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CHAPTER 3

THE TRANSITION ECONOMIES

For the first time in a decade all ECE transition economies reported positive rates of economic growth in 2000.  The very high average rate of GDP growth for the region as a whole was largely due to the unexpectedly strong recovery in Russia; economic growth rates were at their highest in a decade in a number of other countries as well. All transition economies benefited from the strong demand in their major export markets, and commodity exporters had windfall gains from the surge in world market prices and the improvement in their terms of trade.  Most CIS economies benefited from the recovery in Russia’s domestic demand, which gave a strong impetus to their exports and contributed to a general revival of intra-CIS trade.  While the outcomes in 2000 were rather favourable for the transition economies, their very high dependence on external demand and world markets also point to the potential risks of adverse shocks. 

3.1
Expectations and outcomes

The year 2000 was the most successful year for the ECE transition economies since the start of economic transformation in 1989.  For the first time in a decade all the transition economies in the region were growing and their average rate of GDP growth was quite impressive: at 6 per cent (table 3.1.1) it was 1.5 percentage points higher than the rate of growth of world output.  Also for the first time since the start of their market reforms, the Commonwealth of Independent States (CIS) was the fastest growing regional group among the transition economies: nine out of the 12 CIS economies had rates of GDP growth of 5 per cent or more, resulting in an average of 7.4 per cent for the Commonwealth as a whole.  The main engine of the robust recovery in the CIS was the Russian economy where GDP grew by an unprecedented 7.7 per cent in 2000.  After a weak performance in 1999, output also recovered strongly in eastern Europe and in the Baltic states, their aggregate GDP increasing by 3.9 per cent and 5 per cent, respectively.

In general these outcomes exceeded (in some cases considerably) the expectations of policy makers in the transition economies: in 19 of the 26 countries for which official forecasts had been published at the beginning of the year (usually in the context of the budgetary process), GDP grew more strongly in 2000 than had been envisaged (table 3.1.1).  Part of the explanation lies in the fact that most of the official forecasts for 2000 had been made in autumn 1999 when the robust recovery had not yet started.  But, nevertheless, the strength of the economic upturn (especially in Russia and some of the CIS economies) came as a surprise both to the governments of these countries and to independent analysts.

While the strong recovery in the transition economies was a positive and encouraging outcome, their performance in 2000 was largely driven by a sharp and externally driven cyclical component.  The ECE transition economies benefited significantly – although to varying degrees – from the strong and diversified demand in their major markets, in the first place for manufactured goods but also for a wide range of primary commodities and semi-manufactures.  Competitive exchange rates and, more selectively, favourable world market price conditions added to this positive impact (section 3.6).  Although basically all the transition economies enjoyed favourable external conditions in 2000, there were important differences among groups of countries both in the specificity of the external effects and in the ways in which they were channelled into their economies.

Thus the primary impetus for the east European and Baltic economies came from the acceleration in the demand of western Europe for manufactured and semi-manufactured goods, which accompanied the economic upturn in that part of the continent.  This was an example of a positive real external shock, which fed directly into the manufacturing sectors of the east European and Baltic countries and boosted the volume of their exports.  In addition, as discussed in more detail in sections 3.2 and 3.6, those east European and Baltic economies whose currencies are pegged to the euro also benefited from its depreciation vis-à-vis the dollar: the latter gave an additional boost to the price competitiveness of their exporters, especially for goods that are traded in dollars.  As a result, the total volume of merchandise exports from this group of countries increased by some 20 per cent in 2000,
 which was undoubtedly a major contribution to their high rates of output growth.  At the same time, most of these economies suffered a loss (although not large) in their terms of trade in 2000; consequently, although real imports grew more slowly than real exports (by some 15 per cent in aggregate), there were no, or only marginal, improvements in their trade balances (table 3.1.2).

[image: image1.wmf]60

100

140

180

220

260

300

1995

1996

1997

1998

1999

2000

CPI

PPI

ULC

Bulgaria

60

100

140

180

220

1995

1999

1998

1997

1996

2000

Czech Republic

60

80

100

120

140

160

1995

1999

1998

1997

1996

2000

Hungary

80

90

100

110

120

1995

1999

1998

1997

1996

2000

Poland

100

110

120

130

140

1995

1999

1998

1997

1996

2000

Romania

70

90

110

130

150

170

1995

1999

1998

1997

1996

2000

Slovakia

90

100

110

120

130

140

1995

1999

1998

1997

1996

2000

Slovenia

80

90

100

110

120

130

1995

1999

1998

1997

1996

2000

Estonia

100

110

120

130

140

150

160

1995

1999

1998

1997

1996

2000

Latvia

100

140

180

220

260

1995

1999

1998

1997

1996

2000

Lithuania

90

110

130

150

170

190

210

230

1995

1999

1998

1997

1996

2000

In contrast, the primary impetus for the commodity exporting countries (in the first place, the oil and natural gas exporters in the CIS) originated in the upsurge in world market prices coupled with a stronger dollar (since most commodities are traded in dollars).  The combined effect of the two was equivalent to a substantial terms of trade gain (that is, a nominal shock) for these economies, leading to an improvement in their merchandise trade balances.  Consequently, in virtually all the commodity exporting countries (Azerbaijan, Russia and the central Asian CIS countries) there was a substantial improvement in both their trade and current account balances in 2000 (table 3.1.2), despite a relatively modest growth in the volume of exports.
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The effect of such a nominal shock on the real economy is indirect: the increased revenue of exporters allows them to increase investment and to pay higher wages, both of which add to domestic demand and, consequently, to domestic output.  Another transmission channel is fiscal: as exporters’ profits swell, they pay larger amounts of tax and contribute to increased fiscal revenue; governments may also collect higher revenue from export tariffs where applicable (such as those imposed on the exports of oil and natural gas in some CIS countries).  In turn, increased revenue may allow higher levels of public expenditure without endangering the fiscal balance thus giving further impetus to domestic demand.  In sum, in the case of a positive terms of trade shock, the induced effect on domestic output is likely to occur primarily through its indirect effect on domestic demand, while the real net trade effect may not necessarily be substantial.

Although some transition economies (particularly in the CIS) were not directly affected by any of these positive shocks, they nevertheless benefited from their secondary effects due to the strong recovery in neighbouring economies.  Thus, most CIS economies benefited from the recovery in Russia’s domestic demand, which gave a strong impetus to their exports to Russia and contributed to a general revival in intra-CIS trade.  Mutual trade was recovering among the east European and Baltic countries as well.

In many transition economies, their strong growth in 2000 was accompanied by higher rates of inflation, although in general there were no obvious signs of a direct link between the dynamics of output and prices (such as overheating).  In most cases where inflation was higher than expected (or higher than in 1999), this was largely due to higher import prices, especially for oil, and the subsequent general rise in energy and fuel prices (section 3.4).  In some transition economies, however (mostly in the CIS and in south-east Europe), high rates of inflation continued to be fuelled by chronic macroeconomic imbalances.

In general, the strong economic upturn in 2000 did not bring about a matching improvement in the labour markets of the transition economies.  Due to the continuing process of microlevel restructuring and rationalization in eastern Europe and the Baltic states (a process which in general tends to be protracted due to the social costs involved), many firms are continuing to shed excessive labour, adding to the large pools of long-term unemployed (section 3.5).  At the same time, the corporate sector in these countries (including the local operations of foreign firms) appears to be mostly investing in modern and efficient (hence, labour saving) technologies; while this type of investment is essential for the upgrading of production structures in the transition economies, it does not lead to job creation on a large scale at least in the short run.

While labour market statistics for most of the CIS countries remain quite unreliable, the available data for Russia indicate that the recent strong recovery led to a notable reduction in the rate of unemployment, which is in contrast to developments in other transition economies.  Part of the explanation may be related to the fact that the upturn in Russia was largely based on a reversal in the rates of utilization of existing capacities, which allowed firms to re-employ workers who were laid off during the previous downturn.

In general, the external position of the transition economies improved in 2000, although the changes varied considerably from country to country.  Given their large terms of trade gains, the oil exporting economies and others specializing in commodity exports improved their current accounts, in some cases, dramatically (table 3.1.2).  In eastern Europe and the Baltic economies, the changes in current account balances were more heterogeneous: while some reduced their current account deficits in 2000 (often as a result of restrictive domestic policy), others slipped further into the red.  In most cases, however, the current accounts of these economies appear to be manageable, at least in the short run.  In particular, the conditions on the international financial markets also improved in 2000 and remain attractive for most of the east European and Baltic economies, while inflows of FDI in some cases continued to cover a large proportion of their current account deficits.

A worrying recent development has been the rapid growth in the foreign indebtedness of some CIS countries.  In some of them the level of foreign debt has already reached alarming proportions (section 3.6); the implied balance of payment constraints are likely to curb the future growth potential of these economies.  In addition, as the bulk of this debt is incurred by governments, it also creates a serious burden on the public finances in these countries and threatens their long-term fiscal sustainability.  The recent borrowing patterns of these economies do not appear to be sustainable and they will be faced with the need for major policy adjustments in the not too distant future.

Overall, external conditions in 2000 were favourable for the majority of the ECE transition economies.  However, the patterns of economic performance and the dynamics of output growth in this benign environment at the same time point to the potential risks for these economies, even in the short run.  The strong impact of the favourable changes in the external environment in 2000 also underlines the high degree of sensitivity of these economies to external shocks.  Commodity exporters and economies specializing in exports of resource intensive, low value added goods are especially vulnerable to such shocks (section 3.3).  However, due to their large exposure to west European demand, the more advanced economies of central Europe and the Baltic area are also very susceptible to changes in demand in their major external markets.

Such an extreme cyclical dependence on the external economic environment in these economies is not abnormal given the usually small size and generally low per capita income levels.  However, their vulnerability to external shocks may be amplified by unnecessary policy austerity, for example, by targeting a faster rate of disinflation than is feasible in a process of fast catching up (section 3.2).  Therefore, more realistic fine-tuning is needed in setting and pursuing inflation targets especially in those economies where the annual rate has already fallen to single or low double digits.  Too ambitious a target may not only impede the productivity catch up but may also slow down the process of price liberalization as has been the case in some of these economies in 2000.

Thus, should the favourable external trends of 2000 be reversed, the transition economies might be subject to a negative external shock which could mirror that in 2000.  Indeed, in the closing months of 2000 and the opening months of 2001 there has been a widespread weakening of output in virtually all the transition economies, which is already more pronounced than the current slowdown in western Europe.  A further deterioration in the latter is therefore likely to have a considerably amplified effect on economic activity in the transition economies.  Should developments in North America and western Europe take such a turn, the currently envisaged rates of economic growth for 2001 (table 3.1.1) may turn out to be very optimistic.

3.2
Macroeconomic policy

The macroeconomic environment and external conditions in 2000 were generally favourable for the transition economies: the waning of the aftershocks from the Russian crisis and the considerable strengthening of global demand helped to reduce financial and macroeconomic volatility and to revive or accelerate economic activity in most of them.  This favourable environment was beneficial for the policy process in that it allowed some reordering of priorities and an extension of the policy horizon.  In most transition economies policy makers refocused their attention from responding to the crises (mainly external) that had occupied a great deal of their time and effort in recent years to the pursuit of their longer-term goals.  However, the positive influence of favourable external conditions is likely to be a one-off effect for the transition economies, as the growth in global demand started to slow down in the final months of 2000, and macroeconomic policies will need to be retuned accordingly.

As the heterogeneity of the different groups of transition economies continues to grow, so do the differences in their macroeconomic policy objectives.  The start of accession negotiations with the European Union by a group of 10 transition economies (plus Cyprus and Malta) has had enormous impact on the economic policy process in this region.  The accession agenda has already become the centrepiece of economic policy in these countries, especially in those central European and Baltic countries which are most advanced in the reforms and which aspire to early membership.  The policy implications of the drive towards EU accession are diverse and wide-ranging and they affect not only the process of legislative and regulatory harmonization with the EU but also important aspects of the conduct of day-to-day economic policy.  The declared goal of policy synchronization with the EU is highly beneficial and stimulating for the acceding countries in that it acts both as a catalyst for speeding up the reform process and as a source of discipline on policy.  However, such sychronization also places constraints on the policy agenda and on the freedom of policy makers in the acceding countries to deal with the often unpredictable transitional environment.

The change of political regime in Yugoslavia has transformed the political and economic situation in the whole of south-east Europe.  The new Yugoslav government is now facing the daunting task of carrying out a plethora of difficult reforms after a decade of delays in the process (these issues are discussed in more detail in section 3.2(iv)).  Nevertheless, the lifting of the outer wall of sanctions that followed the elections in Yugoslavia last December has improved the outlook for all the neighbouring countries which had suffered their side effects for a number of years.  The EU has also signalled that all the successor states of the former SFR of Yugoslavia as well as Albania will now be considered as potential candidates for future EU membership.  It is hoped that this clear signal might have the stimulating effect on the policy process in south-east Europe that it has had in the other candidate countries.

There has also been some progress in the conduct of macroeconomic policy in some of the CIS countries as well.  With the change of administration, the Russian authorities have announced an ambitious long-term plan for comprehensive economic reform.  This process is likely to be long and difficult, and the record of reform in Russia has not been so encouraging.  However, the external environment in 2000 was extremely favourable for the Russian economy and the large windfall gains from high oil prices provide an opportunity for making a decisive break with the past.  In these circumstances, and despite the progress made, the Russian authorities might have done more and taken bolder steps in the reform process.

Thanks to the upturn in world commodity prices in 2000, most commodity-exporting CIS economies have been able to recover from the damaging impact of the Russian crisis in 1998.  Moreover, there are signs that policy makers in some of these countries are paying more attention to the need for domestic and external equilibrium and to the general consistency of their conduct of macroeconomic policy (Kazakhstan is a case in point).  In general, however, the macroeconomic stabilization and policy reforms in the CIS are being pursued at a much slower speed than in the other transition economies (and especially in comparison with the advanced central European and Baltic countries), and this is leading to a further widening of the differences in income and development levels among the transition economies as a whole.

(i)
Monetary policy
The conditions for the conduct of monetary policy in the transition economies in 2000 were considerably better than in the previous two years.  With the main stimulus to final demand coming from abroad and confidence returning to the international financial markets, the monetary authorities in most countries were relieved both from political pressures to stimulate domestic demand and from the need to counterbalance financial disturbances. The unprecedented export-led boom in many transition economies in 2000 allowed the monetary authorities to focus more closely on the improvement of domestic and external equilibrium and on the pursuit of some longer-term goals.

The generally strong demand from international markets in 2000 was nevertheless accompanied by some adverse developments, in the first place the soaring prices of crude oil.  Most of the transition economies are small and open and as a result are especially vulnerable to such external price shocks.  Consequently, in a number of these economies in 2000, there was a reversal of the disinflationary trend of previous years (section 3.4).

Thus, as regards the external factors, the stance of monetary policy in the transition economies in 2000 was affected by the simultaneous impact of increased demand and an adverse inflationary shock.  Such a combination does not in general lead to unsolvable policy dilemmas as it leaves sufficient room for manoeuvre in setting the monetary targets.  The increase in prices was closely monitored by the central banks, which are keen to avoid a reversal in the overall decline of inflationary expectations in the transition economies.  Nevertheless, the central banks in most transition economies apparently regarded the inflationary effect of rising import prices for fuel to be transitory and with limited consequences for the underlying rate of core inflation.  Thus, in general, their reaction to the unanticipated upsurge in domestic prices was more or less neutral.

Most of the transition economies in accession negotiations with the EU have openly shifted their monetary policy priorities towards harmonizing their regulations with those of the EU and achieving nominal convergence with the Union within a relatively short period.  A number of these countries have adopted medium-term policy programmes for monetary integration with the EU, goals which are operationalized in the setting of the annual policy targets and in the conduct of day-to-day policy.  This shift in priorities often has direct macroeconomic implications; hence considerable care and prudence are required in setting specific policy goals (particularly those related to the synchronization of monetary policy and monetary convergence) at the different stages of the accession process (box 3.2.1).

Before accession, the candidate countries will have to harmonize their banking and financial regulations with those in the EU.  This concerns a wide range of legislative and regulatory norms including central bank independence, prudential banking regulations, banking supervision, protection of bank customers, and the regulation of financial markets, including the gradual liberalization of domestic financial markets and the external capital account.  Probably the most sensitive element of the pre-accession strategy are the preparations for joining the Economic and Monetary Union (EMU) and, eventually, for the future introduction of the single currency.  In this respect, the declared long-term accession strategies of the candidate countries vary substantially, due to the differences in their current monetary and exchange rate regimes but, nevertheless, two general types of strategy can be identified.  Those countries with floating, quasi-pegged or pegged exchange rate regimes apparently are opting for greater flexibility in their exchange rate regimes during the pre-accession phase in order for them to become gradually compatible with the ERM-2 exchange rate mechanism at the moment of joining the EMU.  Countries with currency boards or rigidly fixed exchange rate regimes (Bulgaria, Estonia, Latvia, Lithuania) all seem to be inclined to maintain these arrangements
 not only until they join the EMU but also until they adopt the single currency.

A number of technical monetary policy regulations, such as the required reserve ratio,
 also fall into the category of norms that must be harmonized.  Since 1999, the central banks in a number of acceding countries have taken a more active stance towards the reserve ratio after a fairly long period when monetary policy took a more neutral stance towards it.
  One of the reasons for these changes is the fact that the reserve ratio in most transition economies is higher than in the EMU (which is 2 per cent for all types of deposit).  In the earlier phases of the transition, the monetary authorities in a number of countries had opted for high reserve ratios, either to curb liquidity in the banking system (and hence to check money supply) or to strengthen the banks against the risk of volatile withdrawals (due to the instability of money demand).  In preparing for EU accession, the monetary authorities in most candidate countries have started to lower the reserves ratios, a process which was helped by the generally favourable macroeconomic environment in 2000.
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In pursing their main policy goal of price stability, the authorities in the transition economies, depending on the exchange rate regime, select a monetary target and tune the available policy tools in the pursuit of this target.  The majority of the transition economies apply various forms of exchange rate targeting
 in which they aim at a pre-specified nominal exchange rate which is expected to provide the principal monetary anchor for the economy.  More recently, the central banks in some countries (Czech Republic, Poland, Slovakia) have reverted to inflation targeting, a regime in which the central bank sets a specific inflation rate as its policy target.  Depending on the degree of convergence or deviation from the targeted inflation rate, the authorities then implement policy adjustments.

Direct targeting of the money supply was widely used in the early phases of transition but has been losing ground in many transition economies.  This shift has been prompted, on the one hand, by the instability of money demand in a transitional environment (which creates difficulties for the operationalization of this approach) and, on the other, by the growing sophistication of financial intermediation in many transition economies (which reflects the fact that, with the increasing complexity of the monetary transmission mechanism, the efficiency of the policy tools to control monetary expansion tend to weaken).  Among the transition economies, only Slovenia still adheres to direct targeting of the money supply,
 apparently thanks to the relative stability of money demand in this country.  After the financial crisis of 1998, Russia’s central bank also introduced elements of monetary targeting.

While the main goal of the central banks is in principle price stability, the emergence of other concerns may and does affect the conduct of monetary policy.  The actual conduct of monetary policy in individual transition economies in 2000 was affected by a number of additional factors such as the existence of internal imbalances as well as the concern of the authorities about growth and growth prospects, the degree of which differs from country to country.  Thus, variations in the mix of outstanding issues and problems were reflected in significant differences in the stance of monetary policy in the transition economies.

During 2000 and early 2001, a number of changes in the monetary and exchange rate regimes and regulations of the transition economies were introduced or initiated.  In April, Poland implemented the planned transition from a crawling peg with a band to a free float; however, given that monetary policy is governed by the inflation target, the central bank continued to closely monitor changes in the exchange rate, so that the current regime is closer to a managed float.  In Hungary, the monthly devaluation rate of the forint (in the framework of the crawling band) was reduced in April from 0.4 per cent to 0.3 per cent.  This move was in line with the long-term national monetary strategy, but the rise in imported inflation also prevented further intended cuts in the rate of crawl.  In January 2001, Lithuania announced that the re-pegging of the currency from the dollar to the euro (initially envisaged for the year 2001) would take place at the beginning of 2002, without any further changes in the monetary and exchange rate regimes.

Belarus and Russia have concluded a preliminary agreement on a currency union between the two states which is to enter into effect in 2005.  In preparation for that, the authorities in Belarus announced that, as of 1 January 2001, the Belarussian currency would be pegged to the Russian rouble within a pre-set fluctuation band.
  In Uzbekistan, which has a rather rigid exchange rate regime (the non-convertibility of the currency has given rise to multiple exchange rates), there were some first steps towards currency liberalization: in May 2000 the “official” exchange rate was abolished by unifying it with the so-called “interbank” rate,
 and in July, the authorities established a limited market where the currency would be allowed to be traded freely.
  At the end of October 2000, a new currency, the somoni, was introduced in Tajikistan replacing the Tajik rouble at the rate of 1000 roubles per somoni.  The introduction of the new currency (which is pegged to the dollar) in Tajikistan is a key element of a new programme of economic reforms supported by IMF funding.

In general, the currencies of the transition economies were less subject to pressure in 2000 than during the previous two years.  In the course of the year there was only one forced devaluation, namely in Yugoslavia, where the artificially low official rate of 6 dinars to the deutsche mark was initially raised to 20 dinars in June and then to 30 dinars in December.

The substantial appreciation of the dollar in 2000, together with generally higher than expected domestic inflation, had a significant impact on real exchange rates in the transition economies.  With the start of negotiations with the EU, a number of candidate countries have increased the greater weight of the euro in their exchange rate targets or have pegged directly to the euro.
  The weakening of the euro in 2000 eased somewhat the pressure for real exchange rate appreciation in those countries targeting the euro; at the same time they were exposed to greater exchange rate volatility caused by the fluctuation of the eurodollar exchange rate.  By contrast, in countries where the exchange rate was targeted on the dollar, the effect of the eurodollar fluctuations in 2000 had the opposite effect on the real exchange rate.

The different development of the real exchange rate in these two groups of countries is shown in chart 3.2.1.
  Thus, the trend towards real exchange rate appreciation, which was quite marked in Bulgaria, the Czech Republic, Estonia, Slovakia and Slovenia between 1996 and 1999, subsided or was even reversed in 2000.  The reverse happened in Lithuania where the currency is pegged to the dollar, in Romania where the implicit exchange rate target is set in dollars, and partly in Latvia where the currency is pegged to the SDR (in which the dollar has a large weight).

The particular mix of external disturbances in 2000 (positive for the real economy and adverse for inflation) had a specific impact on interest rates and on the interest rate policies followed by the central banks.  As noted above, in terms of interest rate policy, central banks generally reacted in a rather neutral manner towards the unexpected rise in domestic prices.  Thus, the central banks’ intervention rates continued to be dominated by the expectation of a further moderation in the rate of inflation and interest rates were lowered in many transition economies.
  There were practically no cases of monetary tightening in 2000 in response to imported inflation.  Consequently, nominal interest rates in the banking sectors of most transition economies declined in 2000 (table 3.2.1); this was the case also in economies with currency boards (Bulgaria, Estonia, Lithuania) where the central banks have no direct leverage on interest rates.

There were a few exceptions to this general pattern of lower nominal interest rates, among them Poland and Slovenia.
  Since the last quarter of 1999, Poland’s Monetary Policy Council has been tightening monetary policy.
  Although the inflation trend in Poland in this period has not been significantly different from those in neighbouring countries, the stance of monetary policy was largely a response to delays in some structural reforms and some fiscal loosening which resulted in the widening of Poland’s current account deficit.  In the absence of an appropriate policy response by the government, the concern about external equilibrium probably outweighed any worries about inflation, and so the Monetary Policy Council reacted with a very tight policy in order to check the external imbalance.  The tightening of monetary policy in Slovenia (including increases in the central bank’s interest rates) was prompted by a rapid growth of wages and a credit expansion in 1999-2000 that led to fears of a possible overheating of the economy.  An additional factor was the surge in domestic (rather than imported) inflation, a reaction to the introduction of VAT in 1999, which led to an acceleration of core inflation in 2000.

Due to a combination of falling nominal interest rates and higher than anticipated inflation, real interest rates in most transition economies were declining in 2000 and in some the fall was substantial (chart 3.2.2).
  The lowering of real borrowing costs for businesses was another favourable factor which contributed to the robust economic performance in most transition economies in 2000.  At the same time, consumers were generally at a disadvantage, as the low (sometimes negative) real interest rates on deposits implied a transfer of real resources from households to the banks and to the corporate sector.
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Poland was a notable exception to this pattern.  Monetary conditions remained rather tight until the end of 2000 (and also in the first months of 2001) which kept nominal interest rates high and little changed throughout most of this period.  At the same time, the inflation rate started to slow down in the second half of the year.  This combination reinforced the monetary restraint and resulted in a sharp rise in real interest rates in the second half and especially in the final months of the year (chart 3.2.2).  Thus, in contrast to the rest of the transition economies, the monetary conditions in Poland are likely to have had a highly negative impact on economic activity in this period.

Money demand (apart from the demand for credit) remained relatively stable in 2000 in most of the transition economies, with rising real incomes and falling real interest rates largely offsetting each other.  The main monetary aggregates in most countries moved in line with or slightly exceeded the growth of aggregate output, so there were only small (mostly positive) changes in the level of monetization in most countries (table 3.2.2).  However, as regards the growth of credit, the picture in 2000 was more differentiated among the transition economies, as higher incomes and lower interest rates led to higher credit demand.
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In recent years, credit has expanded rapidly in a number of transition economies, in some cases substantially exceeding the pace of output growth.  In 2000, credit continued to grow in parts of eastern Europe and the Baltic states (Hungary, Slovenia, Estonia, Latvia) and it started to recover in some CIS countries (Armenia, Kazakhstan, Russia, Ukraine).  In general, this is a positive sign of progress in economic transformation as it reflects optimistic expectations about the future by all economic agents (businesses and households, as well as the banking sector).  The expansion of credit to the corporate sector has undoubtedly contributed to the strength of output growth, especially in the more advanced reform economies.  However, an unbalanced credit expansion increases the risk of overheating as well as the vulnerability of still fragile financial systems to sudden reversals in economic growth or to external shocks.  Hence, the monetary authorities carefully monitor credit expansion and often step in to check it.

Imprudent lending in the absence of adequate supervision has resulted in the accumulation of large amounts of substandard and non-performing loans in the Czech banking system.  Although banking regulations have now been substantially tightened (leading to a net withdrawal of financial resources from the corporate sector to the banking system and a contraction of outstanding credit in recent years – table 3.2.2), the cleaning up of the loan portfolios of the troubled Czech banks will require major government intervention and will involve significant amounts of public funds.
  A similar process of credit contraction occurred in 2000 in Romania (due to the destabilization of the banking system by risky lending which resulted in several bank failures in 2000) and in Slovakia (after the tightening of bank lending policies).  In Poland, where there was significant credit expansion in 1998-1999, the process slowed down considerably in 2000 as a result of the central bank’s restrictive measures.
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The Asian and Russian crises appear to have led to a persistent shift in financial investors’ perception of risk which, in turn, has led to changes in the currency composition of their portfolios in some transition economies.  In particular, there has been some reversal of the process of dedollarization and rising shares of dollar-denominated assets in the stock of broad money since 1998 (table 3.2.3).
  This underscores the inherent fragility of the transition economies’ financial systems, which are still rather vulnerable to financial disturbance.

Nevertheless, a number of transition economies have been successfully replenishing their foreign exchange reserves during the last few years.  Using various measures (such as raising the proportion of reserves relative to national money stocks – table 3.2.3), official foreign exchange reserves in most of these countries are now sufficiently high to be able to serve as a cushion against random volatility on the foreign exchange markets.  Although this strengthens the domestic financial systems somewhat, higher levels of foreign exchange backing to monetary stocks is no guarantee against systemic financial instability; moreover, the adequacy of foreign exchange reserves has to be judged also in relation to other indicators of the external financial position of each economy (table 3.6.13).

Macroeconomic conditions and the external environment at the beginning of 2001 have deteriorated somewhat from those prevailing in most of 2000.  The expected slowdown in global demand and some signs of increasing volatility in international financial markets (for example, the financial crisis in Turkey) may have adverse repercussions for the transition economies.  This will require increased attention to the changing external conditions by the monetary authorities and design of adequate policy responses.
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(ii)
Fiscal policy

(a)
Fiscal policy challenges in the transition economies

There was a notable improvement in the fiscal position of the ECE transition economies in 2000: the unweighted average of their consolidated general government fiscal deficits was -2.6 per cent
 which was the best fiscal outcome for these economies since the start of economic transformation.  This outcome also represented considerable progress from the situation in 1998 and 1999 when the unweighted average deficit was -3.6 per cent and -3.9 per cent, respectively.  The strengthening of output in 2000 obviously contributed significantly to this outcome (in contrast to 1998 and 1999 when the cyclical influence was negative).  Even if 1997 (the year before the global and Russian financial crises) is taken as a reference point, there was still a 1.1 percentage point improvement in 2000 in the average fiscal deficit for the transition economies taken as a whole, which suggests an improvement in their structural deficits.

As a further sign of the progress in fiscal consolidation in the transition economies, 15 of the 23 economies for which preliminary data for 2000 were available at the time of writing this Survey, reported fiscal deficits below 3 per cent and seven were below this threshold in both 1999 and 2000.  In general, the transition economies are now in a more stable fiscal position than several years ago: excessive deficits and a persistent deterioration in the balance over time are becoming more the exception than the rule.  Governments in most of the transition economies now seem determined to pursue generally prudent fiscal policies.

The improvement in fiscal positions reflects the progress in macroeconomic and systemic reforms as well as the increased attention of governments to issues of policy coordination.  The sources of the large and chronic fiscal imbalances that fuelled persistent macroeconomic instability in the early years of the transition – when the transformation recession was coupled with a collapse of 
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the old taxation system and an upsurge in various demands on public spending, in particular, social security
 – are gradually receding and lowering the pressure on public spending.  Thanks to progress in fiscal reform (in particular, reforms in the systems of taxation and tax collection as well as the reorganization of public spending), the fiscal authorities in the transition economies have generally gained greater operational control over public finances, as regards both revenue and spending.  Governments are now better equipped not only to adopt a fiscal stance (in terms of setting a target for the fiscal balance) but also to actively pursue such a target, which is notable progress compared with the early years of the transition.  In this regard, the current fiscal consolidation mirrors the greater concern of governments with long-term fiscal sustainability and with the coherence of macroeconomic policy.  In turn, the growing fiscal responsibility of the executive bodies has largely relieved central banks from an excessive concern about macroeconomic equilibrium (as was the case during the initial years of the transition), allowing them to pursue their main goal of ensuring price stability.

Despite the fact that all the transition economies have made progress in their fiscal reforms, the cross-country perspective is nevertheless heterogeneous and many problems remain.
  Although the fiscal pressures related to systemic reform have generally diminished in many transition economies, they are far from being exhausted.  Thus, in a number of transition economies wide-ranging reforms of the pension and health-care systems have been introduced, which are costly and have serious, long-term fiscal implications; those countries that have not yet started these reforms, will have to face their fiscal costs in the years to come.  Another source of fiscal problems are various contingent liabilities of the public sector such as the quasi-fiscal operations of the central banks (involving, for example, directed or subsidized credit), or implicit guarantees to the corporate sector (the presumed commitment of governments to engage in financial rescue operations).  During the past decade, the absence of proper control over contingent fiscal liabilities has sometimes led to full-blown crises (Bulgaria in 1996-1997 is a case in point) and although such claims on the public finances are generally decreasing, they can still pose threats to financial and macroeconomic stability.

Although fiscal deficits in the transition economies have on average been reduced, in a number of cases they are still precariously high from the viewpoint of long-term fiscal sustainability.  At the same time, all governments are under persistent pressure to increase social spending, mostly due to the growing impatience of the population with mediocre living standards.  Pensioners, who figure prominently among the losers from the transformation reforms, are also among the most active in demanding decent living conditions.  A wide range of professions in the public sector (teachers, medical personnel, scientists) who view themselves as marginalized in the new society due to the fall in their incomes (both in real and relative terms), are continually voicing demands for higher wages.  The sizeable stagnant pools of the unemployed are also maintaining large claims on public funds.

The transition economies that aspire to EU membership are facing additional fiscal challenges during their preparation for EU accession.  The candidates are entering a period when there will be large extra claims on government expenditure in order to meet the requirements of policy harmonization with the EU.  For example, complying with EU environmental norms will require massive public spending during the pre-accession period.  Overall, the necessary policy measures for accession may well result in higher levels of government expenditure and, probably, larger fiscal deficits as well.

The countries that are lagging behind in the process of reform (which are also among the poorest in terms of per capita income) face different types of fiscal problems.  For example, almost all the central Asian and Caucasian rim economies are locked into a vicious circle caused by their governments’ inability to raise sufficient revenue.  With total fiscal revenue of around or below 20 per cent of GDP (table 3.2.5), these governments face major constraints on their ability to implement much needed fiscal reforms, including the establishment of efficient tax administration and tax collecting systems.  The fundamental problems in these economies are essentially developmental in nature and their solution will require persistence and long-term commitment by the governments and the international community.

Another challenge concerns the financing of budget deficits.  In recent years some countries were able to maintain large fiscal deficits mostly thanks to the privatization revenues which provided a major source of government finance (table 3.2.4).  However, with privatization coming to an end in most transition economies, a new round of fiscal adjustments will be needed to maintain long-term fiscal sustainability.

(b)
Fiscal stance and fiscal position in 2000-early 2001

Of the 22 transition economies for which preliminary fiscal statistics were available at the time of writing this Survey, 17 managed to reduce their fiscal deficits (in terms of the consolidated government balance) in 2000.  This was a notable improvement over 1999 when the fiscal position deteriorated in more than half of them (chart 3.2.3).
  The ex-ante deficit reduction targets set in the budgets for 2000 were met or even exceeded in the majority of the transition economies.

As noted above, governments in many of these countries are facing a policy dilemma in trying to attain long-term fiscal sustainability (and hence improve their fiscal balance), while being under pressure for higher spending (which would worsen the balance).  In view of this conflict, the outcome for 2000 suggests that in general the stance of fiscal policy has been moderately restrictive.  Indeed, fiscal retrenchment in most countries in 2000 was associated with relatively lower levels (in proportion to GDP) of final domestic demand (the lower panel of chart 3.2.4) despite the strong growth of aggregate output.
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The generally restrictive stance of macroeconomic policy was not something new for the transition economies, as many of them have been trying to contain not only domestic but also external imbalances.  Thus, in 1999 domestic absorption shrank in relative terms in an even greater number of transition economies (the upper panel of chart 3.2.4).  However, given the fact that the fiscal stance in 1999 was relatively looser than in 2000 (in the majority of countries there was a deterioration in the fiscal position), final domestic demand in 1999 was largely checked by monetary restrictions.  In contrast, while monetary policy was broadly neutral in 2000 (as noted in section 3.2(i)), fiscal policy was more active in maintaining domestic and external equilibrium.  This shift in the balance between monetary and fiscal policy was probably the most important general change in the overall stance of macroeconomic policy in the transition economies in 2000.

Despite the progress in fiscal reform and a generally tight fiscal stance, deficit reduction in 2000 was uneven and a number of countries failed to meet their ex-ante targets.  In addition, there were notable exceptions to the general pattern of fiscal consolidation, as well as specificities in the stance of fiscal policy in individual countries.  In several countries there was a deterioration in their fiscal position, including in some of the most advanced reformers of central Europe where various fiscal pressures emerged in 2000.

The Czech Republic is one of the countries where the fiscal balance has been deteriorating in recent years.  The main factor behind this development is the accumulation by the public sector over the past decade, of large amounts of deferred contingent fiscal liabilities, which ultimately emerged as non-performing bank assets.
  When the degradation in the quality of the banks’ asset portfolios reached a level that began to threaten the stability of the banking system, the Czech government intervened with a programme for the financial rehabilitation of several large banks.  Part of the expenditure under this programme occurred already in 2000 but the bulk of it is envisaged for 2001 when the bailout costs are expected to raise the fiscal deficit to more than 9 per cent of GDP (table 3.2.4).
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Croatia is also faced with acute fiscal problems because of an unsustainable growth in public expenditure,
 largely the result of populist measures by the previous government (such as generous increases in public sector wages as well as large transfers to the pension and health insurance funds, partly to compensate war veterans).  In 2000, the newly elected Croatian government made an effort to reverse this trend, targeting a nominal reduction in central government spending by 5 per cent and a central government budget deficit (excluding privatization revenue) of 1.3 per cent.  However, this ambitious target could not be achieved, in large part because of the need to settle sizeable payments arrears, amounting to some 2-3 per cent of GDP.
  Thus the authorities were forced to revise the 2000 budget and allow central government spending to rise by 3.7 per cent.  The ex-ante deficit target was not met either: the central budget deficit including privatization revenue reached some 4.2 per cent and with privatization revenue excluded it was 6.3 per cent.
  However, given the fact that a large share of this deficit is due to the settlement of payments arrears, the outcome suggests a marked adjustment in the underlying fiscal situation in 2000 that will have to be consolidated in the future.

Since 1999 the authorities in Slovakia have also been trying to correct an unsustainable growth in the fiscal deficit, which was the result of a large-scale public investment programme pursued by the previous administration.  In 2000 the government was aiming to reduce the consolidated government deficit to 3 per cent of GDP.  However, it proved difficult to meet this target (despite the fact that total revenues were some 16 per cent higher than projected) due to the need to settle quasi-fiscal deficits accumulated in previous years.
  In 2000 the government initiated a large-scale programme of restructuring and financial rehabilitation of the banking system, total spending on this programme in 2000 amounting to 8.5 billion koruny, or close to 1 per cent of GDP.  Even more spending on bank restructuring is envisaged in 2001 and as a result a significant reduction in the Slovak fiscal deficit is unlikely in the near future.

In Poland there was a shortfall in public revenue in 2000 due to lower than expected tax collection, which was probably due to the weakening of output.  In the final months of the year, the Polish government was forced to cut its planned expenditure by 5.3 billion zlotys (some 3.4 per cent of the planned expenditure of the central government) in order to achieve a central government deficit target of 2.2 per cent of GDP, as set by the budget law.  Spending cuts were made across the board but the largest reductions were in regional administration (affecting mostly education and local government administration).  During the year, disagreements emerged between the monetary authorities and the executive arm of the government, mostly over the view of the Monetary Policy Council that the government was delaying important structural and systemic reforms which, in turn, prevented a more rapid rate of fiscal consolidation.  In contrast to other transition economies, the National Bank of Poland maintained a relatively tight monetary policy throughout 2000 aimed at compensating for the perceived loosening of fiscal policy.
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In contrast, government revenues were higher than expected in Hungary in 2000.  This allowed the government in December to make an additional allocation of public funds, amounting to 95 billion forint (or around 0.6 per cent of annual GDP), to meet expenditure that had been initially envisaged for 2001, while keeping the state budget deficit in 2000 to its target of 3.5 per cent of GDP.  Thus the actual improvement in Hungary’s fiscal position in 2000 was greater than appears from the preliminary fiscal data.

Romania has been struggling to control an unsustainable fiscal deficit but progress in 2000 was rather modest.  At the end of 1999, the newly elected government introduced a tax reform
 and set a target to reduce the consolidated government deficit to 3 per cent of GDP in 2000.  However, this was not met because, although total expenditure was trimmed, public revenue was lower than expected.  Romania’s fiscal problems stem in part from the accumulation of large amounts of tax arrears, mostly by state owned firms.
  The toleration of tax arrears and the accumulation of other contingent fiscal liabilities have traditionally been a stumbling block in relations with the IFIs, which have insisted on a tougher fiscal stance on the part of the government.
  Despite some progress in these areas, a number of problems clearly remain to be addressed.

A radical and painful fiscal adjustment was necessary in Lithuania in 2000 after the fiscal deficit soared in the wake of the Russian crisis to more than 8 per cent of GDP in 1999.  Although the ambitious aim of reducing the deficit to 1.7 per cent of GDP was not achieved, the improvement in Lithuania’s fiscal position in 2000 (by more than 5 percentage points from 1999) was nevertheless among the most impressive of all the transition economies.

Some of the fiscal problems in the central European economies are related to the inefficiencies of the social security, pension and health care systems as well as delays in implementing reforms.  In general, the level of both social contributions and public social spending in central Europe, as a proportion of GDP, is quite high: it is much higher than in the other transition economies (tables 3.2.5 and 3.2.6)
 and is even higher than that in many industrialized countries.
  Thus the amount of income redistribution which is brought about through the system of public social funds in these countries is relatively high and poses a serious burden on public finances.  A related problem is the fact that the eligibility criteria for access to funding from some of these systems appears to be rather loose as compared with western Europe, resulting in even greater pressure on public spending.
  Accelerating the reform of the systems of social spending in central Europe is therefore a priority for policy, especially in view of the anticipated increase in public spending which will be necessary in preparation for EU accession.
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Fiscal deficits shrank in 2000 in the majority of CIS countries, most notably in Russia where this occurred for a second consecutive year.  Fiscal positions have improved considerably in most CIS economies in recent years, but some of them are still facing chronic fiscal problems; among the latter are the Republic of Moldova and, more recently, Kyrgyzstan.  The economy of the Republic of Moldova is slowly retreating from the twin deficit crisis, which has plagued the economy for a number of years and has blocked access to funding from the IFIs.  The forced macroeconomic adjustment resulted in a sharp and protracted economic downturn which lasted for several years; despite the improvement in the fiscal position in 1999 and 2000, some further efforts in this direction are still needed.

The consolidated government deficit in Kyrgyzstan deteriorated rapidly after 1997 due to a combination of external and internal factors.  The depreciation of the som that followed the Russian crisis resulted in a heavier foreign debt burden
 while exports, heavily dependent on gold, started to fall in value.  The weakening of economic activity triggered shortfalls of fiscal revenue that coincided with an accumulation of tax arrears.  In addition, the government has been engaged in a large-scale public investment programme, the annual spending on which amounts to several per cent of GDP.
  Given the size of the public debt and the magnitude of the fiscal deficit, the authorities in Kyrgyzstan will be faced with the necessity of implementing a major fiscal adjustment.

Among the other CIS countries, a shortfall in revenue was the main cause of the fiscal deterioration in Armenia, while a strong recovery of output in both 1999 and 2000 allowed the government of Kazakhstan to reduce substantially its fiscal deficit which had reached dangerous proportions in 1998 (table 3.2.4).

(c)
Fiscal consolidation in Russia

One of the underlying causes of the 1998 financial crisis in Russia was a large and chronic fiscal deficit and the ways in which it was financed.  The resort to debt financing was coupled with an excessively tight monetary policy, a combination that led to very high interest rates and depressed economic activity.  The tax base was eroded by falling corporate profits and the demonetization of the payments system through the emergence of monetary surrogates (including payments to and from the budget), which resulted in an even larger fiscal imbalance.  The escalation of the crisis in 1998 was considerably amplified by the fall in oil prices, which made the current account and fiscal deficits worse and further encouraged the demonetization of the economy.

Since the financial collapse of August 1998, events have taken a different course and the Russian economy has managed a remarkable recovery: in 2000, its rate of growth of GDP was one of the highest among the transition economies, the rate of inflation was falling, the current account surplus reached a record high, while investors’ confidence began to improve.  The fiscal consolidation which has taken place since 1998 has been one of the more surprising achievements in this period.  The chronic fiscal deficit (which was in the range of 5 to 10 per cent of GDP until 1998)
 was not only closed but the balance started to move into surplus.
  According to preliminary estimates, the full-year primary surplus of general government in 2000 amounted to 5.2 per cent of GDP while the overall surplus was estimated at 2.7 per cent.
  Between 1997 and 2000, the fiscal position of the Russian government has improved by 9.2 percentage points of GDP in terms of the primary balance and by 11.4 percentage points in terms of the overall balance.

There are a number of factors behind the economic upturn in Russia and the dramatic reversal in the fiscal situation.  The combination of rising oil prices and a strong dollar have been highly favourable for the Russian economy, which is extremely sensitive to changes in international oil prices.
  The substantial real depreciation of the rouble after 1998 led to widespread import substitution, which boosted Russian manufacturing output.  The large current account surplus contributed to the replenishment of foreign exchange reserves, which reached a record high level by the end of 2000.  This combination of factors halted the devaluation of the rouble and the strengthening of the exchange rate anchor contributing to the reduction of inflationary pressures.

The active stance of economic policy also contributed significantly to the recovery of the Russian economy and the strengthening of the public sector’s finances.  In 2000, the government introduced an ambitious and comprehensive long-term reform programme, the central focus of which is the reform of public finance and the strengthening of the Russian financial system.  Although it is still early to judge the likely effect of the programme, some of the planned measures have already entered into force either before or in parallel with the debates on the 2001 budget.  Among the latter is a sweeping tax reform, which affects virtually all the major components of the tax and social security system,
 as well as a major reform of the system of import tariffs.
  Among the other priorities in the government’s programme are the further liberalization and deregulation of the economy, coupled with the protection of ownership rights and the provision of guarantees to creditors, all of which are aimed at improving the business climate and stimulating investment activity.

The Russian government has also invested considerable effort in improving the efficiency of tax collection and streamlining budgetary procedures.  One of the major changes after the 1998 crisis was a complete break with the past practice of non-monetary fiscal payments: federal tax offsets were practically discontinued already in 1999 and this has had a generally beneficial effect for the remonetization of the payments system.  A number of budgetary procedures have been reorganized with the aim of concentrating spending on key priority areas and reducing the amounts of inefficient expenditure.  Another change, which reverses the earlier trend towards decentralization of the system of public finance, was an amendment to the Budgetary Code of the Russian Federation that calls for greater centralization of fiscal revenue and spending in the federal budget at the expense of regional and local budgets.

[image: image16.wmf]Albania

-5

5

15

25

35

45

55

1997

1998

1999

2000

Bulgaria

-5

5

15

25

35

45

55

1997

1998

1999

2000

Croatia

0

2

4

6

8

10

1997

1998

1999

2000

Czech Republic

0

5

10

15

20

1997

1998

1999

2000

Hungary

0

5

10

15

20

1997

1998

1999

2000

Poland

0

5

10

15

20

1997

1998

1999

2000

Romania

0

10

20

30

40

50

60

70

1997

1998

1999

2000

Slovakia

0

5

10

15

20

1997

1998

1999

2000

Slovenia

0

5

10

15

20

1997

1998

1999

2000

Estonia

0

5

10

15

20

1997

1998

1999

2000

Latvia

0

5

10

15

20

1997

1998

1999

2000

Lithuania

-5

0

5

10

15

20

1997

1998

1999

2000

Although these policy measures were already in place in 2000, most of them are of a medium- and long-term nature and obviously it will take time before their full effect is seen in the behaviour of economic agents and, consequently, on economic performance.  At the same time the turnround in the fiscal position started before most of these policy changes were initiated; despite the size of the Russian economy, this major turnround occurred in a very short time (in 1999-2000, as can be seen on charts 3.2.5 and 3.2.6).  Thus, while some of the above policy measures helped to improve Russia’s fiscal situation in this period (particularly those related to the efficiency of tax collection and the remonetization of fiscal flows) they cannot fully explain the scale of the consolidation that occurred in the period 1998-2000.
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It has become fairly common for observers to ascribe the fiscal improvement in Russia mainly to the rise in international oil prices coupled with the stronger dollar in this period.  As noted above, this combination was an important factor in Russia’s improved economic performance and, undoubtedly, it also contributed to a sizeable increase in fiscal revenue.
  However, higher oil prices cannot fully explain the reversal in the fiscal balance.  The consolidated government revenue in mid-2000 stood at 30.5 per cent of GDP which was only 1.5 percentage points higher than its peak level before the 1998 crisis (chart 3.2.6),
 an increase that is much smaller than the improvement in the overall fiscal position.

Changes in some of the main fiscal aggregates during the period 1996-2000 (chart 3.2.6) provide some clues as to the other determinants of fiscal consolidation.  A close look at this chart reveals that the most important factor behind the improvement in the fiscal position of the general government is the reduction in public, non-interest expenditure relative to aggregate output.  While interest payments also shrank in relative terms after the crisis, partly thanks to the default on public debt (from 4.6 per cent of GDP at mid-1998 to 2.5 per cent at the end of 2000), it was the major cut in non-interest expenditure that made the most dramatic contribution to the overall balance.  In 2000, the non-interest component of the consolidated government expenditure fell by 7.5 percentage points of GDP as compared with its share in 1997.  The importance of this cut can be illustrated as follows: if non-interest public expenditure had remained at its 1997 peak level of 32.7 per cent of GDP, the primary balance would have been in deficit in 2000 to the extent of 2.4 per cent of GDP while the overall deficit would have been close to 5 per cent of GDP or, in other words, not very different from the levels prevailing before the 1998 crisis.

It can also be seen on chart 3.2.6 that between mid-1997 and the beginning of 1998 (that is, the period leading to the crisis), non-interest expenditure increased at an unsustainable rate, which added to the severity of the subsequent crisis.  Thus, the subsequent reduction was partly a forced adjustment to correct this excessive expansion.

The rapid and large reduction in non-interest public expenditure after August 1998 indicates an unusual degree of fiscal restraint in 1999 and 2000.  By all accounts, such a policy has been successful in bringing about the needed adjustment.  Another beneficial macroeconomic outcome of this policy is the improvement in the competitive position of Russian manufacturing industry – in terms of both prices and costs via the accompanying reduction in unit labour costs – which was an important factor behind the strong recovery of domestic output in 1999-2000.

However, the austerity of fiscal policy after the crisis caused a dampening of final domestic demand, mostly through across-the-board cuts in real incomes (in the first place, of pensioners and civil servants, but eventually of the population at large).
  Thus, despite some improvement during the year, average real per capita incomes in 2000 were still some 22 per cent lower than in 1997 while the real value of pensions were on average some 26 per cent lower.
  It is not yet clear whether the degree of ex-post fiscal retrenchment was the reflection of a deliberate policy stance or whether it merely reflected the absence of an accommodating policy amendment during a period of unexpectedly high growth. Indeed, as most spending targets were fixed in the 2000 budget in nominal terms and were not revised upwards in line with the higher revenue, the government may have simply “overshot” its objectives in terms of overall fiscal balance. Given the magnitude of the fall in domestic absorption (see chart 3.2.4) and the size of the fiscal surplus in 2000, it has to be questioned whether the severity of fiscal restraint in this period was really justified.

(iii)
Seigniorage and the inflation tax in the transition economies

After the turbulent macroeconomic environment that characterized the initial stages of their economic transformation, most transition economies have now entered a phase of relative stability characterized by moderate (double-digit) or, in most cases, low (single-digit) inflation.  While both the disinflation strategies and their degree of success vary widely among countries, the elimination of excessively high inflation implies a number of changes in the set of policy instruments in all the transition economies.  This section looks at the changing role of seigniorage and the inflation tax in the transition economies and the ensuing implications for macroeconomic policy.

The notions of seigniorage and the inflation tax are related to the privilege of the authorities issuing fiat-money to derive net revenue from the holders of such monetary claims.  For example, money in circulation which is used as legal tender bears no interest for its holders, hence its possession is equivalent to the extension of zero-interest loans by the money holders to the issuing authority.  The power to appropriate real resources through the issue of fiat-money stems from the monopoly of the governments of sovereign states to decree its use as legal tender or to insist on its use for certain types of transaction within the territory of the state.

Although closely related (and sometimes erroneously treated as synonyms), the notions of seigniorage and the inflation tax are not identical.  While seigniorage refers to an institutional privilege of the national authorities to issue fiat-money, the notion of the inflation tax usually denotes a specific type of economic policy, namely that of financing a spending programme (usually in the presence of a fiscal imbalance or deficit) through an inflationary expansion of the money supply.  Depending on the elasticity of the aggregate supply curve, an increase in money supply causes prices to rise which leads to higher inflation and this, in turn, reduces the real value of the stock of money in circulation.  The reduction in the real value of the claims of money holders on the issuing authority is equivalent to an extra tax levied on the holders of fiat-money (hence the term “inflation tax”).
  The link between seigniorage and the inflation tax lies in the fact that while the monetary expansion may not necessarily be in the form of fiat-money at the moment of emission, ultimately it leads to an expansion of the amount of money in circulation and results in the appropriation of net revenue by the authorities through seigniorage.

For practical purposes it is useful to quantify the net revenue that the money issuing authority collects through seigniorage or the inflation tax.  Such quantification allows a distinction to be made between different types of macroeconomic policy or to trace some of the macroeconomic implications of various disturbances and shocks.  There are three main concepts – and approaches – in defining seigniorage, which may lead to different estimates of its magnitude.
  The first, referred to as “monetary seigniorage”, is based on the idea that seigniorage constitutes transfer of wealth from the private sector to the government (or, more generally, to the consolidated public sector).  In this context, monetary seigniorage has two aspects: on the one hand, it reflects the monopoly of the government to issue money and make it legal tender; on the other hand, it mirrors the money demand of the private sector which may change over time depending on the interplay of the principal motives for holding money (i.e. for transactions purposes, as a precaution against unforeseen spending, and as a store of wealth).  This is the approach most widely used to measure seigniorage in empirical applications; the estimates of seigniorage in the transition economies reported below are also based on this concept.

For practical purposes, the flow of monetary seigniorage in period t is defined as the amount of real resources appropriated by the public sector through the emission of new money during the period and is usually calculated as (Mt/Pt, where (Mt = Mt – Mt-1 is the change in the stock of base money
 in period t and Pt is the price index at the end of this period.  This formulation reflects the real value of the new monetary issue during the specified period.

A second approach is to define seigniorage as the opportunity costs incurred by the private sector.  This reflects the view that holding fiat-money is a zero-interest loan by the money holders (the private sector) to the issuing authority (the consolidated public sector).  As a result, the private sector incurs an opportunity cost in terms of the foregone return on an equivalent amount of alternative monetary assets.
  According to this concept, seigniorage in period t is usually defined as: Mt-1it/Pt, where Mt-1 is the stock of base money at the beginning of the period, Pt is the price index at the end of this period and it is an appropriate nominal interest rate.  While this approach is theoretically sound, its practical application is problematic due to the difficulties of defining a suitable interest rate to measure the foregone income of the private sector.

Yet a third approach is to define seigniorage from the institutional side, making a distinction between the issuing authority (the central bank) and the executive arm of the public sector (the government proper).  From an institutional perspective, the central bank issues money and incurs operating costs; the net revenue from money creation (seigniorage) is defined as the net profit of the central bank, which is transferred to the general government as a budgetary contribution.  However, from an economic point of view, this is a rather narrow interpretation of seigniorage since both the issuing authority and the executive branch belong to the consolidated public sector and so the budgetary contribution of the central bank is merely an intrasectoral transfer.

As to the inflation tax, following the conceptual notion outlined above, its flow in period t can be quantified as the reduction in the real value of the stock of base money due to inflation during this period: Mt-1/Pt-1 – Mt-1/Pt  =  Mt-1(t/Pt, where Mt-1 is the stock of base money at the beginning of the period and (t is the rate of inflation in period t ((t = (Pt – Pt-1)/Pt-1).  As can be seen from this definition, in the special case when the rate of inflation in period t, (t, is equal to the nominal interest rate in the period it (i.e. the real interest rate is zero), the inflation tax is numerically equivalent to the opportunity cost definition of seigniorage.

Summing up the above arguments, seigniorage and the inflation tax denote different nuances of macroeconomic policy and performance.  Inflation tax is a measure of the amount of real resources transferred from the private to the public sector due to the inflationary financing of public spending (or just to the incidence of inflation).  Seigniorage also implies a wealth transfer from the private sector to the government, but it also measures the incidence of money demand on the part of money holders.  Thus, seigniorage can be regarded as the outcome of a two-sided contractual agreement between the private and the public sectors while the inflation tax is always the result of a one-sided, distortive fiscal action on the part of the state.

The quantitative measures of seigniorage and the inflation tax in the ECE transition economies in recent years are shown in table 3.2.7 (by individual countries) and in charts 3.2.7 and 3.2.8 (weighted averages by subregions).
  For convenience and cross-country comparison, all numerical values are presented as proportions of the corresponding GDP figures.  Because of the approximate nature of some of the data used for this assessment, the estimates shown in the table and charts should be regarded as tentative,
 and so attention here will be mostly focused on changes in them over time.

[image: image18.wmf]

DA



DB



DC



DD



DE



DF



DG



DN



DM



DL



DK



DJ



DI



DH

60

70

80

90

100

110

120

130

140

150

160

170

Transition economies

Germany

One clear and widespread trend during the period 1994-2000 is the declining importance of seigniorage and the inflation tax as sources of net revenue to the public sector in the transition economies.  At the beginning of the period these variables typically accounted for several percentage points of GDP, but they fell dramatically in most countries in the following years: during 1998-2000, the unweighted average seigniorage in eastern Europe, the Baltic states and in the CIS was 0.8 per cent, 1.1 per cent and 1.4 per cent of GDP, respectively; the corresponding unweighted average values of the inflation tax were 0.7 per cent, 0.3 per cent and 1.4 per cent of GDP, respectively.  During the initial phases of transition (1990-1994), seigniorage and the inflation tax were much higher: in many countries both variables, as proportions of GDP, were at double-digit levels for several years in a row.
  But in recent years their average levels in the transition economies are not much different from those observed in developed market economies
 and are generally lower than the typical levels in developing countries.
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These dramatic changes reflect in the first place the recent progress in disinflation in many transition economies; at the same time they also indicate significant shifts in the stance of macroeconomic policy.  Probably the most important macroeconomic factor behind these changes has been the progress in fiscal reform and the elimination of unsustainable fiscal deficits.  The initial phases of economic transformation in many transition economies were marked by very large fiscal deficits.  The reasons for this were numerous and complex, but the need for rapid fiscal reforms was generally underestimated at the onset of the transition process.
  Faced with the impossibility of financing these deficits through non-inflationary sources, the authorities in many countries were forced to resort to printing money in order to close the deficits (that is, to impose the inflation tax).  By monetizing the fiscal deficits, governments raised the necessary net revenue through seigniorage, which in some cases amounted to a sizeable share of GDP; however, the unpleasant side effect was an extremely high rate of inflation, sometimes reaching triple digits.

With the progress in economic transformation and in fiscal reform, the sources of the excessive fiscal imbalances started to diminish, while macroeconomic policy, especially fiscal policy, became more prudent.  Thanks to the reduction of fiscal deficits, the pressures for inflationary financing also started to subside, leading to generally lower levels of the inflation tax.  In particular, the generally smooth decline of the inflation tax to low levels in most central European and Baltic economies in recent years (table 3.2.7 and chart 3.2.7) can be regarded as a sign not only of greater macroeconomic stability in these economies but also of their growing maturity.

However, fiscal deficits are not entirely eliminated and some governments in the transition economies continue to resort to printing money to finance excessive spending or unexpected deficits.  The recent data indicate a positive statistical association between the size of fiscal deficits and the level of the inflation tax in individual countries (chart 3.2.9).  Although the direction of causality may be rather complex, this nevertheless suggests that the larger the fiscal imbalance, the more likely it is that the authorities will be inclined to monetize part of it.

As argued above, there are differences between the notions of seigniorage and the inflation tax and, not surprisingly, the two indicators for the same country can develop differently, as can be seen from the data in table 3.2.7.  In particular, seiniorage reflects the outcome of a two-way quasi-contractual relation between the public and the private sector; hence higher real money demand leads to a higher level of seigniorage and vice versa.  A negative side effect of the high inflation rates experienced in the initial phases of transition was a fall in real money demand in many transition economies; such demonetization, by definition, leads to lower levels of seigniorage.
  This can be seen in chart 3.2.10, which illustrates both the downward shift in money demand between two consecutive periods (1993-1995 and 1996-1999) and the fact that lower degrees of monetization are generally associated with lower levels of seigniorage. One problem with such changes is that the demand response to demonetization and remonetization may be asymmetric resulting in some hysteresis in money demand: while a high inflation rate may reduce money demand rapidly (hence demonetization is fast), low inflation only causes money demand to grow gradually (hence remonetization is slow); moreover, the previous levels of money demand may never be regained.
  Consequently, there has been a once-and-for-all loss in seigniorage, at least in some transition economies, which may be permanent.

The observed levels of seigniorage and the inflation tax are not just the outcome of a deliberate policy stance; they may also reflect the macroeconomic repercussions of external or internal disturbances.  As argued in previous issues of this Survey, the transition economies in general, and especially those that are less advanced in the reform process, are still rather vulnerable to external shocks.  The considerable degree of variability over time in the observed levels of seigniorage and the inflation tax in individual countries and subregions (especially the CIS) is just another indication of both the inherent instability of their economies and their susceptibility to external or internal disturbances.
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The development of these indicators in Bulgaria is a case in point.  Until 1997, Bulgaria’s economy was marked by chronic macroeconomic instability and large fiscal (and quasi-fiscal) deficits, which are mirrored in the high and variable levels of the inflation tax and seigniorage.  The only case of a double-digit rate of the inflation tax among the transition economies in this period (that of Bulgaria in 1996) was a direct outcome of the severe economic and financial crisis that hit the country in 1996-1997.  However, since the establishment of the currency board in July 1997, there has been remarkable progress towards macroeconomic stability and fiscal consolidation which, in turn, is reflected in low and relatively stable levels of seigniorage and the inflation tax in the period 1998-2000.

Similarly, the repercussions of the exchange rate crisis in the Czech Republic in 1997 are also reflected in these two indicators (although not to such an extreme extent as in Bulgaria).  The substantial variability in the level of seigniorage between 1996 and 1999 can be partly attributed to the increased volatility of money demand both in the period leading to the crisis and in its immediate aftermath.  In turn, the forced devaluation of the koruna was a macroeconomic adjustment equivalent to the imposition of a higher rate of inflation tax in this period.  The considerable devaluation of the rouble in the wake of the Russian financial crisis in August 1998 was also equivalent to an increase in the distortionary inflation tax imposed by the government on the private sector in that year (which provided a complementary source of finance for the fiscal deficit, in addition to the default on the public debt).  In turn, the subsequent strong recovery, which was accompanied by a reduction in macroeconomic imbalances, led to strong growth in base money demand which produced higher levels of seigniorage in 1999 and 2000 (table 3.2.7).

The ability of governments to resort to inflationary methods of financing their spending depends to a large extent on the nature of their monetary and exchange rate regimes.  From this point of view, a freely floating exchange rate regime is the most accommodating for this purpose as the exchange rate absorbs directly and almost immediately any monetary injection.  At the other extreme is a currency board arrangement, under which the authorities have no discretion over monetary policy and hence are unable to resort to inflationary means of financing their spending.
  In the case of a fixed or quasi-fixed exchange rate regime, there is greater room for policy manoeuvre thanks to the authorities’ control over the money supply: hence, a one-time monetary injection is in principle within the scope of discretionary policy.  However, repeated actions of this nature may fuel inflation and result in a real appreciation of the exchange rate, which may ultimately drive the economy onto an unsustainable path.  In the event, the authorities may be forced to abandon the fixed exchange rate regime, or to introduce a one-off devaluation (there have been a number of such crises among the transition economies).
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At the present stage of economic transformation, the transition economies have adjusted to lower levels of seigniorage than those observed in the early 1990s.  The level of the policy-induced inflation tax has also been reduced substantially in most countries, which also constitutes a notable departure from the practices prevailing in the initial years of the transition.  Further progress towards macroeconomic stability and systemic reform in the less advanced economies implies even greater macroeconomic prudence which, in turn, requires the elimination or substantial reduction of resort to the inflation tax as a source of financing public spending.  Once confidence builds up, these economies can expect a gradual reversal of the past trends and higher levels of seigniorage; this process is already underway in some of the economies where the reforms are more advanced.

