 
export lsuniugs.~ mbm f~rei~ti-inve.mdpruj~ts.hm~ 
on strealm. Mtjrwdr, 1 .statcowrid Cayprikei b 
came mop .a,urgnom?us, the. Chinme a.ubritkg ..will' 
a d  to:.@ard & g a i w m  rapid &huildq:of W axm- 
naldeb obiig~brs~ 
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Health conditions are a l m i n g :  Eemalc mortality re- 
lated to childbirth is  high, bttween M#l and 900 per 
100,000 live births. Child rn~rtaIity is alsohigh (I24 per 
1,000 live births and 96 per 1,000 for children under 
five). Malaria, tuberculosis, and parasitic infections are 
common. Malrtuaition affects 20 percent of children, 
and 40 percent in some isolated m a s .  AIDS has amajor 
impact (t20,000 seroposizive cues so far), with 7 to LO 
percsnt of arhn women aff~ted. Many children are 
born seropositive, and the pool of orphans rs growing 
(15,000 in 19941, Thc hwlth sector work force is rarely 
paid, pomly motivated. often unqualified, and badly 
deployed. The health budget can only equip and supply 
s few curative faciliries, neglecting primary health care. 
Dare agencies for procuring a d  producing medicine are 
inefficient, leadidg 10 prices beyond the reach of the 
average citizen. 

Education arid training mirror health in terms d 
budgets, persdonel management, equipment and sup- 
plies, and the dilapidation of physical pIant. Internal 
eff~ciency is low* In primary school 30 to 40 ptrcent of 
every class has students repeating or "tripling" the 
school year. Only 75 percent dmtcring students reach 
rhe last g d e  uf  he six-year primary cycle, taking on 
average I 1  years to do so. Secondary education is 
equally inefficient. as only 20 percent of entering stu- 
dents obtain baccalaureates. Instruction is sacrificed 10 
meet high social costs, notably student stipends. Thin- 
ing has been m m  seriously disrupted by tight budgets, 
as materials are absent, and skilled trainers have left for 
more remunerative private employment. 

me ecunomic crisis led to the demise of the Marxist- 
oriented regime. A national conference in 1991 was 
followed by presidential and legislative elwtions in July 
1992 and the establishment of Congo's f i s t  dernmreti- 
tally tlecttd government that August. The Siluatiom 
remained unsettled, however, and by mid- 1993 militias 
of the various pli t ical  fmtiana were fighting in the 
streets of the capital, Braz&villh leading to the deaths 
of hundreds and the flight d several thousands fimm 
neighborhoods that sustaintd serious damage, In early 
1994 political d m  was rctstablished through interna- 
tivpal arbiwatian sponsored by the Eurogean Union and 
the Organization of African Uniry The government re- 
farm program, prepared to take advantage of the CFAF 
devaluation, was approved by tbt National Assernbly 
early in 1994. InJannary 1995. following intensive talks 
with the opposition parties. a government of eahtmal 
urtity was established, with a sharp reduction of cabina 
members by consolidating ministries. The IMF ap- 
proved a standby arrangement in May 1994, and IDA 
approved an mnntl l ic mavcry credit in June 1994 that 

supported public sector reforms to reduce the civil sem- 
ice, set the framtwok for privatizing public enlerprises, 
and introduce a new petroleum law. 

Congo's potenrial in oil, foreshy, apiculture, and manu- 
f;tckrrlng should permit real annual GDP growth of 
about 5 percenr a year after 1996, In response to the 
envisaged reforms of the trade regime and regulatory 
framew~rk and substantial new investments ia oil. t d  
private investments i n  the ail add nonojl sectors are 
expected ro rise from 17 percent of GGDP In 1993 to 27 
percent in 1996. Public sector iuvesrments are projected 
to recover from less than 1 percent of CDP in 1993 tm 
about 7 percent in 1996. These investment$ me expected 
to be concentrated in the priority =tars of heahk, 
education, rural m d s ,  and transport. To finance this 
investment level, domestic savings will need to inmeha 
$ubstantially. Private savings should be stimulated by 
the recovery of economic jpwth. the improvement id 
the external trade position, and the increased ificctmes of 
domestic food praducms, As a result of public enterpri% 
reforms and other fiscal m e a s w ,  public scctor savings 
we projeted to turn from negative in 1993 to about 10 
percent of GDPin 1997; this may be an ambitious target, 
but it is feasible in view of Congo's prospec-b for im- 
povcd cash flow from the developrncnt of the N k m a  
oil field. 

