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FOREWORD

The ECO Annual Economic Report for the year 1999 with its new contents has been prepared by the Directorate of Economic Research and Statistics (DERS) of the ECO Secretariat in collaboration with National Focal Points (NFPs) in compliance with the requirements of the ECO Rules of Procedure and the recommendations of the 9th Regional Planning Council (RPC). Chapter 1 of this Report describes the macro-economic performance of ECO Region in 1998 and also illustrates its future economic outlook and potential focusing on major variables namely real economy, external balance, fiscal and financial policies. Besides, developments in the main fields of ECO sectoral cooperation such as Transport and Communications, Trade and Investment, Energy, Minerals, and Environment, Industry and Agriculture alongwith information on Subsidiary Institutions of ECO are described in this Chapter.

Chapter-II of the Report contains brief description of the macro-economic situation in each Member Country for the years 1998 and 1999 with regard to the issues indicated in  Chapter-1 where future economic outlook and prospects for the years 2000-2001 have also been dealt, with Chapter-III of the Report outlines a comparative picture of the ECO Countries economies and developments in the region as a whole containing  statistical data pertaining to the period 1994-1998.

Every effort has been made to collect as much data as possible from the national statistics of Member Countries, wherever available. However, certain parts of the Report are based on data obtained from international sources such as publications of IMF, World Bank, Economist Intelligence Unit and others. The final texts and data contained in the following pages were considered by the 10th Regional Planning Council and approved by the experts of Member States. 

It is hoped that the Report with its limited scope would provide a useful framework for the economists, researchers and policy makers alike to facilitate their endeavours in the analysis of regional economic co-operation. The ECO Secretariat will be grateful to receive any comments/views as well as any suggestions to improve the Report in subsequent editions. 

ECO Secretariat

May  2000.

1.1.
MACROECONOMIC PERFORMANCE

OF THE ECO REGION IN 1998


The unstable economic environment during 1998 hindered the economic performance of ECO countries as a whole. The major developments affecting current world economic environment included the financial   crisis and its contagious effects. The Asian financial crisis had  adverse  effects  worldwide, especially on the emerging capital markets in Asia, Eastern and Central Europe and the Latin America. These effects  became more pronounced with the Russian financial and payments  problems and manifested themselves in the Brazilian currency  crisis. In the following pages the macroeconomic performance of ECO countries has been assessed by four major sectors, namely, real economy, external balance, fiscal and financial policy.

A. Real Economy.


The aggregate Gross Domestic Product (GDP) of the ECO region  at the current prices reached to 470,473 million US dollars or 1.63 percent of  the world wide GDP in 1998. In comparison  with 1997, it grew by 16,330 million US dollars or 3.6 percent. The growth  of GDP at the current  prices has been observed in most of  Member States in 1998 as compared to 1997 except for an insignificant  decline  of GDP growth happened  in Kazakshtan and Kyrgygzstan. Average  index  of Gross Domestic  Product per capita in ECO region was three times less than the  average figure of the world.


In  the composition of GDP, the share of services was  dominant in all  the ECO countries. Annual production in agriculture sector registered a growth in 1998. Industrial output in  some of the  countries  showed growth  and in others it fell due to certain economic difficulties. Particularly it concerns the energy sectors of Kazakhstan and Turkmenistan.

 Annual average inflation rate in most of the ECO countries tended  to  reduce. However, in Iran and Kyrgyzstan, it showed a small  increase. Unemployment rate in 1998  remained at the level of 1997 in almost all the ECO countries.


The population of the region in 1998, grew by 2 percent in comparison with 1997 and reached to the level of 342.84 millions, which 

was equal to 5.78 percent of the world’s  population. Fixed  growth of population in the region was little greater than the world’s index, and indicated as 1.98 percent  compared to 1.73 percent in the world. 

B.External Balance.

          In 1998 the  ECO Member Countries as a group lost their  position achieved in the recent past in the world trade. For instance, total imports at the region in the world wide reduced  its share from 1.65 percent in 1997 to 1.51 percent in 1998 and exports from 1.26 percent to 1.11 percent respectively.


Calculated without trade information  on Afghanistan, the aggregate imports of ECO countries decreased by 5.5 billion US dollars  or 6.0 percent and aggregate  exports by 7 billion US dollars or 10.5 percent within the above-mentioned period. Reduction  in the volume of exports was observed  in all the ECO countries except  Turkey and in the volume of imports  except  Iran.

 ECO intraregional trade during the same period remained  insignificant in some of the ECO countries. The share of intraregional exports of Pakistan was just 1.7 percent, of Turkey, - 4.2 percent, of Iran and Kazakhstan – 7.3  and 7.4  respectively. While  for  Turkmenistan it amounted to 65.2 percent, for Azerbaijan – 35.3 percent, for Kyrgyzstan and Tajikistan – 29.7  and 27.7 percents, respectively.


Trade deficit was  observed in all the ECO countries except Uzbekistan. For the first time a high  trade  deficit amounting to 1,293 million US dollars was registered in Iran during 1998.


Taking into account that the ECO countries badly needed private foreign investment for development of their economies, it should be stated that some of them were not successful  in this regard. So , in  Pakistan, for instance, the direct foreign investment declined by 51 percent in 1998 as compared to 1997. The same situation was observed in Iran, Kyrgyzstan and Tajikistan. On  the other hand, the flow of foreign direct investment was successfully increased in Azerbaijan,Turkey, Turkmenistan and Uzbekistan. 

C. Fiscal Policy


During the period under review, all ECO Member States continued their efforts  to improve  their  fiscal policies. In countries such as  Azerbaijan, Tajikistan and Uzbekistan amendments  to the tax codes  were introduced with the aim to raise the revenues. But  despite  measures to avoid  the budget deficits in all the countries the expenditures increased significantly.


As a result the budget  deficit grew  in most of the ECO countries   In Iran,  Kazakhstan, Kyrgyzstan, Tajikistan, Turkey and Turkmenistan for 

instance the budget  deficit  registered  an increase of more than 5 percent  of GDP which  is considered  very problematic for  sustained socio-economic development. Consequently,  some of the countries were forced to use foreign exchange reserves or find other funding sources to bridge  the fiscal gaps.


Quite difficult situation was  observed also in the area of  debt servicing in almost all the ECO countries. A  proper correlation between external debt and  GDP shows  the ability of a country to pay the debt. And it  was observed  that  this ratio was unfavourable in case of countries like Kyrgyzstan, Pakistan, Tajikistan and Turkey. 

D. Financial Policy


Existing  financial systems in ECO countries are quite different. In some of the Member countries, like Iran, Turkmenistan and Uzbekistan most of the banking  assets and lending assets  are still in the state hands. In the second type of countries  like Azerbaijan and Tajikistan the banking  and credit  systems are in transition stage. The bank’s recapitalization in Azerbaijan, for example, was expected to be completed in 1999. A new law on Banks was approved by the Parliament in Tajikistan.  Public  sale of banking  assets  is also intended to be conducted in Iran during the next 5 years socio-economic Plan beginning in March 2000.  The remaining  ECO countries  like Turkey, Kazakhstan, Pakistan and Kyrgyzstan already have the functioning  commercial banking systems.

     
The Central Banks of the  ECO countries  in 1998 had taken a number  of measures to tighten their respective monetary  policies and liberalise  interest rates. The annual  interest rates declined  to  65.4 percent from 71.2 percent in Turkey.

For the management  of the budget  deficits  most of the countries  continued  successful utilization of  such monetary  instruments as Treasury Bonds. The first  Treasury Bonds  auction was also introduced in Tajikistan.  Annual interest rate on Treasury Bonds  in Turkey declined to 101.4 percent in the middle of 1999 from  145.1 percent at the end of 1998.  Vice versa,  it was increased in some of  the Central Asian countries. For instance, in Kyrgyzstan, it  increased from 132 percent in 1997 to 144 percent in 1998.

In most  of the ECO countries,  depreciation of the  national currencies  was observed. Due to crisis in Russia, the Central Asian countries at the end of 1998 witnessed abrupt fall in their national currencies. In  Kyrgyzstan the exchange  rate fell from 22 Som per US dollar in November  1998 to 39  Som per 1 US dollar in the first quarter of 1999. The Tenge in Kazakhstan also depreciated by more than 20 per cent at the end of 1998.However, despite  the  fiscal  and  monetary problems   and thanks  to the  urgent  governmental  measures the situation  improved during 1999. 


 1.2.
DEVELOPMENTS IN THE MAIN 

FIELDS OF ECO COOPERATION

1.2.1 Transport and Communications


Development of Transport and Communications in the ECO region is the highest priority field of cooperation among the ECO Member States which is being implemented under the Programme of Action for the ECO Decade of Transport and Communications (1998-2007). The Programme consists of three main sections:

1. Development of physical infrastructure of “East-West” (including TRACECA) and “North-South” transport corridors.

2. Elimination of non-physical barriers on main transit-transport routes of the ECO region.

3. Implementation of the Plan for the Development of Telecommunications and Postal links in the ECO Region.

As it may be seen from the aforesaid, different sections of the Programme of Action reflect the vital aspects of the development of Transport and Communications in the ECO region.

On the whole, the growth in the volume of transportation by land among the ECO Member States both in direct and transit traffic continued during 1999. However despite the above-mentioned growth, the existing transport services do not fully meet the customers’ requirements yet. There is great demand for regular and reliable transportation of goods with a minimum guaranteed time of delivery and relatively low transport costs in the region. ECO’s endeavours continued during 1999 to assist the Member States to meet this demand in the foreseeable future.

The following events/meetings were held during 1999 to implement the Programme of Action for the ECO Decade of Transport and Communications:

1. In pursuance of the recommendations of 2nd  Ministerial Meeting on Transport and Communications held in March 1998 in Ashgabat the main text of Transit Transport Framework Agreement (TTFA) was developed and signed by Member States during the 8th ECO-COM Meeting held in May 1998 in Almaty. The Annexes of TTFA have almost been finalized and they would be submitted to RPC and other decision-making bodies of ECO in the year 2000 for consideration.

2. The Government of the Islamic Republic of Iran with the assistance of the ECO Secretariat’s Directorate of Transport and Communications has finalized and published the ECO Railway & Road Network Maps. 

3. The 4th Meeting of the Heads of ECO Railway Authorities held in Lahore on 26-28 October, 1999, decided to set up an Experts Group to study and formulate a flexible tariff policy for economical and efficient organization of railway transportation in the region. The first meeting of this experts group will be held sometime during 2000.

4. At the same Meeting, the Kazakhstan Railway Authorities presented a preliminary schedule of the proposed demonstration container train to be run from Almaty to Istanbul on the Trans-Asian railway route which at present is under consideration of the railway authorities of the concerned Member States.  

5. The Experts Task Group of the ECO Member States, in their two Meetings, worked out a draft Action Plan for opening the international passenger traffic along the main Trans-Asian Railway line Almaty-Tashkent-Tehran-Istanbul that was adopted by the 4th Meeting of the Heads of ECO Railway Authorities. According to this plan, the first international passenger train will start from Almaty to Tehran on 5 January, 2001.

6. The Technical Experts Group Meeting on establishment of a Common Information System for efficient organization of railway transportation was held in Tehran on 29-30 August, 1999. According to the recommendation of this Meeting, Railway Experts from Iran, Pakistan and Turkey were invited by the railway authorities of the Republic of Kazakhstan to study their existing railway information system. Experts from Iran and Turkey only attended the meeting. They have prepared an agreed report and recommended that the developed information system of the Kazakhstan railways may be taken as a basis for Common Information System of ECO railways.

7. The formulation of the agreed Project Document of ECO/IDB/ESCAP/UNCTAD Joint Project on: “Introduction of International Multimodal Transport Operations in the ECO Region” has been finalized.  A Technical Assistance Grant Agreement was signed between Islamic Development Bank (IBD) and Economic Cooperation Organization (ECO) at ECO Secretariat on 11 September, 1999 under which IDB will provide $272000/- for implementation of this project starting from January, 2000.

8. ECO Shipping Company continued its profitable operations during the year under review with its leased vessels. However, contributions from the relevant Member States (Except Iran) towards the share capital of the Company are still awaited to be paid to make it a self-sustaining and viable concern.

