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CHART 3.4.3 (concluded)

Real product wages and unit labour costs in selected transition economies, 1993-1998
(Indices, 1993=100)2
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Source: National statistics.
Note: ULC: unit labour costs, RPW: real product wages and RULC: real unit labour costs.

2 Croatia and Baltic states: 1994=100, CIS: 1995=100.

Import prices in national currencies in 1998, key determinants of growth and employment in the
however, generally continued to weaken as a result ahedium term. Increased profits facilitate the financing of
falling world market dollar prices for primary and investment, which in turn increases productivity,
intermediate product®’ combined with relatively stable or, productive capacity, competitiveness and employment.

appreciating currencies (except for a short period following Unfortunately national accounts data for economy-

the rouble crisis in mid-August). As aresult, profit margins, ;e gross and net operating profits and unit profits are

in eastern Europe and the Baltics were not squeezed @5t ,yailable for most of the transition economies.

sharply as the increase in real unit labour costs mighlswever, one proxy for changes in the “profit margins”
suggest. Nevertheless, compared with 1997, it is probabjy industry® is the change in real unit labour costs,

correct to conclude that the overall profit performance ifynich reflects shifts in the relative income position of
most of these economies probably deteriorated in 1998, anghth wage and profit earnef.

especially in the last quarter, given the sharp deterioration
in output growth and export prospects.

(b) 1993-1998

The rate of fixed capital accumulation is one of the
fundame_ntal determllnants of the pc_Jtentl_aI for sustained sos | fact, as the UN/ECEEconomic Survey of Europe, 1998 No. 1
growth in the medium term and in this respect, theyas shown, industry, particularly manufacturing, has been the major
growth of profits, via the influence of retained earningsdestination for investment during 1991-1996 in the most advanced
on the investment decisions of enterprises, is one of thgnsition economies.

394 For a broader discussion and comparative analysis of real unit labour
costs, see H. Gabrisch, “Transformation, integration and wage convergence:
a comparison of east German and central and eastern European economic
problems”,Moct-Most No. 8 (Bologna), 1998, pp. 35-50.

Chart 3.4.3 shows the evolution of nominal and real
unit labour costs since 1993 in selected transition

392 gee chap. 2.1.
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economies?® It also shows the cumulative growth in real CHART 3.4.4

prqduc; wages _and the implied cumulative p_rOdUCt'V'ty_Average annual rate of change in industrial production and real unit
gains (i.e. the difference between the growth in real unit  |apour costs? in selected transition economies, 1995-1998°
labour costs and real product wages) in these economies. (Percentages)

As suggested by the chart, real unit labour costs in 1998

were below their levels in 1993 (i.eeteris paribus

“profit margins” were highet}® only in Poland (6.5 per 6 —

cent) and particularly in Hungary (32 per cent). They Hinggne

remained, albeit with some fluctuation, at their initial 4 S Latvia

levels in Slovakia, Slovenia and Russia. In the rest of the E— czech O

countries, real unit labour costs in 1998 remained above | O Re"“E‘f

their initial levels.  Sovakia [
Slovenia O Estonia

These findings match the investment performance of g

these countries during 1993-1998. During the last several
years there was a rapid expansion of investment in Poland,
principally in the private manufacturing sector. Investment
growth was also buoyant in Hungary, particularly in 1997-
1998, reflecting rising business confidence following the
successful adjustment programme. In Slovakia, there was
also a strong growth of investment in recent years, but .
most of it was in large public infrastructure projects o
financed by the state budget. 8

Poland []

Real unit labour costs

-4 -2 0 2 ) 4 ) 6 8 10
In addition to the cumulative changes in real unit eustral production

labour costs and the implied performance in “profit  gu,ce: National sources.

margins”, the chart demonstrates that the rate of change ; uynitlabour costs in industry deflated by industrial producer prices.
in nominal labour costs are informative only if they are |, 1998 data are for January-June.

assessed in relation to the change in output prices. That

is, if the increase in unit labour costs can be passed on to

output prices (both on the domestic and foreign markets), Chart 3.4.4, in fact, despite an obviously large
then,qstg}nspanpusl profit mar\%lltr;]s are ';Ot tshquee.zed.variance, tends to support the proposition that strong
eveg It' e nlomlnat wetlg_(? grol deX(f[ee S he ge:clnst Mnd prolonged growth (in industrial production) is

productivity. In contrast, Iif real product wages rise fas erpositively correlated with a declining or low rate of

than productivity thengeteris paribus “profit margins growth in real unit labour costs in industry (i.e.

will suffer. Therefore, in an economy where the priori_tyindustrial “orofit margins” are rising or at least not

is to _aphieve rapid d.isinflation, Iarger_ gains in being squeezed). Here again, the best “profits”
productivity become an Important determ_lnant of the erformance was in Poland and Hungary which also
success of macroeconomic policies. In this respect, the_d the highest average annual rates of output growth.

. I ) OMlfmproving profits, and thus boosting investment and
policy geared towards stability in the medium term is to. P gp ; g

e th giti ; . wih. In f tmcreasing productivity in the medium term, also
create he condrtions for. economic growth. —In 1acl,e, +iiates disinflation without hampering the growth in
sequencing disinflation and growth, in that order, ratheEIemand In turn these positive developments, by
than dealing with them simultaneously has recently bee ' ’

1o be mistaken i fth pos fhcilitating restructuring and improving resource
proven o be mistaken in many of these econornies. allocation, are likely to lead to further output growth,

i.e. to a virtuous circle in a lower inflationary

environment. In other words, rapid and sustained
The chart allows for differences in the date at which the reformsgrowth is also a fundamenta_l re.qu”ement for a
started. persistently low rate of increase in prices.

3% Here the unit material cost of production is assumed to be
constant. 3.5 Labour markets

397

395

A relatively early article on the Hungarian economy is still relevant

to an understanding of the causes of the various recent crises in some @ Recent developments

these economies, J. KornaLasting Growth as the Top Priority:

Macroeconomic Tensions and Government Economic Policy in Hyngary . .

EBRD Working Paper, No. 15 (London), December 1994. “So the (a) Changes in employment in 1998

sequence dirst stability,thengrowth is not correct. These are two parallel

tasks ... the creation of stability is ... [a] task [that] is not one which is ever The available quarterly data suggest that in 1998, as

over and done with. It can reasonably be expected that as soon as oge result of the deterioration of the general economic
macroeconomic tension has been overcome, the same or another tensiol

will re-emerge. This is not a war in which there can be victory once and foS! uation and t_he impaCt of th(? Russian crisis, the weak
all ... Problems with inflation, unemployment, budget and current accounupward trend in employment in the last two years was

deficits recur all over again. If we want to postpone growth until all theseng|ted ineastern Europe In the first three quarters of
have been resolved, we shall be waiting for ever”, p. 31.
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1998%% employment declined by 0.2 per cent, comparedy capital investment and improved labour productivity.
with a 0.9 per cent increase in the same period of 199HAowever, overstaffing in large enterprises, a legacy of the
(table 3.5.17° Employment changes in individual past, is still a problem given the slow pace of
countries remained heterogeneous reflecting the diversityestructuring. Therefore, the outlook for employment
of their overall macroeconomic situation, but in the firstgrowth looks rather bleak given the marked slowdown of
three quarters of 1998, there were relatively largeoutput®™ and the acceleration of privatization and long-
increases only in Hungary and Poland; employmentelayed industrial restructuring envisaged by the new
increased slightly in Slovakia and Slovenia and there waSlovak government. Generated by the postwar
some recovery from very low levels in Bosnia andreconstruction of the economy, employment has
Herzegovina, but elsewhere the declines were general. increased also in Bosnia and Herzegovina, however, the
jncrease in the first half of 1998 was much more modest

In Hungary, where the economy strengthene han in the same period of 1997

considerably in 1998? employment increased by more
than two per cent, much faster than in 1997. The marked The situation has continued to deteriorate in the
increase in industrial employment (over 5 per ¢&ritas  Czech Republic where employment declined by more
been followed by the expansion of new jobs inthan 1 per cent in the first three quarters of 1998. The
construction while employment in services stagnated anthtensification of labour shedding since mid-1997 reflects
in agriculture continued to decline. A relatively high ratethe overall contraction of activity together with a faster
of growth (1.5 per cent) was maintained in Poland for aate of enterprise restructuring imposed by the substantial
fourth consecutive year. The increase in totaltightening of monetary and fiscal policy after the
employment was largely concentrated in constructiorexchange rate crisis of May 1997. A fall of above 1 per
and, particularly, in the service sector where it increasedent has also been reported in Romania. However, this is
by nearly 3 per cert? in agriculture and industry there a surprisingly small reduction given the depth of the
were further small declines. recession in output® It seems that, as in 1997, there has
been a very specific response of employment to output
employment increased only slightly in Slovakia andQeg:Ime in Romania. Indeed, falls of more than 5 per cent
in industry, nearly 7 per cent in construction and more

Slovenia, although, in the latter it was thg firs_t increasqhan 1 per cent in services have been largely offset by a
since the reforms started. Moreover, despite similar rate

R . €%e of nearly 2 per cent in the number of workers
OT growth, the situation n the two countries was qur[eengaged in agriculture. This implies that agriculture, the
different. In Slovenia, where the expansion of

employment has been in the small-scale sector, the rate i of which in total employment in 1998 exceeded 40
roa/tr?/ was sustained during 1998. B co’ntrast i"g r cent (greater than in industry or services) is acting as
9 9 : y ’ shock absorber as workers displaced in other branches

Slovakia, employment increased by 0.5 per cent in th f .
; : . of the economy with generous redundancy payments
first quarter of 1998, but then decelerated and in the thir leturn to their rural origin&”

quarter it declined by 0.2 per céfit. The upturn in the
Slovak economy in recent years has been mostly driven | the other countries of the region for which data
are available, employment continued to decline at similar
rates to those in 1997, although more rapidly in Croatia,
398 At the time of writing, data for the fourth quarter of 1998 were still partICUIarIy after the. first qua.rter when the grOWth of
not available for most countries. However, rapidly increasing OUtput slowed considerably in response to the more

unemployment in many countries, suggests a further deterioration ofestrictive stance of fiscal and monetary policy adopted
employment in the fourth quarter. early in 1998.

In spite of the continued strong growth of output,

399 Assessing recent changes in employment in the transition . .
economies is particularly difficult as quarterly employment data are not In the Baltic states the favourable trends in

comparable with the annual data which have a broader coverage. (T ployment which had started in 1997 lost momentum in

quarterly data are not only different from the annual data but the size q .
the difference also varies among countries.) Therefore, these data sho Be first three quarters of 1998. Employment Only

be interpreted with caution and should not be considered as indicatingontinued to grow (by just above 1 per cent) in Latvia,
more than orders of magnitude.

40 gpp grew by some 5 per cent and industrial output by nearly 13

per cent.
401

404 |ndustrial output fell in the fourth quarter of 1998 by 0.1 per cent,

The increase was entirely due to developments in manufacturingear-on-year basis, compared with an 8.6 per cent increase in the third
where employment grew by nearly 6 per cent. In textiles, clothing andarter.

leather, and also in engineering, the expansion of new jobs was even more
pronounced at some 10-11 per cent, respectively. Hungarian Central 405 |n 1998, GDP fell by 2.7 per cent.
Statistical Office Statistical Report1998/99, p. 27.

102 408 I the first three quarters of 1998, GDP fell by nearly 6 per cent

The increase was particularly pronounced in real estate, rental anand industrial output by more than 17 per cent.
business services (15.3 per cent) and in wholesale and retail trade and,,;

repairs (8.7 per cent). GU®/stepna informacja o gospodarce w 1998 r Th_e generous redundancy payments to _Workers dismi_ssed fron_1
(Warsaw), 21 January 1999, p. 3. loss-making state owned enterprises (amounting to 12-20 times their

monthly salaries according to their length of service) have been one of the
403 The sharp rise in unemployment occurred in the fourth quarter ofreasons for the growing government budget deficit which in September
1998 (the rate increased from 13.8 per cent in September to 15.6 per cet®98 amounted to 3.6 per cent of GDP. National Bank of Romania,
in December) suggesting a further fall in employment. Quarterly Bulletin No. 3, 1998, p. 28.
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TABLE 3.5.1

Total employment in transition economies, 1995-1998
(Percentage change over the same period of preceding year)

Total employment Employment in industry
QLQIl  QIQIIl QLQIl  QQIIl
1995 1996 1997 1997 1998 1995 1996 1997 1997 1998
Eastern EUrope 2 ........cocoveeveervenvninnns 05 0.6 0.9 0.9 0.2 0.6 0.5 -1.2 -1.2 -15
AlbaNIa .....eveeierieerieiis w20 2.0 0.7 0.4 0.4 . -10.2 35 . .
Bosnia and Herzegovina ..........cc..c...... 10.8 123.0 38.3 41.1 5.0° 104.2 174 21.9 45 16.0°
BUIGATIA ..o 13 01 2.7 . . 22 -1.2 4.1 . .
Croatia ............. 13 - 0.7 -0.7 2.0 -11.6 -0.9 -4.0 . 5.1
Czech Republic 2.6 0.7 -1.0 -0.9 -1.2 0.5 08 -1.0 -1.2 -0.4
Hungary ... -1.9 -0.5 0.1 0.1 24 -5.4 0.9 1.7 1.3 51
Poland ......... 1.8 19 2.8 14 15 32 0.7 0.3 -0.5 0.7
Romania® ... 5.2 12 | 10 15 1.4 5.8 10 | -25 18 5.3
Slovakia ... 22 0.8 -0.4 0.4 0.2 0.1 - -2.0 -18 -3.6
SIOVENIA .o 0.2 -0.5 0.2 0.3 0.4 -38 -1.0 -4.2 -4.6 -1.2
The former Yugoslav
Republic of Macedonia ............c..o..... -9.5 4.4 54 -5.6 -3.6 -13.2 6.5 -1.6 6.7 -3.0
YUQOSIAVIA .eovvercerernrieiieenereeiineis -1.4 0.5 -15 -15 -1.7 2.5 -2.3 3.1 -33 2.7
Baltic states ... . -31 0.7 1.0 0.7 0.4 -3.6 -4.6 -0.5 0.1 -1.3
Estonia ......... .. 53 -1.6 0.2 0.4 -0.6° 8.1 -4.4 5.7 -5.8 -2.4b
Latvia ....... . =35 2.7 1.9 15 1.2 5.7 -5.6 35 35 13
Lithuania ...... . <19 0.9 0.6 0.3 -1.2 1.7 -4.2 - 0.9 2.4
CIS? e -1.0 -0.9 -1.4 -1.4 0.6 -8.0 5.3 -16 1.7 -3.4
AMMENIA .o -0.8 -2.8 4.4 4.1 2.4 -14.7 -15.8 -10.2 -10.8 -3.9
Azerbaijan .... 0.5 2.0 0.2 0.2 0.3 5.8 -19.7 -14.5 -115 -11.4
Belarus ......... . 62 -1.0 0.1 0.6 0.5 -10.9 -1.2 0.2 -0.1 -
Georgia ........ . 218 0.2 45 . . 9.4 -28.1 232 . .
Kazakhstan .. .. -05 05 -0.7 0.9 2.7 9.4 -39 -11.8 -13.6 3.7
Kyrgyzstan ..........ccoee... w02 0.6 23 15 0.2 -15.0 -10.8 -6.1 6.3 -1.0
Republic of Moldova .........cccoeeereeennnne 0.5 -0.8 0.8 -1.9 -1.7 -14.2 -1.7 2.4 -1.3 2.3
Russian Federation ...........cccveveneenes -3.0 -0.7 2.0 2.0 -0.6 8.1 -4.7 -8.0 -85 -4.1
Tajikistan ...........c...... 0.1 -6.6 33 35 -0.2 -12.1 -1.1 -13.3 -14.7 2.6
Turkmenistan ... 05 04 0.5 . . 0.1 37 9.4 . .
Ukraine ......... 3.0 2.1 2.7 -16 -1.4 -1.7 -1.3 -85 -8.3 -4.2
UZbeKiStan .......ccccveeereneernreneerseeneens 09 13 1.4 0.9 16 2.4 13 0.2 24 0.6
Total above ? ..o -0.9 0.5 -0.8 -0.8 0.4 -5.8 -3.8 5.4
Memorandum items:
CETE-5 oo 14 12 14 0.7 0.8 0.8 0.7 0.2 0.7 -
SETE-72 .o 3.1 0.2 0.2 1.2 -13 -4.4 - -2.6

Source: UN/ECE secretariat estimates, based on national statistics.
Note: Changes in employment based on quarterly statistics are not always fully comparable with those based on annual data due to differences in coverage.

a Three quarters regional aggregates of total employment exclude Bulgaria, Georgia and Turkmenistan; those of employment in industry also exclude Albania and
Croatia.

b First half of the year.

C End of year data based on labour force balances up to 1997; from 1997, annual average figures based on labour force survey data. Consequently, the regional
aggregates which include Romania are not fully comparable before and after 1997.

although the rate of growth decelerated considerablgecline was most pronounced in agriculture and in
between the first and the third quarters. The increase imdustry, while in services it fell only slightly.

total employment was mainly due services but new . .
jobs were also being created in industry, albeit at a The available quarterly data suggest that inQlii®

significantly slower rate than in 1997. In contrast, despiteC ountries, the fall in the level of employment slowed

the relatively strong economic upturn, employment feIIflno(;':'j';s',[n ezzf:)iglrrnsitt trgrgfvgr;airr:erfostfoﬁﬁgmmﬂ.ﬁﬁgnf]atghgf
again by more than 1 per cent in Lithudtita. The decline, however, accelerated in Kazakhstan and

employment began to fall again in Tajikistan. It

408 1 the first three quarters of 1998, industrial output grew by nearly
10 per cent, the highest rate of increase in the Baltic states. However,
output growth was relatively concentrated on capital intensive activitiesproduction. Light industry and the food industry laid off workers due to
thus, the Mazeikiai oil refinery, which accounted for almost 25 per cent ofdecreasing production of goods destined for Russia, one of Lithuania's
all industrial production, increased its output significantly, lifting overall biggest trading partners.
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increased by more than 1 per cent in Uzbekistan, andarried out!* the average unemployment rate in 1999
slightly in Azerbaijan and Belarus. The continuing could reach nearly 14 per cent.

weakness of employment despite the recent economic
upturn in some of the CIS countries suggests a
considerable degree of excess employment which i
mainly seen in the form of widespread unpaid
administrative leave and part-time employment.

In Hungary, where there was strong economic
rowth, the unemployment rate declined steadily during
998 to stand at 9.1 per cent in December (1.3 percentage
points less than a year earlier). The Hungarian authorities
expect this positive trend to continue in 1999 and the

(b) Unemployment unemployment rate to be around 8 per cent by Jéne.
In Poland, as in Hungary, unemployment has been

Levels and rates of registered unemployment declining for several yeaf§; and in August the rate was.
at its lowest (9.5 per cent) since 1991. However, in
In most of the east European countriescontrast to Hungary, the rate of improvement slowed
unemployment had been falling since the end of 1993 otably during 1998: the unemployment rate was actually
and early 1994, but, as a result of the general economifgat from May to September, when it began to rise again
slowdown and the Russian crisis, it started to increasg the wake of the Russian crisis, reaching 10.4 per cent
again in the second half of 1998 and particularly in theyy the end of the year. Given the fall in industrial output
fourth quarter. In December, six countries (Croatia, theyt the end of 1998 which is expected to continue, the
Czech Republic, Latvia, Russia, Slovakia andunemployment rate is expected to increase further in
Yugoslavia) reported their highest unemployment rate39994° Some Polish experts believe that the present
since the transition started. The total number ofynemployment rate of around 10 per cent may continue
unemployed in the transition economies as a whole, wagr quite a long timé° given the scale of surplus labour
17.6 million people at the end of December 1998 (soméy agriculture, the planned restructuring of the coal and

6.6 million in eastern Europe and 10.7 million in thestee| industries, and increases in the labour force for
CIS countries), the highest level since records began igemographic reasofs.

the early 1990s. The most pronounced increase (14 per ) ) o
cent) was in the Baltic states; in eastern Europe and the ~Unemployment has remained persistently high in
CIS countries unemployment grew by some 6 and 1&lovenial®® Although as a relatively sheltered transition

per cent, respectively, in the 12 months to Decembe®conomy, Slovenia was not much affected by the Russian
1998. crisis, and was able to maintain a relatively robust rate of

economic growth, the unemployment rate in December

In eastern Europe the already high rate of 1998 was still 14.6 per cent, only marginally less than a
unemploymentincreased further and in December 1998year earlier.

averaged 12.6 per cent (compared with 11.9 per cent a
year earlier), with most countries falling within a range of
some 9 per cent (Hungary) to almost 19 per cent (Croatia)

(table 3.5_2)_ In the 12 months to December 1998, Accord_ing to a statement by Prime MinisFer Kostov, there are about
unemployment declined only in Bulgaria and Hungary, 5,250 18 SHERICEE I VG 00 Beopl wil be it jobless. Al
while in Poland and Slovenia it was broadly unchanged. workers who lose their jobs as a result of the structural reform will get 2

. . .. million leva (some $1,200) of compensation from the government. Bulgarian
In Bulgaria, the unemployment rate declined steadilypress Digest as reportedReuters News Serviek December 1998.

during 1998, fr(,)m a peak of 14.3 per cent in February 0 4 BBC Monitoring Service: Central Europe and Balkahé January

10.7 per cent in September. The fall reflects a smallefggg. Nevertheless, unemployment rose in early 1999 and in February

number of layoffs in the state sector as the closure of losstood at 10.5 per cent, little different from a year earlier.

making erjterprlses was dela%dand _an mcr_easmg . 413 The highest unemployment rate in Hungary (13.9 per cent) was

number of job offers from small and medium businesses ireported in February 1993 and in Poland (16.9 per cent) in February 1994;

the private sectd?® However. in October. this positive these have been declining since then in both countries, with temporary
' ) ' ’ . fluctuations.

development was broken: apart from a seasonal fall in the e

number of jobs in tourism, etc., there was an acceleration 'g Di;gf;beh industrial output was 2.2 per cent lower than in

in the pace of job cuts in state industrial plants and b;'?e;im er 2991

December 1998, the unemployment rate had risen to 12.2" " Gazeta Bankovel9 February 1999; see also SG WarsBualand

; 999 Economic OutlooKWarsaw), 29 December 1998, p. 4. The
per cent. If the structural reforms agreed with the IMF alélowdown in the Polish economy had already pushed the unemployment

rate to an 18-month high in January, to 11.4 per cent.
416

411

Gazeta Bankowdh-11 December 199&rawo | GospodarkalNo.

409 . . . ) 245, 5-7 December 1998.
Closing down unviable loss-making enterprises by end-1998 was a e

key reform target under the $850 million, three-year funding programme Poland’'s working-age population is forecast to increase by nearly
agreed with the IMF. However, the unpopular target has been extende?l million between 1996 and 2005, against a rise of 813,000 in the
by six months to 30 June 1999. preceding decade. lbid.

40 1 January-September 1998, the number employed in the private 418 Since 1994 the registered unemployment rate in Slovenia has been

sector was 480,000 higher than a year earlier, while state sectdsroadly unchanged, varying with some fluctuations around 14.5 per cent
employees were down by 280,000. Bulgarian National Bifdqgthly (chart 3.5.1). One of the factors behind this persistently high rate is the
Bulletin, No. 9, 1998p. 19 high proportion of long-term unemployed (chart 3.5.4).
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TABLE 352 earlier), back to where it was in early 1995. The
Registered unemployment in the transition economies, 1997-1998 reasons for the _ConthEd hlgh uner‘r_lployment rate may
(Per cent of labour force) include the re_Iatl\_/e concentration of mcreasgd_ output in
the more capital-intensive sectors and the difficulties of
1997 1998 small enterprises in obtaining loans from banks. In
Dec. ~Jun. Sept. Oct. Nov. Dec. addition, the influx of refugees has helped to increase
Eastern Europe .. C119 16 117 119 122 126  the unemployment figurés:
Albania 149 165 169 171 174 176 . _ i
Bosnia and Herzegovina® . 39.0 405 380 383 ) The rapid increase in unemployment in the Czech
BUIGAMIA ...ooooveeereerrcns 137 114 107 111 118 122 Republic, which started in mid-1997, continued through
Croatri]a ------- NS 176 168 175 180 182 186 19982° and in December reached a record 7.5 per cent.
ﬁﬁﬁ; arF;ep” 1€ v VRS S SR SO Nevertheless, the rate is still relatively low in comparison
Poland ... U103 96 96 97 99 104 with neighbouring transition economies. Since the main
ROMANA v 88 88 87 90 95 103 reasons for rising unemployment (deepening economic
SIOVAKIR v 125 135 138 139 145 156 recession and intensified restructuring in industry) are
SIOVENIA .o 148 141 143 146 145 146 likelv to continue to prevail in 1999. unemplovment is
The former Yugoslav y . p . ! ploy
Republic of Macedonia® . 425 44+ ) ) ) ) expected to continue to rise and by the end of the year
YUGOSIAVia® . 256 269 272 273 272 272 could exceed 10 per cefit. The new Czech government
59 61 65 70 13 has set the reduction of unemployment as one of its main
43 45 48 48 51 priorities:?
72 76 82 88 92 ) ) )
55 56 60 65 69 Unemployment has also increased considerably in
CIS st 6 77 80 83 84 85 Romania to stand at 10.3 per cent in December 1998
Armenia ... 88 87 87 88 89 (more than 1 million people), the highest rate since
/QZ?rbauan - ;g ;g ;‘3‘ ;g ;g 199622 The rise was triggered by layoffs, especially in
[S11= 1 . . . . . R P . . .
Georgia .. ‘ 35 43 43 47 42 th'e mining sector, coupled Wlth a worsening economic
Kazakhstan ............... 39 40 40 38 38 37 climate. One of the principal objectives of the
LS [ — 31 37 36 34 33 31 Romanian government for 1999 remains the closure of
Republic of MoldOva..... v 20 20 20 20 19 at least 30 loss-making companies and the privatization
ngg: ederation Y S o S of major state owned enterprises as part of the
Ukraine ... 28 34 37 39 41 43 restructuring programme agreed with the IMF.
Uzbekistan 03 04 04 04 04 04 According to the government's estimates, this will
Total ADOVE ..o 88 89 91 93 95 96 increase the number of unemployed by about 70:800.
Memorandum items:
93 95 96 98 102
142 142 145 148 154
: o
Russian Federation ... 28 25 24 25 26 27 419 Some 20,000 refugees from Kosovo in the northern prefectures in
Source: National stafistics; direct communications from national statistical the shanty towns around Tirana have added to the jobless rate and to the
offices to UN/ECE secretariat. demand for benefit payments. Economist Intelligence Uddyntry

Report, Albania4th quarter 1998 and 1st quarter 1999 (London).

a Figures cover only the Moslem-Croat Federation; data for Republika 420

Srpska are not available. For several years, unemployment in the Czech Republic has
remained at very low levelsnter alia, because of slow micro-level

restructuring. Since June 1997, unemployment started to rise rapidly as
a result of the government’s austerity measures aimed at transforming

C Job seekers. the economy and the efforts of businesses to cut their workforce in

d Based on monthly Russian Goskomstat estimates according to the ILO order to increase productivity and improve competitiveness. For a

finition. i.e. including all havi | ivel ki K more detailed disqussion of the phenomenon of low unemployment in
definition, i.e. including all persons not having employment but actively seeking worl the Czech Republic see UN/ECEconomic Survey of Europe in 1996-
€ Registered unemployment. 1997,p. 114.

b The data for employment cover only the social sector in agriculture;
unemployment rates are therefore biased upwards.

426 January and February 1999, the rate of unemployment increased
further to 8.1 per cent and 8.3 per cent, respectively.

. . . 422 The Ministry of Labour and Social Affairs is preparing an
Elsewhere in the region, unemployment increasedmbitious project called “The National Struggle against Unemployment”

sharply reflecting the aggravation of an alreadywhich plans to Lnitizteﬁezorgomiﬁ grogvthffmd Chreated ne\év J'pbsd- Thhe

; ; ; ; :_flocument is to be drafted by the end of March and submitted to the
W_ea,lkemng gener.al ecqr_lomlc Sltuatlon_ by j[he RuSSIagovernmentin April.Lidove Novinyas reported ifReuters News Service,
crisis and by intensified restructuring in severali2 january 1999.
economies. One _Of the . Iargest . INCreases N sz Despite a sharp rise, the figure was still far lower than expected, in
unemployment was in Albania, despite the stronGyar because restructuring efforts and the liquidation of unviable entities
recovery of output reported for 1998 and the smallvere delayed to avoid social tension. Moreover, on 22 January, the
declines in employment (|ess than 1 per cent in 199government had to re-open two coal mines to halt massive protests by

. . round 10,000 coal miners.

and some 0.5 per cent in the first three quarters o
1998). In December 1998, the unemployment rate was . Romania Economic Newslettéfol. 8, No. 3, October-December

17.6 per cent (2.7 percentage points higher than a ye :tS In February 1999 the unemployment rate reached a record 11.8 per
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CHART 3.5.1

Registered unemployment rates in selected transition economies, 1993-1998
(Per cent of labour force, end of period)
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Source: National statistics and direct communications to UN/ECE secretariat.

a Based on Russian Federation Goskomstat estimates according to the ILO definition.
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In Slovakia unemployment soared in November and In the CIS countriespfficial unemployment rates
December, reaching a record 15.6 per cent (3.ere still very low in December 1998, varying between
percentage points higher than in December 1997)he 0.4 per cent (Uzbekistan) and 4.3 per cent (Ukraine), the
increase was mainly caused by the general deteriorationain exception being Armenia (nearly 9 per cent).
in the economy and a wave of redundancies in indtiétry. These low rates of registered unemployment, despite the
The programme of the new Slovak government, approvedteep decline in output, reflect on the one hand the
by the parliament in early December 1998, intends te@excess employment still prevailing in many, particularly
pursue reform, accelerate privatization and undertak&arge enterprises, and on the other, the omission from
long-delayed industrial restructuring. The faster rate otheregisteredunemployment statistics of a large part of
restructuring of the economy, as proposed in thehe jobless who are willing to work but, for various
government'’s package of economic measures, is expectegasons, do not register (see box 3.5.1 and the
to raise the average unemployment rate in 1999 to 15 psubsection below). According to some estimates, at the
cent (13.8 per cent in 1998) which implies that by the enénd of September 1998, the “true” number of
of 1999 it could reach 17 per céfit. unemployed (including, in addition to the registered

nemployed, those who were searching independently
(for a job) in the region was four times higher than the
ngstered numbef?  On this basis unemployment
tes would vary between less than 5 per cent in
zerbaijan and Uzbekistan, 5 and 8 per cent in
ajikistan, Kyrgyzstan, the Republic of Moldova,
eorgia and Belarus, 9 and 13 per cent in Ukraine,
Russia and Kazahkstan. Some of these rates are

In the Baltic statesyobust economic growth had led probably still too low given the state of other
to a fall in unemployment during the spring and sunfier, macroeconomic indicators.
but in September when the effects of the Russian crisis
began to be felt, unemployment started to grow again. In Registered and labour force survey unemployment
Estonia and Lithuania, where the influence of the Russian
crisis was less pronounced than in Latvia, registered In addition to registered unemployment statistics
unemployment rates increased to some 5 and 7 per cent. dn increasing number of transition economies are
Latvia, which of all the Baltic states is the most depel’]derﬁtarting to produce data on the basis of labour force
on the transit business and where many enterprises startedsigveys (LFSs) conducted in accordance with ILO
lay off workers because of falling exports to Russia, thgjefinitions. However, since a full-scale LFS is a labour-
unemployment rate had climbed to 9.2 per cent by the englyy cost-intensive process, and in addition requires a
of 1998, the highest figure since records began. Accordinge| prepared staff, this source of information is still
to the national labour exchange, the unemployment rate latively limited?*? It is generally considered that the
unlikely to retum to the pre-Russian crisis level (aro_un LO measure is more accurate and valuable for analysis
7.5 per cent) in the near futdfé. In Lithuania the rate is it i culated the basis of unified int tional
expected to rise to 7.5 per cent by the end of 1999. as 1t IS cajcuiated on {he basis of uniiied internationa

standards and can be used for comparisons of

unemployment between countries. At the same time,
o5 _ there is a widespread opinion that the registered
The highest unemployment rate of some 15 per cent was recordeldneasure usuaIIy underestimates the incidence of open
in the first quarter of 1994. . . .
unemployment in transition economies. However, a
428 ndustrial output fell in the fourth quarter of 1998 by 0.1 per cent, comparison of unemployment rates based on registered
year-on-year basis, after a 8.6 per cent increase in the third quarter. Thei L . : LT
decline of employment in industry accelerated during 1998 and in thed atistics with those derived from LFSs cIearIy indicates
third quarter employment was nearly 5 per cent lower than a year earlier.that in practice the relationship between the two
427 BBC Monitoring ServiceCentral Europe and Balkand4 January ~ Measures is not so evident and the pattern varies from

1999. In February 1999, the unemployment rate reached a record 16Gountry to country.
per cent.

Unemployment has continued to rise in Croatia an
Yugoslavia, and in both cases the Decembe
unemployment rate was the highest since the transitio
started. The rate of over 27 per cent in Yugoslavia wa
one of the highest among all the transition economie
exceeded only by Bosnia and Herzegovina and Th
former Yugoslav Republic of Macedorifa.