Govemmanl stratcgy focus= on improving public 
secror efficicwy through better public resourex manage- 
ment and public enterprise reforms; suengtheuing pro- 
duction capacity through trade and regulatory reforms 
and removing impediments to private sector p w t h ;  and 
developing human r e s o w s  and reducing poverty, 
Government options are constrained by aggressive labor 
unions, rigidities in spending, and large debt service 
obligations. Despite the crosiwn in their position ovcr 
the last few years, labor unions still wield enough power 
to destsbiliz&C~ngo's politics. In 1995 wages and tmns- 
ftrs cannot be easily compressed below their 1994 lev- 
els, though they will have 10 b~ adjusted further in 1996 
and beyond to help establish fiscal equilibrium. Mem- 
while, settling salary arrears is a1 the tap of theunions' 
agenda. Moreover, reform ha$ its own cats, namely the 
separation and remining costs related to privatization, 
Pinally, mortgaging of future oil revenue~leaves limited 
c u b  to cover orher large budgetary dsrrrands. 

ExtRrtral Debt 

Poor economic, arid financial management has resulted 
in.mounting external. d.ebt obligations and. ahears. over 
the last deiadt. This ha geripusly affected Congo's 
access to public and private f i n a c i d  soums. However, 
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Estonia 



reforma and investments conducive to export-led 
growth. 

amnia  has been highly sucexsful in eliminating 
both tariff and nontarifI barriers, and enjoys one of the 
most 1ibera.I external trade regimes i n  the world. With 
t k  policies and a competitive exchange rate, Esto- 
nia's e x p r t ~  to the Wmt hare increased sharply. How- 
ever, large imports, rspccially d investment goods. 
Bawled the initial balance of payments surpluses KO give 
way to deficits, The current account moved from a 
surplus of a b u r  $1 3 millioa iit the first quarter of 1993 
to a deficit of about $170 million in 1994. 

Estonia's government faxs skong press- lo  in- 
creqe expenditures for a wide variety of puurposes, 
including heating and other energy-related subsidies, 
grants and subsidies for agricultural prducm,  social 
safety aet outlays and ~penditurcs fm health and other 
smid servicts, and rnaiotcnanca txpnditures to pre- 
rent the deterioration of infrastructum. These compet- 
ing claims on a very lirnired budget require cyeful 
assessment of public txpendi tu~ tradeoffs. Balmncing 
fiscal relations with lmal governments, which am taking 
increasing responsibility for programs, will aiso be dif- 
ficult+ 

Privatization has progressed swiftly; the h t o i h n s  
-have adopted a multitrack agpmach to privatization that 

i~lcludts evaluatd bida, best-priw auctiaas. public of- 
fbmgs, direct trade sates, turnaround management, and 
bankruptcy, However, agroprmessirrg enterprises have 
f o h w d  a separate track and have laggkd behind. Su- 
pervision of banking *gulatipn$ is also not yet adaq&* 
w emure that the financing needs of the private enter- 
prise sector are adequately met. 

Estonia imports energy products at wodd market 
prices, and m a t  &matic t n a y  pricq reflect these 
cm,&. The main exceptions are in district heating and 
municipal transport, where prices remain low. Major 
expendim on maintenance and rehabilitation are re- 
q u W  in traaspmt and other infraswctare sectors to 
increase mergy efficiency, prevent further deterioration 
of the capital stock, and avoid the a d  for costty =on- 
mct ion  later. The need for coordimatioa is particularly 

great in meas such as port facilities and international 
highways. In some cases, improved administrative pro- 
cedures, such as suieamlined customs clearance at the 
borders, are more important than .new physicel invest- 
mtnts. 