9. The draft Terms of Reference for the proposed ECO Permanent Commission on Transport and Communications (PCTC) were finalized by the High-level Experts Group appointed for this purpose in its second meeting held in ECO Secretariat 4-6 September, 1999. The draft TOR will now be submitted to the third Ministerial Meeting on Transport and Communications to be held in Pakistan in April, 2000 for further consideration.

10. The 12th Annual Meeting of the Directors General of National Telecommunication Companies and Postal Authorities of ECO Member States was held in Istanbul on 1-3 December, 1999. The Meeting made a number of useful recommendations to facilitate cooperation in this sector between the Member States.

11. At present, the most significant achievement in the field of telecommunications is the progress on Member States access to TAEFOS, which has connected the telecommunication systems of Kazakhstan, Kyrgyzstan, Uzbekistan, Turkmenistan, Iran and Turkey with South-Asia and Western European networks. Azerbaijan, Pakistan and Tajikistan are expected to be connected to TAEFOS soon.

1.2.2:   Trade & Investment :

A. An Overview of ECO Trade Cooperation

Trade has been identified as one of the priority areas for regional cooperation among ECO Member States. In this regard, recalling the Treaty of Izmir, the founding Charter, taking measures towards progressive removal of trade barriers within ECO region and expansion of intra and inter-regional trade, constitute one of the most important objectives of ECO.

            For realization of this objective, a number of projects and programmes have been embarked upon. These projects and programmes can broadly be grouped into three categories: trade-liberalising activities, trade facilitation projects and other trade cooperation areas.

           The main thrust of the work in the field of trade liberalising activities has been towards the removal of tariffs and non-tariff barriers in the region. To this end, the High-Level Expert Group (HLEG) established in 1998, held its second meeting on 2-4 August, 1999. The group prepared a draft Framework Agreement on ECO Trade cooperation, which lays down the principles for trade cooperation among the Member States as well as setting the guidelines for evolving into an ECO-wide trading arrangement. 

In this respect, Trade (Commerce) Ministers of ECO Member countries will convene for the first time on 4-6 March, 2000, in Tehran, in order to establish an ongoing policy dialogue among the policy authorities on how to improve the trade cooperation and thus to expand intra-regional trade.

            The trade facilitation activities cover the areas such as transit trade, customs, and trade information networking system, which are aimed at simplifying procedures for all regional transactions, and creating an environment for effective regional cooperation in trade sector.

            In this regard, the ECO Transit Trade Agreement (TTA) signed in 1995 is one of the important trade facilitation projects. Latest developments concerning the implementation of the TTA were reviewed in the 6th meeting of the Heads of Customs Administrations of ECO Countries held on 10-11 June, 1999 in Tashkent.  Member States were urged to finalize the pending issues such as Rules and Regulations of ECO Passage Document (EPD), nomination of Guaranteeing Associations and other relevant steps.

            Other important issues agreed by the Heads of ECO Customs Administrations included the establishment of a Council of ECO Heads of Customs Administrations, reviewing implementation of the MOU on Cooperation against Smuggling and Customs Frauds and offering training 

facilities. Moreover, the Heads of ECO Customs, realizing that the present transit charges are one of the major trade barriers, agreed to collect the relevant data in this respect with the ultimate aim of reducing these charges in the ECO region.

 ECO Cooperation with the regional and international organisations  further developed during the year 1999. ECO was accorded Observer Status in the  WTO Committee on Trade and Development (CTD)  and third WTO Ministerial Conference on ad-hoc basis and was invited to attend the 25th Session of CTD on 4 June, 1999, and Third Ministerial Conference held on 30 November to 3 December, 1999 in Seattle, USA. Accordingly, an ECO Mission attended both Meetings  and the issue of further cooperation between ECO and WTO was discussed. Furthermore, another activity accomplished jointly with the WTO Secretariat was the second WTO Seminar on Multilateral Trading System (MTS) for ECO Countries held on 22-23 April, 1999 in Antalya (Turkey). During the Seminar, it was agreed that a training course on Trade Negotiations Simulation Techniques for ECO countries would be organized with financial and technical assistance of  WTO in the year 2000.

           In addition to these activities, first contacts with International Trade Center (ITC), a joint subsidiary organ of WTO and UNCTAD, supporting developing and transition economies, particularly their business sectors, for expanding their trade, were established by the ECO Secretariat. In this regard, the ITC offered to undertake its South-South Trade Promotion Programme which is designed to increase intra-regional trade and then organizing buyers-sellers meeting in a real situation to arrange  trade transactions among the business communities of the ECO Member States.

           The ECO Secretariat was also invited to the First Focal Point Meeting on Increasing Intra-Trade among the Islamic Countries, held on 27-28 September, 1999 in the Islamic Development Bank’s Headquarters. In this Meeting, it was agreed that the IDB would support the OIC sub-regional organizations’ trade activities particularly related to the Buyers and Sellers’ Meeting.

            Within the context of trade and investment information networking in the ECO region, the relations with ESCAP continued in the past year. ECO participated in the ESCAP Meeting of the 11th Steering Group of the Committee on Regional Economic Cooperation, held in September,1999. The meeting, among other issues, discussed regional trading arrangements and the integration of developing countries into the international trading system.

B. Trade Situation in the ECO Region 

In 1998, aggregate ECO exports amounted to 58.5 billion US dollars, declining by 13.6 percent over the year 1997. Aggregate ECO 

imports also experienced a decline by 5 percent in the same year resulting in 84 billion US dollars.  Total trade volume of ECO region, thus, decreased to 142.7 billion US dollars in 1998, from 156.4 billion US dollars in 1997.


Intra-ECO trade continued to decline to 6.9 percent in 1998. The precipitous fall in major commodities prices and Russian crisis have both had a significant  impact on the Member States’ economies and trade performances and thus resulting such a negative trend.  


Apart from this cyclical component there are, however, major reasons behind low trade orientation among the ECO Member States.  These are mainly in the nature of non-tariff barriers (NTBs) such as licensing, import surcharges, high transit charges, restrictions on payments, banking services and customs delays applied by some Member States, which are largely designed with a consideration of securing external balance (i.e. current account balance) and servicing external debts.  


In addition to these factors, the lack of information on existing market opportunities in the region is another important factor.  Because of this presumed insufficiency of information, it is generally considered that regional market potential is negligible.  


Furthermore, infra-structural deficiencies (both physical and non-physical) concerning land and railway transportation, lack of institutional and human resource capacity in Azerbaijan and Central Asian Member States can be reported as the main constraints to trade expansion in the region.

1.2.3.ENERGY, MINERALS & ENVIRONMENT
ENERGY

On the  implementation of Ashgabat Declaration’s (14 May,1997) parts pertaining to energy development in  ECO region different Ad-Hoc Committee meetings and Experts Group meetings were held during 1997-99.  In relation to ECO Oil and Gas Pipeline Route(s), the Third High Level Experts Task Group (3rd HLETG) meeting (30th September-1st October 1999) in Islamabad finalized the Draft of a comprehensive Terms of  Reference (TOR) for the consultant(s) for preparation of a feasibility study as it was adopted by the 9th RPC.  However, the meeting decided that the Secretariat may continue its efforts with the international financial institutes/ banks for obtaining the needed funds.  In case the Secretariat did not succeed then a decision at the ministerial level may pave the way for the funds to be made available.

With reference to Interconnection and Parallel Functioning of the Power Systems of the ECO Member Countries in follow up of its previous meeting, the Third Specialized Experts Task Group (3rd SETG) in its meeting held in Ankara during 7-8 December 1999 agreed that the  subject pre-feasibility study  be handled by the ECO Secretariat.  The Terms of Reference (TOR) which was prepared by the 2nd SETG and adopted by the 9th RPC was amended accordingly and the coordination function of the aforementioned study was determined.


The first meeting of the ECO Executive Directors of Oil, Gas, Petrochemical and Power Industries was held in Almaty (1st MEDOG&P) during 8-9 October 1999.  The meeting drew up the agenda for the 1st ECO Energy/ Petroleum Ministerial Meeting which will be hosted by the Government of the Islamic Republic of Pakistan in the year 2000.  The meeting also prepared the Draft Protocol on Cooperation in Energy/Petroleum in ECO Region and Draft Plan of Action for Energy/Petroleum Cooperation for the region during the year 2000-2004 for consideration and approval by the Ministers.  Moreover, the meeting requested the ECO Secretary General to send letters to the World Energy Council (WEC), World Petroleum Congress (WPC), International Gas Union (IGU), Interstate Oil and Gas Transport to Europe (INOGATE) and Energy Charter Conference (ECT) for the  establishment of cooperative relations.  

MINERALS 

In the past, the ECO Member States in their different meetings and committees did not discuss major issues in the field of minerals.  An international Round Table Conference (RTC) on Investment Promotion for

the Mining Industry in the region did not take place despite  the Secretariat’s follow up due to lack of needed funds and Member States readiness to host the meeting.  However, the 9th RPC adopted the Secretariat’s suggestion for an ECO event titled “ECO Minerals Experts Meeting” in cooperation with UN-ESCAP on enhancement of regional cooperation in minerals sector and drafting ECO Minerals Plan of Action.  A comprehensive preliminary annotated programme/agenda for the said event was prepared and circulated by the Secretariat.  The Islamic Republic of Iran offered to host the event and it is expected that a new date will be fixed by the host  counry for the event to take place in the year 2000.

ENVIRONMENT

A Plan of Action for ECO region was proposed by a workshop on Urban Air Pollution within ECO countries held in Ankara on 22-23 December 1997. The said Plan of Action was adopted by the 8th RPC and supported by the 9th RPC.  The Almaty Declaration (14 May 1998) in its relevant paragraph also emphasized the importance of regional cooperation on environment.  The Secretariat pursued  the Member States objective on environmental cooperation with different international bodies and a workshop on the subject was held in Girne during 27-31st August 1998. The 9th RPC in para 66 of its report requested the Member States to cooperate on regional pollution prevention/control as outlined in the aforesaid workshop proceedings. 

          As it was decided by the 9th RPC, the first experts meeting on ECO Energy Resources Development and their Environmental Impact Assessment was held in Islamabad on 28-29 September 1999.  The meeting discussed the issues in detail and proposed a guideline on environmental impact assessment (EIA) for the region which has been circulated and followed up vide Secretariat‘s various correspondence.

         For  proper assessment, a questionnaire  on the data collection and description  of environment status in the ECO region was prepared and circulated  in collaboration with UN-ESCAP.  An appropriate investigation should  be undertaken in the region  jointly with the support of  the Member States. 

         The Ministry of Environment and Natural Resources of the Republic of Kazakhstan proposed that issues of Aral Sea Region Rehabilitation Programme, Caspian Water Pollution Control, Semipalatinsk Nuclear Testing Ground Soil Rehabilitation (SNTG) may be included in the list of topics for the technical and economic studies in the ECO region.


A regional Ministerial Meeting  on environment will be organized during the year 2000 with support of UN-ESCAP. 

1.2.4. Agriculture, Industry and Health

AGRICULTURE


The agriculture sector plays a vital role for sustainable economic development in  most of ECO Member States.  The Quetta Plan of Action and Istanbul Declaration also give due priority to the preparation of comprehensive studies for application of improved technologies and methods for maximization of agricultural output.


The Secretariat in this regard submitted different proposals to the Member States for undertaking studies, surveys and projects. Those proposals included the establishment of ECO agricultural data bank, strengthening the capacity of the existing research institutions of the Member States, development of linkages among the research and training facilities, survey of the agricultural mechanization facilities of Member States, harmonizing policies at regional level to combat desertification, cooperation in the forestry sector, development of dwarf fruit trees, management of mangrove wood land in the arid and semi-arid zones, cooperation in sugar beet seeds development, prevention of post harvest crop losses, integrated pest management (IPM), conference of chairmen of agricultural banking, experts exchange programme, establishment of a commission for prevention and control of transboundary animal diseases,  seed development and production, etc. 