(iv)
Reforming Yugoslavia’s economy

The fall of the Milosevic regime in late 2000 not only marks the start of the transition from autocratic rule to pluralistic democracy in Yugoslavia (a process that began in most eastern European countries a decade ago), but also the beginning of real market reforms in this country.  Ten years of war, dictatorial rule and international isolation resulted in economic devastation and an unprecedented fall in living standards in a country that was once considered among the most prosperous in the region.  The new, democratically elected government now faces the daunting challenge to move ahead rapidly with badly needed and much delayed reforms while facing an inheritance of deep and complex economic problems which are probably unparalleled among the east European transition economies.

The causes of the economic catastrophe in Yugoslavia are numerous and diverse but they are mostly political in nature.  The violent breakdown of the former SFR of Yugoslavia led to the disintegration of the regional market, which had a particularly negative impact on Serbia due to its central geographical position in the former state.  The series of military conflicts – culminating in the Kosovo crisis – persistently diverted real resources from a weakening economy and generated considerable strain on the public finances.  Apart from the direct economic damage, the series of military conflicts were a humanitarian disaster involving considerable loss of life as well as huge numbers of refugees and internally displaced persons on the territory of Yugoslavia.

The series of external economic sanctions imposed on Yugoslavia by the international community during the past decade were the equivalent of a severe economic blockade.  After the dissolution of the former SFR of Yugoslavia, Yugoslavia’s membership in the IMF and the World Bank was frozen due to the refusal by the regime to honour the decisions of the IMF’s Executive Board and the World Bank’s Board of Directors regarding the succession to the SFR of Yugoslavia’s membership.
  The unsettled membership status in the IFIs precluded funding from these institutions and added to the harsh external sanctions, forcing the Yugoslav economy into autarky and turning the country into an economic pariah in an increasingly internationalized global economy.

Economic mismanagement – stemming from and embedded in the authoritarian rule over the economy – also contributed to the ruin.  Although the authorities mimicked some market-oriented reforms during the past decade, the fundamental structure of the economy, in particular the structure of ownership and centralized control, remained largely intact.  This was coupled with widespread corruption among the ruling elite, resulting in an extreme form of state capture by a small, corrupt clique.  The latter controlled virtually all the resources of the economy and appropriated or allocated its output with a heavy bias towards their private interests.

Economic performance in this period was catastrophic, even when compared with the great economic difficulties experienced by other east European countries.  Between 1989 and 1999 Yugoslavia lost some 60 per cent of its gross domestic product (appendix table B.1).  In 1992-1994 there was a hyperinflation of extraordinary scale and duration: at its peak (in January 1994) the monthly inflation rate reached 313 million per cent.

The former regime preserved a peculiar form of “social ownership” which is still the dominant ownership structure in the Yugoslav economy.  This is a hybrid form of public and private ownership (that existed already in the SFR of Yugoslavia) under which firms are formally owned by their employees but are subject to centralized regulation and control and thus are easy to manipulate by the authorities, especially through the appointment of executive directors.  In addition to the “socially owned” firms, there were traditional state owned enterprises.  These ownership structures, coupled with an extraordinary high level of centralized administrative control and specific institutional arrangements run by a corrupt administration led to serious distortions in resource allocation and microeconomic behaviour and resulted in numerous macroeconomic imbalances.

The engagement in a series of military conflicts increased the distortions in resource allocation (by diverting large amounts of resources from productive use) and on incentives (by supporting the emergence of “war lords” close to the regime).  It also generated a persistent and heavy financial burden on public finance, adding to the macroeconomic imbalances.  In effect the Yugoslav economy throughout the 1990s closely resembled a war economy.

Until October 2000, there was direct administrative control over virtually all important economic relations.  Most key prices were subject to extensive and rigid controls and the exchange rate was officially fixed to the deutsche mark while the currency was not convertible, even internally.  The combination of rigid price controls and chronic macroeconomic imbalances gave rise to various forms of suppressed inflation such as widespread shortages (those for fuels were perhaps the most evident) and the emergence of black and grey markets including multiple exchange rates on the foreign exchange market.

The labour market was characterized by built-in institutional rigidities most of which were equivalent to overprotection of those employed in the state and socially owned firms.
  Over time, these rigidities have led to major distortions in the labour market, combining a large stagnant pool of the formally unemployed (table 3.5.2) with large-scale labour hoarding in state and socially owned firms (during a period when there was a sizeable drop in output),
 and with yet a third segment of the labour market including those employed in the black or grey labour markets.  One of the most damaging social features of these distortions was the barrier they created to entry into gainful employment by new job seekers (such as school leavers and university graduates).

During the past decade, Yugoslavia’s public finances were chronically on the brink of collapse.  The monetization of large fiscal deficits – the root cause of which were the inherent structural disequilibria in the economy, amplified by the effects of the wars and external sanctions – was the main source of the 1992-1994 hyperinflation.  The stabilization programme launched in January 1994 was successful in stopping hyperinflation and temporarily curbing some of the main macroeconomic imbalances, at least in their open form.  However, given the multiple macroeconomic disequilibria of the Yugoslav economy, which were not addressed in the stabilization programme, as well as the authoritarian political regime which precluded an independent central bank, these imbalances not only re-emerged but started to escalate.
  Consequently – and despite rigid administrative price controls – open inflation remained high in the second half of the 1990s.

The budgetary process in Yugoslavia was opaque and discretionary both in revenue collection and in public spending.  The tax system was non-transparent and fragmented with built-in discriminatory arrangements; this left room for a high degree of discretion in enforcement, increasing still further its discriminatory character.
  There was even less transparency on the expenditure side: this was subject to highly discretionary management and no official statistics were published on the composition and levels of public spending or public debt.

Since 1994, partly thanks to the measures undertaken in the context of the stabilization programme, the fiscal deficit on a cash basis appears to have been reduced (although there are still no reliable statistics for the deficit).  However, as the root causes of the macroeconomic imbalances were never addressed, a chronic structural deficit continued to plague the public finances.  The major policy change in this period has been in the approach to financing the structural deficit: instead of fully monetizing it, the authorities chose to close part of it by not honouring some of their liabilities, that is, by accumulating payment arrears.
  Apart from its unilateral and discretionary character, the policy of not honouring expenditure commitments was socially unjust as those who were worst affected belonged to the weakest and poorest layers of society, pensioners and those on social benefit.

An independent central bank was never put in place in Yugoslavia and, as noted above, this was one of the reasons for the failure of the 1994 stabilization programme.  Although monetary policy was officially proclaimed to be non-expansionary, de facto it was largely accommodating as the central bank bowed to pressures from the government.  Thus the executive arm had a large measure of control over the money supply and often used this to close the part of the fiscal deficit that it was unable to finance from other sources and to subsidize the corporate sector through directed credit.  The latter, while not contributing directly to the cash deficit, added to the growing quasi-fiscal deficit which, as discussed below, is now the most serious macroeconomic imbalance in the Yugoslav economy.

The external financial isolation was used by the regime in the early 1990s as a pretext to “freeze” household foreign exchange accounts held in local banks, funds which were then used to finance the fiscal and the current account deficits.
  This unilateral and arbitrary seizure of private funds resulted in a catastrophic loss of confidence in the banking system, which had not recovered by the end of the regime.  Private savings, if any, were stored outside the banking system, mostly in the form of foreign currency.  As a result, although the banks continued to operate, financial intermediation in Yugoslavia was virtually brought to a halt; instead, the banks functioned mainly as channels through which directed central bank credit was delivered to chosen firms.  This was a form of discretionary subsidy to privileged firms while the majority of enterprises had virtually no access to bank credit.

Foreign trade was closely controlled by the central authorities through administrative measures and quantitative restrictions.  As with most other policy arrangements, the regulations governing foreign trade were discretionary and favoured selected firms.  The outcomes were highly distorted trade flows (in addition to the effects of external sanctions) and the accumulation (and subsequent appropriation) of monopoly rents by a selected few.  As to the chronic current account deficit, it was financed with the funds confiscated from households, revenue from a few large-scale privatization deals with foreign investors and from secret overseas funds controlled by the regime.

Yugoslav firms thus operated in an institutional and regulatory environment which was highly discriminatory and involved controls over prices, employed labour and international trade, non-convertibility of the currency, the absence of commercial credit and a high degree of tax discretion.  Coupled with the persistent depression of final demand, it is not surprising that most social and state owned enterprises were chronic loss makers.
  The size of the losses generated by Yugoslav firms is quite unparalleled in any other transition economy: the cumulative uncovered losses during the period 1994-1999 amounted to the equivalent of $15.4 billion, or 125 per cent of Yugoslavia’s GDP in 2000.
  These losses were highly concentrated, with almost half of them generated in a handful of industrial branches.

Despite their chronic losses, firms were allowed to continue to operate as going concerns.  Bankruptcy procedures, although formally in place, were never initiated against big socially or state owned enterprises.  As to the growing losses, they were partly covered by directed credit but mostly by the widespread non-payment by firms of their own liabilities to suppliers, banks, the budget or to their employees, an endemic practice which was tolerated by the government.  Enterprises’ payment arrears thus increased rapidly, almost fully matching the amount of corporate losses.  At the end of 1998, the accumulated “short-term enterprise debt” amounted to some 123 per cent of GDP; presumably, a large share of this was due to arrears, although a precise estimate is not available.
  As most of the loss-making firms were publicly owned, their losses contributed to the quasi-fiscal deficit and, as such, they constitute contingent liabilities of the public sector (see section 3.2(ii)).

If Yugoslavia’s macroeconomic performance after 1994 is compared with that during the previous, hyperinflationary period, the principal difference is mainly in the approach to monetizing the overall fiscal deficit.  In the earlier period, a significant portion of the deficit, generated by the structural disequilibria in the economy (including most of the inherent quasi-fiscal deficit of the corporate sector), was immediately monetized and this resulted in hyperinflation.  During the second half of the 1990s, the government merely avoided the instant monetization of the imbalance; however, as most of the structural disequilibria remained intact, they continued to generate contingent liabilities for the public sector on a massive scale.  Since the root causes of the structural disequilibria were never addressed by policy, this imbalance was allowed to escalate – and accumulate as hidden public debt – over many years.  In other words, the regime managed to avoid open hyperinflation in this period but only by suppressing it in this disguised way.  In view of its magnitude, this accumulated quasi-fiscal deficit is probably the most serious macroeconomic imbalance inherited from the Milosevic regime.

Given the multiple distortions and disequilibria, the structural rigidities and the huge macroeconomic imbalances, reforming Yugoslavia’s economy presents an unprecedented policy challenge.  The new government has taken some important steps towards reforming the economy but the most acute problems remain to be addressed.  In should be emphasized that, due to the magnitude of the inherited problems, and the fact that most of them are interrelated, the government is facing severe and painful policy dilemmas which are not eased by the overall deficiency of resources.

For example, the inherited price structure was highly distorted by numerous administrative price controls and this was a major obstacle to efficient resource allocation.  In turn, administered prices were one of the main causes of the losses in some industries, especially public utilities, where prices were kept artificially low for social reasons.  The policy dilemma is how to move towards equilibrium prices, while at the same time avoiding an additional shock to the poorest layers of society who would be most affected by a rapid rise in utility prices.  In the final months of 2000 the government liberalized most prices as well as the exchange rate (introducing a managed float), but it refrained from adjusting utility prices where the distortions are probably the greatest.  Thus the dual task of price-cum-enterprise restructuring in the utility sector remains to be undertaken.

Reforming public finances is another daunting policy task.  The Yugoslav authorities will need to introduce a comprehensive and full-scale tax reform, to reform the tax administration and to reorganize public expenditure.  Fiscal reforms will also have to address the quasi-fiscal deficit: a more appropriate policy arrangement would probably be to replace the previous hidden and discretionary subsidies with open and transparent ones which, however, should be conditional on changes in enterprise behaviour and performance, and with a timetable for their eventual abolition.

The problem of enterprise debt and inter-enterprise arrears, while related to the fiscal reform, has two distinct aspects.  The first is how to deal with the enterprise debt already accumulated (the “stock” problem).  Although it may be possible to eliminate some of the debt by mutual write-offs, dealing with the stock is likely to require the allocation of fresh public funds to clean the enterprise balance sheets.  Such an operation, however, should be designed and executed as a once-and-for-all act in order to avoid the problem of moral hazard.  The second, related aspect of the debt problem, is how to avoid the accumulation of new enterprise arrears (the “flow” problem).  The “flow” aspect implies instituting hard budget constraints on firms in the framework of a comprehensive effort at enterprise restructuring including the reform of ownership patterns.

The banking system is also in dire need of a complete overhaul.  Apart from cleaning the banks’ balance sheets, such an operation will necessitate the injection of massive amounts of fresh capital in order to recapitalize them.  It will also require committed and long-term policy effort to raise public confidence in the banking system so that it will be able to resume normal financial intermediation.  As the aggregate net worth of the banking system at present is probably close to zero (or even negative), a bank restructuring on this scale will only be possible with the help of foreign capital.

Given the scale of its inherited problems, both the policy effort and the amount of resources required to reform the Yugoslav economy are enormous.  Even if the political will to go ahead with the necessary reforms is there, and even if these reforms enjoy wide public support, their success will largely depend on the amount of resources at the disposal of the authorities.  Taking into account the magnitude of the macroeconomic imbalances, the financing needs of this policy effort are likely to be considerable.  Thanks to the efforts of the new government, Yugoslavia has managed to regain its membership of the IMF,
 which will undoubtedly be a key factor in raising external finance not only from the IMF but also from other sources.  However, the successful implementation of the reforms in Yugoslavia will not be possible without a wider international assistance effort and a more generous approach to funding (including the provision of non-debt finance) by the international community.

3.3
Output and demand

(i)
The pattern of output and demand in 2000-early 2001

Almost all of the ECE transition economies benefited greatly from the rapid expansion of international trade in 2000 and for the first time since the economic transformation began in 1989, GDP increased in all of them (table 3.3.1).  The average rate of GDP growth for the transition economies (6 per cent) was well above the average increase in world output in 2000 (4.5 per cent).  Gross industrial output increased on average by 9 per cent, also the largest increase in the past decade  (appendix table B.4).  The growth of aggregate output was highest in the oil exporting CIS countries, exceeding expectations by a wide margin.  But it was also strong in countries where relatively high technology products are gaining importance and in the economies of south-east Europe, which had been most affected by the Kosovo conflict in 1999.

The rate of growth of dollar exports in 2000 was in the double digits in almost all of the transition economies (table 3.1.2).  The strong growth in the demand for exports from the region had several important consequences. First, since it involved mainly tradeable goods, it stimulated growth in manufacturing output, triggering record rates of industrial output growth.  Second, it stimulated higher rates of capacity utilization and fixed investment, encouraging more efficient use of existing capacities and raising expectations for future investment.  Finally, strong demand generates economies of scale in production and technology spillovers.  As a component of autonomous demand, export growth can induce higher productivity growth, creating a virtuous circle that can sustain growth in the long run.  Over time, many local products have moved up the “quality ladder”, resulting in a pronounced shift in the production structure toward high-tech products, especially in the countries closest to the EU.  The main “winners” in this respect were industries such as electrical and optical equipment and transport equipment (charts 3.3.1 and 3.3.2).

The export-led growth of industrial output in central Europe and the Baltic states reflects a decade of restructuring, institution building and technology upgrading in these economies.  The rapid recovery of industrial output from about 1993 encouraged enterprises in the region to be more assertive and search for new products and markets.  During the initial phases of the economic transformation the traditional manufacturing industries such as food, textiles and wood products performed relatively better than the high-tech industries, but this pattern was reversed after 1993 when the science-based industries (such as electrical and optical equipment) and scale-intensive industries (in particular, the automotive industry) performed much better than the traditional industries (box 3.3.1).

In contrast to these structural changes, manufacturing industry in the CIS countries has remained largely unrestructured.  The volume of FDI attracted by technology intensive industries in the CIS has been much smaller (both in absolute and especially in relative terms) compared with eastern Europe and the Baltic states.  The CIS economies continue to rely heavily on exports of oil, natural gas and other primary commodities or semi-manufactured goods with a low degree of processing.

There were thus two main patterns of economic growth among the transition economies in 2000: while output in central Europe and the Baltic states was mainly driven by exports of manufactured goods (with a growing share of technology-intensive products),
 growth in the CIS economies was mainly supported by increased commodity exports, with the highest growth rates in those countries with oil and natural gas resources.  Countries in the former group tended to have higher labour productivity than countries specializing in commodity exports and more resource-intensive industries.  One explanation for this difference is that the production of scale-intensive and science-based technology products, particularly electronic products, has a greater scope for increasing returns and long-run sustainable growth.

In terms of the contribution of final demand to growth,
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Baltic economies was that net exports and private consumption were the most important contributors to the growth of GDP in 2000 (table 3.3.2).  In a few cases such as the Czech Republic, Romania and Estonia, the net trade effect was negative and in Slovakia the contribution of domestic demand as a whole was negative.  Partial and incomplete data for the CIS economies, suggest that domestic demand added the most to real GDP growth in 2000.

Agriculture still accounts for a major share of GDP and exports in many of the transition economies, its share ranging from 3.6 per cent in Slovenia to over 50 per cent in Albania (table 3.3.3).
  The share of agriculture in GDP was on average much higher in the CIS countries, apart from Russia, than in central Europe and the Baltic states.  The share has declined considerably since 1993 in most of the transition economies, particularly in those closest to the EU.
  In most of the transition economies the contributions of industry and construction to GDP also declined between 1993 and 1999, but much more slowly than agriculture.
  Overemphasis on the production of heavy machinery and equipment and neglect of the services sector under the previous system of central planning might explain this pattern of structural change.  The services sector appears to have increased its share of GDP in almost every transition economy since 1993.
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Despite the generally favourable trend of output in 2000, all of the ECE transition economies remain vulnerable to external disturbance.  Although the slowdown in global growth during the second half of 2000 was not so apparent when the year is taken as a whole, it had a noticeable effect on the dynamics of output growth during the year.  In many of these economies GDP and industrial output growth slowed significantly during the last quarter of 2000 (table 3.3.1).  In the energy exporting CIS countries, falling oil and natural gas prices in the last quarter reduced revenues and consequently their rates of GDP growth.  A weakening of external demand, perhaps triggered by the collapse in demand for high-tech products in the United States, may be having an effect on output growth in some central European countries as well.  But, as suggested by the most recent business surveys in these countries, business confidence remained generally high in central Europe at the start of 2001.

(ii)
Eastern Europe and the Baltic states

In 2000, the main determinant of GDP and industrial output growth in eastern Europe and the Baltic states was western European import demand.  In contrast with 1999, external demand grew faster than domestic demand in every country in eastern Europe and the Baltic states.  Real exports of goods and services increased at double-digit rates in 2000 throughout the region (except in Croatia), with increases as high as 30 per cent in Estonia (table 3.3.6).  The rate of growth of exports was greater than for imports in every country except Romania.  In Hungary, the exports of industrial producers grew three times faster than their domestic sales in 2000.
  In Slovenia, the rate of growth of exports was almost seven times greater than the growth of total domestic demand, a marked break with the pattern of previous years when domestic demand played the leading role.
  The pattern was similar in Poland and Slovakia; in the Czech Republic, however, growth in domestic demand, particularly investment, also contributed strongly to the recovery in 2000.  This high growth in the demand for exports contributed to the acceleration in the growth of industrial output throughout the region during 2000 and was the main engine of high productivity growth.


Gross manufacturing output in Hungary increased by almost 21 per cent, the largest increase among all the transition economies (table 3.3.4).  Strong demand for electrical and optical equipment and transport equipment, mainly from the EU, helped to speed up the process of industrial restructuring in the country.
  Over the past 5 years, both of these industries in Hungary had the highest growth rates among the central European countries, and by 2000 they were contributing more than half of total manufacturing output in Hungary (chart 3.3.3).
  The two industries are dominated by firms with foreign participation, which in 1999 accounted for 73 per cent of domestic sales and almost 89 per cent of exports.

There was also strong demand from the EU for various high value added manufacturing products from the Czech Republic, Poland, Slovakia and Slovenia.  Although net trade made a negative contribution to the growth of GDP in the Czech Republic, the strong growth of merchandise exports contributed toward the 4.8 per cent growth of manufacturing output, especially in the transport equipment industry.  But the growth of domestic demand was the main reason for the rise in imports, which gradually overtook exports.  In Slovakia, the acceleration of exports helped total manufacturing output to grow by over 10 per cent in 2000.
  GDP, however, increased by just 2.2 per cent, mainly because of the austerity measures introduced in 1999: all the components of final domestic demand continued to decline in 2000 for the second consecutive year (table 3.3.6).

GDP and industrial output growth decelerated during the course of 2000 in Poland (table 3.3.1), mainly because of the tightening of monetary policy in late 1999.  Nevertheless, the growth of GDP was over 4 per cent in 2000 and gross manufacturing output increased by almost 8 per cent.  Manufacturing growth became increasingly reliant on external demand during the course of the year, as the growth of private consumption decelerated from over 4 per cent in the first quarter to less than 1 per cent in the second half of the year.  As in the other central European economies, foreign owned enterprises are playing an increasingly prominent role in Poland’s manufacturing production and exports.
  Output in Slovenia continued to grow steadily for the eighth successive year, GDP increasing by about 5 per cent in 2000 and gross industrial output by more than 6 per cent.  External demand was the main factor behind the growth of manufacturing output, but the strong recovery in the Slovenian tourist industry also boosted aggregate output and contributed to the robust growth in retail sales.

Exports
 were also the key factor behind the rapid economic recovery in Estonia with industrial production increasing by 9 per cent and GDP growing by over 6 per cent.  Much of this growth is due to subcontracting from foreign (mostly Scandinavian) high-tech firms, which are an important catalyst for technology transfer.
  After a decline in 1999, final consumer demand in Estonia also recovered strongly in 2000, giving a further push to domestic output.  Rapid growth in Latvia’s exports of goods and services helped to spur growth rates of 6.6 per cent in GDP in 2000, but a continuing recovery of domestic demand also helped to maintain a steady rate of expansion throughout the year.  GDP increased much less in Lithuania, by 3.3 per cent in 2000 despite a strong export-led recovery in a number of manufacturing industries.  The uneven pace of output was partly caused by disruptions to the delivery of crude oil from Russia;
 the resumption of deliveries in the fourth quarter helped to boost total manufacturing output in the final months of the year.

The strength of external demand also created a favourable economic environment for manufacturers in the transition economies of south-east Europe as well.  Industrial output and GDP increased in all of them in 2000, although the pace of output growth was quite uneven during the course of the year.  Thus, in the second half of 2000 and especially in the fourth quarter there was a downturn in industrial output in Bulgaria, Croatia, The former Yugoslav Republic of Macedonia and Yugoslavia (table 3.3.1).  In addition, a prolonged drought resulted in large declines in agricultural output and in the food processing industry throughout the region.
  These economies are rather heterogeneous, and there is no discernible pattern in the course of development in the region.  It is by no means clear whether the growth of aggregate output in 2000 can be sustained for any length of time.

In 2000, the highest rate of GDP growth among the south-east European transition economies was in Yugoslavia, a reflection of rising exports and the recovery of industries that had gone into a deep decline during the Kosovo conflict.  A strong recovery of real wages led to an accelerating growth of retail sales.
  Gross industrial output increased by about 11 per cent over the year (table 3.3.1), but it declined by some 10 per cent (year-on-year) in the fourth quarter because of political disruption and energy shortages.  These changes in 2000, however, are clearly short-run adjustments and provide no indication of their longer-run sustainability.

The statistical data on Bosnia and Herzegovina are still partial due to the absence of uniform statistics for the whole state.  Thus, the growth of GDP in Bosnia and Herzegovina
 may have approached 10 per cent in 2000.  Industrial output grew by 8.8 per cent, but although it recovered strongly in the first quarter, it decelerated through much of the succeeding year.  The highest growth rates were in basic metals and metal products, which comprise 25 per cent of manufacturing output.  In the Republic of Srpska, industrial output reportedly increased by 6 per cent in 2000, but there was also some deceleration mainly because electricity output declined by more than 12 per cent over the same period.
  For Bosnia and Herzegovina as a whole industrial output probably grew by some 8 per cent in 2000.

In The former Yugoslav Republic of Macedonia GDP increased by 5.1 per cent in 2000.  However, the industrial output weakened rapidly during the course of the year and it fell in the second half (table 3.3.1), largely due to the secondary effects of drought and the poor harvest.  For the year as a whole, industrial output increased by 3.5 per cent mainly because of growth in mining and related manufacturing industries.

In Croatia GDP grew by 3.7 per cent in 2000 as external demand took over as the main engine of growth.  Growth was highest in the services sector, and particularly in tourism, which recovered strongly after a decline in 1999.  Gross industrial output increased by only 1.7 per cent, mainly because of a decline in electricity production, while total manufacturing production grew by 3 per cent as EU demand increased for locally manufactured components and semi-finished goods.
The relatively high growth of GDP in Albania (some 8 per cent according to tentative estimates) was mainly due to the service sector and to a lesser extent agriculture.
  Industrial output may have increased by as much as 12 per cent in 2000, but the sources of growth are difficult to identify due to the mediocre quality of industrial statistics which are often internally inconsistent.  Most of the growth was probably due to foreign subcontracting arrangements with traditional industries such as textiles, footwear and furniture.
  A shortage of hydro-generated electrical power caused by the drought and poor management had a dampening effect on the growth of industry.

GDP increased by some 5 per cent in Bulgaria, partly because of a significant net trade effect (which contributed to some 4 percentage points of GDP growth in January-September – table 3.3.2), but also because of high growth in the service sector, particularly the tourist industry.  The output recovery in the manufacturing sector was selective and although real exports of goods and services increased by 23.4 per cent year-on-year during the first three quarters of 2000, total manufacturing output increased by only 3 per cent for the year as a whole.  A rapid rise in exports and related industrial output growth contributed to a modest economic recovery in Romania after three years of consecutive decline.  In contrast with Bulgaria, Romania’s manufacturing industry increased its 


total production by more than 8 per cent, while GDP grew by only 1.6 per cent in 2000.  A 24 per cent year-on-year growth of real exports of goods and services from January to September 2000 fuelled this increase, but it may have also resulted in highly uneven growth.

(iii)
Commonwealth of Independent States

Aggregate GDP in the CIS as a whole increased by 7.4 per cent in 2000.  The oil and natural gas exporting countries were generally above this average and those that are major energy importers were below.
  Bad harvests had a dampening effect on GDP in some CIS economies and especially in those where agriculture still has a fairly high share of GDP.

Industrial output and GDP continued to grow strongly in the Russian Federation, although there was a marked slowdown in the fourth quarter.  By the end of 2000, Russia’s GDP had regained its level of 1994, but it was still considerably below its level in 1989 (appendix table B.1).  The oil and natural gas sectors played a key role in 2000, generating considerably more income as the dollar price of oil increased by 30 per cent from January to September 2000.
  As a result, Russia’s total export revenues jumped from $76 billion in 1999 to over $105 billion in 2000 while the share of oil and gas in the total increased from about 40 per cent in 1999 to over 50 per cent.  Domestic demand also started to pick up in 2000: private consumption increased by 9.2 per cent and gross fixed capital formation by 15.2 per cent.  Whereas growth in the first and second quarters was mainly fuelled by net exports, domestic demand played the leading role in the second semester and for the year as a whole (table 3.3.2).

After the devaluation of the rouble in 1998, consumers and local manufacturers substituted domestic products for imported goods; the resulting reduction in imports combined with the increase in revenues obtained from exports increased net export revenue.  In addition, the increased fiscal revenues (also partly related to the higher oil and gas revenues) helped to reduce the wage arrears in the budgetary sphere, thereby effectively increasing total wages in 2000.  Subsequently, this led to an overall decrease in wage arrears in the Russian economy.  In turn, the increase in real incomes, coupled with the shift towards domestically produced products, amplified the positive impact on domestic demand.

On the whole, there appears to be a very strong correlation between the international oil price, the seasonally adjusted level of gross industrial output and the nominal level of wage arrears in Russia (chart 3.3.4).
  The growth of industrial output (which increased by 9 per cent in 2000) was led by the growth of light industry (textiles and footwear), engineering, ferrous metals and chemicals (table 3.3.5).  At the same time, the volume of retail sales increased by almost 9 per cent in 2000 (table 3.3.7).  This suggests that the Russian recovery is not only having an impact on industry, but also on the behaviour of consumers.

Recovery has also been underway in the other European CIS countries in 2000.  After a decade of decline, Ukraine’s economy rebounded strongly in 2000 with GDP increasing by 6 per cent and gross industrial output by almost 13 per cent.  Strong external demand, particularly from Russia and Asia, and the real depreciation of the hryvnia in 1999, helped to increase production in a number of manufacturing branches (table 3.3.5).  Wage arrears, as well as government pension arrears, declined significantly in 2000, which helped to increase money incomes.
  The effective increase in real wages combined with import substitution increased domestic demand for manufactured consumer goods.

After a 70 per cent decline in GDP over the past decade in the Republic of Moldova, a modest recovery began in 2000 with both GDP and gross industrial output increasing by some 2 per cent.  Growth was predominantly 


due to an increase in private consumption of more than 10 per cent.  Although the volume of exports of goods and services increased by almost 16 per cent, imports grew even more (by over 23 per cent) resulting in a large trade deficit.

In Belarus GDP reportedly increased by almost 6 per cent in 2000 and gross industrial output by 8 per cent.
  Real wages rose by almost 6 per cent in 2000, but were partly offset by the very large increase in wage arrears;
 nevertheless, private consumption made the principal contribution to GDP growth (table 3.3.2).  Although expansionary monetary and fiscal policies fuelled output growth in 2000, the insufficient restructuring of the economy further deepened the chronic macroeconomic imbalances.  As in the Republic of Moldova, despite a strong growth in exports (largely due to the demand from Russia), Belarus’ imports increased even faster in 2000, so that net merchandise exports had a negative effect on GDP growth but with the inclusion of services the net effect may have been neutral.

Growth has been maintained for several years in the Caucasian rim.  Azerbaijan was the fastest growing economy in the region with GDP increasing by more than 11 per cent in 2000.  Industrial output accelerated throughout the year to reach almost 7 per cent on average (table 3.3.1) despite some decline in oil production.
  The increase in the international oil price contributed to a more than 200 per cent increase in dollar exports in the first nine months of 2000
 and this gave a strong impetus to domestic demand.  The rapid growth in exports was accompanied by rising private consumption (retail trade increased by 10 per cent in 2000), a consequence of the rapid growth in real wages.

Both Armenia and Georgia were affected by a prolonged drought, which had a significant impact on GDP growth since agriculture comprises more than 25 per cent of total output in both countries.  The poor harvest in Georgia provides some explanation of why the rate of growth of GDP did not quite achieve 2 per cent while industrial output increased by 6 per cent, fuelled by rising external demand.  In Armenia, output growth through most of the year was also modest, but an upturn in the fourth quarter raised GDP growth to 6 per cent.

Output growth was also relatively high in the central Asian CIS economies, which rely heavily on the extraction and processing of natural resources and on agriculture.  Turkmenistan had the highest rates of growth in the region with GDP increasing by almost 18 per cent and gross industrial output by an estimated 28.6 per cent.
  Exports more than doubled as a result of the resumption of gas sales to Russia and Ukraine.  The increased revenue helped to fuel domestic demand, which appears to have increased retail sales by as much as 30 per cent.  At the same time, an attempt to achieve self-sufficiency in agriculture and develop a textile industry does not appear to have been very successful so far.  Gross agricultural output increased by 18 per cent in 2000, but the production of cotton fell by 21 per cent, reaching only about 69 per cent of the original target.

GDP increased by almost 10 per cent in Kazakhstan and was driven mainly by a broadly based recovery in mining and manufacturing.  Thanks to foreign direct investment over a number of years, the oil industry produced and exported more oil in 2000 than in any other year since independence in 1991.  As with the other oil exporting countries, dollar exports increased substantially (and much faster than imports), and boosted domestic demand as well.  Real wages increased by 11 per cent and the government managed to eliminate the pension arrears accumulated in recent years.

In Kyrgyzstan GDP increased by 5 per cent in 2000, driven by a 6 per cent increase in industrial production.
  A prolonged drought that has affected the entire region limited the growth of agricultural production to 4 per cent.  The growing external demand for metal products (including demand from within the CIS) supported an 11 per cent growth in dollar exports while dollar imports actually declined.

In Tajikistan, the poorest country in this region, GDP increased by 8.3 per cent in 2000 due to a strong export-led recovery in both industrial and agricultural production (which increased by 10.3 per cent and 12.4 per cent, respectively).
  However, domestic demand remained weak as a result of restrictive policies and, in part, the accumulation of large wage arrears.
  These led to a 21 per cent fall in the volume of retail trade during the year (table 3.3.7) and to a weak growth of imports.

GDP increased by 4 per cent in Uzbekistan, mainly because of the upturn in industrial output (which increased by 6.4 per cent), but agricultural production, which accounts for about one third of GDP, also increased (by 3.2 per cent).  The continuing recovery of real wages and consumer demand supported the growth of output.  It should be noted that Uzbekistan’s economy is largely shielded from world markets because of the non-convertibility of its currency and strict currency controls.  While this has allowed the authorities to control the external balance over the short run, such a policy is not sustainable in the medium term.  Thus, although the trade balance remained in surplus, Uzbekistan was among the few CIS countries where trade remained weak despite the favourable external environment.

(iv)
Investment

Investment in fixed capital affects economic growth through two main channels: first, as expenditure, it increases domestic demand; and second, by creating new production capacity – or by upgrading the technology of existing capacity – it increases potential output.  As production capacity, investment embodies technological know-how and when combined with human capital it may contribute to growth over a long period.  At the same time, investment also tends to follow the cyclical pattern of output in the short run, often falling more rapidly during periods of declining output and rising more rapidly during periods of expansion.  Since 1993, investment in fixed capital has generally increased more rapidly than GDP in eastern Europe and the Baltic states, whereas it generally declined more rapidly than GDP in the CIS countries.

Fixed investment is often stimulated by a rise in the rate of capacity utilization or the need to replace obsolete and worn out equipment.  During the early phases of the transition, capacity utilization in the transition economies fell considerably partly due to the collapse in demand at the beginning of the decade, but also to obsolete production capacities and technologies that were no longer competitive in the global economy.  After several years of sustained output recovery in the more advanced transition economies, rates of capacity utilization have risen as well and in those countries that have made most progress in transforming their economies, capacity utilization rates are now similar to those in the developed market economies.

In contrast, Russia provides an example of a very unfavourable evolution of fixed investment during the transition.  The decline in investment in Russia during the 1990s was so large that by 1999 the average age of the capital stock was 18 years, and more than half of it was deemed to be obsolete.
  At the start of 2000, only 4 per cent of this capacity was less than 5 years old.  According to OECD estimates, capacity utilization in Russia at the end of 2000 was 50 per cent,
 which more or less agrees with the Goskomstat estimates of the percentage of obsolete production.  If the estimate of the utilization rate includes obsolete capacity, the true rate of utilization will be much higher and this underlies the urgent need to replace much of Russia’s existing stock of fixed capital.

In 2000 the growth of fixed investment declined somewhat in Croatia and Slovakia and was below the rate of GDP growth in Estonia, Hungary and Poland (table 3.3.6).  The continuing cutbacks in public investment programmes (sometimes involving large-scale projects) has weakened investment in Croatia, Lithuania and Slovakia.  In contrast, fixed investment increased much faster than GDP in Bulgaria, the Czech Republic and Latvia.  In Bulgaria this was mainly because of continuing large public investment projects intended to boost domestic demand; in Latvia most of it went into the upgrading of infrastructure, but in the Czech Republic it was mainly due to foreign acquisitions of enterprises with obsolete capacity which stimulated investment in new machinery and equipment.  The rate of investment growth decelerated in Hungary, Poland and Slovenia in 2000, but its steady growth in all three countries since 1993 had already raised the investment share of GDP to relatively high levels in 1999 (see chapter 4).

Transnational corporations are playing an increasingly important role in providing fixed investment to central Europe.  While foreign direct investment should not necessarily be equated with new fixed investment since much of it reflects the acquisition of existing assets, enterprises with foreign capital nevertheless tend to invest in new machinery and equipment as well.  Thus, in Hungary, for example, manufacturing enterprises with foreign capital were responsible for almost 79 per cent of gross fixed capital investment in the manufacturing sector in 1998.  In the Czech Republic, Poland and Slovenia they were responsible for 51 per cent, 42 per cent and 24 per cent, respectively, of new investment in this sector.  The share of investment in total sales of foreign subsidiaries was 50 per cent larger than that in local enterprises in these countries, except in Slovenia where foreign subsidiaries invested about the same proportion of sales revenue as the local enterprises.

According to the available tentative statistics, fixed investment increased in all of the CIS countries except Belarus in 2000, and even exceeded GDP growth in Armenia, Georgia, Kazakhstan, Russia and Ukraine (table 3.3.8).  Fixed investment was positive in Russia and Ukraine for the first time in more than a decade (appendix table B.3).  While some of this investment may only be for protecting existing production capacity rather than restructuring it, the relatively higher growth rate of capital outlays in both countries indicates this investment is mainly in new buildings and machinery.  Rising demand for consumer goods and slowly rising rates of capacity utilization may also be encouraging investment in new production capacity.  Investment was flat in the Republic of Moldova, reflecting the slow growth of the economy in 2000.

A few of the countries in the Caucasian rim and the central Asian CIS countries have relied on foreign capital (largely related to oil and other primary resources) for their fixed investment in the 1990s.  A moderation of these flows has slowed investment in Azerbaijan and Georgia, but in Armenia a construction boom has helped to boost investment by 26 per cent.
  The growth of investment was less than the increase in GDP in all of the central Asian CIS countries, except Kazakhstan.  Higher commodity prices and continuing foreign interest in the oil and metals markets helped to boost investment in Kazakhstan by 29 per cent.
  Investment increased by more than 4 per cent in Kyrgyzstan and by 5 per cent in Turkmenistan mainly because of large public construction and infrastructure projects, while investment in Uzbekistan remained rather weak for the second consecutive year, largely because of the distorted macroeconomic environment.

3.4
Costs and prices

(i)
Overview

Inflation in several transition economies rose faster than expected in 2000, but much of this acceleration was due to higher import prices.  In general, economic growth in 2000, predominantly export driven, was strong and labour productivity improved considerably, and faster than wages in many countries.  Since mid-1999 soaring world market prices of crude oil and natural gas, compounded by the appreciation of the dollar, led to a rapid rise in imported energy prices.  Poor harvests due to drought in several countries also pushed up food prices sharply.  In addition to these external and domestic supply-side shocks, the continued deregulation of controlled or administered prices and increases in indirect taxes added to the rate of headline inflation in most of these economies.  However, in some countries, in contrast to previous years, regulated prices rose more slowly than free market prices in 2000.  Although this policy of slowing the pace of deregulation dampened the effect of adverse supply-side shocks in 2000 it will add to inflationary pressure in the future.  Apart from this postponed inflation, the question of whether or not the current rise in inflation is temporary will largely depend on the reaction of wages and the rate of productivity growth in 2001.  Higher rates of inflation, irrespective of their origin, may make it difficult to achieve further moderation in wage pressures, which are a major determinant of the longer-term trend of the core inflation rate.  This risk will be increased, if the recent slowdown in output growth in many of these economies persists, as this is likely to lead to smaller gains in labour productivity, which was a major factor in offsetting the shock of higher material input costs in 2000.  Therefore, although formulating a policy stance between containing inflation and supporting growth with minimum social cost remains a major challenge in 2001 in all the ECE countries, it is much more so in the transition economies where the fundamental structural changes to be undertaken and the adjustments to be made are still considerable.

(ii)
Consumer prices in 2000

Inflationary pressures in the transition economies intensified in 2000.  Under the impact of higher import prices for energy and related products in general and bad harvests in some, rates of consumer price inflation rates in 2000 were higher than in 1999 in most of the east European and Baltic countries (table 3.4.1 and chart 3.4.1).  In contrast, inflation rates fell in the CIS economies, in some rather sharply, as the effects of the 1998 Russian financial crisis receded.  Nevertheless, in the majority of these economies the rate of inflation remained in double digits.

Among the east European countries, inflation over the 12 months to December 2000 decelerated only in Hungary, Poland, Romania and particularly in Slovakia.  In Slovakia, after large price adjustments in January and February, disinflation resumed in March and accelerated in the rest of 2000.  The year-on-year rate of inflation in December was nearly half of its level a year earlier, a reflection of depressed demand
 and a fairly firm exchange rate of the koruna.  In the last quarter, weaker energy prices also contributed to the lower rate of inflation.  Not only was disinflation significant, but it was realized in spite of large price adjustments, which had been postponed for several years by the previous government.  Regulated prices increased by more than 20 per cent in 2000.  Core inflation excluding these adjustments rose by 4.6 per cent compared with 10.8 per cent in 1999.

In Poland the monetary authorities, concerned at the widening current account deficit, tried to curb domestic demand with an extremely tight monetary policy.  The inflation rate started to fall from mid-2000 and decelerated substantially in the last quarter, thanks to a further weakening of demand and the easing of international oil prices.  Surprisingly weak food prices pulled down the inflation rate further in the early months of 2001, the year-on-year rate falling from 8.6 per cent in December to 7.5 per cent in January and 6.6 per cent in February.  The central bank’s inflation target (6-8 per cent, year-on-year, by December 2001) may be undershot if the strength of the zloty and the current easing of food prices, which had contributed significantly to the overall inflation in 2000,
 continue in the coming months.  However, if the real economy continues to be squeezed too hard, a sharp slowdown in productivity may lead to a hardening of the core inflation rate even if rising unemployment lowers wage demands.

In Hungary the consumer price inflation in 2000, measured over the 12 months to December, was only slightly lower than a year ago and it overshot the government’s target (6-7 per cent, annual average) by a large margin.
  The rate of inflation would have been even




higher if the government had not intervened to control the increase in the prices of natural gas and pharmaceuticals.
  This stubborn inflation rate was mainly due to sharp increases in food and oil prices and by the weakness of the euro vis-à-vis the dollar.  The year-on-year core rate of inflation, in contrast to the headline CPI, was higher in December 2000 than 12 months earlier, 9.8 and 8.7 per cent, respectively.
  This was the first acceleration in core inflation since 1995.  In addition to the one-off rise in unprocessed food prices in the autumn, the effect of which is only partially removed from the core index, the persistent increase in the price of services
 since July “warns of the danger of inflation inertia and the associated long-term interruption in disinflation”.
  However, given an only modest increase in private consumption expenditure (3.7 per cent in the first three quarters) and a significant moderation in retail trade (from 6.5 per cent in 1999 to some 2 per cent in 2000), there seems to be only rather weak inflationary pressure coming from the side of consumer demand.  Furthermore, the surge in labour productivity in industry (nearly 20 per cent year-on-year) and the relatively modest growth in real wages despite a significant improvement in the labour market all suggest that part of these price changes reflect structural adjustments related to the transition process which are not only temporary and unavoidable but are also a positive indication of the progress of reforms in Hungary.
  Nevertheless, short-term remedies such as the capping of prices may slow the process of getting inflation down to single-digit rates, particularly if fiscal policy
 remains lax in the run up to the 2002 general elections and if the rapid growth of industrial output, thanks to exports, slows sharply in line with the expected weakening of global demand.  Given a rise of 1.5 per cent in consumer prices in January and 1.4 per cent in February 2001, the official forecast of a 6-7 per cent increase by the end of the year may prove to be optimistic.

Consumer prices also rose more slowly in 2000 compared with 1999 in Romania, but the year-end rate of some 40 per cent was the fourth highest among the transition economies after Yugoslavia, Belarus and Tajikistan.  Thus, the actual rate of inflation did not only overshoot the original ambitious year-end target of 27 per cent but also the revised and more plausible target of 40 per cent despite weak consumer demand.  In addition to a series of tariff and tax increases,
 the nominal depreciation of the leu and higher oil prices, a poor harvest led to a large increase in food prices,
 which account for some 60 per cent of total household expenditure.  The persistently high rate of inflation in Romania is rooted in the slow pace of economic reform, which leaves it much more vulnerable to supply-side shocks than the more advanced reformers.

In the Czech Republic the inflation rate increased slightly during 2000 but remained low at around 4 per cent year-on-year in December, thanks to still relatively weak consumer demand
 and a strong koruna, which was supported by large inflows of foreign capital.  The major inflationary pressure came from the higher costs of imported energy, which weakened somewhat in the last quarter.  A large rise in food prices (3.6 per cent year-on-year in December 2000 compared with a fall of 0.4 per cent in 1999) and increases in administered prices also contributed to the acceleration in the headline inflation rate.  Net inflation, which excludes the impact of controlled prices and indirect taxes, was 3 per cent year-on-year in December, which was below the lower limit of the central bank’s year-end target (3.5-5.5 per cent).
  However, productivity growth in Czech industry remained much lower than in most of its neighbours and the rapid growth of producer prices relative to consumer prices in 2000, with the gap growing significantly in the second half, suggests that cost pressures are gradually increasing.  The monthly rate of net inflation in January 2001 was 0.6 per cent, while the target for end-2001 is 2-4 per cent.

In Slovenia, despite a tight monetary policy, rising oil prices and the depreciation of the tolar
 exerted strong upward pressure on consumer prices, which rose 9 per cent for the year as a whole, the highest rate since 1999.  However, the deterioration in the terms of trade effect was not the only cause of the acceleration in inflation, particularly in the second half of the year.  To compensate for faster than expected inflation in the first half (the initial official annual target was 4.5 per cent), public sector wages and pensions were re-indexed in July.
  In addition, with increased employment added to the improvement in disposable incomes, the growth of private consumption resumed an upward trend in the first quarter.  Although core inflation (excluding food and energy) over the 12 months to December was nearly 2 percentage points lower than the headline inflation in 2000, it nevertheless accelerated much faster over the year.
  The narrowing of the difference between the two rates of inflation, particularly in the second half of 2000, may point to growing pressures on prices, other than food and energy, which may at least be partly linked to rising labour costs.  This risk of a wage-price spiral, combined with a simultaneous slowdown in productivity gains, may pose a major dilemma for the conduct of monetary policy in 2001.

In Croatia, there was a sharp rebound in inflation in 2000.  In the first three quarters of the year a large increase in revenues from tourism largely offset the fall in real household incomes caused by sharply declining industrial employment and falling real wages, and private consumption recovered rather strongly.
  Nevertheless, the acceleration in consumer prices was kept in check by the strong kuna and the government’s decision to lower fuel taxes to cushion the rise in import prices for oil.  However, in the last quarter the kuna started to weaken rapidly, and the government, among other administered price adjustments, allowed the household electricity prices to rise by 25 per cent.  In December the year-on-year rate of inflation reached 7.5 per cent, the largest increase since the end of the hyperinflation in 1993.  However, if the government cuts import tariffs as required by the terms of its accession to the WTO and is able to resist the rising social discontent over falling real wages and soaring unemployment, then inflation in 2001 can be expected to moderate.  On the other hand, the rapid growth of producer prices in the closing months of 2000 suggest that disinflation at the retail level may prove difficult, at least in the first half of 2001.

In Bulgaria inflation fell from a peak in triple digits in 1997 to a single digit in 1999, but in 2000 it nearly doubled to reach 11 per cent at the end of the year, overshooting by a large margin the revised mid-year target of 6 per cent.  However, this acceleration was mainly due to external and one-off factors such as higher import prices for energy, a bad harvest and frequent adjustments to regulated prices.
  Soaring unemployment and only moderate growth in real wages dampened household consumption during 2000.

After falling in 1999, consumer prices in Albania and Bosnia and Herzegovina rose in 2000, albeit at much lower rates than in the other east European countries.  In both of them economic recovery strengthened in 2000 but, with very high rates of unemployment and widespread, war-induced poverty, consumer price inflation remained subdued.

In The former Yugoslav Republic of Macedonia inflation rose strongly over the course of 2000 to reach double digits after several quarters when prices had fallen.  The acceleration was mainly due to the increase in energy prices and the introduction of VAT in April; although the economy started recovering from the Kosovo crisis in late 1999, demand remained weak in the face of high unemployment rates and falling real wages.

In Yugoslavia, direct and indirect price controls, combined with an artificially low official exchange rate of the dinar, had kept inflation rates at around 50 per cent in the two and a half years to mid-2000.  The government devalued the dinar in June and liberalized some prices in October.  The monthly inflation rate soared during the second half and the cumulative 12-month inflation rate moved into triple digits.  Further substantial increases in prices are expected partly as a result of the second devaluation of the dinar in December but also from the price liberalization process announced in the new government’s annual programme; at present, major public utility prices, for example, are still controlled.

In the Baltic economies inflation rates in 2000 were again much lower than those in the majority of east European countries.  In both Latvia and Lithuania 12-month inflation rates remained below 2 per cent, and in Estonia just below 5 per cent.  The relatively higher rate of inflation in Estonia, despite its prudent fiscal policy and significant gains in labour productivity, reflects in the main the depreciation of the currency
 and stronger consumer demand (the latter supported by the economic upturn and credit expansion).  In Latvia the relatively strong exchange rate
 offset part of the inflationary effect of rising oil prices.  In Lithuania, tight fiscal and monetary policies, soaring unemployment, and, above all, the fixed exchange rate against the dollar, have kept the inflation rate very low.

In contrast to most east European economies, inflation fell sharply in most of the CIS economies in 2000 as the effects of the 1998 Russian financial crisis began to recede.  Large increases in commodity export revenues and improved tax collection have helped to reduce some of the major imbalances in most of these economies.  Improvements in the design and conduct of macroeconomic policy
 have helped to lower inflation.  In addition, given the much slower pace of reforms in these countries, price controls continue to be used extensively at the retail level in many of them, albeit to varying degrees.  In the second half of 1999 a great deal of the moderation in inflation rates was due to the collapse of real household incomes and increased job insecurity which had negative effects on consumer demand.  In 2000, in many CIS countries, household consumption improved, reflecting in the main, the recovery of real wages from mid-1999 and, in a few of them, some improvement in employment.
  Nevertheless, on the supply side, large productivity gains and moderated increases in input prices, reflecting to a large extent the relative stability of their exchange rates, played a major role in containing pressures.

Among the CIS economies consumer price inflation in the 12 months to December 2000 was higher than in December 1999 only in Tajikistan, Ukraine and, to a much lesser extent, in Azerbaijan.  However, the highest rate of inflation was again in the shortage-ridden Belarus economy even though price increases were held back by the extensive use of direct price controls.  Nevertheless, there was also an effort to tighten monetary policy in 2000.

In Ukraine, inflation was relatively modest compared with most of the other CIS economies in 1998 and 1999, but it rose rather steadily in the first three quarters of 2000.  This upturn was mainly due to a revival of real household incomes
 and consumption,
 supported by large increases in wages, pensions and social support payments.  There was also faster growth in small business activity and above all a sharp recovery of agricultural output and incomes despite a severe drought in the spring.  In addition, the central bank’s purchases of hard currency in the interbank market to meet debt servicing obligations also added to inflationary pressures.  Nevertheless, improved labour productivity absorbed much of the wage cost pressure, and a stable hryvnia, thanks to strong export earnings and tight controls on the domestic market, kept imported inflation at bay.

In Russia the rate of inflation over the 12 months to December 2000 rose by just over 20 per cent, some 2 percentage points above the official target, but almost half the rate in 1999.  However, growing cost-pressures and the rapid growth of the money supply, due to large unsterilized foreign exchange inflows, started to have an impact on the monthly inflation rate in early 2001.  The monthly rate of increase in consumer prices changes surged to 2.8 per cent in January and 2.3 per cent in February, which means that the prices index in two months has already reached more than one third of the way to the government’s year-end target of 12-14 per cent.  Part of the January increase is the result of seasonal factors (food prices rose by more than 3 per cent) and increases in regulated prices (fares for public transport, residential water and heating).  But the rise in February was mainly due to increases for private services, which suggests the recent acceleration in unit labour costs (large wage increases accompanied by weakened productivity growth) and monetary expansion is feeding through to the non-tradeables sector.  Therefore the end of year target is likely to be exceeded, and probably by a large margin if the recent weakening of output growth and the pressure on the rouble intensify in the coming months.  Thus, without an acceleration in the pace of microeconomic reforms to eliminate excess labour in enterprises and to stimulate new investment (both domestic and foreign), the recent improvements in macroeconomic stabilization in Russia, and even more so in most of the other CIS economies, may prove to be short-lived once the external environment becomes less favourable.

(iii)
Producer prices and labour costs in industry in 2000

Industrial producer price inflation, which picked up sharply in 1999, continued to accelerate in 2000 in eastern Europe and the Baltic countries (table 3.4.2), reflecting in the main soaring prices of energy and, albeit at much lower rates, imported industrial raw materials, particularly metals.

In eastern Europe producer price inflation decelerated only in Poland and Romania.  In Poland, prices stagnated in November and fell by nearly 1 per cent in December reflecting not only lower oil prices and the strong zloty but also weaker domestic demand.  Weak domestic demand also checked the rate of increase of industrial output prices in Romania, although it remains very high due to supply-side shocks which have been amplified by very slow progress in enterprise restructuring.

In the Baltic region producer prices accelerated only in Estonia reflecting stronger demand, which allowed producers to pass on cost increases to retailers, and its relatively weaker exchange rate against the dollar.

Following the rouble crisis in mid-1998 and the subsequent reactive currency devaluations, imported input prices soared in most of the CIS countries.  This imported inflation, combined with a collapse in labour productivity, led to a significant acceleration of industrial output prices in 1999.  However, in 2000, and in contrast to most of the east European and Baltic economies, producer price inflation moderated considerably.  Nevertheless, the rates of increase in most of them remain much higher than in eastern Europe.  Furthermore, in most of them, industrial producer prices have risen much more than consumer prices.  The large difference reflects both the extensive use of price controls at the retail level (the extreme cases being Belarus and Uzbekistan) and the very slow rate of progress with microlevel restructuring, which prevents a faster growth of labour productivity by encouraging overmanning in the majority of enterprises in these economies.

In most of the east European economies industrial wages continued to grow strongly in 2000 (table 3.4.3).  However, in contrast to the past several years, their growth was less than the increase in producer prices in many of these economies, particularly in the second half of the year, with the major exception of Slovenia.  Labour productivity surged as a result of strong output growth, falling employment, the latter reflecting the deepening of enterprise restructuring in some.  Unit labour costs thus fell almost everywhere, the main exceptions being Croatia, Slovenia and particularly Romania.  However, even in these countries, the rates of increase were considerably lower than in 1999.  Given the surge in energy-related input costs, however, the fall in real unit labour costs does not imply an increase in profit margins, even in those branches where the exports account for a large share of total production.

In the Baltic and CIS economies, in contrast to most of eastern Europe, unit labour costs continued to rise sharply and in some at a faster rate than in 2000.  They declined only in Lithuania where nominal wages were virtually unchanged while productivity gains were large.  Elsewhere, unit labour costs generally increased at double-digit rates, due to continued rapid wage growth in most countries combined with a slowdown in industrial productivity, as was the case in Russia, mainly in the last quarter.

(iv)
Structure and change in manufacturing industry wages during transition

(a)
Introduction

Since the beginning of the 1990s, the transition economies have been undergoing a massive process of structural change, albeit at different speeds dictated by various country-specific conditions and the differential impact of external factors.  One aspect of this process, which is closely related to that of catching up with the mature market economies, is the changing pattern of industrial production including changes in the quality of products.  This adjustment, in turn, has led to significant changes in the wage spread among industries, to a large extent reflecting the different skill intensities required by new production technologies.  In some countries this process has been much more rapid than in others.  The speed of the transfer and diffusion of new technology and organizational forms from the advanced market economies is frequently linked to the scale of foreign direct investment although domestic capacities (the level of education of the work force, the state of existing technologies and specialization, etc.) also play a crucial role.
  Changes in the structure of relative wages can be considered, grosso modo, as a summary indicator of changes in employment and output structures.

This note examines some of the characteristics of the industrial distribution of wages and their evolution during the 1990s in selected east European and Baltic countries by asking three sets of questions:

· How similar was the branch structure of relative wages among the transition economies at the end of the 1990s? and What changes occurred in the degree of similarity during the first decade of transition?

· In which countries was the branch distribution of wages most equal (unequal) at the end of the 1990s?  and Has there been a shift towards more or less “egalitarianism” within countries over the last decade?

· To what extent have changes in branch wage differentials been influenced by differential trends in branch labour productivity and output growth?

The principal data used in this note
 are the statistics of average monthly gross wages per person employed in each of the NACE 2-digit branches of manufacturing industry.
  However, neither the country nor the period coverages are uniform because of data limitations.  Furthermore, due to the lack of value added data at the manufacturing branch level, gross industrial output is used as a proxy.  In addition, the time series for some of the countries contain breaks which may influence the results.
  The statistics and estimates in this note should therefore be interpreted with more than the usual degree of caution.

Keeping in mind the data limitations and the small sample of countries, it is still possible to suggest some answers to the questions raised above.  Except for a few branches (mainly those with the highest and the lowest wages per head) there does appear to be a large degree of uniformity among the transition economies in the branch structure of relative wages.  Nevertheless, mainly because of the range between the highest and lowest paid branches, the degree of wage dispersion within countries varies more greatly from country to country, reflecting not only their different rates of reform but also the differences in the structure and level of their foreign trade and the intensity of investment, both domestic and foreign.

Over the period 1993-1999, the branch structure of relative wages across countries increased little if measured by the 14 NACE subsections, but the change was more significant at a higher degree of branch disaggregation (23 NACE divisions).  The branch dispersion of wages increased substantially in some countries during the 1990s, as the branches which initially had the highest wages recorded the largest rates of increase and the lowest paid received the smallest wage increases.

There is a positive relationship between the wage growth and the growth rates of labour productivity and output and these relationships are stronger at the more disaggregated branch structure.

Finally, the changes in the transition economies are then compared with those in Germany, representing a mature market economy which serves as a reference point, towards which the transition economies are trying to converge, although at significantly different rates.

(b)
Branch wage structure in 1999

The branch distribution of average gross wages relative to the average for total manufacturing for 11 transition economies in 1999 is shown in table 3.4.4.
  Taking the average distribution for the 11 countries (column 12, subsections breakdown), the branch differentials fall within a rather narrow range.  Excluding the highest paid branch
 (petroleum products) the second highest level of wages (chemicals) is less than double the lowest (leather products).  This relatively “egalitarian” distribution of average wages between the manufacturing branches is much the same in almost all 11 countries, as suggested by the low coefficients of variation in the last column of the table, which range between some 7 and 19 per cent.  Furthermore, the dispersion among countries exceeds that for the all-country average, by some 15 per cent or more, in only three of the 14 branches, namely petroleum products (18.7 per cent), paper and publishing (16 per cent) and wood products (15.7 per cent).  Wages in the petroleum products branch are higher than the manufacturing average in all 11 countries, but in Romania, and particularly in Bulgaria, they are much higher, nearly or more than twice the average, respectively, while the margin is only about 10 per cent in Slovenia, Estonia and Latvia.  Wages in paper and publishing are also above the manufacturing average in all 11 countries.  Their relatively large dispersion, however, is mainly due to the effect of much higher wages in the publishing and printing division (22) in all of the countries, but particularly in Hungary and Estonia, where wages are about twice the manufacturing average.  These deviations may reflect different product composition within each branch.
  Towards the other end of the scale, the relative
wage in the wood products branch is one of the lowest in all 10 countries (except in Hungary where it is some 15 per cent above the average manufacturing wage), but it ranges from less than 70 per cent of the manufacturing average in Bulgaria and Croatia to nearly 100 per cent in Estonia.  Again, these variations may be due to differences in the detailed product composition, including the extent to which the various products are finished.  Despite these significant differences among countries in relative wages in some branches, when the 11 economies are taken together the manufacturing sector falls into three distinct groups with respect to relative wages:

· Those branches which pay well above (30 per cent or more) the average manufacturing wage, namely petroleum products, chemicals and paper and publishing (mainly division 22);

· Those which pay significantly below (some 20-30 per cent less) the average, namely textiles/clothing, leather products, wood products, furniture and recycling; 

· Those which pay about or some 10 per cent more than the average wage in total manufacturing industry.

In conventional theory, interindustry wage differentials should reflect different skill intensities and, occasionally, compensation for special hardship or hazard in working conditions.  However, in practice, due to differences, inter alia, in labour market conditions and structures, in institutions and traditions, the determinants of wage differentials are complex.  Nevertheless, despite the various economic and social factors affecting wage behaviour, it is clear from the data presented here that the traditional, relatively slow-growing and unskilled labour-intensive branches (textiles/clothing, leather/footwear, wood/furniture) have the lowest relative wages, while skill-intensive industries (such as engineering) and relatively fast-growing and physical capital-intensive industries (petroleum products, chemicals) generally have the highest.

Chart 3.4.2 compares the average branch structure of wages in the transition economies with that in Germany at the end of the 1990s.  There are only two significant differences between the two structures.  Food, beverages and tobacco is the lowest paid manufacturing branch in Germany (nearly 40 per cent below the manufacturing average) whereas in the transition economies it is slightly better paid than the average.  These variations may well reflect the product heterogeneity within the NACE branches.
  The second branch with a large relative wage difference between the transition economies and Germany is the paper and publishing branch.  While in Germany it is again one of the lowest paying branches, in the transition economies the average wages in this branch reach nearly 30 per cent above the average wage in manufacturing.  Also for transport equipment the difference reaches nearly 20 percentage points, although both are above the manufacturing average, albeit in Germany by some 30 per cent versus 13 per cent, given its much advanced automotive industry where the product is not only partly manufactured or assembled but is also designed, tested, etc., which requires much more engineering skill and capital investment.  All the other branches occupy a somewhat similar relative position in the transition economies and in Germany, differences not exceeding some 15 percentage points.

Although branch structure of relative wages is similar among the transition economies, they do differ in respect of the spread of wages between branches.  The coefficients of variation at the bottom of table 3.4.4 show that, in terms of the NACE subsections, the largest wage dispersion is in Bulgaria where the coefficient exceeds 40 per cent.  The second group of countries, with a dispersion coefficient of around 30 per cent consists of Croatia, Hungary, Poland and Romania.  The third group, with the least dispersion of around 20 per cent, consists of the Czech Republic, Slovakia, Slovenia and the three Baltic economies.

Interindustry average wage differentials are usually assumed to broadly reflect differences in productivity and, therefore, in a developed market economy, a declining dispersion of branch wages may indicate a maturing of the economy.
  However, in a transition economy, the same phenomenon may imply a slow pace of reforms and a postponement of enterprise restructuring since, in general, the dispersion of labour incomes in the centrally planned economies had been greatly compressed.