The key social protection challenges for Estonia are 
to i m d u c e  an affordable social safety net to pmWr 
vulnerabie groups from undue hardship during this tran- 
sition period, and to maintain basic healthand educatioa 
services despite budget wnstraints. Spending on h e  
social safety net currently represeats almast 30 percent 
of rhe governmenr's generat txptnditure and provides 
benefits to over 9 percent of the population. Although 
Estonia's social safety net is reasonably effective, them 
are still problems with the pension system and social 
assistance targeting, and Estonia has not yet developed 
unemployment insurance arid lahar market services to 
improve the matching process and enhance geographi- 
cal and occupational mobility, 

The- most likely soenario in Estonia is the contimidun 
of pmmt policy performance, with rapid progress in 
economic stabilization and conrinued steady p r o g a s  i;n 
structural adjustment. Under chis scenario. ODP wwld 
rise by 5 ptrcentper ye& on average through the m a i n -  
dcr of thc decade. An initial surge of imported invest- 
ment. goods would be needed 10 modernize Estonia's 
extensive but dated industrial infrutructure. This would 
result in an annual current account deficit of about $I $0 
to $160 million untiI 1997, a leva1 that would be diffi- 
cdt  to sustain for an extended period. Howevtr, Em- 
nia's debt service ratio is aboul 1 pcrtmt today. aad is 
likely to m a i n  well below 5 percent over the nexl 
three years. In addition, investment efficiency is ex- 
pected to improve rapidly because of imported equip- 
ment, access to foreign techuology and markets, and 
improvad capacity utilization. Combined with an open 
t d e  policy aud conservative frscal aad monetary pali- 
cies, export growth shwld pick up, thus reducing the 
current deficit. 

























































































lowed Guinea-Bissau to reach record expork. Exports 
of about $33 rnilllon. alrnosl 23 percent higher thm 
projected, combined with imports about 20 percent 
lower than programmed, reduced the current account 
deficit. excluding official transfers. to an estimated 19.5 
percat of GDP, about 3 percentage points below rhcl 
progrmrnecl target. The c u m  t account deficit hes been 
financed by higher than projected grants, sligh~ly lower 
than programmed c o n w h a a I  h n s ,  an8 an accumula- 
tion of *I-service arrears. 

The m n t l y  elected governmenr reaffirmed its commit- 
ment to rhc 1994-97 reform program emphasizing re- 
strictive fiscal and monetary policies,coupled with bold 
structural mmeasu~les so that Guinea-Bissau can achieve 
sustaiaed. broad-based, and private-sector-led growth. 
Agriculture will santinue to be the main engine of 
growth, given the potential for increasing pduction, 
processing, and marketing of rice a ~ d  other ceml 
grains, cashews, fruits, vegetables, and forestry re- 
smrces. Barring unexpected exogenous s h ~ k s .  this 
sector is expected to grow at about 6 p m n t  a year over 
the next five years. Fisheries, mmmerpe, and seservlctks 
represent additional potential $0- of gmwL Do- 
mesric resource mobilization will be srrengthened and 
public enterprise refarms stepped up. Increased effi- 
ciency in government devdopment txpmdimres will 
allow them to bc r e d u d  to about 21 percent of GDP in 

coming pars, so that e ~ p e n d i w e s  can be reoriented 
toward human capital and infrwructure development. 
Expanding rural extension services and applied re- 
search, providing b~tter primary education and health 
care trerview. improving infraswcture, ensuring mli- 
able energy suppliw, and establishing an enabling wvi- 
ronment for private sector development will  be 
priorities, 

Private investments are expected to play an incrw- 
ingly larger role i d  the development procew, The goy- 
ernment i s  committed to addressing the a d s  of the 
most vulnerable groups by giving priority to employ- 
ment creation, improving the quality af social services 
and providing some direct safety nets. h v e ~ e l e s s ,  
given the starting point and the price prospects for 
exports, the Guinea-Bissau will conrinue to bc one of 
the poorest countries in the world well into h e  next 
century. 