428 |n The former Yugoslav Republic of Macedonia, the most recent
official data on unemployment refer to December 1997, when the statistics
office stopped publishing unemployment figures. Some semi-official
estimates indicate that by the end of August 1998, the rate of registered
unemployment stood at 44 per cent. However, a large number of registered ,3; o . - .
unemployed work in the black economy or are engaged in agriculture so CIS Statistical CommitteeStatistical Bulletin,No. 18 (Moscow),
that the true unemployment rate may be around 30 per cent. EconomiS€Ptember 199%. 44.
Intelligence UnitCountry Report. Macedonidth quarter (London), 1998. 432
A labour force survey conducted in April 1998 put the unemployment rathO d
at 34.5 per cent.

Thirteen transition economies now implement LFS on the basis of
efinitions. However, only six of them (the Czech Republic,
Hungary, Poland, Romania, Slovakia and Slovenia) conduct a regular

“29 n the first half of 1998, GDP increased in these countries betweerfluarterly LFS. Bulgaria conducts one three times a year —in March, June
some 6 and 7 per cent, and industrial output by some 9-11 per cent. and October. Croatia does one annually. In Latvia and Lithuania LFSs

430 _ _ _ _ are conqucted twice a year in May and Nov_ember, while E_stonla does one

Baltic Business Daily28 December 199&euters News Service, a year in June. Among the CIS countries only Russia and Ukraine

January 1999. In January 1999, the Latvian unemployment rate reachemnduct an annual LFS; in 1999 both countries are to start preparing them
9.4 per cent, and increased again to a record 9.7 per cent in February. on a quarterly basis.
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BOX3.5.1
Goskomstat revision of Russian unemployment

Further revisions to the series for Russian monthly unemployment — known as “unemployment according to ILO methpdology”
— were issued by the Russian State Statistical Committee (Goskomstat) in JanuaryThi@98ed for a revision to the serig¢s
arose from the initial results of Goskomstat's October 1998 labour force survey. (The previous survey had been conducted in
October 1997.) The table below shows the new and old Goskomstat series for the entire period covered by theg revision,
November 1997 to December 1998. The magnitude of the change is shown by the revision for October 1998, from 116 per cent
of the labour force to 12.3 per cent. The movement of the two series was rather similar until May but, as the chart clearly

illustrates, they then diverge strikingly, particularly after the August crisis.

Russian unemployment: old and revised data for 1997-1998
(Per cent of labour force)

January February March  April May  June July  August September October November December

1997
Old data .......ccooeerererrirerennes 11.1 11.2 11.3
Revised data ..........ccccovvevneee 111 11.2 11.2
1998
Old data .......coeevererrerererennes 11.3 11.4 11.4 11.6 115 115 115 115 11.5 11.6 11.7 11.8
Revised data ...........cccocvvuenes 11.4 11.6 11.7 11.7 115 11.3 113 116 11.9 12.3 12.3 12.4

Russian unemployment, 1997-1998
(Per cent of labour force)

Old QR evise d

12

~ ~—V

11
X X1 X | Il 1] v \ \ Vil Vil X X X1 XN
1997 1998

Source: Russian Federation Goskomstat and direct communications to UN/ECE secretariat.

Although the revision raises the unemployment rate the rise in unemployment was unexpectedly small given the|financial
turmoil in August 1998 and the subsequent sharp economic downflihe unemployment rate stood at 12.4 per cent in
December 1998, only 1.2 percentage points higher than a year earlier, and 1.1 percentage points over the pre-crisis month of
July 1998 (the old series suggested increases of only 0.5 and 0.3 percentage points, respectively). One reason for this mild
reaction is the traditional and continuing reluctance of managers and local authorities to encourage large-scale redundancies,
reluctance which leads to increased hidden unemployment, widespread unpaid administrative leave and part-time employment,
and a high level of wage arrears. However, another reason is the marked decline in real wages as a result of the gost-August
inflation and the absence of any significant degree of wage indeXatimdler these conditions it is easier for management to

pay low wages (or in many cases not to pay them at all) than to undertake the politically and socially unpopular [move of
releasing workers. The indexation of public sector salaries, planned for 1 April 1999, may change this situation.

When commenting on the Russian monthly “ILO” unemployment data it should be borne in mind that they are always éstimates

of what the situation would have been if a survey had been conducted at the relevant time. In 1999, Goskomstat plgns to start
conducting quarterly labour force surveys. The first was already conducted at the end of February and the results, which are
expected in May, should better reflect the real situation on the Russian labour market.

1 Direct communication to UN/ECE secretariat. For a more detailed discussion of the content and some of the peculiaiRigssiaintimeonthly
“ILO” series see UN/ECHEconomic Survey of Europe, 1998 Ngf8,68-69. That discussion refers to the revisions published by Goskomstat in June[1998.

2 Industrial output declined by nearly 15 per cent in September and by some 11, 9 and 7 per cent in October, November and [Decembe
respectively; GDP fell by 4.6 per cent in 1998.

3 Inthe 12 months to December 1998, real wages declined by some 40 per cent in rouble terms and by more than 60 par ¢emh# doll




The Transition Economies 133

In the second quarter of 1998, in the majority 0f3.5.4). In all other countries the female share fell within
east European countries for which both sets of data atbe range of 44 to 47 per cent. The proportion of
available, the rates of unemployment based omwomen among the unemployed has tended to fall in all
registration tended to give similar results to those basetthe countries under revietf?.
on LFS data (chart 3.5.2). Surprisingly, in Croatia, , i , i
Romania and Slovenia registered unemployment rates A Worrying trend is the very high proportion of
were substantially higher than those obtained from th¥OUth unemploymerin the total. The available data
labour force surveys. In contrast, in all the Baltic statesSU99€st that young persons under 25 years old, given
Ukraine and particularly in Russia the registration datd"€ir share in the total labour force, are
are much lower than the survey-based unemp|0ymeﬁ:psproportlonately represented among the unemployed.
rates. The comparison in individual countries becomed the third quarter of 1998, young people accounted
more evident when the relationship between the twd®r more than 40 per cent of total unemployment in
measures is expressed in relative terms (chart 3.5.3). [Romania, and one third or more in the Czech Republic,
Croatia, Romania and Slovenia registeredSIO"ak'a and SI(_)ven_la, and for around one fourth in
unemployment rates exceeded those of the LFSs Hf'€ Other countries in chart 3.5.4. Moreover, youth
some 60 to 90 per cent, while in the other countries ofNeémployment is continuing to increase in most
eastern Europe they tend to be rather close to the LF&UNtries and has become one of the most pressing
figures (particularly in Bulgaria, the Czech Republic social problems in all the transition economies.

and Poland). In all the Baltic states, a very similar In spite of a relatively short history of open
pattern prevails: the reglsterepl unemployment rates aghemployment, most of the transition economies are
less than half the rates derived from thell__FSs. Macing the increasingly serious problem lohg-term
Ukraine the proportion is about 36 per cent; in Russia,nemploymentin the third quarter of 1998, the share of
_the registered measure is virtually us_eless as it is on%e long-term unemployed in total unemployment varied
just above 20 per cent of the rate estimated on the bagigwveen some 31 and 37 per cent in the Czech Republic
of the ILO definition. These large differences between,4 pgjand. but it was more than 40 per cent
the two measures in the Baltic states, Ukraine andyerywhere else, and close to 60 per cent in Bulgaria
Russia on the one hand (the registered unemployment,q “siovenia (chart 3.5.4). A striking feature of the
rates are considerably lower) and Croatia, Romania a”&’evelopment of long-term unemployment is that

Slovenia on the other (where they are substantiallyenyeen the third quarters of 1996 and 1998, there had
higher) can probably only be explained by the specifigeen a notable decline in its share of the total in all the
characteristics of the statistics prevailing in theeast European countries except Slovenia, where it
individual countries. increased from 52 to nearly 57 per cent. In contrast, in

As was already mentioned, LFS unemploymentthe Baltic states and Russia the share of long-term
rates, being calculated on the basis of unifie¢!"€MPployed increased considerably in a very short
international standards, can provide a good basis fd?€rod, in Latvia and Lithuania reaching a very high 55

intercountry comparisons. ~ The picture changed®’ cent, a level exceeded only by Bulgaria and
radically when, instead of registered unemployment>ovenia.

LFS data are used for analysis. LFS unemployment Long-term unemployment is not only very painful
rates in the countries under review varied in the secongl), individuals and a potential source of social
quarter of 1998, between some 6 and 8 per cent of thagapility, but it also creates serious obstacles for the
labour force in Romania, the Czech Republlg, Slove”_"'?‘narket-clearing mechanism. The experience of west
and Hungary; some 10 and 12 per cent in EStonidropean countries since the 1980s demonstrates that
Poland,  Croatia, Bulgaria, Ukraine, Russia andreqycing unemployment during a recovery is much
Slovakia; and they exceeded 14 per cent in Latvia anfhore difficult when there is a high incidence of long-
Lithuania whereas, according to the registration datag unemployment. It seems that it is also true for the
the Baltic states, Ukraine and Russia belong to th¢ansition economies. The case of Slovenia is
group of countries with a low unemployment rate. illustrative: although a relatively strong recovery in
output was already in its sixth year and employment
began to increase, a very high and persistent
In the third quarter of 1998he share of women in Uhnemprlloi/g;;ntlggﬂée (above 14.5 per cent) prevailed
total unemploymentemained very high in the Czech throug ) '
Republic and Poland, exceeding 55 per cent, whereas it
was lower in Hungary (less than 40 per cent) (chart

Structure of unemployment

434 |n the same period of 1996, it was only in Hungary and Slovenia
that the female share was less than 50 per cent. See UNZE@&EmMIC
Survey of Europe in 1996-1997,118. For a more detailed discussion of
For a more detailed discussion see UN/EEEgnomic Survey of women’s position in labour markets in the transition economies see the
Europe in 1995-1996). 89. next subsection.

433
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CHART 3.5.2

Registered and labour force survey unemployment rates in selected transition economies, 1998-Qll
(Per cent of labour force)
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Source: National statistics and direct communications to UN/ECE secretariat.
Note: Countries are ranked by the absolute deviation between the two measures.

a  Average for the first half of the year.
b November 1998.
C Based on Russian Federation Goskomstat estimates according to the ILO definition.

CHART 3.5.3

Relationship between registered and survey-based unemployment rates in selected transition economies, 1998-Qll
(Labour force survey unemployment rate =100)

Per cent
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Republic Federation ¢

Source: National statistics and direct communications to UN/ECE secretariat.
Note: Countries are ranked by the relative deviation between the two measures.

a  Average for the first half of the year.
b November 1998.

C Based on Russian Federation Goskomstat estimates according to the ILO definition.
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CHART 3.5.4
Unemployment rate, share of women, youth and long-term unemployed in total unemployment in selected transition economies, 1998- QI
(Percentages)
Unemployment rate Women 2 Youth ? Long-term °©

Romania
Czech Republic
Hungary
Slovenia d
Estonia d
Poland

Croatia

Slovakia
Bulgaria d

Russian Federation

Lithuania d

Latvia d

0 3 6 9 12 15 0 10 20 30 40 50 60 o 10 20 30 40 50 60 O 10 20 30 40 50 60

Source: National statistics and direct communications from national statistical offices to UN/ECE secretariat.
Note: Data refer to labour force survey results.

@ Share of women in total unemployment.

b Share of persons less than 25 years old in total unemployment.

C  Share of persons who have been unemployed for more than 12 months in total unemployment.
d Second quarter.

(i) Effects of transition on the labour force and Policies towards women’s employment in the
employment from a gender perspective, 1985- centrally planned economies was more progressive than
1997 in the west in the sense that it facilitated the combination

of women’s productive and reproductive roles, the
(@) Introduction “double burden”. By the 1980s, women accounted for

nearly half of the labour force in these economies and
also, in the absence of open unemployment, of

former centrally planned economies at the start of theifMPloyment. Measures such as free childcare facilities,
reform process was the severe decline in employment arfgktended maternity and sick child leave, etc., were part of
the emergence of open unemployment, a phenomendfi€ !abour codes and were provided by the enterprises
which was generally unknown in the communist eraWhich, in turn, were supported by generous subsidies

Unemployment benefits, which were initially rather ToM the government. With the squeeze on government
generous, have been cut gradually in real terms (in thBudgets and the removal of subsidies, these social welfare
CIS falling well below the minimum subsistence levels)M€asures in favour of the female labour force were

and entitlement has been subject to tighter conditionglramatically reduced de facto, but to a large extent

Large numbers of the unemployed have thus stoppe’i?ma'”e_d on the statute books in most of the transition
registering and some have also stopped looking for worConomies. Women therefore not only lost most of their

(the discouraged worker effect). Both men and womeR'lViléges, in fact, as workers, but they were also

were affected by the closure of plants, restructuring angonsidered overpriced in terms of the remaining welfare

the overall fiscal squeeze. However, women weré0des even if these were usually igndred.

disproportionately affected by the transition from a  The various labour market indicators discussed
centrally planned to a market economy; not only did &elow demonstrate that in fact women are

large number of them lose their jobs and their wages, jusfisproportionately affected in general by the transition

as men did, but those who kept their jobs lost their socigtom a centrally planned to a market economy. The main
benefits and services which, in addition to the loss of dindings of the analysis show that the transition process
large part of their money wages in real terms, rendereflas involved large job losses both for men and women.
their employment uneconomical. Therefore they left

their jobs and withdrew from the labour force altogether
changing their role in society, from second bread winner ..

to that of full-time mother or to take care of ailing V. Einhorn, “Gender issues in transition: the east and central
European experienceThe European Journal of Development Research

parents. Vol. 6(4), December 1994.

One of the major transformation shocks in the
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However female employment fell more than male TABLE 353

employment due to the Ia_rge cuts In pUbI_IC sector SEIVICR, owth rates of labour force and employment in selected transition
jobs which were (and still are) predominantly held by economies, by sex, 1985-1997

women. Furthermore, as mentioned above, there were (Cumulative, percentages)

women who could have kept their jobs but preferred ta

give them up because they were no longer paid a Labour force Employment
economic wage. This last reason for declining female Male  Female Male  Female
employment led to a smaller female labour force but Nogech repubiic ... 29 55 12 118
to a much larger pool of female unemployed.Hungary ... 225 351 298  -401
Consequently, the unemployment rate of women was Nawland ..., 04 -1.6 83  -134
significantly higher than men in general, and in SOMESIOVENA v 9.2 9.7 156 -162
economies it was even lower. Nevertheless, structurddstonia ... 0.5 -235 -10.8 -30.9
change in these economies has tended to favour growth §via ... 09 225 -164  -333
a number of service sector branches where agaiff!uama 78 A2 T4 237
women’s occupations are rising. Furthermore, if theRussian Federation ........ 56 111 64 206

pattern in the WESt?rn _economies is a gl:'ide to the future, source: UNIECE secretariat estimates, based on national labour force
then the new social infrastructure, which has alreadyurveys, statistical yearbooks and direct communications from national statistical
started to be constructed in many of these economies, whlfices.

create new job opportunities for women, for example,

through the monetization of the “care economy”. eventual subsidy cuts hurt women more as these included

The data used in this note for the period 1992-199the de facto elimination of social entitlements and
are mostly taken from the national labour force surveyservices, cuts which remained in place even after growth
conducted in seven east European, three Baltic countri¢esumed. The female activity rates fell significantly (by

and Russia, according to the ILO’s methodology. about one fifth) in Hungary, Slovenia and Latvia.
However, in Hungary and Slovenia male rates also fell by
(b) Labour force as much, while in Latvia they remained stable. In Estonia
and Lithuania male activity rates were even higher in
Growth, 1985-1997 1997 than in 1985 while the female rates, which were

. .. nearly as high as male rates in 1985, fell by 10 percentage
The “female labour force shrank in all eight Roints in both countries during 1985-1997. Nevertheless,

countries, for which there are data, between 1985 an e Baltic countries had the highest female activity rates
1997 (table 3.5.3). It declined even in those countrie . gnest e y
of all the 11 transition economies in 1997. Female

where the male labour force remained fairly stable

(Poland, Estonia, Latvia) or even increased (Czecﬁlctivity rates in 1997 were also high in Romania, largely

Republic, Lithuania, Russia). In Hungary, the femalebecause of the high share of agriculture in the economy
P o . ' gary, where women farmers, although decreasing, remain in a
labour force in 1997 was more than a third smaller than

in 1985 however. the male labour force also feIIslight majo_rity (see below). The lowest female rate in
' y X . -.1985 was in Poland (some 55 per cent), but the smallest
strongly, by more than one fifth. In Estonia and Latvia

female labour force fell by nearly one fourth betweenCIeCIIne was also in Poland, probably because of the

1985 and 1997. In Estonia, much of this decline can bgelatlvely earlier recovery in economic growth which

explained by demographic chang&sut in Latvia it was Started in 1992 and accelerated thereafter. However, the
P y graphic female activity rate of 50 per cent in 1997 in Poland was
mainly due to a fall in activity rates.

again relatively low compared with most of the other
transition economies; the exceptions were Hungary and
Bulgaria where the rates fell to just below 43 per cent and
Female activity raté¥ were lower than in 1985 in 47 per cent, respectively.

all the countries for which there are data (table 3.5.4).
The large fall in some countries is partly due to the earl . . - . 2%
retirement schemes promoted at the onset of the refor%g differences in the definition of worklngf age, 'tf IS
(for example, in the Czech Republic). These scheme%‘.ometlmes more appropriate t0 use labour force

also affected the male rates, but the fiscal squeeze a 8pu|ation ratios which can be defined as crude activity
! rates. These crude rates also show that female labour

force participation declined everywhere and faster than

Activity rates and labour force population ratios

As activity rates can vary among countries because

male rates.
4% |n Estonia, between 1985 and 1997, the female population of .
working age declined by 16 per cent against 7 per cent for males. Share of women in the labour force
37 Activity rates show the share of the working-age population In 1985, women were a majority of the labour force

participating in the labour force (i.e. employed plus unemployed). Thes : : :
activity rates are lower than those reported by the countries as the upp the Baltic countries and Russia (table 3'5‘5)‘ In the

age limit differs among countries, over time, and in some also betweefOUr €ast European countries, for which there are data, the
males and females. In order to have more comparable rates, the workifemale share was relatively smaller but still very high by

age population is taken here as 15 years of age and over for both se ;
throughout the period 1985-1997. Xfrestern standards, varying between 46 and 48 per cent.
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TABLE 3.5.4
Gender specific labour market indicators in selected transition economies, 1985 and 1997
(Percentages)
Labour force- Employment-
Activity rates @ Unemployment rates population ratio population ratio
1985 1997 1985 1997 1985 1997 1985 1997

Bulgaria

MalE ..o . 56.8 - 14.7 . 46.8 . 40.0

Female ..o . 46.9 - 153 . 39.4 . 33.4
Czech Republic

MalE ..o 75.1 71.3 - 4.0 56.5 58.2 56.5 55.9

Female ...cccccocevvceececeeeeee e 59.3 52.1 - 6.7 46.0 435 46.0 40.6
Hungary

MalE ..o 73.9 60.4 - 9.5 57.1 46.4 57.1 42.0

Female ..o 61.3 42.8 - 7.8 48.9 327 4389 30.2
Poland

Male 69.5 65.5 - 8.7 50.9 49.3 50.9 45,0

Female 54.9 50.0 - 12.0 415 39.2 415 34.5
Romania

Male 72.3 - 5.7 . 57.7 . 54.4

Female 57.5 - 6.4 . 46.8 . 43.9
Slovakia

MalE ..o . 66.2 - 10.8 . 51.6 . 46.0

Female ...ccccooceviceececeee e . 51.0 - 125 . 40.8 . 35.7
Slovenia

MalE oo 82.3 65.7 - 7.0 62.5 53.5 62.5 49.8

65.2 53.0 - 7.2 51.3 44.0 51.3 40.9

Estonia

MalE ..o 68.4 715 - 11.2 514 54.1 514 48.1

FEmale ..ocevereceeeee s 67.7 57.7 - 9.6 53.9 434 53.9 39.2
Latvia

MalE oot 69.4 69.8 - 14.1 53.2 54.5 53.2 46.0

Female 68.4 54.3 - 14.0 55.2 445 55.2 38.2
Lithuania

MalE ..o 70.1 72.4 - 14.1 52.6 54.8 52.6 47.1

Female ...ocoooeevvceiceee e 65.1 55.6 - 14.0 51.2 44.0 51.2 37.8
Russian Federation

MalE oo 72.6 70.9 - 114 55.0 55.3 55.0 50.0

Female ...ccooeevicevceee e 63.5 53.6 - 10.7 50.0 43.7 50.0 39.8

Source: UN/ECE secretariat estimates, based on national labour force surveys, statistical yearbooks and direct communications from national statistical offices.
Note: Working age population used to calculate activity rates is: 15 and over except for Hungary and Estonia: 15-74.

a Labour force + working age population.

However, as female activity rates fell faster than maldell, but, the decline in female employment was
rates during 1985-1997, even when the male ratesonsiderably sharper because of the fiscal squeeze and
remained stable or increased, the female share of thess of jobs in the public sector.

labour force declined rapidly, particularly in the Baltics
and Russia although they still remained high in 1997
between 47-49 per cent. The lowest proportions o
females in the labour force in 1997 were in Hungary.
(43.5 per cent, down from some 48 per cent in 1985) an
the Czech Republic (some 44 per cent).

In Hungary, female employment fell by 40 per cent,
hile for males by 30 per cent, the largest rates of decline
n all eight countries. Female employment fell more than
0 per cent in both Estonia and Latvia, considerably more
an the fall in male employment. Even the smallest cut
in female employment, in the Czech Republic (less than
12 per cent), was nearly 10 times larger than that for male

(c) Employment employment. Only in Slovenia did male and female
employment shrink at the same rate between 1985 and
Growth, 1985-1997 1987.

One of the major consequences of the reforms and  Female employment not only fell more than male
the accompanying structural adjustments was the generainployment, but also more than the decline in the female
decline in employment during the 1990s, even in thoséabour force, a fact which is reflected in soaring female
economies where the recovery in output occurredopen) unemployment, much of it remaining unemployed
relatively quickly. Both male and female employmentfor more than one year.
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TABLE 355 Share of women in employment
Share of women in labour market indicators in selected transition Not only did the proportion of women in the labour
economies, 1985 and 1997 force fall everywhere between 1985 and 1997, but so did
(Percentages) their share in employment (except in Slovenia where it

remained stable). It nevertheless remained high in the

Unem| tﬁgr%];?;? Baltics and Russia (between 47.5-49 per cent), where

P R e T L women were in a majority in 1985. In the Czech

1985 1997 1985 1997 1997 1997 Republic, Hungary and Poland it fell below 45 per cent.

—_— 168 57 478 76 However these rates are still high by western standards.

ulgaria .....oooovvveonene. . . . . . . . . .
Czech Republic ........ 462 441 462 434 570 53.9 The massive decline in employment, both for men
HUNGAY ©..ovvreevvvees 9 435 479 440 386 35.8 and women, during the transition process has been
Poland ...... 457 462 447 538 59.7 accompanied by considerable changes in the industrial
zl‘)ma;'a jg-i . j‘é-g 383 ggg distribution of employment. The share of goods producing
ovaka...... . ' . ' ' ' sectors (i.e. agriculture, industry and construction) in total
Slovenia ............. 5 464 465 463 470 432 . . .

, 79 547 434 441 employment has declined while the share of services has
ESION v ' ' ‘ ‘ ' gy increased in general.  This structural change in
Latvia 8 486 548 491 460 4838 | frected both q b
Lthuat 9 473 522 474 471 employment affected both men and women but was more

pronounced for women. Chart 3.5.5 shows the rate of
change in employment in a given industryelative to the
Source: UN/ECE secretariat estimates, based on national labour force rate of change in total employmétitywhere employment,

surveys, statistical yearbooks and direct communications from national statistical both in industry and total economy, is gender specific.

offices. Both male and female agricultural employment declined

& Unemployed for more than one year. faster than total employment in the majority of countries,

but for women, the relative fall was generally much greater

than for men. There was a similar development in industry

Employment-population ratio except in Poland, where there was an increased share of

) o ~women workers in certain labour intensive branches such
The employment-population ratio is a better basisg textiles, and utilities.

for comparison among countries of the changes in the In contrast. emplovment arowth in th Wi for in
employment opportunities as it is neither affected by contrast, employment growth in the service Sector |

different definitions of working age population (as in theaII 10 economies was greater than in the rest Of the
economy, both for men and women, although relatively

case of conventional activity rates) nor by differences ir.better for men, in general. The sectors where the shares of
the coverage of the unemployed (as in the case of tt} ' '

. | female employment generally fell were tran n
labour force). It also measures (inversely) the(ata emale employment generally fell were transport and

e . i communications, but they did significantly better in
dependency rate (sex-specific in this case) in afn,neia| reql estate and business services, as well as public
economy. The only bias which may arise is from the;qminisration. However in many countries the shares of
shadow (grey) economy which is unfortunate becausg,s| male employment in these branches increased even
this is important in these countries and its size probably,ore than those for women (the main exceptions being the
varies greatly not only between countries but also byszech Republic, Poland and Slovenia).
gender. However, this is a bias which is embodied,

directly or indirectly, in all the labour market indicators.

Russian Federation... 51.5 473 515 474 458 48.9

These structural changes in male and female
employment rates are, of course, reflected in the gender
The employment-population ratio fell in all eight composition of employment in each sector (table 3.5.6).
countries for both men and women between 1985 anWhile the female share in agriculture, industry and
1997, although, the female ratio fell much more. In theconstruction generally has fallen during the transition
Czech Republic the male ratio fell less than 1 percentagé&Xcept in agriculture in Slovenia, Estonia and Latvia and
point while the female ratio fell more than 5 percentagdndustry in Poland), it increased in many service sectors where
points. Nevertheless, the largest fall was again iffemales were already in a large majority in the early 1990s.
Hungary, from 49 per cent in 1985 to 30 per cent in 1997, However, in the service sector as a whole the female
the lowest rate in the region; in other words, in 1985, onshare of total employment has fallen, albeit by much less
out of two Hungarian women (regardless of age) washan in the goods producing sectors. Furthermore, the
employed; in 1997 this ratio was less than one out oivomen’s share in the majority of services was still larger
three. The employment-population ratio in 1997 was alsthan that of men in 1997, varying between some 53 per
very low in Bulgaria, Slovakia and Poland but the lattercent in Hungary and 63 per cent in Lithuania.
country had the lowest ratio among the eight countries
already in 1985 (41.5 per cent). In Estonia and Latvia,
the ratio fell considerably, from some 55 per cent in 1985 **® NACE classification as given in the national labour force surveys.
in both — higher than for men — tO_ less than 40 per cent in 4 Here the size of the sector in the initial period is an important
1997 — nearly 10 percentage points lower than men. IRctor while interpreting the relative growth rates. Furthermore, the initial

1997 the ratio remained above 40 per cent in the Czedferiod differs among countries which is dictated by data availability.
; ; ; This does not affect cross sectoral analysis but should be borne in mind
RepUb“C’ Romania and Slovenia. when the comparison is done across countries.
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CHART 3.5.5

Relative total and gender specific employment growth index @ by sectors in selected transition countries, 1992-1997
(Percentages)
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CHART 3.5.5 (concluded)

Relative total and gender specific employment growth index @ by sectors in selected transition countries, 1992-1997
(Percentages)
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Source: UN/ECE secretariat estimates, based on national labour force surveys and direct communications from national statistical offices.

a The zero-line is the cumulative per cent change in total employment (i.e. total, total male, total female). Each sector's relative employment change is calculated as
the following: [(Ij + It)-1] * 100; where | is the employment indice in 1997 with 1992=100, j is the sector and t, the total (i.e. total, total male, total female).
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TABLE 3.5.6
Share of women in total employment by industry in selected transition economies, 1992-1997
(Per cent)
Czech Republic Hungary Poland Romania Slovakia
1993 1997 1992 1996 1993 1997 1994 1997 1994 1997
TOtal oo 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
FEMAlE ..o . 434 457 44,0 45.2 447 46.2 45.7 44.3 45.0
AQHCURUIE oo . 327 31.2 24.8 45,6 445 52.1 50.8 311 313
INAUSETY oo . 375 413 38.6 339 34.8 40.6 39.6 39.0 38.2
Mining and quarrying .......cccoeeeeererens X 16.9 13.7 121 13.1 8.6 14.8 15.5 17.2 15.8
Manufacturing .............. 39.8 439 40.8 37.0 39.3 443 433 42.0 415
Electricity, gas, etc 23.6 29.1 25.9 20.8 223 23.3 238 19.8 18.7
CONSLIUCHON ...cvvvcvircreiieeere e . 8.9 15.0 8.6 104 9.4 135 141 10.1 8.6
Total SEIVICES ....covveverreennns .. . 54.4 54.2 52.6 56.4 55.0 48.6 48.7 56.5 57.3
Trade, repair, hotels, etc... 55.2 58.2 51.3 57.9 535 55.6 56.1 57.9 58.9
Trade and repair ........... . 55.1 58.2 51.4 56.9 52.2 53.9 545 56.2 57.7
Hotels and restaurants . 55.8 57.9 50.7 70.4 67.7 63.5 64.7 64.7 64.0
Transport, communication ................ 35.0 31.1 29.8 26.3 28.6 24.9 26.2 22.6 30.4 30.6
Other SEIVICES ...ccvevverereiereisienenans . 60.1 59.0 59.9 61.2 62.7 52.4 52.6 62.6 63.1
Financial intermediation .... 67.8 76.0 66.3 58.2 70.3 61.9 65.3 77.0 725
Real estate, renting, etc 471 51.2 46.8 455 38.9 534 433 46.2 418
Public administration ..... . . 375 34.7 427 42,0 42.0 16.7 21.0 44,0 46.9
Education.......c..ccceeunee. . . 76.9 75.8 76.1 73.8 76.1 69.0 718 75.1 79.5
Health and social care ... . 81.1 75.1 75.3 79.5 82.8 76.9 77.1 80.6 79.9
MiSCElaNEOUS .....vveveveevcrreriiene. . 53.8 49.0 48.8 40.1 46.7 47.6 48.3 447 48.3
Private SECOr .......ccccceeververeierenrcreinen . . . . 43.6 41.7 54.4 50.7 24.0 26.6
Slovenia Estonia Latvia Lithuania Russian Federation

1993 1997 1992 1996 1992 1997 1992 1997 1992 1997
TOtal oo 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Female .... 46.7 46.3 47.2 484 478 49.1 52.9 49.2 49.2 474
Agriculture ... . 444 48.1 36.6 375 34.2 373 41.2 37.2 36.0 315
INAUSEY oo 40.7 39.4 45.7 40.9 46.4 451 51.7 41.8 45.1 39.3
Mining and quartying ..........cceoeveenee. . 14.3 20.5 12.7 385 26.1 35.0 30.3 . .