The structure of relative wages in 1999, and its rate of change over the last decade may therefore reflect, ceteris paribus, the different pace of reform in individual transition economies.  However, there are many other factors which may influence the degree of dispersion both over time and across countries, such as initial conditions in terms of the extent of labour hoarding, the interindustry structure of production, the degree of capital intensity, etc.  Furthermore, a distinction has to be made between the early reformers and the laggards.  For example, a comparison of the wage structure in 1999 in Bulgaria with those of the central European early reformers must take into consideration the delayed start of real reforms in the former.  The comparison of Bulgaria with Romania, however, indicates a relatively deeper restructuring in the former during the late 1990s.
(c)
Change in the branch wage structure between 1993 and 1999
Has the branch structure of relative wages become more or less similar during the last 10 years, both among and within countries?
  Comparing the averages for the seven transition economies
 in 1993 and 1999 (table 3.4.5 and chart 3.4.3) it can be seen that, in relative terms, average wages in the lowest paid branches at the start of the period fell further during the 1990s (namely, textiles/clothing, leather products, wood products and furniture, and recycling).  Those which were originally around or above the manufacturing average have increased further, the main exceptions being petroleum products, rubber and plastics, and food, beverages and tobacco.  Nevertheless, in 1999 petroleum products remained by far the highest paid of all the 14 branches.

A comparison of charts 3.4.2 and 3.4.3 suggests that during the 1990s, the relative wage distribution in the transition economies was moving towards the structure of Germany in 1998.  In general, relative wages in the transition economies declined in those branches that were the lowest paid in Germany in 1998 and they increased in those which were the highest paid in German manufacturing industry.  There were few exceptions, however, namely metal products and particularly paper and publishing.  In these branches relative wages have increased to well above the manufacturing average while they are below average in Germany.  In contrast, in food, beverages and tobacco, branches which include the lowest paid industrial jobs in Germany, relative wages in the transition economies have declined slightly although still remaining around the manufacturing average.

Another point emerging from table 3.4.5 is that while the all-country coefficient of variation for electrical and optical equipment branch shows a decline of some 3 percentage points between 1993 and 1999, at the more disaggregated level (divisions 30-33), the same statistic, even though calculated on a smaller sample of five countries, suggests that the relative wage dispersion across countries during the transition rose significantly in division 30 (office machinery and computers, from less than 20 to 30 per cent) and in division 32 (radio, television and communication equipment and apparatus from some 14 to nearly 26 per cent), which may reflect different rates of technological change and of increasing demand for special skills and/or significant changes in the commodity composition of exports influenced in certain cases by FDI, particularly in Hungary.

To sum up, dissimilarities in the dispersion of relative wages in seven transition economies have increased, reflecting in the main differences in the rate of technological change combined with changes in the patterns of specialization brought about by price liberalization, international trade and foreign investment.  Another conclusion, albeit tentative, given the limited sample size, is that in terms of wage structures, the transition economies are moving towards the western economies’ pattern, represented here by Germany.

As for the branch structure of relative wages in individual countries, on the other hand, it is only in Latvia that relative wages became more similar across branches.  The coefficient of variation by NACE subsections in this country fell from 34.7 per cent in 1993 (table 3.4.5) to 18.6 per cent in 1999 (table 3.4.4).  However, calculated on the basis of NACE divisions the coefficient of variation increases from 33.7 per cent in 1993 to 35.6 per cent in 1999, the highest rates of dispersion of all the countries in both years, except Bulgaria in 1999.  This relatively large difference between the two measures in Latvia is mainly due to the disaggregation of the NACE subsections of food/tobacco, metals and electrical/optical equipment.  A similar picture, albeit less significant, emerges also in Poland (in 1993) and Slovenia (in 1999).  In the other four countries the degrees of dispersions are similar under both breakdowns, both in 1993 and 1999, and both show enlarged wage differences between manufacturing branches during the 1990s.  Wage inequality increased sharply in the Czech Republic and Romania but in the former, it remained at around 20 per cent in 1999 (at both levels of disaggregation), the lowest rate of dispersion of all 11 transition economies which, inter alia, probably reflects the slow pace of microlevel restructuring in Czech industry.

An increasing dispersion of branch wages implies a positive relationship between the rate of increase in wages and the initial level of relative wages, in this case in 1993.  In fact, chart 3.4.4, which shows the total increase in branch wages relative to a similar change in the average wage in total manufacturing industry, illustrates this development clearly for the seven transition economies during the 1990s.  The lowest paid jobs in 1993 (i.e. those where wages were less than 90 per cent of the manufacturing average) generally received the smallest increases between 1993 and 1999.  In contrast, initially the highest paid jobs (i.e. those where wages were at least 20 per cent more than the manufacturing average) generally received the largest increases.  A similar pattern is also apparent in Germany between 1993 and 1998, albeit at much slower rates of change, reflecting the conditions in a mature market economy where adjustments tend to be marginal in comparison with those in the transition economies.



(d)
Relationship between wage, labour productivity and output growth rates

Do the differential growth rates of average wages in manufacturing branches reflect differential growth rates of output and labour productivity in the transition economies?  Given the limitations of the data, the relationships shown in chart 3.4.5 in terms of scatter diagrams should not be interpreted as indicating more than general tendencies.  Nevertheless, the diagrams do suggest that there is a positive relationship between the growth rates of wages and those of output and labour productivity in the majority of countries.
  The major exception is Hungary where, although the growth rates of labour productivity and wages are positively correlated, albeit less significantly than in the other countries, there seems to be a negative relationship between the growth rates of wages and output.  This negative relationship may be due to a “rationalization effect” in some slow-growing, traditional industries where employment falls rapidly, leading to relatively faster growth in labour productivity.  This is the case for some branches in almost all the countries (chart 3.4.5), but in Hungary it is much more significant in branches such as metals and non-electrical machinery where the output growth rate was similar to the manufacturing average while productivity and wages grew nearly two thirds faster than in manufacturing as a whole.  In contrast, in electrical machinery, electronics, etc., output growth far outpaced both productivity and wage growth.  In Hungary, many completely new (greenfield) industries were established during the second half of the 1990s so that comparisons between 1993 and 1998 reflect almost completely different sets of firms in some branches.

3.5
Labour markets – employment and unemployment

(i)
Changes in employment in 2000

Despite the continued strong recovery in the majority of east European countries there was little improvement in most of the labour markets.  The decline in employment, which emerged in 1999, has continued and even accelerated in several countries during the first three quarters of 2000.  However, unlike the period immediately following the Russian crisis, when employment started falling as a result of the general economic slowdown, the main reason for the decline in 2000 appears to be the deepening of the process of enterprise restructuring in many countries, which has often been accompanied by sizeable job cuts and a faster rate of closure of loss-making enterprises.  Rapidly growing labour productivity also contributed to the sluggish short-term labour demand in many economies.

In the first three quarters of 2000, the decline in employment accelerated in the region as a whole (from about 1 per cent in 1999 to nearly 2 per cent), although the changes in individual countries reflect the diversity of their macroeconomic situation (table 3.5.1).  There were relatively large increases in employment only in Hungary and Slovenia (although in both cases they were considerably less than in 1999), and employment was flat in The former Yugoslav Republic of Macedonia.  There was some small recovery from very low levels in Bosnia and Herzegovina, but elsewhere the declines were general with a considerable deterioration in Bulgaria and Poland.

In the Czech Republic, where the fall in employment in 1999 accelerated sharply as a result of measures aimed at the deepening of the process of enterprise restructuring, employment continued to decline in 2000.  However, as the economy started a gradual but sustained recovery driven by strong exports and capital investment, the rate of decline slowed somewhat in 2000 as well.  In the first three quarters employment fell by some 2 per cent; all major sectors of the economy including services were affected, with the largest falls in agriculture and construction (in both cases more than 7 per cent).

In Hungary, a relatively high rate of employment growth was maintained for a third consecutive year, although at a lower pace than in the previous two years.  The pattern of employment growth in 2000, was similar to that in 1999: the main sectors providing new jobs were construction and, especially, services (almost 80 per cent of the total gains), while in manufacturing employment stagnated and in agriculture it continued to fall.

In Slovenia, where economic activity also remained strong in 2000, employment continued to grow for the third consecutive year, although, as in Hungary, there were signs of deceleration in the second half of the year.  The expansion of employment was due to a small increase in construction and large gains in services, whereas employment in agriculture and industry continued to decline slightly.

In Poland, employment grew steadily between 1993 and 1998, but as a result of the short-term negative effect of the Russian crisis, combined with the acceleration of industrial restructuring and the closure of loss-making enterprises, it fell by nearly 3 per cent in 1999.  The situation appears to have deteriorated further in 2000: in the third quarter, paid employment fell by more than 3 per cent, year-on-year (compared with less than 1 per cent in 1999).
  The largest falls were in agriculture, and mining and quarrying (in both cases above 10 per cent).
  Employment in construction and manufacturing also fell significantly (by some 4 and 6 per cent, respectively). Employment in services, which until recently has been the main source of new jobs, started falling for the first time since 1995.

In Slovakia, as a result of a marked slowdown in the growth of output and the start of a long-delayed process of enterprise restructuring, total employment fell in 1999 by nearly 5 per cent, the largest fall since 1992 and the highest rate of decline in the region.  In the first three quarters of 2000, as a result of an economic recovery which became visible in the second half of the year, and some special measures to stop rising unemployment,
 the employment situation improved.  The rate of decline decelerated considerably, and employment stopped falling in the third quarter of the year.  In all the main sectors of the economy, employment stagnated during the first three quarters of 2000, except in services where, as in previous years, it continued to increase, although only slightly.  It seems, however, that this improvement was only temporary, and although data for the fourth quarter were still not available at the time of writing this Survey, a sharp increase in unemployment in the last months of the year suggests that the fall in employment is likely to resume.

In Romania, where for the first time in three years an export-led recovery got underway, employment continued to fall slightly.  In the first three quarters of 2000, the level of employment was basically flat in construction and services, but it declined by more than 6 per cent in industry, reflecting, inter alia, continued industrial restructuring and the closure of loss-making enterprises.  However, most of these losses were offset by steadily growing employment in agriculture.

In Bulgaria, despite a strong export-led expansion and some attempts by the government to create new jobs (mainly publicly-financed infrastructural projects), there was no improvement in employment in 2000.  Continued lay-offs in industrial firms undergoing restructuring and large job losses caused by closure of loss-making enterprises resulted in a sharp decline in employment (the number of those employed under employment contracts dropped in 2000 by nearly 11 per cent).  All sectors of the economy were affected by the decline, but there were particularly large falls in agriculture and industry (some 8 and 12 per cent, respectively).  In the other countries of the region for which data are available, employment continued to decline at much the same rates as in 1999, although more so in Croatia, reflecting perhaps the steps undertaken by the new government to restructure the enterprise sector, accelerate privatization and implement a tougher bankruptcy policy.  Data on employment in Yugoslavia for the first two quarters of 1999, the period of the Kosovo conflict, are not available.  The resulting lacuna in the series does not allow any judgement on the employment changes in the first half of 2000.  In the third quarter of 2000, employment continued to fall, but reflecting perhaps a robust recovery from the crisis caused by NATO bombing, the rate of decline decelerated considerably and did not exceed 2 per cent compared with more than 9 per cent in the same period of 1999.

In the Baltic states, reflecting their different economic performance, developments in the labour markets were more varied in 2000, with the changes in employment being particularly heterogeneous.  In Estonia, where structural changes in the economy have increased competitiveness and resilience to external shocks, a strong recovery after the 1998 Russian financial crisis led to a notable deceleration in the decline of employment.  In the third quarter of 2000, it started to grow again, rising by 1 per cent (year-on-year).  The improvement was mainly due to manufacturing industry where employment started to grow rapidly in 2000, and by the third quarter was 12 per cent above its level of a year earlier.  In Latvia, where output growth was also relatively strong, employment started to grow somewhat at the end of 1999 but despite the continued growth of output, it weakened in the first half of 2000 and was falling again by the third quarter.  During the first three quarters of 2000, employment was actually flat in all the main sectors of the economy except industry, where it declined slightly.  The Lithuanian economy has recovered more slowly than the other Baltic states from the recession caused by the Russian crisis, and the government has maintained a tight fiscal policy combined with enterprise restructuring and a faster rate of privatization.  As a result the situation in the labour market has deteriorated, and by the third quarter of 2000 employment was nearly 4 per cent below its level of a year earlier.  The decline affected all sectors of the economy, the largest falls occurring in services and particularly construction (some 3 and 14 per cent, respectively).

In the CIS countries, despite a widespread and strong economic recovery, there was also little improvement in employment.  In the first three quarters of 2000, there were some small increases in Kyrgyzstan, Russia and Uzbekistan, but employment remained flat in Azerbaijan and Belarus, and elsewhere it continued to decline at much the same rates as in 1999 (except in Tajikistan, where the fall was much larger than in 1999).  In Russia, employment rose by nearly 1 per cent, for the second consecutive year, and according to preliminary estimates, the rate accelerated in the last quarter.
  The new jobs were mainly concentrated in services, but for the first time since the transition started there was also a substantial increase in industry where employment grew by more than 2 per cent.

(ii)
Unemployment

In most of eastern Europe, given the accelerated decline in employment, registered unemployment rates generally remained high throughout 2000.  Several countries (Bulgaria, Croatia, the Czech Republic, Romania and Slovakia) reported their highest unemployment rates since the transition started in 1989.  Unemployment also reached a five-year high in Poland.  In those cases where there was a fall in unemployment, it usually occurred in tandem with falling employment, suggesting departures from the labour force.  Only in Hungary and Slovenia were falls in unemployment a result of net job creation.

In December 2000, the average rate of unemployment in eastern Europe reached 15.1 per cent, the highest regional rate since the transition started, with most countries falling within a range of just below 9 per cent (Czech Republic and Hungary) to nearly 23 per cent (Croatia)
 (table 3.5.2).  The total number of persons registered as unemployed was close to 8 million, nearly 4 per cent more than in December 1999.

In Hungary, strong output growth has nevertheless continued to generate a relatively strong demand for labour, with some branches reporting labour shortages of skilled workers.
  The rate of unemployment has declined fairly steadily since February 2000, falling to 8.9 per cent in December (0.7 percentage points lower than a year earlier).  In Slovenia there has been a gradual downward trend in unemployment since October 1998, reaching 12 per cent in December 2000.

In the Czech Republic, unemployment peaked at 9.8 per cent in January 2000 and then declined fairly steadily to 8.8 per cent in December, a development helped by special labour market policies.
  Government officials hope that in 2001, new job opportunities arising from economic growth and from a significant inflow of FDI to greenfield projects will offset the losses caused by the restructuring of heavy industries, banking and some other state held companies.  On these assumptions, the Finance Ministry has lowered its forecast for unemployment at the end of 2001, from 9.4 per cent (estimated in October 2000) to 8.4 per cent.
  A new National Employment Action Plan is also expected to work in this direction.

In Poland, after falling between 1995 and 1998 unemployment started to rise again at the end of 1998 and the situation continued to worsen through 2000, as the economy slowed from 6-7 per cent annual growth rates in the mid-1990s to just over 4 per cent in the last two years.  Moreover, many analysts believe that taking into account the specific labour market conditions in Poland, even a growth rate of 5 per cent is insufficient to reverse the upward trend in unemployment.
  The sharp rise was due to a number of factors.  First, the restructuring of many unprofitable industries such as coal mining, steel, defence and public transport, combined with the ending of job guarantees in privatized firms,
 led to a wave of mass lay-offs.  Second, sharply rising labour productivity has also reduced the short-term demand for labour.  Third, the situation has been aggravated by the fact that members of the demographic peak of the first half of the 1980s are beginning to enter the labour market.
  In the 12 months to December 2000, the unemployment rate increased by nearly 2 percentage points to 15 per cent, its highest rate since 1994 (chart 3.5.1).  However, the registered unemployment figures probably overstate the real situation, inter alia, as a result of the government’s reform of state health-care services.
  Polish unemployment reached a six-year high (15.6 per cent) in January 2001,
 and it can be expected to worsen as corporate restructuring continues and manufacturers announce lay-offs amid signs of a slowdown in output growth.
  The government has already raised its projection of unemployment at year’s end from 14.9 per cent to 15.4 per cent, but many analysts believe it could reach 16-18 per cent.
  Another specific problem which affects the Polish labour market and which will have to be dealt with by the government is restrictive labour regulations that limit the creation of new jobs.

In Slovakia, the combination of austerity measures and a weaker economic performance, particularly in industry and public sector construction, led to a dramatic rise in unemployment in 1999.  In the first half of 2000, the situation continued to deteriorate, mainly due to a more rapid rate of large-scale corporate restructuring.  Unemployment reached 19.5 per cent in January and February and remained virtually unchanged until July.  The rate subsequently fell to 16.1 per cent in October thanks to a new public works programme, but this is essentially a short-term measure and the effects have been transitory: unemployment started to increase again in November and by January 2001 it had reached a new record level of 19.8 per cent.  According to national analysts, high rates of unemployment will probably continue to be the biggest economic and social problem facing policy makers in the next few years.  A significant fall in the numbers unemployed is unlikely before the second half of this decade: in the meantime, it may decrease slowly but will probably remain above 14 per cent.
  By the end of 2001 the unemployment rate is expected to fall to 18.2 per cent.

There was no radical improvement in the labour markets in the south-east European transition economies.  At the end of 2000, unemployment rates in all countries of the region except Romania, were some 17 per cent or more.  In Albania, where GDP grew strongly (albeit from a very low base) and the government introduced several projects to boost employment,
 the unemployment rate declined by more than 1 percentage point in the 12 months to December 2000, but it still stood at nearly 17 per cent.
  In 2001, the economy is expected to continue to grow strongly, but unemployment is unlikely to fall much more, while roughly the same proportion of the labour force will continue to seek employment abroad, primarily in Greece and Italy.

In Bulgaria, as a result of lay-offs in industrial firms undergoing restructuring, the unemployment rate surged in the early months of 2000, peaking at a 19 per cent rate in April.  However, the effects of restructuring have been partly offset by strong service sector growth and by a number of job-creating infrastructure projects: the unemployment rate declined from May, reflecting also to some extent a mid-year seasonal improvement, but by December it was still at 17.9 per cent, nearly two percentage points higher than a year earlier.  The rate rose again to 18.5 per cent in January and to 18.7 per cent in February 2001.  As output growth is expected to remain high, and with foreign direct investment increasing rapidly
 and restructuring of most state enterprises nearing completion, unemployment should fall slowly in 2001.

A faster rate of privatization and a more rigorous implementation of bankruptcy law led to a marked worsening of the labour market in Croatia in 2000.  Unemployment continued to rise, reaching a record 21.7 per cent in March.  After a seasonal fall in the summer, unemployment continued to rise to 22.6 per cent in December.  It is likely to remain high in 2001 as the government plans to introduce some rapid reforms to lay the basis for an acceleration of economic development.  This will eventually lead to lower unemployment, but not significantly before two to four years.

In Romania, where the economy is emerging from a three-year recession, there was some improvement in the labour market after unemployment peaked at 12.2 per cent in February 2000.  By the end of the year it stood at 10.5 per cent (1 percentage point lower than 12 months previously).  The new government intends to boost the rate of economic growth to 4.5 per cent in order to raise employment by 1.5 per cent, and cut the unemployment rate to 9.9 per cent by the end of 2001.
  To stimulate employment a programme of low-interest rate credits will also be launched.

In Bosnia and Herzegovina, the unemployment rate was broadly unchanged in the 12 months to December 2000, but it remained at the very high level of 39 per cent of the labour force.  The return of refugees is likely to add to the pressures on the labour market.
  Regular and consistent data on unemployment are still not available for The former Yugoslav Republic of Macedonia, but it appears that there was no improvement in 2000.
  Semi-official estimates show that the unemployment rate remained very high and in the 12 months to December 2000 increased by more than 1 percentage point to nearly 45 per cent.
  In Yugoslavia, despite a strong recovery of output from the effects of NATO bombing in 1999, there was little improvement in the labour market in 2000.  The official data show a slight fall in the unemployment rate from 27.4 per cent to 26.6 per cent in the 12 months to December 2000.  However, once enterprise restructuring and large-scale reforms get underway in 2001 further increases in open unemployment will probably be unavoidable.

In the 12 months to December 2000, the total number of unemployed persons in the Baltic states increased by more than 10 per cent and the registered unemployment rate at the end of the year stood at 10 per cent, the highest rate since the transition started (table 3.5.2).
  Unemployment continued to fall in Latvia, where it had peaked in April 1999 (at 10.2 per cent of the labour force), but in Estonia, unemployment continued to rise despite a more rapid rate of economic growth (chart 3.5.1).  The unexpected rise in the unemployment rate in October, partly reflects the sharp fall in the growth of industrial output in the fourth quarter and possibly recent changes in the entitlement to unemployment benefits.

Unemployment rose steadily in Lithuania during 2000 reaching a record 12.6 per cent in December, nearly 3 percentage points higher than 12 months earlier.  Continued enterprise restructuring and a new bankruptcy law expected to be adopted by the parliament are likely to prevent unemployment from falling below 12 per cent in the near future.

Registered unemployment in the CIS countries, the only available data series for most of them
 did not change very much in the 12 months to December 2000.  Unemployment rates remained very low, varying mostly between 0.6 per cent (Uzbekistan) and 4.2 per cent (Ukraine), the main exception being Armenia (nearly 11 per cent).  These figures, however, are very misleading as to both the magnitude and the dynamics of unemployment since a large proportion of the jobless, although willing to work, do not register for various reasons.

Instead, estimates of unemployment which try to be somewhat close to the ILO definition (i.e. all those who are out of work and actively searching for a job), suggest a marked reduction in the numbers unemployed.
  The total number of unemployed in the CIS declined from an annual average of 14 million in 1999 to 12.5 million in 2000.  The average unemployment rate in the region, on the basis of these more accurate figures, was 9.5 per cent (compared with 11 per cent in 1999).
  This change mostly reflects the marked improvement in Russia where the rapid growth of output has led to employment growth and reduced the unemployment rate, which had been falling since February 1999, to below 10 per cent at the end of 2000.  According to labour force survey data in 2000, unemployment stabilized in Ukraine, although at a relatively high level: the unemployment rate stood at 11.4 per cent in March and June, but increased slightly to 11.7 per cent in September, 1.4 percentage points higher than a year ago.

3.6
Foreign trade and payments

(i)
Current account developments

In 2000 the strong economic growth in the transition economies was accompanied by a general improvement in their current account balances
 and other external financial indicators.  In aggregate, their current account balances rose from near balance in 1999 to a record surplus of some $28 billion in 2000 (table 3.6.1), most of it being generated by fuel exporters and above all by the Russian Federation. A major reason for this huge surplus was the sharp increase in world prices of fuels and raw materials that boosted the earnings of commodity exporters in the region, but another factor was the broadly-based strength of demand in western Europe and among the transition economies themselves, including Russia (section ii).  The increase in the volume of exports of goods and services spurred domestic output growth and led to improved current account balances, despite the rise in the price of imported fuels.  In several east European and Baltic countries, the growth of net earnings from services was entirely responsible for the improvement in the current account (table 3.6.2).

The international financial crises of 1997-1998 continued to have repercussions on the balance of payments of the countries in the region, although their impact has been uneven.  The strongest effects are still being felt by the CIS.  With the principal exception of Russia, current account balances have been constrained by smaller or even negative capital inflows.  However, some of the more chronic difficulties with external balance can be attributed to domestic policies that have failed to accelerate restructuring and, as a result, have deterred foreign investment.

(a)
Eastern Europe and the Baltic states

In eastern Europe the aggregate current account deficit declined slightly in 2000 (to around 5 per cent of GDP), following a decade of more or less continuous increase.  This long-lasting expansion of the deficit has been made possible by the availability of foreign finance, particularly of FDI, which has also contributed to the build-up of official reserves.  Although several countries were adversely affected by the financial turmoil in 1997-1998, the inflow of finance was maintained, helping eastern Europe to reach the fastest rate of economic growth since the beginning of the transition.  By contrast, many emerging market economies in other parts of the world have been faced with a sharp reduction in financial flows and a forced adjustment in their current accounts from large deficits to surplus.

After contracting in 1999, the dollar value of central European exports of goods and services recovered in 2000, rising by around 10 per cent.  Import growth also recovered but at a somewhat slower pace.
  As a result


mainly of increased receipts from higher tourism and transport and, thus, a larger surplus on services, the current account deficit diminished.
  Despite the dynamism of merchandise exports from Hungary, services alone accounted for the improvement in the current account.  In the Czech Republic a larger surplus on services was fully offset by the merchandise trade deficit that grew as a result of accelerating domestic demand.  Early in 2000 there had been concern about the growing current account deficit in Poland, but this was reversed after a tightening of monetary policy slowed domestic demand.  The current account deficit of Slovakia had hovered around 10 per cent of GDP for several years, but the process of adjustment continued in 2000 with a further decline in the imbalance and without much effect on output growth.

In south-east Europe the value of exports of goods and services in 2000 increased by 15 per cent.  This performance reflects not only the buoyant environment in western Europe and the CIS, but also the relaxation of tensions following the end of the Kosovo conflict.  In most countries there was a relatively rapid growth of receipts from services (in particular, tourism began to recover in Bulgaria and Croatia), which resulted in the largest surplus on services in several years.  Services account for much of the reduction in the current account of the area, larger transfers (mainly to Croatia and Romania) making up the remainder. Some countries were subject to tighter financial constraints in 1999,
 which forced adjustments mainly through reductions in imports of goods and services. In 2000, increased export earnings and easier access to foreign finance, allowed some recovery of imports but the impact of this on current accounts in the area varied from country to country. The imbalances of Croatia and Romania have diminished from the high levels of several years ago, but in The former Yugoslav Republic of Macedonia the current account deficit increased sharply despite much larger transfers from abroad.

In 2000 Albania was exceptional in that its exports of goods and services declined sharply (while import growth accelerated) leading to a large increase in the current account deficit.  The recent export performance is largely a correction to the exceptional level of earnings reached during the Kosovo conflict in 1999 (e.g. due to the spending by refugees in Albania).
  In Bosnia and Herzegovina exports of goods and services continue to stagnate at a low level, but cuts in imports have reduced the current account deficit, despite a further fall in the official transfers associated with the Dayton Accord process.  Yugoslavia recently resumed publication of its balance of payments statistics which indicate a current account deficit of some $1.2-$1.4 billion in 1998-2000.  The most recent figures show some recovery in private transfers and net service receipts, although they remain below the levels prevailing before the Kosovo conflict.

The rouble crisis of 1998 precipitated a sharp decline in the goods and services trade of the Baltic states and a subsequent reduction in their chronically large current account deficits.  The recovery of these transactions in 2000 – a 20 per cent increase in export receipts and 12 per cent in imports – reduced their average current account deficit to some 6 per cent of GDP.  Improvements in the balances on merchandise trade and services also contributed to this outcome.  The surplus on services has risen steadily since the early 1990s, most recently because of increased earnings from transit fees between the Baltic ports and the CIS.

(b)
CIS

The financial crisis of 1997-1998 has had a profound impact on the CIS countries.  In most of them, exports fell sharply (largely those to Russia), capital inflows slowed (or became negative) and exchange rates depreciated, curtailing imports of goods and services.  Consequently, the current account balances of virtually all these countries improved in 1999.  In general, financing remains tight (perhaps less so in the case of fuel exporters), thus constraining any deterioration in the current account.
In Russia the rouble crisis sparked the collapse of domestic demand and imports of goods and services and, as a result, the current account surplus expanded sharply (to $25 billion) in 1999.  Imports of goods and services remained depressed in 2000, although there was some increase due to the real appreciation of the rouble and the upturn in domestic demand.  The current account surplus, estimated at a record $46 billion, mainly reflects the impact of higher fuel and commodity prices on the value of merchandise exports.  However, the previously steady decline in the deficit on services was checked – it rose to an estimated $8 billion – as Russian spending on foreign travel increased with the real appreciation of the currency.  It is noteworthy that the boom in domestic output occurred despite the huge transfer of resources abroad, represented by a current account surplus of almost 19 per cent of GDP.

In the European CIS (Belarus, the Republic of Moldova and Ukraine) the tight financial situation loosened somewhat in 2000 thanks to an upturn in exports of goods and services – they rose by some 21 per cent – which allowed an equivalent increase in imports.  All three countries received larger transfers from abroad, seemingly remittances from workers abroad.  The current account deficit of Belarus decreased thanks in part to the rise in receipts from pipeline transit fees.  The adjustment forced on Ukraine in 1999 resulted in a current account surplus that increased substantially in 2000.  The need to repay some foreign debt (below) seems to have held back the growth of imports, which remained below their level of 1998.  Nevertheless Ukraine achieved its highest rate of GDP growth since independence.

The reporting of balance of payments data by the Asian CIS countries is fragmentary and it is difficult to give a reliable overview. In 1999, the current account deficits of these countries generally diminished due to the adjustments (mostly on the import side) forced by the rouble crisis.  Partial data and estimates based on merchandise trade returns suggest that their aggregate balance was in surplus in 2000, thanks mainly to the improved accounts of the fuel exporters (especially Azerbaijan and Kazakhstan).  However, most net fuel importers also reported better current account results, despite the higher cost of fuel imports, as depreciated exchange rates and shortages of finance continued to hold imports down.

(ii)
International trade

(a)
Overview

In the first nine months of 2000, the dollar value
 of exports from the ECE transition countries rose considerably, by some 28 per cent.  Strong western import demand pulled up the exports of the east European and Baltic countries by nearly 14 per cent in value and by more than 20 per cent in volume, average dollar prices for their exportables falling somewhat.  Russian exports rose by 50 per cent in value, mainly because of higher commodity prices, the growth in volume being much less (10 per cent).  Exports of the other CIS countries also grew strongly as many of them are also primary commodity exporters.  Moreover, the recovery of the Russian economy has given a strong impetus to the recovery of intraregional trade.

Sharply rising prices of energy and many other commodities combined with declines in the average dollar unit values of manufactured goods led to divergent changes in the terms of trade of the ECE transition economies.  For most of the east European and Baltic countries, with a high proportion of manufactured goods in their exports, the terms of trade worsened.  This not only eroded the profit margins of many exporters but also slowed the growth of imports.  By contrast, in Russia and most of the CIS countries, as well as in Lithuania and Romania, although to a much lesser extent, the terms of trade improved, thus easing the strain on their balance of payments and allowing for a somewhat larger increase in imports. 

All in all, the imports of the east European and Baltic countries increased more slowly than their exports in the first three quarters of 2000, despite rising energy prices and the increased demand for imported intermediate inputs.  In the CIS countries, other than Russia, the total value of their imports rose by some 22 per cent in the first nine months of 2000, reflecting faster economic growth, the dependence on energy imports in some countries, and the increased capacity to import as export revenues rose.  In Russia, however, import growth remained far below the increase in the value of exports, a reflection of falling import prices and continued import substitution.  In total, the value of imports into the ECE transition economies increased by 13 per cent in January-September 2000.

The continued global economic upturn has not led to any easing of competitive pressures either on the external or the domestic markets of the ECE transition economies.  In the more advanced transition economies, exports have been helped by the real depreciation of their domestic currencies against the dollar and by large productivity gains.  In the other countries, however, the growth of exports of non-fuel commodities and intermediate goods were often constrained by anti-dumping measures and import quotas imposed by their major trading partners.  There has also been a continuing tendency for appeals throughout the ECE region from the agriculture, food, textiles and other consumer goods sectors for increased domestic protection against imports.  Protectionist pressures against agricultural imports have also been reinforced by the recent outbreaks of BSE and “foot and mouth” disease in the EU.

Russia’s attempt to limit the number of entry-ports for imports of Asian consumer goods reflected the same fiscal considerations that motivated an increase in export levies on major commodities.  But on the whole, there have been no major reversals of trade policy in the ECE transition economies; liberalization has tended to deepen further within the existing framework of bilateral and multilateral trade agreements.  Moreover, some new trade agreements were signed or came into effect in south-eastern Europe, while some countries negotiating their accession to the EU took further steps to conform with the EU trade regime.

(b)
Trade of eastern Europe and the Baltic states

Export performance, imports and trade balances

After a serious setback in late 1998 and the first half of 1999, the foreign trade of the east European and Baltic countries picked up later in 1999 and increased significantly in 2000, according to preliminary data, by some 11-14 per cent in current dollar value
 and by 17-22 per cent in volume.  Exports received a strong boost from buoyant import demand in the western market economies (chart 3.6.1) and, to a lesser extent, from the recovery of the Russian, CIS and Balkan markets (section 3.3 above).  The increases were quite remarkable, especially during the first six to nine months of the year (tables 3.6.3-3.6.5).  However, after a somewhat mixed performance in July-September, in the last few months of the year export growth decelerated in Croatia, the Czech Republic, Hungary, Slovakia and Slovenia.
  There was a similar profile in Latvia, but in the other two Baltic countries exports maintained their momentum through the end of the year.

The region’s imports also rose rapidly in 2000; yet, although they were significantly influenced by the large increase in world energy prices, they rose less than exports.  Moreover, in the closing months of the year import growth decelerated more or less in line with exports in many countries of the region, a reflection more of the dependence of the region’s export performance on imported inputs – and hence on fluctuations in the euro exchange rate and world commodity prices – rather than changes in domestic demand.

Despite the general recovery of trade, the actual performance of individual countries and subregions was quite diverse.  According to preliminary data, central Europe’s export and import growth, in current dollars in 2000, was about 13 and 11 per cent, respectively, following stagnation and a slight fall in 1999; as a result the aggregate trade deficit rose to about $26.7 billion, some $0.85 billion higher than in 1999.  The dollar value of the Baltic countries’ exports and imports grew markedly faster, by 25 and 15 per cent, albeit after falls of 13 and 14 per cent in 1999.  In south-east Europe, growth rates of about 16 and 14 per cent, respectively, for exports and imports were the largest increases since 1995.  The aggregate trade deficit of the Baltic countries shrank slightly, from $4.1 billion in 1999 to $4 billion in 2000, but for the south-east European countries it widened by $1.2 billion to $13 billion in 2000.

The volume growth of east European and Baltic trade was markedly higher than its increase in dollar values.  Both export and import volumes generally grew much faster than in 1999, although year-on-year export growth rates tended to decelerate in the course of the year (except in Hungary and Estonia), while import volumes continued to accelerate in most countries (table 3.6.5).

Behind the considerable discrepancy between value and volume increases a major factor was the large fall – 5 to 7 per cent in the first nine months – in the average dollar prices of manufactured exports (SITC 5-8).  In addition, world market prices for certain commodities – foods, beverages, tobacco – which still account for quite a large share of the region’s exports, particularly to the CIS markets and in their mutual trade, also fell substantially (by 10 per cent).
  Although prices for imports of manufactured goods from western Europe fell last year, these were largely offset by the rise in prices for energy and the more expensive industrial raw materials.

These relative price developments led to a marked worsening of the terms of trade across the region, especially in the first half of the year,
 which weakened the impact of export growth in reducing trade deficits.
  In relation to GDP, customs-based merchandise trade deficits remained high, at 11-19 per cent of GDP in Bulgaria, Croatia, Latvia, Lithuania and Poland, and above 20 per cent in Albania, Bosnia and Herzegovina, The former Yugoslav Republic of Macedonia and Estonia (table 3.1.2).  The unfavourable movement in the terms of trade also hit the profit margins of exporters, particularly in the countries with currencies tied to the dollar: hedging against currency fluctuations is still far from being a common practice among east European and Baltic exporters.

Among the individual countries of the region, only Albania went against the general trend with a reported decline in its exports in 2000, but there was also relatively modest (2-3 per cent) growth of export values in Croatia and Slovenia: neither sustained import demand in the major western markets nor, in the case of Slovenia, the depreciation of the tolar in real effective terms (chart 3.2.1), prevented a loss of momentum in the third quarter.
  In Latvia, too, the growth of export values decelerated to a one-digit rate for the year as a whole, after 10 and 15 per cent rises in the first and second quarters of 2000: this was partly due to weakened competitiveness stemming from a rise in the real effective exchange rate of the lat (which usually takes effect with a lag of 3-6 months; chart 3.2.1), but probably more important were the lower prices on world markets for timber, Latvia’s major export.

With external demand booming, the exports of the east European and Baltic countries seem at present to be less sensitive to currency fluctuations (i.e. the movements in price competitiveness) than to demand in the world commodity markets.  Hence, transition economies with more traditional export structures – i.e. those with relatively larger shares of energy-related commodities and/or industrial raw materials – were among those with the highest rates of growth of export values in the region.  This was clearly the case for Bulgaria, Lithuania and Romania, their exports increasing by 20-28 per cent in 2000 even though their domestic currencies had appreciated in real effective terms (chart 3.2.1, tables 3.1.2 and 3.6.6).

Nevertheless, countries with a large share of machinery and other manufactured goods in total exports did rather well if there were no important supply-side constraints to raising export volumes (the Czech Republic, Hungary, Slovakia and Estonia, for example), otherwise growth was only moderate, as in the case of Slovenia.  In this respect, greenfield investments and a degree of vertical integration into the production networks of multinational companies, in turn closely related to the country’s cost competitiveness (chart 3.2.1, unit labour cost deflator), seem to play a crucial role.  Foreign subcontracting, for example, was the major factor in Estonia’s rapid export growth: more than half of the 34 per cent increase was generated by the Elcoteq Tallinn enterprise, which since early 1999 has nearly tripled its share of the country’s exports, accounting for some 26 per cent of the total in 2000.
  In Slovakia, too, export growth was largely generated by the expansion of one multinational enterprise – Volkswagen (Germany) – which now accounts for over 16 per cent of total Slovak exports.
  Export growth in the Czech Republic, Hungary and Poland also came mainly from their machinery and transport equipment sectors (table 3.6.6) which are also dominated by EU and United States multinationals.

Strong export growth in Bosnia and Herzegovina (around 30 per cent), and in The former Yugoslav Republic of Macedonia and Yugoslavia (11-15 per cent), however, largely reflects the recovery from 1999 when the Kosovo crisis had hit economic output and disrupted the transport infrastructure in the region.  In September 2000 the EU decided to remove (as from November 2000) import duties on 95 per cent of industrial and agricultural goods from countries in south-east Europe – Albania, Croatia, The former Yugoslav Republic of Macedonia and Yugoslavia, but supply-side constraints stemming from several years of economic and political unrest will limit the impact of this in the short run.
  Limited export capacity could also inhibit the implementation of vitally important barter agreements for oil and gas imports in Yugoslavia.
  In fact, all these countries require considerable investments in their exporting sectors.



         Except for Bosnia and Herzegovina, imports into south-east Europe recovered strongly thanks to export growth, the easing of access to financial markets, and support from western governments.  But there was a marked deterioration in merchandise trade deficits, most noticeably in The former Yugoslav Republic of Macedonia where it reached some $740 million in 2000, up from $585 million in 1999.  This latter deterioration was due mainly to a surge in imports of consumer goods (by more than 100 per cent) in the first quarter in anticipation of the introduction of value added tax (VAT) in April 2000; growth subsided in the months that followed, as consumer demand levelled and shortages of working capital for financing imports of industrial inputs became more acute.

Geographic and commodity pattern changes

The large increase in east European and Baltic exports to the EU (nearly 13 per cent in current dollars – table 3.6.3) accounted for over 60 per cent of the total increase in their exports in the first nine months of 2000.  Apart from the EU, the other main stimulus to export growth has come from the east European and Baltic markets themselves, especially CEFTA, where mutual trade expanded 15-16 per cent as a result of strong demand for industrial raw materials and other inputs for the region’s booming industry as well as increases for manufactured consumer goods, food, beverages and tobacco.  East European exports to some south-east European countries also increased, albeit from very low levels, as a result of the lifting of sanctions against Yugoslavia and the recovery of consumer demand in the region.

Exports to Russia and other CIS countries also recovered in 2000, but values remained relatively low, accounting for just about 4 per cent of total exports from eastern Europe.  Exports from the Baltic countries to the CIS, however, fell for the third consecutive year in dollar value, a reflection not only of the reorientation of Baltic exporters towards western markets but also their difficulties in re-establishing their position in CIS markets after the 1998 crisis.  In contrast, imports from Russia and some other CIS countries into the east European and Baltic countries (mainly fuels and industrial raw materials) soared by nearly 60 per cent, raising their share in the total from 8 per cent in January-September 1999 to nearly 12 per cent a year later.  Again, this increase largely reflected the impact of higher commodity prices, as import volumes grew rather modestly.  The current dollar value of imports from the EU rose by 6 per cent, pulling their share down to 61 per cent in January-September 2000.  This reflected mainly changes in the relative dollar import prices, although investment demand for new machinery and equipment in a number of countries was somewhat restrained.  A pick-up in imports from the developing countries stemmed mainly from the subcontracting activities of multinational companies established in the region and was dominated by components and spare parts.

There were no important changes in the commodity pattern of east European and Baltic exports in 2000, although exports of consumer goods, foods, beverages and agricultural raw materials seem to be losing ground in almost all countries, partly due to depressed market prices for these commodities but also to strong competitive pressures. 

In turn, rising prices raised the share of energy products in the imports of all east European and Baltic countries, mainly at the expense of consumer goods, but also to some extent of machinery and equipment.  In fact, net imports of machinery and equipment (SITC 7) into the seven CEFTA countries were down by more than $2 billion in January-September 2000 (year-on-year).  Import volumes of semi-manufactures and other industrial inputs (also partly accounted for in SITC 7), which are strongly correlated with export growth, increased more than average, maintaining their share at some 33-35 per cent of the total (average dollar prices for these items fell, year-on-year).

Foreign trade outlook and developments in trade policies

A strengthening of the euro against the dollar would erode some of the competitive advantages of east European and Baltic exporters vis-à-vis non-EU markets (given their links to the euro).  If there was also a slowdown in west European import demand (chart 3.6.1), this would significantly hamper export growth in 2001.  As noted above, exports from the more advanced east European economies, and Estonia among the Baltics, have been helped by the real depreciation of their domestic currencies, and by large productivity gains (see chart 3.2.1 and section 3.4), both of which have raised their export competitiveness.  However, exchange rate changes influence exports with a delay of up to half a year, on average; hence the impact of the end-2000 currency appreciations in some of these countries might coincide with faltering global demand by mid-2001.

Slower growth in western Europe would weaken import demand for raw materials, semi-finished products and some consumer goods, commodities which underpinned the recovery of exports from Bulgaria, Croatia, Latvia, Lithuania and Romania in 2000.  Moreover, lower western demand for steel and some basic chemicals, on which the EU imposes strict quotas and which are subject in the United States and Canada to persistent threats of anti-dumping actions, would probably lead to an actual fall in western imports of such products from eastern Europe and the Baltic countries.

East European and Baltic export growth is therefore likely to decelerate in 2001, probably more so in volume than in value.  On the other hand, import growth is expected to accelerate, as domestic demand is expected to pick up in the region.  Trade deficits in the majority of these countries are expected to increase moderately in relation to GDP as the terms of trade are not likely to deteriorate further – but neither are they likely to improve.  However, for those countries that are committed to further liberalization of their markets under existing or newly signed trade agreements or WTO rules – at present all the east European and Baltic countries except Bosnia and Herzegovina, The former Yugoslav Republic of Macedonia and Yugoslavia are WTO members
 – deficits might increase rather more.

The countries heading for EU accession are now deeply involved in revising or amending their foreign trade policies in order to secure a smooth adaptation to the EU foreign trade regime with minimum damage to the competitiveness of their export sectors.  There appear to be different approaches among CEFTA members on these issues, and CEFTA itself is under threat mainly because of delays in deeper liberalization of agricultural trade.  In Hungary, for instance, policy makers argue that in many areas CEFTA treatment has lost its advantages and does not offer any more preferences than the EU, and has started bilateral (or trilateral) negotiations with two CEFTA members, the Czech Republic and Slovakia, over deepening liberalization.  Two other members – Poland and Romania – from the Hungarian viewpoint, oppose deeper cooperation within CEFTA and are handling their preparations for EU accession separately.

Estonia, as of 1 July 2000, introduced a number of tariffs on agricultural imports from third countries, as a result of negotiations with the EU for further bilateral agricultural trade concessions.  It also expressed interest in negotiations about ending export subsidies for agricultural products in trade between the EU and Estonia.  The Latvian parliament, on 29 December 2000, adopted amendments to free trade agreements with the Czech Republic, Hungary, Slovenia and Slovakia, as well as with the European Free Trade Association (EFTA) members.  These amendments, which were required by the EU and took effect on 1 January 2001, revise existing provisions about the origin of goods and administrative cooperation methods.

The EU has signed (26 February 2001) two new agreements to facilitate trade with Hungary and the Czech Republic.  Formally called Protocols on European Conformity Assessment (PECAs), they aim to extend certain internal market advantages to the candidate countries.  They eliminate the additional control and certification requirements for the Czech Republic and Hungary and in sectors where legislation has already been brought into line with that of the EU in February 2001.  For these two countries, PECAs cover trade worth (18,000 million and (14,000 million, respectively, and include machinery, medical equipment, pharmaceuticals and other industrial products.  According to the European Commission, the total foreseeable savings for exporting countries could amount to some (270 million in the EU and the two candidate countries.  By cutting a number of costs and uncertainties affecting export transactions, these agreements should provide a boost to trade once they are fully operational.
  Talks on similar agreements are underway with Slovakia, Slovenia and the three Baltic states.

(c)
International trade of the CIS

In the first nine months of 2000, the dollar value of total merchandise exports from the CIS countries increased by almost 50 per cent on average, with exceptionally large increases in Azerbaijan, Kazakhstan and Turkmenistan (table 3.1.2.).  Only in the Republic of Moldova and Uzbekistan were total exports more or less unchanged.  This represents a major turnround for the CIS countries in comparison with 1999 when the value of their exports fell by 10 per cent, year-on-year, hit by lower commodity prices and the aftershocks of the Russian financial crisis of 1998.

This improved export performance in the CIS was, to a large extent, the result of higher commodity prices on world markets.  As most CIS countries are highly dependent on foreign sales of crude oil, oil products, natural gas, base and ferrous metals, cotton and gold, their export performance is inextricably linked to conditions on world markets.  In the first nine months of 2000 crude oil prices increased by 70 per cent, year-on-year, and the export price of Russia’s natural gas increased by about 60 per cent.  Metal prices also increased: nickel was up 67 per cent while the price of copper and aluminium both increased by 19 per cent.  The price of cotton rose 40 per cent but gold prices rose only 3 per cent, affecting Kyrgyzstan’s and Uzbekistan’s export values.

In the first nine months of 2000 export volumes also increased boosting export revenues despite the constraints imposed by deteriorating infrastructures and transport bottlenecks.  Russian exporters also faced increases in the tariff rates on key export commodities.
  Nevertheless, the overall volume of Russian exports increased by 10 per cent (table 3.6.5) as did the volumes of primary commodity exports from the other CIS countries.  Crude oil exports more than doubled in Azerbaijan while they increased by over 20 per cent in Kazakhstan and 8 per cent in Russia.  With respect to the volumes of exports of oil products from the two major CIS exporters, those of Azerbaijan were unchanged but Russia’s increased by 13 per cent.  Exports of metals were roughly unchanged in Russia due to lower shipments of nickel but increased by 15 per cent in Kazakhstan.  Turkmenistan more than doubled its natural gas exports to Russia and Ukraine (which take 92 per cent of the total from Turkmenistan).  Gold production and exports are believed to have increased in Kyrgyzstan and Uzbekistan, although export volume data for this commodity are not publicly available.

In general, the depreciation of national currencies relative to the dollar tended to boost the exports of transition economies in 2000, but this was not the case for dollar-denominated natural resource exports.  Moreover, the CIS countries are not major exporters of manufactures and so changes in the real value of their currencies had little influence on their exports.  Nevertheless, the depreciation of their currencies against the dollar benefited commodity exporters by generating windfall gains in terms of domestic currency.  In the first three quarters of 2000, the currencies of Azerbaijan, Kazakhstan and Ukraine declined by 12-15 per cent, year-on-year, in real terms against the dollar, while the Russian rouble held steady.
  In the other CIS countries – specifically in those with no significant foreign exchange restrictions – domestic currencies depreciated slightly (4-6 per cent) in real terms against the dollar.  In Kyrgyzstan, a 6 per cent real depreciation contributed somewhat to curbing imports – a favourable development considering the country’s precarious financial situation. Only in Georgia and the Republic of Moldova was there any real appreciation against the dollar, by about 3-5 per cent.

While external demand boosted CIS commodity exports, the region’s imports also generally increased in value (by 16 per cent) as a result of increased economic activity throughout the CIS.  In the first nine months of 2000, GDP growth in the region averaged more than 7 per cent: rising output was fairly general with only a small decline in Georgia (table 3.1.2).  This improved performance was initially triggered by higher commodity prices which – combined with depreciating domestic currencies – have generated increased profits for commodity exporters that have spilled over into wage increases, the reduction of intra-enterprise payment arrears and higher tax revenue for governments.  All of this has contributed to higher levels of government and consumers’ expenditure as well as improved business confidence.

The increase in the dollar value of imports in the first nine months of 2000, however, understates the strength of the recovery of CIS trade.  Thus, while Russian imports increased by only 9 per cent in dollar terms, their volume increased by 25 per cent during the first nine months of 2000.  Significantly lower import prices were partly the result of a 14 per cent real appreciation of the rouble against the euro.

In addition to lower import prices, the recovery of industrial output in Russia has spurred Russian demand for imported machinery and equipment, and somewhat higher levels of personal consumption in Russia have led to some recovery of imports of food and consumer products.  Lower import prices for food and agricultural goods have had little effect on the overall volume of imports of these products into Russia (table 3.6.7).  Although Russian consumers appear to have been attracted, at least in January-September 2000, to relatively cheaper food products originating in the CIS, this shift was not enough to offset declining non-CIS purchases.  In contrast, lower import prices and stronger demand have led to higher import volumes of machinery and equipment both from CIS and non-CIS markets.  These data support the evidence of higher fixed investment (by about 20 per cent), but relatively more sluggish personal consumption expenditure in Russia.

Growing GDP across the CIS has also helped to reinvigorate imports in countries other than Russia.  They increased in value in all the CIS countries except Tajikistan, where they were flat, and in Kyrgyzstan
 and Uzbekistan
 where they fell slightly (6 per cent).  Faster economic growth in Russia and the favourable economic environment outside the CIS have boosted business confidence and triggered increased spending on capital projects and imports.  Investment grew strongly throughout the CIS except in Georgia, where it fell sharply as a result of slow economic growth.  In Azerbaijan there was a slowdown in business spending on capital projects for oil exploration, and in Belarus an uncertain business climate has discouraged investment.  On the consumer side, retail sales increased in all the CIS countries except Tajikistan leading to increased demand for imported consumer goods.

Mainly because of the increase in the Russian surplus (up by over $22 billion) the CIS’s aggregate merchandise trade surplus almost doubled to $53 billion.  However, there were also larger trade surpluses in the other CIS countries with commodity exporters accounting for most of the improvement (table 3.6.8).  Only in Armenia, Belarus and the Republic of Moldova was there a worsening of merchandise trade balances.

Non-CIS

In the first three quarters of 2000, the value of exports from CIS countries to the rest of the world increased by almost 50 per cent (table 3.6.8).  Only in the Republic of Moldova and Uzbekistan did they decline, while from the other CIS countries the increases ranged from 4 per cent in Tajikistan to a four-fold rise in Azerbaijan.  The increase in the value of CIS exports to non-CIS countries mainly reflected the increase in commodity prices but, in many cases, volumes increased as well.

As noted above, prices of virtually all commodities rose in 2000, improving Russia’s exports considerably, and particularly those to non-CIS markets.  The increase in Russian exports (in volume) to non-CIS markets appears to have been due, at least in part, to a diversion of supplies from the domestic market and, in the case of crude oil, from sales to other CIS countries, in order to take advantage of higher prices on world commodity markets.  Production and export capacities for many natural resources are close to their limits because of the precarious state of Russia’s energy infrastructure.
  Although the volume of Russian crude oil and oil product exports to non-CIS markets rose by about 10 per cent, their production increased by only 4-5 per cent.  Similarly, natural gas extraction fell by 1.6 per cent, so the 4 per cent increase in exports to non-CIS markets was also at the expense of domestic customers and/or sales to CIS markets.

In Ukraine external demand for steel and metals has driven the country’s non-CIS export growth.
  Ukrainian metal and steel production increased by 16 per cent, but this may be short-lived as Ukraine’s steel exports depend on a few key markets and remain vulnerable to sharp fluctuations in prices and anti-dumping charges.
  Ukrainian exporters were also helped by the real depreciation of the hryvnia.  Belarus – not a major exporter of oil – also benefited from higher commodity prices by exporting 40 per cent more crude oil, in volume, and shipping 34 per cent more of oil products to non-CIS markets.

In Azerbaijan – the only Caucasian country relying heavily on commodities – the volume of crude oil exports more than doubled as a result of increased production by the foreign-dominated oil sector.  Similarly, a 14 per cent increase in exports of oil products to non-CIS markets was due to higher production as well as some redirection away from CIS markets.  Armenian exports rose on much higher sales of diamonds and other precious stones to Belgium.  Scrap metal exports also increased, as they also did in Georgia where they lifted non-CIS exports by 75 per cent.

As in Azerbaijan, foreign investors in Kazakhstan have stepped up export volumes of crude oil, their substantial investments having created greater production capacity.
  Tajikistan’s cotton fibre and aluminium exports to non-CIS markets dropped by 25 per cent and 14 per cent, respectively, reflecting differences in the timing of sales and redirection to CIS markets.  Exports of crude oil and products from Turkmenistan – which are virtually all sold into non-CIS markets – increased in value despite lower volumes.  Uzbekistan’s cotton fibre exports rose in value, but were more than offset by weak gold sales.  Similarly, lower gold revenues in Kyrgyzstan – which account for about 60 per cent of exports to non-CIS countries – also reduced the value of total exports.

The aggregate value of imports from the non-CIS area rose 2 per cent, largely a reflection of declines in Russia and in some central Asian countries only slightly offset by large increases in Belarus, Turkmenistan and Ukraine.
  Generally, CIS countries buy foodstuffs, machinery and equipment and, in a few cases, raw materials, from non-CIS countries.  Imports of machinery and equipment from non-CIS countries rose in a few countries (Belarus and the Republic of Moldova) but in Kazakhstan and Russia, falls were offset by increased purchases from the CIS.  In fact, CIS purchases of machinery and equipment from one another in 2000 were generally higher than in January-September 1999.

Intra-CIS

In the first nine months of 2000, the dollar value of intra-CIS trade increased by 40 per cent – a considerable improvement on 1999 when it had been severely hit by the Russian financial crisis (table 3.6.8).  The economic recovery in Russia
 has clearly benefited the country’s regional trade partners.  Increased Russian imports of capital goods and consumers products were also stimulated in the first nine months of 2000 by the depreciation of most CIS currencies against the Russian rouble in real terms (except in Georgia and the Republic of Moldova).  As a result of Russian economic growth and the stronger rouble, CIS exports to Russia increased by one third in volume and by 44 per cent in value.  The increase was broadly distributed across all major commodity groups with the two most important, food and machinery and equipment, rising by some 30 per cent.

The CIS economies benefiting most from higher economic growth in Russia were obviously those most closely linked to it, namely Kazakhstan and Ukraine.  Following the signing of natural gas contracts with Russia, Turkmenistan exported almost two thirds of its total production to Russia in the first nine months of 2000.  But while some CIS economies grew on the strength of the Russian recovery, others continued to languish.  The Republic of Moldova was hard hit by the Russian financial crisis of 1998 and the country appears to have subsequently lost its traditional export market for agricultural products: its most important exports – food, beverages and other agricultural products – are still at only half their level before the crisis.

The volume of Russia’s exports to CIS countries in the first nine months of 2000 increased by 22 per cent (by 40 per cent in value) with a significant slowdown in the third quarter.  As mentioned above, Russia shipped less crude oil and natural gas to CIS markets – reflecting some redirection towards more profitable non-CIS markets – but significantly more of other natural resources such as iron ore, oil products, wood products, steel and other metals.  Nevertheless, although Russia has benefited from the economic recovery in the CIS, it is much less dependent on the other CIS countries for its exports (under one fifth of the total) than they are on Russia, which takes well over a third of their exports and a similar proportion of their imports.

(d)
Disruptions of intra-CIS energy trade
Since the dissolution of the Soviet Union, intra-CIS trade has been periodically disrupted by disputes over energy supplies (table 3.6.9).  The temporary stoppages by Russian pipeline companies of natural gas deliveries to Georgia and Ukraine in early 2001 have once again drawn attention to some of the key issues.  In general the disagreements concern non-payment (or late payment) by the energy-importing enterprises, which are themselves often faced by non-paying customers.  However, the disputes also involve the level of prices, complaints about the theft of energy from transit facilities, the lack of access by producers to transport infrastructures, and threats of supply cut-offs, sometimes with geopolitical overtones.  This state of affairs reflects a combination of factors including the distribution of national resources among the CIS, limitations of the energy transport infrastructure and, in many countries, persistent debt problems.
Although the combined energy resources of the CIS countries are huge, they are unevenly distributed.  The best endowed countries – Azerbaijan, Kazakhstan, Russia, Turkmenistan and Uzbekistan – have become exporters of oil and/or natural gas (table 3.6.10).  Kyrgyzstan and Tajikistan export hydroelectricity (although they depend on fuel imports), while the other CIS are to different degrees dependent on foreign sources for all types of energy.  The geography of the CIS, technical aspects of energy transport, and the industrial development priorities of the former Soviet Union have also shaped the energy production and trade patterns of the successor states.  The key features include:
· Limited cross-border transport infrastructure which constrains the options for exporting energy.  The existing network of natural gas and oil pipelines and high voltage transmission lines does not always correspond to the requirements of individual members of the CIS;

· In central Asia and the Caucasus, mountainous terrain and the Caspian Sea limit the potential routes for pipelines and transmission lines; several countries are land-locked with difficult access to international sea lanes, the most flexible means of oil transport; political instability in some areas has also shaped trade patterns and the distribution of new investments;
· The great distances involved, often thousands of kilometres, significantly boost transport costs and thus limit the extent of the potential market;

· In central Asia, the inherent problems of exporting have been compounded by the collapse in the early 1990s of GDP and the demand for energy in traditional former Soviet Union markets.  As a result, energy exports and production in some countries have been constrained by demand in those foreign markets accessible by pipelines and transmission lines.

The control of energy production, transport and/or distribution by state enterprises (or by dominant, partially privatized companies), the very restricted cross-border transport options (including links to non-CIS markets), and very specific patterns of export demand create the potential for monopolies and monopsonies.
  Several energy producing countries essentially face a single foreign buyer (or export route), while some import- dependent countries have to deal with a single supplier. Such market structures, which greatly reduce or eliminate choice and competition, create a considerable potential for disputes about energy prices,
 transit fees, access to transport
 and, more generally, over what governments perceive as their vital security interests.
In addition to gaining access to foreign markets, energy exporters need to find creditworthy customers. Their exports may be constrained by the fact that importing enterprises, whether government owned or private, often lack the means to pay.  In the event that cross-border arrears do arise, they are, in the first instance, usually cleared through inter-enterprise arrangements under which the debtor agrees to pay in merchandise (although increasingly suppliers are refusing barter deals and insist on cash payments).  The failure of the debtor enterprise to do so frequently results in the suspension of deliveries until some new agreement is reached. As a last resort, unpaid balances may become a matter for intergovernmental negotiations, but even in this case, implementation is often hindered by debtor countries’ lack of funds (see 3.6(iii)).
The failure of some CIS countries to pay for imports of energy in full and on a timely basis has been a constant source of friction, on occasion leading to the suspension of deliveries.  The problem often originates at the level of end-users.  Energy importers, such as local distributors and electricity producers (using natural gas), may lack the means to settle import bills because their customers fail to pay or because governments are unwilling to raise prices to pay the full cost of imports.  All energy users have been adversely affected by the sharp rise in energy prices since the collapse of the Soviet Union in 1991.  Households have suffered large falls in real income, and in some cases, from long delays in receiving wages and pensions.  In some cases, the collection of payments has also proved difficult because of a tradition of free power supplies and the absence of the meters necessary for individual billing.  Industrial end-users, particularly the energy-intensive heavy industries, are often the worst defaulters.  Often they may not have the means to pay because their own local customers are in arrears on payments (domestic inter-enterprise arrears), but sometimes they simply refuse to pay. Large, often politically well-connected companies can avoid power cut-offs because of their governments’ interest in maintaining employment and export earnings.
  However, several recent bilateral agreements call upon governments to take measures to increase payments by end-users.
Because of the energy pricing and industrial development policies pursued under central planning, nearly all the countries of the CIS inherited highly energy-intensive industrial structures (e.g. in metals, chemicals, etc.).  The continuing practice of paying little or nothing for fuel inputs has hindered efforts to increase energy efficiency.  This and the slow progress in structural reform have perpetuated high levels of specific energy consumption and limited the capacity of these countries to adjust to energy price shocks.  Their vulnerability to external shocks remains a cause for concern.
It is not possible to assess here the economic impact of these various disputes.  In some cases, the interruptions in energy deliveries have lasted a few days, but indefinite stoppages have occurred as well.  At the very least, they impose additional hardships on the population and further undermine support for economic reform.  Output is likely to be adversely affected, but given the widespread, local problems of power sector management and deteriorating capital stock, the apportionment of responsibility is difficult.  It should be borne in mind that imported natural gas (the source of most arrears) is often used to generate electricity, and that an interruption of gas supplies will have larger economic consequences than just the loss of electricity production.  From a broader perspective the periodic cuts in energy supplies, payments disputes and the ensuing friction between neighbours do not create a favourable climate for domestic or foreign investment, or for political stability in the region as a whole.
(iii)
External financing and CIS debt issues

(a)
Total capital flows

Since the global financial crises of 1997-1998, capital flows into various parts of the ECE region have differed widely.  Eastern Europe has continued to attract significant amounts of capital, although estimates for 2000 suggest that the pace has slackened (tables 3.6.11 and 3.6.12).  Flows into the Baltic states and many of the Asian CIS had already decelerated in 1999 and continued to do so in 2000, although capital imports remain large in relation to GDP in the Baltic states.  In several CIS countries, especially Russia, there were net outflows of capital in 2000.  By comparison, two years after the Asian crisis, financial flows to the emerging market economies in the rest of the world are still recovering, and the projected amounts for 2000 remain considerably below their pre-crisis levels.

In eastern Europe and the Baltic states, capital inflows have been dominated by FDI, the share of which has increased to 70-80 per cent of the total net inflow.  Croatia, Poland and Romania received net portfolio investments of some $2 billion (which also include around some $5 billion in new (gross) eurobond issues).  However, these figures conceal the departure of funds from several domestic securities markets (e.g. in the Czech Republic) in search of higher yields abroad (see below).  The narrowing of yield differentials in some transition economies also seems to explain part of the outflow of short-term funds, a widespread phenomenon in the ECE region in the past two years.
  Croatia was particularly hard hit in this regard, the $1.5 billion outflow in the first three quarters of 2000 fully offsetting inflows of FDI and portfolio investment.  Against a background of tight financial constraints in 1999, Romania and The former Yugoslav Republic of Macedonia attracted more capital in 2000 and boosted their official reserves.  Capital transfers within the framework of the Dayton Accord continue to play a major role in the external finance of Bosnia and Herzegovina.  In Yugoslavia, the recently released accounts show some medium-term borrowing (presumably bilateral credits) but the bulk of the new funds ($1 billion in the first three quarters of 2000) is unidentified (errors and omissions).  Official reserves, secret under the previous government, were $524 million in December (table 3.6.13).  In general, the current account deficits of these countries were easily financed and in most of them official reserves were increased.