External Debt 

Guinea-Bissau's debt isextremely high. At end-1993 its 
dtbt service ratb was about 194 percent, whiiemedium 
and long-term external public debt remained in exctss 
of 260 percedt of GDP. The government obrained debt 
relief from Pans Club members in 1987 and 1989. 
However, EE pwtreschduling debt service remaimed 
h i g h  new arrear~ have iuxumulated, and a Paris Club 
meeting in Ftbruary 1995 grantEd "Naples" terms to 
handle the unusually large dtbt $mice. 





































































































































































































































































































































































































Panama 

ith a per capita GDR of about $2,600 and 
scant idation, the Fanmianecmomy m- 
maim among the more pmspmus md $table w in the region, Nolzetheiess, he c c o n q  is 

higMy s q m l e d  between the dynamic intenationdly 
oriented service sector and tfie dm~t ica l ly  orbttd 
sector, chctracwizeb by policyinduced rigiditis a d  
low productivity. The factor market likewise is seg. 
mentd by politic$ tbd drive up rhe mst of labor a d  
 heapi it rhe cost of apfM. Mare &an: me-fifth of the 
urban labur €om i s  unemployed dapiw the prepaader- 
mca of wicm la the ecptromy, deceleration in the- 
growth of the ~ o m ~ c a d b  m * ~  popUion, and rela- 
tively slow rate of mI w a r h n  migation, The 
pro~cteb  poor paf~rmanco of the w n ~ r n y  has im- 
p t d d  job crearion, swdIh.g &cranks cdhpoec to ov& 
une-third of the popdatitm and exa~erbptiug *@ernti 
psrwty, T.@ is e@acWly wmlswle I$cauSe 45 per- 
cent of the population of 2.5 milliod stilI -sides in the 
countryside. 

Tht .pqutiar sttbctwe and ptirrcrxl 6f , g M  gf the 
Panamanian $cogomy %m from its privileged gw- 
graphical position. Tht F w  Canal end the rn~keary 
regime ancharad in the uge d rhe U . 8  ddlar as legal 
t d e t  spun-& the rapid devehpment  fa wethy  sew- 
ices aoppmy. q e  launching of'tha C ~ l u n  P m  a n t s  in 
tbe late 14409 cpincidd with thb inreatifie~tis,~ d re- 
stcicdva d e  pdid& elsmb&e io b t i n  A m r i a  aad 
$ a n d  subsuu$d p o w ~ h  during ihc folbwing t h e  
dwd&+ Pmam alw rook Bdvsnuge of iits hation, 
udiqur; rnooetay #gime, and the pmaleoce -of estrb 
ti* p01i6es Qsewherc by m'ea l i~~  the InW~atimal 
Panking Center, which grew rapidly Lnsugh the 1966s 
md 19751~. Su&tmtidtats wm g a n d  tbwgh- the 
cwaswcriqn of tha bansisthmian pipeline and by limm$* 
i~ rfrc Pmmmian fla% ta merchant ships from around 
14 world: The wmomy generated annual growth of 
more than 6 percersl Over 1951F81. Although seriaus 
(IisfOfLiMIS wdntrodu~ed in theeconomy in the 15[708, 
lk& growth-inhibiting dects  were masked by massive 
inflows of a t &  finance, In the ahrmath Of the 
e m d  petroleum price shock md th debt a h i s ,  rhme 
distartimsdtprasad growth wellbe!owp~mtiA1, ro2.5 
percent a year over 1901-93, 

During the m f y  19809 ODF M i n e d  when the om& 
&very high inzeniational ~nm~rratesprbvoke$aiiseal 
dh .Tht  government embarked on iapmgram of smp 
mral ,djustmetlt suppom!l by fhc World Bank a d  the 
IMP that p w e d  u~susfainable. The g ~ & m r  &as4 
to mmice its e x m d  debt in 1987. m,paliti+ crisis 
in ftlelatd 1930s hid  theiinpositio~ oPsiti~gtnt&emal 
ocanomk ssnctioas by the United $taw led w a 30 
pec~urc reddm iu she mosey siqqly and B Ifi-percqit 
-kontrwtiou of Wnomic htivity aver 1883-89, 