The Task Force on the Establishment of Buffer Zones in Border Areas of ECO for Animal Quarantine held its second meeting in Turkey in 1998 in which the Member States emphasized the need for strengthening regional cooperation in combating diseases such as rinderpest, foot and mouth disease and sheep-goats pox on regional basis through sharing of each others’ experiences.


During  the Experts Meeting on Plant Quarantine  held in Turkey, in 1998, the Member States agreed for the regular exchange of information regarding locust attacks and also fully supported the need to establish ECO Plant Protection Organization, which would result in achieving higher volume of  safe trade in plants, seeds etc., among the Member States.


For further strengthening of cooperation in the field of agriculture among the Member States, there would be a number of meetings and events during the year 2000 such as a Workshop on Diagnosis of Livestock Diseases, Conference of Chairmen/Senior Executives of Agricultural Banking, Establishment of ECO Plant Protection Organization, Integrated Pest Management as well as Foot & Mouth Disease.  These events would help formulation of useful recommendations to further develop these proposals into viable projects/plans.

Within the framework of its agreement on cooperation with FAO, the Secretariat had proposed to hold a seminar on Food Security in ECO Region  during 1999,which is now expected to be held in the year 2000.
The ECO Secretariat also concluded an MOU with “ICARDA” in June 1999, for joint actions in the fields of common interest and in accordance with objectives and principles of both the organisations.
INDUSTRY


With the globalization and opening up of world economies, new challenges and opportunities have emerged, necessitating new strategies and approaches to be adopted by ECO Member States to integrate their economies with the world economic system.


The ECO Member States like Islamic Republic of Iran, Islamic Republic of Pakistan and Republic of Turkey,  have made some progress in achieving international competitiveness in the industrial sector  while the new Member States are in transition stage. There is a need for serious and timely efforts by the Member States to restructure their financial and economic systems so that they can also adequately benefit from the globalization process. It is an encouraging sign that the ECO Member States are well aware of these factors and are taking necessary steps in this regard.


The Member States are carrying out public sector/state enterprises reforms to reduce financial burden on the limited government resources and improve operational efficiency of those enterprises to cope with the need for changing the industrial environment.  In this connection, close and productive cooperation among the Member States needs to be strengthened.  The ECO Secretariat has submitted several proposals to the Member States for sharing experience by them to avail full advantage of the complimentarities in their economies and the economies of scale.  For this purpose a workshop on privatization process in ECO region is under consideration with World Bank Institute’s  participation during 2000.


To strengthen cooperation among the Member States in the field of industry, the ECO Secretariat has  proposed a number of other meetings and events such as seminar on ECO-Consultancy and Engineering Company (ECO-CEC), ECO/UNCTAD Training Programme for the Negotiation of Bilateral Investment Treaties and the Workshop of the Managers of Research and Development Centers and Investors.


For the promotion of regional cooperation in Small and Medium Sized (SMEs) Industrial Development, a workshop  was held in Ankara, Turkey, in November, 1998, in which the Member Sates agreed for the need to enhance institutional support to the development of SME’s in ECO region at national and regional level.   In view of the pivotal role played by SMEs in the manufacturing sector of developed as well as developing world, it is envisaged that more emphasis would be given to this aspect for regional cooperation  in future.


It is expected that the ECO  activities envisaged to be held during the year 2000  would help to share experiences and skills in the industrial sector among the Member States.

HEALTH


The need for cooperation among the Member States in the field of health was emphasized by the Health Ministerial Meeting held in Tehran in January, 1994.  Among other things the said meeting outlined a broad framework for further deliberations by the relevant experts from the Member States to prepare sound and viable proposals/plans and projects for sharing experiences and resources by the Member States to benefit from each other.  So far ECO/UNFPA and ECO/UNICEF and WHO have jointly held four events each.


Next year i.e. in 2000, UNFPA and ECO are going to jointly host a Conference on Expanding Contraceptive Choice and Improving Quality of Reproductive Health Programme.  


In addition, ECO Secretariat is in consultations with UNICEF and WHO to identify specific areas for joint endeavours for improvement of health conditions of the people of ECO region.

1.2.5. SUBSIDIARY INSTITUTIONS

A. ECO SPECIALIZED AGENCIES

 ECO CULTURAL INSTITUTE


The Charter of the ECO Cultural Institute(ECI) was adopted by the Council of Ministers (COM) in their meeting held on January 21-23, 1995 and was signed on March 15, 1995 in Islamabad during the Third ECO Summit. 


Afghanistan, Azerbaijan, Iran, Kazakhstan, Pakistan, Tajikistan, Turkey and Turkmenistan have signed the Charter. However, only Afghanistan, Iran, Pakistan, and Tajikistan have  ratified it so far.

 
The first meeting of the Board of Trustees of the ECO Cultural Institute was held in Tehran on October 22-23, 1996. The Board approved the nomination of the President of the Institute, Mr. Ali Akbar Parvarish.


Two more nominations for the ECI Board of Trustees have been received. Kazakhstan has appointed Mr. Diussen Kasseinov, Chairman Culture Committee in Kazakhstan’s Ministry of Education, Culture & Health as their member to the BOT. Nomination of Mr. Shamsaddin A. Akhundov, Deputy Minister of Culture of Azerbaijan has also been received as Azerbaijan’s  member to the BOT of the Institute.



With the arrival of the Executive Director from Pakistan on May 9, 1999, impetus was added to the operational activities of the Institute as envisaged in the cultural programme approved by the 28th CPR meeting.


During the years 1997-1998 the drafts of  the Basic Documents of the Institute were worked out jointly by the ECO Secretariat and Cultural Institute staff. Based on the recommendations of the 34th CPR Meeting held on July 27, 1999, the anomalies in the basic documents of the ECI have been corrected through a meeting between the Legal Adviser of the ECO Secretariat and the Executive Director ECI held on August 07, 1999. The report of the Legal Adviser in this regard was approved by the CPR in its 36th session held on  October 31, 1999.


The 2nd  Meeting  of Board of Trustees  of ECI was held in Tehran on January 25-26,2000. The  Meeting  approved the ECI Budget for 2000, ECI  Emblem and a 3 Year-Plan of Action. The Meeting  also approved  the replacement of ECI President, H.E. Mr. Ali Akbar Parvarish who has been succeeded by H.E. Mr. Mahmoud Boroujerdi of the Islamic Republic of Iran for the remaining tenure.

 ECO SCIENCE FOUNDATION


The Charter of ECO Science Foundation was signed during the Third ECO Summit held in Islamabad on March 15, 1995. All the ten Member States have signed the Charter. However, so far, only Azerbaijan, Iran, Pakistan, Tajikistan and Turkmenistan have ratified the Charter of the Foundation.


The host country Pakistan invited the Member States twice for the first Meeting of the Board of Trustees of the Foundation on January 6-7, 1997 and 8-9 December 1998 in Islamabad. Each time the meeting, however, could not be held due to lack of quorum.

The draft Basic Documents of the Foundation prepared by Pakistan were circulated by the ECO Secretariat for views of the Member States in 1999. Since there were some ambiguities in them, Iran and Turkey suggested that these may be referred to the Legal Adviser of the Secretariat to bring them in harmony with those of the other two ECO Specialized Agencies namely ECO Cultural Institute and ECO Educational Institute. The matter is at present under consideration by the Legal Adviser of the Secretariat.

       According to the Turkish authorities, the ratification of the Charter and Basic Documents of the Foundation can only be processed ahead after the said documents are cleared of anomalies/ambiguities as per decision of the tripartite meeting which was also endorsed by the 8th COM Meeting held in Almaty in May 1998.

 ECO EDUCATIONAL INSTITUTE


During its last meeting held in Tehran on February 25, 1997, the former Committee for Educational, Scientific and Cultural Cooperation (CESCC) recommended that the Regional Planning Council (RPC) may consider the establishment of an ECO Educational Institute. Accordingly, the 7th RPC Meeting held in Tehran in February 1997 adopted the proposal for the establishment of the said Institute with its headquarters in Turkey. An Experts Group Meeting to prepare and finalize the Charter of the Institute was held in Ankara on 15th April, 1997. 


A Tripartite Committee comprising representatives from Iran, Pakistan and Turkey was constituted as per decision of the 17th CPR Meeting to finalize the Basic Documents (Staff/Financial Regulations, Rules of Procedure etc.)  of the ECO Cultural Institute. This Committee held two sessions in February and April 1998 respectively. The Committee agreed that a set of uniform rules/regulations be framed for the three Specialized Agencies of ECO viz. Cultural Institute, Science Foundation and Educational Institute. The agreed texts of these documents including those of the Educational Institute were adopted in the 8th COM Meeting.


Except Uzbekistan, all the ECO Member States had signed the Charter of the Institute on the occasion of the 8th COM Meeting  and the Fifth ECO Summit Meeting held in Almaty on May 11, 1998. Since the signing of the Charter of the ECO Educational Institute in May 1998, no ratification has so far been intimated by any signatory Member State.

B.ECO REGIONAL INSTITUTIONS

ECO Trade and Development Bank


The Islamic Republic of Iran, Islamic Republic of Pakistan and Republic of Turkey agreed to establish the ECO Trade and Development Bank(TDB) and signed the Articles of Agreement at Islamabad on 15 March, 1995.


The main objective of the TDB will be to finance intra-regional trade and development projects in the ECO Member Countries.


The principal office of the Bank shall be located in Turkey. The authorized capital shall be EU 1 billion divided into 10,000 shares. (one EU equivalent to 1 SDR).

         According to the amended Articles of Agreement of TDB, EU 300 million out of the authorized capital shall be subscribed by the founding members and the equivalent of EU 60 million shall be paid by them in equal amounts within 90 days from the date of the coming into force of the Agreement. The remaining 240 million EU shall be paid in ten equal 

consecutive annual installments 12 months after the establishment of the Bank.


The Agreement has been ratified by the Islamic Republic of Pakistan. Recently, the Parliament of the Republic of Turkey has also approved the said Agreement but the instrument of ratification is as yet awaited.


ECO Reinsurance Company


The founding members (Iran, Pakistan, Turkey) have agreed to convert the already existing ECO Reinsurance Pool into ECO Reinsurance Company and have signed on March 15, 1995 at Islamabad an MOU for this purpose. It was also agreed that the headquarters of the Company shall be situated in Karachi, Pakistan. In compliance with this decision, the portfolio of the ECO Pool has been shifted from Istanbul to Karachi w.e.f. 1st January 1996. However, since a linkage was established between ECO Trade & Development Bank and ECO Reinsurance Company, the Company could not be formally established. 


On the other hand, a serious decline in the number of the member companies as well as the premium volume was observed in the years following the transfer of the ECO Reinsurance Pool to Karachi. Upon the request of CPR, in its 12th meeting held on 24 August 1997, the ECO Secretariat prepared and circulated a comprehensive status report on the 

subject matter (Secretariat’s Note Verbale CECC/CIN/802624 dated 25 February, 1998.)


The CPR, in its 20th meeting held on 13 April 1998, took note of the reports of the insurance companies related to ECO Reinsurance Pool expressing concern on the decline of the volume of transactions of the Pool. Furthermore the Council invited the relevant authorities in Pakistan to extend their full support to facilitate and enhance the activities of ECO Reinsurance Pool and requested the other Members of the Pool to do the same.


Serious concern was expressed on the declining ECO Pool’s situation in terms of business volume at the 24th meeting of the Technical Committee of ECO Reinsurance Pool held in Tehran, on 25/26 July 1999. The Iranian delegation asked for prompt consideration of this critical situation by the three founding members and their respective decision making authorities to clear the very ambiguous situation of the ECO Pool.


ECO Shipping Company


The Agreement and the Articles of Association of ECO Shipping Company were signed by six Member States namely: Islamic State of Afghanistan, Islamic Republic of Iran, Republic of Kazakhstan, Kyrgyz 

Republic, Islamic Republic of Pakistan and Turkmenistan in Islamabad on 15 March, 1995.


The Agreement and Articles of Association did not need ratification by signatory Member States. So the Company was established in Tehran on 5 December 1995. However, none of the signatory Member States (except Islamic Republic of Iran) has paid its share capital of the Company so far.