In the three European CIS, financing has remained difficult since the rouble crisis of 1998.  Current account surpluses and increased FDI in Ukraine allowed the repayment of some medium-term funds in 2000 (including IMF credits), but they also seem to have fed an outflow of short-term capital.  The renewed access of Ukraine (and the Republic of Moldova) to IMF resources in late 2000 also boosted their official reserves.  In the Republic of Moldova record FDI dominated capital inflows, but there was also a significant outflow of other funds.  Belarus reported another small capital account surplus, because FDI and unidentified (probably short-term) funds, were partly offset by various outflows.  Nonetheless, the persistent draw-down of official reserves was reversed.  In Russia the acceleration of financial outflows, in part reflecting greater capital flight,
 was largely fuelled by the huge current account surplus.  Nonetheless, official reserves (excluding gold) nearly tripled to $24.3 billion in December.

Incomplete financial account data (including errors and omissions) for a few Asian CIS indicate that capital flows remained subdued in 2000.  In energy-exporting Azerbaijan and Kazakhstan, current account surpluses were the source of an outflow of funds (mainly short-term flows) in the first half of 2000.  In Kyrgzstan and Uzbekistan, smaller inflows reflect lower levels of borrowing and FDI.  Most non-energy exporting members of the CIS continue to face chronic financial constraints stemming from their inability to access the international financial markets and, in some cases, to qualify for resources from the international financial institutions.

Foreign direct investment in the transition economies is estimated to have increased again in 2000, to about $28 billion (table 5.2.1 and appendix table B.17).
  These flows have proved resilient in the wake of the global financial crises (although Russia is a major exception), an experience they have shared with emerging market economies in the rest of the world.
  FDI in the

transition economies continues to be driven by the prospects of EU accession in a small number of them and by privatization programmes, which yielded record foreign receipts in several countries.  Major sales were completed for example in Poland ($4.3 billion for a stake in TSPA), Slovakia ((1 billion for a stake in Slovak Telecom) and The former Yugoslav Republic of Macedonia ((342 million for a stake in MakTel).  FDI, however, has become still more concentrated in the Czech Republic, Hungary, and Poland, which together accounted for over 58 per cent of total FDI in the transition economies in 2000.  FDI entirely financed the current account deficits of many countries and helped to hold down the growth of debt.  Conversely, countries receiving little FDI, particularly some in the CIS have often run into payments difficulties.  By virtue of its dominance of total capital inflows and its relative stability (section 5.4), FDI has also reduced the vulnerability of these countries to financial crisis, and this in turn has helped to reinforce the confidence of international investors.

Investors became increasingly averse to emerging market risk in 2000, and only those countries with the better credit ratings were able to raise funds at good terms.  In general, the conditions obtained by the transition economies continued to improve, but the volume of external bond issues fell to about $5 billion in 2000,
 far below the levels preceding the 1997-1998 crises.  This modest level of bond issues is explained by the greater role of FDI, and, to a lesser extent, of foreign portfolio investment, in meeting the needs for finance.  Smaller government budget deficits, in general, have also helped to reduce borrowing requirements (although sovereign debt still dominates new issues as corporate borrowing is still recovering from the financial crises).
  Finally, Russia and Ukraine, two major borrowers before the 1998 crisis, have not regained access to the international capital markets.

In 2000, Croat, Hungarian, Polish and Slovak entities were the most active borrowers,
 the latter two raising $1.1-$1.3 billion.  A (150 million eurobond signalled Romania’s market re-entry following the financial squeeze in 1999, albeit at a very high risk premium. In early 2001, Poland launched a $750 million sovereign bond,
 the largest by any transition economy to date. TPSA, Poland’s national telecommunications company (partially owned by foreign investors), followed with a (500 million bond.  Romania raised $250 million (more than the bond in 2000 but at a larger credit margin), but Lithuania obtained much better conditions on a (200 million bond.

The better terms obtained by creditworthy transition economies (smaller margins and longer maturities) reflect a more general recovery from the conditions prevailing during the global financial crisis, in addition to improved economic fundamentals and progress toward EU accession.  These terms increasingly differentiate them from other countries in the region.  Most of the candidates for EU membership – the Czech Republic, Hungary, Poland, Slovenia and the Baltic states are rated as investment grade risks by at least one international rating agency (which is also the case for Croatia).
  Given their prospects for EU accession, international fund managers no longer consider the Czech Republic, Hungary, Poland and Slovenia as emerging market economies.
  The stability of the yields on their external bonds during the recent financial turbulence in Argentina and Turkey suggests that this assessment is widely shared.



Other factors have affected perceptions of creditworthiness as well.  Croatia and Kazakhstan have benefited from political changes and higher oil prices, respectively.  However, countries with sub-investment grade ratings have faced very difficult borrowing terms and some have not been able to borrow at all.
  Ten transition economies lack international credit ratings.

Foreign portfolio investment in domestic securities has been affected by local interest rates and developments in foreign markets.  Following the upturn in foreign investment in local equities in early 2000, there were outflows later in the year from the Czech Republic, Hungary and Poland.  Despite their generally favourable macroeconomic performance, stock prices fell when international investors became more risk averse and retreated from emerging markets.
  In addition local markets suffered contagion from the collapse of global technology stocks, especially the United States NASDAQ securities market.  In the Czech Republic, the fall in domestic interest rates to historically low levels triggered an outflow of funds from the domestic debt market.  On the other hand, high interest rates in Poland (due to the anti-inflation policy) attracted funds into the treasury bill market in late 1999 and, especially, the first half of 2000.  Resident companies borrowing at cheaper rates abroad contributed to the inflow.

These experiences suggest that although the foreign bond markets no longer consider the leading transition economies as emerging markets, this assessment may not apply to local currency debt.  These markets can be more risky for foreign investors as relatively high local currency yields have to be weighed against potential losses from exchange rate fluctuations under floating rate or adjustable peg arrangements.
  Moreover, the stock markets of these countries also continue to be highly vulnerable to changes in foreign asset prices.

(b)
CIS debt issues

The Russian financial crisis of 1998, together with persistent structural rigidities, have aggravated the financial situation in many CIS countries.  The defaults on the foreign debt of Russia and Ukraine have attracted considerable attention from international creditors.  However, the long-standing and often more difficult payments problems of most of the other CIS tend to be overlooked, although probably not by foreign investors.  This section briefly updates the story of the recent efforts of Russia and Ukraine to normalize their credit relations and regain access to the international capital markets, and then provides an overview of the evolution since independence of the debt situation in the CIS other than Russia.

Russia’s payments difficulties go back to the default of the former Soviet Union in the early 1990s.
  Its current problems of external debt management were precipitated by the August 1998 crisis and the suspension of the servicing of Soviet-era debt.  Steps toward the normalization of credit relations have included an IMF standby arrangement (July 1999) and the restructuring of Soviet-era debt by the Paris (August 1999) and London (February 2000) Clubs.
  After oil prices plummeted in 1999, the Russian authorities requested a comprehensive restructuring agreement and a reduction in the nominal value of its Paris Club obligations. Although official creditors initially indicated that they would consider such a request, sentiment changed after the rebound in oil prices and the dramatic improvement in Russia’s finances.  After some uncertainty in early 2001 about its plans to service its Paris Club debt, the Russian government pledged to eliminate all arrears by the end of March.
  However, the authorities still hope to conclude a new restructuring framework, especially since repayments are due to increase sharply in 2003.
  Any new agreement with the Paris Club would require a successful conclusion of the negotiations now underway with the IMF.
Ukraine has made progress in restructuring some private debt obligations and strengthening its external finances.
  In 2000 bondholders agreed to exchange outstanding debt for new seven-year dollar-denominated eurobonds. Renewal of an IMF Extended Fund Facility (EFF) in December paved the way for a rescheduling of the country’s $1 billion Paris Club debt (the servicing of which had been suspended in January 2000).  A key condition of the IMF programme is further progress with privatization, particularly of energy utilities, but such a policy does not appear to enjoy much support in parliament.  This seems to have been a factor in the IMF’s decision in February to delay further disbursements, but negotiations with Paris Club members and Turkmenistan began in March.  They exclude consideration of gas arrears to Russia, which have been dealt with separately (see below).

At independence the CIS countries other than Russia had little or no external debt
 since nearly all of them accepted the “zero option” arrangement (above).
  However, with the dissolution of the Soviet Union, the successor states were subject to a series of shocks, in addition to that of the transition process itself.  First, the collapse of inter-republican trade links undermined CIS exports, and the cessation of transfers and investment funds from the union budget removed major sources of finance.  The terms of trade deteriorated sharply when Russian energy suppliers raised their prices toward world market levels (and sometimes even above them). The overall impact was a large, often prolonged, contraction of GDP and large domestic fiscal and current account deficits.

In the early 1990s these deficits were financed by official bilateral loans (mainly from Russia), short-term trade credits, arrears on payments for energy, and in some countries, FDI and multilateral loans.  Unbalanced trade led to a web of inter-CIS financial claims (table 3.6.14).  Russia emerged as the largest bilateral creditor, mainly due to the resources it had extended in the first half of the decade.  By mid-1998 the other CIS owed Russia some $5 billion, and, in addition, $2-$3 billion in arrears on energy deliveries (mainly to Gazprom). Turkmenistan, the other major creditor to the CIS, has built up claims worth some $1.4 billion, mostly related to unpaid gas bills.  Multilateral financing, especially from the IMF, eventually became important in most countries.  Most of the loans were made directly to governments or carried a government guarantee,
 and thus represented growing claims on national budgets.

Although the debt burdens of most CIS were still modest,
 numerous bilateral payments problems and disputes arose in the mid-1990s. Most countries were financially constrained by current account deficits and the scarcity of fresh loans. Moreover, debt servicing of bilateral obligations was aggravated by high, non-concessional interest rates and short maturities (1-2 years).  Also, there was often failure to agree on the amounts owed (even disputes over the very validity of claims in some cases) and on the value of various services provided in kind (e.g. military facilities).  Against this background debt talks were launched,
 which between 1995 and 1998 led to a first set of bilateral rescheduling arrangements between the CIS debtors and their CIS, western and east European creditors. Russia, Turkmenistan and Uzbekistan played a major role in these arrangements (table 3.6.14).  At least in some cases, attempts were made to provide the debtor countries with sustainable repayment profiles (e.g. Russia agreed to postpone repayments to the next decade). The conditions attached to these agreements varied considerably, but interest was generally set at commercial rates.  Repayments could be made in both cash and in kind (the proportions subject to prior agreement), and in a few cases debt was partially forgiven or swapped for equity.  However, the resulting obligations have not always been met, thus increasing arrears and, in several cases, leading to further rescheduling.
Agreement on the settlement of international obligations between companies (especially inter-enterprise arrears on energy) has proved particularly difficult.  There has been a tendency for the governments of importing countries to treat these arrears as a strictly commercial issue between enterprises, not as one of public debt (even though the debtors are generally state owned enterprises).
  Occasionally, these arrears have been converted to official obligations through bilateral agreements and with repayment options similar to those mentioned above.  Negotiations are continuing on the largest of the outstanding gas arrears, the $1.4-$2.2 billion owed by Ukraine to Russia.
  Under discussion is a proposal to convert these inter-enterprise arrears into Ukrainian state debt in the form of eurobonds, which Russia could convert to shares in Ukrainian enterprises.



        The debt burden of most CIS countries was exacerbated by the rouble crisis of 1998.  Exports of goods and services fell sharply in 1998-1999 and output growth slowed, actually contracting in the Republic of Moldova and Ukraine (tables 3.1.1 and 3.1.2).
  In many cases there was also an outflow of funds and a depreciation of currencies that caused key ratios of external debt
 (and fiscal) sustainability to deteriorate  (table 3.6.13).
  In 2000, preliminary estimates indicate a large improvement in debt ratios due to the recovery of exports of goods and services (more than offsetting the losses in 1998-1999) and the acceleration of output growth. However, the improvement in the difficult situations of Georgia, the Republic of Moldova and Kyrgyzstan was marginal (see below).  Energy producers – Azerbaijan, Kazakhstan, Turkmenistan and Uzbekistan – benefited from the rise in fuel prices, but their financial indicators had already been relatively favourable,
 although in Uzbekistan they worsened again due to a decline in output and exports.  The debt burdens of Belarus and Ukraine have remained modest (although their official reserves are low), mainly because they have had limited access to foreign credits.

The sustainability of the debt situation in five low-income CIS economies – Armenia, Georgia, Kyrgzstan, the Republic of Moldova and Tajikistan
 – has been examined recently by the IMF and the World Bank.
  Except for Armenia, one or more financial ratios based on data for 1999 suggest that these countries are likely to face external debt and/or fiscal sustainability problems.
  These countries are generally poor in energy and other natural resources, and have attracted little foreign private investment (chapter 5), making them dependent on official funds. All have been eligible for concessional loans through the IMF Poverty Reduction and Growth Facility (PRGF)
 and the World Bank’s IDA facility.  Multilateral loans at low interest rates have increased from one third (Tajikistan) to two thirds (Armenia) of their total external debt.  Nonetheless, they now face heavy debt repayments.

Very briefly, the IMF analysis shows that all five countries are likely to face a difficult fiscal and external outlook in the next decade.  The base scenario envisages a favourable external environment and implementation of a strong reform programme, resulting in GDP growth of 4.5-6.5 per cent per annum throughout the 10 year projection period.  In this case the external debt of four countries would be manageable (debt servicing would be difficult for the next five years because of possible cash flow problems
 but should improve thereafter), but for Kyrgzstan the situation could remain very difficult for the whole decade.
  Under the second scenario, the performance of these economies is weaker either because of their feeble response to reform policies, and/or because of a less favourable external environment.  GDP then grows at only 2-3 per cent per annum and export growth expands only modestly, in line with projected increases in world trade.  In this case, debt ratios deteriorate sharply in Georgia, Kyrgzstan and the Republic of Moldova and the risk increases of an unsustainable debt situation.

The impact of the peak debt servicing burden in 2001-2004 on national budgets is a serious concern in all countries except, possibly, Armenia.
  Moreover, if these countries meet their external debt servicing obligations and fiscal targets, it is unlikely that adequate resources will be available to raise living standards. These five countries are currently among the poorest in the world, and they suffer from a high incidence of absolute poverty.
  Even if they were to achieve the growth rates envisaged in the base scenario, it would take until 2005 to regain their 1991 levels of income.  If lower growth rates were to prevail, sustainability would require larger amounts of external assistance in the form of highly concessional new money (or grants) and/or the restructuring of external obligations.  An IMF simulation suggests that higher rates of growth and a restructuring of scheduled debt payments could create a sustainable situation. However, at lower growth rates (scenario two) some debt reduction would also be required to achieve sustainability, except possibly in Kyrgyzstan.
  Armenia would probably not require debt relief.

Although the programmes of the four countries that have concluded PRGF agreements
 are individually tailored, there is a large degree of commonality which is broadly consistent with the base scenario: adherence to macroeconomic stabilization targets, including an improvement in tax collection and overall fiscal consolidation; improvements in public and corporate governance and a reduction of corruption (both of which could also boost tax revenues); and an acceleration of economic restructuring, with priority given to large-scale privatizations.  These measures are intended to raise economic efficiency and export performance and improve the business climate so as to boost investment.  FDI is being counted on for restructuring and to help fill the financing gaps.  The countries have also been advised to seek rescheduling agreements and negotiations have been completed or are underway with bilateral creditors.

Most of these countries had already arranged IMF-backed programmes in the first half of the 1990s. Although there has been some progress in stabilization and restructuring, none has achieved the expected degree of policy reform or output and export growth (factors which contributed to the need for previous debt reschedulings).  In part these disappointing outcomes are explained by the effects of armed conflict, political and religious turmoil, and natural disasters (including earthquakes and, more recently, severe drought) that have made reforms more difficult to implement and have contributed to the increase in poverty.  However, it is also generally accepted that widespread policy slippage, pervasive problems of governance and corruption and the slow pace of restructuring have been equally or more important.
  These chronic obstacles to development will have to be overcome if the new programmes are to achieve their growth and financial objectives.

TABLE 3.1.1


Basic economic indicators for eastern Europe, the Baltic states and the CIS, 1998-2001


(Rates of change and shares, per cent)


�
GDP (growth rates)�
Industrial output (growth rates)�
Inflation (per cent change, Dec./Dec.)�
Unemployment rate  (end of period, per cent)�
�
�
�
�
2000�
2001�
�
�
�
�
�
1998�
1999�
Ex-ante forecast�
Actual outcome�
official forecast�
1998�
1999�
2000�
1998�
1999�
2000�
1998�
1999�
2000�
�
Eastern Europe 	�
1.8�
1.3�
4�
3.9�
4.2�
1.4�
-0.1�
8.3�
..�
..�
..�
12.6�
14.6�
15.1�
�
Albania 	�
8�
7.3�
8�
8*�
5-7�
21.8�
16�
12*�
7.8�
-1.0�
4.2�
17.6�
18.2�
16.9�
�
Bosnia and Herzegovina a 	�
..�
..�
12�
10*�
7-9�
23.8�
10.6�
8.8�
2.2�
-0.4�
3.4�
38.7�
39.0�
39.4�
�
Bulgaria 	�
3.5�
2.4�
4�
5.0*�
5�
-7.9�
-12.3�
2.3�
0.9�
6.2�
11.2�
12.2�
16.0�
17.9�
�
Croatia 	�
2.5�
-0.4�
2.6�
3.7�
3-4�
3.7�
-1.4�
1.7�
5.6�
4.6�
7.5�
18.6�
20.8�
22.6�
�
Czech Republic 	�
-2.2�
-0.8�
1.5�
3.1�
3�
1.6�
-3.1�
5.1�
6.7�
2.5�
4.1�
7.5�
9.4�
8.8�
�
Hungary 	�
4.9�
4.4�
5�
5.2�
4.5-5�
12.5�
10.4�
18.3�
10.4�
11.3�
10.1�
9.1�
9.6�
8.9�
�
Poland 	�
4.8�
4.1�
5.2�
4.1�
4.5�
3.5�
4.8�
7.1�
8.5�
9.9�
8.6�
10.4�
13.0�
15.0�
�
Romania 	�
-5.4�
-3.2�
1.3�
1.6�
4.1�
-13.8�
-7.9�
8.2�
40.7�
54.9�
40.7�
10.3�
11.5�
10.5�
�
Slovakia 	�
4.1�
1.9�
2�
2.2�
3.2�
3.8�
-3.6�
9.1�
5.5�
14.2�
8.3�
15.6�
19.2�
17.9�
�
Slovenia 	�
3.8�
5.2�
3.75�
4.8�
4.5�
3.7�
-0.5�
6.2�
6.6�
8.1�
9.0�
14.6�
13.0�
12.0�
�
The former Yugoslav 


  Republic of Macedonia 	�
2.9�
2.7�
6�
5.1�
6�
4.5�
-2.6�
3.5�
-1.1�
2.3�
10.8�
41.4�
43.8�
44.9�
�
Yugoslavia b 	�
2.5�
-19.3�
14�
10.0�
5�
3.6�
-23.1�
10.9�
45.7�
54.0�
115.1�
27.2�
27.4�
26.6�
�
Baltic states 	�
4.7�
-1.8�
3�
5.0�
4.7�
6.0�
-7.6�
6.7�
..�
..�
..�
7.3�
9.1�
10.0�
�
Estonia 	�
4.7�
-1.1�
3.8-4.0�
6.4*�
6�
4.1�
-1.7�
9.1�
6.8�
3.9�
4.9�
5.1�
6.7�
7.3�
�
Latvia 	�
3.9�
1.1�
3.5�
6.6�
5-6�
3.1�
-5.4�
3.2�
2.8�
3.3�
1.9�
9.2�
9.1�
7.8�
�
Lithuania 	�
5.1�
-3.9�
2�
3.3�
3.7�
8.2�
-11.2�
7.0�
2.4�
0.3�
1.5�
6.9�
10.0�
12.6�
�
CIS 	�
-3.0�
3.2�
2.3�
7.4�
4.2�
-3.1�
7.3�
9.6�
..�
..�
..�
9.0�
8.3�
6.9�
�
Armenia 	�
7.3�
3.3�
5.6�
6.0�
6.5�
-2.1�
5.2�
6.4�
-1.2�
2.1�
0.4�
8.9�
11.5�
10.9�
�
Azerbaijan 	�
10.0�
7.4�
8�
11.4�
8.5�
2.2�
3.6�
6.9�
-7.6�
-0.5�
2.1�
1.4�
1.2�
1.2�
�
Belarus 	�
8.4�
3.4�
2-3�
5.8�
3-4�
12.4�
10.3�
8.0�
181.6�
251.3�
108.0�
2.3�
2.0�
2.1�
�
Georgia 	�
2.9�
3.0�
4.2-4.8�
1.9�
3-4�
-1.8�
7.4�
6.1�
13.4�
11.1�
4.6�
4.2�
5.6�
..�
�
Kazakhstan 	�
-1.9�
2.7�
3�
9.6�
4�
-2.4�
2.7�
14.6�
1.9�
18.1�
10.0�
3.7�
3.9�
3.7�
�
Kyrgyzstan 	�
2.1�
3.7�
4-5�
5.0�
5�
5.3�
-4.3�
6.0�
16.6�
39.8�
9.5�
3.1�
3.0�
3.1�
�
Republic of Moldova c 	�
-6.5�
-3.4�
2�
1.9�
5�
-15.0�
-9.0�
2.3�
18.2�
43.8�
18.5�
1.9�
2.1�
1.8�
�
Russian Federation 	�
-4.9�
3.5�
1.5-2.5�
7.7�
4�
-5.2�
8.1�
9.0�
84.5�
36.6�
20.1�
13.3�
12.2�
9.7�
�
Tajikistan 	�
5.3�
3.7�
..�
8.3�
6.7�
8.2�
5.6�
10.3�
2.7�
30.1�
60.6�
2.9�
3.1�
3.0�
�
Turkmenistan 	�
5.0�
16.0�
12�
17.6�
16�
0.2�
15.0�
25*�
19.8�
..�
..�
..�
..�
..�
�
Ukraine 	�
-1.9�
-0.4�
1�
6.0�
3-4�
-1.0�
4.3�
12.9�
20.0�
19.2�
25.8�
4.3�
4.3�
4.2�
�
Uzbekistan 	�
4.4�
4.4�
5�
4.0�
4.4�
3.6�
6.1�
6.4�
25.9�
26.0�
..�
0.4�
0.5�
0.6�
�
Total above 	�
-1.1�
2.4�
3�
6.0�
4.2�
-0.9�
3.7�
9.0�
..�
..�
..�
..�
..�
..�
�
Memorandum items:�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
CETE-5 	�
3.2�
3.0�
4.1�
4.0�
4.1�
4.5�
2.9�
8.7�
..�
..�
..�
10.2�
12.5�
13.3�
�
SETE-7 	�
-1.5�
-3.0�
3.6�
3.6�
4.5�
-7.3�
-9.9�
6.6�
..�
..�
..�
15.4�
16.5�
17.8�
�
Former GDR 	�
2.0�
..�
..�
..�
..�
7.6�
4.8�
..�
1.1�
0.2�
..�
17.4�
17.7�
17.2�
�
Source:  National statistics; CIS Statistical Committee; direct communications from national statistical offices to UN/ECE secretariat (IMF and World Bank data for Albania).


Note:  Aggregates are UN/ECE secretariat calculations, using PPPs obtained from the 1996 European Comparison Programme.  Output measures are in real terms (constant prices).  Forecasts are those of national conjunctural institutes or government forecasts associated with the central budget formulation.  Industrial output refers to gross output, not the contribution of industry to GDP.  Inflation refers to changes in the consumer price index.  Unemployment generally refers to registered unemployment at the end of the period (with the exceptions of the Russian Federation where it is the Goskomstat estimate according to the ILO definition, and Estonia where it refers to job seekers).  Aggregates shown are: Eastern Europe (the 12 countries below that line), with sub-aggregates CETE-5 (central European transition economies: Czech Republic, Hungary, Poland, Slovakia, Slovenia) and SETE-7 (south-east European transition economies: Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Romania, The former Yugoslav Republic of Macedonia and Yugoslavia); Baltic states (Estonia, Latvia, Lithuania); and CIS (12 member countries of the Commonwealth of Independent States).


a	Data reported by the Statistical Office of the Federation; these exclude the area of Republika Srpska.


b	Data for 1999 and 2000 exclude Kosovo and Metohia.


c	Excluding Transdniestria.











TABLE 3.1.2


International trade and external balances of eastern Europe, the Baltic states and the CIS, 1998-2000


(Rates of change and shares, per cent)


�
Merchandise exports in dollars (growth rates)�
Merchandise imports in dollars (growth rates)�
Trade balances 


(per cent of GDP)�
Current account 


(per cent of GDP)�
�
�
1998�
1999�
2000 a�
1998�
1999�
2000 a�
1998�
1999�
2000 a�
1998�
1999�
2000 a�
�
Eastern Europe 	�
9.3�
-1.2�
12.9�
9.0�
-2.5�
11.0�
-9.9�
-9.6�
-9.8�
-4.6�
-5.6�
-5.1�
�
Albania 	�
50.9�
28.3�
-10.0�
28.2�
11.3�
14.0�
-19.2�
-16.9�
-20.6�
-1.5�
-4.2�
-13.4�
�
Bosnia and Herzegovina 	�
82.7�
47.3�
30.2�
36.4�
14.7�
-5.8�
-41.7�
-42.1�
-32.6�
-18.6�
-21.4�
-17.7�
�
Bulgaria 	�
-15.1�
-4.5�
20.0�
0.5�
11.3�
17.6�
-6.2�
-12.2�
-13.6�
-0.5�
-5.3�
-5.6�
�
Croatia 	�
8.9�
-5.3�
3.0�
-7.9�
-7.0�
1.6�
-17.8�
-17.4�
-18.3�
-7.1�
-7.6�
-3.9�
�
Czech Republic 	�
15.7�
-0.4�
10.4�
4.4�
-2.5�
14.9�
-4.3�
-3.5�
-6.6�
-2.4�
-3.0�
-4.8�
�
Hungary 	�
20.4�
8.7�
12.3�
21.1�
9.0�
14.5�
-5.7�
-6.2�
-8.5�
-4.9�
-4.3�
-3.7�
�
Poland 	�
2.6�
-2.9�
15.5�
10.9�
-2.4�
6.6�
-11.9�
-11.9�
-10.9�
-4.3�
-7.4�
-6.3�
�
Romania 	�
-1.5�
2.4�
21.9�
4.9�
-12.2�
25.6�
-8.5�
-5.6�
-7.3�
-7.2�
-3.8�
-3.8�
�
Slovakia 	�
11.8�
-4.6�
15.8�
11.9�
-13.4�
12.5�
-10.5�
-5.0�
-4.0�
-9.7�
-5.5�
-3.7�
�
Slovenia 	�
8.1�
-5.6�
2.2�
7.8�
-0.2�
0.3�
-5.4�
-7.7�
-7.6�
-0.8�
-3.9�
-3.2�
�
The former Yugoslav 


  Republic of Macedonia 	�
6.0�
-9.1�
11.3�
7.7�
-7.2�
16.3�
-17.2�
-17.0�
-21.0�
-8.8�
-3.9�
-5.7�
�
Yugoslavia 	�
6.8�
-47.6�
15.1�
0.1�
-31.8�
12.6�
-11.8�
-10.9�
-7.9�
-7.4�
-8.7�
-5.6�
�
Baltic states 	�
3.5�
-12.5�
24.9�
7.5�
-13.7�
15.0�
-22.7�
-18.8�
-17.5�
-11.0�
-9.5�
-6.2�
�
Estonia 	�
10.3�
-9.2�
33.2�
7.8�
-14.2�
23.7�
-29.7�
-22.8�
-22.5�
-9.2�
-5.7�
-6.8�
�
Latvia 	�
8.3�
-4.9�
8.1�
17.1�
-7.6�
8.1�
-22.6�
-18.4�
-19.0�
-10.7�
-9.7�
-7.2�
�
Lithuania 	�
-3.9�
-19.0�
28.1�
2.6�
-16.6�
13.0�
-19.4�
-17.2�
-14.4�
-12.1�
-11.2�
-5.3�
�
CIS b 	�
-15.2�
-1.1�
46.0�
-14.0�
-23.8�
15.6�
6.0�
14.9�
22.0�
-1.7�
8.3�
14.8�
�
Armenia 	�
-5.2�
5.4�
22.5�
1.1�
-11.2�
10.9�
-36.0�
-30.9�
-33.3�
-21.3�
-16.6�
-16.0�
�
Azerbaijan 	�
-22.4�
53.3�
235.7�
35.6�
-3.9�
10.3�
-10.6�
-2.4�
19.3�
-30.7�
-13.3�
1.9�
�
Belarus 	�
-3.2�
-16.2�
29.4�
-1.6�
-22.1�
36.5�
-12.4�
-6.7�
-11.6�
-7.3�
-1.8�
-2.8�
�
Georgia 	�
-19.7�
23.7�
50.3�
-6.3�
-31.9�
7.1�
-19.0�
-12.8�
-9.9�
-11.4�
-6.9�
-7.5�
�
Kazakhstan 	�
-16.3�
2.9�
76.7�
1.1�
-15.3�
30.5�
4.9�
11.3�
21.3�
-5.6�
-1.4�
4.8�
�
Kyrgyzstan 	�
-15.0�
-11.6�
10.6�
18.7�
-28.7�
-6.1�
-20.5�
-11.9�
-0.9�
-23.2�
-15.1�
-4.0�
�
Republic of Moldova 	�
-27.8�
-26.9�
2.9�
-12.6�
-44.0�
39.0�
-23.1�
-9.5�
-24.4�
-19.3�
-2.9�
-7.9�
�
Russian Federation 	�
-16.3�
0.5�
49.5�
-17.9�
-29.5�
9.3�
10.2�
22.4�
28.7�
0.3�
13.4�
19.3�
�
Tajikistan 	�
-20.0�
15.4�
13.5�
-5.2�
-6.7�
1.0�
-8.7�
2.4�
12.7�
-9.1�
1.6�
10.4�
�
Turkmenistan 	�
-20.9�
99.9�
92.0�
-14.9�
46.7�
36.9�
-14.6�
-8.9�
12.4�
-33.0�
-26.0�
1.5�
�
Ukraine 	�
-11.2�
-8.4�
23.9�
-14.3�
-19.3�
21.3�
-5.0�
-0.9�
1.8�
-3.2�
2.8�
7.0�
�
Uzbekistan 	�
-20.1�
-9.0�
-2.9�
-25.4�
-9.1�
-5.6�
0.6�
0.5�
0.8�
-0.7�
-1.0�
0.2�
�
Total above 	�
-3.5�
-1.8�
28.2�
0.4�
-10.2�
13.3�
-2.7�
-0.1�
4.7�
-3.4�
–�
4.3�
�
Memorandum items:�
�
�
�
�
�
�
�
�
�
�
�
�
�
CETE-5 	�
11.6�
0.1�
12.2�
11.1�
-1.0�
10.3�
-9.0�
-8.7�
-9.1�
-4.2�
-5.8�
-5.3�
�
SETE-7 	�
-0.1�
-6.8�
16.2�
2.2�
-7.9�
13.8�
-12.7�
-12.5�
-12.4�
-6.0�
-5.1�
-4.7�
�
Source:  National statistics; CIS Statistical Committee; direct communications from national statistical offices to UN/ECE secretariat; UN/ECE secretariat calculations.


Note:  Foreign trade growth is measured in current dollar values.  Trade and current account balances are related to GDP at current prices, converted from national currencies at current dollar exchange rates.  Current price GDP values for 2000 are in some cases estimated from reported real growth rates and consumer price indices.  On regional aggregates, see the note to table 3.1.1.


a	Full year 2000 provisional results for eastern Europe and the Baltic states; January-September for CIS and "Total above".


b	Including intra-CIS trade.











BOX 3.2.1


Dynamic equilibrium during a process of catch up in productivity and price levels: policy implications for the acceding countries 


One of the central macroeconomic aspects of the preparation for EU accession and monetary integration in the EMU is the attainment of nominal convergence (that is, convergence of inflation rates with the EU) in the acceding countries, which is often treated as an immediate policy goal.  Despite the significant progress with disinflation in the transition economies, the process is difficult not only because of the ongoing adjustment of relative prices (including the removal of administrative controls over a range of prices) but also because the fundamental structural changes that these economies are undergoing require a sufficient degree of freedom for nominal adjustments.  


One of the problems that may result from striving for a rapid rate of convergence to the inflation rates prevailing in the EU, arises from the fact that the goals for disinflation and for quickly catching up with the income levels in the EU may be to some extent mutually exclusive.  The main reason for this is that at present there exist substantial gaps between both the productivity and domestic price levels in the candidate countries (notably in the non-tradeables sector) vis-à-vis the EU, while closing these gaps involves a dynamic and interactive process of changes in both productivity and prices.  If the transition economies are to reduce the gap in per capita income levels vis-à-vis the EU, their economies will have to grow faster than the EU, which in turn implies faster productivity growth in their tradeable sectors.  However, as is well known both from theory and from past experience, an inherent feature of a productivity catch up is that inflation will be higher in the catching-up economy due to wage increases in the tradeable sector being matched by the non-tradeable sector, where higher rates of increase in prices spill over to the whole economy.1  This is a fundamental feature of economic structural change and policy cannot prevent it from happening if a fast catch-up process is underway.  The higher rate of inflation in the catching-up country is in no way linked to macroeconomic disequilibria or to lax policy; it simply reflects and registers the fact that productivity convergence brings about convergence in wage and price levels as well.  Or, in other words, a process of productivity catch up implies a dynamically changing macroeconomic equilibrium which entails a catch up in price levels.


If macroeconomic policy is about equilibrium, then it should aim at sustaining equilibrium in dynamics; hence, if a process of productivity catch up is underway then policy should target rates of change in the price level that are consistent with the underlying catch-up process.  Any attempt by policy to hold rates of inflation below those implied by the underlying process of productivity-cum-price catch up may in fact push the economy below its equilibrium performance path.  The danger of such a policy is that it may brake the very process of productivity catch up (and fast growth) that produced the relatively faster growth of prices in the first place.2  Thus, from the point of view of social welfare in the acceding countries, the wisdom of a policy aimed at premature inflation convergence with the EU (that is, at convergence in rates of inflation before convergence in productivity and price levels is achieved) is questionable.


�


1	This is due to the so-called Balassa-Samuelson effect.  For more details and discussion on its implications for the transition economies, see UN/ECE, Economic Survey of Europe, 2000 No. 1, pp. 54-59; R. Corker, C. Beaumont, R. van Elkan and D. Iakova, Exchange Rate Regimes in Selected Advanced Transition Economies – Coping with Transition, Capital Inflows and EU Accession, IMF Policy Discussion Papers PDP/00/3 (Washington, D.C.), April 2000; P. Masson, Monetary and Exchange Rate Policy of Transition Economies of Central and Eastern Europe after the Launch of EMU, IMF Policy Discussion Papers PDP/99/5 (Washington, D.C.), July 1999.


2	This by no means implies that macroeconomic policy should not aim at disinflation, especially when inflation is still at moderate (double-digit) levels.  The pro-inflationary impact of a productivity catch up may surface only when inflation is generally low (at single-digit levels) and this is when more fine-tuning is needed in setting the inflation targets.  Another policy implication for the acceding countries is that policy should distinguish between the relative price of tradeables (which should be close to zero, relative to EU) and the relative price of non-tradeables.





CHART 3.2.1


Real effective exchange rates in selected east European and Baltic economies, 1995-2000


(Indices, first quarter 1995=100)





�





Source:  National statistics and UN/ECE secretariat Common Database.  


Note:  The real effective exchange rate indicators were computed from the nominal exchange rates against the deutsche mark and the dollar, deflated respectively by the domestic and German or United States consumer and producer price indices, indices of estimated unit labour costs in industry, while the shares of the EU and the rest of the world in total exports of individual transition economies were used to determine the deutsche mark and the dollar trade weights, respectively.  Indices of unit labour costs in industry are computed from seasonally adjusted indices of average quarterly gross wages in industry and of estimated labour productivity.  Unit labour costs for Germany and the United States are from the OECD Database.  Unit labour cost deflator for the fourth quarter 2000 is based on preliminary employment and/or wage data for Bulgaria, the Czech Republic, Romania, Slovenia, Latvia and Lithuania. 





TABLE 3.2.1


Short-term interest rates in selected east European, Baltic and CIS economies, 1996-2000


(Per cent)


�
Short-term credits�
Short-term deposits� (domestic currency)�
Average yield on �short-term government securities�
�
�
1996�
1997�
1998�
1999�
 2000 a�
1996�
1997�
1998�
1999�
 2000 a�
1996�
1997�
1998�
1999�
 2000�
�
Albania 	�
24.0�
..�
..�
21.6�
21.9�
16.8�
..�
..�
12.9�
8.4�
17.7�
32.6�
27.5�
17.5�
10.7�
�
Bulgaria	�
300.3�
209.8�
14.1�
13.6�
12.2�
146.4�
80.8�
3.0�
3.3�
3.2�
278.7�
200.8�
6.2�
5.5�
4.3�
�
Croatia 	�
22.5�
15.5�
15.8�
14.9�
12.1�
5.6�
4.3�
4.6�
4.3�
3.7�
18.1�
8.8�
10.2�
11.1�
9.2�
�
Czech Republic 	�
12.5�
13.2�
12.8�
8.7�
7.2�
6.8�
7.7�
8.1�
4.5�
3.4�
..�
..�
..�
..�
..�
�
Hungary 	�
27.3�
21.8�
19.3�
16.3�
12.6�
22.2�
18.5�
18.5�
13.3�
9.6�
24.0�
20.1�
17.7�
14.7�
11.1�
�
Poland 	�
26.1�
24.9�
24.6�
17.1�
20.0�
18.5�
18.1�
17.4�
11.2�
13.6�
20.3�
21.6�
19.1�
13.1�
16.6�
�
Romania 	�
55.3�
72.5�
55.4�
65.5�
53.8�
38.1�
55.8�
37.3�
46.0�
32.9�
51.1�
85.7�
64.0�
74.6�
52.3�
�
Slovakia 	�
14.3�
17.3�
20.6�
19.6�
13.8�
6.7�
8.0�
10.2�
10.5�
7.3�
..�
..�
..�
..�
..�
�
Slovenia 	�
22.6�
20.0�
16.1�
12.4�
15.8�
15.0�
13.2�
10.6�
7.2�
10.1�
5.7�
5.0�
4.4�
3.3�
..�
�
The former Yugoslav


   Republic of Macedonia 	�
21.6�
21.4�
21.0�
20.4�
18.9�
12.8�
11.7�
11.7�
11.6�
11.2�
..�
..�
..�
..�
..�
�
Estonia 	�
14.9�
11.8�
15.0�
11.1�
7.8�
6.1�
6.2�
8.1�
4.2�
3.8�
..�
..�
..�
..�
..�
�
Latvia 	�
25.8�
15.2�
14.3�
14.2�
11.9�
11.7�
5.9�
5.3�
5.0�
4.4�
16.3�
4.7�
5.3�
6.2�
4.5�
�
Lithuania 	�
21.6�
14.4�
12.2�
13.1�
12.2�
13.6�
8.1�
6.5�
7.4�
6.7�
21.0�
8.6�
10.7�
6.2�
5.9�
�
Armenia 	�
66.4�
54.2�
48.5�
38.8�
31.6�
32.2�
26.1�
24.9�
26.6�
18.1�
41.4�
55.8�
45.8�
53.3�
23.6�
�
Belarus 	�
64.3�
32.5�
27.0�
51.0�
69.5�
32.3�
15.5�
14.4�
23.8�
37.5�
..�
..�
..�
..�
..�
�
Georgia 	�
58.2�
50.6�
46.0�
33.4�
32.8�
31.1�
13.7�
17.0�
14.6�
..�
..�
..�
..�
..�
..�
�
Kazakhstan 	�
..�
30.9�
21.4�
23.7�
19.4�
35.9�
19.5�
12.4�
17.0�
16.5�
33.2�
16.3�
23.6�
20.7�
12.3�
�
Kyrgyzstan 	�
63.2�
63.8�
57.5�
59.6�
57.0�
30.2�
35.0�
31.1�
31.4�
23.9�
40.1�
35.8�
43.7�
47.2�
32.3�
�
Republic of Moldova	�
25.4�
33.3�
30.8�
35.3�
..�
25.4�
26.4�
22.0�
27.5�
24.9�
..�
..�
..�
..�
..�
�
Russian Federation	�
146.8�
46.2�
43.4�
39.7�
25.0�
55.1�
16.4�
16.0�
13.7�
6.7�
85.8�
26.0�
45.8�
..�
..�
�
Ukraine 	�
79.9�
49.1�
54.5�
55.0�
41.5�
33.6�
18.2�
21.9�
20.7�
13.7�
..�
..�
..�
..�
..�
�
Source:  Central bank publications and direct communications to UN/ECE secretariat; IMF, International Financial Statistics (Washington, D.C.), various issues.


Note:  Definition of interest rates: 


Credits – Belarus: weighted average rate on short-term loans; Bulgaria: average rate on short-term credits; Croatia: weighted average rate on new credits; Czech Republic: average rate on total short-term loans; Estonia: weighted average rate on short-term loans; Hungary: weighted average rate on loans of less than one year; Latvia: average rates on short-term credits; Lithuania: average rates on loans of one to three months; Poland: median rate on low-risk short-term loans.  Beginning January 1995, weighted average rate; Romania: average short-term lending rate; Kazakhstan: weighted average interest rates (for new credits); Kyrgyzstan: weighted average rate on loans in sums for one- to three-month maturities; Russian Federation: weighted average rate on loans of up to one-year maturity; Slovakia: average rate on new short-term loans; Slovenia: average rate on short-term working capital loans; The former Yugoslav Republic of Macedonia: midpoint rates for short-term loans to all sectors; Ukraine: weighted average rate on short-term loans.


Deposits – Belarus: weighted average rate on short-term deposits; Bulgaria: average rates on one-month time deposits; Croatia: weighted average rate on new deposits; Czech Republic: average rate on short-term time deposits; Estonia: weighted average rate on short-term deposits; Hungary: weighted average rate on deposits fixed for more than one month, but less than one year; Latvia: average rates on short-term deposits; Lithuania: average rates on deposits of one to three months; Poland: weighted average rate (according to information collected from 15 biggest commercial banks) on short-term household deposits in domestic currency; Romania: average short-term deposit rate; Kazakhstan: weighted average interest rates (for new deposits); Kyrgyzstan: weighted average rate offered on some time deposits of three-month maturities; Russian Federation: prevailing rate for time deposits with maturity of less than one year; Slovakia: average rate on time deposits; Slovenia: average rate on time deposits of 31-90 days; The former Yugoslav Republic of Macedonia: lowest reported interest rate on household deposits with maturities of three to six months; Ukraine: weighted average rate on short-term deposits. 


Yields of government securities – Bulgaria: yield on government securities is computed as the average weighted yield of all issues during the calendar month; Croatia: interest rate on NBC bills, due in 91 days; Hungary: weighted average yield on 90-day treasury bills sold at auctions; Poland: yield on bills purchased, weighted average, 13 weeks; Romania: rate on 91-day treasury bills; Slovenia: BS tolar bills, 14 days overall nominal rate; Latvia: weighted average auction rate on 91-day treasury bills; Lithuania: average auction rate on treasury bills with maturity of 91-days; Kazakhstan: yield based on treasury bill prices established at the last auction of the month; Kyrgyzstan: weighted average rate on three-month treasury bills sold in the primary market; Russian Federation: weighted average rate on government short-term obligations (GKO) with maturities of up to 90 days.  Beginning in April 1997, the rate is calculated on the basis of GKOs with remaining maturity of up to 90 days.


a	January-November for Albania; January-October for Belarus.











CHART 3.2.2


Real short-term interest rates in selected east European, Baltic and CIS economies, 1997-2000


(Three-month moving average of the ex-post forward-looking real rates, a per cent)





�


(For source and notes see end of chart.)











CHART 3.2.2 (concluded)


Real short-term interest rates in selected east European, Baltic and CIS economies, 1997-2000


(Three-month moving average of the ex-post forward-looking real rates, a per cent)





�


Source:  UN/ECE secretariat calculations, based on national statistics and direct communications from central banks.


a	The ex-post forward-looking rates are the nominal rates discounted by the rate of inflation in the following three-month period.


b	Discounted by PPI.


c	Discounted by CPI.


d	The lending rate for Lithuania is discounted by the index of producer prices excluding the prices of petroleum products.








TABLE 3.2.2


Monetization in selected east European, Baltic and CIS economies: share of monetary aggregates a in GDP, 1996-2000


(Per cent)


�
M1 b�
Total broad money c�
Total credit d�
�
�
1996�
1997�
1998�
1999�
 2000 e�
1996�
1997�
1998�
1999�
 2000 e�
1996�
1997�
1998�
1999�
 2000 e�
�
Albania 	�
25.9�
27.7�
18.0�
17.8�
19.9�
46.8�
52.3�
47.8�
53.5�
56.1�
4.8�
4.4�
3.8�
3.7�
4.2�
�
Bulgaria	�
7.4�
6.5�
10.1�
10.7�
11.7�
44.4�
24.9�
28.1�
28.3�
30.8�
34.5�
17.4�
16.4�
16.8�
16.0�
�
Croatia 	�
9.0�
9.9�
9.6�
9.2�
9.7�
28.4�
35.7�
39.0�
38.6�
40.4�
33.2�
32.9�
39.9�
40.7�
36.4�
�
Czech Republic 	�
28.5�
25.2�
21.8�
24.2�
27.0�
68.3�
68.1�
66.3�
71.7�
74.2�
62.1�
64.0�
61.4�
59.0�
53.5�
�
Hungary 	�
15.2�
14.7�
15.1�
15.8�
16.1�
36.4�
35.6�
40.9�
42.4�
42.5�
36.2�
20.8�
22.3�
22.9�
26.2�
�
Poland 	�
10.8�
13.8�
13.4�
14.5�
13.4�
33.3�
41.0�
43.2�
48.0�
48.3�
17.1�
20.3�
22.7�
25.8�
27.0�
�
Romania 	�
7.3�
5.0�
4.7�
4.3�
4.1�
20.8�
18.3�
19.3�
20.7�
19.0�
19.2�
14.8�
13.4�
12.6�
9.1�
�
Slovakia 	�
24.5�
23.0�
20.3�
17.5�
18.0�
61.4�
61.2�
60.3�
60.2�
63.6�
56.0�
53.3�
50.4�
49.5�
46.3�
�
Slovenia 	�
7.8�
7.9�
8.2�
9.9�
9.5�
40.6�
42.5�
47.5�
49.4�
50.6�
26.9�
26.3�
28.5�
32.4�
35.5�
�
The former Yugoslav


   Republic of Macedonia 	�
6.6�
6.4�
7.1�
8.8�
8.3�
11.4�
12.0�
13.3�
16.4�
17.1�
24.7�
25.8�
22.6�
19.5�
17.8�
�
Yugoslavia 	�
5.3�
6.4�
6.1�
7.5�
6.0�
36.6�
31.4�
35.6�
37.8�
27.9�
..�
..�
..�
..�
..�
�
Estonia 	�
17.9�
19.2�
17.8�
19.7�
23.0�
23.3�
26.6�
28.0�
31.0�
36.5�
16.6�
24.9�
33.1�
32.3�
36.3�
�
Latvia 	�
12.4�
14.1�
16.0�
15.1�
15.5�
19.7�
22.5�
25.4�
24.1�
26.4�
7.3�
8.9�
14.4�
15.8�
18.0�
�
Lithuania 	�
10.6�
10.7�
11.9�
12.4�
11.5�
16.5�
16.3�
17.6�
20.3�
21.0�
12.3�
10.4�
12.1�
14.9�
13.6�
�
Armenia 	�
5.1�
5.1�
4.8�
4.8�
5.2�
7.0�
7.8�
8.6�
10.1�
11.9�
5.2�
5.5�
6.6�
8.8�
9.9�
�
Azerbaijan 	�
7.0�
7.7�
7.6�
6.7�
..�
10.0�
11.2�
11.6�
14.8�
..�
13.7�
12.1�
12.4�
14.4�
.�
�
Belarus 	�
6.2�
6.5�
7.1�
5.0�
3.6�
12.1�
11.7�
13.2�
11.4�
9.9�
4.2�
3.8�
4.7�
4.1�
3.4�
�
Georgia 	�
..�
5.0�
5.0�
4.6�
4.8�
..�
6.6�
7.3�
7.5�
8.4�
..�
3.7�
5.2�
6.9�
7.6�
�
Kazakhstan 	�
8.6�
6.3�
7.2�
6.5�
8.0�
..�
..�
8.9�
9.5�
12.4�
5.4�
4.5�
5.9�
7.5�
9.2�
�
Kyrgyzstan 	�
11.1�
9.6�
9.2�
7.9�
6.8�
12.4�
12.1�
13.7�
12.4�
11.2�
8.5�
2.8�
4.8�
4.8�
4.1�
�
Republic of Moldova	�
12.2�
12.5�
12.1�
11.0�
10.4�
17.3�
18.7�
19.7�
19.0�
18.7�
17.6�
17.6�
18.4�
13.8�
12.1�
�
Russian Federation	�
8.0�
9.5�
10.3�
8.9�
9.6�
15.1�
17.0�
17.7�
16.9�
18.2�
10.4�
11.1�
11.3�
9.8�
10.5�
�
Ukraine 	�
6.7�
8.5�
9.0�
9.2�
9.5�
9.5�
11.8�
13.1�
14.0�
14.9�
6.2�
7.5�
8.2�
8.6�
9.6�
�
Source:  National statistics and direct communications from national statistical offices to UN/ECE secretariat; IMF, International Financial Statistics (Washington, D.C.), various issues.


a	Averages of monthly or quarterly figures.


b	Currency in circulation plus demand deposits.


c	M1 plus time deposits in domestic currency and foreign currency deposits.


d	Total outstanding claims on firms and households (except claims on government).


e	January-October for The former Yugoslav Republic of Macedonia and Belarus and January-November for Albania; GDP data for (2000) are based on preliminary reports by national statistical offices, wherever available, otherwise they are based on estimates.











TABLE 3.2.3


Monetary ratios for selected east European, Baltic and CIS economies, 1996-2000


(Per cent)


�
Dollarization: share of �foreign currency in broad money�
Official foreign exchange �reserves as percentage of M1�
Official foreign exchange �reserves as percentage of �broad money, domestic currency�
�
�
1996�
1997�
1998�
1999�
 2000 a�
1996�
1997�
1998�
1999�
 2000 a�
1996�
1997�
1998�
1999�
 2000 a�
�
Albania 	�
..�
..�
..�
..�
..�
37.5�
44.2�
68.4�
55.3�
48.2�
..�
..�
..�
..�
..�
�
Bulgaria	�
34.8�
52.5�
39.2�
38.0�
39.7�
71.3�
221.7�
203.9�
200.9�
199.2�
19.7�
120.1�
133.5�
100.2�
134.2�
�
Croatia 	�
59.8�
62.1�
65.1�
66.8�
66.4�
125.7�
123.6�
124.6�
146.0�
174.9�
98.7�
91.0�
88.2�
104.8�
124.2�
�
Czech Republic 	�
8.0�
10.3�
11.2�
10.8�
10.5�
78.2�
81.5�
91.6�
94.4�
94.2�
35.5�
33.6�
34.3�
36.3�
39.6�
�
Hungary 	�
26.6�
23.4�
19.4�
17.9�
17.2�
150.2�
126.5�
123.0�
126.5�
143.5�
85.5�
68.2�
54.7�
58.0�
66.5�
�
Poland 	�
16.4�
14.1�
12.6�
12.8�
13.0�
111.9�
96.6�
116.3�
112.3�
117.7�
43.7�
37.9�
41.3�
38.9�
37.4�
�
Romania 	�
23.0�
32.0�
29.7�
37.4�
39.7�
67.5�
160.6�
160.3�
164.0�
218.4�
30.8�
63.4�
55.7�
54.0�
78.4�
�
Slovakia 	�
10.6�
10.7�
12.0�
14.4�
15.3�
70.9�
68.5�
75.0�
81.7�
113.7�
31.7�
28.8�
28.8�
27.7�
38.0�
�
Slovenia 	�
34.9�
31.5�
27.2�
25.9�
28.9�
129.3�
214.9�
206.3�
171.6�
176.4�
38.2�
54.3�
53.1�
46.3�
47.0�
�
The former Yugoslav


   Republic of Macedonia 	�
..�
..�
..�
..�
..�
80.4�
98.4�
109.1�
115.3�
156.2�
..�
..�
..�
..�
..�
�
Yugoslavia 	�
79.4�
72.1�
75.3�
74.2�
71.3�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Estonia 	�
11.1�
12.7�
14.9�
15.9�
17.2�
77.0�
71.7�
80.4�
66.1�
67.6�
66.4�
59.4�
60.1�
56.8�
51.6�
�
Latvia 	�
32.2�
32.6�
30.7�
29.2�
31.4�
89.8�
85.1�
77.2�
80.1�
75.8�
83.6�
78.7�
70.0�
71.1�
65.0�
�
Lithuania 	�
25.7�
25.3�
23.4�
27.3�
32.8�
85.2�
87.8�
100.3�
98.6�
100.6�
73.2�
76.6�
88.3�
83.3�
82.3�
�
Armenia 	�
..�
..�
..�
..�
..�
66.0�
74.9�
90.1�
112.9�
123.9�
..�
..�
..�
..�
..�
�
Azerbaijan 	�
..�
..�
..�
..�
..�
92.3�
104.6�
138.5�
228.8�
..�
..�
..�
..�
..�
..�
�
Belarus 	�
..�
..�
..�
..�
..�
45.4�
45.4�
33.5�
57.8�
75.6�
..�
..�
..�
..�
..�
�
Georgia 	�
..�
..�
..�
..�
..�
..�
82.2�
76.6�
94.6�
78.7�
..�
..�
..�
..�
..�
�
Kazakhstan 	�
..�
..�
..�
..�
..�
68.2�
107.0�
87.5�
110.8�
105.8�
..�
..�
..�
..�
..�
�
Kyrgyzstan 	�
..�
..�
..�
..�
..�
47.9�
74.3�
111.2�
205.4�
264.9�
..�
..�
..�
..�
..�
�
Republic of Moldova	�
..�
..�
..�
..�
..�
103.3�
140.0�
111.7�
146.8�
151.2�
..�
..�
..�
..�
..�
�
Russian Federation	�
19.5�
17.9�
21.7�
30.5�
29.7�
37.5�
37.7�
31.9�
44.9�
71.8�
24.5�
25.7�
24.1�
33.9�
53.8�
�
Ukraine 	�
19.1�
14.3�
18.5�
22.9�
24.6�
33.1�
53.4�
40.4�
30.9�
30.7�
44.9�
44.6�
33.8�
26.5�
26.1�
�
Source:  National statistics and direct communications from national statistical offices to UN/ECE secretariat; IMF, International Financial Statistics (Washington, D.C.), various issues.


a	January-October for The former Yugoslav Republic of Macedonia and Belarus.  January-November for Albania.











TABLE 3.2.4


Consolidated general government deficits and their sources of financing in eastern Europe, the Baltic states and the CIS, 1997-2001


(Per cent of GDP)


�
Consolidated general government deficit/surplus a�
Financing of consolidated general government deficit by components�
�
�
�
�
�
�
2001�
Borrowing�
Privatization receipts�
Other capital receipts�
�
�
1997�
1998�
1999�
2000*�
target�
1998�
1999�
2000�
1998�
1999�
2000�
1998�
1999�
2000�
�
Albania 	�
-12.5�
-10.6�
-11.1�
-9.8�
-9.2�
10.6�
10.9�
8.0�
..�
..�
..�
..�
0.2�
1.8�
�
Bulgaria 	�
-1.6�
0.7�
-1.6�
1.0�
-1.5�
-2.7�
-1.4�
-0.3�
1.7�
2.3�
1.3�
0.4�
0.6�
..�
�
Croatia 	�
-2.2�
-1.5�
-6.2�
-6.3�
-4.9�
-0.5�
2.2�
..�
1.9�
..�
..�
0.1�
..�
..�
�
Czech Republic 	�
-2.5�
-2.9�
-3.7�
-5.5�
-9.4�
1.5�
0.6�
3.6�
0.8�
1.4�
1.0�
0.5�
1.7�
0.9�
�
Hungary 	�
-5.0�
-7.2�
-4.6�
-2.5�
-3.2b�
6.0�
3.5�
1.8�
0.2�
0.1�
–�
1.0�
1.0�
0.7�
�
Poland 	�
-3.5�
-3.2�
-3.8�
-2.7b�
-1.8b�
1.2�
1.0�
..�
1.3�
2.2�
..�
0.7�
0.7�
..�
�
Romania 	�
-5.2�
-5.0�
-3.8�
-3.7�
-3.7b�
3.0�
1.7�
..�
1.7�
1.3�
..�
0.9�
1.2�
..�
�
Slovakia 	�
-6.1�
-6.0�
-4.4�
-3.7b�
-3.9b�
4.6�
3.6�
..�
0.7�
0.3�
..�
0.7�
0.5�
..�
�
Slovenia 	�
-1.9�
-1.2�
-1.1�
-1.5�
-1.3�
0.7�
0.7�
1.2�
0.4�
0.3�
0.1�
0.1�
0.2�
0.2�
�
The former Yugoslav 


  Republic of Macedonia 	�
-0.4�
-1.9�
-1.6�
-1.3�
–�
1.9�
1.6�
1.3�
..�
..�
..�
..�
..�
..�
�
Yugoslavia 	�
..�
..�
..�
..�
-2�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Estonia 	�
1.0�
-1.6�
-5.1�
-1.9�
–�
0.3�
4.6�
1.7�
..�
..�
..�
1.3�
0.5�
0.2�
�
Latvia 	�
1.2�
0.1�
-3.7�
-2.8b�
-2.2b�
-0.1�
4.0�
2.9�
..�
..�
..�
..�
..�
..�
�
Lithuania 	�
-2.1�
-5.5�
-8.4�
-2.9�
-1.5�
0.3�
7.4�
..�
5.2�
1.0�
..�
–�
–�
..�
�
Armenia 	�
-2.6�
-2.8�
-4.2�
-5.2�
-4.8�
0.6�
4.1�
5.2�
2.2�
0.1�
..�
..�
..�
..�
�
Azerbaijan 	�
-1.0�
-1.9�
-4.5�
-2.2�
-1.7�
1.9�
4.5�
2.2�
..�
..�
..�
..�
..�
..�
�
Belarus 	�
-1.1�
-1.0�
-2.0�
-0.2�
-1.7�
0.5�
1.7�
-0.1�
0.1�
–�
0.1�
0.3�
0.2�
0.3�
�
Georgia 	�
-7.0�
-6.8�
-6.1�
-4.6�
-4.2�
6.8�
6.1�
..�
..�
..�
..�
..�
..�
..�
�
Kazakhstan 	�
-7.2�
-7.9�
-5.3�
0.8�
-2.2�
3.9�
3.5�
-1.8�
..�
..�
..�
4.0�
1.8�
1.0�
�
Kyrgyzstan c 	�
-5.4�
-2.7�
-2.5�
-1.2�
-5.9�
2.5�
1.6�
0.9�
0.2�
0.5�
0.3�
–�
0.3�
–�
�
Republic of Moldova 	�
-10.5�
-4.1�
-4.2�
-1.9�
-3.5�
3.3�
3.0�
1.0�
0.9�
1.1�
0.9�
..�
..�
..�
�
Russian Federation 	�
-5.8�
-6.2�
-0.9d�
2.7e�
–f�
6.1�
0.3d�
..�
..�
..�
..�
0.7�
0.6d�
..�
�
Tajikistan 	�
-1.6�
-1.0�
-3.1�
-3.0�
-0.6�
1.0�
3.1�
3.0�
..�
..�
..�
..�
..�
..�
�
Turkmenistan 	�
-1.8�
-6.0�
..�
..�
-1.1�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Ukraine 	�
-5.8�
-0.7�
0.1�
–�
–g�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Uzbekistan 	�
-2.2�
-3.4�
-2.2�
..�
-1.4�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Source: UN/ECE secretariat estimates and calculations, based on direct communications from national Ministries of Finance and IMF data.


Note:  The consolidated general government deficit, or financing requirement, is defined here as (current revenue and grants) - (current and capital expenditure plus net lending for policy purposes).  A deficit is negative, a surplus is positive.  With this definition of the deficit, it follows that privatization and other capital receipts are components of financing, not of revenue.  The three components of financing (borrowing, privatization and other capital receipts) sum to the general government deficit (or surplus) with opposite sign.  Where the borrowing item is negative, this indicates net repayment of government debt.  The "IMF" method of the IMF Fiscal Affairs Division is generally to treat only privatization receipts, but not other capital receipts, as financing.  Thus the "IMF methodology deficit" is normally equal to the general government deficit plus other capital receipts.  The general government deficit here is closest to the present definition of the "Maastricht criterion", as presently interpreted by Eurostat. The "IMF-GFS" method, frequently cited by national sources, defines the general government deficit as in the first panel of this table.  Deficits projected at the start of 2001 are official budget deficits, forecast in the initial budget proposals, necessarily involving GDP and inflation projections as well as fiscal data. The definitions of the projected deficits as well as of some of the preliminary estimates of the deficits in 2000 may differ from the above definition.  Sources are national Ministries of Finance, official press releases from Reuters, IMF publications and country information (www.imf.org/external/country) and official websites of ministries of finance.


a	For some countries the deficit shown in this table may not equal the difference between the revenue and expenditures shown in tables 3.2.5 and 3.2.6.  The most current aggregate information was used for table 3.2.4, while the more detailed breakdown by type of revenue or expenditure in tables 3.2.5 and 3.2.6 in some cases had to be based on more dated information.


b	Central government deficit/surplus.


c	The officially reported deficit for Kyrgyzstan does not include the national public investment programme.  According to IMF estimates, if expenditure under this programme were included in the fiscal accounts, the consolidated government deficit would be as follows, 1997: -9.0 per cent; 1998: -9.5 per cent; 1999: 12.0 per cent; 2000 (preliminary) -8.0 per cent.


d	Consolidated central government (including social security and extra budgetary funds) plus (without consolidation) regional and local government.


e	Federal, regional and local governments (excluding extra budgetary funds).


f	Federal government.


g	Including expected privatization revenue.