Qespitt ~i~ama'i'sl ~latiue13 high per iapi~a.  ibcom, 
- o $ ? ~ ~ e 7 ~ i $  of .b&papu1$tian 1I.w ik@wveF<y;, W g -  
t$itdiofihi &+r dsido in t b c ~ ~ l l ~ ~ y ~ i d ~ ;  yet ~ o v l k e  
b wy 'of tb$.wwmy and iaii@r$ m ~ t e  srkirlg 
:tb@i in e-arti! &@cat t@ lbt-.4ilanhc.wueace oftho 
. ., ' can+l,, when rhe ,pd.~erty-Mden city of Caloais jvxta-, 
p.&d: wicifh the - busiest trade, zone h chq W a t m  
Humii@here. Thk di$tri&tiii~n cif ificoma is .-highly 
skewed .md M q~orne.  much marc rsjg-essive in the 
past. k*.; Iir W8; IM- p r n d . ' Z i J  percen! pif the 
POpvlBtio~ received.4 p- 6f inc0m.e; Itl 19tk.that 
shm had pbgsd  b.-2  percent, giving.~amma;..ane -of 
.thi?.most ufieqd. ..distribu~iom~oI income in. the h i -  
sphere- M a ~ w r , : .  in 198?, the .avaage ml imomc d 
the .pm-t..M. percent o f : ~ h e - p ~ p u l ~  w e  a n e W ,  
lower than in 1970 [in pad due io. the 1 ~ 5 3 - $ 9 . ~ n t r ~  
tknj. 

:Durhg.thr 19$%~~mmunizah r ~ . d c c I i n d '  by13 
percent; thi incidence of g m h  r&ardation ammgthil. 
d e n  - r ~ : . f i u m .  '19 to 24 p w u t ;  t ~ b m u l ~ ~ i $ '  . osw. . 

dmbfed; and rrral&a-casw dimbed tcn.fol~.. 

 he ~LIWWJ c~alition &at 8 s u ~ ; o f f i d e :  b~oying tb6:. 
.PU&M ' ~ f  a military pqermmtt in bemh'  19$% 
1aunchtd.A~:Nsuiunal Bmmmic Defe;topm and Mod- 
ernization Stra&gp.&ipd ta i n c r ~ .  by 
lopaningh4 ecaimfi tb kifettra! ri~dlptjii+i-and ri. 
farming the, .public sectti& s pa ma t-leared Its - 
wi* the i i$~eGdnal  . . .. fqnei.al +Stit,utTO~s::d nlads- 



a great snides wer 199@94 in mitigating internal and 
I 

ex-l imbelanoes. The remove1 of economic sanc- 
tions a d  imphentalion d the djwitment program 
bokteret? coafidence and radted in reparriation of pri- 
vate assets and large bilateral aid flows that fudtd 
private inve.$mmmd pent-up cons~mption demand. 
me externally financed uptum ia absorptiotl engm- 
d d  a rapid movery in economic activity and a surge 
in impom. In 1984 GUP per capita surpassed the p m  
crisis peak as wrput rose 4 permit. Yearly inflation 
rsmaintd~klow 2 percent throughout the recovery. The 
urremplo~enl rate kll, but remained very high (13.6 
p m n t  in 1994) and &vcral percentage points above its 

I . level before the crisis. Much of the grbwth in domestic 
demand was met by impom, which increased twicc,;ss 
much as GDP from 1990 m 1994, Exports initrally 
movered at a Brisk. pa&, hut stagnated in 1992-99; 
howeverl nomaditiml txports cmtihued ra ,rise (18 
wcent) in 1993. thanks in part to a further depreciation 
of the real &ecrive exchange rate. Bilamai aid flows, 
repatriatioa d ptivate bpital, and large unidentified 
mpital i n f l m  financed an exparlsicm of the current 
emout deficit, 7'be overall balance af payments defikit 
w&6 mote than offset by the accumulation d arrears tv 
commerdal bank ~reditors, Although Panam normal- 
ized mlaliom with the Paris Club and the international 
firrancid institutions, it is unlikely thata current account 
balance of payments deficit ofthemagnitude registered 
the pesr two years (about 4 percent of GDP) can be 
suslaided io light of declining aid flows without debt 
relief. 