The Company had hired two multi-purpose ships for its operations. However, the leased ships are being demanded back by the Shipping Lines of the Islamic Republic of Iran. The COM in its 9th meeting in Baku, while calling upon the concerned signatory Member States to fulfill their obligations in the year 1999 also requested the Government of the Islamic Republic of Iran  to extend the financial lease of two vessels “ECO Ekram” and “ECO Elham” until the year 2000 so as to enable the Company to become a financially viable concern.


Similarly, in pursuance of the recommendations by 9th RPC contained in para 23(ii) of its report, the Managing Director of the Company was to send missions to the Member States for meetings with relevant authorities and concerned private companies to promote further development of the Company.


ECO Air


Four Member States namely ,Islamic State of Afghanistan, Islamic Republic of Iran, Islamic Republic of Pakistan and Turkmenistan signed the Agreement and Articles of Association of the ECO Air Company in Islamabad on 15 March 1995 with an authorized capital of US$ 30 million.


Later the capital of the Company was reduced from $30 million to $12 million. But so far, none of the signatory Member States has paid its proportionate share. 


Since the Agreement and the Articles of Association of ECO Air did not attract the interest of signatory Member States, it has been placed on the agenda of the next meeting of Civil Aviation Authorities and Heads of National Airlines to be held in Karachi to review the issue.

ECO Chamber of Commerce & Industry


The ECO Chamber of Commerce & Industry (ECO-CCI) was established on June 10, 1993. Its objectives are to contribute to enhance economic cooperation and relations in trade, industry, agriculture, tourism, contracting, engineering and banking sectors as well as to realize joint investments among the Member States.


National Chambers of Azerbaijan, Iran, Kazakhstan, Kyrgyzstan, Pakistan , Tajikistan and Turkey are members of ECO-CCI.


The Chamber held its 6th General Assembly and 9th Executive Committee Meetings preceded by the 6th Joint Transit Committee and 3rd Industrial & Investment Committee Meetings on April 28-29,1999 in Ashgabat (Turkmenistan).

Some important developments related to activities  of the ECO-CCI  are listed below:

i)
ECO-CCI after final approval of the amendments in the ECO Passage Document (EPD) will print and distribute it.

ii)
ECO-CCI in collaboration with ECO Secretariat will prepare an informative booklet with regard to the functions of the Guaranteeing Associations which will be distributed to Azerbaijan and Central Asian Member Countries.

iii)
A Seminar/Workshop for private investors and the representatives of research and development organizations of Member States will be held in Tehran.

iv)
Since the Chairmanship of Pakistan of ECO-CCI ended in 1999, the meeting decided that the next Chairmanship for the term 2000 and 2001 will rotate to Azerbaijan.

v) Next ECO Trade Fair will be organized by ECO-CCI on 20-25 April

          2000 in Karachi-Pakistan.

        ECO College of Insurance


The ECO College of Insurance, formerly RCD College of Insurance was reopened in 1991. The College located in Tehran is affiliated with Allamah Tabatabai University. The College is at the moment catering to the Insurance training needs of the ECO Member States. The subjects of study include economics, law, management, applied sciences, accounting, finance, and insurance leading to a Bachelor of Science degree in Insurance Management. 


So far, 43 students including 6 non-Iranian students have graduated from the College since its reopening in 1991. Out of currently registered 136 students, 64 are male and 72 are female. Besides a majority of Iranian students, 16 students come from ECO countries including Afghanistan, Kazakhstan, Tajikistan and Turkmenistan as well as from Bangladesh- a non-ECO Member country.


Five scholarships from the Iranian Ministry of Culture & Higher Education are annually offered to non-Iranian students from ECO Member States. The graduates of the College are exempt from appearing in part of the ACII Associateship Qualification Examinations.


The future Plans include launching an MBA Programme in Insurance and Risk Management and the establishment of two more programmes, with emphasis on business administration and financial affairs.

2.1. ISLAMIC STATE OF AFGHANISTAN

Afghanistan’s economic development  continued to be interrupted by civil war during 1998 as well. Due to present wartime situation in Afghanistan and lack of reliable data , proper  evaluation of the economic situation in that country is not possible. However, recently Afghanistan was rebuilding the foundations of their agrarian economy with the help of ongoing international humanitarian and rehabilitation assistance. Over 16 million people are struggling to survive in a traditional economy, which has been shattered by civil war.

The national economy of Afghanistan suffers endemically from the absence of export earnings, jobs, banking system or reconstruction plans. Afghanistan has always been an agricultural society. Therefore, the system of small-holder agriculture is extremely resilient and the attachment of families to their land is very strong. Since 1990, village work teams, non-governmental organizations and private firms built 15,400 km of retaining walls for flood control, repaired nearly 1300 km of roads and bridges, and hundreds of small, rural infrastructure projects restored irrigation to 125,000 hectares of land which yields at least 130,000 tonnes of wheat per year. 


Nonetheless, the available statistics on the country’s economy show that the volume of external debt of the country still exceeds the Gross Domestic Product produced together in all sectors of the economy. The foreign trade balance from 1993 to 1996 was negative; specifically in 1996 it was considerably down as compared to the previous years. Moreover, at the moment, a small minority of Afghans have access to safe water, sanitation, health care and education.

2.2.
REPUBLIC OF AZERBAIJAN

         


I. country Report

A.  Real Economy

The year 1998 was significant for the economy of Azerbaijan as confirmed by macroeconomic stabilization and growth in all sectors. The real Gross Domestic Product (GDP) increased by  10%,   industrial and agricultural outputs by 2.2% and 6.2%, respectively,  transportation of cargo by 16.2%,  transportation of passengers by 9.0%, and commodity circulation by 10.3%  in 1998.  Share of non-governmental sector  reached to 59.5%  of  GDP.  Per capita  GDP amounted to  2.1 million manats or 536.6 US dollars, which was about  5.9% higher  than in  1997. 

The total output of  industrial enterprises  in 1998  reached to  11.6 trillion manats which showed an increase  of 2.2% in comparison with 1997. The essential  growth of production was observed on 14  types of 26 main industrial items. Annual production  in the fuel complex increased by 7.5%, in electro-energy by 5.9%, petrochemical industry by 1.2%, glass and china-furnace  industry by 5.2% .  About 26.4% of industrial output was produced in non-governmental sector, which also increased by 33.8% in comparison with 1997.  However, slump in the production was observed in metallurgy, chemicals and light sub-sectors   of industry.    

Radical reforms introduced in agricultural sector and land privatization enabled   to increase the production in agriculture by 6.2%  in comparison with 1997. Private sector’s share  of agricultural production was 96.5% in 1998. Production of potatoes  increased by 89.1 thousand tons or 39.9%, fruits 59.7 thousand tons (18%), vegetables 6.9 thousand tons (1.4%), melon and gourds 21.7 thousand tons (38.0%) compared to 1997.  At the same time, the production of cotton and grain fell in 1998. One of the main reasons resulting in reduction of cotton production was  decrease in the sown area by  26.6% and low purchasing prices.   As far as strategically important agricultural products are concerned, their reduction was first of all caused by non-sufficient provision of agricultural services by  the newly established agricultural structures.      


The  situation  remained stable in livestock. In this sector all public cattle was privatized. This process made a positive impact on  provision of  the population with livestock products. Thus, the heads of livestock such as sheeps increased  by 66.3 thousand or 3.6%, goats –244.9 thousand (4.6%), meat production –9.4 thousand tons (10.4%), milk – 65.000 thousand tons (7.4%) and eggs – 16.6 billion pieces ( 3.4%) as compared to 1997.   


It should  also be mentioned, that positive results were  also intended in   the infrastructure sector. Broadening of the International Eurasian Transport Corridor, creation of the non governmental sector resulted in positive tendency in the branch of transport and communication.  Commonly used transport conveyed  50 million tons of cargoes(16.2%) more than in 1997. Transportation of passengers was   850.1 million people more or 9% higher than in 1997. 3.8% of  all cargo transportation fell to the share of non governmental sector and physical persons.  The telephone stations capacity comparing with 1997,  increased in 1998  by 13.4 thousand telephone connections which significantly improved the provision of  telephone communication to the population. 


The main macro-economic indicator-index of consumer prices(CPI) sharply reduced as a result of measures taken and consumer prices for goods and services  during last year became cheaper by 0.8 % if we compare it with 1997. The average salary of the paid staff  increased by 19% and amounted to 168.4 thousand manats.

B.  External Balance


Total capital investment amounting to 6.5 trillion manats, was made for the development of the economy during 1999. Foreign investment was  68.6% of the total volume of the capital investment.  The growth of capital investment was 23% in  1998 in comparison with 1997.


The government presented the draft 1999-2000 privatisation programme to parliament.  Drawn up with World Bank recommendations, it envisages sale of strategic stakes in large enterprises to foreign investors through tenders.  This could provide the necessary capital and expertise for restructuring the ailing industrial sector.  However, when country’s most attractive assets were being sold out through the voucher programme of privatization, a secondary voucher price plummeted to less than US$ 30 by year-end, down from US$ 60 during the summer.  


Consumer goods and  paid services amounting to10.6 trillion manats were sold to the population in 1998. Commodity circulation   increased by 10.3% and paid service volume by 14% comparing with 1997. Informal sector created during  the transition period  is becoming more important and if we compare it with organized trade, it proved to be   more dynamic. Only 32.8% of goods  were sold by organized trade and share of non-governmental sector  was 67.2%. 


Foreign trade liberalization played its part in increasing the volume of trade. Within 1998 the governmental and non governmental organizations established foreign trade relations with 103 countries of the world. Due to that foreign trade turnover reached to 1682.7 million US dollar showing an  increase of  6.8%. Imports were 1076.5 million US dollar (increased by 35.5%,) exports - 606.2 million dollars which decreased  by 22.4%, comparing with 1997. As regards the composition     of imports 32.3% (348.3 million dollar), machinery and  equipments, electric equipment, 16.4% (176.8 million dollar) foodstuff. Foodstuff amounting 48.5% was imported from CIS countries and 51.5%  from out of CIS countries.    


Azerbaijan has sent  to the  countries out of CIS 3399.3 thousand tons of oil and oil products amounting to 272.7 million US dollar which is equal to 72.9% of all trade  volume with these countries.

C. Fiscal Policy


Azerbaijan’s macro-economic performance remained impressive. The growth rate of GDP accounted for 7.4% in 1999 and the share of non-governmental sector in GDP reached to 62% at the same year. Oil prices had been halved since end-1997, denting export and budgetary revenues.


Governmental revenue amounted to 2748.4 billion manats in 1999 or by  18.5% more compared to 1998. Government expenditures made up at the same period 3208.6 billion manats. Deficit of the budget  achieved to 439.6 million  manat  which is equal to  2.8% of the GDP. 


A new tax code has been introduced which aims to raise revenue performance through the closure of loopholes, tighter supervision of tax registration, and the granting of more authority to enforcement agencies.  However, some concerns have been voiced by private investors that enhancement of powers of the tax inspectorate might exacerbate corruption.  Civil service reforms are also planned, under IMF guidance, including the widening of public sector wage bands (a wage increase for qualified staff was already granted in late 1998) and the adoption of a new civil law which increased performance-related incentives.  

D. Financial Policy


The main state organ  implementing  monetary and credit policy  in the country as well as adjusting  money supply and interest rate is National Bank of Azerbaijan.


In November 1998, President Aliyev issued a decree authorizing the public sale of the largest state owned International Bank. This bank was scheduled to be privatized in May 1999. It is likely to be privatized by a combination of vouchers and direct sales, including a 20% strategic stake for foreign investors.  The government will retain 5% ownership.  The Bank’s recapitalization has been completed with the issuance of state securities to cover government loan guarantees on non-performing assets in its portfolio. According to instructions of the Cabinet of Ministers  issued on 21 February 2000 on the basis of merged commercial banks as  “Agroprombank”, “Prominvestbank” and  “Sberbank” a  Joint Universal Stock Bank has been created. In December 1998 a securities commission was established and its head appointed.  Further progress in strengthening the regulatory framework for the issuance, registration and trading of corporate securities was planned under the IMF programme in 1999. In February 2000 a constituent  meeting  with participation  of  more than 10 shareholders was held on the establishment of the Bank Stock Exchange.