TABLE 3.2.5


Consolidated general government current revenue in eastern Europe, the Baltic states and the CIS, 1998-2000


(Per cent of GDP)


�
Total current �revenue and grants�
Taxes on income, �profits and capital gains�
Indirect taxes �and customs duties�
Non-tax revenue�
Social �security contributions�
�
�
1998�
1999�
2000�
1998�
1999�
2000�
1998�
1999�
2000�
1998�
1999�
2000�
1998�
1999�
2000�
�
Albania 	�
20.0�
21.2�
22.9�
1.2�
1.8�
1.8�
10.0�
9.6�
11.6�
4.5�
4.8�
3.8�
3.4�
3.6�
3.7�
�
Bulgaria 	�
39.4�
39.0�
42.1�
8.8�
7.9�
6.9�
13.6�
12.6�
13.8�
7.4�
7.8�
8.2�
7.7�
7.9�
11.2�
�
Croatia 	�
50.8�
..�
..�
8.4�
..�
..�
23.4�
..�
..�
4.0�
..�
..�
14.0�
..�
..�
�
Czech Republic 	�
38.0�
39.8�
39.2�
8.9�
9.0�
8.9�
11.6�
12.8�
12.3�
2.6�
2.5�
2.8�
14.4�
14.8�
14.5�
�
Hungary 	�
43.3�
43.8�
41.7�
8.7�
9.0�
8.9�
13.6�
15.0�
13.5�
6.1�
5.4�
5.1�
13.8�
13.0�
12.6�
�
Poland 	�
40.0�
40.2�
..�
11.0�
7.9�
..�
13.0�
13.2�
..�
5.4�
6.4�
..�
9.2�
8.6�
..�
�
Romania 	�
30.8�
37.6�
..�
9.1�
10.3�
..�
10.0�
11.0�
..�
2.6�
6.2�
..�
8.1�
9.0�
..�
�
Slovakia 	�
36.5�
38.5�
..�
9.1�
8.5�
..�
12.6�
12.4�
..�
3.1�
6.5�
..�
11.1�
10.5�
..�
�
Slovenia 	�
42.8�
43.5�
42.2�
7.8�
7.5�
7.6�
16.2�
17.8�
15.7�
2.7�
2.2�
2.4�
13.8�
13.6�
13.6�
�
The former Yugoslav�  Republic of Macedonia 	�
33.9�
36.2�
43.2�
5.7�
6.6�
7.3�
13.9�
15.1�
18.1�
2.4�
2.4�
3.1�
11.4�
11.6�
14.1�
�
Estonia 	�
37.1�
36.5�
35.8�
11.1�
10.8�
9.0�
12.7�
12.3�
13.4�
2.6�
3.0�
2.7�
10.2�
9.6�
10.1�
�
Latvia 	�
43.9�
40.8�
38.6�
8.7�
8.5�
..�
14.1�
12.5�
..�
7.2�
5.9�
..�
11.9�
11.6�
..�
�
Lithuania 	�
32.0�
31.5�
..�
9.3�
9.3�
..�
12.9�
12.5�
..�
1.4�
1.7�
..�
7.1�
6.8�
..�
�
Armenia  a	�
17.6�
19.3�
22.4�
13.6�
16.1�
19.6�
..�
..�
..�
2.3�
1.6�
1.1�
..�
..�
..�
�
Azerbaijan 	�
13.5�
19.6�
15.7�
4.2�
5.3�
4.2�
6.7�
10.1�
7.7�
0.9�
1.6�
1.5�
..�
..�
..�
�
Belarus 	�
42.9�
43.7�
42.9�
8.0�
7.8�
7.9�
19.8�
21.3�
16.1�
2.9�
3.0�
2.0�
8.7�
8.7�
7.6�
�
Georgia 	�
15.2�
15.5�
18.1�
2.8�
2.8�
2.9�
5.9�
6.9�
8.5�
1.8�
0.7�
0.7�
2.2�
2.0�
2.2�
�
Kazakhstan 	�
17.9�
17.8�
..�
1.7�
1.8�
..�
7.2�
6.8�
–�
1.1�
1.3�
..�
4.3�
–�
–�
�
Kyrgyzstan 	�
17.2�
15.7�
11.4�
2.5�
1.7�
2.1�
7.3�
6.6�
6.9�
3.3�
2.7�
2.6�
..�
..�
..�
�
Republic of Moldova 	�
37.6�
30.4�
30.7�
4.4�
3.7�
3.4�
17.6�
13.1�
13.8�
4.8�
3.5�
4.5�
8.6�
6.4�
6.2�
�
Russian Federation 	�
35.8�
36.3b�
..�
6.4�
7.5b�
..�
11.3�
10.8b�
..�
3.4�
4.5b�
..�
9.2�
7.0b�
–�
�
Tajikistan a 	�
17.6�
15.9�
19.5�
13.3�
11.7�
18.3�
..�
..�
..�
4.3�
4.2�
0.7�
..�
..�
..�
�
Ukraine a 	�
37.4�
33.4�
28.3�
21.3�
19.1�
16.1�
..�
..�
..�
2.1�
2.0�
4.0�
..�
..�
..�
�
Source:  UN/ECE secretariat estimates and calculations, based on direct communications from national Ministries of Finance and IMF data.  Data not available for Yugoslavia, Turkmenistan or Uzbekistan.


a	Total tax revenue used in place of income and profit taxes.


b	Consolidated central government (including social security and extra budgetary funds) plus (without consolidation) regional and local government.











CHART 3.2.3


Fiscal balance and its change from the previous year in eastern Europe, the Baltic states and the CIS, 1999-2000


(Per cent of GDP)





�


Source:  UN/ECE secretariat estimates and calculations, based on direct communications from national Ministries of Finance and IMF data.











CHART 3.2.4


Changes in the fiscal balance and domestic absorption in eastern Europe, the Baltic states and the CIS, 1999-2000


(Per cent of GDP)





�


Source:  UN/ECE secretariat estimates and calculations, based on direct communications from national Ministries of Finance and IMF data.











TABLE 3.2.6


Consolidated general government expenditure in eastern Europe, the Baltic states and the CIS, 1998-2000


(Per cent of GDP)


�
Total expenditure including capital outlays�
Current expenditure on goods and services�
Subsidies and other current transfers�
Interest payments�
Capital outlays�
�
�
1998�
1999�
2000�
1998�
1999�
2000�
1998�
1999�
2000�
1998�
1999�
2000�
1998�
1999�
2000�
�
Albania 	�
30.7�
31.0�
35.8�
10.2�
10.8�
17.4�
7.5�
7.4�
5.5�
7.8�
6.9�
4.4�
7.8�
6.9�
4.4�
�
Bulgaria 	�
36.8�
40.8�
43.1�
16.5�
20.3�
20.2�
13.3�
13.2�
14.5�
4.4�
3.9�
4.1�
4.4�
3.9�
4.1�
�
Croatia 	�
52.4�
..�
..�
24.7�
..�
..�
18.4�
..�
..�
1.5�
..�
..�
1.5�
..�
..�
�
Czech Republic 	�
40.1�
42.1�
43.7�
8.0�
8.5�
9.1�
26.6�
27.9�
28.6�
1.2�
1.1�
1.0�
1.2�
1.1�
1.0�
�
Hungary 	�
52.2�
49.0�
46.4�
17.7�
17.7�
15.9�
19.5�
19.3�
19.4�
7.8�
7.4�
6.1�
7.8�
7.4�
6.1�
�
Poland 	�
41.9�
41.8�
..�
14.9�
17.0�
..�
20.9�
20.4�
..�
3.3�
3.1�
..�
3.3�
3.1�
..�
�
Romania 	�
35.0�
37.0�
..�
11.6�
13.2�
..�
15.0�
15.4�
..�
4.7�
5.5�
..�
4.7�
5.5�
..�
�
Slovakia 	�
41.9�
39.6�
..�
10.6�
10.1�
..�
22.5�
22.3�
..�
2.9�
3.2�
..�
2.9�
3.2�
..�
�
Slovenia 	�
43.6�
44.4�
43.6�
18.1�
17.8�
17.7�
19.7�
20.3�
20.0�
1.3�
1.4�
1.5�
1.3�
1.4�
1.5�
�
The former Yugoslav�  Republic of Macedonia 	�
33.9�
35.2�
40.3�
12.0�
13.6�
12.7�
20.1�
20.0�
23.8�
1.9�
1.6�
1.8�
1.9�
1.6�
1.8�
�
Estonia 	�
38.7�
41.6�
37.7�
18.8�
20.8�
18.4�
14.9�
16.0�
15.8�
0.5�
0.4�
0.4�
0.5�
0.4�
0.4�
�
Latvia 	�
43.8�
44.8�
41.5�
18.9�
18.0�
..�
19.9�
21.2�
..�
0.8�
0.8�
..�
0.8�
0.8�
..�
�
Lithuania 	�
36.1�
39.0�
..�
19.0�
19.1�
..�
12.0�
12.7�
..�
1.2�
1.5�
..�
1.2�
1.5�
..�
�
Armenia 	�
20.4�
23.5�
27.6�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Azerbaijan 	�
..�
24.1�
17.9�
..�
15.0�
12.1�
..�
4.4�
3.9�
..�
0.5�
0.4�
..�
0.5�
0.4�
�
Belarus 	�
43.8�
45.8�
43.1�
17.5�
16.0�
..�
17.2�
18.4�
..�
0.7�
0.6�
..�
0.7�
0.6�
..�
�
Georgia 	�
20.1�
21.9�
..�
9.6�
14.5�
..�
5.5�
2.8�
..�
2.5�
2.8�
..�
2.5�
2.8�
..�
�
Kazakhstan 	�
23.9�
21.5�
..�
10.0�
11.1�
..�
11.6�
8.1�
..�
0.8�
1.1�
..�
0.8�
1.1�
..�
�
Kyrgyzstan 	�
20.9�
19.8�
17.1�
15.6�
13.9�
12.3�
3.2�
2.9�
2.4�
1.7�
3.4�
1.5�
1.7�
3.4�
1.5�
�
Republic of Moldova 	�
41.7�
34.6�
32.7�
16.3�
12.9�
9.3�
14.5�
11.2�
14.0�
5.5�
7.4�
6.5�
5.5�
7.4�
6.5�
�
Russian Federation 	�
38.9�
37.2a�
..�
13.3�
13.6a�
..�
19.6�
15.2a�
..�
5.9�
4.1a�
..�
5.9�
3.5a�
..�
�
Tajikistan 	�
18.6�
18.9�
22.5�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Ukraine 	�
38.6�
34.2�
29.8�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Source:  As for table 3.2.5.


a	Consolidated central government (including social security and extra budgetary funds) plus (without consolidation) regional and local government.











CHART 3.2.5


General government a balance in the Russian Federation, 1996-2000


(12-month rolling averages, per cent of GDP)





�


Source:  UN/ECE secretariat calculations, based on national statistics.


a	Federal, regional and local governments (excluding extrabudgetary funds).











CHART 3.2.6


General government a revenue and expenditure in the Russian Federation, 1996-2000


(12-month rolling averages, per cent of GDP)





�


Source:  UN/ECE secretariat calculations, based on national statistics.


a	Federal, regional and local governments (excluding extrabudgetary funds).











TABLE 3.2.7


Seigniorage and the inflation tax in selected east European, Baltic and CIS economies, 1995-2000


(Per cent of GDP)


�
Seigniorage�
Inflation�
�
�
1995�
1996�
1997�
1998�
1999�
2000�
1995�
1996�
1997�
1998�
1999�
2000�
�
Albania 	�
5.5�
2.4�
8.4�
-0.2�
2.8�
3.1�
1.0�
3.1�
7.0�
-0.2�
0.8�
0.8�
�
Bulgaria 	�
5.9�
5.7�
7.7�
0.5�
0.8�
0.8�
2.7�
21.8�
7.5�
0.5�
0.8�
0.8�
�
Croatia 	�
0.8�
1.1�
0.9�
0.2�
0.2�
0.2�
0.1�
0.1�
0.2�
0.2�
0.3�
0.3�
�
Czech Republic 	�
5.8�
0.2�
-1.5�
0.3�
-0.8�
1.3�
0.9�
1.3�
1.4�
0.3�
0.4�
0.4�
�
Hungary 	�
1.2�
-0.3�
2.0�
1.7�
2.2�
1.5�
2.9�
1.8�
1.3�
0.9�
0.9�
0.9�
�
Poland 	�
2.9�
1.5�
2.3�
1.3�
0.1�
-0.1�
1.2�
1.3�
0.9�
0.8�
0.6�
0.6�
�
Romania 	�
2.2�
1.7�
1.5�
0.7�
1.2�
0.9�
0.9�
2.0�
3.5�
1.3�
0.9�
1.0�
�
Slovakia 	�
0.3�
2.8�
1.4�
0.5�
0.8�
1.7�
0.8�
0.6�
0.7�
1.6�
0.9�
0.9�
�
Slovenia 	�
0.6�
0.5�
0.6�
1.0�
0.8�
0.1�
0.3�
0.3�
0.3�
0.3�
0.4�
0.4�
�
The former Yugoslav 


  Republic of Macedonia 	�
1.0�
–�
0.9�
0.3�
1.1�
0.1�
0.4�
–�
0.2�
0.1�
0.5�
0.5�
�
Yugoslavia 	�
0.8�
1.9�
1.6�
0.2�
0.9�
0.8�
2.7�
1.1�
0.3�
1.5�
2.5�
1.9�
�
Estonia 	�
2.0�
1.9�
2.8�
0.6�
3.1�
1.6�
2.9�
1.4�
1.1�
0.4�
0.6�
0.6�
�
Latvia 	�
0.4�
2.0�
2.7�
0.7�
1.1�
1.7�
2.3�
1.1�
0.6�
0.4�
0.2�
0.2�
�
Lithuania 	�
2.5�
0.1�
2.1�
1.6�
-0.5�
-0.5�
2.4�
0.9�
0.5�
–�
0.1�
0.1�
�
Armenia 	�
2.9�
1.6�
0.5�
0.4�
0.8�
0.2�
0.7�
0.2�
1.0�
0.1�
-0.1�
-0.1�
�
Azerbaijan 	�
4.3�
1.5�
2.2�
-1.8�
1.1�
..�
2.4�
0.4�
–�
–�
..�
0.1�
�
Belarus 	�
3.7�
2.4�
3.0�
3.1�
3.1�
1.7�
3.0�
1.3�
1.8�
3.5�
1.6�
2.2�
�
Georgia 	�
..�
1.4�
1.4�
-0.6�
0.5�
0.4�
..�
0.5�
0.3�
0.4�
0.2�
0.2�
�
Kazakhstan 	�
3.1�
1.2�
2.1�
-1.9�
2.0�
1.0�
1.6�
1.2�
0.5�
0.7�
0.5�
0.5�
�
Kyrgyzstan 	�
..�
2.0�
1.4�
0.4�
1.7�
1.9�
..�
3.0�
1.2�
2.5�
0.6�
0.7�
�
Republic of Moldova 	�
3.6�
1.0�
3.1�
-1.5�
2.5�
1.6�
1.9�
1.4�
1.0�
3.5�
1.6�
1.7�
�
Russian Federation 	�
3.5�
1.2�
1.3�
1.7�
2.2�
3.0�
3.8�
1.0�
0.5�
1.6�
0.9�
1.0�
�
Ukraine 	�
–�
1.7�
2.6�
0.9�
2.3�
1.9�
–�
1.6�
0.5�
1.2�
1.6�
1.7�
�
Source:  UN/ECE secretariat calculations, based on national monetary statistics and data in IMF, Staff Country Reports (Washington, D.C.), various issues.











CHART 3.2.7


Average levels of seigniorage by regional groups, 1994-2000


(Weighted averages, per cent of GDP)





�


Source:  UN/ECE secretariat calculations, based on national monetary statistics and data in IMF, Staff Country Reports (Washington, D.C.), various issues.





CHART 3.2.8


Average levels of inflation tax by regional groups, 1994-2000


(Weighted averages, per cent of GDP)





�


Source:  UN/ECE secretariat calculations, based on national monetary statistics and data in IMF, Staff Country Reports (Washington, D.C.), various issues.








CHART 3.2.9


Fiscal deficits and the inflation tax in selected east European, Baltic and CIS economies, 1995-2000


(Per cent of GDP)





�


Source:  UN/ECE secretariat calculations, based on national monetary statistics and data in IMF, Staff Country Reports (Washington, D.C.), various issues.











CHART 3.2.10


Monetization and seigniorage in selected east European, Baltic and CIS economies, 1993-1999


(Per cent of GDP)





�


Source:  UN/ECE secretariat calculations, based on national monetary statistics and data in IMF, Staff Country Reports (Washington, D.C.), various issues.








TABLE 3.3.1


GDP and industrial output in eastern Europe, the Baltic states and the CIS, 1999-2000


(Percentage change over the same period of the preceding year)


�
GDP�
Industrial output�
�
�
�
�
2000�
�
�
2000�
�
�
1999�
2000�
QI�
QII�
QIII�
QIV�
1999�
2000�
QI�
QII�
QIII�
QIV�
�
Eastern Europe 	�
1.3�
3.9�
..�
..�
..�
..�
-0.1�
8.3�
..�
..�
..�
..�
�
Albania 	�
7.3�
8.0�
..�
..�
..�
..�
16.0�
12.0�
..�
..�
..�
..�
�
Bosnia and Herzegovina 	�
..�
..�
..�
..�
..�
..�
10.6�
8.8�
23.3�
16.1�
4.8�
7.1�
�
Bulgaria 	�
2.4�
5.0�
4.8�
5.5�
5.6�
..�
-12.3�
2.3�
5.2�
1.2�
3.5�
-0.7�
�
Croatia 	�
-0.4�
3.7�
3.7�
4.5�
4.1�
2.4�
-1.4�
1.7�
3.7�
2.0�
2.5�
-1.3�
�
Czech Republic 	�
-0.8�
3.1�
4.3�
2.1�
2.2�
3.9�
-3.1�
5.1�
5.3�
7.5�
10.0�
6.3�
�
Hungary 	�
4.4�
5.2�
6.6�
5.8�
4.5�
4.2�
10.4�
18.3�
20.7�
20.4�
19.7�
13.2�
�
Poland 	�
4.1�
4.1�
6.0�
5.2�
3.3�
2.4�
4.8�
7.1�
10.7�
9.6�
6.7�
2.5�
�
Romania 	�
-3.2�
1.6�
0.9�
3.5�
1.6�
..�
-7.9�
8.2�
0.5�
9.4�
13.1�
9.5�
�
Slovakia 	�
1.9�
2.2�
1.5�
1.9�
2.4�
2.9�
-3.6�
9.1�
7.3�
8.6�
9.0�
11.4�
�
Slovenia 	�
5.2�
4.8�
6.4�
3.5�
5.8�
3.7�
-0.5�
6.2�
7.2�
9.6�
6.1�
2.3�
�
The former Yugoslav 


  Republic of Macedonia 	�
2.7�
5.1�
13.5�
7.6�
0.1�
..�
-2.6�
3.5�
10.3�
11.0�
-4.0�
-1.3�
�
Yugoslavia 	�
-19.3�
10.0�
..�
..�
..�
..�
-23.1�
10.9�
-2.5�
65.6�
20.3�
-8.7�
�
Baltic states 	�
-1.8�
5.0�
..�
..�
..�
..�
-7.6�
6.7�
..�
..�
..�
..�
�
Estonia 	�
-1.1�
6.4�
5.2�
7.5�
7.0�
5.9�
-1.7�
9.1�
9.9�
12.1�
10.2�
4.7�
�
Latvia 	�
1.1�
6.6�
6.1�
5.0�
6.6�
8.7�
-5.4�
3.2�
4.4�
3.9�
1.1�
3.3�
�
Lithuania 	�
-3.9�
3.3�
4.1�
0.5�
5.0�
3.6�
-11.2�
7.0�
10.1�
-0.6�
11.0�
7.4�
�
CIS 	�
3.2�
7.4�
..�
..�
..�
..�
7.3�
9.6�
..�
..�
..�
..�
�
Armenia 	�
3.3�
6.0�
0.3�
4.0�
3.2�
12.7�
5.2�
6.4�
0.3�
5.5�
5.8�
13.9�
�
Azerbaijan 	�
7.4�
11.4�
6.5�
10.4�
11.9�
..�
3.6�
6.9�
3.5�
5.9�
8.0�
10.2�
�
Belarus 	�
3.4�
5.8�
6.5�
2.3�
6.4�
7.9�
10.3�
8.0�
7.3�
3.5�
13.0�
7.0�
�
Georgia 	�
3.0�
1.9�
2.7�
-4.0�
1.1�
8.0�
7.4�
6.1�
14.1�
4.6�
3.8�
3.1�
�
Kazakhstan 	�
2.7�
9.6�
9.4�
11.8�
11.0�
6.5�
2.7�
14.6�
15.1�
17.4�
11.4�
12.8�
�
Kyrgyzstan 	�
3.7�
5.0�
0.6�
11.5�
5.0�
3.4�
-4.3�
6.0�
-1.2�
10.7�
10.9�
4.7�
�
Republic of Moldova 	�
-3.4�
1.9�
1.0�
2.3�
0.1�
4.3�
-11.6�
2.3�
3.3�
3.9�
-1.1�
3.2�
�
Russian Federation 	�
3.5�
7.7�
8.4�
6.7�
7.9�
..�
8.1�
9.0�
11.9�
8.5�
8.6�
6.5�
�
Tajikistan 	�
3.7�
8.3�
..�
..�
..�
..�
5.6�
10.3�
8.7�
9.3�
12.3�
10.9�
�
Turkmenistan 	�
16.0�
17.6�
..�
..�
..�
..�
15.0�
28.6�
14.0�
14.0�
..�
..�
�
Ukraine 	�
-0.4�
6.0�
5.5�
4.5�
5.7�
..�
4.3�
12.9�
9.7�
10.6�
10.6�
12.8�
�
Uzbekistan 	�
4.4�
4.0�
3.0�
4.4�
..�
..�
6.1�
6.4�
5.1�
7.3�
6.8�
6.4�
�
Total above 	�
2.4�
6.0�
..�
..�
..�
..�
3.7�
9.0�
..�
..�
..�
..�
�
Memorandum items:�
�
�
�
�
�
�
�
�
�
�
�
�
�
CETE-5 	�
3.0�
4.0�
..�
..�
..�
..�
2.9�
8.7�
..�
..�
..�
..�
�
SETE-7 	�
-3.0�
3.6�
..�
..�
..�
..�
-9.9�
6.6�
..�
..�
..�
..�
�
Source:  National statistics; CIS Statistical Committee; direct communications from national statistical offices to the UN/ECE secretariat.


Note:  Industrial output figures for 2000 in table 3.3.1 are based on monthly data.  Because of differences in coverage, the cumulative monthly figures for 2000 as a whole differ slightly from the reported annual figures for some countries; where this is the case, the annual figures have been used.  On regional aggregates see the note to table 3.1.1.  Various types of monthly and quarterly indices of industrial output (fixed-base index, month over previous month, month over corresponding month of previous year, cumulative months over cumulative months of previous year, quarter over previous quarter, quarter over corresponding quarter of previous year) published by transition countries often contradict each other.  The reasons for that are perhaps related to problems in source data and to inadequate revision and dissemination practices.  In the above table, officially reported quarterly indices were used for Hungary, Poland, Slovenia, Estonia, Latvia, Lithuania and the Russian Federation.  Quarterly indices were calculated from fixed-base monthly indices, either reported by countries or constructed by the UN/ECE secretariat from other types of monthly indices, for Bosnia and Herzegovina, Croatia, Czech Republic, Romania, Slovakia, The former Yugoslav Republic of Macedonia, Yugoslavia, Belarus, Kazakhstan, Kyrgyzstan and the Ukraine.  For Bulgaria, Armenia, Azerbaijan, Georgia, the Republic of Moldova, Tajikistan, Turkmenistan and Uzbekistan fixed-base indices are not available, but indices of cumulative months over cumulative months of the preceding year are published.  For these countries a special technique was used to determine a unique decumulated index level based on criterion of minimum seasonality.











CHART 3.3.1


Gross output in the electrical and optical equipment industry �in central Europe, 1996-2000 


(1996=100)





�


Source:  UN/ECE secretariat, based on national sources.





CHART 3.3.2


Gross output in the transport equipment industry� in central Europe, 1996-2000 


 (1996=100)





�


Source:  UN/ECE secretariat, based on national sources.








Box 3.3.1


Structure and change in east European manufacturing industry


Periods of rapid change in the growth of output are invariably associated with considerable changes in the structure of industry.  The Economic Survey of Europe in 1993-1994 described how the rapid contraction of industrial output from 1990 to 1993 resulted in a similar pattern of structural change across countries.  During this period, manufacturing output declined by more than 50 per cent in Bulgaria and Romania, by somewhat less in the Czech Republic and Slovakia, by one third in Hungary and Slovenia and by about one fourth in Poland.  Output in virtually every industry declined, but what surprised some observers, especially in the countries affected, was that the more technology-intensive industries, such as machinery and equipment (DK) and electrical and optical equipment (DL), declined more rapidly than total manufacturing output.  This was worrisome to policy makers because they considered their countries to have the necessary skill and technological endowments to be able to compete successfully in these industries.


This trend was reversed during the second phase of the economic transformation, which started roughly in 1993 in central Europe and 1995 in the Baltic states.  The more advanced technological industries grew more rapidly, increasing their shares of total manufacturing output over the rest of the decade.  Electrical and optical equipment (DL) led the recovery in these industries, growing much faster than total manufacturing output in almost every country.  Bulgaria and Latvia were the only exceptions where they continued to decline in absolute terms. What is particularly striking is that in 1993 this industry comprised only 6.2 per cent of total manufacturing output in Hungary, but by 2000 its share was 42 per cent.  But it also gained between 2 and almost 8 percentage points in the other countries.


Industries where economies of scale are important also tended to perform much better during the second phase of the transition.  In particular, the transport equipment sector grew faster than total manufacturing output in every country except Bulgaria, Estonia and Latvia.  In Slovakia its share of total manufacturing gained almost 17 percentage points and in Hungary more than 10 percentage points.  The rubber and plastics industry also gained share in every country except Romania.  In Latvia the share of basic metals and fabricated metal products increased by more than 6 percentage points.


The more traditional, labour-intensive industries were the biggest “losers” in the second phase of the economic transformation.  The share of food products, beverages and tobacco declined by about 15 percentage points in Hungary and Estonia, while the food, textile and leather, and wood industries together declined by several percentage points in every country except Romania and Latvia.  The wood and wood products industry gained in all of the Baltic states.  All of these industries did relatively better in Bulgaria and Romania, but mainly because the manufacturing sector has still not fully recovered from the declines of the late 1990s.  The machinery and equipment branch was also a “loser” during the second phase of the transition, mainly because many of its products are generally designed for specific uses and often require particular technological skills and endowments to be competitive.





The structure of manufacturing industry in selected east European and Baltic economies, 1993 and 2000


�
�
Bulgaria�
Czech Republic�
Hungary�
Poland�
Romania�
Slovakia�
Slovenia�
Estonia�
Latvia�
Lithuania�
�
Branch share of manufacturing production, 1993 (per cent)�
�
�
�
�
�
�
�
�
�
�
D�
Total manufacturing 	�
100.0�
100.0�
100.0�
100.0�
100.0�
100.0�
100.0�
100.0�
100.0�
100.0�
�
DA�
Food products, beverages and tobacco 	�
24.8�
19.1�
28.5�
26.5�
21.4�
19.4�
16.1�
37.0�
40.3�
35.7�
�
DB�
Textiles and textile products 	�
7.0�
6.1�
5.0�
7.0�
6.4�
5.3�
7.9�
10.7�
7.4�
12.2�
�
DC�
Leather and leather products 	�
1.9�
1.9�
1.2�
1.4�
1.6�
1.7�
3.1�
1.5�
1.3�
1.7�
�
DD�
Wood and wood products 	�
1.3�
1.7�
1.7�
3.5�
3.0�
1.7�
4.0�
5.9�
9.7�
3.2�
�
DE�
Pulp, paper & paper products; publishing & printing 	�
3.6�
4.7�
5.5�
5.3�
2.0�
5.7�
8.0�
6.8�
5.1�
3.7�
�
DF�
Coke, refined petroleum products & nuclear fuel 	�
12.4�
4.6�
9.4�
5.6�
8.3�
7.9�
1.4�
..�
..�
..�
�
DG�
Chemicals, chemical products and man-made fibres 	�
7.9�
9.1�
12.6�
7.7�
12.5�
9.3�
9.3�
9.2�
7.3�
7.3�
�
DH�
Rubber and plastic products 	�
2.3�
2.8�
3.3�
3.5�
3.5�
3.8�
4.1�
1.3�
0.8�
0.9�
�
DI�
Other non-metallic mineral products 	�
3.6�
5.2�
3.9�
5.0�
4.9�
5.3�
4.2�
4.9�
2.7�
3.8�
�
DJ�
Basic metals and fabricated metal products 	�
13.7�
17.4�
10.4�
11.7�
19.6�
19.3�
11.5�
4.9�
4.9�
1.8�
�
DK�
Machinery and equipment n.e.c. 	�
7.3�
9.3�
5.7�
6.3�
5.5�
8.4�
8.4�
2.9�
5.1�
4.3�
�
DL�
Electrical and optical equipment 	�
4.9�
4.8�
6.2�
5.6�
2.7�
4.9�
5.8�
4.3�
4.9�
5.6�
�
DM�
Transport equipment 	�
4.9�
10.3�
4.7�
7.3�
6.2�
4.8�
11.1�
4.2�
7.6�
1.7�
�
DN�
Manufacturing n.e.c. 	�
4.5�
3.1�
1.8�
3.7�
2.4�
2.5�
5.0�
6.3�
3.8�
3.3�
�
Change in branch shares, 1993-2000 (percentage points)�
�
�
�
�
�
�
�
�
�
�
DA�
Food products, beverages and tobacco 	�
-2.1�
-3.5�
-15.2�
-4.6�
3.9�
-5.1�
-0.2�
-14.6�
-6.4�
-5.6�
�
DB�
Textiles and textile products 	�
-0.4�
-2.0�
-2.1�
-2.2�
0.5�
-2.7�
-1.4�
2.0�
2.4�
0.3�
�
DC�
Leather and leather products 	�
-0.7�
-1.4�
-0.7�
-0.5�
0.3�
-0.6�
-1.7�
–�
-1.0�
-0.4�
�
DD�
Wood and wood products 	�
-0.1�
-0.1�
-0.6�
0.5�
-0.5�
-0.3�
-1.4�
8.4�
9.3�
1.4�
�
DE�
Pulp, paper & paper products; publishing & printing 	�
0.2�
0.5�
-1.7�
1.5�
–�
1.4�
-2.8�
0.8�
2.1�
0.2�
�
DF�
Coke, refined petroleum products & nuclear fuel 	�
6.4�
-1.4�
-6.3�
-1.7�
-0.8�
–�
-1.1�
..�
..�
..�
�
DG�
Chemicals, chemical products and man-made fibres 	�
2.9�
-1.2�
-7.6�
-1.2�
-4.2�
-2.0�
2.6�
-4.3�
-4.6�
3.6�
�
DH�
Rubber and plastic products 	�
0.1�
1.5�
-0.1�
1.8�
-1.8�
0.1�
0.7�
1.0�
0.6�
0.6�
�
DI�
Other non-metallic mineral products 	�
0.4�
0.2�
-1.6�
0.2�
-0.1�
-0.9�
0.6�
-0.1�
0.3�
-1.1�
�
DJ�
Basic metals and fabricated metal products 	�
-2.2�
-4.8�
-2.9�
0.1�
-3.0�
-4.1�
0.5�
2.3�
6.1�
–�
�
DK�
Machinery and equipment n.e.c. 	�
2.1�
-0.1�
-2.1�
-0.7�
-0.3�
-1.7�
-0.3�
0.2�
-3.1�
-2.0�
�
DL�
Electrical and optical equipment 	�
-0.8�
7.6�
35.6�
2.0�
1.9�
2.1�
3.9�
3.7�
-2.2�
4.3�
�
DM�
Transport equipment 	�
-3.2�
4.2�
10.3�
3.7�
2.9�
16.9�
0.7�
-0.2�
-2.9�
1.4�
�
DN�
Manufacturing n.e.c. 	�
-3.0�
0.7�
-0.6�
0.9�
1.5�
-0.7�
0.1�
1.6�
0.6�
0.4�
�
�


Source:  UN/ECE secretariat calculations, based on WIIW Industrial Database Eastern Europe and national sources.


Note:  The Baltic states data are for 1995-2000.  Time series data may include changes in coverage and 2000 data are preliminary.





TABLE 3.3.2


Contribution of final demand components to real GDP growth in eastern Europe, the Baltic states and the CIS, 1999-2000


(Percentage points)


�
Consumption�
Fixed investment�
Total �domestic demand�
Net trade�
Exports of goods and services�
Imports of goods and services�
GDP�
�
�
1999�
 2000 a�
1999�
 2000 a�
1999�
 2000 a�
1999�
 2000 a�
1999�
 2000 a�
1999�
 2000 a�
1999�
 2000 a�
�
Bulgaria 	�
4.1�
3.4�
3.3�
1.4�
7.2�
0.6�
-5.1�
3.9�
-2.5�
10.7�
-2.6�
-6.9�
2.4�
5.3�
�
Croatia 	�
-1.4�
2.2�
-0.3�
-0.8�
-2.1�
2.2�
1.7�
1.5�
0.3�
3.7�
1.4�
-2.2�
-0.4�
3.7�
�
Czech Republic 	�
0.3�
0.7�
-1.4�
1.6�
-1.0�
4.3�
0.2�
-1.2�
3.3�
13.7�
-14.9�
-14.9�
-0.8�
3.1�
�
Hungary 	�
3.0�
2.2�
1.6�
1.6�
4.4�
5.3�
0.1�
-0.1�
7.0�
12.5�
-12.7�
-12.7�
4.5�
5.2�
�
Poland 	�
3.6�
1.7�
1.6�
0.8�
5.1�
3.0�
-1.1�
1.2�
-0.7�
..�
-0.3�
..�
4.1�
4.1�
�
Romania 	�
-3.9�
1.4�
-2.1�
1.0�
-6.9�
4.4�
3.7�
-2.8�
2.1�
7.2�
1.6�
-10.0�
-3.2�
1.6�
�
Slovakia 	�
-1.6�
-1.9�
-7.0�
-0.2�
-5.1�
-1.3�
7.1�
3.6�
2.3�
10.9�
4.8�
-7.3�
1.9�
2.2�
�
Slovenia 	�
4.3�
1.1�
4.9�
0.5�
9.4�
1.4�
-4.2�
3.4�
1.1�
7.4�
-5.3�
-4.0�
5.2�
4.8�
�
The former Yugoslav 


  Republic of Macedonia 	�
0.5�
..�
0.2�
..�
-1.1�
..�
3.7�
..�
0.6�
..�
3.1�
..�
2.7�
10.0�
�
Estonia 	�
0.2�
6.1�
-4.8�
0.2�
-4.8�
9.2�
4.3�
-0.8�
-2.1�
26.6�
6.4�
-27.5�
-1.1�
6.6�
�
Latvia 	�
3.7�
1.8�
-1.7�
4.3�
1.1�
1.2�
-0.1�
4.2�
-3.6�
6.9�
3.6�
-2.8�
1.1�
5.4�
�
Lithuania 	�
-3.8�
..�
-1.7�
..�
-4.8�
..�
0.6�
..�
-11.7�
..�
12.3�
..�
-4.2�
2.9�
�
Armenia 	�
0.4�
4.8�
0.1�
1.2�
0.6�
5.7�
3.3�
-2.6�
3.3�
..�
–�
..�
3.3�
2.9�
�
Belarus 	�
6.5�
5.1�
-1.0�
-0.5�
2.2�
8.4�
4.3�
-2.4�
4.1�
..�
0.1�
..�
3.4�
5.2�
�
Kazakhstan 	�
5.3�
..�
0.1�
..�
5.4�
..�
10.2�
..�
3.8�
..�
6.4�
..�
9.4�
9.6�
�
Kyrgyzstan 	�
1.0�
..�
3.6�
..�
4.6�
..�
-0.9�
..�
-3.8�
..�
2.9�
..�
3.7�
5.0�
�
Republic of Moldova 	�
-15.9�
8.2�
-5.1�
0.9�
-21.0�
8.8�
17.6�
-6.9�
1.4�
8.3�
16.2�
-15.2�
-3.4�
1.9�
�
Russian Federation 	�
-3.8�
4.9�
-0.3�
2.3�
-1.9�
7.7�
5.3�
–�
1.2�
..�
4.0�
..�
3.2�
7.7�
�
Ukraine 	�
-1.1�
..�
–�
..�
-4.6�
..�
4.6�
..�
-2.8�
..�
7.4�
..�
-0.3�
6.0�
�
Source:  National statistics and direct communications from national statistical offices to the UN/ECE secretariat.


Note:  The sum of the component changes may not add up to the GDP change for some countries because of reported statistical discrepancies.


a	January-September for Bulgaria, Estonia, Latvia, Armenia and Belarus.











TABLE 3.3.3


GDP by kind of activity in eastern Europe, the Baltic states and the CIS, 1993 and 1999


(Percentage share of GDP)


�
Agriculture�
Industry and construction�
Services�
�
�
1993�
1999�
1993�
1999�
1993�
1999�
�
Albania 	�
54.6�
52.6�
22.9�
25.4�
22.5�
22.0�
�
Bosnia and Herzegovina a	�
25.0�
10.0�
27.4�
29.4�
47.6�
60.6�
�
Bulgaria 	�
10.6�
17.3�
35.0�
26.8�
54.4�
55.9�
�
Croatia 	�
13.3�
9.2�
34.4�
31.6�
52.3�
59.2�
�
Czech Republic 	�
5.3�
3.7�
41.1�
41.9�
53.6�
54.4�
�
Hungary 	�
6.6�
4.9�
31.6�
31.2�
61.9�
63.9�
�
Poland 	�
7.2�
3.9�
42.7�
35.8�
50.0�
60.2�
�
Romania 	�
21.6�
15.5�
40.3�
36.2�
38.1�
48.3�
�
Slovakia 	�
4.9�
4.6�
36.9�
34.4�
58.2�
61.0�
�
Slovenia  	�
5.1�
3.6�
38.1�
37.5�
56.8�
58.9�
�
The former Yugoslav Republic of Macedoniab 	�
10.3�
11.0�
30.4�
31.1�
59.3�
57.8�
�
Yugoslavia 	�
..�
18.1�
..�
38.9�
..�
43.0�
�
Estonia 	�
11.0�
5.7�
31.1�
25.3�
57.9�
69.1�
�
Latvia 	�
11.8�
4.5�
35.0�
27.0�
53.2�
68.5�
�
Lithuania 	�
14.2�
8.4�
39.3�
30.8�
46.5�
60.8�
�
Armenia 	�
50.8�
28.3�
26.6�
32.1�
22.6�
39.6�
�
Azerbaijan 	�
26.7�
23.1�
31.7�
35.1�
41.6�
41.8�
�
Belarus 	�
16.8�
14.3�
35.0�
37.7�
48.2�
48.0�
�
Georgia 	�
69.7�
25.7�
9.3�
22.1�
21.0�
52.2�
�
Kazakhstan 	�
16.4�
10.4�
36.8�
34.6�
46.8�
55.0�
�
Kyrgyzstan 	�
40.0�
37.6�
31.2�
26.7�
28.7�
35.7�
�
Republic of Moldova 	�
30.3�
26.2�
41.0�
21.4�
28.7�
52.4�
�
Russian Federation 	�
8.2�
6.9�
42.3�
37.8�
49.6�
55.3�
�
Tajikistan 	�
22.2�
18.7�
44.2�
24.7�
33.6�
56.7�
�
Turkmenistan 	�
19.2�
26.0�
61.0�
43.0�
19.8�
31.0�
�
Ukraine 	�
20.0�
14.2�
34.1�
37.5�
45.9�
48.4�
�
Uzbekistan	�
29.9�
33.5�
33.6�
24.3�
36.6�
42.2�
�
Source:  National and CIS Statistical Committee data; direct communications from national statistical offices to the UN/ECE secretariat.


Note:  GDP represents the sum of value added at basic prices by all producers in the economy.  Agriculture includes forestry and fishing except in certain CIS countries.


a	1995 instead of 1993.


b	1998 instead of 1999.








CHART 3.3.3


Gross output in the electrical and optical equipment industry in Hungary by branch, 1996-2000 


(1996=100)





�


Source:  Hungarian Statistical Office.











TABLE 3.3.4


Growth of industrial output by NACE categories in eastern Europe and the Baltic states, 1999-2000


(Annual percentage change)


NACE codes�
C-E�
C�
D�
15, 16�
17-19�
20-22�
23-25�
26�
27, 28�
29-35�
36, 37�
E�
�
�
Total industry�
Mining and quarrying�
Manu-facturing�
Food, beverages and tobacco a�
Textiles, apparel   and   leather�
Wood,  paper      and    printing b�
Chemical industry c�
Non-metallic mineral products�
Basic metals and metal products d�
Transport, industrial and electrical equipment e�
Other manu-facturing industries f�
Electricity, gas,  steam and water g�
�
Bosnia and Herzegovina�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
10.6�
-0.6�
17.9�
22.7�
-5.7�
9.5�
21.0�
12.4�
41.1�
-4.8�
1.7�
1.4�
�
2000 	�
8.8�
10.4�
7.9�
-5.9�
-8.6�
-5.4�
-5.8�
-7.2�
44.7�
-1.8�
-1.9�
10.4�
�
Bulgaria�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-12.3�
-13.1�
-12.3�
-10.8�
-15.8�
-17.5�
-3.0�
-12.5�
-21.7�
-20.5�
-12.0�
-14.3�
�
2000 	�
2.3�
-8.3�
3.0�
-2.9�
3.2�
-9.0�
13.0�
-3.3�
0.7�
-9.8�
-11.4�
4.5�
�
Croatia�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-1.4�
1.9�
-2.9�
-5.5�
-10.0�
-2.7�
1.2�
-2.0�
-3.5�
-0.9�
2.9�
7.0�
�
2000 	�
1.7�
1.8�
2.9�
0.3�
-1.3�
5.7�
4.8�
4.1�
2.3�
2.0�
0.6�
-4.8�
�
Czech Republic�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-3.1�
-12.0�
-2.7�
-0.6�
-12.3�
0.7�
1.2�
2.2�
-13.4�
2.3�
8.2�
-3.5�
�
2000 	�
5.1�
7.7�
4.8�
-3.0�
7.7�
6.2�
4.4�
4.7�
-3.2�
11.7�
15.0�
6.1�
�
Hungary �
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
10.7�
0.5�
12.4�
2.6�
5.6�
3.3�
-7.7�
-3.1�
-0.5�
35.6�
2.1�
-1.6�
�
2000 	�
18.3�
-8.0�
20.7�
5.9�
10.3�
20.4�
7.8�
9.6�
21.0�
35.3�
28.4�
-1.8�
�
Poland �
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
4.8�
-5.5�
5.6�
2.2�
-4.1�
15.8�
4.7�
12.3�
1.3�
7.8�
8.2�
3.1�
�
2000 	�
7.5�
-1.3�
7.9�
1.2�
0.5�
8.6�
14.2�
7.2�
12.5�
10.0�
5.7�
9.2�
�
Romania�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-7.9�
-9.1�
-8.0�
-1.9�
-2.5�
-1.1�
-20.0�
-10.1�
-27.3�
-7.8�
11.4�
-6.3�
�
2000 	�
8.2�
7.0�
8.2�
8.3�
23.5�
9.1�
10.9�
7.8�
16.1�
-0.3�
7.5�
9.4�
�
Slovakia h�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-3.6�
6.5�
-5.6�
1.3�
-4.8�
0.1�
-8.0�
-7.5�
-9.9�
-5.9�
-10.4�
4.2�
�
2000 	�
9.1�
-2.5�
10.3�
1.0�
3.3�
9.8�
15.4�
4.7�
7.1�
20.2�
6.2�
7.0�
�
Slovenia�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-0.5�
-4.0�
–�
2.1�
-9.3�
-3.7�
1.1�
3.9�
4.0�
2.2�
-3.7�
-4.1�
�
2000 	�
6.2�
-2.7�
7.0�
5.4�
4.3�
2.5�
9.3�
-3.6�
12.5�
10.4�
-0.4�
1.6�
�
The former Yugoslav Republic of Macedonia�
�
�
�
�
�
�
�
�
�
�
1999 	�
-2.6�
-1.7�
-2.6�
1.3�
-13.3�
-0.9�
-5.1�
11.1�
-9.1�
-0.1�
0.4�
-2.7�
�
2000 	�
3.5�
14.9�
3.8�
-0.5�
-9.9�
-13.0�
8.7�
33.2�
8.8�
-0.7�
22.1�
-0.7�
�
Yugoslavia�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-23.1�
-17.5�
-28.5�
-4.0�
-31.6�
-26.4�
-39.6�
-27.9�
-43.3�
-32.3�
-29.3�
-5.6�
�
2000 	�
10.9�
6.2�
20.5�
-0.1�
18.0�
9.8�
12.4�
28.9�
59.8�
16.3�
19.3�
1.4�
�
Estonia�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-3.4�
-15.7�
-2.4�
-19.6�
1.3�
19.7�
-6.0�
-15.1�
-5.1�
9.3�
3.0�
-5.5�
�
2000 	�
9.1�
12.5�
11.8�
2.9�
14.9�
15.3�
5.0�
10.1�
19.1�
27.0�
13.4�
-0.6�
�
Latvia�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-4.3�
22.2�
-6.5�
-10.6�
-9.1�
6.9�
-31.5�
–�
..�
-24.7�
8.3�
-5.2�
�
2000 	�
3.2�
8.9�
4.7�
-2.0�
5.3�
7.7�
-17.3�
-2.5�
11.7�
29.2�
16.4�
-3.0�
�
Lithuania �
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-11.2�
-4.6�
-10.9�
-6.8�
1.7�
–�
-22.0�
-8.0�
-4.8�
0.4�
-2.1�
-19.2�
�
2000 	�
7.0�
8.6�
10.6�
1.2�
4.2�
16.8�
4.2�
-3.1�
15.7�
20.0�
31.9�
-13.9�
�
Source:  National statistics and direct communications from national statistical offices to the UN/ECE secretariat.


Note:  Data are presented in terms of the NACE classification except for The former Yugoslav Republic of Macedonia and Yugoslavia.  For these two countries national classification data have been aggregated by the secretariat into NACE groups.  Figures for total industry may differ slightly for some countries from those shown in other tables because of differences in coverage.  (Statistics on industrial output by branches normally cover enterprises above a certain threshold defined in terms of the number of employed persons.)  Industrial sales for Poland (for 1999), Estonia (for 2000) and Lithuania.


a	Excluding tobacco (NACE 16) for Bulgaria, Estonia (both for 2000), Latvia (since 1999).


b	Excluding printing and publishing (NACE 22) for Romania and Slovenia (both for 1999).


c	Excluding manufacture of coke, refined petroleum products and nuclear fuel (NACE 23) for Estonia and Latvia.


d	Excluding manufacture of basic metals (NACE 27) for Bulgaria  and Latvia (both for 2000) and Estonia.


e	Excluding manufacture of office machinery and computers (NACE 30) for Bosnia and Herzegovina, Romania, Latvia and Poland (for 2000); excluding manufacture and repair of other transport equipment (NACE 35) for Bosnia and Herzegovina and Latvia (for 2000); excluding manufacture and repair of medical, precision and optical instruments, watches and clocks (NACE 33) for Latvia.


f	Excluding recycling (NACE 37) for Poland and Estonia (both for 2000), Romania and Latvia (for 1999).


g	Production and distribution of electricity only (NACE 40.1, ISIC 401) for Bosnia and Herzegovina and Slovenia.


h	Adjusted for the number of working days.








CHART 3.3.4


Industrial production and wage arrears in the Russian Federation and the international oil price, 1998-2000


 (Indices, January 1998=100)





�


Source:  UN/ECE secretariat, based on Russian and international sources.


a	Seasonally adjusted monthly industrial output.











TABLE 3.3.5


Growth of industrial output by branch in the CIS, 1999-2000


(Annual percentage change)


NACE codes�
C-E�
C�
D�
15, 16�
17-19�
20-22�
23-25�
26�
27, 28�
29-35�
36, 37�
E�
�
�
Total industry�
Mining and quarrying�
Manu-facturing�
Food, beverages and tobacco�
Textiles, apparel   and   leather�
Wood,  paper      and    printing�
Chemical industry a�
Non-metallic mineral products�
Basic metals and metal products�
Transport, industrial and electrical equipment b�
Other manu-facturing industries c�
Electricity, gas,  steam and water�
�
Armenia�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
5.2�
15.6�
10.3�
9.0�
-11.1�
24.2�
6.7�
-6.7�
16.4�
-31.1�
102.4�
-5.4�
�
2000 	�
6.4�
24.8�
6.9�
4.7�
-3.5�
134.6�
17.7�
-24.4�
54.9�
25.7�
-9.3�
2.6�
�
Azerbaijan�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
3.6�
20.0�
-3.6�
4.2�
-36.3�
-16.6�
-12.5�
6.7�
-43.8�
-31.9�
-23.0�
1.5�
�
2000 d 	�
4.7�
5.5�
7.1�
9.4�
140.0�
-33.2�
7.5�
28.0�
-42.8�
22.6�
250.0�
-2.9�
�
Georgia�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
7.4�
13.0�
8.6�
-1.3�
-9.4�
17.3�
48.6�
52.9�
-5.1�
14.1�
14.1�
5.3�
�
2000 	�
10.8�
75.6�
10.7�
13.2�
-4.1�
-7.0�
6.0�
13.5�
-7.5�
43.5�
-5.3�
4.7�
�
Kazakhstan�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
2.7�
9.6�
2.0�
-9.0�
3.1�
-9.6�
-2.7�
-3.9�
15.9�
12.2�
-30.0�
-4.3�
�
2000 	�
14.6�
21.5�
15.6�
8.6�
19.2�
4.4�
18.3�
36.2�
17.0�
83.6�
59.5�
5.5�
�
Kyrgyzstan�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-4.3�
-5.6�
-10.4�
-12.5�
7.9�
-37.5�
26.2�
-23.7�
-7.0�
-14.6�
16.5�
6.6�
�
2000 	�
6.0�
7.7�
1.8�
0.7�
4.2�
11.4�
-33.3�
2.6�
5.2�
-4.1�
41.9�
13.9�
�
Republic of Moldova�
�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
-11.6�
-13.8�
-12.1�
-15.5�
8.5�
-20.9�
42.8�
-16.2�
-12.6�
-25.3�
2.7�
-14.0�
�
2000 	�
2.3�
-3.9�
16.2�
8.6�
28.1�
21.4�
15.8�
81.9�
6.5�
19.4�
5.8�
-31.2�
�
�
Total industry�
Fuels�
Energy�
Ferrous metals�
Non-   ferrous metals�
Engineering�
Chemicals�
Building materials�
Logging, wood and paper�
Light industry�
Food processing�
�
Belarus �
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
10.3�
2.0�
5.4�
–�
..�
16.2�
7.0�
1.5�
16.0�
10.8�
14.4�
�
2000 	�
8.0�
15.4�
-2.8�
10.1�
..�
14.5�
0.9�
4.9�
4.0�
4.8�
7.8�
�
Russian Federation�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
8.1�
2.4�
0.2�
14.4�
8.5�
14.0�
21.0�
7.7�
17.2�
20.1�
7.5�
�
2000 	�
9.0�
5.0�
1.8�
15.6�
11.3�
15.5�
14.3�
7.6�
9.5�
22.0�
7.1�
�
Tajikistan�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
5.6�
6.9�
11.9�
..�
16.7�
-4.1�
-18.1�
72.1�
24.2�
1.8�
-7.3�
�
2000 	�
10.3�
4.0�
-10.4�
..�
18.5�
11.0�
43.9�
17.6�
16.4�
4.1�
3.5�
�
Turkmenistan�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
15.0�
10.0�
-4.0�
..�
..�
8.0�
20.0�
7.0�
..�
39.0�
35.0�
�
2000 d 	�
14.0�
29.0�
12.0�
..�
..�
-13.0�
19.0�
6.0�
..�
12.0�
2.0�
�
Ukraine�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
4.0�
-0.8�
6.6�
6.2�
13.7�
-2.1�
0.3�
-1.9�
21.5�
8.1�
7.0�
�
2000 	�
12.9�
-4.1�
-2.9�
20.7�
18.8�
16.8�
5.0�
-0.4�
37.1�
39.0�
26.1�
�
Uzbekistan�
�
�
�
�
�
�
�
�
�
�
�
�
1999 	�
6.1�
0.9�
-0.3�
1.4�
0.7�
3.1�
11.4�
1.5�
16.0�
6.7�
9.4�
�
2000 e 	�
6.4�
0.5�
1.4�
32.4�
1.6�
-22.6�
7.7�
6.4�
7.7�
22.1�
7.4�
�
Source:  National statistics; CIS Statistical Committee; direct communications from national statistical offices to the UN/ECE secretariat.


Note:  Data are presented in terms of the NACE classification in the upper part and in terms of national branch classifications in the lower part of the table. The latter are not fully compatible with NACE or ISIC because these industries are vertically integrated with the associated resource-based industries.  For example, Ferrous metals, non-ferrous-metals and building materials include mining and quarrying and logging wood and paper includes forestry.  The engineering industries include machinery and equipment, electrical and optical equipment, and transport equipment.  Light industry contains textile and leather products.  Figures for total industry differ for some countries from those shown in other tables because of differences in coverage.


a	Excluding manufacture of coke, refined petroleum products and nuclear fuel (NACE 23) for Armenia and the Republic of Moldova; excluding manufacture of rubber and plastic products (NACE DH) for Kyrgyzstan.


b	Excluding manufacture of office machinery and computers (NACE 30) for Kyrgyzstan; manufacture and repair of machinery and equipment, electrical, machinery, motor vehicles, trailers and semi-trailers (NACE 29,31,34) only for Kazakhstan.


c	Excluding recycling (NACE 37) for Republic of Moldova.


d	January -June.


e	January -September.











TABLE 3.3.6


Annual changes in major final expenditure items in eastern Europe, the Baltic states and the CIS, 1999-2000


(Percentage change over preceding year)


�
Private consumption a�
Government consumption b�
Gross fixed capital formation c�
Total domestic expenditures d�
Exports of goods and services�
Imports of goods and services�
�
�
1999�
 2000 e�
1999�
2000 e�
1999�
2000 e�
1999�
2000 e�
1999�
2000 e�
1999�
2000 e�
�
Bulgaria 	�
5.2�
2.8�
2.0�
7.9�
25.3�
9.8�
6.9�
0.5�
-5.2�
23.4�
5.1�
12.9�
�
Croatia 	�
-2.7�
4.1�
0.8�
-0.7�
-1.1�
-3.5�
-1.9�
2.0�
0.7�
8.7�
-2.7�
4.2�
�
Czech Republic 	�
0.5�
1.4�
-0.1�
-0.2�
-4.4�
5.2�
-0.9�
4.1�
4.8�
18.8�
4.0�
18.7�
�
Hungary 	�
2.4�
3.8�
8.5�
1.4�
6.6�
6.6�
4.3�
5.2�
13.2�
21.8�
12.3�
21.1�
�
Poland 	�
5.4�
2.4�
1.0�
0.9�
6.5�
3.1�
4.9�
2.8�
-2.6�
..�
1.0�
..�
�
Romania 	�
-4.9�
1.5�
-2.2�
4.2�
-10.8�
5.5�
-6.4�
4.2�
8.8�
23.9�
-5.1�
29.1�
�
Slovakia 	�
-0.2�
-3.4�
-6.9�
-0.9�
-18.8�
-0.7�
-4.6�
-1.3�
3.4�
15.9�
-6.1�
10.2�
�
Slovenia 	�
6.0�
0.8�
4.6�
3.1�
19.1�
1.6�
9.1�
1.3�
1.7�
12.7�
8.2�
6.1�
�
The former Yugoslav �  Republic of Macedonia 	�
1.0�
..�
-1.4�
..�
1.2�
..�
-1.0�
..�
1.5�
..�
-5.7�
..�
�
Estonia 	�
-2.5�
9.5�
7.9�
1.5�
-15.2�
0.7�
-4.2�
8.4�
-2.3�
29.8�
-6.1�
28.3�
�
Latvia 	�
5.5�
3.6�
–�
-3.1�
-6.3�
19.0�
1.0�
1.1�
-6.4�
13.1�
-5.2�
4.4�
�
Lithuania 	�
0.2�
..�
-19.2�
..�
-5.6�
..�
-3.9�
..�
-18.3�
..�
-14.0�
..�
�
Armenia 	�
0.4�
6.0�
-0.6�
-7.9�
0.5�
7.4�
0.4�
4.6�
17.5�
..�
0.1�
..�
�
Belarus 	�
9.3�
6.5�
5.8�
6.9�
-4.0�
-2.2�
2.1�
8.4�
7.0�
..�
-0.2�
..�
�
Kazakhstan 	�
6.2�
..�
7.4�
..�
1.0�
..�
5.5�
..�
12.7�
..�
-18.3�
..�
�
Kyrgyzstan 	�
0.3�
..�
4.1�
..�
28.1�
..�
3.8�
..�
-10.4�
..�
-4.9�
..�
�
Republic of Moldova 	�
-8.5�
10.3�
-38.3�
3.7�
-23.1�
5.1�
-16.6�
7.8�
3.1�
15.9�
-22.6�
23.3�
�
Russian Federation 	�
-7.3�
9.2�
0.8�
1.5�
-1.7�
15.2�
-2.3�
9.5�
4.0�
..�
-17.7�
..�
�
Ukraine 	�
-2.2�
..�
1.2�
..�
0.1�
..�
-4.5�
..�
-6.6�
..�
-16.7�
..�
�
Source:  National and CIS Statistical Committee data.  Direct communications from national statistical offices to the UN/ECE secretariat.


a	Expenditures incurred by households and non-profit institutions serving households.


b	Expenditures incurred by the general government on both individual consumption of goods and services and collective consumption of services.


c	See note to table 3.3.8.


d	Total consumption expenditure plus gross capital formation.


e	January-September for Bulgaria, Estonia, Latvia, Armenia and Belarus.











TABLE 3.3.7


Retail trade in eastern Europe, the Baltic states �and the CIS, 1999-2000


(Percentage change over same period of previous year)


�
�
2000�
�
�
1999�
Jan.-Mar.�
Jan.- Jun.�
Jan.-Sept.�
Jan.-Dec.�
�
Bosnia and Herzegovina	�
..�
23.4�
36.1�
35.5�
..�
�
Bulgaria 	�
-5.4�
6.7�
3.7�
3.1�
0.6�
�
Croatia 	�
-4.8�
6.5�
11.6�
15.3�
14.7�
�
Czech Republic 	�
3.0�
4.9�
5.5�
5.4�
5.2�
�
Hungary 	�
7.9�
4.2�
3.4�
2.2�
1.9�
�
Poland 	�
4.0�
10.6�
8.1�
5.2�
3.0�
�
Romania 	�
-5.0�
-11.4�
-7.9�
-6.1�
-3.8�
�
Slovakia 	�
9.8�
-1.7�
-1.4�
0.3�
2.3�
�
Slovenia  	�
2.9�
17.5�
5.5�
7.0�
7.4�
�
The former Yugoslav�  Republic of Macedonia 	�
16.8�
4.2�
8.8�
10.4�
10.6�
�
Yugoslavia 	�
-18.9�
-13.6�
3.8�
9.0�
9.0�
�
Estonia 	�
4.6�
9.0�
11.4�
11.9�
11.8�
�
Latvia 	�
12.0�
5.6�
4.6�
7.4�
9.0�
�
Lithuania 	�
-5.0�
8.5�
9.7�
10.9�
12.1�
�
Armenia 	�
7.7�
7.4�
6.3�
6.9�
8.5�
�
Azerbaijan 	�
13.3�
9.3�
10.0�
10.1�
9.8�
�
Belarus 	�
10.7�
18.8�
10.7�
6.1�
8.5�
�
Georgia 	�
4.6�
9.7�
13.2�
11.4�
11.0�
�
Kazakhstan 	�
2.3�
 ..�
0.3�
 ..�
2.7�
�
Kyrgyzstan 	�
0.8�
2.5�
6.2�
5.5�
7.2�
�
Republic of Moldova 	�
-27.8�
-3.0�
5.1�
6.4�
0.1�
�
Russian Federation 	�
-7.7�
7.3�
7.6�
8.3�
8.9�
�
Tajikistan 	�
4.0�
-28.8�
-27.0�
-22.1�
-21.2�
�
Turkmenistan 	�
40.0�
38.0�
31.0�
33.0�
30.0�
�
Ukraine 	�
-4.1�
9.2�
6.5�
6.2�
5.6�
�
Uzbekistan	�
10.5�
5.1�
5.3�
5.0�
7.8  �
�
Source:  National statistics; CIS Statistical Committee; direct communications from national statistical offices to the UN/ECE secretariat.


Note:  Retail trade covers goods and catering in the CIS countries, except Kazakhstan and Russia; mainly goods for all the other countries.  The coverage in 2000, based on current reporting, may differ from the coverage in the annual statistics.











TABLE 3.3.8


Gross investment outlays in the CIS, 1996-2000


(Annual percentage change)


�
1996�
1997�
1998�
1999�
2000�
�
Armenia 	�
15.3�
5.2�
17.5�
0.5�
25.9�
�
Azerbaijan 	�
112.0�
39.0�
23.0�
-2.0�
2.4�
�
Belarus 	�
-4.8�
19.5�
25.0�
-8.0�
-3.4�
�
Georgia 	�
6.4�
52.0�
69.2�
-57.1�
2.0�
�
Kazakhstan 	�
-39.9�
11.6�
41.9�
33.2�
29.4�
�
Kyrgyzstan 	�
19.0�
-4.0�
-36.0�
-1.8�
4.2�
�
Republic of Moldova 	�
-8.0�
-8.0�
-0.2�
-25.0�
1.0�
�
Russian Federation 	�
-18.1�
-5.0�
-6.7�
5.3�
17.4�
�
Turkmenistan 	�
63.0�
-53.0�
17.0�
..�
5.0a�
�
Ukraine 	�
-22.0�
-8.8�
6.1�
0.4�
11.2�
�
Uzbekistan	�
7.0�
17.0�
15.0�
2.0�
1.0�
�
Source:  National and CIS Statistical Committee data.  Direct communications from national statistical offices to the UN/ECE secretariat.


Note:  “Gross capital formation” and “gross fixed capital formation” are standard categories of the United Nations 1993 SNA (System of National Accounts) and the European Union’s 1995 ESA (European System of Accounts).  Gross capital formation includes gross fixed capital formation plus changes in inventories and acquisitions less disposal of valuables.  “Investment outlays” (also called “capital investment” in some transition economies) mainly refers to expenditure on construction and installation works, machinery and equipment.  Gross fixed capital formation is usually estimated by adding the following components to “capital investment”: net changes in productive livestock, computer software, art originals, the cost of mineral exploration and the value of major renovations and enlargements of buildings and machinery and equipment (which increase the productive capacity or extend the service life of existing fixed assets).


a	January-September.