Manufacturing .............. 422 410 48.8 436 472 47.6 53.2 45,0
Electricity, gas, etc 15.4 31.8 29.6 31.6 235 30.2 20.0 . ..
CONSHIUCHON ..o 10.9 16.5 12.9 12.4 13.7 15.0 11.0 25.0 23.5
Total SEIVICES ....cvvvrrerrrieenes .. 56.0 59.2 575 59.0 58.2 67.3 62.5 61.9 58.7
Trade, repair, hotels, etc... 55.9 63.4 59.9 66.6 63.4 82.1 66.3 73.0 61.5

Trade and repair .......... 52.3 61.2 57.3 65.2 61.9 81.7 65.8
Hotels and restaurants . 65.8 727 73.9 70.8 74.6 85.5 71.6 . .
Transport, communication ................. 25.5 19.6 27.9 33.4 335 335 39.3 313 325 319
Other SEIVICES ....cvvveverecreririererireeeres 64.3 67.3 63.7 62.5 62.4 68.5 66.4 66.8 64.0
Financial intermediation .... 66.7 76.3 68.2 90.1 66.2 86.1 79.8 85.8 72.2
Real estate, renting, etc . 50.0 48.6 438 49.3 433 49.1 46.8 48.0 455
Public administration ..... . 52.8 481 40.1 39.8 415 371 35.8 68.3 50.0
Education.......c..ccceeuevnen. . 785 74.0 79.0 778 80.1 67.2 76.6 71.9 74.0
Health and social care ... . . 81.1 86.5 82.1 81.7 83.6 82.4 84.2 83.0 80.9
MiSCEllaNEOoUS ........cvevveevereeerirenn. . 50.0 61.0 60.4 425 417 76.1 59.0 34.7 24.3

Private SECtOr .......ccccceeevverererecreienans

Source: UN/ECE secretariat estimates, based on national labour force surveys and direct communications from national statistical offices.

(d) Unemployment employment® as discussed above. For example, in
_ Hungary the female share in total unemployed was less
Share of women in unemployment than 40 per cent, the lowest share of all the 11 transition

Even though the women's share of total €CONOmies. BetweelB85 and 1997 female employment

employment fell everywhere between 1985 and 1997€ll by more than 1 million while the number of women
(except in Slovenia), their share in unemployment in
1997 was generally smaller than that of men. This ,,
Iargely reflects their departure f_rom the labour marketan issue here due to the use of the comprehensive definition (ILO) of the
encouraged by the loss of benefits which supported theimemployed in the national labour force surveys.

Hidden unemployment, i.e. unemployed but not registered, is not
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unemployed in 1997 was only 135,000, equivalent to 12.8.6 International trade
per cent of the jobs lost by women between 1985 and
1997. This suggests that more _than 900 thousand wom%ﬁ Introduction
left the labour market, the equivalent of more than one
third of the labour force in 1985. In fact in most of these In the first nine months of 1998, the value of
economies there is a much larger withdrawal of womemxports from the ECE transition economies declined
from the labour force once they become unemployed thaslightly. ~ Strong but increasingly more competitive
is the case for mef: Furthermore, not only do more western import demand helped to raise east European
women than men leave the labour force once they beconad Baltic countries exports by nearly 10 per cent.
unemployed but those who do remain and keep omowever, their export performance weakened
searching jobs, remain unemployed for longer than mertonsiderably towards the end of the year as a result of
In the Czech Republic, Romania, Slovakia andRussia’s economic crisis. In contrast, Russian exports
particularly, Poland, women constitute the majority of thefell sharply due to falling commodity prices and, to a
long-term unemployed while in Latvia (and probably inlesser extent, the currency devaluation and subsequent
the other two Baltic states) and Russia their share in thdisruption to the banking system. Exports of the
long-term unemployed is larger than their share in totatemaining CIS countries also suffered, as they are, in
employment. many cases, primary commodity exporters to the non-
CIS area. The devastating events in Russia, which
Rates of unemployment accounts for about half of regional trade flows, together
Given their large-scale exodus from the labourWith a series of currency devaluations in the CIS area

market, female unemployment rates are higher than fdrave led to a sharp fall in intra-CIS trade.
men only in the Czech Republic, Poland, Slovakia and, to

a much lesser extent, in Bulgaria and Romania. In thﬁmre
other countries their rates are similar to those for men Qs ¢
even lower.

Imports into the east European and Baltic countries
ased in the first three quarters of 1998, partly a result
avourable terms of trade and the increased demand for
imported intermediate inputs. In the fourth quarter,
however, with aggregate demand in the area cooling
down, still lower global commodity prices, and

nfavourable credit conditions in some of these countries,

The above analysis has tried to set out the effects rowth in the value of imports slowed down.  In the
economic reforms on the shares of women in the labodf's 9 . ; P ) o .
IS countries, the fall in the value of imports in the first

force, employment and unemployment. nine months of 1998 reflected the financial crisis in
In general, more women than men have lost theiRussia and balance of payment difficulties in a number of

jobs as a result of the restructuring process but their shatkem. Overall, the value of imports into the ECE

of unemployment is less simply because they tend teransition economies increased by 4 per cent.

leave the labour force altogether. For those who stay in ] ) ) )

the labour force, employment is less remunerative  'he deterioration in the global economic

because of the withdrawal or reduction of many sociafnvironment since mid-1997 has led to increased

benefits and if they become unemployed they tend t@ompetitive_ pressures not only on external but also_on
remain so for much longer than men. the domestic markets of the ECE transition economies.

) o As a result, there was an increasing number of calls in
Although it is often difficult to say how far these 1998 across all the transition economies from Poland to
changes reflect the preferences of women or whether theyyngary to the Baltic states to central Asia, for
reflect unequal treatment, the loss of benefits and soCighcreased domestic protection against imports.
services which previously had made it easier for womeforeover, these calls for protection came from a range
— especially those with children — to hold a job suggestsf sectors including agriculture, food, textiles, footwear,
that many of the adjustments that have been made undgiee| and coal. While protectionist sentiments against
the preserves of transition have fallen mOSt heaVIIY Orilmports are Strong and prevalent, there have as yet been
women. Apart from the injustice of policies which no major policy reversals in the area of trade policy. In
effectively undermines the principal of equal opportunity,eastern Europe and the Baltic states, most attempts to
the emergence of differential incentives for men andncrease import duties, impose quotas or file trade
women to remain in the labour force is not a desirabl%ommaims to the WTO, were handled within the
attribute of a well-functioning labour market. existing framework of bilateral or multilateral trade
agreements or were quickly abandoned.  Similar
pressures to protect domestic industries were evident in
the CIS region as well. While CIS protectionist
“It is difficult to say to what extent these withdrawals correspond measures have been |arge|y limited to fOOdStUﬁS, soO far'

to discouragement (declared or implied); to what extent they reflected th . . . .
personal preference of Hungarian women for full-time family care; and to?he effects of the Russian financial crisis and the

what extent more women in Hungary could afford to give up paidCconsequent exchange rate realignments in the area may
employment than in neighbouring countries.” L. Paukert, “Economiceventually lead to more serious implications for trade
transition and women’s employment in four central European countries olic

1989-1994" |LO Labour Market PapersNo. 7 (Geneva), 1995. p Y-

(e) Conclusion

441
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CHART 3.6.1

Specific western demand for selected transition economies’ exports, 1994-1999
(Annual percentage change in volume terms)

01994 01995 E1996 W 1997 M 1998 M 1999 a
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Czech Eastern Russian Baltic WME
Bulgaria Republic Hungary Poland Romania Slovakia Europeb  Federation states imports ¢

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 1998 are preliminary.

2 Forecast.
b six countries shown.
€ Western market economies (WME) include western Europe, North America, Turkey and Japan.

(i) Trade of eastern Europe and the Baltic states rates of some 25 and 30 per cent in the previous three
years. With imports continuing to outpace exports, their
(a) Exports, imports and trade balances in aggregatarade deficitincreasedoy another $0.7 billion
1998 in 1998, to $5 billion (see table 3.6.1 for preliminary full-
year figures, and tables 3.6.2 and 3.6.3 for January-
The expansion of the foreign trade of teast September 1998 figures by major partner grotfds).
Europeancountries continued for a second consecutive
year in 1998, but it weakened substantially in the second
half of the year under the impact of developments in th
important Russian market. Growth was relatively stron

on the export side in the last quarter of 1997 and in th e Baltic countries together) arrive at volume growth in
first months of 1998, still supported by te&ength of he ranae of 9 to 129 er cent. On this megsure the
western import demand (chart 3.6.1) and by increaseh 9e P ) A

Increases in exports were generally smaller than in 1997;

vertical integration with EU_and United States mong the countries officially reporting trade volume or
multinational companies. East European imports slowedmong fhe co y reporting
nit value indicators, export volume growth accelerated

somewhat towards the end of 1997, but picked up again. . ;
in 1998, largely reflecting increased demand for importedS ightly only in the Czech Republic (table 3.6.4).

inputs, in some cases in spite of attempts by policy The loss of momentum in export growth, which was
makers to curtail domestic demand. apparent already in May-June 1998, intensified
significantly in the second half of the year as exports to
Russia and to the rest of the CIS collapsed (in August-
October 1998) while at the same time competitive
essures on the main western markets tended to increase.
o o ) X The growth of east European exports was 7.5 per cent in
$40.5 billion, $1.4 billion higher than in 1997 (tables JuIy-%ecember 1998 (ygar-on-y%ar) as compgred with
3.12and36.1). 10.5 per cent in the first half of the year, while exports

For the first time since 1994, export growth in thefrom the Baltic countries actually fell by 5 per cent (in
Baltic countries lagged behind that of eastern Europe;
there was a sharp slowdown because of falling demand in
the CIS markets and increased competitive pressures in**2 wost of the preliminary full-year data for 1998 available at the
the west. Preliminary full-year data for 1998 suggest thagme of writing thisSurveycover only total exports and imports, without
the Baltic countrieséxports and importgrewjust above their geographical and commodity breakdown; hence the discussion

. . below is based on the more complete data for January-
3 and 7 per cent, respectively, against average annu ptember/October.

As international commodity prices declined
onsiderably, trade growth wolumegenerally outpaced
e increases in value in 1998. Preliminary ECE
stimates for the region as a whole (eastern Europe and

According to preliminary datagverall export and
import growthin 1998 was about 8-9 per cent in current
dollars, after an increase of some 6 per cent in 1997; t
aggregatetrade deficit of eastern Europe was around
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TABLE 3.6.1 major western markets — Italy and lately also France (the
Trade performance and external balances in the east European and latter reflecting the increasing activity of a Renault
Baltic countries, 19982 subsidiary in Slovenia). The further liberalization of trade
(Value in million dollars, growth rates in per cent) within CEFTA and its low exposure to the Russian and
other CIS markets were also favourable factors for
Exports Imports Trade Slovenia. The 9 per cent rise in the value of Croatian
growth rates  growth rates balances

exports in 1998 was entirely generated in the second half
of the year (up 18 per cent, year-on-year, after zero growth
in January-June), and reflected a more than doubling of the

Oct- Jan.- Oct- Jan- Oct- Jan.-
Dec. Dec. Dec. Dec. Dec. Dec.

Eastern EUrope ............. 72 94 69 85 11532 40548 (g|lar value of exports in the machinery and transport
AIDANA .. 199 345 -234 258  -153 590 ; { sect h s of all oth gi
Bosnia and Herzegovina®. .. 569 . 325 . 879 equipment sector, whereas exports of all other commodity
BUIGAIA o 425 10 540 categories fell or stagnated during 1998. Slovakia’'s

Croatia ....... 157 89 217 79 46 -382  export growth was also generated exclusively in the
Czech Republic - 123 157 87 46 1033 -2464 transport equipment sector, which posted a 45 per cent rise
HUNGAY v 8 205 193 210 722 2690 iy aynort sales in 1998, due mainly to capacity expansion
POAN® ..o 03 22 64 122 6200 201 L IEo L ant. of Volkewaadi. whil o
Romania 16 15 49 1004 o4  In the Bratislava plant of Volkswagéfi,while exports

Slovakia .. . 148 107 213 110 735 2292 from all other economic sectors declined in dollar value.
SIOVENA o ' 81 138 19 306 -1049 Although export growth moderated somewhat in the

The former Yugoslav o . :
Republic of Macedonia® . .. 11.0 90 02 south-east European transition economies, increases
YUQOSIavia «...oocvvvevroe. 430 203 -200 10  -333 -1990 remained above 20 per cent in Albania and Bosnia and
Baltic States .............. 96 33 94 73 1274 -5005 Herzegovina and Yugoslavia and was in two digits in The
EStONIA cocvvvvvvrveevvrreri 12 97 130 71 -281 -1545 former Yugoslav Republic of Macedonia. The
LatVIR oo -38 84 50 171 418 -1377 continuing economic recession in Bulgaria and crisis in
Lithuania ........cccoevevvvvennes -20.7 -3.8 -13.6 2.7 -575 2084 Romania, in addition to the unfavourable external
TOtal abOVe ..o 59 90 54 78 -12807 -45553 environment, strongly affected their export performance:
Source:  National statistics and direct communications from national BUIgaria,s eXportS shrank by nearly 13 per cent in
statistical offices to UN/ECE secretariat. January-September 1998, compared with the same period
a preliminary data. of 1997, while Romania’s declined by 2 per cent in 1998

b Annual rates and trade balances based on reported January-October according to preliminary data for the full yéﬁr,

growth rates. East European import growth tended to strengthen
C Annual rates and trade balances based on reported January-November s|ight|y in the first three quarters of 1998, but later in the
growth rates. October-November 1998 over same period in 1997 instead of year, with domestic demand cooling down throughout the
October-December data region (section 3.3 above) and world commodity prices
current dollar values) after increasing by 13 per cent irsinking even deeper in October-Decentliethere was a
January-June (for quarterly year-on-year changes seéarp loss of momentum: the value of imports in January-
chart 3.6.2)* September was some 9 per cent higher than a year earlier
. , _ . but in October-December the rate was below 7 per cent
Among individual countries, only in Croatia, (taple 3.6.1). Nevertheless, there was still rapid import
Slovakia and Slovenia was there a continued expansion erovvth (19 per cent) in Hungary for the second
export value in the second half of the y€arSlovenia’s  consecutive year and in Poland, it remained in two digits,

exports, concentrating increasingly in a few manufacturingithough it decelerated somewhat in the last quarter.
sectors, were gradually gathering momentum throughout

the year, helped by sustained import demand in some of its

4% The main factor behind this development of exports were

discontinuities in export deliveries from Croatia’s shipbuilding sector: in
. S 1997 the sector’s exports were rather sluggish, but in the second half of 1998 it
For comparisons of individual country performance, see table 3'6'1delivered several oil tankers. At least two oil tankers, with a carrying capacity

above and tables 2.3.6, 3.2.1-3.2.3 in the previous issue Sitvisy Note . -
that the Statistical Office of the Czech Republic, after discovering someic over 47,000 tons, were launched and delivered in September and October

methodological biases, has recently revised the export and import values serfseo0 (© the Liberian Shipping Company and a Moscow-based shipping
back to 1994; the final complete series after revision are to be published in gfompany.Reuters Business Briefing and 17 October 1998.
second half of 1999. In tables 3.1.2. and 3.6.1, export and import growth rates 446 |, 1998, Volkswagen of Germany employed an extra 1,500
and the merchandise trade deficit to GDP ratios are based on the preliminagq kers in its Bratislava plant and raised its production of VW Golf and
revised figures kindly made available by the Czech Statistical Office to thgggrg family cars to 125,000 units from 40,000 in 1997. VW also
UN/ECE secretariat in March 1999. For the revised values of Czech tradgssemples gearboxes in Bratislava, output of which increased from
flows see appendix tables B.10-B.12 of Bisvey. There was also a recent 280,000 in 1997 to 328,000 units in 1998, while at the same time the
downward revision of 1998 quarterly data for Lithuania. gearbox components output was raised from 6 million to 8 million units.
444 The apparent strong export gains in the last two quarters of 1998 i he bulk of the output is distributed outside Slovakia via the VW

Slovakia’s trade, however, raise some doubts as to the reliability of th istribution network.Financial Times21 January 1999.

data. There are many deficiencies in the recently revised (according to a 447 por more details on recent developments in the Romanian
new methodology) monthly and quarterly figures for the base year 1997conomy, see sect. 3.2(iii) above.

Note, for instance, the very different year-on-year growth rates of

monthly exports and imports in 1998 shown in the last two issues of 448 In the last quarter of 1998 world commodity prices contracted by
Slovakia Statistical OfficeEconomic Bulletinpoth claiming to be based 27 per cent on average on a year-on-year basis, and by 6 per cent against
on the definitive data for 1997. the previous quarter. For details see chap. 2.1(i) above.

443
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TABLE 3.6.2

Foreign trade of the ECE transition economies by direction, 1996-1998
(Value in billion dollars, growth rates in per cent) 2

Exports Imports
Value Growth rates Value Growth rates

Country or country group® 1997 1996 1997 1998°¢ 1997 1996 1997 1998°¢

Eastern Europe, to and from:

WO ..o 102.5 2.1 5.8 9.9 136.2 13.1 5.8 9.3
ECE transition economies . . 2715 6.1 6.7 1.0 29.7 9.4 0.1 -2.6

(0113 T . 9.3 8.3 174 -8.9 14.0 122 2.6 -14.1
Baltic states ......... . 0.9 37.6 26.8 30.5 0.2 22.0 0.8 11.9
Eastern EUrope & .......ooocvvvveiiiiesnneenivinenns 17.3 42 0.8 4.6 15.5 6.8 2.7 7.8
Developed market economies ................... 67.7 - 7.6 15.7 93.4 13.1 74 131
European Union ..., . 62.1 0.1 7.3 16.0 80.9 13.0 6.5 13.8
Developing economies 7.3 5.7 -10.5 -10.4 13.1 23.1 7.9 9.5

Baltic states, to and from:

WO ..o e 8.5 17.6 23.0 8.3 12.8 26.6 26.7 141
ECE transition economies . 4.3 24.3 19.0 2.6 4.6 14.7 17.6 4.6

CIS s . 31 21.8 19.3 -10.0 3.0 45 124 -8.6
BaltiC SLAES ....vevveeerrerreerceeee e 11 434 25.1 16.3 0.8 38.1 25.7 29.2
Developed market economies ................... 39 9.0 26.5 20.1 7.6 320 311 21.4
European Union . 35 9.9 245 17.8 6.7 30.8 29.7 20.3
Developing eCONOMIES .......c.ovverevercrirrens 0.3 55.4 44.9 9.5 0.6 88.8 53.4 -2.0

Russian Federation, to and from:

WO ..o 85.0 8.8 0.1 -14.5 52.9 -1.4 14.9 -2.5
Intra-CIS . 16.6 9.4 43 -12.8 14.1 7.0 3.2 -8.8
NON-CIS CONOMIES .....covnvverrirerrrirerins 68.4 8.7 -1.2 -14.9 38.8 -4.9 23.3 0.2

ECE transition eCONOMIES .......ccovuerevnee 13.3 17.9 6.0 -19.8 53 -22.7 34.4 -1.6
Baltic states . 31 16.4 174 -26.7 1.0 -38.8 61.9 -17.6
Eastern EUrope .......cccocovveevvccnicinnns 10.2 18.3 3.0 -17.8 4.3 -18.6 29.2 5.1

Developed market economies ................ 40.1 4.1 0.2 -12.3 26.5 7.2 24.0 0.1
European Union ................ . 28.0 4.0 2.4 -16.4 195 -11.6 23.2 2.2

Developing economies 15.0 14.1 9.0 -17.3 7.0 24.2 135 48

Other CIS economies, to and from:

World ...... . 321 10.5 41 -114 36.6 16.8 4.0 -8.3
INtra-ClS ...cooovverreennes . 16.1 13.6 -7.1 -14.1 21.2 12.0 -13 -13.9

Russian Federation .. . 11.7 9.3 2.8 . 15.8 12.8 -0.2 .
Non-CIS economies .......... . 16.0 6.7 18.5 -8.9 15.4 25.1 12.3 -15

ECE transition economies . . 2.8 7.2 -8.2 . 33 12.9 145
Baltic states .........cccruwene. . 0.6 -05 -27.6 . 0.8 17.4 28.7
Eastern Europe .........ccooevne. . 2.2 10.4 -1.0 . 2.5 11.7 10.7

Developed market economies . 6.3 55 18.6 . 9.1 30.3 16.6
European Union .................. . 4.6 31.0 21.9 . 6.7 21.9 22.9

Developing €CONOMIES ........ccovervvrrrneennes 6.9 7.6 34.2 . 2.9 253 -1.3

ECE transition economies, to and from:

WO ..o 231.7 7.2 4.0 2.0 246.6 125 8.6 39

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 data.

Note: There were changes in the methodology of foreign trade reporting in several economies in transition in 1996-1998. Starting 1998, Slovakia reports foreign trade
flows according to the new methodology (including imports for inward processing and exports after processing). The Czech Republic has recently revised its export and
import figures back to 1994. However, these revisions are not reflected in the eastern Europe aggregate above because revised data by destination are not yet available.
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 dollar values.

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.

€ January-September over same period of 1997. For Slovakia data are derived from export and import data reported according to the new methodology.
d Including Bosnia and Herzegovina, The former Yugoslav Republic of Macedonia and Yugoslavia.
€ Aggregate values and growth rates do not include Uzbekistan.
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TABLE 3.6.3

Trade balances of the ECE transition economies, 1993-1998
(Billion dollars)

January-September

1993 1994 1995 1996 1997 1997 1998

Eastern Europe?

WO .o -13.6 -12.5 -19.7 -31.9 -33.7 -23.8 -25.6
ECE transition economies ........ -3.8 2.1 -3.2 -39 2.2 -1.9 -1.2
Developed market economies .. -10.5 -10.2 -15.1 -24.1 -25.7 -17.9 -18.9

European Union ... -5.6 -6.1 -10.6 -18.0 -18.8 -13.0 -13.8
Developing eCONOMIES ........covvereerrrnreereirirnnnns 0.7 -0.2 -14 -39 5.7 -4.0 5.5

Baltic states?

WO ..o -0.3 0.9 2.2 -3.2 -4.3 2.9 -3.7
ECE transition economies ........ 0.1 - -0.5 -0.3 -0.3 0.2 04
Developed market economies .. 0.3 -0.8 -1.6 2.7 -3.7 2.5 3.1

European Union ... 0.1 -0.4 -1.4 2.4 -3.2 2.1 2.6

Developing eCONOMIES ........covereerrrnreereererninns 0.1 0.1 0.1 -0.2 0.3 0.3 0.2
Russian Federation ©

17.5 24.6 315 39.1 321 23.6 15.7

. 38 0.9 13 25 16 1.0

17.5 20.9 30.6 37.7 29.6 22.0 14.7

ECE transition €CONOMIES ......c.cocvuvevernrenns 53 43 55 8.6 8.0 6.1 44

Eastern EUrope @ ........ccoooveieveseesssssseneennnnn, 4.6 33 4.3 6.6 5.9 45 3.4

Developed market economies 10.2 12.8 15.6 18.8 13.6 10.2 6.8

European Union ................ 8.4 6.9 84 115 8.5 6.7 37

Developing ECONOMIES ........ovvereeerrivieieniinns 2.0 3.8 9.4 10.3 8.0 5.7 3.5

Other CIS economies ©

WO ..o . -1.3 2.1 -4.3 -4.4 3.7 -4.2
INFa-ClS ..o . 2.6 -4.0 -4.2 5.1 -3.8 -3.3
NON-CIS €CONOMIES .....vvuvvrveririrrrirerirrrineienns 1.7 1.3 18 0.1 0.7 0.1 0.9

ECE transition economies . . 04 0.1 0.1 -0.5
Eastern EUrope ..., . 0.2 0.2 0.1 0.3
Developed market eCONOMIES ........cccovvvvrnnnee . -0.6 -0.7 25 2.8
European Union . 0.3 -0.6 17 2.2
Developing €CONOMIES .........covvvrrrrrereeriennnnns . 15 24 2.2 4.0

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 economies in transition in 1996-1998. Starting in 1998, Slovakia reports foreign
trade flows according to the new methodology (including imports for inward processing and exports after processing). The Czech Republic has recently revised its export
and import figures back to 1994. However, these revisions are not reflected in the eastern Europe aggregate above because revised data by destination are not yet
available. 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 Trade balances as from 1995 are derived from export and import data reported by Lithuania according to the new methodology.

C  For the Russian Federation: Goskomstat data for 1993; State Customs Committee data for 1994-1998. The two series are not fully comparable.
d  Excludes the former SFR of Yugoslavia in 1993.

€ Trade balances for 1996, 1997 and first half of 1998 do not include Uzbekistan.

There was a strong pick-up of imports, partly In the Baltic countries changes in imports were in
boosted by favourable changes in the terms of trade arithe with those for exports: a steady deceleration in value
the increased demand of exporting sectors for importedrowth from early on in 1998, turned into an 9 per cent
inputs, in the Czech Republic, Slovakia and Sloveniafall (year-on-year) in the last quarter of 1998 (table
following declines in 1997. Everywhere else in easter8.6.1). The growth of imports slowed most steeply in
Europe, imports stagnated or declined in 1998 — modEstonia, from an average annual rate of nearly 40 per cent
strongly in Croatia, where they fell by 8 per cent in dollarin 1995-1997 to just above 7 per cent in 1998. There was
value after rapid growth in the three preceding yearsalso a dramatic deceleration in growth in Lithuania as
The latter slump resulted from depressed domestiwvell, although in Latvia it remained in two digits. Falling
demand, due mainly to the very tight fiscal stanceworld commodity prices certainly played a role in
adopted earlier in the yeacoupled with measures slowing growth in the value of imports, but the cooling of
introduced in April by the Croatian national bank to domestic demand, due mainly to the collapse of export
discourage domestic banks from borrowing abroad. earnings from the Russian and other CIS markets, as well



The Transition Economies 147

TABLE 3.6.4
Changes in the volume of foreign trade in selected transition economies, 1995-1998
(Per cent)
Exports Imports
19982 19982
1995 1996 1997 Jan.-Mar. Jan.-Jun. Jan.-Oct. 1995 1996 1997 Jan.-Mar. Jan.-Jun. Jan.-Oct.

Czech Republic .......ccovvvrevviennnns 5.7 2.7 14.2 29.1 20.4 16.0 23.7 10.7 7.6 11.2 7.7 7.6
HUngary ....ccoeovevvinninnne .. 84 4.6 29.9 328 29.5 24.0 -39 55 26.4 28.1 27.4 26.6

Transition economies ... 20.2 0.2 25.2 234 20.2 8.3 -4.1 2.8 5.3 6.0 9.9 115

European Union ........... . bl 5.7 336 36.2 29.9 25.6 2.7 4.0 29.7 29.3 27.8 26.6
POIANG ..o 16.7 9.7 13.7 18.1 10.0 38 20.5 28.0 22.0 20.1 16.7 16.2

Transition CONOMIES .........coevve.. 46.5 29.0 35.8 31.2 19.2 0.8 25.1 19.3 135 14.2 13.8 15.9

European Union . 171 5.7 11.9 19.3 11.8 8.1 19.6 27.3 25.2 20.5 18.3 17.4
SIOVENIAL ..ooovvere e 7.5 31 11.3 15.9 10.0 9.0 155 - 9.6 18.1 10.1 9.3
TS 0] - O 8.1 6.7 51.1 27.0 23.0 14.7
Latvia® ...oooveriereinen, .11 8.8 20.1 331 245 16.7 " . . . . .
Russian Federation ¢ . 0.1 1.8 0.1 04 14 . -1.9 21.1 24.1 175 4.8

NON-CIS .o 6.4 36 1.8 2.6 -14 0.4 3.2 0.1 317 32.4 24.3 9.9

CIS wrrrresrrssssseisssssssssssssssnsens . -15.6 19 10.6 7.7 5.3 . 6.2 -1.8 29 0.1 -8.8

Source: UN/ECE secretariat calculations, based on national foreign trade statistics.
a Qver same period of 1997.

b" volume indices for Slovenia as reported by IMAD, Slovenian Economic Mirror, Vol. ll, 1997; Vol. IV, 1998 and Spring Report, 1998. January-July instead of
January-June in 1998.