II.  Economic Outlook


The oil sector of  theAzerbaijan’s economy is going to play a key role in its further development. The  sector activities currently under way are concentrated on exploration and development of oil fields, and are financed by oil companies’ foreign direct investment.  Production, which has barely started will increase considerably over the medium-term as oil exports are expected to rise steadily to reach close to 85 percent of total exports by 2005.  At this time, the oil sector would contribute more than 50 percent of total budgetary revenues.


Given the uncertainty in oil exploration and the rapid pace at which the development of the oil sector is proceeding, estimates related to investment, exploration, and production remain at best indicative.  Nonetheless, an understanding of this sector, based on discussions and information provided by oil companies operating in Azerbaijan, preliminary as it may be, is essential for analyzing the medium-term prospects and the sensitivity of the economy to changes in the oil price. In this  connection with decree of President in December 1999 a National Petroleum Fund was created.

Structural policies aimed at reducing rigidity in the economy and creating an environment conducive to private sector investment and the diversification of the economic base are essential complements to macroeconomic policies, in making the economy more resilient to exogenous shocks and in achieving sustained growth over the medium term.

Structural reform measures generally take a longer time to put in place, and are unlikely to be used to overcome the negative impact of external shocks in the short run.  The importance is derived from their lasting impact on macroeconomic adjustment and stability, reorienting private sector behaviour, enhancing economic efficiency and growth prospects, and diversifying the export base.  Following the significant progress already made in opening up the economy to the world, more efforts are needed to be done to enhance the attractiveness of the country to foreign investors by adopting legal and judicial reforms that would protect property rights and improve transparency.

II.  Economic Outlook

2.3.  ISLAMIC REPUBLIC OF IRAN

I - Country Report

A.  Real Economy

In 1998, Gross Domestic Product (in constant  1982 prices) increased by 1.8 per cent  over the previous  year and its value amounted to 15478.5 billion Iranian  Rials. The  slowdown  in growth was mainly due to reduction in export earnings and lower investment stemmed, particularly, from  reduction in government investment.


The Agriculture sector with a growth rate of 8.1 per cent, accounted for 27.6 of GDP in  1998. Compared with  the growth rate in other sectors, this sector has achieved the highest growth rate. This  high growth rate was made possible partly due to good weather condition and adequate  rain falls in that year.

Services sectors on the other hand registered a negative growth  rate of one percent point. Despite  the slowdown  in some  service activities, it still accounts for the highest share of GDP (% 42.3). The  decline  in value added of service  sector was mainly  due to decline in value added in general  public services.

Value added in Oil  sector  in 1998 declined by 0.2 percent. The decline was mainly due to decline  in oil prices  in international markets. Oil sectors has accounted  for 16.7 percent of GDP in 1998. 


Value added in industrial group, comprising manufacturing and mining sectors registered an increase of 5 percent points in 1998 while accounting for 17.6 percent of GDP. The sub-sectors under this heading have revealed a mixed performance. The construction activities registered a negative growth rate of 10.6 percent while its share of GDP was retained at 16 percent. Value added in sub-sector viz. Water, electricity and gas has increased by 5.2 per cent in 1998. 


High population growth  that the country experienced during the period of 1976-1986 was partly due to the dismantling of the family planning programme and partly due to incentive inherited in social and economic policy of government to increase the size of family. This had a significant impact on the supply of labour force in the later years. Increase in the number of university graduates during the past years also compounded the supply of labour force. But on the demand side there has not been adequate demand for  labour, as a result the  unemployment rate had tended  to increase. The unemployment has increased from 10.8 percent in 1995 to 14.5 percent in 1998.


Consumer price index  since 1995 onwards has tended to increase at a declining rate. Its annual percentage increase has declined from 49.4 in 1995 to 17.3 in 1997. But in 1998 the index has increased by 20.0 percent.


B)
EXTERNAL BALANCE:
    Iran’s total exports are composed of two categories viz. oil export and non-oil export. Iran’s non-oil export has not gained any significant breakthrough since 1995. On the contrary, it has shown  a set back. Many factors were at force for its poor performances. Lack of a stable and reasonably long-lived export rules and regulations paralleled with uncertainty in exchange market seems to have had an adverse effect on non-oil exports. In view  of such bottlenecks, the non-oil exports have declined from a meagre amount of 3.25 billion dollar in 1995 to 3.09 billion dollars in 1998.

 Iran’s import on the other hand has shown a gradual increase since  1995. It has increased  from 12.31 billion dollar in 1995 to 13.9 billion in 1998. The increase in imports particularly the intermediate goods, seems to play a key role in acceleration of growth in production sector of economy. Iran’s import  traditionally originates from advanced countries of Europe and Asia. Iran’s trade balance in 1998 has suffered from a deficit of 896 US million dollars but compared with the deficit experienced earlier, shows a considerable decline.

Changes in international reserves indicate a decline of 1.6 US   billion dollar in 1998. This small reduction in foreign reserves has been due to government policy not to withdraw from the reserves  when foreign earnings tend to decline. Preliminary estimate on Iran’s external debt indicates that in 1998 the total debt amounted to 14 billion US dollar of which about 6 billion dollar was short term and 8 billion dollar long term in nature. Considering the contingent obligations (such as opened letter of credit not yet consigned  and future interests, then the total external debts amounts to $23.4 billion in the end of 1377(1998-99). The external debt  as percentage of GDP indicates that the debt burden has shrunk from 19.9 percent in 1995 to 11 percent in 1998.


Islamic Republic of Iran has not been very successful in attracting    foreign investment. Despite the urgent need for foreign source of investment, there seems to be some legislative constraints that do not provide adequate incentives to foreign investors to engage indirect investment in Iranian economy.

 C).
Fiscal Policy

The main concern in government fiscal policy  in recent years was to reduce deficit pressure on annual budget. In 1998 revenue  from oil export still constituted a major source of government general revenue. But  due to sharp decline in oil prices in that year, government was compelled to revise  the budget figures since its revenue was expected to fall short of expenditure as envisaged in the budget  law. Consequently, an amendment to the budget law was passed in the second half of the year. Although, the government has been tried to avoid fiscal deficit in its general budget, but unprecedented sharp fall in oil prices forced the government to accept 8 percent budget deficit. Borrowing from the banking system has been the main source of finance, accounting for about   93 percent of the deficit.


Tax revenue, as percentage of GDP was 5.7 percent in 1998 and compared with similar figure in 1997, it has declined. Tax revenue in this year could cover only 34.7 percent  of government current budget. Of course, borrowing from the internal sources financed the remaining part of current budget. Such low share of tax revenue in government budget indicates that our tax system needs a thorough revision.


Of the total government expenditure, 46.3 percent was directed towards development expenditure and the rest, i.e. 53.7 percent was allocated to current expenditure.


Preliminary estimate on Iran’s external debt  indicates that in 1998 the total debt amounted to 14 billion US dollar, of which about 6 billion dollar was short term and 8 billion dollar long term in nature. Considering the contingent obligations(such as opened letter of credit not yet consigned  and future interests, then the total external debts amounts to $ 23.4 billion in the end of 1377 (1998-99). The external  debt as percentage of GDP indicates that the debt burden has been alleviated since 1995 and that has reduced from 19.9 percent in 1995 to 11 percent in 1998. 

 D).    Financial Policy
         High growth rate in money supply and liquidity in the past contributed significantly to inflationary trend in the economy.  In order to curb the inflation, government was bent on pursuing a tight monetary policy in the course of the second five-year development plan.  Despite government’s firm determination to curb liquidity growth, the liquidity in 1995 increased by 37.6 percent.  But then, its growth rate declined to 15.2 percent in 1997.  Again in 1998, liquidity increased by 27.1 percent.  This upward trend in liquidity growth was mainly due to pressure on banking system to meet the urgent liquidity requirements felt by business enterprises. Of the increase in liquidity, 49 percent  was due to increase in net government debt and 69 percent  due to net private debt  to banking system. Changing  composition of liquidity shows that share of m2 has decreased while that of m1 has increase declined. Such changes are attributed to increase in current account transaction facilitated by banking system and also to real interest rate that tends to be negative.

Unification of foreign exchange rates has been one of the daunting challenges of the government since the very start of the first five-year plan.  The need for unification was further intensified when the policy of economic liberalization was initiated in the second five-year plan.  Now there are only two types of exchange rates viz. the so-called floating rate, which is in fact the official base rate, fixed at Rials 1750 per US dollar and the other one, so called export rate (3000 Rials per US dollar).  The latter is an under valued exchange which is applied to non-oil export sector.

         According to the third plan provision (beginning with 21 March 2000), there will be only two exchange rates in the economy, one at 1750 Rials for one US dollar.This  rate is applicable  to the limited foreign exchange allocation for the import of basic goods. The other rate will be stock exchange rates that will be determined by demand  and supply of foreign exchange in the Tehran stock exchange market.

       Equity share transaction in Tehran stock market have grown  in recent years but as an financial instrument to capital market it has not yet adequately developed. The total public equity shares transacted in stock market in 1998 figured around 1179 billion Rials, which accounts about 0.36 percent of GDP. This figure compared to that of other developing  countries of similar size, indicates the infancy of our stock market, somehow discouraging.

II.  Economic Outlook

       Government of Islamic Republic of Iran is currently working on country’s third five-year development plan (2000-2004)  to be launched in year 2000.  The main thrust of the plan is to bring about structural changes in various aspects of national economic management.  A six-percentage point increase in real GDP is fixed as the minimum plan target.  It is expected that until the launch of the third plan, for the remaining years of the ongoing plan, GDP would grow by 1.8 percent in 1999 and by 4.5 percent  in the year 2000. 

       Real Gross domestic  investment for these two years is expected to grow by 3.8 and 5.9 percent respectively. Government  share in total investment is expected to be as 40 percent in the two subsequent years. 

       Earnings from oil  export  are expected to decline by 4.5 percent in year 2000. The decline is due to increase in domestic demand for oil consumption and eventually lesser output for export. According to the model estimates, it is expected non-oil export to increase by 29.2 percent in 1999 and 17.7 percent in 2000. At the same time, import is forecast to decline by 0.6 percent in 1999 and then in year 2000 to increase by 16.1 percent, but the overall trade balance is expected to be positive.


     Tax revenue is expected to increase annually by 6 percent in real terms, during the third plan period (2000-2004).  Based on model estimates, government budget deficit as percentage of total budget is expected to remain at a very low level in 1999 and 2000 onwards (less than one percent).


   Private consumption expenditure (at constant 1982 prices) is expected to grow by 3.2 and 3.1 percent in 1999 and in 2000, respectively. On the other hand, government consumption expenditure for these two years is forecast to decline by 4.9 and 0.7 percent.

       Liquidity and inflation are expected to grow almost at the same rate (i.e. 22 and 19 percent in 1999 and 2000 ).  The outlook for employment is not promising for 1999 and 2000.  It is expected that the unemployment rate will remain at a high level of 13.7 and 14.0 percent in 1999 and 2000 respectively. It is forecast  that over the period 1998-2000 supply and demand for labour force would increase by 3.7 and 3.1 percent per annum. Under such trend unemployment rate is expected to rise.

2.4.
REPUBLIC OF KAZAKHSTAN
I.  Country Report

A.  Real Economy

External shocks had a major negative effect on Kazakhstan’s  economy during 1998. These stemmed from the precipitous fall in the prices of Kazakhstan’s main export commodities, such as oil, metals, and grain, and the Asian and Russian financial crises.  Given that about 40 percent of Kazakhstan’s trade is with Russia, the crisis that broke out there in August had a particularly serious impact.  As a result, GDP contracted by an estimated 1.5 percent in 1998, despite the positive growth achieved in the first part of the year.


With a harvest of 6.9 million tons of grain, the agriculture sector registered a decline of 10 percent.  The main cause was the severe summer drought in the northern grain producing regions.  Livestock production in cattle, sheep, and horses continued to decline, while chicken and hog production showed a modest increase.  A continued decrease in the use of fertilizers and tractors and in the total acreage cultivated was also apparent.