Solid progress also has heed achieved in shoring up 
public finances. At the height of the ecosomic wnuac- 
dm in 1989. the cash deficit ofthe aodnmcial public 
=tar rea~hed  9 percent of GGa By 1992 this deficit 
had b n  ttahsformed into a cash surplus of more than 
5 per~en t of GRP. W i l t  the government consistmtly 
oomplisd with performance crite~ir undtr successive 
EMFbwked prograw it encountered political barriers 
to key elements of the medium-term adjustment p 
gram requited to achieve a sustainable fmal pition. 
Progrew in carrying out ohm structural adjustment 
measures &owasslow, In 19P3~cowrallcash balance 
of the nanfinan~id public sator d&tiorteb to about 
1.1 patent of GDP arrd registered a deficit of ahut 4 
percent of QDPon an accrual basis. Substantial progress 
was achieved in adapbsrg additional meurns to stem 
The deterioration in public finance#. The* yielded same 
lmpwlanr results: in particular, the state wage bill fell 
during 1994. 

The bans fa of &he Canal Zone looms lar* in the hture 
devdqmimt of the country. Pmma must: mpe with the 

withdrawal over 1984-99 of sorne$300rniIlim annuany 
[or abut 5 percent d GDP) that U.8. entities and 
perggnd pump inb the ecwmy and theattendant loss 
of 6,000 high-paying jobs, Transferal of the canal i d f  
to Panma would offset only a small fraction (bout $50 
million annually) of this income loss. Development of 
the summding 1eh.itoty tha~ dso will reverr to Panama 
should offset the impact of the W.S. departure but may 
do so fully wly  over the longer term. Enhancing inves- 
tor confideme will be crucial to this pmxss. 

Technological change has reivCd in the dtvtlop- 
meat a i  t.ornpetltive .alternatives to the Fanma Cand. 
The gmwth of canal traffic has wmed since  be early 
l98Us, owing mainly to cornpatition from bulk 6&ers 
Loa large ta transit the wnal and the integnitibrr of *a 
and land m p c n t  through mntainarieation. Panama has 
undcrtdm studies of options to recoup its share of 
world shipping. By fa the mml ambitious me i s  the 
wnmction of a new $lea-lcvtl e d .  Anottw is the 
edargemnt of theexisting canal. C U ~ S ~ T U C ~ ~ Q ~  of high- 
s p e d  trysisthrniaa transport facilities - a railway 
andhr a modern Calon~Phnama City highway -could 
enable Panama to capture a larger share 61 world ship- 
ping through "inmlinrrgn - intmimgc of container- 
ized cargo by ship with different destinations whase 
mutes coincide in the Canal and transfer of cargo from 
luges tg mdlcr vessels for legion$l distribution. An- 
other means of keeping the canal compedfive would be 
divesting and outsotming canal-related wiccs. 

The international financial services sector has not 
fully recovmd imm the 1988-89 sho~k,  and deposits 
are only about 75 percent of those held in 1987, With 
the pmhfmati~rt of offshore banking ce~m and Anm- 
cia1 liberaJizatisn in the. region, this =tor appears ub- 
likely to &enate sigmifcant growth in the fuhue. Scope 
for further p w t h  of the iacorne Pamma obtains from 
flag regishy services, also has been corts~tained by in- 
creasingly intease crrmpetition from a growing number 
of nations. Moreav~, the transisthmii shlpmsnt of 
petroleum pruduccs, which generated 4.5 pemnt of 
GDP in 1987, has b e n  hard hit by the opening of two 
pipelines moss the muthem United States. Tramship- 
mmt value added pIun8ed 84 pmcnt  during 1988-93. 
In contrast, despite initial fears that trade liberatisdon 
in Latin America could divert a suhtaritial amount of 
buainess fmm the Colon Fres Zone, i t  has taken advan- 
tage of #W commercial opportunities in the ngion, 
experiencing a boom that: doubled its .value d d e d  M 8 
p-at of GDP ovw 1988-93, 