C  Volume indices for January-September instead of January-October 1998.

as unfavourable developments in the conditions fomccount for some countries, reflecting differences and
import credit in the Baltic countries, were also important. lags in the coverage of trade flows between the two data

Lower import growth in the last months of 1998 sets (section 3.7 below).

allowed a few countries to contain their trade deficits
(Croatia, Estonia and Romania), but, in general, they
increased, and, in some countries, quite considerably. In  The crisis that unfolded in Russia in late summer
January-September 1998 the aggregate trade deficit 9998 and its repercussions on other CIS countries had a
eastern Europe and the Baltic states, on the basis of teeong immediate effect on export performance and, less
customs data, widened by some $2.7 billion, to $29.4irectly, on import growth throughout the east European
billion (table 3.6.3), but for the year as a whole it mayand Baltic region. Although the region’s reliance on the
well have risen to over $42 billioff The sharpest Russian and other CIS markets had already been
absolute deterioration again was in Poland, where theonsiderably reduced by mid-1998 — CIS partners
trade deficit rose from almost $17 billion in 1997 to overincluding Russia accounted for some 10 per cent of the
$21 billion in 1998. Deficits widened notably in Bulgaria region’s total exports and imports in January-June 1998,
and Hungary, by some $0.6 billion in each, while inas against 20-22 per cent in 1991 — for some important
Latvia, Lithuania, Slovakia and Slovenia the increasegast European and Baltic export products, such as foods,
were less pronounced ($0.1 billion-$0.3 billion). Thebeverages, and other consumer goods and, in some cases,
considerable narrowing of the trade deficit (by nearly $2machinery and equipment, these countries still remained
billion) in the Czech Republic resulted mainly from major export market§®

increased export earnings, particularly in the early

: L Trade with Russia and many other CIS member-
months of th r. In relation DP, tr f X .
re(r)n;inseél) éefyyﬁiizh in rgr%tg:ia tOEStomét ?_i?viie ;:r;tjcountrles had plummeted in August-October 1998 as the

Lithuania, near or above 20 per cent. The ratio was alsrc'?suIt of hard curréncy sh_ortages and the collapse of th_e
high in Poland, at 12.5 per cent in January-Septemb yments system in Russia. The attempts of exporters in
1998 (table 3.1.2). Balance of payments data howevdp€ €ast European and Baltic countries to resort to barter

show much smaller deficits on the merchandise trad eals or to arrange state-to-state export sales have not so
ar been very successful. For several countries their

export earnings from Russia during these three months
declined by 50-70 per cent, as compared with the same

In tables 3.6.2 and 3.6.3 the aggregate figures for eastern Europe
do not include data for Bosnia and Herzegovina, The former Yugoslav
Republic of Macedonia and Yugoslavia (see notes to the tables). If

estimates for these countries are taken into account (as is done in table®° For further details see UN/ECE, “Outlook for trade in the wake of
3.6.1), the full-year 1998 trade deficit of the region might be nearly $45.5Russian and global financial turmoiEconomic Survey of Europ&998
billion. No. 3 pp. 85-88.

(b) Effect of Russia’s market collapse

449
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CHART 3.6.2

Quarterly changes in east European and Baltic exports and imports, 1997-1998
(Index over same quarter of the preceding year)
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Source: UN/ECE secretariat calculations, based on national statistics and direct communications from national statistical offices.

period in 1997; in addition there were losses of 25-45 pet4 per cent of exports from Estonia and Latvia and under
cent in trade with Ukraine and probably of a similar orderl9 per cent for Lithuania. The share of the CIS in total
of magnitude in trade with other CIS countries (tableeast European and Baltic exports may have declined by
3.6.5). Based on the three different scenarios, presentsdme 1.5-2 percentage points in 1998. The share of their
in table 3.6.5, the secretariat estimates that the losses byports going to western market economies more than
the end of October 1998 ranged from some $90 million toffset this decline; exports to developing country markets
$220 million in the Czech Republic, Estonia and Latvia,also fell, while growth in intraregional trade was
from $230 to $420 million in Hungary and Lithuania, andrelatively sluggish.

from $550 million to $1.3 billion in Poland. i L i
As mentioned above, individual commodity

The data in table 3.6.5 indicate that none of thes@ateqgories were differently affected by the collapse of
countries except Hungary managed to offset these 10SSggde with Russia and other CIS countries. In the third
with exports to othgr markets, including intraregional yarter of 1998, there was a 12-18 per cent fall in the
ones. The cumulative effect of these losses on totayy|lar value of total exports of foods and beverages
export perfor_mance was largest in Poland and the thre(%rrc 0, 1) in Poland and the three Baltic states, and
Baltic countries, where in the second half of the yeaghere was also a decline in their exports of chemical
previously strong growth was cut short and exportgyoducts (SITC 5) and some manufactured goods (SITC
declined (chart 3.6.2). 6). Exports of these commodities were also noticeably

In relative terms, the share of the Russian market imlepressed in the Czech Republic, Croatia, Hungary and
east European exports declined by some 1-3 percenta§éovakia in the last two quarters of 1998. Sales of
points in January-October 1998, while for the Balticmachinery and equipment (SITC 7) only appear to have
countries the reduction was 5-6 percentage points, to 1®een hit in the three Baltic countries (down by 2-5 per
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TABLE 3.6.5 (c) Trade prospects in 1999
Effect of Russia's August 1998 market collapse on export As already noted, the weakening of export growth
performance in selected east European and Baltic countries became more pronounced after Russia’s default in
(Growth rates in per cent, value in million dollars) August, but the data in chart 3.6.2 show that exports had

begun to falter several months earlier, particularly from
the Baltic states. The virtual disappearance of the
Russian export market in the last months of 1998, and the

Value of hypothetical loss in
Growth rates @ January-October 1998 °
Jan.-Oct. Aug.-Oct. Scenario Scenario Scenario

1998 1998 A B c difficulties encountered by the east European and Baltic
exporters in their attempts to revive trade on the basis of
Czech Republic barter deals or export credits from state agencies or
T‘g}f"\'lvi’ifﬁ”s """""""""" 62 140 1712 84 2067 commercial entities, suggest that the prospects for a full
Russian Federation ... 93 513 1675 802 2057 export recovery in the short- or even medium-run are
UKTGINE oo , 6.0 37 5.2 1.0 rather poof?! In addition, the steep devaluation of the
Rest of the world ........... 17.1 - - - Russian rouble, and its impact on the currencies of other
Estonia CIS countries, have sharply raised the rouble cost of
ngf‘\',vmﬁfts -------------------- u4 07 1693 2256 1524 imports from eastern Europe and the Baltic countries
Russian Federation ... 194 472 1607 1853 1001 (even when subsidized by the exporting countries), which
Ukraine 190 -248 04 404 434 in turn has prompted widespread import substitution by
Restoftheworld ... 186  16.7 - - - domestically produced goods (or goods received on a
Hungary non-commercial basis from the EU and the United States)
Totfal i{(pr?rts .................... 214 205 4187 2510  364.6 in an environment of depressed consumer demand.
whnicn:
Russian Federation .. 229 713 320 257 307 The recent signs of a noticeable weakening of
UKINE ..vvvveeesssvvvvvvrns -45 464 567 253 589 demand in western Europe also weigh on the prospects for
Restof the world ......... 241 265 - - - east European and Baltic exports, including those areas
Latvia where they had acquired some competitive advantage in
Total EXPOMS oo 106 57 1718 1187 1206 recent years thanks to their integration into the production
(F)zfuvggilgsﬁed eraton . 300 714 1494 1068 1139 networks of multinational companies (transport equipment,
Ukraine ... 178 -395 24 119 6.7 machinery and especially engineering; see chart 3.6.3).
Rest of the world w.......... 232 153 - _ _ The forecasts of estimated western import demand for east
Lithuania European and Baltic exports point to a strong deceleration
Total exports ..., - -135 2339 4059  308.6 in 1999 (chart 3.6.1). The negative effect of this
of which: , development on transition economies’ exports may be still
Russian Federation ..... 2L 597 2185 2988 2133 stronger, bearing in mind the current high income and
UKTAINE w..vvvvvvevvecrrnne 20 -435 154 1071 954 . S . .
Rest of the world ... 75 79 _ - _ price elasticities of western imports from these countries.
Poland According to ECE estimates, the income elasticity
Total eXpOMS ..ooveccvvvrree 36 -85 5461 13131 11571 coefficient for total west European imports in 1990-1996
of which: was 2.42, with a price elasticity of -0.526; but for west
Eﬁfas}fg Federation ...... 1% ggz ‘l‘égg 222; gfgg European imports from Poland and Hungary the income
Restof thamoris™ ™" 62 o4 ’ ° 2 (price) elasticity coefficients ranged from 5.68 (-2.34) to

7.36 (-1.98), respectivefy?

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

a As compared with the same period of 1997.

b Difference between actual export value in January-October 1998 and
the hypothetical export value for the same period, as derived from the following
three scenarios. Scenario A: the actual export growth rate to the rest of the
world is applied across the board (constant shares). Scenario B: hypothetical
values of exports to Russia and Ukraine are based on the average annual rate
of their growth in 1995-1997, while for the rest of the world actual export value

451 At the time of writing thisSurveythere had been announcements of
only two barter deals concluded with Russia, by Bulgaria and Hungary. For
details seeBBC Monitoring Service: Central Europe and Balkargd
December 19980n 20 January 1999, the Hungarian Economics Minister told
journalists, after a meeting in Moscow with the Russian Deputy Prime
£ -October 1998 | d s i0 C: hvoothetical val p " Minister and Foreign Trade Minister, that the Russian partners did not show
or January-October - IS used. ‘>cenario L. hypotnetical values ol exports any particular interest in the offer of a Hungarian credit of $200-$250 million
0 lRu55|a and Ukraine are based on the January-March 1998 growth ratgs annually (with a one-year grace period, repayment over three years and interest
while for the rest of the world actual export value of January-October 1998 is at 4-6 percentage points above LIBOR), as both the United States and the EU
used. had offered credits with very preferential terrRguters22 January 1999

452 Of course these very high elasticity coefficients reflect the major

changes in trade regimes since transition started and cannot be expected to last

: : in this order in a longer run. One also has to be cautious interpreting these
cent in the third quarter of 1998) (Chart 3'6'3)' In easterﬁhort-run elasticities as they are prone to several shortcomings as compared

Europe, in contrast to the Baltic countries, this sector igjith the long-run results (see for instance, P. Hooper, K. Johnson and J.
widely engaged in vertically integrated production Marquez, “Trade elasticities for G-7 countries”, Board of Governors of the

; ; ederal Reserve Systeinternational Finance Discussion Papefso. 609,
processes OrgamZEd by EU and United Stategpril 1998). Income and price elasticities above were estimated from the

muItinati_QnaI companies, a deVEImeent which imF_)r(jve%onventional trade equation: M(t)=a+b*GDP(t)+c*(Pm(t)/P()+u(t), where
the stability of export orders and, in 1998, was behind th#(t) denotes imports of west European countries (EU+EFTA) in volume

relatively strong export performance of several countriederms. For imports in volume terms from transition economies, data on
quarterly western imports in current dollar values were deflated by German

of the region. import unit values for east European goods.
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CHART 3.6.3

Changes in east European and Baltic exports by commodity, 1993-1998
(Structure and growth rates, per cent)
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Source: UN/ECE secretariat calculations, based on United Nations COMTRADE Database; national statistics and direct communications from national statistical
offices.

Note: 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. Growth rates (year-on-year basis) are calculated on dollar values of exports. CEFTA-5 includes the Czech Republic, Hungary, Poland, Slovakia
and Slovenia.

Moreover, the increasing competitive pressure orstrengthen protection of domestic producers have also
these markets, in particular from Asian exportersbeen common in other traditional sectors (textiles and
narrows the possibility of redirecting exports from CIS clothing, footwear, steel and coal, eté?).

markets to the west, since they tend to consist mainly of Starting in October 1998, a number of countries

low value-added products. Nor are the east Europegn : o , .
markets themselves readv to absorb these goods. Thave not only intensified the surveillance of imports but
y 9 : ave also increased export subsidies and/or raised

duality of the commodity structure of east European an %ustoms (including preferential) tariffs on meat and other
Baltic exports, where the higher value added goods ar gricultural product®  In January 1999, the Czech

traded with western countries and lower value export ) ) .
with the east, is now a problem because the possibility gRePUPlic amended its agricultural law to allow the use of
substituting western for eastern markets is constrained b iiggl ,i\?gftgsou??ge ggﬁﬁsﬂnﬁg?h?gﬂ;m ol\:léer};\:ﬁngr;n
the competitiveness of the cheaper Asian producers. T : 9 ’
competitiveness of east European and, in particular,
Baltic exports is also burdened by the real appreciation of
domestic currencies in many countries of the region. In “** Poland, for instance, instead of lifting duties on textiles and leather
recent years, east European and Baltic export growth hagducts ‘{;‘?f‘;’“*,gtgg{‘;n“rnkﬁyz‘gojfr;“agéolzggg,g-""igx‘;’j‘?}.?d'(fg‘g‘deﬁ to
. e . intain tariff protection unti r . Higher tariffs (16.6 per
tended _'[O react in gene_ral to shifts in the valuatlo_n of thg:ent) have also been levied, for three years, on shoes imported from
domestic currency, with a one-quarter lag (with thechina. BBC Monitoring Service: Central Europe and Balkar,
exception of the strong pick-up in Czech exports in thedctober 1998Rzeczpospolitar January 1999.
third quarter of 1997 after the devaluation of the koruna ““ in poland, export subsidies were raised and, as from 22 October
in May)_ The effect of changes in the exchange rat@998, duties on pork imports were increased by 20 percentage points to
policies implemented at the beginning of 1999 in some 0?0 per cent, with preferential rates of 45 per cent on imports from CEFTA
h . b . 3.2(ii h f and 50 per cent on imports from Lithuani®rawo i Goqudarkazz
these countries (see above section 3.2(ii)) are therefoksitoner 1998:Rzeczpospolita20 October 1998. Also in October,

likely to be seen in the second or third quarter. Croatia increased its import duty on wheat from 400 to 520 kuna per
tonne, while the Latvian parliament approved an increase of the basic
import duty on margarine to 20 per cent (from 1 per cevifjl-Econews

2 October 1998Baltic Business Dailyl6 October 1998. In November,
%hhe import tariffs on pork were also raised in Croatia. In the same month,

(d) Rising protectionist sentiments

Cqmpetltlve pressures and the necessity of findin ithuania introduced new, higher customs tariffs on various commaodities
alternative export markets to the CIS have prompte¢hported from countries with which it does not have free trade
protectionist pressures throughout the region_ Thegreements, and in February 1999 it raised import duties for agricultural

; ducts from the EU.BBC Monitoring Service: Central Europe and
strongest and in many cases successful appeals h%akans,lz November 1998ITAR-TASS World Servicd November

come from the agricultural and food sectors. Demands t9ggg:£|TA 1 March 1999.
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addition to the measures taken in October 1998 and iproducts were imposed by the EU and the United States,
response to farmers’ protests which had led to roadas well as by Australia and Indfd. In a few cases, price
being blocked for several days in January, increasedommitments made by Czech, Hungarian, Latvian and
minimum intervention prices for pork and moved to Polish producers were accepted and the provisional duties
amend the 1999 budget to provide extra funds tavere removed or lowerée€f. In their turn, east European
subsidize those purchasesThese measures, more often and Baltic countries also tried to protect their own local
than not, have resulted from increased tension betweesteel and chemical markets by resorting to quotas,
the EU and east European countries after the EU, in asurcharges or the postponement of scheduled reductions
attempt to protect its own farmers with higher supporiof tariffs*®> These measures most strongly affected
prices for pork, boosted export subsidies by 30 per cent iRussian and other CIS producers, but they have also had
mid-October 1998. The EU arrangement for agriculturabn impact on intraregional trade as in the case of the
exports to Russia under very favourable terms, togethatbove-mentioned Czech-Hungarian dispute.

with a similar arrangement by the United States

government, also played a role here, as east European and Neve_rtheless, there have been no major ftrade policy
Baltic exporters saw litle chance of regaining theirreversals in the east European and Baltic region, as most

export markets in Russia in the near futite. of _thg measures undertal_<en had been provided for in the
existing bilateral or multilateral agreements, and those
Trade frictions among CEFTA and Baltic Free which were disputed were quickly abandoned.
Trade Agreement (BAFTA) countries were also on theMoreover, the general tendency remains for a further
rise during the last months of 1998 and in some casdiberalization of tariffs in 1999. Tariffs on the region’s
have resulted in complaints being lodged at the WTOtrade with the EU, as well as within CEFTA and BAFTA,
The Czech Republic, for instance, has filed a complainare expected to be reduced according to existing
to the WTO about Hungary’s imposition in December ofschedules. Romania is expected to catch up with its
a quota on imports of Czech sté€l.Hungary, in its turn, obligations as a CEFTA member. Bulgaria, too, after
claimed that the quota was imposed in response tmining CEFTA on 1 January 1999 and abolishing tariffs
restrictions introduced earlier on its wheat exports to th&n most industrial goods, should soon begin to reduce its
Czech Republi¢® A dispute among members of the tariff barriers to trade in agricultural products within this
Baltic Free Trade Agreement on quotas for porkarea. The three Baltic countries have now signed
(approved by Latvia's parliament in late 1998 for bilateral free trade agreements with all the CEFTA
introduction in January 1999) was resolved before thdéounding countries including Slovenia, and a number of
guotas took effect when Latvia revoked the bill under thehese agreements (for instance with Hungary) are
threat of countermeasures by Estonia and Lithuania. Agxpected to take effect in 1999. Croatia is also
the same time another dispute arose as the Lithuaniaitempting to enter CEFTA by signing bilateral free trade
government increased reference border prices foagreements with the existing members; however, so far
imported foodstuffs and some other agriculturalthere have only been outline discussions with Bulgaria
products®™® and the Czech Republic, while the recent confirmation by

Hungary to start free trade agreement negotiations with

__Againsta background of excess capacity and fa”m.gbroatia has prompted a rather negative reaction on the
prices for many traded products, a new wave of antl—Bart of the EUS3

dumping complaints against east European and Balti
producers were filed in the second half of 1998 and inthe  Estonia and Lithuania have intensified WTO
first few months of 1999. Provisional duties on steel andiccession negotiations after Latvia became a member on
iron products, fertilizers, hardboard and some othedO February 1999, the two hoping to join WTO before
the end of 1999. Croatia, too, intensified its WTO

455

Prawo i Gospodarkg2 February 1999.

456 460

Reuters News Servic& December 1998; Rzeczpospolita23 For instance, in January 1999, definitive anti-dumping duties were
February 1999. imposed on EU imports of hardboard originating in Bulgaria, Estonia,

457 ) Latvia, Lithuania, Poland and Russia, while in February the EU imposed
Hungary introduced a quota of 45,000 tons a year for seven groupgyovisional anti-dumping duties on imports of steel ropes and cables from

of metallurgic products from the Czech Republic for four years ingeven countries including Hungary and Poland. Several anti-dumping
response to the Czech restrictions on Hungarian whgagéncial Times  complaints against such imports were filed by steelmakers with the

27 January 1999. United States International Trade Commissifeuters News Servic29
458 The restrictions imposed on Hungarian wheat exports are to bé'lanuary 1999 and 3, 12 and 17 February 1999.
removed in the Czech Republic from 1 April 1999 and in Slovakia from 1 461 agence EuropeBrussels), 15 December 1998imber Trades

May 1999. Hungary also held talks with Slovenia in order to remove itsJournal 13 February 1999.
market protection measures against Hungarian wheat. An agreement on

the same issue was reached with Poland early in January 1fBG. 82 |n December 1998, Hungary, for instance, imposed an import duty

Monitoring Service: Central Europe and Balkar®l December 1998; surcharge on nitrogen-based fertilizers from Russia and Ukraine, while

MTI-Econews26 January 1999. Poland decided to reduce import tariffs on EU steel products from 4 to 3
459 per cent instead of eliminating them altogetiBBC Monitoring Service:

The Lithuanian imposition of reference border prices for imported central Europe and Balkans31 December 1998Rzeczpospolital6
foodstuffs and other agricultural products is to remain in force until 1pecember 1998.

January 2000 or until Lithuania is accepted into WELTA 2 February
1999. 83 Financial Times3 February 1999.
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accession negotiations in January 1999 when it emergek®99, thus continuing to have a negative effect on foreign
that if it did not join before November 1999, it might exchange receipts. The priceanfide oi| the key export
have to wait for three years because of the plannedommodity in Russia, Azerbaijan and Kazakhstan fell by

reorganization of the WTO. some 35 per cent in 1998 and the slowing global economy
_ is unlikely to absorb the excess oil supply in the near
(iii) Trade of the CIS countries future. In mid-March 1999, oil prices were about 25 per

total merchandisexportsfrom CIS countries declined by Cuts agreement among leading exporters. Nevertheless,
14 per cent (table 3.6.6). Only in Armenia and Belarusmany remain sceptical that any price turnround can be
was there an increase in total exports; in all the otherdong-lasting given the weak demand conditions. Similarly
including Russia, exports fell, from 10 per cent in— a@nd partly as a result of the Asian crisis and the
Kazakhstan to 36 per cent in Azerbaijan. As most Cclgontinued underperformance of the Japanese economy —
countries are dependent on exports of natural resources, ¢ world’sbase metaproduction needs to be reduced to
poor export performance was, to a large extent, the resuiatch the lower global demand. Future improvements in
of falling commodity prices. On thimportside, the dollar the demand for base metals such as copper, nickel and
value of total CIS merchandise imports decreased by 5 pgfuminium are dependent, to a large degree, on the
cent. Only in Azerbaijan and Kyrgyzstan were therg'€surgence of interest in large-scale capital investment
significant year-on-year increases, a result of rising importgrojects, particularly in Asia. ~ Until then, the export
of machinery and equipment by the oil sector inperformance_ of_ Tajikistan, Kazak_hstan and, o a lesser
Azerbaijan and the gold mining sector in Kyrgyzstan. Thelegree Russia, is not expected to improve. With respect to
imports of other CIS countries were either stagnante’Tous metalscheap Russian and Ukrainian steel exports
(Armenia, Georgia, Kazakhstan, the Republic of Moldova@'® facing numerous antl-dumplng_ actions throughout the
and Tajikistan) or declining (Turkmenistan, Ukraine andWorld, most recently in North America, and the use of this
Uzbekistan). In Turkmenistan and Uzbekistan, wherd@rgely protectionist trade device is not expected to
international trade is still state-controlled, the falls inabate!® The price of gold, of particular importance to
imports reflected current account difficulties exacerbated<yrgyzstan and Uzbekistan, has been relatively steady but
by low merchandise expofé. In Ukraine, the fall in low. _Cotton prices have fallen by 17 per cent in _1998,
imports was the result of balance of payments concerridegatively affecting the exports of the CIS countries of
and the country’s continued weak trade performance witGentral Asia and Azerbaijan.

its principal trading partner, Russia.  The CIS region's Another unfavourable development affecting Russian
aggregatarade surplusdecreased by over 40 per cent, exporters is the reintroduction @fport duties The duties,

mainly due to the decline in the Russian surplus, but therg, ;o116 oniy to non-CIS exports, are aimed at increasing
was also a worsening in the trade deficits of most oth

. . deral revenue$® The new export tariffs coupled with a
CIS countries. Russia and Kazakhstan were the only ClI andatory 75 per cent surrender requirement on foreign

members with a merchandise trade surplus. The financiglhange earnings have clearly reduced incentives to
crisis in Russia was already contributing to the region $xport.  They have also diminished the windfall
overall trade decline in the first nine months of 1998, bulye,ayation gains accruing to the hard-pressed Russian oil
its effects are likely to be much more visible in the data fog g metal producers. Russian commodity exporters

the fourth quarter. however, are unlikely to redirect their exports towards the
The volumeof Russia’s exports was slightly higher domestic or CIS market as they are facing extremely weak

while the volume of imports increased by 5 per cent indomestic demand and non-paying customers in thé°CIS.

the January-September period (table 3.6.4). The third-

guarter export volumes were up by 3 per cent (year-on-

year), chiefly the result of exporters attempting to g I Eeb 1999, rather than ¢ ive tariffs. RUSs §
; ; : ; ) n February , rather than face punitive tariffs, Russia agree
counteract fa"mg CommOdlty prices. The third quarter's 0 an annual quota and a minimum price for its steel exports to the United

import volumes fell by 16 per cent, a dramatic reversal Okates.
the 24 and 12 per cent (year-on_year) increases in the firstye The duties will apply to crude oil exports at the level of 2.5 euros

and second quarters, reSpe_Ct'Vely- ESt'mateS of tradp%r tonne if the price falls between $9.8 and $12.3 a barrel. The duty will
volumes for other CIS countries are not available. double if the price is higher and will not be charged if it falls below the
. . limit. Duties of 5 per cent will apply to exports of oil products, natural

Russia and the other CIS countries are not eXpeCtng]s (reportedly rescinded six days after its introduction), coal, copper and
to show any significant improvement in their internationalnickel. Export duties of 10 per cent (with lower limits denominated in

trade performance in the immediate future. Their Shor.t_euros) will be levied on scrap metals, selected lumber products and
’ various agricultural products such as soya beans, seeds, animals and

term ex_port .performance is Iargely determined b)/Ieather. All export duties will be in effect for a period of six months.
commodity prices and these are unlikely to recover in 4, ., . -
While the government often resorts to limiting access to export

pipelines to oil producers who “fail” to supply domestic refineries, the oil
producers are not likely to increase their domestic shipments voluntarily.
Similarly, in the natural gas sector, the government generally prohibits
Both countries have also tightened their foreign exchangecutting off gas deliveries to non-paying customers, but only about 12 per
regulations. In Turkmenistan, the government suspended hard curren@ent of Russian gas consumers pay in cash, and many pay nothing at all.
conversion, while in Uzbekistan the foreign exchange surrendein September 1998, Gazprom was owed about $13 billion in consumer
requirement was raised to 50 per cent. debt. Petroleum EconomisBeptember 1998, p. 8.

464
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TABLE 3.6.6

CIS countries' total trade, 1996-1998
(Value in million dollars, growth rates in per cent)

Exports Imports Trade balances

Value Growth rates Value Growth rates January-September

1996 1997 19984 1996 1997 19984 1996 1997 1997 1998
AMMENIA ..o, 290 -19.9 12.9 856 43 04 -566 -660 -474 -457
Azerbaijan ... 631 23.8 -35.8 961 -17.3 335 -329 -13 -1 -398
Belarus ........ 5652 29.2 4.1 6939 25.2 5.4 -1288 -1 388 -1087 -1211
Georgia ....... 199 205 -13.6 687 36.9 -1.6 -488 -701 -517 -528
Kazakhstan ...........ccc...... 5911 1.7 -10.0 4241 0.8 2.3 1670 2091 1622 1085
Kyrgyzstan .......ccooeeenen. 505 19.5 -12.0 838 -15.3 229 -332 -106 -37 -198
Republic of Moldova ........ 795 10.0 -16.1 1072 9.3 -1.9 =277 -297 -256 -336
TajiKistan .......c.ccceveverennnes 770 3.2 -19.8 668 12.3 -2.9 102 -5 -85 -171
Turkmenistan® ................ 1693 -55.6 -28.8 1314 6.5 -16.1 379 -476 -257 -292
Ukraine 14 401 -1.2 -14.1 17 603 2.7 -16.1 -3203 -2 896 -2270 -1 704
Uzbekistan® ..........ccccc..... 4211 0.4 213 4712 -3.8 -30.2 -501 -340 -362 2
Total above .........ccceeee.e. 35058 3.6 -11.4 39890 31 -8.3 -4 833 -4790 3724 -4213
Russian Federation .......... 85107 0.1 -145 46 034 14.9 25 39073 32110 23594 15713
CIStotal ....cccoovvrerirnenn. 120 165 1.0 -13.6 85924 9.4 5.1 34 241 27 320 19 870 11500
Memorandum item:
Russian Federation 9 ....... 89100 -1.9 -14.4 62 300 8.5 -4.6 26 800 19 800 11 200 4500

Source: CIS Statistical Committee; direct communications to UN/ECE secretariat; CIS Statistical Committee, CIS Statistical Bulletin, 22 (206), November 1998; for
the Russian Federation, State Customs Committee data.

& January-September over same period of 1997.
b For 1998, Turkmenistan's State Statistics Committee as reported by Reuters News Service, 18 November 1998.
C CIS Statistical Committee estimates for 1996 and 1997. For 1998, TACIS, Uzbekistan Economic Trends, Third Quarter 1998 and UN/ECE secretariat calculations.

d Adjusted for non-registered trade; for 1996 and 1997, Russian Federation Goskomstat, Sotsial'no-ekonomicheskoe polozhenie Rossii, No. 1 (Moscow), 1998. For
1998, Sotsial'no-ekonomicheskoe polozhenie Rossii (Moscow), October 1998. Note that the two series may not be directly comparable as the 1998 statistics are revised
to be compatible with balance of payments data.