The industrial sector, which accounts for one fifth of GDP, shrank by 1.6 percent during the first ten months of 1998.  Ferrous and nonferrous metallurgy and the oil industry continued to grow, although the decrease in the demand for oil from Russia kept oil production only slightly above its 1997 level.  Almost all other industrial sub-sectors experienced no real growth, and production of chemicals and machine building fell drastically.  As in 1997, construction activities grew strongly because of the establishment of the new capital in Astana.  The service sector however, grew modestly.


After accounting for hidden unemployment, official statistics gave total unemployment in 1998 as 13.1 percent.  Considering the present  economic difficulties, the number of unemployed is likely to increase substantially.  Similarly poverty is expected to rise, and 30 percent of the population are already below the poverty line.  

B.  External Balance

The Russian economic crisis badly affected the trade balance of Kazakhstan.  Negative trade balance in 1998 matched to 1.7 bln US dollars.  Although the volume of exports increased, their value fell by more than 12 percent, mainly reflecting weak world prices for oil, metals, and grain, which constitute about 75 percent of Kazakhstan’s exports.  Also increase in the prices of major imports such as oil, oil products, and investment goods was observed.  As the Russian Ruble dropped sharply in value relative to the Tenge, the trade deficit with Russia was expected to have grown during the 1998.  At 6.7 percent of GDP in mid-year, the current account deficit was significantly higher than in the past, and was expected to remain high through the end of the year.  To date the government has financed the current account deficit with difficulty through large capital inflows.  Attracted by Kazakhstan’s huge oil and gas potential, foreign direct investment grew by 28 percent per year during 1994-1997, reaching $ 1.32 billion in 1997 and an anticipated $ 1.3 billion in 1998.  Consequently, Kazakhstan’s external debt situation remained under control.


Following the devaluation in April, the National Bank of Kazakhstan (NBK, the central bank) lowered its benchmark refinancing rate from 25% (where it had stood since November 1998) to 22% in July and 20% in August, in an attempt to revive the domestic industry.  Given high inflation, the real refinancing rate fell to 4.5% in October, well below its pre-devaluation rate of 29.2% in March.  Greater currency stability has encouraged the new government to loosen monetary policy further.


The devaluation has caused steep import compression, which sharply curbed the trade deficit in the third quarter.  Figures from the Agency of the Republic of Kazakhsan for Statistics, collected on  balance-of-payments  and taking into account customs figures and unofficial trade, indicate that the deficit fell from $708m in the first half of the 1999 to $69m in the first nine months of the year.  In January-September exports fell by 21.8% year on year, following a first-quarter decline of 31% year on year.  Imports fell by 35.5% year on year, compared with a decline of just 3.3% in the first quarter.  In the remainder of 1999 the devaluation will continue to curb imports, while export revenue will recover thanks to rising oil prices, resulting in  a small current-account surplus of $79m.

C.  Fiscal Policy


In 1998, 88 percent of total government revenues came from taxes . Total revenues were amounted to 13.6  percent of GDP, and total expenditures were about 18.4 percent of GDP, with the budget deficit equal to 5.8 percent of GDP.  This deficit was financed mostly by receipts from privatisation and by foreign sources.


Faced with a deteriorating fiscal situation, especially since the second quarter of 1998, the government took measures to strengthen tax collection and administration and made two rounds of spending cuts to stay within its fiscal target.  However, delays in payment of wages and pensions to public sector workers occurred.

According to the NBK, total foreign debt dipped slightly in the first quarter, to $7.331bn from $7.543bn at the end of 1998.  In 1999 debt repayments will just offset Kazakhstan’s borrowings, while short-term borrowing will fall in line with the drop in imports.  

D.  Financial Policy


The National Bank continued to follow tight monetary policy to curb inflation further.  The tenge continued its real appreciation against the US dollar until  the outbreak of the Russian crisis.  In defending the tenge the central bank spent $600 million, or about 30 percent of its reserves, and raised its refinancing rate in two stages from 18.5 percent in July 1998 to 25.0 percent in November 1998.  As a result, the tenge depreciated by 8.5 percent for the year.  Inflation amounted to 1.9 percent for the year.

II.  Economic Outlook


The devaluation in April has pushed up inflation, with the year-on-year rate reaching 14.5% in October.  It has been expected that renewed macroeconomic stability from 2000 to take  place.  


The current account has received a boost from the devaluation.  It is now expected to move into surplus in 1999-2000 as imports fell more sharply than exports in 1999 and will recover more slowly than exports in 2000.   Nevertheless high oil export revenue will keep the current account deficit low. It will peak at around $ 460 million or 2.1% of GDP in 2004.


The most important influence on the Kazakh economy will be that of the price of oil.  Oil prices have more than doubled since April, with the price of  Brent reaching $25/barrel in November, 1999.  


The strong recovery in metals prices in 2000-01 will also spur production and further restructuring and investment in the metallurgy sector, mainly by foreign firms.  Although prices will start to soften somewhat from 2002, they will be substantially higher than their 1998-99 lows.

The government seems to be paying more attention to agriculture; for example, it has earmarked Tenge2bn in the 2000 budget for pesticides to prevent a locust threat, while the new Prime Minister has made improvement in agriculture one of his top priorities, suggesting consolidation and the possibility of privatising land.  However, progress on fuel, equipment and fertilizer will continue to constrain output.  Hence the EIU forecasts average annual growth of around 2.2% in 2000-04.


Given continued strong industrial output from the extraction sector and the weak comparison base provided by the fourth quarter of 1998, when output plummeted in the aftermath of the Russian crisis, industrial output  is expected to grow by around 1% for the year as a whole.  In 2000 it will grow at a faster rate of 3% as higher oil prices and a recovery in metals prices will spur production in these sectors and regional demand will  improve.  With the opening of the CPC export pipeline in late 2001, industrial output, boosted by increased oil and gas production, will accelerate to 9% by the end of the forecast period.  An average growth rate for industrial production of some 6% in 2000-04 is expected.


The laying-down of the CPC pipeline began in mid-November.  It will run from the Tengiz oilfield in western Kazakhstan across Russia to the Black Sea port of Novorossiysk.  The 1,500-km pipeline will have an operating capacity of 560,000 b/d when it opens in October 2001 and an eventual capacity of 1.34bn b/d.


It is estimated that inflation will average 8.1% in 1999 and end the year at 15.8%.  Although the payment of wage and pension arrears and the possible lifting of the freeze on utilities prices will put upward pressure on prices in 2000, the renewed IMF programme should ensure that year-end inflation slows to around 6%, with an annual average rate of around 10%.

2.5. 
 KYRGYZ REPUBLIC

I:  Country Report

A.  Real Economy

Real GDP in the Kyrgyz economy grew by 1.8 percent in 1998, much slower than the 6.2 percent growth rate achieved in 1997.  This economic slowdown was mainly attributable to two external shocks: the heavy rainfall in May and June, which caused considerable damage in the South; and the Russian financial crisis that erupted on 17 August,1998, and whose adverse effects are still working their way through the economy.


Despite the heavy rains, the agriculture sector grew by 4.1 percent.  Grain production rose by 6.5 percent and livestock production increased moderately by 2.0 percent.  The progress made in agriculture, which accounts for more than 40 percent of GDP, is primarily attributable to the supply response to the continued improvements in the policy environment.  At the end of 1998, nonstate production accounted for more than 85 percent of the sector’s total production.  In October that year the land ownership was legally privatized, and this, together with other positive policy measures, is expected to give a major impetus to long-term growth in agriculture.

Industrial production increased by 4.6 percent in 1998.  The Kumtor gold mine was the major reason for this good performance, as most other industrial production continued to decline. The gold output had been  increased from 17 tonnes in 1997 to 21 tonnes in 1998. However, non-ferrous metals and the food industry also expanded during the year.  The transport sector grew by 4.0 percent and the service sector by 8.4 percent.


The official unemployment rate for 1998 was 6.2 percent, which was higher than in 1997.  If hidden unemployment is accounted for, the actual rate could be as high as one fifth of the labour force.  Given the massive fall in real income after independence and the recent relatively modest growth, the population’s welfare will not improve significantly for some time.  Poverty is widespread, with about half of all households currently falling below the official poverty line.  This figure reached 70 percent in rural areas.

Consequently, inflation accelerated during the last three months of 1998 and reached 18.4 percent for the December to December period, higher than forecast.

B.  External Balance


In 1998 national investment was 14.7 percent of GDP, 58.0 percent of which came from  private sector.  With private sector savings at 1.4 percent of GDP and government dissaving at 3.4 percent, the resource gap increased to 16.7 percent of GDP from 13 percent in 1997.  This gap was financed by external sources.  However, foreign direct investment remained quite low, at around US$ 50 million indicating that investors continued to be deterred by the remote location of the country, the inadequate infrastructure and the relative lack of natural resources.


The current account deficit was more than double in comparison with 1997 and the trade deficit jumped to $327 million from just $105 million.  The main reasons for this increase in the trade deficit were a 28 percent decrease in exports to Commonwealth of Independent States (CIS) countries and a 47 percent increase in imports, particularly of consumption goods from countries of the Organization of Economic Co-operation and Development (OECD). The Russian crisis and the ensuing economic downturn in Russia and neighbouring countries will continue to dampen Kyrgyz export growth, because 55 percent of Kyrgyz exports go to these former Soviet republics.  With limited foreign direct investment, the country continued to rely primarily on external assistance on concessional terms to maintain its external balance.

C.  Fiscal Policy


The fiscal situation continued to improve till early  the year, before the onset of Russian crisis which made it considerably worse.  The consolidated budget deficit was 9.9 percent of GDP (including public investment projects), higher than in 1997.  Even though the government did not meet its total revenue target, tax collection surpassed expectations because of strong performance in indirect tax collection.  Since the outbreak of the Russian crisis in August 1998, deficit financing  became increasingly difficult.  Expenditure management also suffered a major setback as sizeable arrears on wages and pensions built up to 1.1 percent of GDP.

Revenue collection remained a major problem for the government, and on an accrual basis the general government deficit in 1998 (including expenditure under the Public Investment Programme) was almost 10% of GDP.  In response, the government raised excise taxes at the start of 1999 on a number of goods by 100%.  Other measures are being implemented to improve tax collection and improve expenditure management.


The more fundamental problem behind the low tax revenues is the underlying unprofitability of the enterprise sector.  For the first nine months 

of 1998, roughly half of all enterprises either showed no growth or did not produce at all.  The accumulation of unsold products, which was up to 40 percent in some sectors, also reflected enterprises’ inefficiency.  Consequently, arrears between enterprises and on wages and unpaid budget credits rose.  Budget subsidies increased, underscoring the financial weaknesses of the state-owned enterprises.

D.  Financial Policy


In an effort to prevent further depreciation of the Som, interest rates were raised, with the yields on three-month Treasury bonds reaching an all time high of 144 percent at the end of November, before they fell at the end of the year.


The banking sector remained quite fragile and came under considerable pressure since the onset of the Russian crisis.  Two banks were recently placed under close supervision by the Central Bank.  The Central Bank has started to enforce reserve requirements more strictly, in order to prevent banks from speculating on the foreign exchange market.


Consistent with tight monetary policy, inflation declined and the Som continued its gradual real appreciation against the US dollar until the fourth quarter of 1998.  The Russian crisis then caused the Som to plummet, and it lost about 50 percent of its value against the dollar between August and the end of the year.

II.  Economic Outlook



The Russian crisis has severely affected the Kyrgyz economy and will continue to do so next year.  As a result, growth for 1999 is only expected to be about 3 percent, much lower than earlier projections.  Similarly, inflationary pressures will increase as the effects of the Som’s depreciation feed through the economy.


The contagious effect of the Asian financial crisis, and even more so of the Russian crisis, almost dried up the domestic market for Treasury bills, and will likely keep the interest from both domestic and international sources in Som-denominated assets low for some time.  This will increase the government’s difficulties in financing its deficit.  Given this situation, the government must exercise extreme prudence in fiscal management to avoid incurring a large deficit; accumulating arrears, especially on social expenditures; and undertaking external borrowing on nonconcessional terms.  In addition, it should continue to follow a tight monetary policy to curb further inflation.  Although the Som is still under pressure to depreciate further, the monetary authorities should intervene only cautiously to preserve international reserves.  The next few months will be crucial for the economy.  Any major slippage in fiscal and monetary management could have grave implications for macroeconomic stability and affect the ongoing programme of structural reforms. 