The N d  American Free nade Agreement does not 
give Mexico significant advantages bver Panama in 
most prqducts. But NAPTA does efb%vely lower U.S. 
b h m  to Mexicam auger, apparel, ad textiles. The 
potential trade mci investment diversion effects of 
NAFTA bn Panama genetally will differ from thast an 
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Tanzania 

The government continues to emphasize irtfrastruc- 
nm minleamec and rehab~litation while underttiking 
selected new investments ip infrastructure and energy. 
The second phrrw of its Inlegrated Rmds Program is 
focusing on strengthening transport administration and 
management of the mad nenvork. Stale-owned transport 
operathrrs will be privaized where po$dblt. Policies 
we M n g  adopted tr) address the pwr state a€ urban 
setvic&, giving greap voice to cornrnanities and local 
acimjni~ations. In the energy sector, the'govmmmt 
strategy aims at exploiting hydwlectric s o w s  and 
devdoping ah= indigenous energy resources. such -as 
naturd gas. w1. and petroleum, in collabotation with 
the private sector, The governnreztt is reviewing h e  
feasibility of privatizing d1 or parl of lhe power sector 
and introducing competition in marketing and distribut- 
ing petroleurn producb, 

Environment 

A cemntly completed national envitorimental action 
plan focused on the need for p r io~ ty  ackioa i n  sir key 
areas: land degradafion, water supply, environrnetltal 
pollution, marine and f~shwater resource marlage- 
ment, habitat: conservation md loss of biological direr- 
sky. and deforestation, The government intends to 
implement a program that will include adoption of a 
national environment poky ,  revising the Iegislative 
hamework to emurage local pmieipation in tnvimn- 
rnentd mamagemenr and smtainhle natural TBBOLIrCe 

use, developing ways of assessing the environmental 
impact of future initiatives. strengthening environ- 
mental sducdori and pub11~ awarentgs programs, and 
ensuring that prices for natural resources rtflect their 
trhe cast. 

Medium-Term Prospects 

Tanzania is expected, if the economic reform program 
is vigmusly  irnplemeated, to achieve considtrable im- 
provements in its external position over the medium . 
term. With strong export ptxformance and wntinaation 
of favorable bms of trade, the current account deficit 
(after grants) is projected to fdl from 13 petcent of GDP 
in fiscal 1994 m aboul7 percent of FDP in  Fiscal 2000. 
Tanzania's excessive dependence on donor funds should 
decline, and an increasing percentage of foreign ex- 
change requirements is expected & be met from %a- 
nia's own re~ources. However, the availability of 
foreign resources in the medium term remains a very 
important concern. both to finance imports and to scrv- 
ice payments on existing debt. It is anticipated that 
private capital inflows will, increasingly substitute for 
declining donor inflows as the reform program estab- 
lishes a competitive and sound financial system, liber- 
alizes the trade and exchange regimes. privatizes or 
liquidates most commercial paratat&, improves the 
regulatory climate for private investment, and achieves 
macmeeonornic stability. 

External Debt 

Thnzania's debt overhang i s  wnsidwable (at ova 250 
percent of GDP), and the debt service burdin,. while 
high, remains manageable only because Tanzania serv- 
ices only mu!tilateral deb1 and it# rescheduled obliga- 
tions under Paris Qub agreements, with most of the 
remaining official and commercial debt in mars .  Tan- 
zania has had four Paris Club reschedulings, and it is 
anticipated that it will Soon request a further reschcdul- 
ing of debt service owed to tbc Paris Club. 
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