Nevertheless, the new export duties and surrende&0 per cent on some goods is perhaps a harbinger of the
requirement create an incentive for Russian exporters tture direction of import policies.

find ways to lower their non-CIS export receipts in order to . L . -
minimize their tax burdefs® In other CIS countries, the Russian financial crisis,

aside from its immediate effects in reducing the demand
Russia’simports will remain depressed reflecting for CIS goods and services, has triggered a series of
the country’s current banking crisis and stalled foreigncurrency devaluationsWhile these realignments are still
investment, as well as falling GDP and currencyunderway, the initial currency movements have caused
devaluation. While the rouble’s real depreciation wassome “traditional” trade flows, especially of foodstuffs
spectacular — the currency lost about half of its valueind consumer goods, to be redirected, bringing about
against the dollar between August and December 1998 jocal shortages in exporting countries and a backlash of
the future course of the real exchange rate (angroducers against cheap imports in importing countries.
consequently of imports) will depend on the scale ofkazakhstan, for example, imposed 200 per cent tariffs on
money emission. The currency devaluation will continueselected products from Kyrgyzstan and Uzbekistan in
to affect imports of foodstuffs and consumer products agepruary 1999, following an earlier ban on imports of
well as those sectors of manufacturing that depend oRussian food products. The appearance of these regional
foreign intermediate inputs. Moreover, the country’s“trade shocks” have resulted in calls for trade measures to
fiscal requirements will continue to influence the protect domestic enterprises, accusations of trade

country’s import policies, just as they have alreadyplockades, and even prospects of a trade war among the
affected export policies. The early 1999 postponement of|S countries of central Asf&

the deadline for the reduction of import duties from 30 to ) ] ) ) )
Finally, low commodity prices, which have hit

Russia’s and other CIS countries’ natural resource
exports, have lowered the cost fobd imports New

468 The State Customs Committee has already claimed that Russian

exporters are evading the 75 per cent surrender requirement and export

duties by signing rouble contracts with agents from other CIS countries to

re-export their products outside the CISTAR-TASS News Agency 489 “Central Asia tariff war beckons'Financial Times 12 February
(Moscow) as reported byBBC Monitoring Summary of World 1999 and “Kyrgyz President accuses neighbors of trade blockadssja
Broadcasts12 February 1999. Today 11 February 1999 (internet website).
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breeding technologies, cheap animal feed, abundamtver the first half of 1998; the surplus is still one third

supplies of cattle and hogs and favourable livestochower than in the same period of 1997.

cycles have all contributed to low beef, pork and poultry o

prices. Prices of other agricultural commodities have Directions of trade

also fallen. Because agricultural and food products The value of Russia'exportsto all country groups

represent a considerable share of imports in many Cl8eclined across the board in the first nine months of 1998

countries, low prices will ease, to a limited extent, the(table 3.6.2) and was closely associated with lower

merchandise trade deficits and economic hardship. commodity prices. The value amports from each

country group, except developing economies, also fell,

(a) Russian Federation: trade with non-CIS ranging from 18 per cent in the Baltic states to 2 per cent

countries in the European Union. The dramatic fall in purchases
from the Baltic states is, of course, related to the financial
Trade performance crisis in Russia and the resulting reduced import demand

) for food and agricultural products. These products
In the first three quarters of 1998, the value Ofrepresented a high (about 50 per cent) and, in Estonia and
Russia’sexportsto non-CIS markets fell by 15 per cent | atvia, growing share of Baltic states’ exports to Russia.
(tables 3.6.2 and 3.6.7). This occurred despite a 4 per cefilyssja continued to run merchandisele surplusesvith
increase in the volume of Russian exports in the thirgy| partner country groups. (Trade data by direction for

quarter, which reversed a small decrease in the first sigther CIS countries were not available at the time of
months of 1998. Clearly, the lower export value was dyriting this Survey)

result of falling export prices. In the third quarter, average
non-CIS export prices were almost 20 per cent lower than Commodity structure
a year earlier, exacerbating the already significant price

decreases of 12 and 17 per cent in the first and secor&%s

7 Y/
quarters, respectivefy’ In October and November cent of its total exports to non-CIS countries, fell in the

IRuz_sia’s_export prices came ur|1der ?dcti)itional PresSUreg,ot three quarters of 1998 (table 3.6.9). In dollar terms,
eading, in tum, to an export value of about %652 Per CeMfnineral products and metals, the key export sectors,
below that in the same months of 1997 (table 3'6.8). declined by 28 and 10 per cent, respectively. Dramatically

On the import side, the dollar value of non-CIS lower export prices of crude oil, oil products and natural
imports in the first nine months were no higher than in thedas and a mixed export performance in volume terms were
same period of 1997. While the volume of imports grev\}:he majOf_faCtOfS behind the deClm@S.Slmllarly, base _
rapidly in the first half of 1998, in the third quarter it fell metal — nickel and copper — exporters had to cope with
13 per cent, almost matching the 16 per cent decline iRrice declines of over 20 per cent in the first three quarters
import prices. IrOctober and Novembenon-CIS imports ~ 0f 1998 compared with the corresponding period of 1997.
continued at their very low post-August crisis levels — afl! contrast, aluminium prices were steady and export
about 50 per cent below the corresponding months of 1997Shipments increased — slightly, partly due to tolling

as imports continued to be heavily affected by devaluatioA’fangements” Russian exporters of ferrous metals have
and the banking crisf€ In the first three quarters, the continued to be affected by weak global demand, lower

merchandis¢rade surpluswith non-CIS countries stood at prices and market access difficulties. While price declines

$15 billion. While this represented a relative improvemenf"’ere not as severe as fqr base metals — ranging_ betwe_en 3
and 15 per cent depending on the product — anti-dumping

actions against Russian exports in 36 countries have
continued to hinder exports of steel and other products.

Russianexports of crude oil, oil products, natural
ferrous and base metals, which represent about 70 per

470

For example, in Armenia, Georgia and Russia this share is about
30 per cent; it is about 20 per cent in Azerbaijan and Uzbekistan; and in

474 '
the remaining CIS countries it ranges between 5 and 11 per cent of the _ In the January-November period, year-on-year, non-CIS exports
total imports. and imports (including non-registered trade) fell by 17.2 and 13.7 per

cent, respectively. The trade surplus (including non-registered trade)
Of non-CIS export prices of Russia's key exportables, crude oil,stood at $9.4 billion, $4 billion less than in the corresponding period of
natural gas and oil products were down by 34, 17 and 33 per cenf,997. Russian Federation Goskomsta®otsial’'no-ekonomicheskoe
respectively, in the first nine months of 1998 compared with the sameolozhenie Ross{Moscow), December 1998.

period of 1997. CIS Statistical Committe€]S Statistical Bulletin 475 . !
24(208) (Moscow), December 1998, p. 45. In volume terms, in the first three quarters of 1998, exports of

crude oil and natural gas grew by 7 and 3 per cent, respectively, but
In these two months, the low and declining prices have continuedshipments of oil products were down by 24 per cent. Export volumes of
to afflict Russia’s export performance: average export prices for crude oilcopper, nickel, ferrous metals and coal declined, but that of aluminium
natural gas and oil products were down (year-on-year) by over 40, 20 an@se. Russian Federation Goskomst&ptsial’no-ekonomicheskoe

471

472

35 per cent, respectively. Russian Federation GoskaqnStasial'no- polozhenie Ross{Moscow), October 1998.
ekonomicheskoe polozhenie Rogsibscow), November and December 476 . . . . .
1998. Tolling, where imported raw materials are processed in Russia and

immediately exported, contributes to high capacity utilization rates in the
473 In spite of the overall decline in imports of consumer products, aluminium industry (by some estimates about 90 per cent of total
machinery and equipment and food relative to 1997, imports of somgroduction is under tolling). In 1998, the government of Russia indicated
goods have shown value and volume increases on a month-to-monthat customs and tax concessions for tolling operations, costing about
basis. While the amounts are very small, this may be a tentative sign of$300 million in foregone revenues, may be withdrawn. However, at the
return to more regular banking operations in Russia (table 3.6.8). end of 1998, it decided to retain aluminium tolling for another year.
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TABLE 3.6.7

CIS countries' trade with CIS and non-CIS, 1996-1998
(Value in million dollars, growth rates in per cent)

Exports Imports Trade balances
Value Growth rates Value Growth rates January-September
1996 1997 19984 1996 1997 19984 1996 1997 1997 1998
Armenia
CIS o, 134 -29.1 19.6 288 39 -34.5 -154 -204 -157 72
Non-CIS 157 -12.1 8.9 568 44 18.4 -411 -455 -318 -385
Azerbaijan
CIS o, 290 304 -30.4 340 33 16.6 -50 27 6 -112
NON-CIS ....covvvereerenens 341 18.1 -40.1 621 -28.6 46.3 -280 -40 -7 -286
Belarus
CIS o, 3764 429 8.7 4570 273 15 -807 -438 -495 -244
Non-CIS ... 1888 1.8 74 2369 212 13.2 -481 -950 -592 -967
Georgia
CIS e, 129 7.0 -11.3 270 25.8 -24.2 -142 -203 -142 -96
NON-CIS ..o 70 452 -16.4 416 44.2 10.2 -346 -498 -374 -432
Kazakhstan
CIS oo, 3179 -10.3 -17.9 2946 217 7.2 233 545 455 196
NON-CIS ....ccoovvrerirrnns 2732 28.7 34 1296 51.9 13.6 1437 1547 1168 888
Kyrgyzstan
CIS o, 393 -18.8 -25.8 487 -10.5 11 94 -117 -58 -123
NON-CIS ....covvverererennns 112 154.0 47 351 -22.0 59.4 -239 11 21 -75
Republic of Moldova
CIS o, 543 12.0 -16.8 653 74 -22.3 -109 4 - 24
NON-CIS ...oovvrerrerernns 252 5.6 -14.0 420 35.2 205 -168 -301 -256 -360
Tajikistan
CIS o, 331 -175 -25.3 383 26.1 0.4 -52 -209 -185 -235
NON-CIS ..o 439 7.7 -16.2 286 6.1 14 154 205 100 65
Turkmenistan®.
CIS e, 1142 -60.5 -28.3 389 78.9 -16.5 753 -245 -54 92
NON-CIS ..o 551 -45.5 -29.7 924 -42.5 -15.7 -374 -231 -203 -201
Ukraine
CIS o, 7405 -24.6 237 11176 -11.6 -23.2 3771 -4 294 -3272 -2532
6996 23.6 -8.0 6 428 12.8 6.2 568 1398 1002 827
Uzbekistan
CIS oo, 890 14.6 -35.9 1517 -15.6 -27.0 -627 -260 77 -29
Non-CIS 3321 4.4 -13.6 3195 19 -315 126 -80 -439 27
Total above
CIS oo, 18 200 6.1 -14.1 23018 2.3 -13.9 -4 818 -5 394 -3826 -3314
Non-CIS ....ccoevvvvvvennen. 16 858 14.0 -8.9 16 872 10.4 -15 -15 604 102 -899
Russian Federation
CIS o, 15895 43 -12.9 14 549 3.2 -8.8 1346 2503 1626 1007
Non-CIS ....cccoveverirernns 69 212 -1.2 -14.9 31485 233 0.2 37727 29 607 21968 14 706
CIS total
CISY e 34 095 -1.2 -135 37567 2.6 -12.0 -3472 -2 891 -2 200 -2 307
Non-CIS .....ccooevvvvirerenn 86 070 1.8 -13.6 48 357 18.8 -0.6 37713 30211 22070 13 807
Memorandum item:
Russian Federation
CIS o, 17 200 41 -12.4 18 300 -4.4 -11.8 -1100 400 200 100
NON-CIS ..o, 71900 -3.3 -14.9 44000 13.9 2.3 27900 19 400 11000 4400

Source: CIS Statistical Committee; direct communications to UN/ECE secretariat; CIS Statistical Committee, CIS Statistical Bulletin, 22 (206), November 1998; for
the Russian Federation, State Customs Committee data.

a January-September over same period of 1997.
b For 1998, Turkmenistan's State Statistics Committee as reported by Reuters News Service, 18 November 1998.
C CIS Statistical Committee estimates for 1996 and 1997. For 1998, TACIS, Uzbekistan Economic Trends, Third Quarter 1998 and UN/ECE secretariat calculations.

d Note that the values of total intra-CIS exports and imports are not identical as they should be in this closed trading circle. The reported aggregate intra-CIS
imbalances reflect the same statistical discrepancy.

€ Adjusted for non-registered trade; for 1996 and 1997, Russian Federation Goskomstat, Sotsial'no-ekonomicheskoe polozhenie Rossii, No. 1 (Moscow), 1998. For
1998, Sotsial'no-ekonomicheskoe polozhenie Rossii (Moscow), October 1998. Note that the two series may not be directly comparable as the 1998 statistics are revised
to be compatible with balance of payments data.
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TABLE 3.6.8

Russian Federation’s merchandise trade, July-November 1998
(Billion dollars and per cent)

July August September October November
Value Change Value Change Value Change Value Change Value Change
Non-CIS
Exports ... o AT -20 49 -17 48 -12 49 -24 4.6 -28
11170 0T OO w44 -7 39 -18 25 -50 22 -60 22 -53

Machinery and equipment (million dollars) .. ...1184.0 20 12557 1 1323 -29 746.5 -42 684.5 -48

Furniture (million dollars) ... . 234 -41 19.5 -48 15.6 -68 13.7 -76 15.0 -68
Clothing (million dollars) .............. . 170 -11 18.9 -25 9.4 -70 10.9 -70 15.6 -45
Pharmaceuticals (million dollars) ... 101.8 -35 92.7 -10 335 -74 31.6 -84 426 -70
Meat (thousand tonnes) .............. e 178 - 412 -38 19.3 -64 8.2 -87 20.2 -61
Poultry (thousand tonnes) ....... . 103.7 9 57.7 -54 204 -78 222 -80 31.8 -68
Citrus fruit (thousand tonnes) . e 22.7 32 111 -17 9.2 -67 12.9 -65 29.7 -41

Trade balanCe ... 0.3 . 1.0 . 23 . 2.7 . 24

CIs

EXPOMS .o 13 6 1.0 -30 0.8 -47 11 -35 13 -24

Imports .......... e 12 21 13 -18 0.7 -55 0.8 -55 0.8 -43

Trade balance 0.1 . 0.3 . 0.1 . 0.3 . 05 .

Source: Russian Federation Goskomstat, Sotsial'no-ekonomicheskoe polozhenie Rossii (Moscow), various issues.
Note: Non-registered trade is only included in total exports and imports. Change is percentage change over same month of 1997.

Low demand for steel, caused by the diminishedRussian rouble has also had a significant impact on trade.
Asian demand and the threat of anti-dumping measures ifhe central bank also implemented administrative controls
many Asian countries, has forced the Russian stedb prevent capital flight and to slow down the rate of
exporters to redirect their shipments to other mafkets. nominal depreciatiofi? All of these measures have had a
A subsequent influx of steel imports from Russia anddirect impact on Russian trade, imports in particular.
other CIS countries to North America has promptedWhile the immediate dramatic fall importswas caused
domestic steel producers there to initiate anti-dumpingnainly by the banking crisis that accompanied the
proceedings. In contrast to the third quarter performancdevaluation, the currency devaluation raised the rouble
of Russian non-CIS exports, which was generally in lingprices of imported goods, drastically curtailing the demand
with the first half of 1998, third quartémports were  for many imports. The combined effect of the payments
drastically lower. The August devaluation, debt defaultcrisis, paralyzing the activities of many importers, and the
and, most importantly, paralysis in the banking sectosubsequent fall in the rouble have caused a sharp drop in
caused large import declines in August and Septembamport demand and the collapse of imports since August
(food, consumer products, textiles). Imports  of (table 3.6.8).
machinery and equipment and chemicals also fell
reflecting the immediate currency and banking crisis and  (b) Other CIS countries: trade with non-CIS
the continuing poor industrial performance. countries

Determinants of trade performance Trade performance

Russia’s overall export performance is closely related In the first three quarters of 1998, the value of
to fluctuations in world commodity prices. As prices of exportsfrom CIS countries other than Russia to the rest
virtually all commodities continued to fall in 1998, of the world declined by 9 per cent (table 3.6.7). Only in
Russia’s export performance suffered correspondinglyarmenia and Kyrgyzstan were there increases while
While Russian producers have attempted, in some sectoigeclines in the remaining countries ranged between 3 per
to boost export volumes to make up for the falling prices, itent in Kazakhstan to 40 per cent in Azerbaijan.
appears, in general, that the limits of production capacitpggregateimports from the non-CIS area were down 2
have been reached for many natural resources. Moreovejer cent, largely as a result of declines in Ukraine,
transport bottlenecks are likely to prevent any significanUzbekistan and, to a lesser extent, Turkmenistan and
increase in exports in the near futtife.In addition to  Tajikistan. All other CIS countries registered double-
falling commodity prices, the August devaluation of thedigit import increases, although in most cases there was a

considerable deceleration in the second half of 1998. The

477

In 1998, the United States share of Russian steel exports was about
50 per cent, up from 30 per cent in 1996.

i 47% The partial re-regulation of the foreign exchange market includes a

Preliminary data indicate that crude oil production fell by 0.6 per mandatory 75 per cent surrender of export receipts and a dual exchange
cent, but natural gas was up by 3.5 per cent in 1998. rate regime.
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TABLE 3.6.9

Non-CIS trade of the Russian Federation by selected commodities, 1994-1998
(Shares and growth rates in per cent)

Exports Imports
Share Growth rates Share Growth rates
1994 19972 19984 1997  1998° 1994 19972 19982 1997  1998°
Agricultural products (I-1) ...ccevnerneenererneennne 1.2 0.6 11 54 437 134 142 137 30.6 -4.9
Food, beverages and tobacco (V) ... .. 06 04 0.2 -30.7  -64.3 170 128 145 287 112
Mineral products (V) .....ccccoveeneernennne .. 415 491 432 -1.0  -280 29 2.8 24 214 -136
Chemical or allied products (VI) .... v 1.3 6.8 7.7 -3.3 -8.3 88 125 123 24.0 -3.2
Textiles and textile articles (XI) ......... .. 18 0.9 1.0 -3.0 -4.5 5.3 25 2.3 8.9 9.5
Precious metals and stones (XIV) 12.7 2.8 3.2 -16.4 -6.8 0.1 0.3 - -75.3 -850
Base metals and articles (XV) ...... 208 241 265 51 -103 39 44 4.3 74 -3.3
Machinery and equipment (XVI) ....... 2.9 31 36 12.8 5.8 216 247 231 19.8 -8.0
Vehicles, transport equipment (XVII) .... 33 44 4.8 -5.6 9.7 4.7 94 108 954 136
Precision and optical equipment (XVIII) w02 0.3 0.6 127 547 54 39 4.3 11 9.2
Arms and ammunition (XIX) ........coccvevrvernerniiennnae 0.9 05 0.3 -56.7  -45.8 - - - 50.0 104
Total ADOVE ..o 93.4 93.2 92.3 1.4 -18.9 89.2 87.6 88.0 24.7 -1.2
TOtAl .o 100.0 100.0 100.0 1.2 -149 100.0 100.0 100.0 23.2 -0.2

Source: Russian Federation State Customs Committee, Tamozhennaya statistika vneshnei torgovli Rossiiskoi Federatsii (Moscow), various issues. Commodity
groups are Sections of the Harmonized Commodity Description and Coding System (HS).

a January-September.
b January-September over same period of 1997.

aggregate merchandigeade deficit was $900 million On theimport side, CIS countries buy non-CIS
with only Kazakhstan, Tajikistan, Ukraine and products such as foodstuffs, machinery and equipment
Uzbekistan running trade surpluses. and, in some cases, raw materials. A slowdown in
imports of food suggests reduced consumption levels
Determinants of trade performance following the Russian crisis and subsequent currency

gdevaluations in many CIS countries (e.g. Georgia and the

The decline in the value of exports to non-Cl blic of Mold T ,
countries was closely related to the drop in prices for th&€Public of Moldova). The persistent pressures on many
regional currencies are expected to have a significant

major export commodities. The declines in value.

occurred in spite of, in many cases, increased volume4npact on npn-CIS trade ﬂOW.S in 1999. In recent years,
For example, in Kazakhstan crude oil exports were up b ubstantial imports of _machmery_ and equipment have
31 per cent in volume but remained flat in value.0€€n associated with the industrialization and
Similarly, copper and zinc exports were over 10 per cenfiodernization of CIS ~economies. — While foreign
higher in volume but revenues were almost 20 per cedfivestment continues to play an important role in
lower. Shrinking demand for ferrous metals also affected*?erbaijan, ~ Kazakhstan —and ~ Kyrgyzstan, the

Kazakh and Ukrainian exports. Non-CIS exports of ironunfavourable conditions and outlook in the oil sector are

ores and ferrous metals fell by 60 and 14 per cent ifiecting imports of machinery and equipment in
volume, respectively. In other commodity exporting Kazakhstan. In con.t'ras’t, n the third quarter, the rate of
countries, lower prices, fluctuating volumes andCréase of Azerbaijan's imports rose on account of
production  difficulties played variable roles in Continued vigorous activity in the country’s oil industry,
determining performance. In Azerbaijan, exports of oilPut it slowed down in Kyrgyzstan due to the completion

products decreased by 22 per cent in volume. Th f the Import-intensive  Kumtor gpld mine. in
decline was related to drastically lower shipments to Iran! Urkmenistan, Ukraine and Uzbekistan, balance of
traditionally a major purchaser of Azerbaijani oil payments problems will continue to limit their ability to
products, which apparently has found alternative andMPOrtfrom non-CIS countries.

cheaper sources of supply. Despite lower oil prices,

Turkmenistan has continued to increase crude oil  (€) Intra-CIS trade

extraction and refining in an attempt to offset the revenue
lost because of the country’s inability to export natural
gas (natural gas exports to Ukraine resumed in early In the first nine months of 1998, the value of intra-
1999). Tajikistan’s aluminium exports, representing ovelCIS trade decreased, with the decline rapidly accelerating
half of the country’s exports to non-CIS countries,in the third quarter. Russian and other CIS countries’
increased marginally but revenues were down by 8 peexports (imports¥ell by 14 per cent (table 3.6.7). The
cent. Despite the improved cotton harvest, exports obnly two countries that increased their exports to other
cotton fibre, contributing about 40 per cent of total hon-CIS countries were Armenia and Belarus, but the rates of
CIS exports, decreased by a third in value. increase were less than half those in the first half of 1998.

Trade performance
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In the remaining CIS countries exports fell between 1icontagion effects from domestic causes), the relative
per cent in Georgia to 36 per cent in Uzbekistan. Irchanges in the value of CIS currencies have led to
almost all cases, lower import demand in Russia andharked changes in the intra-CIS patterns of
falling commodity prices were the main causes behindcompetitiveness and trade provoking the imposition of
the fall in trade. On thé@nport side, only Azerbaijan prohibitive tariffs and trade bans in central Asia. Similar
increased significantly its CIS purchases (up by 16 pepressures to protect domestic industries in the wake of the
cent) while in all the other countries nine month importsRussian devaluation and subsequent exchange rate
were either flat (Belarus, Kyrgyzstan and Tajikistan) orrealignments were present in other CIS countries as well.
fell considerably. The aggregate intra-CIS merchandis&he Belarussian government has approved a list of
trade deficit of countries other than Russia decreasedoodstuffs and other products that can only be exported
slightly, at the expense of a smaller Russian surplus.  with special government permission. It has also

The volumeof Russia’s exports to CIS countries in introduced quotas for the amount of “vital” goods that

) . : an be taken out of the country by individuals. The
the first nine months of 1998 increased by 5 per cent, b i . A LT
it was not enough to offset a 15 per cent decline i% krainian government is considering increasing import

average export prices. In the first three quarters of 1998%c> N meat and dairy products and excluding them
ge export p L d .~ ftom the list of commodities covered by CIS free trade
export prices of Russia’s natural gas, crude oil, oil

products and coal shipments to the CIS Wereagreements. Similarly, in Azerbaijan, the government is

respectively, 20, 15, 12 and 26 per cent lower than in thbontemplatlng increased excise taxation on imports of

corresponding period of 199%. As over half of Russia’s 52?;?;' g?g d;‘é‘;f;ﬁt‘ﬁs from CIS countries "o defend

exports to the CIS area are mineral products such as
natural gas and crude oil, the change in the export prices  More importantly, the Russian crisis has had direct
of these commodities was a major determinant ohegative effects on its traditional CIS trade partners and
Russia’'s export revenues. The volume of Russia'intra-CIS trade flow$® The notable exceptions, in the
imports from CIS countries was down by 9 per cent in thdirst nine months of 1998, were Armenia and Belarus.
first nine months of 1998, a stagnant performance in th&rmenia was relatively unaffected because less than 20
first half being followed by a sharp fall in the third per cent of the country’s total export goes to RuSsién
quarter. In that quarter, the volume of Russia’'s ClSBelarus, trade data for January-September show
imports fell by 24 per cent and average import prices byontinued growth in CIS exports (up 9 per cent), on the

11 per cent. strength of almost doubled shipments of ferrous metals
] and a 7 per cent increase in machinery exports. In other
Determinants of trade performance CIS countries, however, the negative effects of the

The devaluation of the Russian rouble in AugustRussian devaluation were more evident. In the Republic

1998 was the most important event affecting intra-c1<Pf Moldova, where agricultural products represent about
trade. Economic shocks that originate in Russia ard0 Pper cent of total CIS exports, exports of meat,
transmitted throughout the CIS area because the countigetable oil and raw sugar were down between 65 and
is a principal trading partner of many CIS countries. Thap4 Per cent. Exports of wine — the Republic of
is why the trade effects of the financial crisis in Russid/loldova’s most important agricultural export — also
have been particularly evident. The devaluation andléclined.  Shrinking demand for the Republic of
subsequent banking crisis led to a temporary breakdowdfoldova’s foodstuffs on the important Russian and
of banking operations, which effectively stopped importsUkra'n'an markets were the ‘major factors. Kyrgyzstan's
into Russia. In September, for example, intra-C1SCIS exports, also consisting Iargely of agricultural
exports fell 46 per cent (year-on-year). The impacproducts and alcoho!, fell .70 per cent in volume largely
varied by country and ranged from a two-thirds decline iPecause of the Russian cri§is While Kazakhstan’s key
exports from the Republic of Moldova and Armenia, toCIS export products — crude oil and coal — increased by
55 per cent in Ukraine and 40-46 per cent in Azerbaijan®0 @nd 4 per cent in volume terms, exports of most other
Belarus, and Kazakhst&f.

The spillover effects from the Russian crisis have
also exposed weak macroeconomic fundamentals in ™ ITAR-TASS News Agenc{Moscow) as reported byBBC
many CIS countries. So far. the weaknesses have beﬁnitoring Summary of World Broadcas} November 1998Infobank

482

. ! . raine) as reported bgeutersNews Services November 1998 Azer-
reflected in the announcements of fiscal austeritybressas reported bReuters News Servic2 December 1998.

measures and downward pressures on the exchange rategss i

. . sep . . It should be noted that for many CIS countries the data do not yet
While it is difficult to pinpoint the exact Causes Of Show the full effects of the Russian crisis since for the most part they are
exchange rate movements in the CIS (that is to separatgl only available for the first three quarters of 1998. Preliminary full-
year data indicate that CIS exports from Azerbaijan, Belarus, Kazakhstan,
Kyrgyzstan and the Republic of Moldova declined by 39, 5, 30, 28 and 26
per cent, respectively.

484

480 cIs statistical CommitteeCIS Statistical Bulletin 24(208) Sotsial'no-ekonomicheskoe Polozhenie Respubliki Armeniya

(Moscow), December 1998, p. 45. January-October 1998, pp. 19-20.

481 485

CIS Statistical CommitteeCIS Statistical Bulletin 22(206) Sotsial'no-ekonomicheskoe Polozhenie Kyrgyzskoy Respubliki
(Moscow), November 1998, p. 45. January-December 1998, p. 171.
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commodities declinetf® Ukraine’'s CIS exports also TABLE 3.6.10

continued to fall. The c?untry S trade with Russia, while CIS countries’ progress in acceding to the World Trade

worsened by the rouble’s devaluation, has not recovered Organization

despite the elimination of double taxation on mutual

exports in early 1998. Falling commodity prices also Working Clarifying Last

played a role in intra-CIS trade. Russian export volume t";m | Me_m"fla?_dum r?(;’ei“f\’,;‘sr WOI:'”%irf’a“Y

of crude oil and oil products were higher by 10 and 6 pe established _ cliculation andanswers _meeting

cent, but natural gas shipments declined by 3 per cemimenia .............. Dec.1993  Apr.1995  Sept1995  Dec. 1997
; it zerbaijan ... Jul. 1997 - - -

As the prices of the.se CO-I’I;}mO.dI'[I.?S fell betweer_1 12 angelarus .......... Oct. 1993  Jan.1996  Jan.1997  Apr. 1998

20 per cent, countries with significant energy Importsgeqyia .................. Jul.1996  Apr.1997  Sept 1997  Oct 1998

such as Armenia, Belarus, the Republic of Moldova andazaknstan ................ Feb.1996  Sept. 1996 Jan.1997  Oct. 1998

Ukraine, benefited significanth! KYTQYZStan ... Apr.1996  Aug. 1996  Jan.1997  Dec. 19982

Republic of Moldova ... Dec. 1993 Sept. 1996 May 1997  Mar. 1998

. . Russian Federation ..... June 1993  Mar. 1994  Jun. 1995 Dec. 1998
(d) CIS countries and accession to the World e ... Dec.1993  Jul.1994  Feb.1995  Jun. 1998

Trade Organization (WTO) Uzbekistan ................ Dec.1994  Sept. 1998 - -

Since the breakup of the Soviet Union it has been Soyrce: The Worlq Trade“Organization and C Michalopoulos, WTO
recognized that the full integration of CIS countries in théfggjs(wgsgfgg%%”rgrgs)'?u;;ag‘;gg’” World Bank Policy Research Paper, No.
global trade and payments system requires membership in
the World Trade Organization. By joining the WTO, CIS
countries hope to obtain support for their transition process
and at the same time demonstrate their adoption of market-  In general, the transition economies have an interest
based principles. Despite the overall progress in transitiom WTO membership because they wish to become fully-
(including unilateral trade liberalization and movementfledged members of the international trade community.
towards more economically “justified” state involvementMembership will help them to compete fairly in the
in international trade), of the 12 CIS countries, onlyinternational market place and allow them to counter
Kyrgyzstan is a WTO member (it became the 133rd WTQliscrimination and arbitrary behaviour with the help of
member in late 1998). Nine others (except Tajikistan anénforceable, international trade rules. By virtue of being
Turkmenistan) have applied for membership and are a& member, they would also be able to participate in the
different stages in the accession process (table 3.6.1@)rocess of interpretation of current and the development
They all have observer status at the WTO. of future rules and negotiations. Conversely,
The WTO accession process begins when th Er}nembership allows trans_itign economies to a\_/oi.d the
applicant country submits a request for accession, upo%qsts that non-mem_bershlp_ imposes: trade d_|scr|m|nat|on
which the General Council of the WTO establishes a/wthout recourse to international rules, exclusion from the
Working Party to consider the request. As a first step, th
applicant is required to provide a Memorandum

describing all aspects of its trade and economic policie

that may have a bearing on WTO Agreements. The  The first immediate direct benefit of joining the
Memorandum and other related information (€.9.WTO is market access on the unconditional most
clarifying questions and answers) provide a basis for gavoured nation terms. While many OECD countries
detailed examination of the applicant’s trade regime. Iave already granted trade privileges to some CIS
due course, WTO members engage in bilateratountries (and so has the EU as part of the Partnership
negotiations with the applicant concerning tradeand Cooperation Agreements), the status of these trade
concessions and commitments. Once these negotiatioggncessions is neither permanent nor unconditional.
are completed, the Working Party prepares a Protocol ofherefore, stable and predictable external trade
Accession that spells out the precise terms and conditiongnditions for CIS exports largely depend on WTO
of entry into the WTG™ membership. CIS entrants could also reap benefits
arising from the reduction and/or elimination of customs
duties, import quotas, voluntary export restraints and
486 Exports of oil products, agricultural products, ferrous metals andOther liberalization outcomes of the latest Uruguay trade
machinery decreased between 41 and 51 per cent. CIS Statistical Committggund (as well as those negotiated in future WTO trade
CIS Statistical Bulletin22(206) (Moscow), November 1998, p. 46. rounds). The second important direct benefit of
“87 In comparison with export price declines to the non-CIS area, ClsSmembership is the dismantling of trade barriers

countries were paying higher prices for Russian crude oil and oil pmd““%pecifically aimed at some CIS economies. During a
but lower prices for natural gas. Because, in value terms, CIS countries

import from Russia three times as much natural gas as crude oil and deeent steel dgmplng case In the. United States .fOI’
products combined, it appears that not only did they benefit fromexample, Russia sought to negotiate a “suspension”

declining prices, but also from the price differentials between CIS andggreement in contrast to Brazil and Japan, which as
non-CIS markets. CIS Statistical CommittéddS Statistical Bulletin : o ;
24(208) (Moscow), December 1998, p. 45. market economies faced a lower probability of having