Beyond their immediate impact, the Kyrgyz Republic’s resilience to external shocks such as the Russian crisis depends principally on the progress it makes in economic transition.  Even though it has achieved considerable progress in macroeconomic stabilization and structural reforms in recent years, the government cannot afford to become complacent.  In particular, it needs to address the interrelated issues of fiscal reform, privatization, and enterprise restructuring. 


While it should continue to rationalize expenditure, the government should also continue its efforts to generate more revenues.  In contrast to its much improved collection of indirect taxes, the collection of direct taxes, such as those on income and profits, is still weak.  One major cause of this is lax tax administration.  Despite a reformed tax code, the lack of a system of rules and regulations to implement the laws is mainly responsible for the irregularities and weaknesses exhibited in tax collection and enforcement.  Such problems shrink the tax base and reduce revenues.


Thus accelerating the process of privatization and restructuring the state-owned enterprises is crucial.  The successful completion of these and other measures, such as reforming the pension system and strengthening the governance structure, will place the economy firmly on a market basis and will dramatically improve the prospects for further growth.

2.6.  ISLAMIC REPUBLIC OF PAKISTAN



I.  Country Report

A.  Real Economy

              The real GDP(FC) grew by 3.1 percent in  1998-99 as against its growth of 4.3 percent during  1997-98.  The modest increase in real GDP  was the  result of unsatisfactory performance in agriculture which registered a marginal growth of 0.35 percent, a relatively strong  growth in manufacturing which grew by 4.7 percent, and  a 4.1 percent growth  originating from services sectors. With net factor income from abroad declining  by 11.6 percent primarily because of lower inflow of worker’s remittances, the real GNP grew by 3.0 percent in 1998-99.

      The sectoral shares in GDP have changed overtime. The share of agriculture in GDP has declined from 25.2 percent in 1997-98 to 24.5 percent in 1998-99. The share of industry on the other hand, has increased marginally from 26.5 percent to 26.8 percent and  that of services  sector has increased from 48.2 percent to 48.7 percent during the same period. Notwithstanding the decline in the share, agriculture still is by far the single largest sector of the economy and also the largest source of employment.

      Overall agriculture grew at the rate of 0.4 percent, mainly due to a decline in the production of major crops by 0.6 percent and a slow increase in the production of minor crops, livestock and fishing by 0.4 percent, 1.5 percent and 3.7 percent, respectively.  Among the major crops, rice, sugar cane and maize registered an increase of 7.9 percent, 3.9 percent and 4.1 percent, respectively. Cotton, wheat and gram, however, showed a decline of 4.3 percent, 3.4 percent and 8.8 percent, respectively.

       The manufacturing sector registered a growth of 4.7 percent contributed by an increase of 2.7 percent in the large-scale manufacturing and 8.4 percent in small-scale manufacturing.  The growth in large-scale manufacturing has mainly been contributed by vegetable ghee (12.7%), beverages (28.7%), cigarettes (6.9%), cotton cloth (10.2%), nitrogenous fertilizer (4.8%) and petroleum products (3.8%).  The electricity and gas sector registered a growth of 2.7 percent against its last year’s performance of 9.0 percent.  Services sectors as a whole grew by 4.1 percent as compared to their growth of 3.2 percent in 1997-98.  Although the finance & insurance sector and transport & communications fared well with respective growth rate of 9.4 percent and 5.3 percent, public administration & defence and the wholesale & retail trade grew at the rates of 3.2 percent and 1.3 percent, respectively.

        Estimated on the basis of population of 134.5 million for mid-Year 1999 and participation rate of 28.7 percent, the total labour force comes to 38.6 million.  Of this 25.9 million or 67 percent was in the rural areas and 12.7 million or 33 percent in the urban areas.  The total number of employed labour force in 1999 was estimated at 36.2 million, as against 35.4 million in 1998.  The total number of employed persons in urban areas has slightly increased to 11.8 million in 1999 from 11.4 million, a year before.  Rural employment increased from 24.0 million in 1998 to 24.4 million in 1999.  According to Labour Force Survey 1996-97, the rate of open unemployment was 6.1 percent and 5.4 percent as per Labour Force Survey of 1994-95. This indicates that rate of unemployment has increased between these two surveys by 0.7 percent.  Moreover, the rate of unemployment is also more in urban areas than the rural areas.

      The price  situation remained under control during 1998-99. The rate of inflation as measured by CPI stood at 5.74 percent  as against the target of 8.0 percent. Tight monetary policy, complemented by prudent fiscal management and depressed international prices of Pakistan’s major imports have been mainly responsible for low inflation in the country. 

B.  External Balance

      The deficit in trade accounts increased by 11.7 percent to $ 2085 million in 1998-99 over the last year. This has resulted from a larger fall in exports than that in imports.

        During1998-99 exports (fob) stood at $ 7528 million as compared to $ 8434 million during the last year.  This shows a decline of 10.7 percent. The decline is due to sharp fall in export receipts from raw cotton,leather, fish and fish preparations, cotton yearn, cotton cloth, readymade garments, synthetic textiles, sports goods and surgical goods. Cotton exports were seriously affected as its production fell due to plants disease and foggy weather in the Punjab province. Recessionary trends in the global economy and a fall out of East Asian crisis has also adversely affected world demand and hence exports from Pakistan. Exports of knitwear, bedwear, vegetables, petroleum and petroleum products, however, have shown significant increases over the preceding year.

        Imports(fob) have fallen by 6.87 percent to $ 9613 million largely on account of lower wheat and sugar imports, decline in imports of power & electrical machinery, fall in the prices of a large number of other imports particularly oil, dampening impact of dual foreign exchange rate regime and 30 percent cash margin requirement for Letter of Credits(which  has gradually been withdrawn in January and February, 1999). Imports of crude oil, petroleum products, insecticides, iron and steel and rubber tyres and tubes  have declined due to sharp fall in prices while imports of wheat, sugar, iron and steel scrap and synthetic fiber declined on account of fall both in volumes and prices. However, the import of milk and milk products, soybean oil, artificial silk yearn and fertilisers has registered increases despite sharp fall in their prices.

         The cash foreign exchange reserves which were $ 934 million at end June, 1998 rose to $ 1740 million at end June, 1999 due to resumption of flow of resources in January, 1999 from multilateral institutions.

     External debt (short/medium and long-term) stood at $ 30.3 billion at end-June 1999, indicating a rise of $ 1.65 billion or 5.7 percent during 1998-99 as compared to a rise of $ 1.62 billion or 6.0 percent in the preceding year. Despite decline in disbursements of foreign aid, external debt increased during the year, reflecting the impact of temporary suspension of amortisation payments in the wake of economic sanctions imposed after nuclear detonation. At this level in 1998-99, it constituted 51.7 percent of country’s GDP as compared to 48.4 percent last year. 

     Foreign private investment amounted to $ 403.3 million including $ 27.3 million portfolio investment in 1998-99 as compared to $ 822.6 million  with $ 221.3 million  as portfolio investment in 1997-98. The direct foreign investment declined by 51.0 percent, whereas  portfolio investment declined by 88.0 percent.


      Long term capital inflows declined to $ 2762 million in 1998-99 as against $ 2802 million disbursed in 1997-98. The shortfall over the preceding year has occurred  mainly due to decline in food aid disbursements. While the project aid increased from $ 1552 million in 1997-98 to 1563 million in 1998-99, the  programme aid went up from $ 627 million in 1997-98 to $ 929 million in 1998-99. The food aid inflows, however, decreased by $ 353 million from $ 6223 million in 1998-98 to $ 270 million in 1998-99.

      Pakistan continued to pursue a managed floating exchange rate policy until July 21, 1998.  When, to minimize the adverse effects of economic sanctions, Pakistan moved to a dual exchange rate system( effective from July 22, 1998).  Under this exchange rate regime there existed two exchange rates, namely inter-bank floating rate and composite rate, beside official exchange rate determined by the State Bank of Pakistan. The inter-bank floating rate was determined by market forces of demand and supply and the composite rate was the weighted average of official exchange rate and the inter-bank floating rate.

      The dual exchange rate system was replaced with market-based unitary exchange rate system w.e.f. May 19,1999.  Under the unitary exchange rate system floating inter-bank rate was to apply to all foreign exchange receipts and payment both in the public and private sectors. Foreign exchange requirements for all approved purposes (including imports, invisibles, debt repayment etc.) were met by the Authorized Dealers from the inter-bank market.

C.  Fiscal Policy

      The budget 1998-99 estimated that the government revenues would rise by 15.7 percent from  Rs. 452.1 billion in 1997-98 (16.5% of GDP) to Rs. 522.9 billion (17.3% of GDP). The tax revenue were estimated to grow by 15.8 percent from Rs. 361.7 billion to Rs. 418.8 billion, whereas the non-tax receipts to rise by 16.7 percent from Rs. 89.2 billion to Rs. 104.1 billion in the same period. The revenue performance during 1998-99 shows that total receipts estimated at Rs. 512.8 billion were short of budget  estimates by Rs. 10.1 billion (1.9%) but were higher than that of 1997-98 by Rs. 76.2 billion(17.5%). The shortfall in revenue receipts was on account of tax revenue, which amounted to Rs.404.5 billion compared to Rs. 418.8 billion  in the original target. Non-tax receipts at Rs. 108.3 billion during the year were higher by Rs. 4.2 billion over the target and Rs. 33.4 billion over 1997-98.

    In the budget 1998-99 the government expenditure was estimated to  increase by 11.1 percent from Rs. 599.6 billion (21.9% of GDP) to Rs. 666.1 billion (22.0% ofGDP). During 1998-99, the Government was able to curtail its expenditure which according to the revised estimates has declined by Rs. 52.0 billion over the target. The current  expenditure has been reduced from Rs. 555.5 billion (18.1 percent of GDP) in 1997-98 to Rs. 528.6 billion (17.5 percent of GDP) in 1998-99. All heads of expenditure have remained within the budget targets, except subsidies, economic services and law and order. The development expenditure at Rs. 92.1 billion has also been lower by Rs. 18.5 billion (16.7%) over the budget estimates but higher than last year’s level.

     Pakistan’s tax structure has suffered from several weaknesses, including narrow and distorted base, over-reliance on customs related taxes, and weak tax administration. The combined effects of these weaknesses resulted in low and stagnant tax to GDP ratio on the one hand and low tax elasticity on the other. The tax-to-GDP ratio, which represents  country’s fiscal effort, has remained stagnant in the range of 11 to 14 percent over the last two decades. Such tax  structure has severely hampered resource mobilization efforts in the past despite a series of discretionary measures taken to reduce the widening gap between revenue and expenditure. The total revenue as percentage of GDP has ranged between 15 to 18 percent over the last two decade.

       In order to improve the tax and non-tax revenues, a number of measures were taken. These included broadening  the tax bases to hitherto untaxed or under taxed sectors and shifting the incidence from imports and investment to consumption and income. The motive behind reduction in tax rates was to stimulate production and investment as well as to promote voluntary tax compliance. Broadening of the tax base was for fair distribution of tax  burden among various segments of the society.

       During 1998-99 total national debt increased by Rs. 441.9 billion to Rs. 2927.4 billion. In terms of ratio of GDP, it  increased from 90.8 percent on June 30, 1998 to 96.7 percent  on June 30, 1999. The external  debt increased further by Rs. 239.0 billion to Rs. 1565.0 billion during  1998-99. This was 51.7 percent  of GDP in 1998-99 as compared to 48.4 percent  in 1997-98. Domestic  debt increased by Rs. 202.9 billion to Rs. 1362.4 billion which was 45.0 percent of GDP.