TABLE 3.4.1


Consumer prices in eastern Europe, the Baltic states and the CIS, 1999-2000


(Percentage change)


�
Annual average�
December over December�
2000, year-on-year�
�
�
1999�
2000�
1999�
2000�
QI�
QII�
QIII�
QIV�
�
Albania 	�
-0.1�
–�
-1.0�
4.2�
-1.6�
-0.5�
-0.4�
2.6�
�
Bosnia and Herzegovina 	�
-0.6�
1.7�
-0.4�
3.4�
0.5�
–�
2.7�
3.7�
�
Bulgaria 	�
0.4�
10.0�
6.2�
11.2�
8.9�
10.2�
9.8�
11.0�
�
Croatia a 	�
4.3�
6.4�
4.6�
7.5�
5.0�
6.2�
6.9�
7.6�
�
Czech Republic 	�
2.1�
3.9�
2.5�
4.1�
3.6�
3.8�
4.1�
4.3�
�
Hungary 	�
10.1�
9.9�
11.3�
10.1�
10.0�
9.2�
9.9�
10.5�
�
Poland 	�
7.4�
10.2�
9.9�
8.6�
10.4�
10.1�
10.9�
9.2�
�
Romania 	�
45.9�
45.7�
54.9�
40.7�
53.8�
44.6�
44.9�
41.6�
�
Slovakia 	�
10.5�
12.0�
14.2�
8.3�
15.6�
15.8�
8.8�
8.5�
�
Slovenia 	�
6.3�
9.0�
8.1�
9.0�
8.5�
9.5�
8.8�
9.3�
�
The former Yugoslav Republic of Macedonia a 	�
-1.4�
10.1�
2.3�
10.8�
4.3�
12.7�
12.6�
10.9�
�
Yugoslavia 	�
44.1�
77.5�
54.0�
115.1�
53.7�
59.8�
73.3�
110.5�
�
Estonia 	�
3.5�
3.8�
3.9�
4.9�
3.0�
2.9�
4.2�
5.2�
�
Latvia 	�
2.4�
2.8�
3.3�
1.9�
3.4�
3.2�
2.8�
2.0�
�
Lithuania	�
0.8�
1.0�
0.3�
1.5�
0.8�
0.9�
0.9�
1.4�
�
Armenia 	�
0.7�
-0.8�
2.1�
0.4�
0.1�
-1.5�
-1.0�
-0.7�
�
Azerbaijan 	�
-8.6�
1.8�
-0.5�
2.1�
1.7�
1.8�
1.7�
1.9�
�
Belarus 	�
293.7�
168.9�
251.3�
108.0�
227.4�
196.1�
175.8�
124.0�
�
Georgia 	�
20.8�
4.2�
11.1�
4.6�
4.4�
1.2�
5.5�
5.7�
�
Kazakhstan 	�
8.4�
13.4�
18.1�
10.0�
20.4�
13.7�
10.1�
10.4�
�
Kyrgyzstan 	�
35.7�
18.7�
39.8�
9.5�
36.7�
20.5�
11.6�
9.9�
�
Republic of Moldova 	�
39.3�
31.3�
43.8�
18.5�
40.0�
35.1�
29.4�
23.1�
�
Russian Federation 	�
85.7�
20.8�
36.6�
20.1�
25.4�
19.9�
18.8�
19.8�
�
Tajikistan 	�
27.5�
32.9�
30.1�
60.6�
28.1�
29.6�
19.6�
52.8�
�
Turkmenistan 	�
..�
..�
..�
..�
..�
..�
..�
..�
�
Ukraine 	�
22.7�
28.2�
19.2�
25.8�
25.1�
27.4�
31.1�
28.9�
�
Uzbekistan	�
29.0�
..�
26.0�
..�
25.1�
22.9�
24.2�
..�
�
Source:  UN/ECE secretariat estimates, based on national statistics.


a	Retail price index.











CHART 3.4.1


Consumer prices in eastern Europe, the Baltic states and the CIS, 1997-2001


(Year-on-year, monthly percentage change)
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(For source and notes see end of chart.)





CHART 3.4.1 (concluded)


Consumer prices in eastern Europe, the Baltic states and the CIS, 1997-2001


(Year-on-year, monthly percentage change)
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Source:  National statistics and UN/ECE secretariat estimates.











TABLE 3.4.2


Producer prices in industry a in eastern Europe, the Baltic states and the CIS, 1999-2000


(Percentage change)


�
Annual average�
December over December�
2000, year-on-year�
�
�
1999�
2000�
1999�
2000�
QI�
QII�
QIII�
QIV�
�
Albania 	�
..�
..�
..�
..�
..�
..�
..�
..�
�
Bosnia and Herzegovina 	�
4.3�
0.9�
-0.7�
-0.2�
-0.7�
1.8�
2.8�
–�
�
Bulgaria 	�
3.2�
16.9�
12.5�
14.9�
16.4�
18.0�
16.2�
17.1�
�
Croatia 	�
2.5�
9.6�
5.9�
11.2�
8.6�
10.1�
8.9�
10.7�
�
Czech Republic 	�
1.1�
5.1�
3.6�
5.1�
4.7�
4.7�
5.2�
5.7�
�
Hungary 	�
5.0�
11.4�
7.3�
12.0�
9.3�
11.7�
12.3�
12.3�
�
Poland 	�
5.7�
7.8�
8.0�
5.6�
7.8�
7.9�
8.4�
6.9�
�
Romania 	�
42.2�
51.7�
63.0�
47.8�
59.3�
48.8�
50.7�
49.6�
�
Slovakia 	�
3.7�
9.8�
7.6�
9.2�
9.5�
11.5�
9.4�
8.9�
�
Slovenia 	�
2.2�
7.7�
3.5�
9.3�
5.3�
7.1�
9.0�
9.3�
�
The former Yugoslav Republic of Macedonia 	�
-0.2�
9.0�
4.2�
7.9�
7.4�
10.7�
9.8�
8.2�
�
Yugoslavia 	�
43.3�
105.4�
61.1�
142.9�
70.0�
99.1�
112.1�
128.8�
�
Estonia 	�
-1.3�
4.9�
2.1�
6.1�
3.7�
4.6�
5.3�
6.0�
�
Latvia 	�
-4.0�
0.8�
-0.9�
1.1�
0.8�
1.1�
0.8�
0.6�
�
Lithuania	�
3.0�
17.8�
23.2�
2.2�
26.0�
22.2�
16.3�
8.7�
�
Armenia 	�
4.1�
-0.4�
2.9�
-1.8�
0.1�
0.4�
-0.7�
-1.4�
�
Azerbaijan 	�
-1.3�
9.4�
0.6�
8.6�
4.7�
18.4�
6.5�
8.1�
�
Belarus 	�
355.7�
185.7�
245.0�
167.6�
179.6�
177.2�
201.3�
182.2�
�
Georgia 	�
..�
..�
..�
..�
..�
..�
..�
..�
�
Kazakhstan 	�
19.0�
38.0�
57.5�
19.4�
65.3�
44.0�
31.9�
21.2�
�
Kyrgyzstan 	�
52.2�
24.2�
47.4�
15.5�
43.3�
24.4�
18.1�
15.5�
�
Republic of Moldova 	�
47.1�
33.6�
58.6�
24.2�
40.6�
39.8�
31.6�
25.0�
�
Russian Federation 	�
59.1�
46.5�
67.3�
31.6�
60.1�
52.0�
45.3�
33.7�
�
Tajikistan 	�
45.6�
39.0�
64.0�
33.9�
67.5�
40.7�
26.9�
30.9�
�
Turkmenistan 	�
..�
..�
..�
..�
..�
..�
..�
..�
�
Ukraine 	�
31.1�
20.8�
15.7�
20.6�
19.9�
22.4�
20.6�
20.4�
�
Uzbekistan	�
38.0�
..�
34.5�
..�
41.4�
57.0�
71.4�
..�
�
Source:  UN/ECE secretariat estimates, based on national statistics.


a	Industry = mining + manufacturing + utilities.











TABLE 3.4.3


Wages and unit labour costs in industry a in eastern Europe, the Baltic states and the CIS, 1999-2000


(Annual average percentage change)


�
Nominal wages b�
Real 


product wages c�
Labour productivity d�
Unit 


labour costs e�
Real unit 


labour costs f�
�
�
1999�
2000 �
1999�
2000 �
1999�
2000 �
1999�
2000 �
1999�
2000 �
�
Albania 	�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Bosnia and Herzegovina g	�
15.4�
10.3�
10.7�
9.8�
10.1�
14.3�
4.8�
-3.5�
0.5�
-4.0�
�
Bulgaria 	�
5.5�
11.0�
2.3�
-5.1�
-3.7�
16.9�
9.5�
-5.1�
6.1�
-18.8�
�
Croatia 	�
5.7�
5.5�
3.2�
-3.7�
1.4�
4.1�
4.3�
1.3�
1.8�
-7.5�
�
Czech Republic 	�
6.6�
7.0�
5.5�
1.9�
0.1�
8.4�
6.5�
-1.2�
5.4�
-6.0�
�
Hungary 	�
13.4�
15.0�
8.1�
3.2�
9.4�
19.7�
3.7�
-4.0�
-1.2�
-13.8�
�
Poland 	�
9.0�
10.9�
3.1�
2.9�
9.6�
14.8�
-0.6�
-3.4�
-5.9�
-10.3�
�
Romania 	�
44.0�
41.7�
1.3�
-6.6�
-1.7�
16.3�
46.4�
21.8�
3.0�
-19.7�
�
Slovakia 	�
7.9�
9.2�
4.0�
-0.5�
-0.7�
12.6�
8.6�
-3.0�
4.7�
-11.7�
�
Slovenia 	�
9.3�
12.0�
7.0�
4.0�
1.2�
7.0�
7.9�
4.7�
5.6�
-2.8�
�
The former Yugoslav 


  Republic of Macedonia g 	�
1.2�
5.7�
1.3�
-3.1�
-1.7�
6.8�
2.9�
-1.0�
3.1�
-9.3�
�
Yugoslavia 	�
23.1�
97.8�
-14.0�
-3.7�
..�
..�
..�
..�
..�
..�
�
Estonia 	�
10.6�
10.6�
12.0�
5.4�
4.3�
5.7�
6.0�
4.6�
7.3�
-0.3�
�
Latvia 	�
14.3�
13.5�
19.1�
12.6�
-5.1�
2.9�
20.4�
10.3�
25.4�
9.4�
�
Lithuania	�
6.5�
1.2�
3.4�
-14.1�
-10.0�
9.2�
18.3�
-7.3�
14.8�
-21.3�
�
Armenia 	�
20.1�
13.4�
15.3�
13.9�
13.0�
7.5�
6.2�
5.5�
2.0�
6.0�
�
Azerbaijan 	�
5.8�
15.0�
7.2�
5.1�
0.4�
6.9�
5.4�
7.6�
6.8�
-1.7�
�
Belarus 	�
326.4�
201.9�
-6.4�
5.7�
9.4�
8.4�
289.8�
178.6�
-14.5�
-2.5�
�
Georgia 	�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Kazakhstan 	�
12.3�
25.9�
-5.7�
-8.8�
3.3�
..�
8.7�
..�
-8.7�
..�
�
Kyrgyzstan 	�
23.4�
21.7�
-18.9�
-2.0�
3.9�
7.5�
18.8�
13.2�
-21.9�
-8.8�
�
Republic of Moldova 	�
23.9�
31.2�
-15.8�
-1.8�
3.2�
9.5�
20.1�
19.8�
-18.4�
-10.3�
�
Russian Federation 	�
42.6�
43.1�
-10.3�
-2.3�
8.9�
6.7�
31.0�
34.1�
-17.6�
-8.5�
�
Tajikistan 	�
41.6�
30.7�
-2.8�
-6.0�
22.6�
18.9�
15.4�
9.9�
-20.7�
-21.0�
�
Turkmenistan 	�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Ukraine 	�
16.1�
30.2�
-11.5�
7.8�
13.9�
15.5�
1.9�
12.8�
-22.3�
-6.7�
�
Uzbekistan g 	�
62.4�
56.7�
17.7�
4.9�
5.2�
..�
54.5�
..�
11.9�
..�
�
Source:  UN/ECE secretariat estimates, based on national statistics and direct communications from national statistical offices.


Note:  Annual averages are calculated on the basis of monthly data, except for employment which are quarterly.


a	Industry = mining + manufacturing + utilities.


b	Average gross wages in industry except in Bosnia and Herzegovina  and The former Yugoslav Republic of Macedonia: net wages in industry; in Bulgaria, Estonia and all the CIS economies: gross wages in total economy; in Yugoslavia: net wages in total economy.


c	Nominal wages deflated by producer price index.


d	Gross industrial output deflated by industrial employment.


e	Nominal wages deflated by productivity.


f	Real product wages deflated by productivity.


g	Data for 2000 are for the first half of the year.











BOX 3.4.1


NACE Rev. 11 classification of economic activities in manufacturing


Codes�
�
�
Subsections�
Divisions�
Description�
�
DA�
�
Food products, beverages and tobacco�
�
�
15�
Food products and beverages�
�
�
16�
Tobacco products�
�
DB�
�
Textiles and textile products�
�
�
17�
Textiles�
�
�
18�
Wearing apparel; dressing and dyeing of fur�
�
DC�
�
Leather and leather products�
�
�
19�
Tanning and dressing of leather; manufacture of luggage, handbags, saddlery, harness and footwear�
�
DD�
�
Wood and wood products�
�
�
20�
Wood and products of wood and cork, except furniture; articles of straw and plaiting materials�
�
DE�
�
Pulp, paper and paper products; publishing and printing�
�
�
21�
Pulp, paper and paper products�
�
�
22�
Publishing, printing and reproduction of recorded media�
�
DF�
�
Coke, refined petroleum products and nuclear fuel�
�
�
23�
Coke, refined petroleum products and nuclear fuel�
�
DG�
�
Chemicals, chemical products and man-made fibres�
�
�
24�
Chemicals and chemical products�
�
DH�
�
Rubber and plastic products�
�
�
25�
Rubber and plastic products�
�
DI�
�
Other non-metallic mineral products�
�
�
26�
Other non-metallic mineral products�
�
DJ�
�
Basic metals and fabricated metal products�
�
�
27�
Basic metals�
�
�
28�
Fabricated metal products, except machinery and equipment�
�
DK�
�
Machinery and equipment n.e.c.�
�
�
29�
Machinery and equipment n.e.c.�
�
DL�
�
Electrical and optical equipment�
�
�
30�
Office machinery and computers�
�
�
31�
Electrical machinery and apparatus n.e.c.�
�
�
32�
Radio, television and communication equipment and apparatus�
�
�
33�
Medical, precision and optical instruments, watches and clocks�
�
DM�
�
Transport equipment�
�
�
34�
Motor vehicles, trailers and semi-trailers�
�
�
35�
Other transport equipment�
�
DN�
�
Manufacturing n.e.c.�
�
�
36�
Furniture; manufacturing n.e.c. �
�
�
37�
Recycling�
�
�


1	Nomenclature générale des activités économiques dans les Communautés européennes (General Industrial Classification of Economic Activities within the European Communities), 1996.








TABLE 3.4.4


Relative average gross wages in manufacturing branches in selected east European and Baltic economies, 1999


(Total manufacturing = 100)


NACE Rev.1�
�
�
�
�
�
�
�
�
�
�
�
Unweighted�
�
Coefficient of�
�
Subsections�
Divisions�
Bulgaria�
Croatia�
Czech Republic�
Hungary a�
Poland�
Romania�
Slovakia�
Slovenia�
Estonia�
Latvia�
Lithuania�
average of countries b�
Standard deviation b�
variation b (per cent)�
�
DA 	�
100.0�
117.9�
96.3�
94.6�
93.6�
93.4�
96.3�
115.1�
104.3�
111.4�
101.1�
102.2�
8.8�
8.7�
�
15 	�
88.1�
116.6�
96.3c�
93.6�
91.2�
90.6�
..�
114.3�
104.3�
110.4�
..�
88.1�
12.5�
14.1�
�
16 	�
191.2�
150.9�
96.3c�
152.8�
194.3�
212.9�
..�
200.0�
..�
237.3�
..�
167.4�
31.0�
18.5�
�
DB 	�
65.2�
65.0�
68.9�
57.8�
65.9�
75.6�
66.7�
72.8�
77.3�
92.7�
82.8�
71.9�
9.5�
13.2�
�
17 	�
74.9�
62.1�
74.0�
64.1�
78.2�
76.1�
..�
76.8�
78.7�
107.2�
..�
68.2�
13.7�
20.1�
�
18 	�
61.6�
66.0�
61.1�
54.3�
59.6�
75.5�
..�
69.2�
76.3�
81.4�
..�
58.7�
8.9�
15.2�
�
DC        19 	�
65.0�
55.6�
67.7�
55.4�
68.6�
69.0�
70.0�
76.2�
80.0�
64.0�
77.8�
68.1�
8.0�
11.7�
�
DD        20 	�
67.7�
68.4�
84.3�
114.6�
79.9�
70.8�
81.1�
85.0�
95.7�
87.3�
71.8�
82.4�
13.0�
15.7�
�
DE 	�
102.1�
121.2�
116.7�
172.2�
132.4�
101.5�
122.3�
123.0�
164.3�
140.5�
123.4�
129.1�
20.6�
16.0�
�
21 	�
94.9�
93.2�
105.9�
124.9�
117.6�
98.1�
..�
102.3�
125.0�
97.4�
..�
92.7�
11.4�
12.2�
�
22 	�
110.8�
138.8�
126.0�
201.5�
140.7�
104.6�
..�
141.7�
181.9�
146.8�
..�
123.4�
29.6�
24.0�
�
DF        23 	�
237.4�
144.8�
146.7�
181.6�
184.4�
197.0�
153.9�
112.8�
107.4d�
109.5�
150.6d�
163.1�
30.5�
18.7�
�
DG        24 	�
141.8�
143.2�
123.0�
135.0�
138.9�
138.3�
115.3�
151.0�
107.4�
95.9�
150.6�
130.9�
17.8�
13.6�
�
DH        25 	�
94.1�
76.2�
106.3�
106.9�
102.6�
107.3�
117.8�
103.1�
87.2�
80.3�
86.7�
97.1�
13.0�
13.4�
�
DI         26 	�
113.9�
103.2�
107.0�
98.9�
104.2�
106.3�
109.2�
101.7�
121.6�
91.4�
107.4�
105.9�
7.4�
6.9�
�
DJ 	�
138.3�
84.1�
105.6�
120.7�
108.7�
117.9�
119.8�
99.6�
108.5�
110.0�
89.3�
109.3�
11.8�
10.8�
�
27 	�
165.2�
80.8�
114.6�
100.8�
124.4�
138.7�
..�
102.4�
..�
156.7�
..�
109.3�
29.1�
26.6�
�
28 	�
86.3�
86.9�
98.7�
132.3�
96.7�
92.1�
..�
98.3�
113.2�
86.3�
..�
86.4�
15.1�
17.5�
�
DK        29 	�
101.6�
82.5�
104.2�
106.7�
102.5�
111.1�
97.3�
97.1�
97.4�
94.9�
94.7�
99.1�
7.5�
7.6�
�
DL 	�
95.3�
125.9�
99.4�
98.7�
117.8�
119.9�
97.6�
103.0�
109.3�
99.1�
113.7�
107.3�
9.8�
9.1�
�
30 	�
98.1�
99.8�
103.8�
119.4�
184.1�
115.3�
..�
129.1�
..�
88.2�
..�
104.2�
30.0�
28.8�
�
31 	�
95.1�
125.3�
102.4�
88.7�
111.8�
114.2�
..�
101.7�
125.6�
95.7�
..�
92.7�
12.0�
12.9�
�
32 	�
102.5�
130.6�
91.2�
95.2�
128.0�
155.3�
..�
103.9�
95.6�
90.0�
..�
99.6�
23.4�
23.5�
�
33 	�
88.6�
114.6�
98.7�
139.1�
115.3�
115.4�
..�
101.2�
104.9�
126.3�
..�
99.9�
16.1�
16.1�
�
DM 	�
115.6�
105.3�
120.7�
103.9�
115.8�
121.0�
116.6�
104.8�
120.8�
89.2�
126.0�
112.7�
10.7�
9.5�
�
34 	�
95.1�
93.2�
125.6�
105.0�
115.1�
113.5�
..�
106.7�
..�
71.5�
..�
91.7�
16.6�
18.1�
�
35 	�
122.8�
107.0�
106.9�
99.1�
116.6�
129.8�
..�
100.2�
114.3�
90.9�
..�
97.0�
13.0�
13.4�
�
DN 	�
69.2�
69.2�
83.0�
96.7�
81.1�
78.8�
86.6�
86.3�
88.5�
83.6�
91.2�
83.1�
7.1�
8.5�
�
36 	�
69.1�
67.4�
81.8�
94.1�
79.0�
78.2�
..�
84.1�
89.0�
84.4�
..�
70.9�
8.6�
12.1�
�
37 	�
80.9�
99.4�
96.4�
100.0�
128.0�
89.8�
..�
120.1�
..�
74.6�
..�
87.7�
18.1�
20.7�
�
Standard deviation�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Subsections 	�
44.9�
29.8�
21.6�
35.3�
31.2�
33.2�
23.4�
20.1�
22.7�
17.9�
22.3�
25.2�
�
�
�
Divisions 	�
42.3�
28.8�
20.4�
35.3�
35.7�
36.9�
..�
28.0�
..�
36.6�
..�
25.5�
�
�
�
Coefficient of variation 


(per cent)�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Subsections 	�
41.7�
30.6�
21.1�
32.0�
29.2�
30.8�
22.6�
19.6�
21.7�
18.6�
22.1�
24.1�
�
�
�
Divisions 	�
39.8�
28.7�
20.2�
31.7�
30.8�
32.7�
..�
25.9�
..�
35.6�
..�
26.7�
�
�
�
Source:  UN/ECE secretariat estimates, based on national statistics and direct communications from national statistical offices.


a	1998.


b	Statistics calculated on the basis of 11 countries for NACE subsections (alphabetic, 14 branches) and 8 countries for NACE divisions (numeric, 23 branches); Slovakia, Estonia and Lithuania are excluded from the statistics computed for NACE divisions.


c	15 and 16 are assumed to be equal to DA.


d	DF is assumed to be equal to DG.











CHART 3.4.2


Relative average gross wages in manufacturing branches: unweighted average of 11 east European and �Baltic economies and Germany,a 1999


(Total manufacturing = 100)





�


Source:  See table 3.4.4, column 12 “Unweighted average of countries”; UN/ECE Common Database.


a	1998.








TABLE 3.4.5


Relative average gross wages in manufacturing branches in selected east European and Baltic economies, 1993 and 1999


(Total manufacturing = 100)


NACE Rev.1�
1993�
1999�
�
Subsections�
Divisions�
Czech Republic�
Hungary a�
Poland�
Romania�
Slovakia�
Slovenia�
Latvia�
Unweighted average of countries b�
Standard deviation b�
Coefficient of variation b (per cent)�
Unweighted average of countries b�
Standard deviation b�
Coefficient of variation b (per cent)�
�
DA 	�
100.6�
96.0�
97.7�
105.2�
98.8�
124.3�
122.9�
106.5�
12.0�
11.3�
100.1�
9.1�
9.1�
�
15 	�
100.6c�
95.1�
96.7�
104.6�
..�
..�
122.5�
104.7�
12.5�
12.0�
96.5�
9.4�
9.7�
�
16 	�
100.6c�
143.9�
134.5�
131.9�
..�
..�
162.7�
143.2�
14.0�
9.7�
199.3�
35.7�
17.9�
�
DB 	�
77.6�
63.4�
79.8�
76.8�
76.5�
85.6�
87.5�
78.2�
7.8�
10.0�
71.5�
10.9�
15.3�
�
17 	�
78.0�
68.0�
84.0�
75.5�
..�
..�
89.9�
79.1�
8.3�
10.5�
79.9�
16.2�
20.2�
�
18 	�
76.3�
59.4�
77.0�
78.6�
..�
..�
82.6�
74.8�
8.9�
11.9�
66.4�
11.5�
17.3�
�
DC        19 	�
83.0�
57.5�
75.3�
81.5�
77.9�
84.7�
93.2�
79.0�
11.1�
14.0�
67.3�
6.4�
9.5�
�
DD        20 	�
89.0�
104.6�
86.3�
88.7�
87.9�
90.3�
94.7�
91.7�
6.3�
6.9�
86.1�
13.6�
15.8�
�
DE 	�
105.0�
166.2�
120.8�
102.5�
108.6�
127.8�
109.4�
120.0�
22.2�
18.5�
129.8�
22.3�
17.2�
�
21 	�
96.1�
123.6�
110.3�
98.9�
..�
..�
76.9�
101.1�
17.4�
17.2�
108.8�
12.1�
11.1�
�
22 	�
117.2�
184.8�
126.3�
106.2�
..�
..�
126.8�
132.3�
30.5�
23.1�
143.9�
36.1�
25.1�
�
DF        23 	�
125.3�
161.8�
197.1�
161.0�
145.1�
140.9�
238.0�
167.0�
38.5�
23.1�
155.2�
34.8�
22.4�
�
DG        24 	�
113.4�
119.1�
118.3�
120.4�
118.0�
142.4�
104.6�
119.5�
11.5�
9.6�
128.2�
18.3�
14.3�
�
DH        25 	�
106.0�
109.7�
108.1�
113.3�
118.6�
111.1�
111.0�
111.1�
4.1�
3.7�
103.5�
11.4�
11.0�
�
DI         26 	�
105.1�
94.3�
95.3�
104.4�
107.5�
101.0�
96.0�
100.5�
5.4�
5.3�
102.7�
6.0�
5.9�
�
DJ 	�
112.6�
95.7�
109.8�
113.3�
126.5�
92.5�
105.8�
108.0�
11.5�
10.6�
111.8�
8.0�
7.1�
�
27 	�
123.7�
85.7�
120.9�
132.0�
..�
..�
131.9�
118.8�
19.2�
16.1�
127.0�
21.6�
17.0�
�
28 	�
100.2�
101.9�
98.1�
93.2�
..�
..�
89.0�
96.5�
5.3�
5.5�
101.2�
18.0�
17.8�
�
DK        29 	�
100.4�
114.0�
100.2�
104.1�
95.9�
94.5�
88.2�
99.6�
8.1�
8.2�
102.0�
5.9�
5.7�
�
DL 	�
96.9�
119.1�
108.8�
93.9�
95.0�
100.1�
80.3�
99.1�
12.2�
12.3�
105.1�
9.6�
9.1�
�
30 	�
84.3�
111.5�
130.4�
85.5�
..�
..�
122.7�
106.9�
21.2�
19.8�
122.2�
36.7�
30.0�
�
31 	�
103.3�
141.5�
109.9�
96.6�
..�
..�
100.9�
110.5�
18.0�
16.3�
102.5�
10.7�
10.5�
�
32 	�
84.3�
89.2�
105.7�
86.8�
..�
..�
70.7�
87.3�
12.5�
14.3�
111.9�
28.8�
25.8�
�
33 	�
94.6�
118.7�
108.2�
92.8�
..�
..�
83.8�
99.6�
13.8�
13.8�
119.0�
15.0�
12.6�
�
DM 	�
106.5�
94.8�
109.0�
108.9�
96.4�
96.3�
118.4�
104.3�
8.8�
8.4�
110.3�
11.6�
10.5�
�
34 	�
108.9�
92.4�
107.5�
111.6�
..�
..�
110.5�
106.2�
7.9�
7.4�
106.1�
20.7�
19.5�
�
35 	�
103.1�
106.4�
110.3�
106.1�
..�
..�
122.0�
109.6�
7.4�
6.8�
108.7�
15.1�
13.9�
�
DN 	�
88.6�
80.3�
88.5�
92.3�
86.1�
89.2�
102.6�
89.7�
6.8�
7.6�
85.1�
5.8�
6.8�
�
36 	�
85.9�
79.3�
86.7�
91.7�
..�
..�
99.7�
88.7�
7.6�
8.5�
83.5�
6.4�
7.7�
�
37 	�
116.5�
100.0�
134.1�
106.1�
..�
..�
184.9�
128.3�
34.1�
26.6�
97.8�
19.5�
19.9�
�
Standard deviation �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Subsections 	�
12.9�
30.9�
29.4�
20.4�
19.3�
20.1�
38.5�
21.9�
�
�
23.3�
�
�
�
Divisions 	�
14.7�
30.7�
25.5�
19.7�
..�
..�
38.2�
22.8�
�
�
29.8�
�
�
�
Coefficient of variation 


(per cent)�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Subsections 	�
12.8�
29.3�
27.5�
19.5�
18.8�
19.0�
34.7�
20.8�
�
�
22.4�
�
�
�
Divisions 	�
14.7�
28.7�
23.3�
19.1�
..�
..�
33.7�
21.3�
�
�
27.2�
�
�
�
Source:  UN/ECE secretariat estimates, based on national statistics and direct communications from national statistical offices.


Note:  Data coverage – Czech Republic: enterprises with 20 employees or more in 1999 and 25 or more in 1993; Hungary: average gross wages are estimated by dividing the wage-fund of each branch by the employment of that branch.  Enterprises with more than 10 employees in 1998 and with more than 20 in 1993; Poland: economic entities employing more than nine persons in 1999 and five persons in 1993; Slovakia: enterprises with 20 or more employees; Estonia: enterprises with more than 49 employees.


a	1993 and 1998.


b	Statistics calculated on the basis of seven countries for NACE subsections (alphabetic, 14 branches) and five countries for NACE divisions (numeric, 23 branches).


c	Divisions 15 and 16 are assumed to be equal to DA.











CHART 3.4.3


Relative average gross wages in manufacturing branches: unweighted average of seven east European and �Baltic economies, 1993 and 1999


(Total manufacturing = 100)





�


Source:  See table 3.4.5, columns 8 and 11 “Unweighted average of countries”.











CHART 3.4.4


Change in relative average gross wages by manufacturing branches in selected east European and �Baltic economies and Germany, 1993 and 1999


(Percentages)





�


Source:  UN/ECE secretariat estimates, based on national statistics and direct communication from national statistical offices.


Note:  The zero-line is the cumulative per cent change in total manufacturing industry between 1993 and 1999.  The change in the relative average wage in each branch is calculated as follows: [(Wj ( Wt)-1]*100, where W is the wage index in 1999 with 1993=100, j refers to the branch and t to total manufacturing.


a	1993-1998.











CHART 3.4.5


Growth rates of wages, labour productivity and output, by manufacturing branch, in selected east European and Baltic economies, 1993-1999


(Percentages)





�


Source:  UN/ECE secretariat estimates, based on national statistics and direct communication from national statistical offices.


a	NACE division 30 is excluded from these charts where cumulative output growth is nearly 5,000 per cent and productivity is some 3,000 per cent between 1993 and 1998.








TABLE 3.5.1


Total and industrial employment in eastern Europe, the Baltic states and the CIS, 1999-2000


(Percentage change over the same period of preceding year)


�
Total employment  a�
Employment in industry  a�
�
�
1999�
2000�
1999�
2000�
�
�
Annual�
QIII�
QIV�
QI�
QII�
QIII�
Annual�
QIII�
QIV�
QI�
QII�
QIII�
�
Eastern Europe b 	�
-2.0�
-1.1�
-1.1�
-1.9�
-2.1�
-1.7�
-5.9�
-4.6�
-4.5�
-5.4�
-5.5�
-5.0�
�
Albania 	�
-1.8�
-2.2�
-2.0�
-1.7�
-1.7�
-1.5�
-2.1�
..�
..�
..�
..�
..�
�
Bosnia and Herzegovina c 	�
3.1�
2.8�
0.5�
1.0�
1.3�
1.2�
0.2�
–�
2.3�
0.6�
0.9�
0.6�
�
Bulgaria 	�
-2.6�
-6.6�
-6.8�
-10.3�
-9.7�
-10.7�
-8.1�
-12.2�
-7.2�
-14.9�
-12.8�
-10.2�
�
Croatia 	�
-0.4�
-1.0�
-1.2�
-2.1�
-2.3�
-1.8�
-2.8�
-3.1�
-2.1�
-2.5�
-2.5�
-1.7�
�
Czech Republic 	�
-3.6�
-3.7�
-3.6�
-2.7�
-1.9�
-2.1�
-3.2�
-4.1�
-4.1�
-4.7�
-3.4�
-2.0�
�
Hungary 	�
3.1�
3.1�
2.0�
0.9�
0.6�
1.1�
0.9�
1.8�
0.2�
-1.7�
-2.0�
-1.3�
�
Poland 	�
-2.7�
-0.7�
-1.4�
-3.6�
-3.6�
-3.2�
-7.3�
-4.5�
-5.3�
-6.5�
-6.4�
-5.9�
�
Romania d 	�
-0.6�
-0.6�
0.3�
0.3�
-1.2�
-0.4�
-6.4�
-6.5�
-6.4�
-5.0�
-6.9�
-7.7�
�
Slovakia e 	�
-4.7�
-2.3�
-2.9�
-2.4�
-1.9�
–�
-2.9�
-2.9�
-2.4�
-5.2�
-3.6�
-2.2�
�
Slovenia 	�
1.8�
2.1�
3.4�
1.9�
2.1�
0.9�
-1.6�
-2.0�
-2.3�
-1.8�
-0.6�
-0.2�
�
The former Yugoslav 


  Republic of Macedonia 	�
1.8�
-0.9�
-0.9�
0.5�
0.4�
0.4�
5.5�
-0.9�
–�
3.7�
3.5�
-2.6�
�
Yugoslavia f 	�
-8.2�
-9.4�
-9.3�
..�
..�
-1.5�
-12.1�
-11.0�
-11.6�
..�
..�
-4.7�
�
Baltic states 	�
-1.2�
-1.0�
-1.4�
-1.6�
-1.7�
-2.0�
-3.2�
-3.1�
-2.6�
-1.2�
0.4�
0.3�
�
Estonia 	�
-4.1�
-3.9�
-3.7�
-2.5�
-1.7�
1.0�
-5.8�
-6.2�
-6.2�
-5.9�
4.4�
8.9�
�
Latvia 	�
-0.5�
-0.1�
0.8�
0.9�
0.4�
-0.8�
-4.2�
-3.6�
-2.6�
1.1�
0.5�
-0.5�
�
Lithuania 	�
-0.5�
-0.5�
-1.8�
-2.9�
-3.0�
-3.8�
-1.4�
-1.2�
-0.7�
-0.1�
-1.5�
-3.3�
�
CIS  	�
-0.4�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Armenia 	�
-2.9�
-3.8�
-4.2�
-0.2�
-1.2�
-1.4�
-6.8�
-5.7�
-8.1�
–�
-1.5�
-1.5�
�
Azerbaijan 	�
–�
0.1�
-0.2�
–�
0.1�
0.1�
3.1�
3.6�
5.3�
–�
–�
–�
�
Belarus 	�
0.6�
0.4�
-0.4�
0.2�
–�
-0.2�
0.8�
0.7�
0.2�
-0.3�
–�
-0.2�
�
Georgia 	�
-8.9�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Kazakhstan 	�
-0.4�
-0.2�
-0.4�
..�
..�
..�
0.1�
-0.6�
-1.2�
..�
..�
..�
�
Kyrgyzstan 	�
3.5�
3.3�
3.9�
-0.1�
0.4�
0.9�
-5.5�
-0.6�
-0.6�
2.6�
-0.6�
-1.9�
�
Republic of Moldova 	�
-9.0�
-8.6�
-11.8�
..�
..�
..�
-12.1�
-13.8�
-5.1�
..�
..�
..�
�
Russian Federation 	�
0.5�
1.6�
1.3�
0.6�
0.8�
0.9�
-0.6�
–�
1.4�
2.1�
2.1�
2.1�
�
Tajikistan 	�
-3.9�
-3.7�
-5.5�
-8.0�
-7.0�
-5.2�
-14.6�
-13.7�
-12.8�
-9.1�
-6.9�
-7.6�
�
Turkmenistan 	�
0.7�
..�
..�
..�
..�
..�
1.8�
..�
..�
..�
..�
..�
�
Ukraine 	�
-2.3�
-2.2�
-2.3�
-0.8�
-1.6�
-1.8�
-8.3�
-8.4�
-8.4�
-2.8�
-2.7�
-1.9�
�
Uzbekistan 	�
1.0�
0.9�
0.9�
1.1�
0.9�
..�
0.9�
0.7�
1.4�
0.2�
1.1�
..�
�
Total above 	�
-1.1�
..�
..�
..�
..�
..�
..�
..�
�
..�
..�
..�
�
Memorandum items:�
�
�
�
�
�
�
�
�
�
�
�
�
�
CETE-5 	�
-2.1�
-0.8�
-1.3�
-2.2�
-2.0�
-1.7�
-4.7�
-3.1�
-3.7�
-5.0�
-4.6�
-3.7�
�
SETE-7 b 	�
-1.9�
-1.4�
-0.9�
-1.4�
-2.3�
-1.8�
-6.8�
-6.9�
-5.7�
-6.2�
-7.0�
-7.2�
�
Source:  National statistics and direct communications from national statistical offices to UN/ECE secretariat.


a	Changes in employment based on quarterly statistics are not always fully comparable with those based on annual data due to differences in coverage.


b	Regional quarterly aggregate of total employment exclude Yugoslavia;  that of industrial employment excludes in addition Albania.


c	Data reported by the statistical office of the Federation; these exclude the area of Republika Srpska.


d	Labour force survey data.


e	End of year data.


f	Data exclude Kosovo and Metohia.











TABLE 3.5.2


Registered unemployment in eastern Europe, the Baltic states and the CIS, 1999-2001


(Per cent of labour force, end of period)


�
1999�
2000�
2001�
�
�
Dec.�
Mar.�
Jun.�
Sept.�
Dec.�
Jan.�
�
Eastern Europe 	�
14.6�
15.3�
14.7�
14.6�
15.1�
..�
�
Albania 	�
18.2�
18.4�
17.6�
17.3�
16.9�
..�
�
Bosnia and Herzegovina a 	�
39.0�
39.2�
39.1�
39.2�
39.4�
..�
�
Bulgaria 	�
16.0�
18.8�
18.2�
17.8�
17.9�
18.5�
�
Croatia 	�
20.8�
21.7�
20.5�
21.4�
22.6�
23.0�
�
Czech Republic 	�
9.4�
9.5�
8.7�
8.8�
8.8�
9.1�
�
Hungary 	�
9.6�
10.2�
8.9�
8.8�
8.9�
..�
�
Poland 	�
13.1�
14.0�
13.6�
14.0�
15.0�
15.6�
�
Romania 	�
11.5�
11.9�
10.8�
9.9�
10.5�
10.8�
�
Slovakia 	�
19.2�
19.3�
19.1�
16.6�
17.9�
19.8�
�
Slovenia 	�
13.0�
12.6�
11.8�
11.7�
12.0�
..�
�
The former Yugoslav 


  Republic of Macedonia b 	�
43.8�
44.5�
43.6�
44.6�
44.9�
..�
�
Yugoslavia c 	�
27.4�
26.3�
26.5�
26.9�
26.6�
..�
�
Baltic states 	�
9.1�
9.8�
9.3�
9.4�
10.0�
..�
�
Estoniad 	�
6.7�
7.1�
6.2�
6.0�
7.3�
8.1*�
�
Latvia 	�
9.1�
9.0�
8.4�
7.9�
7.8�
7.9�
�
Lithuania 	�
10.0�
11.4�
11.1�
11.8�
12.6�
13.1�
�
CIS e 	�
8.3�
7.9�
7.2�
7.0�
6.9�
..�
�
Armenia 	�
11.5�
12.2�
11.9�
11.2�
10.9�
..�
�
Azerbaijan 	�
1.2�
1.2�
1.1�
1.1�
1.2�
..�
�
Belarus 	�
2.0�
2.1�
2.0�
2.2�
2.1�
..�
�
Georgia 	�
5.6�
6.4�
..�
..�
..�
..�
�
Kazakhstan 	�
3.9�
4.5�
4.2�
3.9�
3.7�
..�
�
Kyrgyzstan 	�
3.0�
3.2�
3.2�
3.1�
3.1�
..�
�
Republic of Moldova 	�
2.1�
2.2�
2.0�
2.1�
1.8�
..�
�
Russian Federation f 	�
12.2�
11.4�
10.1�
9.8�
9.6�
9.6�
�
Tajikistan 	�
3.1�
3.0�
3.1�
2.9�
3.0�
..�
�
Turkmenistan 	�
..�
..�
..�
..�
..�
..�
�
Ukraine 	�
4.3�
4.5�
4.3�
4.2�
4.2�
..�
�
Uzbekistan 	�
0.5�
0.5�
0.7�
0.6�
0.6�
..�
�
Memorandum items:�
�
�
�
�
�
�
�
CETE-5 	�
12.5�
13.1�
12.6�
12.6�
13.3�
..�
�
SETE-7 	�
16.5�
17.3�
16.5�
17.4�
17.8�
..�
�
Russian Federation g	�
1.7�
1.6�
1.4�
1.3�
1.4�
1.3�
�
Former-GDR 	�
17.7�
18.9�
16.5�
16.6�
17.2�
18.7�
�
Source:  National statistics; direct communications from national statistical offices to UN/ECE secretariat.


a	Data reported by the Statistical Office of the Federation; these exclude the area of Republika Srpska.


b	Estimates by the Ministry of Finance.


c	Data exclude Kosovo and Metohia.


d	Job seekers until October 2000.  January's unemployment rate has been calculated on the basis of the labour force in the fourth quarter of 2000.


e	Excluding Georgia and Turkmenistan.


f	Based on monthly Russian Goskomstat estimates according to the ILO definition, i.e. including all persons not having employment but actively seeking work.  The figures have been revised in line with the results of the labour force survey conducted in November 2000.


g	Registered unemployment.











CHART 3.5.1


Registered unemployment rates in selected east European, Baltic and CIS economies, 1993-2000


(Per cent of labour force, end of period)





�


Source:  National statistics; UN/ECE secretariat Common Database.











TABLE 3.6.1


Current account balances of eastern Europe, the Baltic states and the CIS, 1997-2000


(Million dollars, per cent)


�
�
�
�
�
�
�
Per cent of GDP�
�
�
�
�
�
January-September�
�
�
�
�
Jan.-Sept.�
�
�
�
1997�
1998�
1999�
1999�
2000�
2000�
1997�
1998�
1999 �
2000�
2000�
�
Eastern Europe a 	�
-14 392�
-17 611�
-20 843�
-13 340�
-12 055*�
-18 955*�
-4.1�
-4.6�
-5.6�
-4.5�
-5.1�
�
Albania 	�
-254�
-45�
-155�
-44�
-320*�
-500*�
-11.1�
-1.5�
-4.2�
-11.3�
-13.4�
�
Bosnia and Herzegovina 	�
-1 060�
-789�
-971�
-700*�
-500*�
-878b�
-29.0�
-18.6�
-21.4�
-13.5�
-17.7�
�
Bulgaria 	�
1 046�
-61�
-652�
-414�
-364�
-696�
10.3�
-0.5�
-5.3�
-4.2�
-5.6�
�
Croatia 	�
-2 325�
-1 530�
-1 523�
-720�
-4�
-750*�
-11.5�
-7.1�
-7.6�
–�
-3.9�
�
Czech Republic 	�
-3 211�
-1 336�
-1 567�
-773�
-1 263�
-2 369�
-6.1�
-2.4�
-3.0�
-3.4�
-4.8�
�
Hungary 	�
-981�
-2 298�
-2 081�
-1 296�
-936�
-1 754�
-2.1�
-4.9�
-4.3�
-2.7�
-3.7�
�
Poland 	�
-4 312�
-6 858�
-11 569�
-8 010�
-7 890�
-9 978�
-3.0�
-4.3�
-7.4�
-6.9�
-6.3�
�
Romania 	�
-2 137�
-2 968�
-1 296�
-739�
-593�
-1 400�
-6.1�
-7.2�
-3.8�
-2.4�
-3.8�
�
Slovakia 	�
-1 952�
-2 059�
-1 083�
-791�
-169�
-713�
-9.6�
-9.7�
-5.5�
-1.2�
-3.7�
�
Slovenia 	�
11�
-147�
-783�
-526�
-393�
-594�
0.1�
-0.8�
-3.9�
-2.8�
-3.2�
�
The former Yugoslav 


  Republic of Macedonia 	�
-276�
-308�
-135�
-28�
-124�
-200*�
-7.5�
-8.8�
-3.9�
-4.6�
-5.7�
�
Yugoslavia 	�
-1 845�
-1 238�
-1 421�
-800*�
-1 072�
-1 400*�
-9.4�
-7.4�
-8.7�
-5.7�
-5.6�
�
Baltic states 	�
-1 890�
-2 426�
-2 134�
-1 329�
-804�
-1 432*�
-9.5�
-11.0�
-9.5�
-4.6�
-6.2�
�
Estonia 	�
-563�
-478�
-294�
-139�
-184�
-331�
-12.2�
-9.2�
-5.7�
-4.9�
-6.8�
�
Latvia 	�
-345�
-650�
-646�
-377�
-290�
-500*�
-6.1�
-10.7�
-9.7�
-5.5�
-7.2�
�
Lithuania 	�
-981�
-1 298�
-1 194�
-814�
-330�
-600*�
-10.2�
-12.1�
-11.2�
-4.0�
-5.3�
�
CIS 	�
-4 092�
-6 715�
23 125�
12 443*�
35 367*�
48 470*�
-0.7�
-1.7�
8.3�
14.8�
14.3�
�
Armenia 	�
-307�
-403�
-307�
-192�
-203�
-300*�
-18.7�
-21.3�
-16.6�
-16.0�
-15.7�
�
Azerbaijan 	�
-916�
-1 365�
-600�
-655�
67�
200*�
-23.1�
-30.7�
-13.3�
1.9�
4.1�
�
Belarus 	�
-788�
-866�
-194�
-36�
-206�
-162�
-5.7�
-7.3�
-1.8�
-2.8�
-1.6�
�
Georgia 	�
-375�
-416�
-195�
-159�
-170*�
-200*�
-10.4�
-11.4�
-6.9�
-7.5�
-6.4�
�
Kazakhstan 	�
-799�
-1 236�
-233�
-637�
655�
1 200*�
-2.5�
-5.6�
-1.4�
4.8�
6.6�
�
Kyrgyzstan 	�
-138�
-371�
-185�
-102�
-36�
-100*�
-7.8�
-23.2�
-15.1�
-4.0�
-7.7�
�
Republic of Moldova 	�
-275�
-327�
-34�
-14�
-73�
-120*�
-14.2�
-19.3�
-2.9�
-7.9�
-9.3�
�
Russian Federation 	�
2 060�
721�
25 049�
14 284�
33 618�
46 000*�
0.5�
0.3�
13.4�
19.3�
18.6�
�
Tajikistan 	�
-56�
-120�
17�
13*�
70*�
100*�
-6.1�
-9.1�
1.6�
10.4�
10.2�
�
Turkmenistan 	�
-580�
-934�
-851�
-557*�
50*�
100*�
-21.6�
-33.0�
-26.0�
1.5�
2.3�
�
Ukraine 	�
-1 335�
-1 296�
834�
767�
1 579�
1 700*�
-2.7�
-3.2�
2.8�
7.0�
5.2�
�
Uzbekistan 	�
-584�
-102�
-176�
-270�
15�
50*�
-4.0�
-0.7�
-1.0�
0.2�
0.4�
�
Total above a 	�
-20 374�
-26 752�
148�
-2 226*�
22 507*�
28 083*�
-2.2�
-3.4�
–�
4.3�
3.8�
�
Memorandum items:�
�
�
�
�
�
�
�
�
�
�
�
�
CETE-5 	�
-10 445�
-12 698�
-17 083�
-11 396�
-10 650�
-15 408�
-3.7�
-4.2�
-5.8�
-5.0�
-5.3�
�
SETE-7 a 	�
-3 947�
-4 913�
-3 760�
-1 944�
-1 405*�
-3 546*�
-5.5�
-6.0�
-5.1�
-2.6�
-4.7�
�
Asian CIS 	�
-3 755�
-4 947�
-2 530�
-2 559*�
449*�
1 051*�
-6.2�
-9.4�
-5.2�
1.3�
2.2�
�
Three European CIS c 	�
-2 397�
-2 489�
606�
718�
1 300�
1 419*�
-3.6�
-4.6�
1.5�
4.2�
3.2�
�
Source:  National balance of payments statistics; press reports; IMF; UN/ECE secretariat estimates.


a	Excludes Bosnia and Herzegovina and Yugoslavia.


b	IMF projection.


c	Belarus, Republic of Moldova and Ukraine.











TABLE 3.6.2


Current account balances, by country group and composition, 1997-2000


(Billion dollars)


�
�
�
�
Jan.-Sept.�
�
�
�
1997�
1998�
1999�
1999�
2000�
  2000 a�
�
Eastern Europe  b�
�
�
�
�
�
�
�
Current account 	�
-14.4�
-17.6�
-20.8�
-13.3�
-12.1�
-19.0�
�
Merchandise 	�
-28.5�
-29.9�
-27.4�
-18.5�
-19.6�
-28.4�
�
Services 	�
7.3�
5.2�
2.9�
2.6�
3.8�
4.6�
�
Income 	�
-3.4�
-4.4�
-5.0�
-3.8�
-3.1�
-4.5�
�
Transfers 	�
4.2�
5.5�
4.9�
3.6�
4.0�
5.4�
�
Unclassified c 	�
6.0�
6.0�
3.6�
2.7�
2.9�
4.0�
�
CETE-5�
�
�
�
�
�
�
�
Current account 	�
-10.4�
-12.7�
-17.1�
-11.4�
-10.7�
-15.4�
�
Merchandise 	�
-20.7�
-21.7�
-20.8�
-14.2�
-14.8�
-20.8�
�
Services 	�
5.0�
3.6�
1.4�
1.0�
1.6�
2.4�
�
Income 	�
-2.8�
-3.5�
-4.0�
-3.0�
-2.3�
-3.5�
�
Transfers 	�
1.9�
3.0�
2.7�
2.0�
2.0�
2.6�
�
Unclassified c 	�
6.0�
6.0�
3.6�
2.7�
2.9�
4.0�
�
SETE-7 b�
�
�
�
�
�
�
�
Current account 	�
-3.9�
-4.9�
-3.8�
-1.9�
-1.4�
-3.5�
�
Merchandise 	�
-7.8�
-8.2�
-6.5�
-4.4�
-4.8�
-7.6�
�
Services 	�
2.3�
1.6�
1.6�
1.6�
2.2�
2.3�
�
Income 	�
-0.7�
-0.9�
-0.9�
-0.8�
-0.8�
-1.0�
�
Transfers 	�
2.2�
2.5�
2.1�
1.6�
2.0�
2.7�
�
Baltic states�
�
�
�
�
�
�
�
Current account 	�
-1.9�
-2.4�
-2.1�
-1.3�
-0.8�
-1.4�
�
Merchandise 	�
-3.1�
-3.8�
-3.3�
-2.2�
-1.9�
-2.9�
�
Services 	�
1.1�
1.1�
1.2�
1.0�
1.1�
1.5�
�
Income 	�
-0.3�
-0.3�
-0.4�
-0.3�
-0.4�
-0.4�
�
Transfers 	�
0.4�
0.5�
0.4�
0.3�
0.3�
0.4�
�
CIS�
�
�
�
�
�
�
�
Current account 	�
-4.1�
-6.7�
23.1�
12.4�
35.4�
48.5�
�
Merchandise 	�
8.8�
8.6�
33.7�
20.8�
46.4�
63.4�
�
Services 	�
-4.4�
-3.6�
-3.8�
-2.8�
-5.3�
-7.5�
�
Income 	�
-9.8�
-13.0�
-9.0�
-7.0�
-7.3�
-9.6�
�
Transfers 	�
1.3�
1.3�
2.2�
1.5�
1.5�
2.2�
�
Three European CIS d�
�
�
�
�
�
�
�
Current account 	�
-2.4�
-2.5�
0.6�
0.7�
1.3�
1.4�
�
Merchandise 	�
-5.9�
-4.3�
-1.2�
-0.5�
-0.3�
-0.9�
�
Services 	�
3.2�
1.8�
1.8�
1.3�
1.5�
2.0�
�
Income 	�
-0.7�
-0.9�
-0.9�
-0.7�
-0.7�
-0.9�
�
Transfers 	�
1.0�
0.9�
0.9�
0.6�
0.9�
1.2�
�
Asian CIS�
�
�
�
�
�
�
�
Current account 	�
-3.8�
-4.9�
-2.5�
-2.6�
0.4�
1.1�
�
Merchandise 	�
-2.3�
-4.0�
-1.2�
-1.5�
2.2�
3.4�
�
Services 	�
-1.6�
-1.5�
-1.4�
-1.2�
-1.2�
-1.5�
�
Income 	�
-0.4�
-0.3�
-0.7�
-0.4�
-1.2�
-1.6�
�
Transfers 	�
0.6�
0.7�
0.8�
0.6�
0.6�
0.8�
�
Russian Federation�
�
�
�
�
�
�
�
Current account 	�
2.1�
0.7�
25.0�
14.3�
33.6�
46.0�
�
Merchandise 	�
17.0�
16.9�
36.2�
22.8�
44.5�
60.9�
�
Services 	�
-5.9�
-4.0�
-4.2�
-3.0�
-5.6�
-8.0�
�
Income 	�
-8.7�
-11.8�
-7.5�
-5.8�
-5.4�
-7.1�
�
Transfers 	�
-0.4�
-0.4�
0.5�
0.2�
0.1�
0.2�
�
Source:  National balance of payments statistics; IMF; press reports, UN/ECE secretariat estimates.


a	Estimates except for central Europe (CETE-5), which are reported data.


b	Excludes Bosnia and Herzegovina and Yugoslavia.


c	Unclassified current account transactions in Poland.


d	Belarus, Republic of Moldova and Ukraine.











CHART 3.6.1


Specific western demand for exports from selected east European and Baltic economies and the Russian Federation, 1998-2001


(Annual percentage change in volume terms)





�





Source:  UN/ECE secretariat calculations: aggregation of the import volume growth rates of individual western countries weighted by their share in the exports of each eastern country.  The western import data refer to goods and services on a national accounts basis.  Data for 2000 are preliminary.


a	Preliminary estimates for 2000 and forecast for 2001.


b	Seven countries shown.


c	Estonia, Latvia and Lithuania.


d	Western market economies (WME) include western Europe, North America, Turkey and Japan.








TABLE 3.6.3


Foreign trade of eastern Europe, the Baltic states and the CIS by direction, 1998-2000


(Value in billion dollars, growth rates in per cent) a


�
Exports�
Imports�
�
�
Value�
Growth rates�
Value�
Growth rates�
�
Country or country group b�
1999�
1998�
1999�
  2000 c�
1999�
1998�
1999�
  2000 c�
�
Eastern Europe, to and from:�
�
�
�
�
�
�
�
�
�
World 	�
115.1�
9.2�
0.5�
13.7�
148.7�
9.2�
-1.3�
12.1�
�
ECE transition economies 	�
22.6�
-5.1�
-15.2�
14.2�
26.7�
-3.8�
-3.6�
33.1�
�
CIS 	�
4.1�
-20.7�
-42.1�
13.1�
11.5�
-16.3�
-1.7�
61.9�
�
Baltic states 	�
1.0�
9.3�
-0.5�
13.8�
0.3�
21.1�
30.1�
53.0�
�
Eastern Europe d 	�
17.0�
1.6�
-7.0�
14.8�
14.7�
4.8�
-6.1�
13.4�
�
Developed market economies 	�
85.6�
16.7�
5.7�
12.2�
108.6�
13.2�
-0.9�
6.6�
�
European Union 	�
78.7�
17.1�
5.4�
11.9�
95.3�
14.2�
-0.9�
5.7�
�
Developing economies 	�
6.9�
-7.4�
-0.3�
34.8�
13.4�
9.8�
–�
14.0�
�
Baltic states, to and from: �
�
�
�
�
�
�
�
�
�
World 	�
7.7�
3.4�
-11.6�
23.4�
11.9�
7.5�
-13.9�
15.3�
�
ECE transition economies 	�
2.4�
-13.0�
-35.1�
13.5�
3.9�
-2.8�
-10.8�
27.2�
�
CIS 	�
1.1�
-23.4�
-51.5�
-4.1�
2.3�
-11.3�
-14.2�
40.6�
�
Baltic states 	�
1.0�
11.8�
-12.6�
23.4�
0.7�
19.8�
-6.4�
7.5�
�
Developed market economies 	�
5.0�
21.0�
5.7�
27.3�
7.3�
13.7�
-15.5�
9.2�
�
European Union 	�
4.4�
20.1�
5.3�
27.5�
6.2�
12.0�
-15.7�
10.9�
�
Developing economies 	�
0.3�
12.1�
10.5�
42.4�
0.7�
6.6�
-13.7�
13.6�
�
Russian Federation, to and from:�
�
�
�
�
�
�
�
�
�
World 	�
71.8�
-16.2�
0.7�
49.5�
30.2�
-17.9�
-30.7�
9.3�
�
Intra-CIS 	�
10.7�
-17.9�
-22.0�
39.5�
8.3�
-20.9�
-26.3�
44.1�
�
Non-CIS economies 	�
61.1�
-15.8�
6.1�
51.2�
21.8�
-16.8�
-32.3�
-3.0�
�
ECE transition economies 	�
11.0�
-21.9�
5.9�
75.1�
2.1�
-27.7�
-45.4�
6.1�
�
Baltic states 	�
2.8�
-28.0�
24.9�
94.9�
0.3�
-33.4�
-56.3�
0.5�
�
Eastern Europe 	�
8.2�
-20.0�
0.7�
68.6�
1.8�
-26.3�
-43.0�
7.0�
�
Developed market economies 	�
35.2�
-13.8�
1.7�
47.0�
14.9�
-17.0�
-32.3�
-2.1�
�
European Union 	�
24.0�
-17.1�
3.5�
58.1�
10.8�
-19.6�
-31.4�
-6.3�
�
Developing economies 	�
14.9�
-15.8�
18.3�
44.5�
4.8�
-7.8�
-24.6�
-9.9�
�
Other CIS economies, to and from: �
�
�
�
�
�
�
�
�
�
World 	�
30.2�
-12.9�
-4.7�
37.9�
30.8�
-8.7�
-4.7�
22.0�
�
Intra-CIS 	�
10.8�
-22.0�
-21.2�
41.7�
15.6�
-14.3�
-21.2�
33.4�
�
Non-CIS economies 	�
19.4�
-4.4�
7.9�
35.8�
15.2�
-1.9�
7.9�
10.3�
�
ECE transition economies, to and from:�
�
�
�
�
�
�
�
�
�
World 	�
228.1�
-3.4�
-1.2�
28.2�
229.0�
0.5�
-9.9�
13.3�
�
Source:  National statistics and direct communications from national statistical offices to UN/ECE secretariat; for the Russian Federation, State Customs Committee data; for other CIS economies, CIS Interstate Statistical Committee.


Note:  There were changes in the methodology of foreign trade reporting in several east European and Baltic economies in 1998-2000.  In 1998, Slovakia, following the Czech Republic, began reporting foreign trade flows including imports for inward processing and exports after processing; in 1999, Poland changed its customs declaration system increasing substantially the coverage.  In 2000, Estonia in its basic trade statistics switched to a “special trade” reporting system; this change, however, is not yet reflected in the Baltic states aggregate above.  For details on prior-1998 changes see UN/ECE, Economic Bulletin for Europe, Vol. 48, 1996 and Vol. 49, 1997.


a	Growth rates are calculated on values expressed in dollars.


b	“Eastern Europe” refers to Albania, Bulgaria, Croatia, the Czech Republic, Hungary, Poland, Romania, Slovakia and Slovenia.  For lack of adequate data, the trade of Bosnia and Herzegovina, The former Yugoslav Republic of Macedonia and Yugoslavia is not covered.  The partner country grouping has been revised recently (subsequent changes back to 1980 were made also in appendix table B.13) following the changes in the national statistical sources.  Thus, the earlier reported “Transition economies” group is now replaced by “ECE transition economies”, which covers the east European countries, including the successor states of the former SFR of Yugoslavia, the Baltic states and the CIS.  “Developed market economies” excludes Turkey and includes Australia, New Zealand and South Africa.


c	January-September over same period of 1999. 


d	Including Bosnia and Herzegovina, The former Yugoslav Republic of Macedonia and Yugoslavia.











TABLE 3.6.4


Trade balances of eastern Europe, the Baltic states and the CIS, 1995-2000


(Billion dollars)


�
�
�
�
�
�
January-September�
�
�
1995�
1996�
1997�
1998�
1999�
1999�
2000�
�
Eastern Europe a�
�
�
�
�
�
�
�
�
World 	�
-19.9�
-31.9�
-34.6�
-36.1�
-33.4�
-23.2�
-24.7�
�
ECE transition economies 	�
-3.2�
-3.9�
-2.4�
-1.0�
-4.1�
-3.2�
-7.3�
�
Developed market economies 	�
-15.1�
-24.1�
-26.5�
-28.6�
-22.9�
-14.0�
-11.5�
�
European Union 	�
-10.6�
-18.0�
-19.6�
-21.5�
-16.5�
-9.6�
-6.6�
�
Developing economies 	�
-1.5�
-3.9�
-5.7�
-6.5�
-6.5�
-6.0�
-6.0�
�
Baltic states�
�
�
�
�
�
�
�
�
World 	�
-2.2�
-3.2�
-4.3�
-5.0�
-4.1�
-2.9�
-2.8�
�
ECE transition economies 	�
-0.5�
-0.3�
-0.2�
-0.6�
-1.4�
-1.0�
-1.5�
�
Developed market economies 	�
-1.6�
-2.6�
-3.7�
-3.9�
-2.3�
-1.6�
-1.1�
�
European Union 	�
-1.4�
-2.2�
-3.1�
-3.2�
-1.8�
-1.2�
-0.8�
�
Developing economies 	�
-0.1�
-0.3�
-0.5�
-0.5�
-0.4�
-0.3�
-0.3�
�
Russian Federation b�
�
�
�
�
�
�
�
�
World 	�
31.5�
39.1�
32.0�
27.7�
41.6�
27.5�
49.9�
�
Intra-CIS 	�
0.9�
1.3�
2.4�
2.4�
2.4�
1.4�
1.7�
�
Non-CIS economies 	�
30.6�
37.7�
29.6�
25.3�
39.3�
26.1�
48.2�
�
ECE transition economies 	�
5.5�
8.6�
8.0�
6.6�
8.9�
5.7�
11.1�
�
Eastern Europe 	�
4.3�
6.6�
5.9�
5.0�
6.4�
4.1�
7.8�
�
Developed market economies 	�
15.6�
18.8�
13.6�
12.6�
20.3�
13.5�
25.3�
�
European Union 	�
8.4�
11.5�
8.4�
7.5�
13.2�
8.6�
19.0�
�
Developing economies 	�
9.4�
10.3�
8.0�
6.2�
10.1�
6.8�
11.8�
�
Other CIS economies �
�
�
�
�
�
�
�
�
World 	�
-2.1�
-4.5�
-4.5�
-5.4�
-0.6�
-0.5�
2.8�
�
Intra-CIS 	�
-4.0�
-5.1�
-4.8�
-5.3�
-4.8�
-3.4�
-4.0�
�
Non-CIS economies 	�
1.8�
0.5�
0.3�
-0.1�
4.2�
2.9�
6.7�
�
ECE transition economies 	�
0.1�
0.1�
-0.7�
-0.1�
0.3�
-0.2�
..�
�
Eastern Europe 	�
-0.2�
-0.1�
-0.5�
-0.1�
–�
-0.2�
..�
�
Developed market economies 	�
-0.7�
-2.3�
-3.0�
-1.1�
-0.9�
-0.2�
..�
�
European Union 	�
-0.6�
-1.8�
-2.3�
-1.0�
-0.7�
-0.2�
..�
�
Developing economies 	�
3.0�
2.5�
4.0�
–�
0.4�
-0.2�
..�
�
Source:  National statistics and direct communications from national statistical offices to UN/ECE secretariat.