188 prohibitive duties imposed. (A suspension agreement

WTO, “Becoming a Member of the WTO - the Accession ; . ; Ao
Process”(webpage at intermet website). seeks to avert the imposition of high duties in return for a

a Date of membership.

rocess of creating new rules, relatively restricted access
0 foreign markets, and a disadvantageous commercial
gosition vis-a-vis other exporters in third markets.
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“voluntary” export quota and agreement to maintain ausually involve politically sensitive short-term costs such
minimum price.3®® Third, the WTO as an international as increased bankruptcies and higher unemployment.
body collects and disseminates trade-related informatiorijowever, if these adjustment costs are ignored, or if the
which members often find invaluadf@. Transition process of liberalization is too rapid for the rate of
economies could use WTO trade policy reviews toadjustment to cope, then there is likely to be increasing
critically assess their own trade policies and scrutinize theesistance to the entire process.

trade regimes of their trading partners. Finally, WTO . .
membership puts at new members disposal a In part because of these potentially high costs,

contractually binding dispute settlement mechanismt€ré has been some delay and hesitation on the part of

small economies — such as the CIS countries — are md®0St CIS countries in making commitments to and

likely to benefit from access to an impartial and binding'MPlémenting  comprehensive trade liberalization.
dispute settlement, However, the reasons for delay in CIS countries are

many. In some cases, they reflect a weak commitment
In addition to the above-mentioned benefits, theto market-oriented economic principles, in others, the
WTO accession process can provide some impetus fdack of capacity to negotiate at the bilateral and
further development of the institutional framework in CIS multilateral level or to put the necessary legislative and
countries. It is important to note that the former republicsadministrative infrastructure in pla¢®. Other factors,
of the Soviet Union had no borders, no nationalbeyond the CIS countries’ control, also affect the pace
currencies, no customs infrastructure and no tradef accession. The relatively new WTO now has a
policies of their own. The accession process helps Clgurisdiction” which extends from goods to services to
countries in institution-building through encouraging government procurement to intellectual property, in
improvements in the quality and transparency ofeffect, covering many sectors of the national economy.
government policies; in supporting market-orientedAs a result, WTO accessions have become more
reforms and encouraging governments’ resistance toomplex and, as the experience of recent accessions
protectionist or anti-reform pressures; and improvingshows, the terms of membership have become more
fiscal discipline by hardening budget constraints througidemandind? Nevertheless, at present, it does not
the introduction of bankruptcy procedures and theappear that CIS countries, on average, will take much
lowering of subsidies. longer to join the WTO than four recent new members
) ) ) . (Bulgaria, Equador, Mongolia and Panama, for which
While the potential benefits of WTO membership i negotiations lasted about six years e#hhn fact,
are extensive, the immediate costs of meeting thge two first accessions from countries of the former
accession requirements, and the (post-accessioR)yyiet Union — Kyrgyzstan and Latvia — took rather less
adjustments costs arising from opening up the nationg|e to complete (roughly three and five years,
economy, cannot be ignor&d. On the one hand, respectively).
international trade rules assume the existence of an
economic system largely based on market transactions While Kyrgyzstan's accession proceeded relatively
and because market-oriented reforms are far fromapidly, other CIS applicants are advancing at different
complete in the CIS area, a large parpod-accession rates (table 3.6.11). Armenia is the most advanced - its
costs is incurred in designing, developing andbilateral market access negotiations in the goods and
implementing market-supporting institutiolis. On the  services sectors are near completion and a draft report
other hand, thpost-accessioadjustment costs, which, it describing the terms of entry has been discussed.
is assumed, are likely to be outweighed by the benefits &imilarly, the first draft of Georgia's accession conditions
being part of a large and competitive marketplaceywas discussed in October 1998. The Georgian
negotiations covering the goods sector have been
concluded and rapid progress is reported in all the
480 _ _ _ _ remaining areas. Georgian officials hope to join the
“U.S. set to be lenient on Russian steel importsternational WTO in 1999, subject to the introduction of the required
Herald Tribune 12-13 December 1998. domestic legislation, especially in the areas of patents and

490 3. pietras, “The role of the WTO for economies in transition”, in trademarks. The Republic of Moldova'’s bilateral market
A. Krueger (ed.)The WTO as an International Organizati¢8hicago,

The University of Chicago Press, 1998), p. 356,

41 These costs, in particular pre-accession costs, should be seen as
one-off investments necessary to modernize and advance the CIS national493 The existence of an “institutional infrastructure” is essential to
economies. K. Dziewulski, “Korzysci z uczestnictwa Polski w WTO", ensure that a new member is able to participate effectively in the WTO
Gospodarka NarodowaNo. 3, 1996, p. 28. framework of rights and obligations and the infrastructure must be

492 ansparent to be verifiable for compliance with international trade

Despite the onus on the potential entrants, the WTO accessio N .
Berallzatlon commitments.

process does take into consideration the legacy of central planning and tl
fact that the transition process does not entail marginal changes. 494 7 prapek and S. Laird, “The new liberalism: trade policy
Accordingly, “the overall guiding principle [of the accession process] is developments in emerging markettjorld Trade Organization Staff

to achieve the right balance in determining the terms of entry, keeping ifyorking PaperERAD-97-007, January 1997, p. 14.
view the capacities of individual acceding governments and the need to

maintain the credibility of the WTO system.” WTO, “Note by the 495 ¢, Michalopoulos, “WTO accession for countries in transition”,
secretariat”, Document WT/GC/W/100, 30 September 1998 (internetWorld Bank Policy Research Papéto. 1934 (Washington, D.C.), June
website). 1998.
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TABLE 3.6.11

Status of World Trade Organization accession and major outstanding bilateral issues, as of 30 September 1998

Republic of Russian

Armenia Belarus Georgia Kazakhstan Moldova Federation Ukraine Uzbekistan @
Agriculture ......cc.covvervevnnnn. X X X X X X X
Customs system ................ X X X X X X X
Industrial subsidies ............. X X X X X X X
State trading .........ccoceevennen. X X X X X
SPSand TBT ....cccovevvevinnne X X X X X X
Trade-related Aspects of
Intellectual Property X X X X X X X
Barter trade ..........cocoveen. X
Institutional transparency ... X X X X X
Price controls ........cccoveenn. X
Import licensing or non-tariff
barmiers .......cocovvenniceinnnns X X X X
Taxation and national
treatment ... X X X
Trade-related investment
MEASUTES ..overeirereereeeens X
SEIVICES w.vvnvvrrreieireireireens X X X X
Status of market access Near completion ~ Have begun Actively engaged Ongoing (in  Actively engaged  Have begun ~ Ongoing (in Initiated
negotiations ........cccveeenn. (in goods and (in goods) (in goods and goods and (in goods and (in goods) goods and

services) services) services) services) services)

Source: The World Trade Organization.
Note: SPS: Sanitary and phytosanitary measures; TBT: Technical barriers to trade. Azerbaijan has not submitted a Memorandum on the Foreign Trade Regime yet.
Kyrgyzstan is a member since December 1998. Tajikistan and Turkmenistan have not applied for membership. X denotes topics under discussion in the Working Groups.

a Submitted a Memorandum on the Foreign Trade Regime in September 1998.

access negotiations, covering both goods and servicegpvernment of Azerbaijan is actively seeking accession
are underway but the Working Party has not produced & the WTO, but the process remains at a very early stage.
draft report yet. The country recently introduced a new BAs part of the country’s unilateral trade liberalization, the
per cent tax on all imports to protect local producers anduthorities intend to reduce the general import tariff rate
to stabilize the domestic situation in the wake of thefrom 15 per cent to 10 per cent by the year 2001, but
Russian financial crisis. While these measures rumarlier plans to cut the rate to 12 per cent in 1999 have
counter to a possible agreement with WTO members, thieeen postponeti’

government argued that international economic

conditions were exceptionally damaging. The market

access negotiations with Kazakhstan and Ukraine ary proving the institutional aspects of their trade regimes.
continuing in the goods and services sectors based on any of these difficulties reflect the broader problems of

revised goods offer by Kazakhstan and a revised sen/ic% orming systems of public administration and practice

offer by Ukraine. Kazakhstan is scheduled to submi at were designed for a relatively closed c_entr_ally
draft domestic legislation designed to comply with WTOpIanneq economy, not a'market economy operating in an
accession requirements in early 1999. The Ukrain@PeM: international environment. ~ Nevertheless, - they
accession process, however, appears to have stalled. 'RIPINge  on the trading system in many ways that

its last Working Party meeting, the country was criticizedcomp.hca.te the _accession negotiated  with .WTO'
for raising import duties on hundreds of goods, forCertlflcatlon requirements for consumer goods, import

introducing restrictive import quotas on agricultural !{'ﬁg;s'ggar?]rolgidg;e;’e:deﬁgrséom: ﬂiiraar}(;e’fr:rﬁe’nl{ft
products, for maintaining various non-tariff barriers toOb cure ang omolex and where bureaucratic ro?:e |y
trade and for its foreign investment poli¢y. Russia and h:lr:cterizedcb Ifi)nordinate dela l:jlnd ulfn redipctabilistS >
Belarus have begun bilateral negotiations in the good o 'thyth . Y di dp dod g
sector. Russia has yet to provide a service sector off omplying wi € accession conditions demanded by

and has recently come under pressure to release more e existing WTO me.“.“bers’ however, is closely
to-date information concerning its agricultural sector.egngggﬁdwti?h }thse ditr:%nr?sltilc?r?o??l;ﬁjsiﬁ ?ﬁe?nsvri?l?tlign;nd
Continued bilateral negotiations coupled with a very. ffastrug;ure for a market econom 9

gradual and moderate opening of the Russian econonw y:

appear to remain central to the overall Russian policy  Agriculture, industrial subsidies and state trading

stance with respect to WTO membership. Finally, thealso appear to be issues that are characteristically difficult

Most of the CIS countries also face difficulties in

496 “WTO scolds Ukraine on protectionist trade policie¥durnal of 491 IMF, “Azerbaijan: enhanced structural adjustment facillt999-
Commerceas quoted bjReutersNew Servicel2 June 1998. 2001, Policy Framework PapeB January 1999 (internet website).
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to settle. First, most transition economies have foun@®.7 Balance of payments and external finance
the negotiations on agriculture very difficult as, in
general, they are trying to retain the right to subsidiz€i) Introduction
ﬁ%ﬁﬂgﬁa{oeéﬁgrtiamel\ggéeg\éﬁgufﬁg}aggspg% ;{V-IESV The turmoil in international markets was already

> . putting pressure on the current account balances of the
levels appear to be particularly stringent when

compared with the aaricultural policies of some C)ECDtransition economies in the first half of 1998 as the
ba P gricut P , continuing Asian crisis weakened economic activity in an
countries’® Second, also in the industrial sector, many:

. ) P A increasing number of major foreign markets. The
countries are resisting the elimination of subsidies t%ollapse of Russian and CIS import demand intensified
producers which are viewed by WTO members

' . X . X Jhese pressures, although falling commodity prices
inherently trade distorting” Third, state trading - provided some relief for many countries. The “flight to

defln_ed by t_he WTO as tradlng_ by an enterprise that h uality” in the financial markets in October 1997 had an
special tradlng_ privileges and is not nec_essanly a state - ~iate and long-lasting impact, affecting all types of
owned enterprise B also represents a 'f}’p'c",’,ll |mped|meg pital flows into the transition economies. Moreover,
to WTO accession. ~ While the “size” of state ontagion effects occasionally triggered the flight of

|tnvolvement Its) POt asthlmp;)r:ant 3” |ssute as trl]:‘;"t %hort-term funds, drove down exchange rates and in some
ransparency between the state and exporters, In RUSSI3yqag 1eq to the loss of official reserves. Despite all this,

for example, the state neverthele;s contrqls an estimat% pital flows into eastern Europe and the Baltic states
éo'dzo er tclf]ent Olf th? country? |nte.rr1[at|(§)na'l trétdle. increased again in 1998. The few countries seriously
t educing ebrct) €o trr?onc;pto |es,d|rt1hro u<_:|n? morfaffected by the financial shocks were vulnerable not only
ransparency between the state and the privale SeClya.q se of their weak external positions, but also because

gnd terminating 'the state trading ~aspects o f inconsistent macroeconomic policies and the slow
intergovernmental (intra-CIS) agreements appears to ce of structural reform

key in advancing the applications of Russia and othe _ _ o
CIS countries for WTO membership. Finally, progress The outlook for increasing current account deficits,
in privatization in transition economies is also large scheduled repayments of debt (in several cases),
considered very important by the existing WTQ continuing constraints on access to international finance,
members; in fact, privatization has become a proxy fo@nd uncertainty about FDI flows raise concerns about the

the transformation of economic institutions in general. Sustainability of several European transition economies’
financial positions. This is particularly true of those

The “entry fee” for joining the WTO is a countries which are rated subinvestment grade risks. Their
negotiated one; it is tailored to each applicant and it ilans for external financing typically count on privatization
represented by the entire package of trade liberalizatiorevenues, multilateral funding and some borrowing in
commitments with flexibility in one area likely international markets, but their room for manoeuvre is
offsetting more rigorous demands in othéts. The limited especially as official reserves tend to be low. In
entry fee is considered by CIS governments to be wortthese cases, failure to reach agreement with the IMF,
paying not only to enhance the credibility of their delays in privatization or further upheavals in the
policies and to make transition economies morgnternational financial markets could require a tightening
attractive destinations for foreign investment, but also tdnacroeconomic policy and/or precipitate a crisis.
encourage structural change and to anchor

their.,
economies to market-based principtés. (”) Current account developments

(a) Eastern Europe and the Baltic states

The aggregate current account deficit of eastern
Europe continued to grow in 1998 (table 3.7.1), to an
498 1, Lucke, “Accession of the CIS countries to the World Trade estlma_ted $17 billion (4'5 per C_em of GDP)' In most
Organization”,German Yearbook of International Lawol. 39, 1996, p. ~ countries  current account imbalances worsened
146. throughout the year, accelerating in the last quarter as the
499 p_ Milthorp, “Integration of FSU/economies in transition into the full impact of slowing western demand, falling imports
World Trade Organization"Economics of TransitignVol. 5, No. 1 into Russia (and certain other C|S) and, often,
(Oxford), 1997, pp. 220-221. appreciating real exchange rates, began to be felt. In
ZOO C. Michalopoulos and V. Drebentsov, "Obsenvations on statevirtually all cases, the current account deficits being

trading in the Russian economyPost-Soviet Geography and Economics ;

Volume XXXVIIL, No. 5. pp. 273-274. reported in the last months of 1998 were Ia_rg_er tha_m had
so1 been expected, even under the more pessimistic projections

made earlier in the year. The imbalances would have been

This could be accomplished through the reduction in direct stateeven greater but for the considerable drop in the import

economic intervention, the creation of a viable private sector, economi rices of commodities anihtermediate goods (section

autonomy for state owned enterprises, the establishment of linkag . ..

between domestic and world prices (and a unified and undistortecd-6). [N several countries, current account deficits were

exchange rate) and exposing domestic producers to external competitiogonstrained by the tight international financing conditions

OECD, Integrating Emerging Market Economies into the International : ; ;
Trading SystenParis), 1994. pp. 22-23. affecting all emerging market economies.

P. Milthorp, op. cit., p. 223.
502
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TABLE 3.7.1
Current account balances of eastern Europe, the Baltic countries and European members of the CIS, 1996-1998
(Million dollars and per cent)
January-September Per cent of GDP
1996 1997 1997 1998 1998 1996 1997 19982
Eastern EUrope® ........eevvvvvvvnn 13189 -14 662 -10 269 -10 139 -16 974 3.7 -4.2 -45
Albania -107 -271 -121 21 -50* -4.0 -12.0 L7
Bosnia and Herzegovina ............... -748 -1046 . . .. . . .
BUIArIA ... 16 427 380 91 273 0.2 4.2 2.1
Croatia ..o -858 -2434 -1085 -862 -1554 -4.3 -12.1 -7.3
Czech Republic -4 292 -3211 -2 564 -481 -800* -1.6 -6.2 -15
Hungary ........... -1678 -981 -686 -1337 -2298 -3.7 2.1 -4.8*
Poland ...... . 1352¢ -4 268° -3 638° -3 846 -6 810 -0.9 -3.0 -4.3
ROMANIA ..o -2571 -2338 -1277 -1849 -2 633¢ -7.3 -6.7 -6.9
Slovakia ... -2 098 -1347 -1102 -1542 -2 300* -11.2 -6.9 -11.3*
SIOVENIA ....oovvvcriri s 39 37 -16 58 -6 0.2 0.2 -
The former Yugoslav
Republic of Macedonia ............... -288 -275 -161 -168 -250% -6.5 74 7.1
Baltic States .......c.oocovevvnerinenenen. -1425 -1889 -1145 -1854 -8.2 95 -11.3
ESIONIa ..o -423 -563 -349 -370 9.7 -12.0 9.7
Latvia ....... . -279 -345 -222 -456 -5.4 -6.2 9.7
Lithuania -723 -981 574 -1028 9.2 -10.2 -13.0
CIS s 934 1096 -8012 2.1 0.2 -3.2
Belarus........cccovvveenernnne -799 -525 -797 -3.8 -6.0 -74
Republic of Moldova ... -267 -208 -280 . -11.1 -13.9 -23.3
Russian Federation ...... 3335 3011 -5 625 . 28 0.8 2.7
UKFRINE ..o -1335 -1181 -1310 . 2.7 2.7 -4.1
Total ahOVE ........cocevvviriiiiciiriis -15 617 -10318 -20 005 . 05 -1.8

Source: National balance of payments statistics; press reports; UN/ECE secretariat estimates.
a Full year except for Baltic states and CIS which are January-September.

b  Eastern Europe aggregate excludes Bosnia and Herzegovina.

C  Convertible currencies.

d Official forecasts.

The growth of east European trade in g66dend  development of a market economy). If the demand for
services quickened slightly in the first three quarters oforeign business services continues to grow quickly, the
1998 (table 3.7.2). The dollar value of exports increasedegative trend in the overall services balance may be
by 8 per cent (perhaps 11-12 per cent in terms oflifficult to reverse. Most countries reported larger net
volume), although service exports ceased to growinward transfers, mainly remittances from nationals working
Fragmentary statistics for merchandise trade in the lastbroad. Net income payments were largely unchanged,
months of the year indicate a sharp fall of export growttsmaller interest payments (due to declining international
as the international environment deteriorated (sectiointerest rates) being offset by larger outflows of other
3.6). Imports of goods and services rose by 9 per cefiicome, including, increasingly, foreign investment income.

(some 12-13 per cent in volume) in the first nine months Among the central European countries, exports of

of 1998 with service imports tending to rise strongly. goods and services expanded at a rapid pace (although
The development of trade in services indicates thatjrowth rates slowed as the year progressed). However,
the deterioration in merchandise trade (reflecting theurrent account balances deteriorated in Hungary, Poland
external environment) was not uniquely responsible for thand Slovakia, all of which experienced strong GDP
worsening of current account balances. In fact, domestigrowth. In Hungary the improvement in the current
factors seem to explain some of the $1 billion decline iraccount, underway since the launching of the 1995
eastern Europe’s surplus on services in 1998. This hastabilization programme, ceased in the first half of 1998.
increased since the beginning of the decade, helping talthough monetary and fiscal policies remained prudent
offset the steady growth in the merchandise trade deficitind the real exchange rate was kept roughly constant (chart
The recent change mainly reflects a stagnation of receip%7.1), the current account deficit more than doufied.
from services (including tourism) and a further expansion
of imports of business services (associated with the

504 Attention is drawn to the difference between the growth rates of
merchandise trade in table 3.7.2 (based on the balance of payments) and the
503 This section is based on balance of payments statistics, which maguch higher rates calculated from customs statistics (table 3.6.1). Attempts
show a different development of merchandise trade than the custonmts reconcile the two have been made, but large differences remain

statistics used in sect. 3.6. unexplained. OECIEconomic Surveys: Hungafparis), 1999, pp. 144-145.
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TABLE 3.7.2
Foreign trade in goods and non-factor services of eastern Europe, the Baltic countries and European members of the CIS, 1996-1998
(Per cent)
Growth rates Growth rates
Exports Imports Exports Imports
Jan.- Jan.- Jan.- Jan.-
Sept. Sept. Sept. Sept.
1996 1997 19982 1996 1997 1998° 1996 1997 19982 1996 1997 1998°
The former Yugoslav
Eastern Europe Republic of Macedonia
Goods and services ¢ . 5 7 8 14 7 9 Goods and services ... -6 2 9 -2 5 10
[€101010 3 10 10 14 8 9 GoOdS ..o -5 5 10 3 9 10
SEIVICES ..o, 13 -2 - 13 -3 6 SEIVICES ..coovvcvrarnan. -17 -17 - -20 -12 13
Albania Baltic states
Goods and services ... 24 -40 20 33 -27 36 Goods and services ... 21 20 10 25 20 16
19 -35 23 36 -25 33 13 24 12 19 21 17
33 -49 14 21 -38 52 46 12 8 62 14 15
Bulgaria Estonia
Goods and services ... -8 - -10 -9 -4 1 Goods and services ... 6 25 19 12 21 19
GoodS .....cevrrians -9 1 12 10 -3 3 GoOdS ... -4 28 21 11 21 19
SEeIVICES ...uvvveririinns -5 -2 -2 -3 -6 -7 SEeIVICeS ..cvvvriirinns 27 19 15 19 23 20
Croatia Latvia
Goods and services .. 11 2 2 7 15 -3 Goods and services ... 25 10 9 38 11 18
GOoOdS .....ccvrririnn. -2 -7 7 4 15 -2 GOOdS ..o 9 24 14 17 18 22
SEIVICES ..o 33 15 -3 21 15 -4 SEIVICES .cvvvvrrrerann. 56 -8 -1 202 -11 3
Czech Republic Lithuania
Goods and services ... 6 - 14 13 -3 4 Goods and services .. 32 24 6 28 25 14
1 5 17 10 -1 5 Goods .......... 26 23 6 27 24 12
SEIVICES ...cvvrrrianns 22 12 4 28 -14 -1 SEeIVICES ..ovvvvvrrrrnn. 64 29 6 36 33 20
Hungary ° 3 European CIS
Goods and services ... 12 3 8 5 Goods and services ... 21 6 9 20 8 -8
GoodS .....ceveiias 11 4 10 4 G00dS ....cerirerine 13 7 -9 20 6 -10
SEIVICES v 18 1 -1 10 SEIVICES .cvvvvrvererann. 68 3 -11 17 33 19
Poland Belarus
Goods and services © 7 11 14 30 16 15 Goods and services ... 30 24 2 27 25 6
GoOdS ... 7 12 16 32 18 15 23 28 2 27 26 5
SEIVICES ..vvvvrrrianns 6 10 1 18 -5 17 95 2 1 18 15 34
Romania Republic of Moldova
Goods and services ... 3 2 -3 11 - 9 Goods and services ... 6 9 -14 23 14 -2
2 4 -3 11 -1 8 Goods ........... 11 8 -16 33 15 -3
SEeIVICES ..o 5 -9 -1 7 5 16 SEerViCeS ....ocvernnn. 22 18 -2 -14 10 10
Slovakia Ukraine
Goods and services ... - 1 16 27 -6 20 Goods and services ... 19 - -13 17 2 -14
GoOdS ... 3 - 19 31 -8 21 (€010 1o 9 -1 -14 17 -1 -17
SEIVICES v -13 5 3 11 3 12 SEIVICES .ovvvvrrreren. 69 3 13 22 40 18
Slovenia Russian Federation
Goods and services ... 1 - 6 - - 5 Goods and services .. 11 -1 -13 5 5 -5
GoodS ....oevvrrians - - 7 -1 -1 5 GoOdS ..o 9 -2 -14 9 6 -5
SEIVICES ..ovvvrirrrrns 5 -4 -1 2 2 5 SEIVICES ...oovcvvnrnne. 23 7 -6 7 2 -7

Source: UN/ECE secretariat, based on national balance of payments statistics.
& Qver same period of 1997.

b 1997 Hungarian data are estimated.

€ Excludes “non-classified current transactions” reported by Poland.

The doubling of outflows of net investment income, goods and services (which includes cross-border trade
associated with foreign direct investment, to almost $lith Russia and Ukrainé}> In Slovakia the already
billion was an important factor in this regard. Haland  high current account deficit was exacerbated by a lax
a loss of competitiveness (reflected in the appreciatiofiscal stance, setting the stage for the abandonment of
of the real exchange rate) contributed to the

deterioration of the trade and current account balances

(although exports remained buoyant for much of the _ _ o
year). Following the Russian devaluation, there was a These exchanges are not recorded in the customs statistics. Net

. . o . _receipts fell by about $140 million a month (or to $1.7 billion at an annual
marked fall in net receipts from unclassified trade inate) following the Russian crisis.
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the currency band (October 1) in the wake of the Russian ~ The impact of the collapse of Russian trade on the
devaluation. In th&zech Republjcthe lagged effect of Baltic stateStrade in goods and services was greater than
the devaluation of 1997 and tight monetary policiesn eastern Europe.  Moreover, real exchange rates
compressed domestic demand, helping to boost expoPpreciated in all three countries, which probably
growth. However, this expansion eventually slowed as theontributed to the slowdown in the (high) growth of exports
real exchange rate appreciated strongly and extern8f 900ds and services. Consumption continued to expand
demand weakened. Nonetheless, the current accoupffongdly in Latvia and Lithuania, contributing to the near

imbalance improved in 1998, by almost 5 per cent of gppdoubling of their current account deficits in the first three
In contrast to most transition economies, the Czecfuarters of 1998. The tightening of monetary policy,

Republic's surplus on services improved, mainly becaus ea.ken(')gg consumer demand, and higher net receipts from
of tourism. ourisn?®® seem to have slowed the deterioration of the

current account in Estonia. Nonetheless the external

In south-east Europe, the pace of trade in goods anghbalances of all three countries remain very high.
services of the republics of the former SFR of Yugoslavia

tended to pick up in 1998. Bloveniathis followed two (b) European CIS

years in which the value of these exchanges stagnated. A A further decline in Russia’s merchandise exports
decline in competitiveness may have contributed to th@ng buoyant imports in the early part of the year, together
worsening of the current account, which nonethelesgth a sizeable increase in interest obligations (on both
remained roughly balanced. The former Yugoslav internal and external debt), shifted the current account into
Republic of Macedoniposted its fastest growth of trade in deficit ($5.6 billion) in the January-September period. In
goods and services since 1995, due in part to the shift ifhe third quarter of the year, the combination of a banking
trade toward western Europe. However, there was littlerisis, the loss of external financing and the devaluation of
change in its large current account deficit. Trimming thethe rouble caused imports to fall sharply, and the current
large current account deficit was a key policy objective inaccount reverted to surplus. Large merchandise trade
Croatia in 1998. The tightening of fiscal and monetary surpluses in the last months of the year point to a positive
policies (in part prompted by limited access to internationaturrent account balance for all of 1998.

funds) and some depreciation of the real exchange rate had Despite severe limits on new financing, the current

the desired .effect. However_, exports of serv_ices Stagnat%count deficits of the other European CIS increased in the
as the anticipated surge in tourism receipts failed Qo three quarters of 1998. In Ukraine, financial

materialize (they rose by only 5 per cent). The balance Qlonsiraints contributed to the contraction of the
payments data which have recently become available fQferchandise trade deficit, but the other components of the
Bosnia and Herzegovinadicate the persistence of a large crrent account deteriorated, led by a $1.3 billion loss of
current - account deficit, despite substantial ~officialyet transport revenues (mainly from natural gas pipelines).
transfers._ After a hiatus of_flve years, the central bank ofconomic policies did little to curb the growth of the large
Yugoslavia began to publish the balance of paymentsxternal imbalance in the Republic of Moldova which left
They show that in 1997 the country ran a current accoufihe country vulnerable to contagion from Russia’s
deflClt of $1.3 bl”l(;)n, COﬂSlStlng of a $19 billion trade financial pr0b|ems_ Expansionary monetary and fiscal
deficit and a $0.6 billion surplus on the services accBnt. policies in Belarus placed pressure on the current account,
In Albania trade in goods and services recoveredodut it was the only European member of the CIS in which
from the economic crisis of 1997, the upturn beingtrade in goods and services expanded.
stronger on the side of imports. Also, private transfers. .. . .
(workers’ remittances) recovered, significantly improving (ill) External financing and FDI
the current account. The export performance of Bulgaria . . .
and Romania deteriorated in 1998. In addition to the (@) Funds raised on the international markets
negative external environment, the explanatioBlifyaria The Asian crisis and the following period of market
seems to be an appreciating real exchange rate (sectiﬁﬂ'bmence has led to a major setback in the international
3.7(iv)), which caused a shift of over 8 per cent of GDP irPorrowing activities of the transition economies, reversing
the current account. The growth of the current accountears of progress toward greater market access. In October
imbalance inRomaniaappears to be due primarily to a 1997, j[he profound shift in investor sentiment away from
large loss of competitiveness and other supply sidé€merging markets caused the premia on secondary market
factors'{’m T|ght monetary po“cy has kept Consumption in debt to rise (Chart 372) and SUbStanually increased the

check and external borrowing was restricted (causing &0st of new funds. In consequence, many countries
drawdown of official reserves). shelved or cancelled their plans to borrow or issue equities.

Even short-term trade credits, previously available to many
CIS countries, appear to have driec?tip.

506 Trziste Novac Kapital(Belgrade) July-September 1998. The

reported trade balance of $1.9 billion has been adjusted to incorporate 508 Tourism reflects some unrecorded cross-border trade, including
exports of processed goods lowering it to $1 billion. important links with Finland.

507 509

The closure of some loss-making enterprises has adversely The loss of access to trade credits has prompted the EBRD to
affected exports. launch a programme of trade finance for the affected countries.
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CHART 3.7.1

Real exchange rates based on unit labour costs @ for selected transition economies, 1994-1998
(1994 QI=100)

Against the deutsche mark Against the dollar
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(For source and notes see end of chart.)
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CHART 3.7.1 (concluded)

Real exchange rates based on unit labour costs @ for selected transition economies, 1994-1998
(1994 QI=100)

— Against the deutsche mark

Against the dollar

Estonia Lithuania
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Latvia Russian Federation
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Source: UN/ECE secretariat, based on national sources. Deutche Bundesbank for German unit labour costs in the producing sector.