Note:  There were changes in the methodology of foreign trade reporting in several east European and Baltic economies in 1998-2000.  In 1998, Slovakia, following the Czech Republic, began reporting foreign trade flows including imports for inward processing and exports after processing; in 1999, Poland changed its customs declaration system increasing substantially the coverage.  In 2000, Estonia in its basic trade statistics switched to a “special trade” reporting system; this change, however, is not yet reflected in the Baltic states aggregate above.  For details on prior-1998 changes see UN/ECE, Economic Bulletin for Europe, Vol. 48, 1996 and Vol. 49, 1997.


a	Trade balances as from 1996 are derived from export and import data reported by Hungary according to the new methodology and those for January-June 1998 are derived from export and import data reported by Slovakia according to the new methodology.


b	For the Russian Federation: State Customs Committee data for 1995-2000. 











TABLE 3.6.5


Changes in the volume of foreign trade in selected east European and Baltic countries and the Russian Federation, 1997-2000


(Per cent)


�
Exports�
Imports�
�
�
�
�
�
2000 a�
�
�
�
2000 a�
�
�
1997�
1998�
1999�
Jan.-Mar.�
Jan.-Jun.�
Jan.-Sept.�
1997�
1998�
1999�
Jan.-Mar.�
Jan.-Jun.�
Jan.-Sept.�
�
CETE-4  	�
18.3�
12.3�
8.3�
22.7�
20.4�
19.9�
18.4�
15.1�
7.5�
15.3�
16.0�
14.9�
�
Czech Republic	�
14.2�
14.4�
9.7�
27.4�
19.2�
17.6�
7.6�
8.5�
5.8�
13.6�
18.2�
19.1�
�
Hungary 	�
29.9�
22.5�
15.9�
18.3�
21.2�
21.1�
26.4�
24.9�
14.3�
16.5�
18.1�
19.1�
�
Transition economies 	�
25.2�
4.7�
-9.3�
16.3�
22.7�
20.1�
5.3�
12.1�
6.0�
15.4�
15.5�
17.0�
�
European Union 	�
33.6�
24.1�
20.6�
19.5�
22.3�
21.8�
29.7�
23.8�
14.6�
10.9�
12.0�
11.9�
�
Poland 	�
13.7�
2.3�
2.0�
25.3�
23.6�
23.8�
22.0�
14.3�
4.4�
16.8�
15.5�
12.2�
�
Transition economies 	�
35.8�
-5.0�
-9.3�
30.2�
25.4�
24.0�
13.5�
12.6�
7.8�
20.7�
18.9�
18.9�
�
European Union 	�
11.9�
8.5�
5.4�
25.2�
24.6�
25.6�
25.2�
16.2�
4.1�
18.3�
15.4�
12.2�
�
Slovenia b 	�
11.4�
8.4�
2.4�
12.8�
11.8�
11.4�
9.6�
10.4�
7.5�
9.8�
6.0�
4.3�
�
Baltic states  	�
29.2�
6.4�
-7.7�
24.9�
22.4�
23.5�
..�
12.2�
-9.7�
13.3�
16.3�
15.8�
�
Estonia c 	�
51.1�
9.6�
-2.3�
32.3�
33.9�
34.7�
..�
9.5�
-10.6�
28.6�
34.4�
33.4�
�
Latvia 	�
20.3�
10.1�
-2.1�
13.9�
15.5�
12.3�
..�
21.3�
-3.2�
4.6�
6.5�
5.7�
�
Lithuania 	�
12.8�
1.3�
-16.3�
24.0�
17.0�
19.0�
24.6�
9.0�
-13.0�
5.6�
6.8�
7.1�
�
Total above 	�
19.2�
11.9�
7.0�
22.9�
20.6�
20.2�
..�
14.9�
5.9�
15.1�
16.0�
15.0�
�
Russian Federation 	�
1.8�
-0.3�
9.4�
9.3�
10.0�
9.9�
21.1�
-11.0�
-15.6�
22.7�
23.1�
24.7�
�
Non-CIS 	�
1.8�
-0.6�
11.3�
5.9�
7.1�
8.0�
31.7�
-8.4�
-19.4�
18.4�
19.0�
21.4�
�
CIS 	�
1.9�
0.8�
1.5�
26.3�
27.2�
22.2�
-1.8�
-18.4�
-4.8�
36.3�
35.3�
33.8�
�
Source:  UN/ECE secretariat calculations, based on national foreign trade statistics.


Note:  Dollar values of exports and imports in 1999 used for weights in calculating aggregate growth rates.


a	Over same period of 1999.


b	Changes in annual volumes for Slovenia are calculated on the basis of export (import) unit values indices and trade value growth as reported in Statistical Yearbook 1999 (Ljubljana), p. 371.  For 1999 and cumulative periods of 2000, as reported in IMAD, Slovenian Economic Mirror, Vol. VI and Spring Report (Ljubljana), 2000.


c	Although for basic trade statistics Estonia switched to the "special trade" reporting system as from 1 January 2000, volume indices in this table were calculated on export and import values under the "general trade" reporting system in order to be consistent with data used in tables 3.1.2 and 3.6.6.  According to data under the "special trade" reporting system, Estonia's export and import volumes grew by 39 and 32 per cent, respectively, in January-September 2000, year-on-year.














TABLE 3.6.6


Changes in commodity composition of foreign trade in eastern Europe and the Baltic states, 1996-2000 a


(Shares, growth rates in per cent)


�
Exports�
Imports�
�
�
Total�
0+1+4�
2�
3�
5+6�
7�
8+9�
Total�
0+1+4�
2�
3�
5+6�
7�
8+9�
�
Albania�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
11.1�
16.9�
4.1�
15.2�
1.7�
51.1�
100.0�
34.6�
1.2�
2.6�
24.4�
22.5�
14.8�
�
Structure 1999 	�
100.0�
8.7�
7.9�
2.2�
29.0�
5.7�
46.5�
100.0�
27.6�
5.7�
3.8�
26.4�
20.2�
16.3�
�
Growth rates in 2000 	�
-5.6�
-2.5�
-4.5�
-56.0�
19.0�
-63.6�
-0.9�
15.3�
0.1�
55.2�
55.6�
15.5�
22.6�
15.0�
�
Bosnia and Herzegovina�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
–�
25.9�
–�
29.3�
19.0�
25.9�
100.0�
28.6�
1.1�
7.2�
28.6�
25.6�
8.9�
�
Structure 1999 	�
100.0�
5.6�
23.9�
5.8�
29.5�
9.7�
25.5�
100.0�
20.1�
1.0�
6.6�
30.9�
26.5�
8.9�
�
Growth rates in 2000 	�
9.2�
-29.5�
4.5�
-5.8�
38.2�
28.1�
-10.8�
-14.0�
-19.5�
-12.7�
56.1�
-20.0�
-8.1�
-30.6�
�
Bulgaria �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
17.7�
5.1�
6.5�
44.8�
12.5�
13.5�
100.0�
7.6�
5.7�
33.7�
27.5�
16.0�
9.5�
�
Structure 1999 	�
100.0�
13.6�
7.0�
8.6�
34.4�
11.3�
25.1�
100.0�
5.8�
5.1�
21.5�
28.4�
29.1�
10.1�
�
Growth rates in 2000 	�
22.1�
-20.7�
22.0�
119.4�
33.0�
3.6�
10.7�
17.7�
-2.1�
15.4�
47.8�
19.7�
0.5�
14.8�
�
Croatia�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
11.4�
5.5�
9.2�
27.4�
21.4�
25.2�
100.0�
11.1�
2.8�
11.0�
28.7�
27.3�
19.1�
�
Structure 1999 	�
100.0�
9.4�
5.7�
7.8�
25.4�
29.1�
22.7�
100.0�
8.3�
2.2�
11.0�
28.2�
34.8�
15.5�
�
Growth rates in 2000 	�
3.7�
-11.8�
2.4�
45.0�
15.2�
0.6�
-11.5�
1.7�
0.1�
1.7�
41.2�
9.0�
-6.1�
-18.3�
�
Czech Republic �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
5.2�
4.9�
4.5�
37.8�
32.7�
14.8�
100.0�
6.9�
3.7�
8.7�
31.1�
38.1�
11.5�
�
Structure 1999 	�
100.0�
3.8�
3.8�
2.9�
33.4�
42.4�
13.6�
100.0�
5.6�
3.2�
6.7�
33.4�
39.5�
11.6�
�
Growth rates in 2000 	�
10.7�
10.7�
7.8�
26.6�
9.1�
14.2�
1.9�
16.3�
-3.4�
12.8�
77.3�
11.9�
16.9�
5.0�
�
Hungary �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
15.8�
3.8�
3.4�
24.9�
36.2�
15.8�
100.0�
4.7�
3.0�
11.8�
33.9�
36.2�
10.4�
�
Structure 1999 	�
100.0�
8.4�
2.0�
1.6�
17.6�
57.2�
13.1�
100.0�
3.2�
2.1�
5.6�
27.8�
50.1�
11.2�
�
Growth rates in 2000 	�
14.1�
2.3�
15.8�
22.4�
13.2�
19.0�
0.8�
15.3�
2.7�
13.3�
65.2�
8.8�
16.4�
5.8�
�
Poland �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
10.8�
3.4�
6.9�
33.6�
23.4�
22.0�
100.0�
9.7�
4.7�
9.1�
33.9�
33.0�
9.6�
�
Structure 1999 	�
100.0�
9.0�
3.1�
5.0�
31.7�
30.2�
21.0�
100.0�
6.7�
3.1�
7.1�
35.1�
38.2�
9.7�
�
Growth rates in 2000 	�
15.6�
3.0�
4.7�
17.8�
15.9�
31.5�
-0.1�
9.3�
-5.1�
19.7�
76.3�
6.7�
5.1�
-3.4�
�
Romania�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
8.5�
3.9�
7.4�
32.6�
13.6�
34.1�
100.0�
6.9�
5.3�
20.9�
31.3�
25.6�
9.9�
�
Structure 1999 	�
100.0�
4.4�
8.5�
4.9�
25.4�
16.8�
40.0�
100.0�
7.3�
3.7�
10.1�
40.2�
26.4�
12.3�
�
Growth rates in 2000 	�
23.9�
-20.7�
49.2�
92.4�
24.6�
29.9�
13.4�
25.7�
18.6�
47.1�
82.4�
15.6�
28.7�
11.4�
�
Slovakia �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
4.6�
4.5�
4.9�
50.7�
23.2�
12.2�
100.0�
7.4�
4.9�
16.8�
26.7�
35.2�
9.0�
�
Structure 1999 	�
100.0�
3.7�
3.8�
4.8�
35.4�
39.4�
13.0�
100.0�
6.4�
3.8�
12.9�
29.6�
37.7�
9.5�
�
Growth rates in 2000 	�
16.5�
-3.5�
-1.0�
77.2�
15.0�
17.1�
8.7�
9.9�
-8.2�
12.6�
59.2�
7.7�
1.8�
-1.7�
�
Slovenia �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
4.2�
1.7�
0.9�
38.0�
33.4�
21.9�
100.0�
7.8�
5.1�
8.0�
31.6�
33.7�
13.8�
�
Structure 1999 	�
100.0�
3.9�
1.9�
0.6�
37.1�
35.5�
21.0�
100.0�
6.3�
4.7�
6.4�
33.3�
37.0�
12.3�
�
Growth rates in 2000 	�
3.5�
-4.4�
9.3�
30.0�
8.4�
3.9�
-5.5�
1.8�
-4.3�
20.8�
56.3�
5.0�
-7.2�
-8.5�
�
The former Yugoslav Republic of Macedonia�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
21.1�
5.9�
0.9�
36.6�
7.7�
27.9�
100.0�
15.7�
4.8�
9.1�
29.4�
22.3�
18.6�
�
Yugoslavia �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
28.0�
4.7�
2.1�
42.2�
12.2�
10.8�
100.0�
13.4�
10.4�
13.9�
34.1�
19.4�
8.8�
�
Structure 1999 	�
100.0�
21.4�
5.5�
2.4�
40.7�
12.3�
17.7�
100.0�
9.9�
7.0�
17.8�
36.3�
21.7�
7.3�
�
Growth rates in 2000 	�
18.4�
-6.1�
69.0�
-70.0�
28.2�
24.2�
10.3�
24.3�
-14.0�
18.4�
32.4�
24.9�
39.6�
8.6�
�
Estonia b �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
15.1�
10.1�
6.4�
30.3�
19.8�
18.3�
100.0�
15.2�
3.5�
9.3�
30.7�
29.6�
11.8�
�
Structure 1999 	�
100.0�
10.9�
14.4�
4.5�
27.4�
24.7�
18.2�
100.0�
12.8�
4.7�
6.9�
30.2�
34.3�
11.1�
�
Growth rates in 2000 	�
27.3�
-13.4�
0.7�
44.2�
17.8�
86.0�
12.0�
23.9�
-6.7�
25.8�
36.4�
15.0�
47.3�
5.0�
�
Latvia �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
15.4�
20.1�
2.0�
31.1�
14.0�
17.4�
100.0�
12.7�
2.6�
21.6�
29.9�
22.6�
10.6�
�
Structure 1999 	�
100.0�
6.2�
32.5�
2.9�
31.9�
6.6�
19.8�
100.0�
12.2�
3.2�
10.7�
30.9�
29.9�
13.0�
�
Growth rates in 2000 	�
8.9�
-10.7�
6.5�
17.3�
9.2�
19.4�
14.2�
9.6�
7.9�
4.4�
39.8�
11.7�
-0.5�
8.3�
�
Lithuania �
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Structure 1996 	�
100.0�
16.2�
8.5�
14.9�
27.1�
19.0�
14.4�
100.0�
12.4�
5.0�
18.0�
29.2�
25.8�
9.5�
�
Structure 1999 	�
100.0�
11.7�
8.2�
14.4�
26.5�
16.6�
22.6�
100.0�
10.6�
5.0�
14.7�
31.8�
26.0�
11.9�
�
Growth rates in 2000 	�
27.9�
22.0�
21.3�
66.5�
14.0�
37.7�
14.5�
11.6�
4.3�
9.6�
66.3�
5.9�
1.0�
-12.9�
�
Source:  National statistics and direct communications from national statistical offices to UN/ECE secretariat.


Note:  Foreign trade growth is measured in current dollar values. Commodity groups are Sections of the United Nations Standard International Trade Classification (SITC Rev. 3): (0+1+4) – Food, beverages, agricultural products; (2) – Raw materials except fuel; (3) – Mineral fuels; (5+6) – Chemical products and intermediates; (7) – Machinery and transport equipment; (8+9) – Other manufactured goods. 


a	January-September 2000.	b	General trade system.








TABLE 3.6.7


Average import prices in dollars and volumes, Russian Federation, 2000


(Quarterly percentage changes on previous year)


�
Prices�
Volume�
�
�
All�
Non-CIS�
CIS�
All�
Non-CIS�
CIS�
�
Agriculture products�
�
�
�
�
�
�
�
QI 	�
-14.9�
-17.9�
-2.3�
20.5�
15.2�
50.2�
�
QII 	�
-12.9�
-14.8�
-4.3�
-0.1�
-4.4�
25.7�
�
QIII 	�
-9.4�
-12.2�
-1.0�
-13.4�
-21.1�
22.8�
�
Machinery/equipment�
�
�
�
�
�
�
�
QI 	�
-22.4�
-24�
-3.7�
3.4�
0.7�
50.4�
�
QII 	�
-23.2�
-24.9�
-9.9�
25�
23.3�
40.0�
�
QIII 	�
-21.6�
-24.3�
0.7�
49.4�
51.9�
31.2�
�
Source:  Russian Federation State Customs Committee, Tamozhennaya statistika vneshnei torgovli Rossiiskoi Federatsii, Quarterly Bulletins 1-3 (Moscow), 2000.


Note:  Excluding Belarus.











TABLE 3.6.8


CIS countries' trade with CIS and non-CIS, 1998-2000


(Value in million dollars, growth rates in per cent)


�
Exports�
Imports�
Trade balances�
�
�
Value�
Growth rates�
Value�
Growth rates�
�
�
January-September�
�
�
1998�
1999�
2000 a�
1998�
1999�
  2000 a�
1998�
1999�
1999�
2000�
�
Armenia 	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
140�
25.6�
21.8�
672.2�
-6.9�
17.0�
-532.2�
-450.0�
-300.0�
-344.5�
�
CIS 	�
80.5�
-29.8�
24.8�
230.2�
-23.7�
-8.2�
-149.7�
-119.0�
-97.4�
-76.1�
�
Azerbaijan 	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
374�
92.0�
325.9�
671.8�
5.8�
8.3�
-297.8�
8.0�
-210.7�
770.3�
�
CIS 	�
232.2�
-9.1�
25.2�
404.7�
-19.6�
14.8�
-172.5�
-114.0�
-102.7�
-103.9�
�
Belarus 	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
1 909.5�
19.7�
34.3�
2 994.8�
-20.5�
12.7�
-1 085.3�
-95.0�
-48.1�
308.6�
�
CIS 	�
5 160.2�
-29.5�
26.1�
5 554.5�
-22.9�
50.6�
-394.3�
-647.0�
-361.9�
-1 167.3�
�
Georgia 	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
85.2�
53.6�
74.7�
616.9�
-38.9�
11.1�
-531.7�
-246.0�
-189.5�
-159.6�
�
CIS 	�
107.2�
0.1�
25.8�
267.4�
-15.8�
0.7�
-160.2�
-118.0�
-83.7�
-64.3�
�
Kazakhstan 	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
3 266.3�
26.5�
69.3�
2 290.0�
-8.8�
-1.4�
976.3�
2 043�
1 182.7�
3 118.3�
�
CIS 	�
2 169.5�
-32.6�
100.4�
2 059.6�
-22.6�
75.6�
109.9�
-133.0�
-249.3�
-223.4�
�
Kyrgyzstan 	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
283�
-4.4�
7.5�
400.8�
-15.0�
-19.7�
-117.8�
-70.0�
-31.7�
28.8�
�
CIS 	�
230.6�
-20.5�
14.8�
440.7�
-41.2�
10.7�
-210.1�
-76.0�
-38.5�
-36.6�
�
Republic of Moldova 	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
203�
3.0�
-7.7�
583.5�
-41.0�
59.0�
-380.5�
-135.0�
-86.5�
-233.1�
�
CIS 	�
429.1�
-41.0�
12.1�
440.2�
-48.0�
10.4�
-11.1�
24.0�
5.3�
8.7�
�
Tajikistan  	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
393.8�
-5.1�
3.7�
264.8�
-44.0�
-36.8�
129.0�
225.0�
138.3�
196.2�
�
CIS 	�
202.8�
55.3�
24.5�
446.2�
15.4�
14.9�
-243.4�
-200.0�
-116.0�
-110.5�
�
Turkmenistan	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
441.8�
58.0�
84.4�
529.9�
84.6�
41.1�
-88.1�
-280.0�
-188.7�
-71.0�
�
CIS 	�
152.1�
221.5�
99.6�
477.6�
4.7�
28.8�
-325.5�
-11.0�
121.3�
476.0�
�
Ukraine  	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
8 435.1�
-1.3�
19.7�
6 778.6�
-24.7�
22.1�
1 656.5�
3 227�
2 611.3�
3 043.6�
�
CIS 	�
4 202.3�
-22.6�
35.1�
7 897.0�
-14.6�
20.8�
-3 694.7�
-3 491�
-2 464.0�
-2 649.0�
�
Uzbekistan  	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
2 423.2�
-15.5�
-16.1�
2 256.0�
-7.3�
-18.0�
167.2�
-45.0�
58.9�
80.0�
�
CIS 	�
794.9�
10.9�
33.0�
868.6�
-13.6�
24.8�
-73.7�
131.0�
-48.3�
-10.0�
�
Total above 	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
17 954.9�
7.9�
35.8�
18 059.3�
-15.9�
10.3�
-104.4�
4 181�
2 936.0�
6 737.6�
�
CIS 	�
13 761.4�
-21.2�
41.7�
19 086.7�
-18.3�
33.4�
-5 325.3�
-4 753�
-3 435.2�
-3 956.4�
�
Russian Federation  	�
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
57 614.5�
6.1�
51.2�
32 266.0�
-32.3�
-3.0�
25 348.5�
39 283�
26 069.0�
48 194.0�
�
CIS 	�
13 699.3�
-22.0�
38.9�
11 313.5�
-26.3�
44.1�
2 385.8�
2 350�
1 447.0�
1 714.0�
�
CIS total 	 �
�
�
�
�
�
�
�
�
�
�
�
Non-CIS 	�
75 569.4�
6.5�
47.5�
50 325.3�
-26.4�
2.3�
25 244.1�
43 464�
29 005.0�
54 931.6�
�
CIS 	�
27 460.7�
-21.6�
40.3�
30 400.2�
-21.3�
37.0�
-2 939.5�
-2 403�
-1 988.2�
-2 242.4�
�
Source:  CIS Statistical Committee, Statistical Bulletin 22(253), November 2000; for the Russian Federation, Russian Federation State Customs Committee, Tamozhennaya statistika vneshnei torgovli Rossiiskoi Federatsii (Moscow), various issues.  For Turkmenistan, Sotsialno-ekonomicheskoe polozhenie Turkmenistana, various issues.  For Uzbekistan, UN/ECE estimates.


a	January-September over same period of 1999.











TABLE 3.6.9


A sample of energy related disputes among the members of the CIS


Exporter /�        Partner�
Remarks�
�
Russian Federation�
�
�
Belarus 	�
In July 1997, Gazprom announced a cut in gas supplies by 25 per cent due to non-payment for previous deliveries.  At the time, the amounts owed were disputed, Belarus claiming $123 million, Gazprom $203 million.  More recently, Gazprom has regularly threatened to cut supplies because of delayed payment. �
�
Georgia 	�
In December 2000 and early January 2001, natural gas supplies were cut repeatedly by Inneftegazoi and Itera.  The gas is normally supplied to the United States-based AES group for electricity generation and distribution.�
�
Kazakhstan 	�
Turkmenistan has repeatedly complained that Gazprom, which controls the gas pipeline through Kazakhstan, has restricted its access to western markets.�
�
Republic of Moldova 	�
Gazprom has periodically cut off or reduced supplies because of chronic non-payment;  Romania and Ukraine have taken similar action because of unpaid electricity bills. The Republic of Moldova has been unsuccessful in getting a price reduction from the $80 and $65/1000 cubic metres charged by Gazprom and Itera, respectively.


In February 2001, Gazprom was reported to be considering discontinuing gas deliveries because  payments had fallen behind schedule.   This action had been considered earlier but was postponed during the winter.�
�
Ukraine 	�
In January 2001, Itera cut supplies to four Ukrainian thermal power plants because of mounting arrears ($64 million)  on gas payments.  In the first months of 2000 gas imports fell sharply due to non-payment causing the regulatory authority to declare a state of emergency in the electricity sector.  


Gazprom has repeatedly complained that Ukraine has engaged in the unauthorized removal of gas from the transit pipeline to western Europe.  In March 2001, Gazprom reported that it had sued Ukraine over this issue in an international court. 


In early 2000, Russian companies sharply cut deliveries of oil products because prices on the world market were higher and payment is in cash (Ukraine favours barter deals).�
�
Kazakhstan �
�
�
Kyrgyzstan 	�
In February 2001, the president of KazTransGas, the Kazakh pipeline company, complained that Kyrgyzgas was illegally taking gas from the pipeline which transits Kyrgz territory.�
�
Kyrgyzstan�
�
�
CIS 	�
Kyrgz has complained that Kazakhstan and Uzbekistan refuse to pay market prices for its electricity exports.�
�
Turkmenistan�
�
�
CIS 	�
In 1993-1995, Turkmenistan searched for alternative markets in the Caucasian Republics, but these countries were unable to pay.  Only 50 per cent of payments due were received in the first two years of the contract period.  


In 1994, gas production collapsed following the decision by Gazprom to stop Turkmen exports to European markets through its pipelines.�
�
Russian Federation 	�
In December 2000, the government announced that it was set to stop gas deliveries to Russia (some of which are intended for the west European market) because of failure to reach agreement on the price.  Turkmenistan insists that a price of $40 per 1000 cubic metres is necessary to cover extraction and transport costs.  �
�
Ukraine 	�
In March 1997, Turkmenistan decided to suspend exports to Ukraine because of persistant non-payment and disputes with Gazprom.


In January 1999, Turkmenistan resumed exports to Ukraine, but due to lack of full payment, they were suspended in May 1999.  Only 40 per cent of the payment due was to be settled in cash.  Deliveries were resumed in 2000.�
�
Uzbekistan �
�
�
CIS area 	�
Uzbekistan earns fees from pipelines that transit its territory. Attempts to increase fees to what it considers market levels are said to be met with resistance and threats of commercial retaliation. �
�
Kyrgyzstan 	�
Uzbekistan cut off supplies in December 2000 demanding $1.6 million in cash or $3 million in kind. In February 2001, gas supplies to Kyrgzstan were terminated again because arrears had not been cleared.  Kyrgzstan's inability to pay several gas suppliers has resulted in regular interruptions of deliveries.�
�
Source:  Press reports; BBC, Summary of World Broadcasts; Economist Intelligence Unit, Country Reports; Oxford Analytica.











TABLE 3.6.10


Trade in energy products in selected CIS economies, January-September 2000


(Tons, cubic meters, kilowatt hours)


�
Crude oil (thousand tons)�
Oil products (thousand tons)�
Natural gas (million m3)�
Electricity (million kwh)�
�
Exports to:�
CIS�
Non-CIS�
CIS�
Non-CIS�
CIS�
Non-CIS�
CIS�
Non-CIS�
�
Exports�
�
�
�
�
�
�
�
�
�
Armenia 	�
..�
..�
..�
..�
..�
..�
469�
247�
�
Azerbaijan 	�
128�
5 122�
208�
1 484�
..�
..�
632�
..�
�
Belarus 	�
1�
350�
1 572�
4 655�
..�
..�
..�
..�
�
Kazakhstan 	�
6 200�
14 900�
88�
759�
3 700�
..�
..�
..�
�
Kyrgyzstan 	�
..�
..�
..�
..�
..�
..�
3 078�
..�
�
Republic of Moldova	�
..�
..�
..�
..�
..�
2�
..�
..�
�
Russian Federation 	�
12 600�
95 581�
2 624�
47 100�
44 800�
98 087�
6 434�
4 095�
�
Tajikistan 	�
..�
..�
..�
..�
..�
..�
3 155�
..�
�
Turkmenistan 	�
182�
1 075�
..�
2 107�
21 200�
1 800�
..�
..�
�
Ukraine 	�
..�
251�
32�
1 349�
124�
2 323�
1 424�
1 949�
�
Net exports�
�
�
�
�
�
�
�
�
�
Armenia 	�
-9�
–�
-45�
-232�
-1 420�
–�
463�
-121�
�
Azerbaijan 	�
128�
5 122�
154�
1 477�
–�
–�
108�
-550�
�
Belarus 	�
-9 299�
350�
796�
4 647�
-12 400�
–�
–�
–�
�
Kazakhstan 	�
5 619�
14 900�
-810�
731�
920�
–�
-2 285�
–�
�
Kyrgyzstan 	�
–�
–�
-174�
0�
-401�
–�
3 078�
–�
�
Republic of Moldova	�
–�
–�
-77�
-188�
-741�
2�
-1 277�
-256�
�
Russian Federation 	�
8 249�
95 581�
2 463�
47 017�
44 800�
98 087�
6 434�
4 095�
�
Tajikistan 	�
–�
–�
-155�
–�
-502�
–�
-747�
–�
�
Turkmenistan 	�
182�
1 075�
–�
2 107�
21 200�
1 800�
–�
–�
�
Ukraine 	�
-3 853�
251�
-2 733�
456�
-41 321�
2 323�
1 368�
1 949�
�
Source:  National statistics; UN/ECE secretariat calculations.











TABLE 3.6.11


Net capital flows into eastern Europe, the Baltic states and the CIS, 1997-2000


(Billion dollars, per cent)


�
Capital and financial account flows a�
Changes in official reserves b�
�
�
Billion dollars�
Capital flows/GDP�
Billion dollars�
Reserves/GDP b�
�
�
�
�
�
Jan.-Sept.�
�
�
�
�
�
�
�
�
�
�
�
�
1997�
1998�
 1999�
1999�
2000�
2000�
1998�
1999�
  2000 c�
1998�
1999�
  2000 c�
1998�
1999�
  2000 c�
�
Eastern Europe d 	�
20.6�
25.8�
27.0�
15.5�
15.4*�
24.4*�
6.7�
7.3�
6.6�
8.1�
6.2�
5.4*�
2.1�
1.7�
1.5�
�
Albania 	�
0.3�
0.1�
0.3�
0.2�
0.3*�
0.5*�
3.5�
7.6�
12.1�
0.1�
0.1�
–*�
2.1�
3.4�
-1.3�
�
Bosnia and Herzegovina 	�
1.2�
0.7�
1.4�
1.1*�
0.6*�
0.9*�
16.1�
31.2�
18.3�
-0.1�
0.4�
–*�
-2.5�
9.9�
0.6�
�
Bulgaria 	�
0.6�
0.5�
1.2�
0.4�
0.5�
1.1�
4.3�
9.5�
8.9�
0.5�
0.5�
0.4�
3.8�
4.3�
3.3�
�
Croatia 	�
2.8�
1.7�
2.0�
0.9�
0.6�
1.2*�
7.8�
9.7�
6.5�
0.2�
0.4�
0.5*�
0.7�
2.1�
2.5�
�
Czech Republic 	�
1.4�
3.3�
3.2�
1.1�
1.8�
3.2�
5.8�
6.1�
6.4�
1.9�
1.7�
0.8�
3.4�
3.1�
1.7�
�
Hungary 	�
0.8�
3.1�
4.4�
2.6�
1.7�
2.8�
6.6�
9.1�
6.0�
0.8�
2.3�
1.1�
1.7�
4.8�
2.3�
�
Poland 	�
7.4�
12.8�
11.7�
8.0�
7.1�
10.6�
8.1�
7.6�
6.7�
5.9�
0.2�
0.6�
3.7�
0.1�
0.4�
�
Romania 	�
3.8�
2.1�
1.5�
0.8�
1.2�
2.3�
5.1�
4.3�
6.3�
-0.8�
0.2�
0.9�
-2.0�
0.5�
2.5�
�
Slovakia 	�
2.0�
1.5�
1.8�
1.0�
1.4�
1.5�
7.1�
9.1�
8.0�
-0.5�
0.7�
0.8�
-2.6�
3.7�
4.3�
�
Slovenia 	�
1.3�
0.3�
0.7�
0.4�
0.5�
0.8�
1.6�
3.5�
4.2�
0.2�
-0.1�
0.2�
0.8�
-0.4�
1.0�
�
The former Yugoslav


  Republic of Macedonia 	�
0.3�
0.4�
0.3�
0.1�
0.2�
0.4*�
10.0�
8.0�
10.2�
–�
0.1�
0.2*�
1.2�
4.1�
4.5�
�
Yugoslavia 	�
1.8�
1.1�
1.3�
1.0*�
1.2�
..�
6.7�
8.2�
6.2�
-0.1�
-0.1�
0.1�
-0.7�
-0.4�
0.4�
�
Baltic states 	�
2.4�
2.9�
2.2�
1.2�
1.0�
..�
13.0�
9.8�
..�
0.4�
0.1�
..�
2.0�
0.3�
..�
�
Estonia 	�
0.8�
0.5�
0.4�
0.1�
0.2�
0.5�
9.4�
8.0�
9.3�
–�
0.1�
0.1�
0.2�
2.2�
2.5�
�
Latvia 	�
0.4�
0.7�
0.8�
0.4�
0.3�
..�
11.3�
11.9�
5.7�
–�
0.1�
–�
0.6�
2.3�
0.1�
�
Lithuania 	�
1.2�
1.7�
1.0�
0.7�
0.5�
..�
15.8�
9.4�
5.5�
0.4�
-0.2�
0.1�
3.7�
-1.8�
1.6�
�
CIS 	�
6.8�
-0.4�
-20.6�
-12.4*�
-21.6*�
..�
-0.1�
-7.4�
..�
-7.1�
2.6�
..�
-1.8�
0.9�
..�
�
Armenia 	�
0.4�
0.5�
0.3�
0.2�
0.2�
..�
24.1�
17.8�
15.5�
0.1�
–�
–�
2.8�
1.1�
-0.5�
�
Azerbaijan 	�
1.2�
1.3�
0.8�
0.9�
–�
..�
30.3�
18.4�
-1.4�
–�
0.2�
–�
-0.4�
5.1�
0.5�
�
Belarus 	�
0.7�
0.8�
0.2�
–�
0.3�
0.2�
6.8�
1.4�
2.3�
-0.1�
–�
0.1�
-0.5�
-0.3�
0.7�
�
Georgia 	�
0.3�
0.3�
0.2�
0.1�
0.1*�
..�
9.6�
5.8�
3.1�
-0.1�
–�
-0.1*�
-1.9�
-1.1�
-4.4�
�
Kazakhstan 	�
1.3�
0.9�
0.3�
0.4�
-0.4�
..�
4.1�
1.8�
-3.0�
-0.3�
0.1�
0.2�
-1.4�
0.5�
1.8�
�
Kyrgyzstan 	�
0.2�
0.4�
0.2�
0.1�
0.1�
..�
22.8�
20.1�
6.4�
–�
0.1�
–�
-0.4�
5.0�
2.4�
�
Republic of Moldova 	�
0.3�
0.1�
0.1�
0.1�
0.1�
..�
6.2�
7.4�
9.8�
-0.2�
0.1�
–�
-13.1�
4.5�
2.0�
�
Russian Federation 	�
-0.1�
-6.0�
-23.3�
-14.7�
-20.3�
..�
-2.1�
-12.4�
-11.7�
-5.3�
1.8�
13.3�
-1.9�
1.0�
7.6�
�
Tajikistan 	�
0.1�
0.1�
–�
–*�
-0.1*�
..�
10.9�
-2.3�
-10.7�
–�
–�
–*�
1.7�
-0.7�
-0.3�
�
Turkmenistan 	�
0.7�
1.0�
0.9�
0.6*�
0.2*�
..�
36.3�
28.0�
4.6�
0.1�
0.1�
0.2*�
3.3�
2.0�
6.1�
�
Ukraine 	�
1.7�
–�
-0.6�
-0.2�
-1.7�
..�
-0.1�
-1.9�
-7.6�
-1.3�
0.3�
-0.1�
-3.2�
1.0�
-0.6�
�
Uzbekistan 	�
0.1�
0.1�
0.3�
0.2�
0.1�
..�
0.7�
1.5�
1.1�
–�
0.1�
0.1�
–�
0.4�
1.3�
�
Total above d 	�
29.9�
28.2�
8.7�
4.4*�
-5.3*�
..�
3.5�
1.3�
..�
1.4�
8.8�
..�
0.2�
1.3�
..�
�
Memorandum items:�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Russian Federation e	�
5.0�
2.7�
-16.0�
-11.6�
-12.9�
..�
1.0�
-8.5�
-7.4�
-5.3�
1.8�
13.3�
-1.9�
1.0�
7.6�
�
CETE-5 	�
12.9�
21.0�
21.9�
13.1�
12.6�
18.9�
6.9�
7.4�
6.5�
8.3�
4.8�
3.5�
2.7�
1.6�
1.2�
�
SETE-7 d 	�
7.8�
4.8�
5.2�
2.4�
2.8*�
5.5*�
5.8�
7.0�
7.3�
-0.1�
1.4�
1.9*�
-0.2�
1.9�
2.6�
�
Asian CIS 	�
4.2�
4.7�
3.0�
2.5*�
–*�
..�
8.9�
6.2�
0.1�
-0.2�
0.5�
0.5*�
-0.5�
1.0�
1.4�
�
Three European CIS f 	�
2.8�
0.9�
-0.3�
-0.1�
-1.4�
..�
1.6�
-0.7�
-4.5�
-1.6�
0.3�
-0.1�
-2.9�
0.7�
-0.2�
�
Source:  National balance of payments statistics; UN/ECE secretariat estimates; IMF projections for Bosnia and Herzegovina in 2000. 


a	Including IMF funds and errors and omissions.


b	A positive sign indicates an increase in reserves.  Reserves/GDP is the ratio of change in reserves to the level of GDP (in per cent).


c	January-September for Yugoslavia, Latvia, Lithuania and the CIS (except Belarus).


d	Excludes Bosnia and Herzegovina and Yugoslavia.


e	Excluding errors and omissions.


f	Belarus, Republic of Moldova and Ukraine.











TABLE 3.6.12


Net capital flows into eastern Europe, the Baltic states and selected CIS, by type of capital, 1998-2000


(Billion dollars)


�
Eastern Europe a�
Baltic states�
Three European CIS b�
Asian CIS�
�
�
�
�
�
�
�
Jan.-Sept.�
�
�
Jan.-Sept.�
�
�
�
�
1998�
1999�
 2000*�
1998�
1999�
1999�
2000�
1998�
1999�
1998�
1999�
1998�
 1999*�
�
Capital and financial account 	�
23.7�
22.4�
19.6�
2.5�
2.3�
1.3�
0.9�
1.6�
0.9�
0.9�
-1.5�
5.7�
3.4�
�
Capital and financial account c	�
25.8�
27.0�
24.4�
2.9�
2.2�
1.2�
1.0�
0.9�
-0.3�
-0.1�
-1.4�
4.7�
3.0�
�
of which:�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
FDI 	�
14.3�
18.4�
20.7�
1.8�
1.0�
0.7�
0.7�
1.0�
1.0�
0.7�
0.6�
3.0�
2.6�
�
Portfolio investment 	�
4.2�
2.7�
2.4�
-0.1�
0.8�
0.5�
0.4�
–�
-0.1�
-0.1�
–�
0.1�
–�
�
Medium-, long-term funds 	�
3.0�
4.5�
2.8�
0.5�
0.4�
0.4�
-0.1�
1.6�
1.3�
1.0�
-2.1d�
3.7d�
1.6d�
�
Short-term funds 	�
1.8�
-3.5�
-6.7�
0.3�
–�
-0.3�
-0.1�
-1.1�
-1.4�
-0.9�
–d�
..�
..�
�
Errors and omissions 	�
2.0�
4.6�
4.8�
0.4�
–�
-0.1�
0.1�
-0.7�
-1.2�
-1.0�
0.1�
-1.0�
-0.3�
�
Memorandum item:�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Short-term investment e	�
8.1�
3.8�
0.5�
0.6�
0.8�
0.1�
0.4�
-1.8�
-2.7�
-2.0�
0.1�
..�
..�
�
Source:  UN/ECE secretariat estimates, based on national balance of payments statistics.


a	Excludes Bosnia and Herzegovina and Yugoslavia.


b	Belarus, Republic of Moldova and Ukraine.


c	Including errors and omissions.


d	In Belarus and the Asian CIS, short-term funds are included in medium-term funds.


e	Portfolio investment, short-term funds and errors and omissions.











TABLE 3.6.13


Selected external financial indicators for eastern Europe, the Baltic states and the CIS, 1997-2000


(Million dollars, per cent)


�
�
�
�
�
�
�
�
Gross debt/GDP�
Official reserves�
�
�
Gross debt (million dollars)�
Gross debt/exports (per cent) a�
(per cent)�
(millions)�
Months of imports a�
�
�
1997�
1999�
2000�
1997�
1998�
1999�
2000�
1997�
1999�
2000�
1999�
2000�
1999�
2000�
�
Eastern Europe b 	�
138 546�
164 094�
164 831�
98�
106�
113�
102�
39�
44�
45�
64 428�
69 768�
4.4�
4.4�
�
Albania 	�
757�
972�
1 143c�
263�
225�
154�
194�
33�
26�
31�
369�
352�
4.0�
3.0�
�
Bosnia and Herzegovina 	�
4 076�
3 095�
2 632�
395�
179�
199�
174�
111�
68�
53�
475�
488�
2.0�
2.2�
�
Bulgaria 	�
9 760�
10 204�
10 364�
135�
163�
168�
142�
96�
82�
84�
3 083�
3 342�
5.3�
4.8�
�
Croatia 	�
7 452�
9 852�
10 100�
87�
107�
118�
115�
37�
49�
53�
3 025�
3 524�
3.5�
4.1�
�
Czech Republic 	�
21 617�
22 863�
20 084d�
69�
69�
66�
51�
41�
43�
39�
12 806�
13 018�
4.2�
3.8�
�
Hungary 	�
24 395�
29 336�
30 757�
91�
98�
104�
94�
53�
61�
66�
10 954�
11 190�
4.3�
3.9�
�
Poland	�
49 648�
64 350�
63 769d�
153�
162�
204�
187�
34�
41�
40�
24 535�
26 562�
6.1�
6.4�
�
Romania 	�
9 585�
9 105�
9 917�
94�
101�
91�
80�
27�
27�
27�
2 687�
3 922�
2.7�
3.2�
�
Slovakia 	�
9 900�
10 518�
11 000�
82�
89�
84�
76�
49�
53�
57�
3 371�
4 022�
2.9�
3.2�
�
Slovenia 	�
4 123�
5 400�
6 217�
38�
43�
49�
56�
23�
27�
34�
3 168�
3 196�
3.2�
3.2�
�
The former Yugoslav 


  Republic of Macedonia 	�
1 310�
1 494�
1 480�
93�
99�
101�
89�
35�
44�
42�
430�
640�
2.6�
3.2�
�
Yugoslavia 	�
15 107�
13 100�
12 200�
466�
359�
652�
509�
77�
80�
49�
130�
524�
0.4�
1.6�
�
Baltic states 	�
8 465�
11 262�
12 022�
70�
75�
98�
89�
43�
50�
53�
2 889�
3 084�
2.5�
2.4�
�
Estonia 	�
2 562�
2 879�
3 026�
69�
68�
71�
62�
55�
56�
62�
853�
921�
2.3�
2.1�
�
Latvia 	�
2 756�
3 854�
4 328d�
90�
93�
125�
129�
49�
58�
65�
840�
851�
2.6�
2.5�
�
Lithuania 	�
3 147�
4 528�
4 668d�
59�
69�
104�
87�
33�
43�
42�
1 195�
1 312�
2.5�
2.5�
�
CIS 	�
197 247�
222 046�
222 140�
128�
171�
174�
131�
36�
80�
65�
15 559�
32 325�
1.7�
3.1�
�
Armenia e 	�
 806�
 907�
907f�
172�
179�
190�
170f�
49�
49�
48f�
319�
318�
4.0�
3.8�
�
Azerbaijan 	�
 452�
968�
1 158c�
39�
63�
73�
47�
11�
21�
24�
673�
680�
4.0�
3.5�
�
Belarus 	�
2 149�
2 394�
2 400*�
26�
31�
37�
30�
16�
22�
23�
294�
330�
0.5�
0.5�
�
Georgia e 	�
1 506�
1 723�
1 807�
168�
198�
227�
218�
42�
61�
58�
132�
109�
1.4�
1.1�
�
Kazakhstan g 	�
7 750�
12 051�
12 328d�
99�
145�
172�
113�
24�
71�
68�
1 479�
1 594�
2.4�
1.9�
�
Kyrgyzstan e 	�
1 356�
1 647�
1 705d�
199�
243�
306�
298�
77�
134�
133�
230�
239�
3.5�
3.8�
�
Republic of Moldova g 	�
1 286�
1 475�
1 472d�
108�
156�
203�
185�
67�
126�
117�
 186�
230�
2.6�
2.5�
�
Russian Federation 	�
167 400�
181 300�
182 500c�
156�
209�
205�
153�
39�
97�
74�
8 457�
24 264�
1.6�
4.0�
�
Tajikistan e 	�
1 104�
1 213�
1 213f�
144�
189�
167�
145f�
119�
111�
123f�
58�
78�
0.9�
1.2�
�
Turkmenistan h 	�
1 356�
2 134�
2 300*�
113�
166�
132�
81�
51�
65�
52�
1 443�
1 700�
6.9�
7.3�
�
Ukraine e h 	�
9 555�
12 438�
10 350�
47�
65�
76�
53�
19�
42�
32�
1 046�
1 382�
0.8�
0.9�
�
Uzbekistan h 	�
2 527�
3 795�
4 000*�
61�
91�
120�
132�
17�
22�
30�
1 242�
1 400�
4.4�
5.6�
�
Total above b 	�
344 258�
397 402�
398 993�
112�
133�
140�
116�
37�
59�
55�
82 875�
105 177�
3.4�
3.8�
�
Memorandum items:�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
CETE-5 	�
109 683�
132 467�
131 827�
97�
103�
112�
101�
39�
45�
45�
54 833�
57 988�
4.6�
4.6�
�
SETE-7 b 	�
28 864�
31 627�
33 004�
104�
119�
119�
108�
40�
43�
44�
9 594�
11 780�
3.5�
3.8�
�
Asian CIS 	�
16 857�
24 439�
25 418�
98�
138�
156�
115�
28�
50�
53�
5 575�
6 118�
3.5�
3.3�
�
Three European CIS i 	�
12 990�
16 307�
14 222�
43�
58�
69�
50�
20�
39�
32�
1 526�
1 942�
0.8�
0.8�
�
Armenia g 	�
..�
921�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Georgia g 	�
..�
2 195�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
..�
�
Source:  National statistics; IMF, International Financial Statistics (Washington, D.C.), March 2001; IMF, Staff Country Reports; press reports; UN/ECE secretariat estimates.


Note:  For several countries, debt ratios reflect estimates of gross debt for end-2000 which differ from end-September data.


a	Exports of merchandise and services, and income receipts.  Total imports of merchandise and services, and income payments. For Poland, exports exclude net receipts from non-classified current account items.  


b	Excludes Bosnia and Herzegovina and Yugoslavia.


c	IMF projections.


d	September.


e	Excludes cross-border inter-enterprise arrears.


f	Gross debt assumed to be the same as end 1999.


g	Includes cross-border inter-enterprise arrears.


h	Government and government guaranteed debt only.


i	Belarus, Republic of Moldova and Ukraine.











TABLE 3.6.14


Selected inter-CIS debt operations, 1995-2000


(Million dollars)


Creditor country /�                 Debtor country�
Debt�
Debt restructuring�
Remarks�
�
Russian Federation a�
�
�
�
�
Armenia 	�
94.6�
Rescheduled in 1997 to 2000.�
As of 1999 repayment has been accepted in form of debt equity swaps.�
�
Azerbaijan 	�
96.3�
Rescheduled in 1997.  Debt was built up under bilateral agreements in 1992-1993.�
None of this debt has been serviced. Azerbaijan claims that its exports in 1993 have not been paid for. �
�
Belarus 	�
53.5�
Public debt was rescheduled in 1995 to 2000-2007.  In 1996 Russia cancelled $471 of technical credits.�
In the first quarter of 2000, total arrears (mainly to Russia) amount to $462, of which $304 was for gas and $107 for electricity.  Belarus claims it should be credited for services worth $850 million per annum (e.g. for maintaining Russian military installations). Belarus has settled debt in barter.  �
�
Georgia b 	�
181.3�
Rescheduled in 1995-1997 to 2000-2007; in 2001, some debt was rescheduled by the Paris Club.   �
�
�
Kazakhstan 	�
1 720.0�
In January 1999, Russia agreed to restructure the debt as payment for the use of the space center at Baikonour.�
In 1999, arrears to UES, the Russian electricity distributor, amounted to $410, which Kazakhstan agreed to pay off with coal deliveries.�
�
Kyrgyzstan 	�
153.9�
Two restructurings have been agreed, most recently in 1999-2000, postponing payments to 2001-2010.�
The initial debt  was built up under bilateral aggreements in 1992-1993.  Partial payment will be made in construction material and a swap for equity. �
�
Republic of Moldova 	�
99.9�
In 1996, claims of $89 were restructured; later, payments were postponed to 2005-2010.  In 1997, some arrears to Gazprom were converted to $140 of state bonds, but in 1999 the bonds were bought back at a heavily discounted price.  In 1999, Gazprom swapped $47 of arrears for a majority interest in Moldovagaz, and in 2000, Gazprom accepted a $90 promissory note in a further partial clearing of gas arrears. �
At end 1999, the Republic of Moldova accumulated arrears on government and guaranteed debt of $95; energy arrears amounted to $416, of which about $330 was mainly to Russia (for gas) and Ukraine (electricity).  The Republic of Moldova has paid in goods and constructed housing in Russia.�
�
Tajikistan 	�
300.8�
Rescheduled in 1996 to 1999-2008.�
The debt had not been serviced (at least through 1999).�
�
Turkmenistan 	�
150.4�
�
Most of the debt consists of arrears; Turkmenistan admits to only $107.�
�
Ukraine 	�
2 041.7�
First rescheduling was in 1995.  Ukraine has sought rescheduling by the Paris Club in 2001.�
In January 2001, Ukraine was in arrears on gas payments by $1.4 billion- $2.3 billion.�
�
Uzbekistan  	�
539.4�
Rescheduled in 1995-1998.  �
The Uzbek government admits to only a fraction of this amount, and as of early 1999 had not made any payments. �
�
Total above 	�
5 431.8�
�
�
�
Armenia�
�
�
�
�
Georgia b 	�
20.0�
Rescheduled in 1995-1997.�
�
�
Azerbaijan�
�
�
�
�
Georgia b 	�
16.0�
Rescheduled in 1995-1997.�
�
�
Kazakhstan�
�
�
�
�
Georgia b 	�
28.0�
Rescheduled in 1995-1997.�
�
�
Kyrgyzstan 	�
..�
Balances in correspondent accounts were rescheduled as government debt.�
Debt was built up under bilateral aggreements in 1992-1993.�
�
Tajikistan 	�
18.0�
Rescheduled in 1995-1998 to 2003-2013.�
�
�
Kyrgyzstan�
�
�
�
�
Tajikistan 	�
2.4�
Rescheduled in 1998 to 2000-2007.�
�
�
Turkmenistan c�
�
�
�
�
Armenia 	�
42.3�
Gas debt of $22.3 was rescheduled to 1997-2001; again in 2000 to 2002-2004. �
Total debt includes $20 gas debt assigned from Itera.�
�
Azerbaijan 	�
53.4�
Gas debt of $31.8 was rescheduled in 1995. �
In 2000, Turkmenistan claimed a total of $58.9 of which $33.8 is gas related (for deliveries in 1993-1994), but Azerbaijan admits a gas debt of only $18.7 million. Interbank net positions of $21.7 are outstanding.�
�
Georgia b 	�
374.4�
$46 of penalties were cancelled; gas debt was rescheduled to 1998-2002. A new rescheduling was agreed in conjunction with the Paris club agreement in 2001. �
$59 was overdue as of January 1999. Repayment in any form is acceptable.�
�
Kazakhstan 	�
49.0�
�
In 1998, the debt consisted of $17 for gas (delivered in 1994) and $27.8 for electricity (1995-1999).  Kazakhstan had denied liability for inter-enterprise arrears, but in early 2000 it acknowledged part of the gas and all the electricity debt (now totalling $52.7). �
�
(For source and notes see end of table.)








TABLE 3.6.14 (concluded)


Selected inter-CIS debt operations, 1995-2000


 (Million dollars)


Creditor country /�                 Debtor country�
Debt�
Debt restructuring�
Remarks�
�
Turkmenistan�
�
�
�
�
Russian Federation 	�
141.6�
Rescheduled gas debt, to Itera ($34.6). �
Interbank settlements of $107 are outstanding. �
�
Tajikistan 	�
30.1�
�
$27 dates from 1992-1994, including electricity deliveries ($5.9 remains unsettled), and $16.8 of interbank settlements (rouble balances are agreed but not the exchange rates for conversion).�
�
Ukraine 	�
674.9�
Gas debt of $387.2 was rescheduled to 1997-2001.  Ukraine seeks a rescheduling in parallel with a Paris Club deal in 2001.�
In early 2000, Ukraine admitted (additional) unpaid gas deliveries of $280 million, which seems to reflect some repayment in 1999 in cash, goods and construction work. $19.5 is owed to Itera for deliveries in 1996-1997; interbank transactions of $19.5 are outstanding. �
�
Uzbekistan  	�
10.3�
Regulated in agreements from March and May 1998.�
The debt resulted from trade in 1997-1998.�
�
Total above 	�
1 376.0�
�
�
�
Uzbekistan�
�
�
�
�
Kazakhstan 	�
3.8�
�
Gas arrears were paid off with 200 tractors.�
�
Kyrgyzstan 	�
14.0�
�
Initial debt  was built up under bilateral agreements in 1992-1993.  In 1999, part of the debt was settled in wheat.�
�
Tajikistan 	�
142.0�
Rescheduled in 1995-1998 to 1998- 2010.�
Debt is serviced in part by the provision of rail services.�
�
Georgia 	�
..�
Rescheduled in 1995-1997.�
�
�
Source:  IMF, Staff Country Reports; BBC, Summary of World Broadcasts; Economist Intelligence Unit, Country Reports; press reports.


a	All obligations to the Russian Federation are as of 1 March 1998; L. Kossikova, “L’endettement des pays de la CEI envers la Russie”, le courrier des pays de l’Est, No. 445, December 1999.


b	The bilateral debt was rescheduled at a uniform 4 per cent rate but the amortization and grace periods vary.


c	All obligations to Turkmenistan are as of August 1998 - June 1999. 














�	Statistics for the volume of trade are not available for all the east European and Baltic countries; however the partial data in table 3.6.5 outline the main trends in the aggregate real flows.


�	Volume trade data are even more scarce for the CIS countries than for central Europe.  To the extent that some partial data exist, they indicate that the volume of commodity exports of these countries increased little in 2000 (section 3.6).  The trade data for Russia suggest that the volume of imports increased much faster than the volume of exports in 2000 (table 3.6.5); nevertheless there was a substantial improvement in the Russian merchandise trade balance (table 3.1.2).


�	The preliminary national account statistics for Russia provide strong evidence in support of this conjecture despite the relatively restrictive stance of fiscal policy (section 3.2.2); in 2000, the main contribution to growth came from domestic consumption (4.5 percentage points) and fixed investment (2.2 percentage points), while the net trade effect accounted for just 0.6 per cent of GDP growth (table 3.3.3).  Due to the absence of adequate data it is not possible to test this hypothesis for all the commodity exporting countries.


�	The failure to capitalize fully on this window of opportunity has been admitted by high-level Russian officials such as Andrei Illarionov, the chief economic adviser to the Russian president.  The Economist, 27 January 2001, p. 85.


�	See the proceedings of the seminar, Currency Boards – Experience and Prospects, organized by the Bank of Estonia (Tallinn), 5-6 May 2000 (www.ee/epbe/en/monetary_policy.html).


�	This is not fully in line with the current framework of the European Monetary System, which requires a minimum adjustment period of two years under the ERM-2 exchange rate mechanism before eventually introducing the single currency.  However, it can be argued that the EMU norms do not preclude such a transitory arrangement.  A.-M. Gulde, J. Kahkonen and P. Keller, Pros and Cons of Currency Board Arrangements in the Lead-Up to EU Accession and Participation in the Euro Zone, IMF Policy Discussion Papers PDP/00/1 (Washington, D.C.), February 2000.  The practical feasibility of such a policy remains an open question.


�	The required reserve ratio defines a portion of the liabilities (in the first place deposits of clients) of commercial banks and other financial institutions subject to reserve requirements that have to be set aside in a special account kept with the central bank.  The required reserves serve as a precaution against withdrawals of deposits but they are also used by central banks as a tool of monetary policy (as the reserve ratio affects money supply).


�	In February 2001 the reserve ratio in Hungary was reduced from 11 to 7 per cent, after a 1 percentage point cut in 2000; further cuts are in the pipeline for 2001. During 2000, the ratio in Latvia was lowered from 8 per cent to 6 per cent.  In Poland it had been reduced to 5 per cent already in July 1999 and a further gradual lowering to 2 per cent is envisaged in the next few years.  In Estonia, a gradual unification of existing reserve requirements (in line with EU norms) is underway. The reserve ratio in Bulgaria was reduced from 11 to 8 per cent in July 2000.  In the Czech Republic it was set at 2 per cent (equal to the EU norm) in October 1999.


�	It should be noted that it is not only accession candidates which have lowered reserve requirements.  In 2000 the central banks in several other transition economies (Croatia and Russia, for example) also lowered the ratio, taking advantage of the improved macroeconomic conditions and the greater stability of their banking systems.


�	The transition economies apply a wide variety of monetary and exchange rate regimes ranging from currency boards (Bosnia and Herzegovina, Bulgaria, Estonia, Lithuania) to a more or less free float (most of the CIS countries).  Some of them have intermediate exchange rate regimes such as a crawling peg with a band (Hungary), implicit peg (Croatia) or variations of the managed float (for example, based on inflation targeting as in the Czech Republic, Poland and partly Slovakia, or on a money supply target as in the case of Slovenia).  The monetary and exchange rate regimes largely predefine the instruments available to policy makers in the pursuit of both their long-term and day-to-day goals.


�	The intermediate monetary target in Slovenia is broad money (M3).


�	After the August 1998 financial crisis, Russia reinforced administrative controls over its foreign exchange market, which were equivalent to restrictions on convertibility (in particular exporters are required to sell between 50 and 75 per cent of their proceeds through highly regulated exchanges).  Some of these restrictions are expected to be scrapped in 2001.


�	Statement by central bank governor R. Sarkinas, as reported in Oxford Analytica, EEDB Executive Summaries, 22 January 2001. 


�	RFE/RL Newsline, Vol. 4, No. 249, Part II, 29 December 2000.


�	The interbank market is also tightly regulated; although the May move was equivalent to a devaluation of some 50 per cent, the interbank rate remained three times higher than the black market exchange rate.


�	Reuters News Service, 1 July 2000.


�	IMF, “IMF management welcomes Tajikistan’s currency reform”, News Brief No. 00/97, 26 October 2000.


�	The first change was in fact a palliative measure as the so-called “incentive” rate of 20 dinars was introduced in parallel with the official rate; in contrast, the December change was the first step towards internal convertibility of the currency as the multiple exchange rates were abolished.


�	Thus, at the beginning of 2000 Hungary exchanged the previous eurodollar currency basket for a direct peg to the euro.  The currencies of Bulgaria and Estonia are also directly pegged to the euro.  The euro is also the reference currency for the Czech Republic, Poland and Slovakia where the monetary authorities have inflation targets (previously they targeted currency baskets).


�	The reference here is to the price-deflated real effective exchange rates shown in chart 3.2.1.  The changes in real effective rates deflated by unit labour costs were quite different, depending on the changes in productivity and wages (discussed in sect. 3.4).


�	During the course of 2000, the key central bank refinancing rates were substantially reduced in Albania (from 17.6 to 10.8 per cent), Kazakhstan (from 18 to 14 per cent), Slovakia (from 12 to 9.25 per cent), Russia (from 55 to 25 per cent) and Ukraine (from 45 to 27 per cent).  Between January 2000 and February 2001 the central bank’s two-week deposit rate in Hungary was reduced from 12.25 to 11.25 per cent.  In March 2000 the Bank of Latvia cut all its intervention rates (among them the 60-day discount rate was reduced from 4 to 3.5 per cent).  In April, the Croatian National Bank reduced all its key rates (the Lombard rate from 13 to 12 per cent and the discount rate from 7.9 to 5.9 per cent), the central bank of The former Yugoslav Republic of Macedonia cut its refinancing rate from 8.9 to 7.9 per cent, while the National Bank of Romania lowered its Lombard rate from 95 to 75 per cent.  The intervention rates of the Czech National Bank have remained unchanged since mid-1999.


�	The central bank in Belarus also raised its intervention rates in 2000 in an attempt to counter the continuing macroeconomic instability in the country; however the overall stance of macroeconomic policy in Belarus remains precariously inconsistent and unbalanced.


�	Between October 1999 and August 2000 the central bank’s main interest rates increased by some 600 basis points (for example, the 60-day discount rate increased from 15.5 to 21.5 per cent and the Lombard rate from 17 to 23 per cent).


�	In principle, what matters for the financial decisions taken by economic agents is the expected real interest rate because when businesses and households make decisions about borrowing or saving/consumption, they factor in not only the current nominal interest rate but also the expected rate of price change.  However, this “true” real interest rate is not measurable as there are no adequate indicators of expected price changes.  Consequently, numerous approximate (but measurable) definitions of the true real interest rates have been suggested and are being used in applied research (for a discussion, see National Bank of Hungary, Quarterly Report on Inflation (Budapest), December 2000, p. 27).  The ex-post forward looking short-term real interest rates shown in chart 3.2.2 are the nominal rates discounted by the prevailing rate of inflation (PPI and CPI, respectively) over the life of the loan or deposit.  So defined, the real interest rate measures the actual real return on the financial asset (real costs borne by firms or real income accruing to depositors).  Such quantitative assessments can only be performed ex post, as they imply knowledge of the future inflation rate (hence, forward-looking), but it may be different from the ex-ante judgment of economic agents.


�	For a discussion of the implication of different combinations of real interest rates see UN/ECE, Economic Survey of Europe, 2000 No. 1, pp. 50-54.


�	The costs of rehabilitating two of the largest Czech banks (IPB and Komercni Banka) are estimated at some koruna 200 billion (more than 10 per cent of the Czech GDP in 1999).  Overall, the stock of bad loans stemming from weak risk management in the Czech banking sector over the past 10 years is estimated at one third of GDP in 1999.  Reuters News Service, 19 December 2000; Reuters Business Briefing, 12 February 2001.


�	In fact, Hungary was the only transition economy where such a reversal did not take place.


�	Calculated on the basis of the fiscal deficit data shown in table 3.2.4.  Throughout this section the fiscal position in the transition economies is measured by the balance of the consolidated general government which includes the central government, the regional governments and any public (“extrabudgetary”) funds.  The definition of the consolidated balance (deficit or surplus) is “current revenue minus total expenditure”.  Hence capital receipts (including privatization revenue) do not contribute to the fiscal balance but are treated as sources of deficit financing.  For more details, see UN/ECE, Economic Survey of Europe, 2000 No. 1, p. 51, box 3.2.1.  The data for 2000 reported in table 3.2.4 are preliminary and incomplete, and are subject to revision.


�	For details, see UN/ECE, Economic Survey of Europe, 2000 No. 1, pp. 60-63.


�	One outstanding problem is the basic one of being able to accurately assess the fiscal position, and especially the consolidated government balance.  The absence of uniform reporting standards across countries, the persistent lack of transparency (especially as regards extrabudgetary spending), and delays in reporting fiscal statistics all create considerable difficulties – and sometimes confusion – in properly measuring the fiscal position of a country at any given time, its change over time, and its standing in cross-country comparisons.  Thus, the fiscal data presented in this section should be treated with caution, especially those for the most recent period which are tentative and often incomplete.


�	The data for Kyrgyzstan are not included in these comparisons and are not shown on charts 3.2.3 and 3.2.4 due to the absence of accurate data on the consolidated government deficit (see the note to table 3.2.4)


�	Most of this quasi-fiscal deficit arose from soft bank lending to inefficient firms which, in turn, were able to survive because of the absence of proper governance in both the corporate and the banking sectors.  Rapid, mass privatization did not contribute to better governance or to greater efficiency in bank lending due to the specific governance structures that emerged from the mass privatization.  Cross-ownership structures bred soft budget constraints in the corporate sector and distorted incentives in the banking system; as a result, the banks continued to extend credit to enterprises not on the basis of expected returns but as an obligation of “cozy” bank-enterprise relations.


�	The share of total government expenditure in GDP in Croatia is the highest of all the transition economies (table 3.2.6).


�	Zagrebačka Banka, Croatian Economic Forecast (Zagreb), January 2001, p. 8.


�	Ibid.


�	As in the Czech Republic, improper bank lending over a number of years had resulted in an escalation of bad loans, which eventually threatened the stability of the banking sector.


�	In particular, the corporate profits tax rate was cut from 38 to 25 per cent and a uniform value added tax rate of 19 per cent was introduced.


�	Tax arrears (non-payment of taxes) are a form of implicit subsidy to the corporate sector and are widely considered as a form of soft budget constraint.  They have been widespread in the transition economies but Romania is one of the countries where they have been considerable.


�	In October 2000, the IMF suspended the release of funds under the $540 million stand-by loan agreed upon earlier in the year due to the lack of sufficient progress in dealing with tax arrears and higher than planned wages in the public sector.


�	In table 3.2.6 social spending falls into the category “Subsidies and other current transfers”.


�	V. Tanzi and L. Schuknecht, Public Spending in the 20th Century (Cambridge, Cambridge University Press, 2000), pp. 32-45.


�	B. Fakin and A. de Crombrugghe, Fiscal Adjustments in Transition Economies Transfers and the Efficiency of Public Spending: A Comparison with OECD Countries, World Bank Working Paper Series, No. 1803 (Washington, D.C.), July 1997.


�	In Kyrgyzstan in 2000, public external debt reached 110 per cent of GDP.  IMF, “IMF concludes Article IV consultation with Kyrgyz Republic”, Public Information Notice, No. 00/87, 13 October 2000.


�	Apparently, the programme is financed through foreign borrowing and is therefore adding to the already high level of foreign debt. However, the investment programme has not been incorporated into the official fiscal statistics (table 3.2.4) and the available information does not allow its fiscal implications to be evaluated accurately.


�	UN/ECE, Economic Survey of Europe, 1998 No. 3, p. 36.


�	The primary balance of the consolidated government started to move into surplus in mid-1999 and by 2000 the overall balance also became positive (chart 3.2.5).


�	The reports on the consolidated public finances in Russia are usually prepared and published with a considerable delay. The current (monthly) fiscal statistics reported by the Russian Ministry of Finance include a preliminary (non-consolidated) report of the federal government balance and a preliminary (consolidated) report of the balance of regional and local governments. For the purposes of the assessment reported in this section, a rough assessment of the general government balance (excluding extrabudgetary funds) has been made by summing the above two fiscal reports. Since such an operation falls short of proper consolidation, the reported results should be treated with caution and as tentative estimates. Thus, as there are transfers between federal and local government, there may be some double counting in the total government revenue and expenditure, as shown in chart 3.2.6. Such potential distortions do not, however, affect the level of the general government deficit, as shown in chart 3.2.5.


�	UN/ECE secretariat estimates, based on Russian Ministry of Finance data.


�	According to a statement by Prime Minister Kasyanov, Russia’s earnings from the export of oil products in 2000 were 2.4 times higher than those in 1999, while one third of Russia’s GDP growth reflected higher oil and gas prices.  RFE/RL Newsline, Vol. 34, No. 1, Part I, 19 February 2001.  For a discussion of the interdependence between Russia’s industrial output and international oil prices see sect. 3.3(i) below.


�	Thus, the previous progressive income tax scale with a top rate of 30 per cent was replaced by a flat, single 13 per cent tax rate; most of the numerous non-profit based taxes levied on corporate units were abolished and a uniform profits tax was established; a new unified social security tax was introduced to replace previous payments to three separate off-budget funds; the VAT system was also modified, bringing it closer to European standards.


�	The new tariff system which entered into force on 1 January 2001 is much simpler and considerably more uniform than the previous one.  It is a four-tier system (with custom duties ranging from 5 to 20 per cent) and is broadly in line with WTO norms (joining WTO is one of Russia’s policy priorities).  “Russia: tariff reform”, Oxford Analytica Brief, 27 November 2000.  For a discussion of some of the wider background issues to Russia’s application for WTO membership, see P. Naray, Russia and The World Trade Organization (London, Palgrave, 2001).


�	According to Yegor Gaidar, member of the State Duma and former Prime Minister, a rise in the export prices of Russian oil by $1 brings an extra R10-15 billion of revenue (or approximately 0.5 per cent of the consolidated government revenue in 2000) to the Russian budget.  TASS Energy News Service, 7 September 2000.


�	Note that all the fiscal indicators in the chart are 12-month rolling averages of the variables.  Accordingly, the end-year values (the last quarter of the year on the charts) are identical to the full-year fiscal outcome for each year.


�	Although there were no incomes policies targeting the corporate sector (which is mostly private) in this period, the reduction of real wages in the public sector triggered similar falls in the private sector which preserved the prevailing structure of relative wages. 


�	UN/ECE secretariat calculations, based on Goskomstat data.


�	It should be noted that a non-zero inflation rate always gives rise to an inflation tax even when it is not the result of a deliberate policy followed by the authorities.


�	For a more comprehensive discussion of this issue, see M. Klein and M. Neumann, “Seigniorage: what is it and who gets it?”, Weltwirtschaftliches Archiv, Vol. 126, No. 2 (Kiel), 1990, pp. 205-221 and W. Buiter, Aspects of Fiscal Performance in Some Transition Economies under Fund-Supported Programs, IMF Working Paper WP/97/31 (Washington, D.C.), April 1997.


�	Base money is usually defined as the sum of the currency (notes and coins) in circulation plus the non-interest bearing reserves of commercial banks with the central bank.


�	Respectively, the “opportunity gain” of money issue to the public sector is the foregone interest burden on an equivalent amount of monetary assets borrowed on the market.


�	E. Baltensperger and T. Jordan, “Seigniorage and the transfer of central bank profits to the government”, Kyklos, Vol. 51, No. 1, 1998, pp. 73-88.


�	Seigniorage in the table has been evaluated according to the first concept defined above (that of monetary seigniorage), which measures the transfer of wealth from the private sector to the consolidated public sector.


�	The source data for the evaluation of both seigniorage and inflation tax is “base” or “high power” money, which defines the non-interest bearing component of the money supply.  It is usually defined as the sum of notes and coins in circulation plus the required reserves of commercial banks with the central bank (which, in turn, are made against deposits collected by the commercial banks); in addition, it should be stressed that only reserves denominated in domestic currency constitute part of the national base money.  However, very few transition economies directly report base money according to this definition and there are several data-related problems in properly computing base money from other monetary aggregates.  The first is that the national monetary surveys published by the central banks in the transition economies usually report the total reserves of commercial banks, which also include reserves denominated in foreign currencies.  Due to the absence of accurate source statistics on domestic currency reserves, a proxy for the latter was constructed as follows: the reported total amount of reserves in each individual country was first split in proportion to the total amounts of deposits in domestic and foreign currencies, with only the first component being added to the stock of money in circulation.  Admittedly, this is no more than a rough estimate of the true stock of domestic currency reserves.  Another problem is related to the fact that in some cases, depending on monetary policy considerations and local regulations, central banks may choose to pay interest on the reserves collected from commercial banks.  This has been the case in Hungary where such rates have tended to change in parallel with other central bank rates.  For example, until 15 November 2000, the National Bank of Hungary paid 5 per cent interest on reserves in forints and 5.5 per cent on reserves in foreign currencies.  As of 15 November 2000 both rates were increased by 1 percentage point, but in January, in two subsequent moves, they were reduced again to 3.5 per cent and 4 per cent, accordingly.  (National Bank of Hungary, Press Releases, various issues.)  Due to the absence of adequate data for most of the transition economies, it has been assumed that all reserves are non-interest bearing, an assumption that may add some distortion in some cases.


�	A. Ghosh, Inflation in Transition Economies: How Much? And Why?, IMF Working Paper WP/97/80 (Washington, D.C.), July 1997 and W. Buiter, Aspects of Fiscal Performance…, op. cit.


�	In 1990-1994, the unweighted average share of seigniorage in the EU member states was 0.69 per cent of GDP (ranging from -0.42 per cent of GDP in Spain to 2.93 per cent in Portugal), while the unweighted average share of the inflation tax was 0.65 per cent of GDP (ranging from 0.07 per cent of GDP in Ireland to 2.9 per cent in Portugal).  W. Buiter, “Politique macroéconomique dans la période de transition vers l’union monétaire,” Revue d'Economie Politique, Vol. 105, No. 5, September-October 1995, pp. 807-846.


�	Seigniorage and inflation tax shares in developing countries vary widely depending on the rate of inflation; in countries with double-digit inflation rates they tend to be of the order of several percentage points of GDP.  A. Jafari-Samimi, “Relationship between inflation and seigniorage in developing countries: an estimation of the ‘Laffer curve’”, Indian Economic Journal, Vol. 45, No. 1, July-September 1997-1998, pp. 67-79.


�	For a discussion of these issues, see UN/ECE, Economic Survey of Europe, 2000 No. 1, pp. 60-63.


�	Demonetization surfaced in the form of declining money to output ratios, a phenomenon which occurred in many transition economies, especially during the first half of the 1990s.  Consequently, lower money stocks resulted in lower levels of seigniorage relative to output.


�	For a rationalization of this argument, see A. Ghosh, op. cit.


�	This does not mean, however, that a currency board precludes the formation of seigniorage: as can be seen in table 3.2.7, the latter has positive values in the transition economies that adhere to such a regime (Bulgaria, Estonia, Lithuania).  The source of seigniorage under a currency board is the interest that accrues on the foreign exchange reserves held by the monetary authorities (which can be redeposited with foreign banks or invested in the international financial markets).  However, under a currency board, the level of seigniorage is essentially exogenous to policy, meaning that the public sector has no discretion over its level, which is solely determined by the net inflow or outflow of foreign exchange reserves to or from the monetary authority.


�	Apart from the tragedy in Kosovo, which was widely publicized in the media, there are numerous war victims in other parts of the country as well: at the end of 1999, the total number of refugees in Yugoslavia (excluding Kosovo) was estimated at 600,000 persons, of which some 350,000 were refugees from Croatia and Bosnia and Herzegovina and 250,000 were internally displaced persons from Kosovo.  P. Petrovic, D. Dragutinovic and M. Arsic, “The FRY economy: macroeconomic developments and main imbalances” (Belgrade), February 2001, mimeo.


�	IMF Staff Country Report No. 01/07, Federal Republic of Yugoslavia: Membership and Request for Emergency Postconflict Assistance (Washington, D.C.), January 2001.


�	The Yugoslav hyperinflation was the second highest on record after the Hungarian hyperinflation of 1945-1946.  P. Petrovic, Z. Bogetic and Z. Vujosevic, “The Yugoslav hyperinflation of 1992-1994: causes, dynamics, and money supply process”, Journal of Comparative Economics, Vol. 27, No. 2, June 1999, pp. 335-353.


�	The black foreign exchange market was in reality tolerated by the authorities and practically all foreign exchange transactions (including wholesale purchases and sales by corporate entities) were conducted on this market.  Only a few privileged companies had access to foreign exchange at the official rate.


�	Such as the formal and informal administrative controls over potential layoffs in such firms.


�	According to some estimates, labour hoarding in state and socially owned firms amounted to some 30 per cent of total employment in those firms.  P. Petrovic, D. Dragutinovic and M. Arsic, op. cit.


�	The stabilization programme was based on a monetary regime that operated in the fashion of a currency board but stopped short of formally introducing a currency board arrangement.  It provided for a one-to-one coverage of domestic base money by foreign exchange reserves and reduced to a minimum the monetary interventions of the central bank, including direct credit to the government.  However, the absence of a legislative provision barring central bank monetary operations, coupled with the lack of a strong commitment by the authorities to deepen the reform process, brought about a gradual softening and eventual disintegration of this regime: in the course of time, the central bank resumed direct lending to the government, giving way to strong political pressure.


�	Some 230 different taxes were in force in the territory of Serbia alone.  In addition, the actual level of taxation was regulated by numerous by-laws and instructions, institutionalizing various tax holidays and special regimes.


�	It is estimated that at the end of 2000, the stock of non-debt budgetary payment arrears amounted to 11.2 per cent of GDP, the largest amounts being due to the pension funds and to the health insurance fund.


�	The “freezing” of bank accounts was a form of “forced lending” by the public to the state.  In 1998 the resources obtained through this unilateral operation were formally converted into public debt and the state accepted the obligation to repay it, at least partially and over an extended period of time.  At present this is the largest single item of public domestic debt: at the end of 2000, public liabilities on frozen household foreign exchange accounts were $3.6 billion or 29 per cent of GDP.


�	New private firms did emerge in Yugoslavia during the 1990s and some of them grew and performed relatively well.  However, it is not yet clear to what extent they did so because of higher efficiency or of privileged treatment by the regime, the latter being equivalent to the channelling of public funds into them.


�	M. Arsic and M. Cvetkovic, “Regulating internal short-term debt of enterprises” (Belgrade), February 2001, mimeo.  The data after 1999 exclude the territory of Kosovo.


�	Among the biggest loss-making industries in 1998 and 1999 were electric power generation (with over 16 per cent of the total), food processing (with 4.5-6 per cent) and oil and gas extraction (with 3-3.5 per cent).  Among the other big loss makers were the chemical and engineering industries.  M. Arsic and M. Cvetkovic, op. cit.


�	Payables to suppliers accounted for 55 per cent of the total short-term debt at the end of 1998, outstanding short-term bank credit amounted to 15 per cent of the total, 6 per cent was tax arrears, wage arrears accounted for 2 per cent of the total and other payment liabilities for the remaining 20 per cent.  M. Arsic and M. Cvetkovic, op. cit.


�	IMF, “IMF approves membership of Federal Republic of Yugoslavia and $151 million in emergency post-conflict assistance”, Press Release, No. 00/75, 20 December 2000.


�	M. Knell and D. Hanzl, “Technology and industrial restructuring in central Europe”, in D. Dyker and S. Radosevic (eds.), Innovation and Structural Change in Post-Socialist Countries: A Quantitative Approach (Amsterdam, Kluwer, 1999).


�	The south-east European transition economies are also relatively concentrated on manufactures but their exports lean more heavily towards products requiring a lower degree of processing and which are generally more labour intensive (table 3.6.6).


�	B. Amable, “The effects of foreign trade specialization on growth.  Does specialization in electronics foster growth?”, paper prepared as part of the project sponsored by the EU TSER programme Technology, Employment and European Cohesion, November 1996, mimeo.


�	The contributions of the final demand components to growth (table 3.3.2) are based on statistical accounting only and do not imply causality.


�	In comparison, the average share of agriculture in GDP in the high-income economies in 1999 was 2 per cent.  World Bank, World Development Report 2000/2001: Attacking Poverty (Washington, D.C.), p. 297.


�	Generally, as income per capita rises, the contribution of agriculture to GDP can be expected to decline rapidly, while the contribution of industry (including construction) and services increases.  H. Chenery and M. Syrquin, “Typical patterns of transformation”, in H. Chenery, S. Robinson and M. Syrquin (eds.), Industrialization and Growth: A Comparative Study (Oxford, Oxford University Press, 1986).


�	The percentage share of industry in GDP in most of the transition economies is similar to the average of a 30 per cent share in the high-income economies.  World Bank, op. cit.


�	The exports of industry as a whole increased by 27.4 per cent whereas domestic sales increased by 9 per cent.  Hungarian central statistical office, Stadat system (www.ksh.hu).


�	Institute for Macroeconomic Analysis and Development, Slovenia: Analysis of Economic Developments in 2000, Prospects for 2001 and 2002 and Projections up until 2005 (Ljubljana), 2001.


�	Output increased by more than 54 per cent in the electrical and optical equipment industry as a whole.  Within that group, electrical machinery and television and radio equipment were the fastest growing branches, with output increasing by more than 64 per cent and 78 per cent, respectively.  Production of office machinery and computers increased by 30 per cent; this industry had the highest cumulative growth rate over the previous 5 years.  Hungarian central statistical office, Stadat system (www.ksh.hu).  Less spectacular changes occurred in Slovenia and Slovakia where the output of the industry increased by 14 and 19 per cent, respectively.  In the Czech Republic and Poland its growth rate was about 8 per cent.


�	In 2000, the share of electrical and optical equipment and transport equipment in total manufacturing output was 42 per cent and 15 per cent, respectively.


�	In the electrical and optical equipment industry, foreign owned enterprises accounted for 89 per cent of sales from domestic production and 97 per cent of exports.  Foreign owned firms also dominate the motor vehicle industry.  WIIW Database on Foreign Investment Enterprises in Central European Manufacturing, Vienna Institute for International Economic Studies (Vienna).


�	The key element here was the strong growth of output in the transport equipment industry (by 32 per cent in 2000).


�	In 1999 foreign owned enterprises accounted for more than 20 per cent of total domestic sales in manufacturing and almost 35 per cent of manufacturing exports.  In 1998 they accounted for 67 per cent of total transport equipment and almost 90 per cent of motor vehicle production.  WIIW Database …, op. cit.


�	In January-September 2000, real merchandise exports from Estonia increased by almost 35 per cent (year-on-year), the highest rate of all the east European and Baltic countries (table 3.6.5).


�	In 2000, output of electrical and optical equipment increased by 28 per cent in Estonia, 22 per cent in Latvia and almost 19 per cent in Lithuania.


�	Lukoil, Russia’s leading oil producer, broke off shipments to Mazeikiu Nafta, after failing to reach an agreement on prices in late 1999.


�	In Yugoslavia gross agricultural output declined by 20 per cent and in The former Yugoslav Republic of Macedonia sales of agricultural products fell by over 10 per cent.  Output of the food, tobacco and beverage industries also declined in every country except Croatia where growth was marginal (table 3.3.4).  Exports of agricultural and food products declined in dollar terms by almost 30 per cent in Bosnia and Herzegovina and by 23 per cent and 17 per cent, respectively, in Bulgaria and Romania (table 3.6.6).


�	The volume of retail sales grew by 9 per cent for the year as a whole (table 3.3.7).


�	For a more detailed discussion of the Yugoslav economy, see sect. 3.2(iv) above.


�	Excluding the area of Republic of Srpska.


�	The Republika Srpska Institute of Statistics, Monthly Statistical Review (Banja Luka), 4/2000.  Some basic statistics are also available in the Office of the High Representative, Economic Newsletter (www.ohr.int/newsletter/).


�	Secretariat estimates using 1999 gross output weights of 72.7 per cent for Bosnia and Herzegovina and 27.3 per cent for the Republic of Srpska.


�	Over half of Albania’s GDP comprises agricultural production and only 22 per cent is in the service sector, a very low level even for a low-income economy.  (By comparison, the average share of the service sector in GDP in the world’s low-income economies was 43 per cent in 1999.  World Bank, op. cit.)


�	Over 61 per cent of exports in January-September 2000 were textiles and footwear. Instat, Quarterly Statistical Bulletin, No. 3, 2000, p. 30.  According to some estimates, re-exports accounted for two thirds of the value of all exports in 1999.  EIU, Country Profile: Albania (London), 2001, p. 21.


�	Hydroelectric generators provide 98 per cent of Albania’s electric power and account for about half of the power needed during the winter months. Some industrial users, notably mines, steelworks and cement makers, have had to interrupt production in 2000 due to disruptions in electricity supply. EIU, Country Report: Albania (London), January 2001, p. 24.


�	The exception is Uzbekistan, which is self-sufficient in oil and natural gas but does not export them.


�	The extraction of oil increased by 6 per cent, while for natural gas it actually decreased by about 1 per cent in 2000.  The price of Brent crude oil increased by more than 300 per cent between January 1999 and September 2000.


�	The following correlation coefficients were calculated, on the basis of monthly data, by the UN/ECE secretariat for the period January 1999 to December 2000: 0.94 between the indices of industrial output and the Brent crude price; -0.92 between the indices of the Brent crude price and wage arrears; and 0.95 between the indices of industrial output and wage arrears.


�	In 2000 real wages increased by only 1.4 per cent, while real household disposable income increased by 9.4 per cent, TACIS, Ukrainian Economic Trends, December 2000.


�	See table 3.3.6.  Real wages also increased by just about 1.4 per cent in 2000; however, wage arrears totalling about 1 per cent of GDP were paid during the first 9 months of the year.  TACIS, Moldova Economic Trends, July-September 2000.


�	A number of independent observers and analysts have expressed scepticism about the accuracy of the official statistics in Belarus; the growth figures clearly need to be treated with caution.


�	Wage arrears increased by over 300 per cent during the first 7 months of 2000. TACIS, Belarus Economic Trends, July-September 2000.


�	Oil production fell during the course of the year from 3.6 million tons in the first quarter to 3.4 million tons in the third.  TACIS, Azerbaijan Economic Trends, July-September 2000.


�	Almost 87 per cent of export revenue in the first nine months of 2000 came from the export of oil and refined oil products.


�	Output of the fuel-related industries represents more than 60 per cent of Turkmenistan’s total industrial output and most of the growth in 2000 was due to the doubling of natural gas output (from almost 23 billion cubic metres in 1999 to 47 billion cubic meters in 2000).  National Institute for State Statistics and Information, Socio-economic Report for Turkmenistan (Ashkhabad), January 2001.  There are some doubts as to the accuracy of the data for real industrial output in the second half of the year.


�	Turkmenistan Statistics and Forecasting Agency and EIU, Country Report: Turkmenistan (London), March 2001.  Poor quality soil, perhaps because of years of misuse, and a prolonged drought were probably the main obstacles to achieving this target.


�	Kyrgyzstan’s industrial sector is dominated by gold production and according to a government press release the gold industry contributed to 60 per cent of the total GDP growth in 2000.  RFE/RL Newsline, Vol. 5, No. 6, Part I, 10 January 2001.


�	Tajikistan’s industry is specialized basically in one product (aluminium) and its upturn in 2000 was led by the strong recovery in exports to CIS markets.  In turn, agriculture is dominated by cotton and despite the drought (through the use of irrigation), its output increased by 6 per cent in 2000.


�	Thus, at the end of 2000 wage arrears in the public sector alone amounted to 26.3 million somonis, or 1.5 per cent of GDP.  RFE/RL Newsline, Vol. 5, No. 35, Part I, 20 February 2001.


�	The average rate of capacity utilization in 2000 was 84 per cent in the euro area and 81 per cent in the United States.  In central Europe it ranged between 55 per cent in Lithuania to 81 per cent and over in the Czech Republic, Hungary and Slovakia.  OECD, Main Economic Indicators for Non-member Countries (Paris), February 2001.


�	Goskomstat, Statistical Yearbook of the Russian Federation (Moscow), 2000.


�	OECD, op. cit.


�	WIIW Database …, op. cit.


�	The value added in construction increased by 28 per cent in 2000.  However, the growth of investment and construction was from a very low level.  Direct communications from the Armenian Ministry of Finance and Economy.


�	Some 62 per cent of fixed investment is going to the oil and mining industries, and 78 per cent is for construction.  Committee for Statistics and Analysis, Socio-economic Development of the Republic of Kazakhstan (Almaty), January 2001.


�	Private consumption fell by more than 5 per cent in the first three quarters of 2000.


�	National Bank of Slovakia, Monetary Survey, December 2000, p. 5.


�	Food prices rose by 8.6 per cent and contributed 2.6 percentage points to consumer price inflation measured over the 12 months to December 2000.  The corresponding statistics in 1999 were 6 per cent and 1.9 percentage points.  The net inflation rate, which excludes food and fuel, in fact fell over the first three quarters of 2000 to 4.6 per cent from 5.2 per cent in the same period of 1999.  National Bank of Poland, Monetary Policy Council, Inflation Report, Third Quarter 2000 (Warsaw), December 2000.


�	The Ministry of Finance revised the target in the spring to 7-8 per cent and in mid-August to 8-9 per cent.  The government’s original projection, incorporated in the budget, was based on two basic assumptions: an average crude oil price of $18 per barrel, and an average increase in nominal wages of 8.25 per cent, both of which turned out to be much below actual developments.


�	This capping of natural gas prices has become an important source of controversy between the government and the business sector.  MOL (the oil and gas monopoly) declared a fall of 45 per cent in net income in 2000.  “Operating profits excluding gas almost quadrupled, while gas operations fell from a profit of 12 billion forints in 1999 to a loss of 117 billion”, Oxford Analytica East Europe Daily Brief, 15 February 2001.  These recent government interventions in price setting are seen as one of the reasons for the reluctance of some foreign investors despite the generally good macroeconomic performance and environment for FDI.


�	National Bank of Hungary, Quarterly Report on Inflation (Budapest), December 2000 (www.mnu.hu).  The National Bank describes the trend of inflation in terms of a core inflation index calculated according to the Bank’s own methodology: namely, the consumer price index excluding seasonal foods, non-regulated fuels, motor fuels, and pharmaceutical goods.  The Hungarian central statistical office also publishes a core inflation index, which excludes unprocessed foodstuffs.


�	The year-on-year rate of increase in service prices rose from 8.8 per cent in July to 10.6 per cent in December, while for non-food manufactured goods prices fell from 11.3 per cent in June to 8.2 per cent in December.


�	National Bank of Hungary, op. cit., p. 24.


�	See sect. 3.2(iii) above and also chap. 2.6 on the experience of Ireland in this respect.


�	The government promised to raise public sector salaries by 16 per cent in 2001 (after a 12 per cent increase in 2000) and the minimum wage by nearly two thirds.  PlanEcon, Monthly Report (Washington, D.C.), 26 January 2001.


�	For example, the unification and extension of VAT rates in January and April, respectively, and large increases in natural gas and electricity charges in June, August and September, contributed strongly to the overall increase in consumer prices. 


�	During the course of 2000, food prices increased by some 46 per cent compared with less than 37 per cent in 1999.


�	In the first three quarters of 2000 private consumption rose by 1.8 per cent after falling 2.6 per cent in 1998 and more or less stagnating in 1999.


�	Czech National Bank, Inflation Report January 2001 (Prague), 2001.


�	In order to maintain the competitiveness of exports to the euro and euro-related areas, the tolar was allowed to depreciate against the euro in nominal terms by some 7 per cent over the 12 months to December 2000, while it depreciated some 20 per cent against the dollar during the same period.


�	In May 1999, a minimum wage agreement was reached between the government, the employers and the trade unions, which linked increases in base wages to the rate of inflation from December 1999.  According to this agreement, if prices rose more than 5 percentage points above their December 1999 level, base wages would be fully indexed in line with inflation.  In July 2000 consumer prices were 5.3 per cent higher than in December 1999.  However, while most public sector wages are linked to base wages, those in the “economic sector”, which includes manufacturing wages, are also linked to other factors such as real GDP growth, which makes them less responsive to change in the base wage.


�	Core inflation measured over the 12 months to December was 4.4 per cent in 1999 and 7.2 per cent in 2000.  Institute of Macroeconomic Analysis and Development, Slovenian Economic Mirror (Ljubljana), January 2001, p. 10.


�	In the first three quarters of 2000, private consumption expenditure and retail trade volume increased by 4.3 per cent and 15.3 per cent, respectively, after both had fallen in 1999.


�	In 2000, the government raised natural gas prices twice by 17.5 per cent and 16.4 per cent.  Reuters News Service, 9 March 2001.


�	The kroon is pegged to the euro.


�	The lat is pegged to the SDR, which has appreciated against the euro and depreciated against the dollar at a more moderate rate than in most other transition economies.


�	See sect. 3.2.


�	According to the preliminary official statistics, real household incomes in Russia grew 9.1 per cent in 2000, after falling 14.2 per cent in 1999.  Bank of Finland, Russian and Baltic Economies, The Week in Review, 23 February 2001.


�	Real household disposable incomes increased by nearly 12 per cent between January and October 2000.  PlanEcon, Monthly Report (Washington, D.C.), 19 January 2001.


�	Retail trade volume increased by 5.6 per cent in 2000 after falling some 10 per cent in 1998-1999.


�	See sect. 2.1.


�	In Lithuania, the average inflation rate in 2000, compared with 1999, shows a surge in industrial output prices due to a base period effect.  The index rose nearly 7 per cent in December 1999 as a result of a 25 per cent increase in the prices of refined petroleum products, which account for more than 30 per cent of total industrial production.


�	Chap. 3.6(ii).


�	See chap. 5 of this Survey on the role of FDI in the transition process and, in particular, for a discussion of the evidence relating to spillovers from FDI to the rest of the host economy.


�	This note basically draws upon the analysis included in an earlier UN/ECE study carried out for nine west European countries for the 1960s.  UN/ECE, Structure and Change in European Industry (United Nations publication, Sales No. E.77.II.E.3).


�	The main sources are the national statistics officially published and/or obtained by the UN/ECE secretariat through direct communication with the national statistical offices.


�	See box 3.4.1 for the branch codes and descriptions.


�	See footnotes to table 3.4.5.


�	In this table there are two levels of branch disaggregation: NACE 2-digit 14 subsections (alphabetic codes) for 11 countries and NACE 2-digit 23 divisions (numeric codes) for 8 countries.  The different sample sizes for countries is dictated by data availability.


�	In order not to repeat long branch names, abbreviated names will be used in this section.  See box 3.4.1 for full names of the branches.


�	Publishing covers a very wide range of products from cheap newspapers and pulp fiction to high-class colour printing of art books.  Hungary certainly produces the latter and western publishers were sending books for printing in Hungary before 1989.


�	The heterogeneity of these branches also refers to relative factor intensity, so that the within-branch variance of wages per head may straddle the average level for manufacturing industry as a whole.  See, for example, P. Rayment, “The homogeneity of manufacturing industries with respect to factor intensity: the case of the United Kingdom”, Oxford Bulletin of Economics and Statistics, Vol. 38, No. 3, August 1976, pp. 203-209.  The food processing industry (like tobacco) is both physical capital and unskilled labour intensive, so German food products may be produced with a lot of machines and relatively low-paid labour.


�	Among the eight countries for which the breakdown by NACE divisions is available, it is only in Latvia that there is a significant (nearly double) difference between the coefficients of variation and 23 divisions.  In Slovenia also the difference between the two coefficients of variation (some 6 percentage points) is much larger than in the other east European countries.


�	N. Kaldor, “Causes of the slow rate of economic growth in the United Kingdom” in F. Targetti and A. Thirwall (eds.), The Essential Kaldor (London, Duckworth, 1989).  In this article, originally delivered as an Inaugural Lecture at the University of Cambridge in 1966, Kaldor identifies the stage of “economic maturity” as the point where the difference between productivity in agriculture and industry had been largely eliminated and therefore the resource-allocation from agriculture to industry had been diminished.  In a more recent article, P. Rayment, “Structural change in manufacturing industry and the stability of the Verdoorn Law”, Economia Industriale, Vol. 34, No. 1, February 1981, extends this argument to the manufacturing sector: “There is no particular reason to suppose that similar interindustry flows will not take place within the manufacturing sector in response to interindustry productivity differences, given that average wage differences between industries broadly reflect differences in productivity and that output in the more productive sectors is expanding.  An economy in which such resource allocation failed to take place might be described as senile, a condition more serious than maturity”, p. 107.


�	The data for this section are only available for 1993-1999 and therefore do not capture the full transition effect on branch wage structures since 1989.


�	Bulgaria, Croatia, Estonia and Lithuania are not included in this part of the analysis due to the lack of comparable data for the early 1990s.


�	Rates of change would probably be even slower for Germany excluding the former GDR.


�	These relationships are, in fact, stronger at the more disaggregated level of NACE divisions in those countries where both levels are available, i.e. Hungary, Poland, Romania and Latvia.


�	For recent changes in productivity see sect. 3.4.


�	Quarterly estimates of employment changes in 2000 are somewhat uncertain as the labour force survey – the most comprehensive source for quarterly employment in this country – has a lacuna in the second and third quarters of 1999 when GUS (the Polish National Statistical Office) stopped conducting the quarterly labour force survey.  Another series produced by GUS – average paid employment – which is used for the analysis, accounts for some 60 per cent of the labour force data and does not include private agriculture, which accounts for more than 20 per cent of the labour force.


�	GUS, Biuletyn Statystyczny, No. 12 (Warsaw), January 2000, p. 46.


�	In addition to the economic recovery, the improvement in employment was also due to the creation of temporary jobs in public works during the summer months.  The programme of public works was launched by the government in response to the alarmingly high level of unemployment, which reached 19.5 per cent in February.  As of 15 September, nearly 60,000 such temporary jobs had been created.  Reuters Business Briefing, 4 October 2000.


�	This suggests that agriculture, which accounts for nearly 45 per cent of total employment, continues to absorb, or reabsorb, workers displaced in other parts of the economy.


�	To 1.4 per cent, year-on-year.  Direct communications from the national statistical office to the UN/ECE secretariat.


�	In Croatia, unemployment is exaggerated by the measure of “registered unemployment”, which is considerably higher than that given in the labour force survey.  The latter gives a rate of 15.1 per cent in the first half of 2000, as opposed to 21.2 per cent according to the registered figures.  The phenomenon can be explained by the fact that in addition to the usual divergence between registered and labour force unemployment, which exists in most transition economies due to the general deficiencies of the former, the sizeable difference between the two measures in Croatia may be explained by the fact that a large number of those registered as unemployed work in the black economy or are self-employed in agriculture (according to the labour force survey data, there were some 273,000 unemployed people in the first half of 2000, while the registered statistics reported a much higher figure – 353,000 people – for the same period).  The situation is further aggravated by the fact that the reported employment data do not include many of the self-employed, particularly in agriculture.  Consequently, the labour force is underestimated and the unemployment rate is biased upwards.  For similar reasons, caution is needed in interpreting the unemployment data in all the countries of the former SFR of Yugoslavia.  For a more detailed discussion of the relationship between registered and labour force unemployment, see UN/ECE, Economic Survey of Europe, 1999 No. 1, pp. 131-134.


�	PlanEcon, Monthly Report: Hungary (Washington, D.C.), 23 February 2001, p. 31.


�	As employment continued to decline, although at a slower rate than in 1999, the fall in the unemployment rate in 2000 to a large extent was due to a new scheme providing incentives for early retirement in 2000.  A slower pace of labour shedding in some large enterprises, especially in the steel and mining industries, which received financial support from the government, also helped to slow down the growth in unemployment.  CTK Business News, 8 July 2000.


�	According to the macroeconomic forecast made in February.  Interfax Czech Republic Business News Service, 2 February 2001.


�	Adopted by the Czech government in mid-February, this is a programme of support for the creation of new jobs in small- and medium-size businesses.


�	According to calculations by the central statistical office, the Polish economy would have to grow at a rate of 10 per cent to be able to absorb the net increase in the labour force.  CreditanStalt, Central Europe Quarterly, II/2000 (Vienna).


�	The privatization of many Polish companies in the mid-1990s included contractual clauses restricting lay-offs: these have now started to expire.


�	The growth of the net working-age population in 2000 is estimated at around 240,000 (compared, for example, with some 150,000 in 1995) and is expected to increase further by some 270,000 in 2001 and 2002.  Polish News Bulletin (Warsaw), 1 December 2000.


�	The health-care reforms encouraged many of those who were unofficially employed in the grey economy to register as unemployed in order to maintain their eligibility for free state health insurance.  Evidence that the registered unemployment figures have been affected by this change in the incentive to register is provided by the quarterly labour force survey, which estimates that unemployment rose by around 120,000 persons between the end of 1999 and the end of 2000.  This is much less than the increase of around 350,000 in the registered measure.  SG, Weekly Financial Market Review (Warsaw), 23 February 2000.


�	The total number of unemployed exceeded 2.8 million people, but the problem is even more aggravated by the fact that almost 80 per cent of them have no rights to unemployment benefits.


�	In the fourth quarter of 2000, GDP grew by an estimated 2.5 per cent compared with 6 per cent in the first quarter of the year.  Stemming from the sagging consumer demand for new cars, lay-offs have been recently announced at manufacturers Daewoo and Fiat.  Warsaw Business Journal, 26 February 2001.


�	Reuters Business Briefing, 21 February 2001.


�	In early March 2001, the government formulated a programme to fight rising unemployment by lowering taxes, loosening the labour code and encouraging investment.  The appropriate bills are to be sent to parliament for approval in the next few weeks.


�	Conference on Prospects of Economy and Society organized in February 2000 by the Slovak Statistics and Demographic Society.  As cited by Reuters Business Briefing, 1 March 2001.


�	CTK Business News, 26 February 2001.


�	During 1999-2000, nearly 2 billion lek (some $14 million) were allocated for the creation of new jobs, mainly in public works.  According to the Minister of Labour and Social Affairs, nearly 70,000 people were employed under these projects. Reuters Business Briefing, 4 October 2000.


�	Generally, unemployment in the country has been also mitigated by temporary emigration, amounted to 430,000.  EIU, Country Profile: Albania, 2000-01, p. 23.


�	Oxford Analytica Brief, 3 January 2001.


�	In 2000, Bulgaria attracted the largest inflow of foreign direct investment (estimated at nearly $1 billion) among all the south-east European transition economies.  Bulgarian News Agency, 27 December 2000.


�	BBC Monitoring Service, Central Europe and Balkans, 1 February 2001.


�	Reuters Business Briefing, 1 March 2001.


�	About 1 trillion lei (some $37.5 million) is to be extended in the form of low-interest rate credits to small- and medium-sized enterprises by the Romania Unemployment Fund in 2001.  Some 195,000 jobs are expected to be created as a result.  Romanian News Digest, 6 February 2001.


�	In July 2000, 3,600 refugees from ethnic minorities returned to their pre-war homes, almost four times as many as in the same month in 1999.  Oxford Analytica Brief, 26 September 2000.


�	The national statistical office of The former Yugoslav Republic of Macedonia has stopped reporting unemployment rates.  The number of registered unemployed rose steadily in 2000 reaching some 367,000 persons in December 2000 (a more than 3 per cent increase over the same period of 1999).


�	Direct communications to the UN/ECE secretariat from the Ministry of Finance.  However, as in the case of Croatia, these figures exaggerate considerably the real unemployment, as accurately estimating the full number of economically active population in The former Yugoslav Republic of Macedonia is difficult given the high level of self-employment and a vast black economy not included in the official figures.  The latest labour force survey, conducted in April 2000, puts the total labour force at 811,600 and the unemployment rate at 32.2 per cent, 0.2 percentage points less than in the same period of 1999.


�	The official figures for registered unemployment tend to underestimate considerably the actual levels in the Baltic countries. In the fourth quarter of 2000, unemployment rates derived from labour force surveys, based on the ILO definition of unemployment, were at 13.9 per cent in Estonia, 14.6 per cent in Latvia (November) and 16.1 per cent in Lithuania (November), whereas the registered rates were 7, 7.8 and 12.1 per cent, respectively.


�	As of 1 October, the eligibility conditions were eased and the period for unemployment benefits payment extended from 180 days to 270 days.  EIU, Country Report: Estonia, December 2000, p. 22.  Labour force survey data confirm the increase in unemployment in the fourth quarter, up 1.1 percentage points from the third quarter to 13.9 per cent.


�	Reuters Business Briefing, 7 February 2001.


�	So far only the Russian Federation and Ukraine conduct regular quarterly labour force surveys.


�	Among these reasons are low unemployment benefits (often paid in arrears), undeveloped employment services, strict and complicated rules of registration, etc.  This proportion varies in different countries between 50 to 80 per cent of the total unemployment.


�	CIS Statistical Committee, Statistika SNG, Statistical Bulletin, No. 2 (Moscow), January 2001, p. 75.  These are rough estimates made by the committee and it is considered that they represent a more realistic picture of unemployment in the CIS region.


�	The unemployment rates reflecting these more accurate figures varied between some 8-9 per cent in Azerbaijan and Kyrgyzstan, to 12-14 per cent in Georgia, Kazakhstan and the Republic of Moldova. 


�	Direct communications from the national statistical office.


�	This section is based on national balance of payments statistics.  The discussion of trade in sect. (ii) is based on customs data.


�	The growth rates of exports are considerably larger when measured in terms of euros and volumes (see sect. 3.6(ii) below).


�	The recent increase in the surplus on services ended a long-term decline caused by growing spending on business services. UN/ECE, Economic Survey of Europe, 2000 No. 1.


�	In general, the Kosovo conflict made foreign investors more cautious about the region.  In Romania heavy debt service obligations and lack of fresh credits raised the risk of default.


�	At the time of writing, however, only January-June data were available for Albania.


�	Unless otherwise stated, “values” in this section refer to trade values in dollars.


�	The steep appreciation of the dollar against the euro – in which most of the region’s trade is denominated – reduced export and import values expressed in dollars: in euro terms, east European and Baltic trade soared at rates of 30 to 45 per cent.


�	In Poland, after an acceleration in September-October, export growth also slowed somewhat in November, but seems to have picked up again in December.  It should also be noted that the year-on-year growth rate deceleration in these countries is influenced by a diminishing base-period effect – trade growth resumed in the second half of 1999 after reaching low levels in the first two quarters – but the persistence of the deceleration appears to reflect more fundamental factors, the more so because the euro (and most of the domestic currencies) strengthened somewhat against the dollar in the last months of the year.


�	For preliminary full-year trade figures for individual countries and subregions, see table 3.1.2 above and appendix tables B.11-B.13; tables 3.6.3-3.6.4 and appendix table B.14 contain January-September 2000 figures by major partner groups.  Preliminary data for the full year 2000 available at the time of writing this Survey referred in most cases only to total exports and imports, not the geographical and commodity breakdown; hence the discussion below is based on the more complete January-September/October data.


�	Changes in average export dollar prices for manufactured goods (SITC sections 5-8) are derived from national data on export unit values in the Czech Republic, Hungary and Poland, and world market prices for foods, beverages and tobacco are as reported by the Hamburg Institute of Economic Research.


�	Dollar unit values of manufactured goods exported from west European countries fell by more than 7 per cent between the first nine months of 1999 and 2000 (United Nations, Monthly Bulletin of Statistics, Vol. 54, No. 12, December 2000), while over the same period, world energy prices increased by 63 per cent and those of industrial raw materials more than 9.5 per cent.  The price rise in international market prices levelled out somewhat in the last quarter of 2000, although world energy prices were still 25 per cent higher than a year earlier and prices for industrial raw materials were some 3 per cent higher (Hamburg Institute of Economic Research, direct communications).  For more details see chap. 2.1 above.


�	In Estonia and a few other countries, the terms of trade slightly improved in the second half of the year.


�	In Hungary, for example, the rolling 12-month trade deficit would have risen only to 6.4 per cent of GDP by November 2000 as against the reported 8 per cent, if it had not been for a 3 per cent year-on-year loss in the terms of trade in January-November (Credit Suisse First Boston, Emerging Markets Weekly – Europe, Middle East and Africa, 12 January 2001).  In the Czech Republic, the Czech National Bank estimates that about 70 per cent of the CZK 43.9 billion increase in the merchandise trade deficit in January-August 2000 (year-on-year) was due to the terms of trade loss.  CNB, Inflation Report, October 2000.


�	In Croatia, this was due mainly to the shipbuilding sector, which had performed much better in 1999; in 2000 delayed completions of new investments slowed down the restructuring programme which is aimed at building up the portfolio of orders for shipbuilding and repair.


�	Among the other setbacks for Latvia’s exports in the second half of 2000 was a halt to exports of steel reinforcements to the United States and a reduction of these exports to Canada (to be stopped completely from the beginning of 2001) as a result of anti-dumping restrictions imposed while investigations are undertaken in these countries; exports to the EU are subject to strict quotas.  Baltic News Service, as quoted by Reuters News Service, 5 February 2001).


�	Elcoteq Tallinn, a subsidiary of a Finnish company, currently employs 3,150 people and makes cell phone components from imported inputs (mainly from China) for Nokia and Ericsson, among others.  Elcoteq’s Estonian branch planned to start production in a new plant in Tallinn by April 2001; the plant will be making mainly electronic components for mobile communication substations.  In January 2001, however, Elcoteq announced that the assembly of Ericsson telephones in Estonia (and Hungary) would end in the first half of the year, owing to Ericsson’s decision to sell its telephone production operation, but there was no mention of any changes in its expansion plans.  ETA – Estonian News Agency, as quoted by Reuters New Service, 7 and 29 January 2001.


�	In 2000, Volkswagen raised its Slovak production of VW Golf and Bora family cars to 180,800 from 126,500 in 1999.  VW also assembles gearboxes in Bratislava, the output of which increased to 363,700 units in 2000, while gearbox components output was 8 million units.  In May 2000, the manufacture of gearbox components was started at Martin in northern Slovakia: the bulk of the output is distributed via the VW distribution network outside Slovakia.  VW export revenue in 2000 reached Sk 84.8 billion, over 16 per cent of total Slovak exports.  SITA – Slovak Press Agency as quoted by Reuters News Service, 1 February 2000.


�	However, some textile products, which are relatively important in the region’s export structure, were not included in the EU tariff decision and will be the subject of special bilateral agreements.  One such agreement was signed on 19 December with Croatia, with provisional entry into force as from 1 January 2001, while on 26 February 2001 a textiles and clothing agreement was also signed with Bosnia and Herzegovina.  European Report, 4 January and 28 February 2001.


�	Supply constraints, for instance, are also of concern in a recently concluded deal on Russian gas deliveries: in December 2000, Serbia’s oil and gas monopoly NIS signed a deal with Gazprom to buy 1.5 billion cubic metres of gas in 2001, including 160 million in January 2001.  It was agreed that 35 per cent of the gas deliveries would be paid for in cash and the rest in goods and services.  The range of goods Russia is interested in is limited mostly to farming products, foodstuffs and construction industry work; however, according to a Serbian oil and gas company source, Serbia will have difficulties in supplying enough goods acceptable as payment for the gas.  Reuters News Service, 9 January 2001.


�	At present, the EBRD is considering the establishment of a fund which small businesses in the region could approach for investment.  It also envisages setting up short-term working capital facilities for larger Yugoslav companies still capable of exporting and earning hard currency, and restructuring some banks to promote a viable banking system.  Companies in the food and service sectors have been identified by the EBRD as among those that might benefit from increased working capital to facilitate exports both to Yugoslavia’s neighbours and further afield. Reuters News Service, 2 February 2001.


�	Bulgarian exports to Yugoslavia tripled between 1998 to 2000, fuels and oil products being the major export items.  Czech and Hungarian exports to Yugoslavia, too, have begun to recover after the lifting of economic sanctions and grew by 25-30 per cent in 2000, while trade with the other west Balkan countries also picked up strongly.  For Slovenia, the countries of the former SFR of Yugoslavia were important export markets in 2000 accounting for 16 per cent of total exports, and imports for 6 per cent.  Compared with 1999, exports were up 5 per cent and imports from the region increased by 4 per cent.  Although Croatia remained the third most important trade partner (after Germany and Italy) for Slovenia, in 2000 Yugoslavia was its most rapidly growing market (exports up by 84 per cent from 1999).


�	Lithuania’s membership is pending on parliament’s approval expected in the first half of 2001.  Bosnia and Herzegovina, The former Yugoslav Republic of Macedonia and Yugoslavia have applied for WTO membership, the latter in January 2001, and are preparing for negotiations.


�	For instance, Slovakia’s trade deficit rose sharply in January 2001, year-on-year, due largely to the cancellation of import surcharges, which led many foreign exporters to postpone deliveries from December last year.  In Bulgaria, customs duties on industrial goods traded with CEFTA countries were removed as from the beginning of 2001.  On certain industrial goods imports from the EU, Bulgaria reduced customs duties: the rates in 2001 will amount to 15 per cent of the base customs duty and will be completely waived as from 1 January 2002, together with all customs duties on industrial goods which Bulgaria imports from the European Free Trade Association.  The agreements signed by Romania with CEFTA, EU and EFTA stipulate a gradual reduction of customs duties, and specify that 2001 will be the last year when customs duties on imports of industrial products, except cars, are maintained.  As of 1 January 2002, the trade in industrial products will be completely liberalized.  Croatia and Slovenia abolished the remaining customs tariffs for mutually traded industrial products as of 1 January 2001 (a free trade agreement has been in effect since 1 January 1998).


�	Over the past few years, Poland had imposed a number of protective trade barriers against Hungarian maize, wheat, pork, beef and tomato paste.  Following extensive talks, Poland agreed to apply CEFTA duties on these products up to certain quotas for the second half of 2000.  For 2001, however, Hungary demanded the abolition of these quotas, to reflect changed market conditions.  In spite of this, Hungary argued, Poland’s quotas on Hungarian pork and poultry for the whole of 2001 were set at levels equal to those that had applied to the second half of last year, thus cutting previous export levels by a half, and in retaliation imposed import quotas on a number of Polish food products and heavy tariffs on above-quota imports.  In February, the Polish government asserted that these Hungarian import quotas violated the CEFTA agreement and threatened countermeasures.  Interfax International, 28 February 2001.


�	Agence EUROPE (Brussels), 26 February 2001.


�	Preliminary merchandise trade data for 2000 as a whole indicate total Russian exports of $102.8 billion, an increase of over 40 per cent relative to 1999 reflecting a continuation of the January-September trend i.e. high prices for Russia’s principal export commodities combined with moderate volume increases.  Russian total imports grew by 12 per cent to $33.8 billion – the result of higher volumes moderated by lower dollar prices.  Similarly, Kazakhstan’s trade data for 2000 show slightly lower export and higher import growth than for the first nine months of 2000.  Exports in 2000 stood at $9,140 million (up 63 per cent year-on-year) while imports were $5,052 million (up 37 per cent).  Kyrgyzstan’s exports were $504.5 million (up 11.2 per cent) and imports $554.6 million (down 7.5 per cent) while Turkmenistan’s exports stood at $2,506 million (up 111 per cent) and imports $1,785 million (up 21 per cent) in 2000. 


�	For the year 2000 as a whole, commodity prices in dollars generally stayed high, but the price increases moderated.  Crude oil and oil product prices increased by about 60 per cent, year-on-year, copper and aluminium went up by 15 per cent, nickel by 44 per cent.  The price of cotton was up by 9 per cent while gold prices remained flat.


�	In January 2001, the Russian government raised the export duties on crude oil to 48 euros per tonne.  Since the beginning of 2000, the export taxes on oil and oil products have almost tripled from (10-(20 per tonne to (31-(48 per tonne in January 2001.


�	Although the Russian rouble real exchange rate has appreciated against the dollar since the rouble’s collapse in 1998, it is still about half the mid-1998 level.  As a result, domestic production of import substitutes continues to have price advantage – even though this advantage has been eroded to some extent.


�	For 2000 as a whole, the real exchange rates against the dollar depreciated by about 5-7 per cent in Armenia, Kyrgyzstan and Ukraine, and by about 10 per cent in Azerbaijan and Kazakhstan.  The domestic currencies appreciated in real terms against the dollar in the Republic of Moldova (7 per cent) and Russia (2 per cent).


�	On the policy front, the Russian government has reformed its import tariff schedule which should make its WTO membership application slightly easier as well as leading to increased imports in the future.  In November 2000, Russia adopted a new four-tier system of import duties that came into effect in 2001.  All imported goods are subject to 5, 10, 15 or 20 per cent duties.  There are some exceptions such as cars, sugar and tobacco, which will be taxable at 25-30 per cent.  The change will lower the weighted average tariff rate in Russia by 1-1.5 percentage points to about 10 per cent.


�	In Kyrgyzstan, higher fuel prices combined with the depreciated currency, balance of payments difficulties and high debt levels have discouraged imports.  In particular, industrial machinery and equipment imports were down significantly, offset to some extent by increased grain imports after a poor harvest.


�	In Uzbekistan, while industrial production and GDP for January-September 2000 were reported to be increasing, there are indications that some key foreign joint ventures that rely on imports were having difficulties.  For example, car production – which depends almost exclusively on imports of components from the Republic of Korea – fell by more than 50 per cent and certainly contributed to the lower level of imports.


�	For example, at present only 10 per cent of crude oil is extracted using modern equipment and Russia’s oil refineries are on average 30 years old.  Natural gas extraction is approaching the stage of declining yields and it is estimated that gas output will fall by 30-75 billion cubic metres in the next five years.  Finally, about 20 per cent of gas pipelines is in need of replacement.  Oxford Analytica Brief, Russia: Energy Infrastructure, 17 November 2000.


�	The falling gas extraction levels have also induced the Russian natural gas monopoly to sign new gas purchase agreements with Turkmenistan.  Russia agreed to purchase 20 billion cubic metres of Turkmen gas in May and an additional 10 billion cubic metres in September 2000.


�	The Ukrainian economy relies on metals and chemicals, which account for about half of total exports.


�	It is estimated that globally steel makers have the capacity to produce about 15 per cent more steel than consumed.  Moreover, companies continue to expand production by about 2 per cent annually.  Owing to this overcapacity, companies often rely on anti-dumping trade laws to limit imports.  Ukrainian steel makers reportedly face tens of dumping disputes.


�	In Kazakhstan, all key commodity exports increased in volume: crude oil was up by 22 per cent, and metals such as steel, copper and zinc increased by 7-17 per cent.


�	As noted above, the roughly unchanged value of imports masks a fairly large fall in import prices and thus large increases in the volume of imports.  For example, Russian non-CIS imports were up by 21 per cent in volume while they declined 3 per cent in dollar value.


�	Russia is the principal trading partner of many CIS countries, accounting for about half of intraregional trade, so the development of its intra-CIS trade reflects the general trend throughout the region.


�	In Turkmenistan, for example, gas production accounts for one half to two thirds of GDP.  The temporary resumption of gas exports to Ukraine in 1999 led to a 73 per cent increase in gas output, boosting GDP growth (to 16 per cent from 5 per cent in 1998) and contributing 54 per cent of incremental export revenue.  EIU, Country Profile: Turkmenistan (London), 2000.


�	To take Turkmenistan again as an example, its most feasible potential export routes are across the territory of its major competitors for the gas market.


�	Nominal gas prices in intra-CIS trade vary from $32-$80 per 1000 cubic meters.  The price variation appears to reflect implicit payments for transit and discounts for cash payments, as well as political considerations.


�	All countries in the region have signed (but not ratified) the Energy Charter Treaty under which they commit themselves to grant non-discriminatory access to transport facilities.


�	Non-payment for energy is recognized as an important export subsidy, especially for energy-intensive industries. Similarly, the toleration of non-payment by households is a quasi-fiscal measure which mitigates the effects of the loss of real incomes.


�	Institute of International Finance (IIF), Capital Flows to Emerging Market Economies (Washington, D.C.), 23 September 2000. 


�	These short-term funds may include an element of capital flight.  At the same time, errors and omissions, generally believed to represent various short-term financial flows, increased again, to nearly $5 billion.


�	The sum of errors and omissions and short-term capital, a partial measure of capital flight, rose from over $5 billion in January-September 1999 to over $9 billion in the same period of 2000.


�	FDI is also discussed in chap. 5.


�	IIF, op. cit. Direct foreign equity investment in the emerging markets peaked in 1999, falling to an estimated $124 billion in 2000.


�	Table 1.2.13 in the UN/ECE, Economic Survey of Europe, 2000 No. 2/3, contains bond issues and terms by country.


�	The corporate sector has experienced a worldwide deterioration in credit conditions reflecting concern about growing corporate debt.  The higher margins involved also discourage a recovery of borrowing by corporations in the transition countries.  


�	This includes the (600 million sovereign bond launched by Poland for benchmarking purposes


�	This 10-year bond was used to help retire Brady bonds and to improve the maturity profile of external debt.


�	Several countries already possessing investment grade ratings were upgraded by at least one agency in 2000.  Increased oil revenues helped Azerbaijan acquire its first (sub-investment grade) credit rating.


�	This is the view of some emerging market and hedge fund managers, who, among other things, point to the low credit spreads on the external bonds of these countries.  Financial Times, 24 January 2001.


�	Lending by BIS reporting banks, a broader measure of financial flows than bond issues, confirms that transition economies lacking good international credit ratings borrowed very little (net of repayments) in the first half of 2000.  BIS, International Banking and Financial Market Developments (Basle), November 2000.


�	During much of 2000 the prospects of the emerging market economies in the rest of the world were adversely affected by higher oil prices and their perceived vulnerability to a United States economic slowdown.


�	From the viewpoint of domestic debt, some fund managers continue to view the advanced transition economies as emerging markets. Financial Times, 24 January 2001.


�	As a part of the normalization of its relations with foreign creditors, Russia agreed to the so-called “zero option” under which it took over all the foreign assets and liabilities of the former Soviet Union, essentially freeing the other successor states of external obligations. Previous agreements between Russia and  the London and Paris Clubs are summarized in World Bank, Global Development Finance 2000, Vol. 1. (Washington, D.C.).


�	The Paris Club rescheduled $8 billion of obligations falling due in July 1999-December 2000 over a period of 16-20 years.  The London Club restructuring of $32 billion included a 40 per cent reduction in present value terms, and the balance was converted to 30-year eurobonds with a 7-year grace period.


�	The Russian authorities had counted on a Paris Club rescheduling in 2001 and thus the national budget provided for less than the $13-$14 billion needed for the full servicing of the total debt.  An amendment to the federal budget was made to make up the difference.


�	According to A. Kostin, chairman of Vneshekonombank, scheduled debt payments to the Paris Club are to rise from $3.8 billion in 2001 to $18 billion in 2003.  Financial Times, 9 March 2001.


�	In 2000 the debt of Ukraine fell by over $2 billion due to repayments to multilateral creditors and the clearing of a $1 billion debt to Russia, the latter under a previous agreement involving the Russian Black Sea Fleet.  This operation further reduced Ukraine’s moderate debt burden, but it did not alleviate the cash flow problem.


�	Some debts to Russia were incurred when the CIS countries left the rouble area and the outstanding balances in correspondent (rouble) accounts were converted to intergovernmental debt.


�	Georgia formally adopted the “zero option” in February 2001 as a condition for the recent accord with the Paris Club. Financial Times, 9 February 2001.


�	The CIS (other than Russia) also began to attract private funds, but at a lower rate than the other transition economies.  UN/ECE, “Capital flows into the transition economies since 1989,” Economic Survey of Europe, 2000 No. 1, sect. 4.5.


�	Georgia and perhaps Armenia and Tajikistan were exceptions as their indicators already suggested heavy debt burdens by 1995.  External Borrowing by the Baltics, Russia and Other Countries of the Former Soviet Union: Development and Policy Issues, IMF Working Paper WP/97/72 (Washington, D.C.), June 1997.


�	As a condition for concluding an ESAF agreement, the IMF required that countries reschedule their bilateral debt.  The purpose of this is to avoid the use of new IMF resources for debt servicing.


�	L. Kossikova, “L’endettement des pays de la CEI envers la Russie”, le courrier des pays de l’Est, No. 445, December 1999.  Governments of the importing countries have excluded inter-enterprise arrears from their debt to Russia and total external debt (as has often been the IMF practice as well).  A consequence of this practice, according to Kossikova, is to discourage debtors from respecting their contractual obligations, while the more favourable debt indicators (due to the exclusion of arrears) have allowed countries to meet programme targets and qualify for new multilateral credits.


�	An agreement was reached in December 2000 under which Russia will supply natural gas to Ukraine in 2001.  The problem of Ukraine’s alleged unauthorized consumption of gas in transit is to be submitted to international arbitration and any amounts above the agreed quota are to be securitized as eurobonds.  The accord also allows for the transit of Turkmenistan gas through Russia to Ukraine, thereby lifting an important potential constraint on Turkmen exports.


�	Net energy exporters were also adversely affected by depressed energy prices in the first half of 1999.  Armenia and Georgia also lost considerable receipts (private transfers) when the earnings of their nationals working in Russia were affected by the depreciation of the rouble against their currencies.


�	The limitations of the data should be kept in mind.  The definition of debt is not uniform across countries and in most cases official debt statistics exclude arrears.  When debt estimates were not available for 2000, data for 1999 were used (table 3.6.13).


�	A depreciation of the national currency against the dollar will raise the external debt/GDP ratio because while the dollar value of GDP falls the external debt (denominated in dollars) remains constant.


�	In Kazakhstan a large current account surplus and eurobond borrowing were accompanied by increased debt and little change in the low level of official reserves, which suggest there was considerable capital flight in 2000.


�	Although these five countries have had persistent payments problems, their debt has been considered sustainable.  For example, the World Bank has classified Armenia and Tajikistan as “less-indebted” countries, and Georgia, Kyrgyzstan and the Republic of Moldova (and Turkmenistan) as “moderately indebted” ones.  Azerbaijan, Belarus, Russia, Ukraine and Uzbekistan have also been classified as “less-indebted”.  World Bank, Global Development …, op. cit.


�	IMF and the World Bank, “Armenia, Georgia, Kyrgyz Republic, the Republic of Moldova and Tajikistan: external debt and fiscal sustainability,” 7 February 2001, and “Background paper” (of the same title), 6 February 2001.


�	Ibid., table 2.


�	The PRGF is a three-year concessional facility for low income countries which carries an annual interest rate of 0.5 per cent and a maturity of 10 years with a 5½ year grace period 


�	Debt servicing ratios are projected to peak in 2001-2004, due to rescheduled debt coming due and repayments of multilateral loans.


�	In Kyrgyzstan the non-interest current account is projected to strengthen less than in the other countries because of a temporary fall in exports when gold production starts to wind down.


�	Increasing external debt service payments and what is deemed to be the modest ability of government to enhance revenues suggests that fiscal sustainability indicators will remain in an undesirable range.  Of all the transition economies, these countries rank among the lowest in their ability to raise tax revenues  (table 3.2.5).


�	In 1998, absolute poverty rates ranged from 45 per cent in Georgia to 68 per cent in Tajikistan.  IMF and the World Bank, op. cit.


�	Regarding Kyrgyzstan, the IMF has noted that “even with rescheduling of part of non-concessional debt, the debt service burden remains high, especially over the next few years and there is no clear prospect for finding a sustainable answer to the external debt situation”.  IMF, Public Information Notice, No. 00/87, 13 October 2000.


�	The facility was approved for Georgia in January 2001, for Kyrgyzstan and Tajikistan in June 1998, and for the Republic of Moldova in December 2000.  Negotiations on a PRGF are underway with Armenia.


�	In March the Paris Club rescheduled Georgia’s debt coming due in 2001-2002.  Instead of $88 million, it has been reduced to $33 million, and creditors agreed in principle to consider further restructuring in the case of financing need.  Financial Times, 8 March 2001.  According to U. Sarbanov, chairman of the National Bank of Kyrgyzstan, Russia and Turkey are ready to restructure the country’s debts and Russia has called upon other countries to take similar action.  BBC Summary of World Broadcasts, SUW/0677 WE/3, 9 February 2001.


�	Nevertheless, the international community, including the IFIs, generally underestimated the difficulties of transition and the gestation periods needed for structural and institutional reforms to be put into effect.  But they also overestimated the authorities’ willingness and ability to implement these reforms.  IMF and the World Bank, op. cit.


�	Many of the factors holding back growth in these countries are as, or even more, serious in some other less indebted members of the CIS.  See, for example, the EBRD indices of economic reform.  EBRD, Transition Report 2000 (London).  According to Transparency International, the members of the CIS rank above the transition economy average in perceptions of corruption (table 5.2.2).