Note: An increase in the index indicates an appreciation of the real exchange rate. Indices of real deutsche mark and dollar exchange rates have been calculated as
the ratio of indices of domestic unit labour costs in marks (and dollars) and unit labour costs in Germany (and the United States). Gross wages and labour productivity are
for industry except in Estonia for which gross wages in the whole economy were used. Unit labour costs for Germany are for the producing sector (manufacturing and
mining and quarrying), but for the United States they reflect the whole economy. The indices are not adjusted for seasonal variation.

a Based on unit labour costs in industry.
b Based on consumer price indices.

In March 1998, conditions eased as the markets bega80 billion in 1997. Bank lending has held up better than
to believe that the worst of the global crisis was over. Termbond issues and sovereign borrowing better than that of
improved (although premia remained above their prethe corporate and financial sectors.

October 1997 levels), prompting Croatia, Hungary, Slovakia . -

and Slovenia (all investment grade risks) to arrange new N €arly January 1999, the Brazilian crisis unsettled
funds. Substantial funds were raised by Russia ($7.3 billiorfj!® markets once again, which may help to explain why
and Ukraine ($1.1 bilion), the latter, however, having to©Nly Hungary and Croatia issued bonds€s®0 million
borrow at particularly unfavourable terms. However, globand€300 million, respectively) in the first two months of
market conditions deteriorated again in mid-year and ifthe year.

August Russia devalued. Premia on emerging market debt Despite th h Is in 1998 t i
skyrocketed (chart 3.7.2), and lending virtually ceased. In . ~° pite the upheavals in . » Most countries
the remainder of the year, the transition economies issu aintained their sovereigmternational c_redlt ratings
only two bonds, DM 500 million by Hungary and $1 billion Mablg ,3'7'.3)' MIn fact, dHL;)n%ari'j WSS rs_lse;]d ?B goAtch by
by Poland’'s Poltelecom (shortly after its privatization). Due oody's nMay an olan y Fiter N
to these unfavourable conditions and the downgrading of tHCVEMPer. . In the same month, Bulgaria received a
credit ratings of several countries, the volume of medium2ting from Standard & Poors. The _downgrades were
and long-term funds obtained by the transition economie%oncemrated among the countries in the speculative

fell to about $22 billion in 1998° compared with nearly catégory, although Slovakia lost its investment grade
rating. The reasons for these latter changes include

domestic financial instability, losses in the terms of trade,

510 5ome 19 billion of this was raised in January-October UN/ECEinconsistent macroeconomic policies, the slow progress
i IS W | | uary- . , . . . ..

Economic Survey of Europe, 1998 Notale 4.3.4. of economic reforms, and a weakened financial position
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CHART 3.7.2 (b) Foreign investment

Premia on selected transition economy bonds,
September 1997-February 1999
(Percentage points)

There was a modest increase in the total volume of
FDI flows into the European transition economies in the
first three quarters of 1998. Fragmentary data, mostly for
eastern Europe, indicate that FDI inflows for the whole

= Croatia Poland year will be little changed from 1997 (table 3.74).

o Only about half of the countries reported larger inflows,
8 | but in several instances the increases were significant.
This was the case for Poland which has emerged as the
major destination for FDI in the region and seems to have
achieved an exceptionally steady growth of inward
5 investment.

¢ 1 These developments reflect the vast differences in

3 — the investment climate prevailing in the individual

countries and in the evolution of their privatization
programmes. The programmes are in different stages,
ranging from near completion (in Hungary) to those just
0 getting underway. Actual sales of state assets in 1998
i ' generally fell short of expectations, in part because of

the usual delays in the political decision-making
e Russian Federation process. In addition, the authorities often postponed
60 sales due to the sharp fall in asset prices. The valuation
of state property was depressed by the crash of stock

50 | markets in August and declining world prices of basic
'N k commodities and intermediate goods.

; Yy
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The explanations for the pattern of FDI flows in
1998 are complex. Only in Poland did favourable

g

* / growth prospects (at least, until recently), candidacy for
0 EU membership and privatization — all viewed as
J important influences on foreign investment decisions —

N all seem to move together to boost FDI. Among the

? Nv other EU candidate countries, only the Czech Republic
o and Estonia reported higher inflows; in Estonia they
were heavily influenced by the privatization of two
banks in the summer, but thereafter other sales were
postponed. The absence of large privatizations seems to
Source: Financial Times, various issues. explain the decline of FDI in Hungary (since 1995), but
Note: The premia are over United States treasury bonds. flows to the Czech Republic rose markedly although

there were no sales of large state as$etdleither are
changes in FDI flows explained by economic prospects.
Those of the Czech Republic were rather subdued in
late 1997 and early 1998 while Hungary was looking

after contagion from the Russian crisis. In generalforward to another year of high growth.

investors have differentiated between eastern borrowers.

For example, Hungary has retained market access and

during an unpropitious period (January 1998) was able to

issue a bond on the best terms it has ever obtained (37.5

basis points over LIBOR). Other countries, when they > Recent estimates suggest that foreign direct investment into all

were able to borrow, had to pay much more (Croatiéfrﬁ‘_efginglggﬁgkeéecctmczg“es gsc"fgjed ftflomkflﬂ b“"t?]n i”f 13?7té>$|,111

paying 375 basis points over LIBOR) and the premla O'ﬁ:aéogelgn fore.casltj(?oro1939S.ulnsltji$utem(13f?gter(r)]ratgi]g?]vavl Iéiﬁa:]l(r:e,elrnc.eilllr::?,

the secondary market debt of many countries haveapital Flows to Emerging Market Economi@/ashington, D.C.), 27

remained high** January 1999.
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In the Czech Republic, the adoption of a state incentive scheme to
support foreign investment in late April 1998 seems to have had the
desired effect. In the first half of 1998 at least, FDI inflows reflected the

establishment of new joint ventures and injections of additional capital

For example, the spread on Slovakia's benchmark eurobond wamto existing financial institutions and businesses under partial foreign

over 500 basis points in February 1999. ownership. Czech National Baripnthly Bulletin No. 7, 1998.
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TABLE 3.7.3

International credit ratings of eastern Europe, the Baltic countries and the CIS

Moody's Standard & Poor's Fitch-IBCA
Rating Country Date received Rating Country Date received Rating Country
Investment grades
Aaa-Aa AAA-AA AAA-AA
A2 A Slovenia May 1996 A
A3 Slovenia May 1996 A- Czech Republic November 19982 A- Slovenia
Baal Czech Republic September 1995 BBB+ Estonia December 1997 BBB+ Czech Republic
Estonia September 1997 Poland®
Baa2 Latvia December 1997 BBB Latvia January 1997 BBB Hungary
Hungary May 1998° Hungary 1998 Estonia
Baa3 Croatia January 1997 BBB- Croatia January 1997 BBB- Croatia
Poland June 1995 Lithuania June 1997
Poland April 1996 °
Sub-investment (speculative) grades
Bal Lithuania December 1997° BB+ Slovakia April 1996 BB+ Lithuania
Slovakia September 19982 Slovakia
Ba2 BB BB Kazakhstan
Ba3 BB- BB-
Bl Kazakhstan September 19982 B+ Kazakhstan September 19982 B+ Bulgaria
B2 Bulgaria December 1997° B Bulgaria November 1998 B Republic of Moldova
Turkmenistan November 1997
Republic of Moldova  July 19982
B3 Russian Federation ~ August 19982 B- Romania October 19982 B- Romania?
Ukraine September 1998
Romania November 19982
CCC+ CCC+
CcC Cccc Russian Federation?
CCcC- Russian Federation ~ September 19982  CCC-

Source: Press reports.

Note: Foreign currency, long-term, sovereign debt ratings.

2 Indicates a downgrade.

b Indicates an upgrade.

Toward

the end of 1998 and early 1999,$622 million (the largest IPO in the regioft). Despite

privatization picked up in a number of countries. Thethis large deal, the total value of equity issued by the

improvement
governments.

motivation

in world market

in Romanfa*

conditions

Foreign

raised transition economies fell from $3 billion in 1997 to

valuations somewhat, making sales more attractive taround $2 billion in 19982

However, constraints on capital market

borrowing and the need for funds was the prime
and Russia®® !

investors, on the other hand, benefited from asset pric

which were still lower than in the first half of 1998.

Although FDI investors are assumed to take the
ong view, the persistent turmoil in international markets,
&eclining commodities prices, the Russian crisis and
steadily worsening global economic prospects raised
concerns in 1998 about future FDI flows.

In fact,

Also arranged at this time (but not because cash wagcattered data for the last few months of the year indicate
needed) was the initial public offering (IPO) of equity by that at least some projects in the pipeline did go atigad.

the TPSA (Polish Telecommunications) which yieldedFD! flows into Poland actually accelerated during the
year and Romania completed several key deals in

November-December.

514

million).

federal budget deficit.

In Romania, foreign investors bought stakes in RomTelecom, the
Romanian Development Bank and, in early 1999, in Petromidia ($740

517

However, the turmoil in Russia

This represents only the part of the IPO allocated to foreign

515 ) - institutional investors.
In December the Russian authorities sold a 2.5 per cent share of

Gazprom for $660 million. The funds were intended to cover part of the 8 International equity issues of the transition economies are

presented in UN/ECEEconomic Survey of Europe, 1998 No.t&ble

4.3.6.
518 For example, it has been reported that the sales price of Poltelcom, .
the Polish telecommunications company, was two thirds of what it would 519 The lumpiness of FDI flows caused by large privatizations might

have fetched earlier in the year (see below).

make any crises-induced changes in FDI trends difficult to identify.
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TABLE 3.7.4

Indicators of foreign direct investment in east European, Baltic and European CIS countries, 1997-1998
(Million dollars and per cent)

FDI flows Cumulative inflow
FDI inflow FDI abroad Net FDI FDI inflow per FDI inflow/GDP (million (per
(million dollars) (million dollars) (million dollars) capita (dollars) (per cent) dollars) capita)

1997  1998° 1998° 1997  1998° 1997  1998° 1997  1998°¢ 1997  1998° 1998 1998

Eastern EUrope ..o 9116 8470 13155 =736 -900 8380 12255 82 119 2.6 35 53162 481
AlbaNIa ... 48 27 36 - - 48 36 15 11 21 1.2 374 120
Bulgaria .... .. 505 156 141 2 - 507 141 60 17 5.0 11 1092 131
(O(0F:1i7- AN 388 624 854 -157 91 231 763 87 191 19 4.0 2102 469
Czech Republic ........c.coeveneee 1300 1213 1617 -25 -50 1275 1567 126 157 25 29 10383 1010
Hungary 1353 1935 -431  -481 1654 1454 205 191 4.6 4.1 17397 1720
Poland ...... 3858 6326 -36 -162 3041 6164 80 163 21 4.0 14922 385
Romania .......ccovevervieneinnens 1215 723 1598 9 - 1224 1598 54 71 35 42 4040 180
Slovakia .....coveeeeeineirernien. 161 301 401 -72 105 90 296 30 75 0.8 20 1438 267
Slovenia ......coveerneneinnien. 321 153 165 -26 -11 295 154 161 83 18 0.8 1271 638
The former Yugoslav

Republic of Macedonia ..... 16 62 83 - - 16 83 8 41 04 2.3 143 71

Baltic states ..o 1142 1371 1828 -170 -44 973 1784 150 242 5.8 8.4 4929 653
25 (0]) T U 267 364 485 -137 5 130 489 184 339 5.7 9.3 1550 1085
Latvia .. 521 214 286 -6 -66 515 220 212 118 9.4 4.8 1671 689
Lithuania .........ccccoeeverererneenne 355 793 1057 -27 17 328 1075 96 286 37 9.8 1708 462

European CIS ..o, 7128 2204 2939 -2662 -1085 4466 1853 33 14 14 0.9 19751 93
BElarus .......ccoocvvevererennn, 192 88 118 -2 -2 190 115 19 11 14 0.9 423 41
Republic of Moldova ........... 72 52 69 - 1 71 70 16 16 37 4.2 274 63
Russian Federation 1483 1977 -2617 -1091 3624 887 42 13 1.4 0.7 16 311 111
UKFaing .....cccvvvvevrerirerirnennne 581 775 -42 7 581 781 12 15 13 1.9 2742 54

Total above ........ccccoovvviecene. 17386 12045 17922 -3567 -2028 13819 15893 52 54 20 24 77 842 235

Source: UN/ECE secretariat Foreign Investment Database, based on national balance of payments statistics.
2 FDI inflows are cumulative from 1988.
b January-September.

C Full year data except for Albania, the Czech Republic, Slovakia, The former Yugoslav Republic of Macedonia, the Baltic states and the European CIS for which
extrapolations of January-September rates were used.

(already in late 1997) seems to have deterred FDlkerm loans declined while the importance of short-term
Inflows fell from over $6 billion in 1997 to an estimated funds? increased. The latter inflows amounted to almost
$2 billion in 1998. In Hungary, FDI had declined prior to $10 billion in the first half of the year (chart 3.7.3),
these recent crises. chiefly into Poland, Hungary and the Czech Republic.

(c) Total net financial inflows The large volume of short-term flows made the
transition economies more vulnerable to the greater
volatility of international markets in 1998. The most

maglf[(re]ts,éhﬁ_ tot;al tg?gt. ﬂOWt.Of ftur:jdts u;]to eastern Eudro.p%erious episode of contagion was triggered by the Russian
and the ballic stales 1S estimated 10 have increased N . qiq i August. At least $3 billion of short-term funds

1998, thus prolonging the 1997 capital stfgdables |op oagiern Europe in the third quarter of the Year

3.7.5 and 3.7.6). _This group of count_ries fared muc mostly from Hungary, the Czech Republic, Slovakia,
better than emerging market economies as a whol

hich ked decli h ital | s in both nd Poland) resulting in a deficit on capital account (chart
which saw a marked decline or capital Imports in bo 3.7.3). In the Baltic states, only in Estonia were there

0 : .
1997 and 19987 However, the impact of the various .,.qaratively large outflows of portfolio investment

shocks was nonetheless significant_,_as reflecte_d in th(%ome left Latvia as well) and other short-term capital.
composition of flows and their volatility. In particular,

net inflows from bond issu&é and medium- and long-

Despite the turbulence in international financial

524

This includes portfolio and short-term capital and unrecorded
capital flows (“errors and omissions”). It should be noted that portfolio
flows also include net issues of external bonds which are not subject to

521 |n the Baltic states capital inflows have increased steadily forthe volatility associated with portfolio investment in local currency
several years. denominated securities.

520 First three quarters of 1998 only.

522 |IE. op. cit. % These observations are made on the basis of quarterly data.
Monthly data for Hungary and Poland indicate that outflows continued in
2% In table 3.7.6 bonds are included in portfolio flows. October, and this may have occurred in other countries as well.
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TABLE 3.7.5

Net capital flows into eastern Europe, the Baltic countries and the European members of the CIS, 1995-1998
(Billion dollars and per cent)

Capital and financial account flows # Changes in official reserves ?
Billion dollars Capital flows/GDP Billion dollars Reserves/GDP
Jan.- Jan.- Jan.-
Jan.-Sept. Sept Sept. Sept.
1995 1996 1997 1997 1998 1998¢ 1996 1997 1998 1996 1997 1998 1996 1997 1998
Eastern Europe ................ 237 156 210 160 175 255 44 6.0 6.4 15 5.2 74 0.4 15 2.7
Albania .......ccocveenirniennns - 02 0.3 0.1 0.1 0.1 57 139 35 - - 01 17 1.9 26
Bulgaria .....c..cccvvrrevrernns 03 -08 0.8 0.7 0.4 0.7 -7.8 76 42 08 12 03 -76 118 31
Croatia . 18 13 27 13 11 18 6.4 132 6.8 04 02 0.2 21 11 14
Czech Republic ............... 8.8 35 1.4 2.0 22 2.7 6.1 2.8 5.7 08 -1.8 1.7 -15 -34 45
Hungary ......cccovevvinnne, 7.0 0.2 0.8 0.1 1.6 31 0.5 1.8 43 15 0.2 0.2 32 04 0.6
Poland ...... 2.7 53 8.1 6.5 93 125 37 5.6 8.3 31 26 55 21 18 49
Romania ... . 15 28 40 3.0 1.2 21 79 115 4.4 0.2 1.7 -07 06 48 -24
Slovakia ........ccovevnienennne 0.9 2.3 14 0.9 1.2 21 124 72 8.1 0.2 01 -03 13 03 -20
Slovenia .....c.oocoveeneeneenn. 03 05 13 12 0.3 0.2 2.9 6.9 1.9 0.6 13 0.3 31 7.1 2.3
The former Yugoslav
Republic of Macedonia . 0.3 0.3 0.3 0.2 0.2 0.2 6.3 8.4 7.6 - - - -0.2 0.9 1.3
Baltic states .........cccouenne. 11 1.7 24 15 2.3 1.8 99 121 143 0.3 0.5 0.5 1.7 25 3.0
EStonia ....ooovvvereeeeeniien, 03 05 08 0.5 0.3 0.5 120 162 9.1 01 02 - 23 42 07
Latvia ..oeeevieeieinan - 0.5 0.4 0.3 0.5 0.2 9.1 74 109 0.2 0.1 0.1 3.6 1.2 1.2
Lithuania .........ccoeerevnnes 08 07 12 0.8 15 11 93 127 188 - 02 0.5 0.2 25 5.8
(0] 1 O 25 28 2.8 24 08 1.0 46 44 19 09 04 -15 15 07 -35
Belarus ......ccoocveveininen. 0.7 05 0.8 0.5 0.7 0.1 34 60 6.6 -0.1 - 01 0.4 - 08
Republic of Moldova ....... 0.2 0.2 0.3 0.3 0.1 0.1 144 166 108 0.1 01 -02 33 27 -125
UKFaing ....occvvvvvenienirnnns 16 21 17 17 - 08 4.6 35 - 0.9 04 -13 20 08 -41
Russian Federation ......... 24 -149 14 47 14 0.9 -35 -03 07 2.8 19 43 0.7 04 21
Russian Federation® ....... 104 -6.8 5.7 9.3 6.7 0.9 -1.6 13 32 -2.8 19 -43 -0.7 04 21
Total above© .....ccooooeeo....ee. 377 133 319 293 274 291 15 36 5.1 0.1 8.1 21 - 09 04

Source: UN/ECE secretariat estimates, based on national balance of payments statistics.
2 Including errors and omissions.
b A positive sign indicates an increase in reserves.

C Full year data except for Albania, the Czech Republic, Slovakia, The former Yugoslav Republic of Macedonia, the Baltic states and the European CIS for which
extrapolations of January-September rates were used.

d Excluding Russia.
€ Excluding errors and omissions.
f Russian Federation excluding errors and omissions.

These data indicate that the loss of access to privatdtracted to the local bond markets by falling inflation
capital following the Russian devaluation was not limitedrates, which led to increases in bond prices and capital
to medium- and long-term funds and suggests a shagains. Third, foreign capital flowed into local stock
tightening of the balance of payments constraint for manynarkets, particularly into countries deemed at the time to
countries. Incomplete returns indicate that a recovery dfiave good growth prospects.

short-term flows into eastern Europe started in November . ]

and continued into early 1999. Foreign funds seemed to In the first weeks of 1999, these factors continued to

have sparked the upturn in several local stock market&fluence capital flows into the Czech Republic, Hungary
(although not in the Baltic states). and Poland, among others. The introduction of the euro

was also important because it involved the disappearance

during the past two years has been due, first of all, to anig_f several high yielding currencies and their replacement

inflation policies which have kept domestic interest rate y a single gcurrency carrying a relatively lc.)W rate_ of
and differentials high. For example, in Poland, whichinterest.  This prompted investors to seek higher yields

received short-term flows of $4.5 billion in the first half of €/Sewhere, including in eastern Europe. Second, the
1998, the interest rate premium was around g-13europhoria” of early January spilled over into the forint
percentage poinf& Second, foreign investors were @nd zloty, currencies perceived by investors to have a link

The inflow of short-term funds into many countries

526 Nominal interest rate differentials relative to international interest monthly rate of depreciation amounted to 10-11 per cent per annum. The

rates on the dollar were around 20-23 per cent and the pre-announcelifferential was even larger compared with deutsche mark rates.
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TABLE 3.7.6

Net capital flows into eastern Europe, the Baltic countries and the European members of the CIS, by type of capital, 1996-1998
(Billion dollars)

Eastern Europe Baltic states European CIS?
Jan.-Sept. Jan.-Sept. Jan.-Sept.

1996 1997 1997 1997  1998* 1996 1997 1997 1998 1996 1997 1997 1998

Capital and financial account ........... 141 186 120 142 225 1.7 2.1 14 1.8 2.7 35 2.3 12

Capital and financial account® ......... 156 210 160 175 255 17 24 15 23 2.8 28 24 0.8
of which:

FDI o 75 8.4 6.1 79 123 0.6 1.0 0.8 13 0.6 0.8 05 0.7

Portfolio investment ............ccce.... 1.9 3.6 2.8 0.6 38 0.1 0.1 0.1 - 0.2 1.8 14 0.1

Medium-, long-term funds ............. 33 44 33 23 4.1 0.6 0.9 0.6 0.3 0.6 0.4 0.5 0.6

Short-term funds .09 1.9 0.3 32 2.0 04 0.4 0.1 0.2 11 04 -0.2 0.3

Errors and omissions .........c....... 15 25 4.0 33 3.0 - 0.2 0.2 0.5 01 0.7 0.2 0.3

Short-term investment® ................. 4.2 8.0 6.4 7.1 8.8 05 0.5 0.1 0.7 14 15 1.3 -0.6

Source: UN/ECE secretariat estimates, based on national statistics.
a Belarus, Republic of Moldova and Ukraine.
b Including errors and omissions.

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

to the euré?’ Finally, some investors appear to think thatdrawdown of official reserves to finance current account
these two currencies are the next in line for adeficits. Ukraine appears to have experienced relatively
convergence plal?® However, these sentiments were large capital flight during the course of 1998. All three
weakened when bad economic news (larger thegountries have accumulated various arrears.

expected current account deficits, negative export and

output growth, etc) began to accumulate. The declines ifiv) Sustainability of current account deficits
exchange rates in February suggest that the change in

sentiment has adversely affected capital inflows. (a) Indicators of sustainability and results

The deterioration of the investment climate in The question of whether present current account
Russia since late 1997 is reflected in the slowdown inmbalances in the European transition economies are
recorded capital imports (table 3.7.5).  Foreignsustainable has been a source of concern for some time.
investment and new medium- and long-term borrowingAbout half of them have been running persistent deficits
declined — access to the capital markets was essentialy around 5 per cent of GDP (or more), a threshold often
ended already in June — and the pace of capital flightaken as sign of potential difficulties (table 3.7.1). In fact
appears to have quicken®d.Following the rouble crisis, a number of countries meeting this criterion were forced
Russia defaulted on the repayment of some Paris Clulp abandon their currency mechanisms in 1997-1998.
debt which has temporarily eased the pressure on the - . !
country’s financial position. Due to their economic The concern about sustainability derives, first of all,
situations, the access of Belarus, the Republic offom the deterioration of current account be_llan_ces in
Moldova and Ukraine to foreign funds has become very-298 (often by more than expected) and projections of

limited. This is reflected in the sharp drop in net inflowsigher deficits in 1999 and beyond. The outlook is for
of capital in the first three quarters of 1998 and theVéak economic growth in the major markets of the

transition economies and continuing stagnation (at best)
in most of the CIS. What is more, access to international
capital markets remains very limited and expensive while
527 The linkage is limited to the incorporation of the euro into the future FDI flows into many countries are uncertain.

currency baskets used to set the exchange rates of the forint and the zloty. . . .
On 1 January 1999 Poland replaced the 55 per cent share previously ~ The notion of sustainability of current account
accounted for by several European currencies with the euro, the dolldsglances is related to three concé?ﬂts’é\ttention tends to

retaining its 45 per cent weight. In the case of Hungary the euro replac : : :
the mark (70 per cent of the basket) in late 1998, the role of the dolliaiﬂ)cus on SOIVenCy’ accordlng to which an economy IS

remaining unchanged. solvent if the present discounted value of future trade
528 A reduction of domestic interest rates (around 11 per cent) to thés'urpluseS 1S equal to current external d&btA second
EMU level (currently around 3 per cent) would yield large capital gains
on local bonds. However, aside from Hungary’s 10-year bond issue in
January, the maturities of outstanding domestic securities are much
shorter than any time frame for joining the EMU. Convergence would G. Milesi-Ferreti and A. Razin, “Current account sustainability”,
not be assured. Princeton Studies in International Finandéo. 81, October 1996.
529 531

530

The large negative errors and omissions item in table 3.7.5 Unfortunately the practical applicability of the concept is very
suggests massive capital flight. limited.
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CHART 3.7.3

Net capital inflows into eastern Europe and the Baltic states, by type of capital, 1997-1998
(Million dollars)

W Total capital inflows a B FDI O Short-term capital b O Medium- and long-term capital
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Source: UN/ECE secretariat, based on national balance of payments statistics.
@ Includes errors and omissions.
b Short-term funds, portfolio investment and errors and omissions.

concept is the willingness of the debtor country to paythumb®*?> Rather these studies conclude that current
i.e. it must be willing to divert output from domestic to account sustainability should be considered on the basis
external use, a task that may not always beofa broad range of indicat6téwhich reflect the multiple
economically or politically feasible. Finally, foreign economic and political problems that usually precede a
investors must be willing to maintain their lending oncrisis. The analysis here is limited to three key
more or less normal terms. indicators: the real exchange rate, international reserves,
and capital inflows.
Recent studies indicate that there is no simple rule

for determining whether or not a current account deficit is
sustr_:linabk_e. According o the co_nventional wisdom, 532 G. Kaminsky, S. Lizondo and C. Reinhart, “Leading indicators of
persistent imbalances above a certain threshold, generaggrrency' crises” I)l\//‘IFS.taff Papersvol. 45, No. 1 (Washin%ton’ b.C),
taken as 5 per cent of GDP, are a cause for concerfiarch 1998. Milesi-Ferretti and Razin conclude that protracted current
particularly if they are financed by short-term debt oraccount deficits are more likely to result in an external crisis when the
from official reserves. However, recent statistical size of the export sector is small, the real exchange rate appreciates

. rejative to historical averages and the level of domestic savings is low.
analyses have cast doubt on the usefulness of this rule OESS bid ’ d
I
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Real exchange rates and competitiveness appreciation of the real equilibrium raté. In nearly all
i the transition economies in the sample, the real exchange
Most studies rank the real exchange rate as the mogite showed an upward trend since 1994 (more weight is
useful predictor of sustainability. An appreciating realgiven to the deutsche mark-based indices since the bulk
exchange rate can indicate a declining competitiveness @f these countries’ trade is with western Europe; table
a country’s goods and services and causes the exterrgil7 7 and chart 3.7.3¥ In general, the growth of local
balance to worsen. The persistence of these trends caages (measured in marks and dollars) exceeded
spark a loss of investor confidence. productivity gain®® and led to a loss of
L competitivenes¥® Hungary has been the exception,
There are two main views of real exchange ratq ith large productivity increases and a crawling peg

appreciation and . their impli_cati_ons for .econom'cexchange rate which has been adjusted to maintain a
policy>**  According to themisalignment viewthe Cé)nstant real exchange rate

appreciation of real exchange rates (generally measure
by CPI- or PPl-based real exchange rates) is a  The results also indicate that countries with fixed or
consequence of the choice of a fixed or semi-fixedsemi-fixed (nominal) exchange rate regimes (roughly in
exchange rate and represents a loss of competitivenesbe upper half of table 3.7.7) experienced the greatest
This occurs if domestic inflation does not convergeappreciation of real exchange rates and, typically, the
immediately to the rate prevailing in a country’s tradelargest deterioration of current account balafitefn the
partners when the nominal exchange rate is fixedCzech Republic and Slovakia, external deficits proved
According to thefundamentals vieyby contrast, a rise unsustainable, and the exchange rate mechanisms were
of the real exchange rate (based on CPI or PPI) reflecabandoned in May 1997 and October 1998,
an appreciation of the long-term equilibrium real respectively?> By contrast, Hungary’s constant real
exchange rate. It may reflect improvements in theexchange rate policy (and a tight macroeconomic stance)
productive efficiency of an economy resulting from resulted in a large decline in the current account deficit.
fundamental shifts in the macroeconomy and structuraThis statistical relationship also reinforces the view that
change. The rise of the exchange rate may also beappreciation of real exchange rates has involved a loss of
correction of earlier depreciation — countries oftencompetitiveness rather than changes in the real
devalue prior to fixing a new exchange rate — and a&quilibrium rate.
e s

Competiiveness (1. no real misalignment of exchange, ese findings suggest that a fist step in
rates has occurred). the current account imbalance C%)proachlng the question of current account sustainability

; U to focus on those economies with fixed exchange rate
be interpreted as an optimal response of the economy 10
changes in the desired national savings and investment
rates.

537 Arise in this exchange rate does not reflect an improvement in the

The two views imply different policy responses in country's efficiency (and equilibrium exchange rate) to the extent that it is

. . . captured by changes in labour productivity. The reliability of this
the event of a persistent current account deficit. ndicator as a measure of competitiveness may decline if raw materials,

misaligned exchange rate (i.e. declining competitivenessjtermediate goods and capital make up a large share of total costs. In

implies that a growing imbalance is not sustainable and?98, import prices of such goods declined suggesting a downward
essure on real exchange rates. However, since profit performance

might be re've'rsed Only throth a process of nominal a-n&ems to have deteriorated (sect. 3.5), there is likely to have been an
real depreciation of the exchange rate. On the other hargbsion of competitiveness.

the fundamentals view (i.e. no change in misalignment or 53 e data in table 3.7.7 and chart 3.7.1 start in 1993 and 1994,
loss of competitiveness) holds that there is no need foespec?ively, but, in general, real exchange rates have risen since the
corrections since the imbalances will eventually revers&@9inning of the decade.

themselves as the investment and savings fundamentals®® These real exchange rates reflect unit labour costs in comparator
shift countries. In Germany unit labour costs changed little during 1994-1998,
' although there has been a decline of 4 per cent in the last two years. In
. . . the United States unit labour costs increased steadily, and by about 9 per
The analysis which follows relies on real exchangeent over the whole period. Also, see the notes to chart 3.7.1.
rates based on unit labour costs in industry (hereafter reals,, Undoubtedly there has been some rise in real equibrium
eXChange rateéﬁe. Arise in these eXChange rates shOl'"dexchange rates. However, it should be borne in mind that efficiency

reflect mainly a loss of competitiveness and not anncreases have probably not been large. Labour productivity growth has
been modest (except in Hungary and Poland) particularly given that the
figures represent a recovery of industrial production.

541 This observation was first made on the basis of data through 1996.
N. Roubini and P. Wachtel, op. cit.
The two views and their application to the transition economies 542
have been summarized by N. Roubini and P. Wachtel, “Current accountyp.,
sgstagz_;\é)ll|ty’\|/|nAtraMnS|t|c;]n1(;%%nom|esNBER Working PaperNo. 6468 koruna depreciated by 10 per cent in May 1997. In Slovakia, intervention
(Cambridge, MA), Marc . bands were progressively enlarged from +1.5 per cent to + 6 per cent in

535 This involves a case of undershooting the equilibrium rate. 1996. However, the exchange rate was effectively pegged since policy

measures maintained it near parity. The Slovak koruna depreciated by
The calculation of the real exchange rates is described in the notaround 9 per cent immediately after the fluctuation corridor was
to chart 3.7.1. abandoned.

534
In the Czech Republic the currency was essentially pegged until
ary 1996, when a band of 7.5 per cent was introduced. The Czech

536
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TABLE 3.7.7 states have had extended periods of rapid export growth
(due in part to the reorientation of their trade toward the
west), to which sizeable inflows of FDI are likely to have

contributed.

Changes in real exchange rates and current account balances, by
type of exchange rate regime, 1993-1998
(Per cent and per cent of GDP)

Change in Change in In Bulgaria the real exchange rate seems to have
real exchange® current account” appreciated sharply since the introduction of the currency

Period (per cent)  (per cent of GDP) board** The combination of a fixed exchange rate,

domestic market rigidities, and rapid wage growth

Currency board . . " .

Estonia ... 1993-1997 17 145 suggests a decline in competitiveness which has
Lithuania .. ... 1994-1997 83 -8.0 contributed to a rapid worsening of the current account
101101 1997QI-1998 46 -8.2 balance. Despite the strong depreciation of the lev in late

Peg 1996-early 1997} exports have flagged and there has

(L:?ng}a """""""""""""" ggﬁgg; 1% i?g not been much FDI. Although the current account deficit
Czech Republic .......... 1993-1997Ql 38 89 is still modest, the erosion of competitiveness suggests
Slovakia ......ooooovveccieee, 1994-1997 30 121 that this situation may not last.

Managed float . o )
ROMANI ..ooooecvvrvrvees 1997QI1-1998 88 -4.0 Following the sharp depreciation of the leu in 1996,
Slovenia ... 1993-1997 13 -1.3 there was a shift in Romanian policy to a managed

Crawling band floating rate system (the rate of depreciation of the leu
POANG 1993-1997 12 53 was kept below the inflation rate) and the maintenance of
Hungary ....cocovviennnee 1994-1997 -14 7.3 . .

Float _hlgh real mter_est rates. I_—k_)wever, there was also a boom
BUIGANiA ..vvvorvoeeoveens 1993-1996 -46 104 in wages while productivity and production declined,
ROMANIA .vvvrrvvvvvvrrrerns 1993-1996 -5 -2.2 resulting in a considerable rise in the real exchange rate,

far above its 1996 pre-depreciation level. This loss of
competitiveness seems to partly explain the faltering of
exports, buoyant imports and the larger current account
deficit in 1998.

Source: UN/ECE secretariat.

8 Changes in real exchange rates based on relative unit labour costs
against the deutsche mark. A positive number indicates an appreciation.

b A negative number indicates a deterioration of the current account balance

(in percentage points). In the Czech Republic and Poland, countries with

o . . flexible exchange rate mechanisms, real exchange rates
policies and determine how their real exchange rates haygpreciated in the first half of 1998 and again toward the
developed in the recent past. The most rigid exchanggnd of the year. However, this was a matter of rising
rate mechanism is a currency board, in place in Estonigominal exchange rates, pushed up by large capital

(1992), Lithuania (1994) and Bulgaria (July 1997). inflows, although accelerating wages also played a role in
The pegged exchange rate of Latvia (to the SDR) hage Czech Republic.

been roughly equivalent from the viewpoint of

stability>** It should also be borne in mind here that Preliminary estimates for the last quarter of 1998
factors other than real exchange rate movements, aboggggest a surge in unit labour costs in many transition
all a weakening external demand, have contributed to theconomies. In many of them productivity fell while
worsening of current account balances in 1998. wages continued to rise (section 3.5), further
undermining competitiveness and adding to concerns

In Latvia and Lithuania real exchange rates have,, .t the sustainabilit
. oo . y of current account deficits.
appreciated substantially in 1997 and early 1998, whicly o policy option is to allow the nominal and real

may help to explain the marked growth of their currenty, change rate to depreciate, as has already occurred to
account deficits in 1998° In Estonia the current account

imbalance increased only marginally in January-

September 1998, perhaps because the appreciation of the

real exchange rate slowed markedly in 1997 (due to 5% Reliable data to calculate recent real exchange rates based on unit
smaller wage increases and accelerating productivitipbour costs are not available for Bulgaria. However, real exchange rates

; :based on the CPI show a substantial appreciation after July 1997, above
growth). However, the strong Upward trend in thISthe level prevailing around the middle of the decade (chart 3.7.1).

exchange rate resumed during 1998. Despite the long-

term appreciation of their real exchange rates, the Baltic " Bulgaria the confidence generated by the announcement of a
! currency board policy caused the exchange rate to appreciate sharply
prior to its actual implementation. Roubini and Wachtel have argued that
the nominal rate at which the lev entered the currency board (1,000 leva
per deutsche mark) was too high, implying a real overvaluation relative to
543 Bosnia and Herzegovina also has a currency board but it is noits 1995 value, p. 33. However, in January 1999 Governor Gavriiski of

considered here.
544

545

Currently the lats fluctuates within a band of +1 per cent.

the central bank of Bulgaria stated that the currency was not overvalued.

548 Preliminary estimates for the fourth quarter of 1998 show a

tendency for the deutsche mark real exchange rate to decline due to the

In both countries, real exchange rates based on PPI show a sligtrength of the currency at that time (chart 3.7.1). It should be noted that

decline in 1998. This growing difference between the PPI and unit labouthe calculations in this chart exclude the impact of the depreciation of
cost-based real exchange rates may reflect a profits squeeze (sect. 3.8gveral CIS currencies (especially the Russian rouble) which probably
also an indication of a loss of competitiveness. reduced the competitiveness of exporters to this area.
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some extent in the Czech Republic, Poland and The reserve positions of Belarus, the Republic of
Romania* Where changes in nominal exchange ratedMoldova’*® Romania (including end-year privatization
have been ruled off restraints on wage growth (still revenues), Russia, and Slovakia are low on both
high in many countries) could slow the decline inmeasures. All of them experienced currency crises in
competitivenes®* Current account deficits could also be 1998 (in some cases triggered by the Russian GKO
contained by tightening macroeconomic policies, whichdefault), which often involved large permanent losses of
is apparently the intention of some governméfts. reserves. In fact the pre-crisis weakness of their reserves
However, this will offer only a temporary reprieve if increased their vulnerability to financial sho€Ks.

competitiveness continues to slide. .
Capital flows/FDI

Official reserves The sustainability of the current account deficits of
he transition economies depends on the continuation of

. . ) apital inflows. For emerging markets in general, the
3
reserves of Albania’ Bulgaria, the Czech Republic, o oqhects are for further declines in private capital

Hungary, Poland and Slovenia were more than adequanorss® |n particular foreign net private debt flows are
at the end of 1998 (table 3.7.8). In each case, reservggnected to fall again because the long-term loan and
comfortably exceeded the recommended three monthgong markets remain averse to risk. However, as 1998
coverage of imports of goods and services and the ratio @fogressed, market sentiment improved somewhat and
reserves to domestic money is relatively HighThese  foreign investors became more favourably inclined
ratios generally improved in 1998 (although manytowards investment grade transition economy risks. As
countries temporarily lost reserves following the Russiartegards short-term inflows it is doubtful that they will
crisis). recover to the scale of 1998 after the marked fall in
domestic interest rates. Moreover, portfolio investors
ave become more careful as the economic outlook of the
astern countries has generally worsened.

Two standard measures indicate that the officia

In Croatia, The former Yugoslav Republic of
Macedonia and the Baltic states official reserves are hig
compared with domestic money but fall below the three
months’ import coverage threshold. There are no widely ~ The uncertain prospects for these types of financing
accepted guidelines for deciding which indicator should!nderline the importance of (net) FDI inflows. In the first
be given preference, although one study has concluddfree quarters of 1998 FDI covered 78 per cent of the
that import coverage is a more useful guide to curren@dgregate current account deficit of eastern Europe angl 72
account sustainabilit® Assessment of the Baltic states’ Per cent of that of the Baltic states (table 3.7.8). The ratios,
position should take into account their favourablehowever, tend to be lowest in the countries with the least

external debt levels (table 3.7.8 and below), panicularIWOSSibilitieS of access to the international capital markets.

those of short maturity. Several features of FDI can contribute to the
sustainability of current account deficits. First, at least
in the transition economies, FDI flows have been
relatively stable, more so than other types of capital
(section 3.7(iii)). Second, if FDI can be used to upgrade
The Romanian leu was allowed to depreciate faster in the lasproductive capacity, it can strengthen the basis for output
quarter of 1998, due to the lack of new finance and dwindling official rowth and Servicing external debt. Also. FDI is a non-
reserves. In the Czech Republic and Poland, exchange rates deprecia\%dD . . ’ ! .
sharply in February 1999, following the publication of poor debt creating source of finant@. In fact, despite the
macroeconomic results and several rounds of interest rate cuts. persistence of current account deficits, the sizeable FDI
550

549

The phasing out of the currency board has been discussed by the
Lithuanian authorities for some time. However, on the occasion of an
IMF Mission, Prime Minister G. Vagnorius said that abandonment of the 554 . . .

currency board was not under considerati@L.TA 11 February 1999. Only one measure is available for the Republic of Moldova.
In Estonia the currency board is enshrined in the constitution. 557

Low official reserves were the most common feature of those
51 Wage restraint might not be sufficient to prevent real exchangeEUropean transition economies where there were currency crises in 1997

rate appreciation because unit labour costs in the major foreign marke@Nd early 1998. UN/ECEEconomic Survey of Europe, 1998 Nochap.

have stagnated. An acceleration of productivity growth (for example, as &2

result of increased FDI or structural change) could also slow real 558 IIF, op. cit

appreciation but the prospects for this are doubtful in current T

circumstances. %9 |t has been observed that the internationalization of financial
. . _markets is creating a much wider menu of portfolio choices and is leading
and tax collection as measures to control the current account deficit ﬁo a situation wher_e current account imbalances Wi”- be financed to a
Lithuania. ELTA 11 February 1999 Breater extent than in the past by FDI rather than debt instrument. In such
: y : a globalized world, movement of current account positions may have
553 Only one indicator is available for Albania. much less ultimate significance for policy makers than has been the case
554 _ _ _ _ _ up to now. M. Knight and F. _Scacu_avﬂlaﬂurrent Accoun_ts: What is
Domestic money is defined as M2 minus foreign currency their Relevance for Economic Policy MakingF Working Paper
deposits. This ratio has been much more favourable (higher) in th&/P/98/71 (Washington, D.C.), May 1998.

transition economies than in pre-crises South-East Asia, UN/ECE, g4 .
Economic Survey of Europe, 1998 Nptable 3.2.1. However, FDI flows do eventually create outflows in the form of

profits. In Hungary profit repatriation has grown so large as to be a
555 &. Kaminsky et al., op. cit. significant element of the current account imbalance (see above).
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TABLE 3.7.8

Selected external financial indicators for eastern Europe, the Baltic countries and European members of the CIS, 1997-1998
(Billion dollars and per cent)

FDI/Current

account Reserves

(per cent)® Months Ratio to
Gross debt Net debt Net debt/exports ~ Gross debt/GDP  Average Jan.- of  domestic
(billion dollars)  (billion dollars) (per cent) @ (per cent) 1994/ Sept. (billions) imports® money

1997 1998 1997 1998 1997 1998 1997 1998 1997 1998 1997 1998 1998 1998

Eastern Europe ..., 12557 13880 726 755 52 50 36 37 95 78 5298 63.30 43  58.1°

Albania ... 076  0.76 05 0.3 157 112 34 26 60 131 031 044 4.7 .
Bulgaria ... w974 10.07 75 7.2 115 123 96 79 -216 171 2.25 2.83 54 1315
Croatiad ...ooovevvvvveeeeeeseeeeerenns 6.66 7.67¢ 4.1 49 48 55 33 36 25 63 254 282 29 817
Czech Republic ........ccccoevvveeee 21.62 24420 119 11.8 38 33 42 44 61 244 973 12.62 42 344
Hungary ............ .. 2375 2675 153 17.4 59 66 52 56 101 77 841 931 38 532
Poland........cocoveeenerirneienennnne 3850 4138 181 149 56 39 27 26 -355 99 2041 2643 6.2 429
ROMANIA ... 937 943" 68 74 68 7 27 25 32 39 253 204 18 346
Slovakia ..o 9.90 12209 6.7 9.3 59 69 51 60 30 14 323 290 22 215
Slovenia® ... 418 492 0.9 13 8 11 23 25 -119 255 331  3.60 38 521
The former Yugoslav
Republic of Macedonia ...... 1.10 1.20° 0.8 0.9 64 62 30 34 6 37 026 031 18  59.0
Baltic states .......c.ccocovevrvieriienn. 208 230 -04 0.7 -3 5 11 11 64 72 247 3.02 22 76.0°
EStOniaM ..o 031 024 -04 -0.6 -12 -13 7 5 49 9 076 081 19 606
Latvia oo 0.37 038" -0.3 04 -11 -10 7 6 322 36 070 073 21 667
Lithuania ........ccoeeveneerecnenneens 140  1.68 0.4 0.2 7 4 15 16 24 78 101 149 24 100.8
CIS 136.91 157.26 120.8 148.0 88 122 27 47 -39 17 1612  9.30 08  28.2°
Belarus ' .. 113 1.54 0.7 1.2 9 14 8 11 12 11 039 033 04 162
Republic of Moldova .............. 123 123 0.9 11 75 106 64 75 27 19 037 015 12 .
Russian Federation ................ 125.00 143.00 1120 1352 105 144 28 52 -23 12 13.02 7.80 09 360
UKIaing ......oovveneveeerniineineines 956 11.50 7.2 10.5 35 59 19 28 31 45 234 102 06 325
Total aboVe ........coccvvrevrvrerirns 26456 298.36 193.0 222.7 67 78 30 41 434 53 7157 75.62 28  54.1°

Source: National statistics; IMF, International Financial Statistics (Washington, D.C.), February 1999; IMF estimates for Albanian and Russian Federation debt; press
reports; UN/ECE secretariat estimates.

Note: Net debt equals gross debt less foreign exchange reserves.

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

b FDI flows are net. A negative number indicates a current account surplus.
€ Unweighted averages.

d  Allocated debt only for Slovenia. Unallocated debt is included in Croatia and The former Yugoslav Republic of Macedonia; the debt figures of the latter include only
medium- and long-term debt.

€ November.

f September.

9 October.

h' Debtis foreign loans taken and guaranteed by the government.

i Principal debt (medium-term debt guaranteed by the government) plus arrears on deliveries of fuels and electricity.

flows into most east European and Baltic transitionconstraints on access to international financial markets
economies have often been associated with falling delitave prompted governments to accelerate sales of state
burden¥* (table 3.7.8). Other things being equal, theproperty to cover budget and/or current account
sustainability of current account balances is increased ieficits®®? Consideration of such sales has also been
debt burdens are falling. motivated by hopes for quick improvements in corporate

In many eastern countries, FDI flows remain90vernance (which may now take priority over the sale

heavily dependent on privatization programmes which, aBric€) or to meet the conditions of IMF agreements.
noted above, are in various stages. In several instancddeéanwhile, however, the global investment climate has

%61 Although the debt of Hungary increased in 1998, the debt burden °%? For example, Bulgaria, Croatia, Slovakia, and The former

has fallen sharply since the first half of the decade, net debt export rati¥ugoslav Republic of Macedonia all expect sizeable receipts from the
declining from over 200 to 66 in 1998. sale of their telecommunications firms.
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deteriorated®® In western Europe, the main source of Bulgaria will have to rely heavily on official

FDI and the major goods market for many transitionfunding to meet its financial obligations in 1999. This
economies, growth prospects are subdued and the outlogicludes EU macroeconomic funds and IMF (EFF)
in most transition economies themselves is alsagesources, disbursements from both facilities being
weakening. Concerns about global overcapacity in mangubject to various conditions. The agreement with the
industries may adversely affect greenfield projects andMF foresees an acceleration of the privatization
follow-on investments in foreign investment enterprisegprogramme (involving sales of Bulgarian Telecom, the

(i.e. non-privatization related investments). Neftochim refinery and Bulbank, among others). A
modest bond issue is planned for the second half of the
(b) Prospects for individual countries year. In the longer term, the apparent loss of

- ... competitiveness under the currency board may become
The prospects for sustaining current account deficit, J-« of an issue

in the European transition economies vary considerably.
By virtue of their adequate official reserves, international Most other European transition economies face
investment grade ratings and generally large FDI inflowsfnore serious external financing constraints and, as a
the projected financial needs of the leading reformingesult, the sustainability of the current account is the
countries appear manageatife.Nonetheless, given the major problem confronting policymakers. In these cases
prospects for larger current account deficits in the Czeckhe challenge is to adjust policies to achieve a current
Republic, Hungary and Poland, authorities haveaccount balance consistent with available financing and
announced that their evolution will be carefully the desired (or minimum tolerable) level of official
monitored with a view to making any necessary policyreserves. Even without further turmoil in the global
corrections. InHungary, a deficit of $2.5-$2.7 billion ~markets, considerable uncertainty surrounds the financial
(nearly 6 per cent of GDP) and repayments of around $Rossibilities of some of these economies and several risk
billion are expected in 1999. The success df580 an external financing crisis.

million bond issue in January suggests that the national
bank will not have difficulty in meeting its borrowing aimi

requirement for the yedi: ~The government is alSO o are faced with limited borrowing possibilities and
examining the possibility of further sales of state asset§jgyificant financing requirements (including repayments
and measures to encourage the reinvestment of profifg long-term debt): $2.2-$2.4 billion in Croatia and $3
(and thus reduce repatriation). The financing requiremenyjjion “in Slovakia. Croatia’s programme started well

of Poland in 1998 amounts to some $7-$8 billion. yivn 4 €300 million bond issue in February, but it also
Several large privatizations should buoy already lar9jepends on an ambitious privatization programme
inflows Off foreign 2|nvt;e_|s|_tment, gnd fore(ljgn currehncy (involving the telecommunications company (HPT), three
reserves of some $26 billion can be tapped. IC#gch oy s and possibly the state oil company (INA)) moving
Republi¢ a small current account deficit is not likely to jpo04 Most of the funds associated with the IMF EEF
increase significantly given the modest growth prospectsspr 353 million) were still available at the beginning of

However, there is concern about the impact of rapidiy) ggg. Foreign investment in Slovakia remains low and
rising unit labour costs on export competitiveness angg growth will largely depend on the privatization
domestic consumption. programme currently under consideration. In

The Balltic states hope to continue to finance largglowngrading Slovakia's credit rating in October 1998,
current account deficits with FDI — more privatization of Fitch-IBCA  cited the external large financial
large assets is planned — and through medium and |ongequirements and the loss of investor confidence as risks
term borrowing, since debt levels are low. The creditgvhich could force the country into an external financing
associated with the IMF stand-by arrangements oc_risis. Slovakia does not have an IMF programme at this
Estonid®® and Latvia remained unused at the beginning ofime.
the year and thus offer a po_tent|al source of finance. A host of countries in deficit on current account and
However, unless these countries can curb the growth %

Although the Croat and Slovak governments are
ng to reduce their current account deficits in 1999,

g ; . . . possessing only meagre foreign currency reserves have
unit labour costs (Lithuania was relatively successful i g only 9 9 y

; ; ) irtually no possibility of gaining access to the
this regard_m 1998)’ pressures on their current accoutfiernational capital markets. Financing constraints have
balances will persist.

already lead to cutbacks of energy imports by the
Republic of Moldova, Belard® and Ukraine and to

%63 These issues, including the possible repercussions of the troubled
Russian economy on FDI in other transition economies, are discussed in
UN/ECE, Economic Survey of Europe, 1998 Nop@. 128-129. %87 In October Belarus applied to the IMF for assistance under the

564 Compensatory and Contingency Financing Facility (CCFF), under which
it could receive financial assistance (up to $100 million) to compensate

%85 The national bank has announced a borrowing requirement of $1.f0r its losses of export eamings (related with the Russian import
billion for 1999. compression) and increases in import expenditures (due to a poor

harvest). However, it does not appear that the authorities are willing to

In January 1999, Eesti Telecom was privatized yielding some $200neet the condition of significant monetary tighteniBglarus Economic
million, of which $100 million was deposited abroad. Trends November 1998.

The current account of Slovenia has remained in virtual balance.

566
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increased payments arrears. Negotiations with the IMR major threat to its debt servicing capatityRussia is
have so far been inconclusive although its resources aesffectively excluded from the new funds market and,
indispensable. Only Romania has plans to acquirgccording to official estimates, FDI will amount to only
sizeable funds through privatization. $2-$2.5 billion. Thus a great deal hinges on reaching
agreement with the IMF, which can provide access to $7
billion in multilateral and bilateral funds. At the time of
riting, the government has committed itself to servicing
at part of the debt incurred by the Russian Federation
gﬁ e so-called new Russian debt). However, Russia has

ready missed payments on the debt of the former Soviet

investors (including BancPost and Dacia, the automobil% - hich read heduled I
maker) to help meet its $1.3 billion FDI target. The sharp n|c;7nl, which was already rescheduled several years

downgrading of the country’s credit rating last year (inag )

part because of the bleak financing prospects) will make  The risks involved in the current outlook are mostly
planned medium- and long-term borrowing veryon the downside. Given the unexpectedly poor end-year
expensive. Fiscal and current account deficits are to bgurrent account results reported by several countries,
curbed with a 6 per cent surcharge on impbits. pressures on the external balances may be greater than
However, the financial conditions involved in the those reflected in current forecasts. One risk is the
settlement of the miners strike are likely to make thisapparent acceleration of unit labour costs at the end of
more difficult. The balance of paymentsTfe former 1998 (important for price-sensitive exports). Even in
Yugoslav Republic of Macedonaso remains fragile. countries where the nominal exchange rate has recently
The current account deficit is expected to remain largeglepreciated, it is uncertain whether it has been sufficient
financed largely from official sources. The completion ofto prevent a further decline in competitiveness. Second,
several large privatizations, including the statenew shocks could once again curb access to the
telecommunications company, is being counted upon tinternational financial markets. Third, FDI flows could

ease funding pressures. Plans to obtain a credit ratirfgll short of expectations if the investment climate
were derailed by the Asian crisis. worsens or because planned privatizations do not go

ahead. The risks are greatest for the most financially
Steep falls in the value of the leu are expected t@onstrained countries, several of which could default on
curb imports and reduce the current account deficit in théheir external obligations. Needless to say, the failure of
Republic ofMoldova Large arrears on payments due inseveral countries to obtain adequate financing could have
1998 and 1999 have led to rescheduling negotiations further contractionary impact on the region as a whole.
which are necessary even with the help of multilateral
financing. Privatization plans, including Moldtelecom, (v) Short-term funds, macroeconomic instability

The $2 billion target current account deficit and
repayment obligations &tomaniain 1999 total nearly $3
billion. The government hopes to finalize an agreemen‘f}:
with the IMF (which it failed to do in February) and .
conclude the sale of several large assets to strate

have been set back by depressed asset valligsine and sustainability
faces a major challenge in 1999 in financing a current o ] )
account deficit (estimates range from $400-$900 million), ~ Although capital inflows are essential to sustain a

debt repayments of $1.5-$1.6 billion (increasing to g2 gourrent account deficit, they can themselves threaten the
billion in 2000), and arranging natural gas financing WithSUSta'nab'“ty of a country’s financial position. ~Large

Russia (Gazprom) and Turkmenistan. Without IMF anOcapital inflows can boost domestic demand and the real

other multilateral sources of funds Ukraine may not beexchange rate, causing the current account balance to

able to avoid defauling on some of its financial, o oo This has been the experience of several
obligations® 9 transition economies since they started the reform process

and liberalized the foreign secfdt. In the first half of
Assuming that imports remain at their current1998, Poland, the Czech Republic, Hungary and the

account surplus in 1999 (in January the merchandisi€m capital (often exceeding the FDI inflows; chart

trade surplus rose to $2.1 billion). This surplus could3-7-2) which placed upward pressure on real exchange

help the federal government meet a large share of it@t€s (chart 3.7.1) and current account deficits.

external debt servicing obligations in 1999 ($17.5 billion

in principal and interest). However, capital flight remains

570 Although large trade surpluses emerged after the devaluation of

the rouble in August 1998 and surrender requirements on export receipts

568 . . were tightened, official reserves have barely changed, remaining below
The surcharge, which covers about 60 per cent of imports, was puf1 2 pjllion (including $4 billion in gold).

into place in early October 1998. It is to be gradually reduced and fully

eliminated by the end of 2000. The action appears to be in response to an”'~ Some payments to the Paris Club of official creditors were missed
IMF warning in October that current fiscal and monetary policies werein October and parts of the commercial debt (London Club) are
unsustainable. technically in default.
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Ukraine has failed to meet the IMF’s conditions for disbursements > “Capital surges into the transition economies, 1990-1997”,

of three monthly tranches. UN/ECE, Economic Bulletin for Europé/ol. 49 (1998).
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Subsequently, the devaluation in Russia triggered Other adverse consequences of recent short-term
short-term capital outflows which caused sharp declinesapital flows and exchange rate appreciation have been
in exchange rates and/or losses of official reserveshe erosion of profitability, and in some cases, large
Although some currency depreciation was welcome — theterilization costs in relation to GDP. In a number of
Czech, Hungarian and Polish authorities had beegases, interest rates were raised to protect exchange rates
concerned about the impact of appreciating exchangghen short-term funds were withdrawn from following
rates on export growth — the correction occurred undefhe rouble devaluation in August (section 3.2(ii)). In
crisis conditions and cost Hungary, for example, aboufjyngary, at least, domestic interest rates have been kept
$2 b||||0_n in reserves. 'Wlth the easing of tensions in thEhigher than might be justified purely by macroeconomic
international markets in the last months of 1998, shortgonditions in order to deter speculative attacks on the
term flows returned to these countries, again pushing UBurrency?”® (Conversely, the recent narrowing of interest
exchan_ge_ rates, often to pre-Crisis Iey_els. . Theate differentials may make these countries even more
appreciation was not welcome by the authorities since t;?h.llnerable to currency speculation). More generally,
growth of exports and output had faltered and curre ere is considerable risk involved in financing persistent

ggg%umetdae;'gf[ﬁeyvgzm\’v'?eer;'?ghor-[_?gn?%%eir; }[gﬂg\?\l\;%urrent account deficits with short-term credits, as several
y P P transition economies are doing. Thus while certain types

driven largely by financial factors, moving real exchange f foreian short-term caoital are essential for the
rates in the opposite direction to that required for externf 9 P

adjustment. In fact, economic fundamentals pointed t unctioning of a market system, in_financing merchandise
the need for a real depreciatih. This was the position tralde, for ;exa;]mple, theﬂ economic usefulness ofh_lar:Ige
taken by Czech and Polish officials in the final months of/'UMmes ot S ort-term flows across borders is highly
1998 and early 1999 when they argued for lower interefuestionable!

rates (and thus some currency depreciation) to give  Given the apparent costs and risks to the transition
exporters a boost. In Hungary, where exchange ratgconomies, an important issue is how to respond to large
movements have been constrained by the +2.28nhort-term capital inflows. Cuts in domestic interest rates
intervention band, exports have continued to grow at @when this has been made possible by falls in inflation)
high rate. have not always helped to diminish inflows (and such a

The potential adverse impact of capital surges orpolicy can anyway exacerbate current account deficits).

exchange rates, export competitiveness and curremfor did the widening of the exchange rate corridor in
account balances are a source of concern to polic oland seem to be successful in this respect, although it is

makers the world over. The phenomenon may b& Widely recommended policy prescription.  This
especially important for most transition economies sincéPParent impotence suggests the need for additional
they appear to be facing relatively large price elasticitiedStruments (preferably market-based) to control short-
of demand for their expor& This implies that a given €M capital. However, if market-based means are
appreciation of the real exchange rate has a greatg}effecnve—as they have proved to be in other emerging

negative impact on their export growth than for countriedn@kets — the case for considering direct controls on
with lower elasticities. If this is correct, exports and theShort-term  capital, as a means of preserving
current account balances of the transition economies afgacroeconomic — stability and promoting ~ economic
particularly vulnerable to capital surges. Moreover, adrowth, becomes very strong.

their economic growth so far has been predominantly

export-led (section 3.2), their overall macroeconomic

performance would also be sensitive to capital surges.

573 This recalls the Czech experience in early 1997, several months
prior to the abandonment of the koruna band. Heavy demand for euro-
koruna bonds drove up the exchange rate while export growth was
coming to a standstill and the current account deficit was growing rapidly.
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See the price elasticity estimates in sect. 3.6. There would appear
to be several reasons for high export price elasticities, all associated with 575 Gy guranyi, President of the National Bank of Hungary. He

the particular economic development of the former centrally plannedygded that real interest rates would also be kept high to curb domestic
economies. The quality of goods was generally lower than in the wesjemand. The Wall Street Journal Europd7 December 1998. The
(this was reflected in relatively low export unit values) and the exportrecent Hungarian and Polish experiences show that even countries with
commodity structures of the transition economies were broadly similargood  economic  fundamentals are not immune to contagion.
implying keen competition between them. Also the share of foods, rawbaradoxically, the great strides they have made in developing highly
materials and semi-finished goods in their exports — products facingiquid domestic securities markets have actually made them more
higher price elasticities than high value added manufactured goods — ig,inerable to changes in investor sentiment.

relatively large. Export price elasticities have probably declined during
the transition process (but not necessarily in all countries) due to This is a view which is increasingly shared even by members of
restructuring, FDI, and other factors, but they may still appear to bethe private financial sector. For example, see the comments of D.
higher than in other countries. For various reasons, the import elasticitiesachman, Managing Director of Emerging Markets Economic Research
of demand in the transition economies are generally assumed to be lowat Salomon Smith Barney, to the IMF Economic Forum, “Financial
than those of exports which would imply that an appreciation of themarkets: coping with turbulencelMF Survey(Washington, D.C.), 14
exchange rate could curb exports more than imports. December 1998.
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