Interest payments on domestic and foreign debt  aggregated  Rs. 209.5 billion in 1998-99 as compared to Rs. 191.7 billion in 1997-98 showing an increase of 9.3 percent. Interest on domestic  debt constituted 81.5 percent of total interest payment as compared to 85.0 percent in 1997-98. Total debt servicing  accounted for 65.5 percent of total revenues and 54.7 percent of total expenditures during 1998-99.

D.  Financial Policy

  The statutory liquidity ratio (SLR) has been reduced by 3 percent from 18 percent to 15 percent. Furthermore with effect from 19 May, 1999 SLR requirements were reduced to 13 percent and cash reserve requirements (CRRs) to 3.5 percent.


  The original Credit Plan for 1998-99 estimated expansion in domestic liquidity (M2) at Rs. 164.0 billion (13.64%). The Net Foreign Assets of the banking system were projected to have a neutral impact on monetary expansion. As a consequence the domestic credit expansion was estimated at Rs. 164.0 billion (12.8%). According to the revised Credit Plan the Monetary expansion (M2) was set at Rs. 93.3 billion (7.76%) and domestic  credit  expansion at Rs. 83.4 billion (6.51%). The net foreign assets of the banking system, assessed to have a neutral impact on domestic liquidity in the original Credit Plan was expected to exert  an expansionary impact of Rs. 9.9 billion. The target for borrowing for budgetary support from the banking system estimated at Rs. 43.0 billion in the Original Credit Plan was revised to net retirement of Rs. 58.1 billion. The  provision for commodity operations was kept  at Rs. 10.0 billion while  credit to the private  sector at Rs. 82.1 billion. Other items (net) were estimated to exert an expansionary impact of Rs. 29.4 billion. 

The implementation of Credit Plan 1998-99 showed that total money supply (M2) was Rs. 75.6 billion (6.29%) compared  with the Credit Plan target of Rs. 93.3 billion (7.73%). The slow growth in money supply was mainly on account of reduced government borrowings for budgetary support during the rescheduling of some of the foreign debt and retirement of private sector credit. Domestic credit during  this period showed a low expansion of Rs. 46.1 billion (3.6%) as compared to the target  of Rs. 83.4 billion (6.51%). The net foreign assets had increased by Rs. 29.5 billion compared with Plan target of Rs. 9.9 billion.

   During 1998-99 slow growth of money supply compared to last year was entirely on account of contractionary impact of Government sector borrowing following the rescheduling of foreign debt and net government borrowing for budgetary support showed a contraction of Rs. 68.4 billion. The government borrowing from the banking  system for budgetary support, according to budget estimates, will be negative by about Rs. 15.0 billion after  taking into consideration Rs. 67.0 billion of foreign debt  rescheduled by the donors.The government borrowing for financing commodity operations is projected at Rs. 10.0 billion keeping in view the utilisation of this facility during 1999-2000. As a result of these and other developments, 

net domestic assets of the banking system are projected to grow by Rs. 109.0 billion (8.21%)during 1999-2000.

     Private sector barrows for both working capital and investment purposes and as such is one of the important indicators of economic activity. An analysis of credit utilization by the private sector during the last three fiscal years indicates the following:


•  Credit to private  sector exceeded the credit plan target.

•  Credit to private sector  increased by 15.3 percent  in 1997-98 and 5.1 percent  in 1998-99, which  exceeds the domestic credit   expansions of  15.0 percent in 1997-98 and 3.6 percent in 1998-99.

           •
 While credit increased, the investment  rates fell suggesting  an

               increase in reliance on loans compared to equity  financing.

    The Nuclear Explosion of May 28th, 1998 and subsequent developments adversely affected the confidence  of investors, so the capital market remained bearish  during the larger part of 1998-99. However, adverse impact of these developments was neutralised  to some extent  by certain  policy  measures such as relaxation of limits on investment in shares by  provident and pension funds and insurance companies, withdrawal of withholding  tax on foreign  investment in fixed  income securities, discontinuation of 0.5 percent  tax on turn-over of shares, exemption of bonus  shares from tax  and extension of tax exemption on capital gain by three years beyond June, 1998. Consequently as of end June, 1999, both KSE-100 index  and State Bank General Index  of Share Prices were higher by 19.9 percent and 7.7 percent respectively over the end June, 1998 levels. The volume  of trading at Karachi Stock Exchange  during 1998-99 also went up by 10.5 million to 25.5 billion shares. The paid up capital of companies listed at Karachi Stock Exchange increased by Rs. 3.8 billion to Rs. 215 billion while the numbers of companies listed at Karachi Stock Exchange, however, slightly declined.

The government has taken financial sector reform measures since the early 1990s. One of the aims of such reform was to correct distortions in the interest  rate structure. The maximum lending rate was as high as 25 percent in 1987, which was reduced to 22 percent in 1998. However, due to decline in inflation  the maximum lending  rate has further been reduced by 3 percentage points to 19 percent in March 1999 by various commercial banks. Lowering of lending rate is a healthy development  and is likely to boost investment activities in the economy. 

II.  Economic Outlook
  The Economic Revival Plan announced by the present Government on 15th December, 1999 would boost the economic activities through(a) revitalising the agriculture sector (b) promoting small and medium skill industries (c) encouraging oil and gas exploration and development (d) developing  information technology and software. Other factors favouring  growth include quick solution of dispute with Independent Power Producers(IPPs), transparent privatisation, promotion of small and medium scale industries through micro credit banking, restructuring  of banking and financial sector and reforms in tax and administrative system. The economy  is thus expected to achieve growth rate of 5 percent envisaged in the Annual  Plan 1999-2000. The growth  in DGP would be contributed by sectoral growth of 4.3 percent each in agriculture and large scale  manufacturing,5.0 percent in electricity and gas distribution and 5.1 percent in services sector.

          The growth  in major crops will largely depend on growth in output of wheat  (by 8.0 percent), cotton and gram (by 10.4 percent each) and rice by 4.1` percent. Other contributors to agriculture growth will be minor crops (4.5%), livestock (3.0%) and fishing  (4.0%),  respectively. Manufacturing  sector is projected to achieve a growth rate of 5.8 percent during 1999-2000. The major  boost  to industrial growth  is expected from cement (10.0%), motor tyres (12.0%), trucks and buses (11.4%), tractors (25.0%), cotton ginning (10.2), electric  motors (15.3%) and petroleum  products (3.0%).

            The GDP (fc) is estimated to grow at 5.5 percent in 2000-2001. Growth prospects for the economy during 2000-2001 will also largely depend on recovery in the agriculture as well industrial sectors. The  policy measures, already put in place by the present Government will ensure speedy recovery.

     Agricultural sector is estimated to grow at 5.2 percent whereas output of major crop, minor crops, livestock and fishing sub-sector are forecast to increase by 5.9 percent, 5.0 percent and 4.8 percent respectively. Industrial sector is expected to increase by 6.0 percent. Main contributing  sectors are large-scale manufacturing (5.5%), mining  and quarrying  (5.0%) and electricity and gas distribution (5.5%). The  growth forecast for services  sector is estimated at 5.5 percent. This projected growth rate is mainly premised on 5.5 percent increase in Transport and Communications, 5.3 percent in trade and  5.7 percent in banking and insurance sectors.

 The Annual Plan 1999-2000 envisaged a nominal growth of 38.9 percent in fixed investment. Imposition of sanctions and consequent  policy changes have adversely affected the investment climate.The fixed investment, thus, would be Rs. 556.2 billion as compared to last year’s level of Rs. 400.5 The  public sector investment is expected at Rs.205.8 million as compared to last year’s Rs. 134.0 billion. The  private sector investment is projected at Rs. 350.4 billion as compared to last year Rs. 262.6 billion.

   In terms of percent of GDP, it implies an increase in fixed  investment from 13.2 percent of GDP in 1998-99 to 16.5 percent in 1999-2000. The public investment would rise from 5.0 percent of GDP to 6.1 percent, whereas  private investment would rise from 8.2 percent of GDP to 10.4 percent.Total investment for 2000-2001 is projected at Rs. 694.6 billion, which is  14.3 percent higher over the target of 1999-2000. Fixed investment is estimated to rise from Rs. 556.2 billion in 1999-2000 to Rs. 634.8 billion in 2000-2001. In term of percent  of GDP, it  implies an increase in fixed investment from 16.5 percent of GDP in 1999-2000 to 16.8 percent in 2000-2001. The public and private investment are estimated at Rs. 254.6 billion and Rs. 380.0 billion, respectively. 

  Savings  are expected to rise from 11.0 percent  in 1998-99 to 15.3 percent of GDP in 1999-2000, financing  84.4 percent of total investment. External resource requirement is at 2.7 percent of GDP and is projected to finance 15.2 percent  of the total investment. For the promotion of investment and savings, efforts will be made to enforce the fiscal discipline, enhance equity financing and improve the efficiency of financial institutions, low inflation experienced in 1998-99 (5.7%) and the further reduction in 1999-2000 would also help in realizing  larger savings. National savings are expected to rise from Rs.515.8 billion in 1999-2000 to Rs.611.1 billion in 2000-2001.  In term of percent of GDP, it implies an increase from 15.3 percent of GDP in 1999-2000 to 16.8 percent in 2000-2001.

       During 1999-2000 the total gross revenues have been estimated at

 Rs. 570.9 billion (16.8%  of GDP). Of this, tax revenues (including surcharges of Rs. 63.3 Billion) have been estimated  at Rs. 443.4 billion. The share of tax revenues in government revenues comes to 77.7 percent, while that of non-tax revenues 22.3 percent. Allowing for provincial share in Federal taxes, net Federal revenues have been estimated at Rs. 422.9 billion.

     The budget  1999-2000 has estimated that total expenditure would increase by 11.3 percent to Rs. 683.7 billion over the revised budget estimates of Rs. 614.1 billion for 1998-99. The current  expenditure has been estimated to grow by 9.3 percent from Rs. 528.6 billion in 1998-99 to Rs. 577.7 billion (17.0% of GDP) in 1999-2000. Of the current expenditure the debt servicing  liability has been estimated at Rs. 213.5 billion (6.3% of GDP) and defence Rs. 142.0billion (4.2% of GDP). The budget financed development expenditure (PSDP) has been estimated at Rs. 116.3 billion (3.4% of GDP) which is  26.3 percent higher over the revised estimates of the preceding  year.

    Credit Plan 1999-2000 envisages monetary expansion of Rs. 121.0 billion (9.44%) with net foreign assets accumulation of Rs.12.0 billion. Net domestic assets  are estimated to grow by Rs. 109.0 billion (8.91%). These growth rates have been set in the light of targeted growth of 5 percent in GDP and 6 percent increase in price inflation.

   It is expected that the external sector would show improvement in 1999-2000 due to recovery in export growth. Exports (fob) are projected to grow by 18.3 percent while imports (fob) are forecast to increase by about 8.2 percent. The import projections are based on import substitution in agriculture sector and revival of the industrial activity in the country. The increase in exports earnings is predicated on  increase in production of cotton and rice as well as revival  of the manufacturing sector, improvement in quality and competitiveness of value added products and adherence to the delivery schedule.

        For  1999-2000, remittances have been projected at $ 1300 million and foreign currency accounts at $ 500 million. With  a deficit of $ 800 million in the trade account and $ 971 million in the invisibles account, the current account deficit  is estimated to decline  to $ 1771 million in 1999-2000 from $ 215 million in 1998-99.The external sector during 2000-01 is expected to show some further improvement in the current balance due to substantial reduction in the trade account. Reduction in trade deficit will result from exports growing  at a faster rate, rather than imports. The  exports (fob)  are expected to increase by 11.7 percent as the exportable surplus would grow, resulting from increased production of agriculture and manufacturing sectors, improvement in quality of value added products and diversification. The imports(fob) are projected to rise by 7.4 percent  on account of increased imports of POL and capital goods. However, the imports of wheat and edible oils are estimated to decline due to increased domestic production.

           The workers remittances during 2000-01 have been projected at $ 1500 million and foreign currency accounts at $ 500 million. Allowing for other invisibles receipts and payments, the deficit in invisibles is anticipated to increase  to $ 1053 million in 2000-01 compared with $ 971 million during 1999-2000. With a  deficit of $ 472 million in the  trade account and $ 1053 million in the invisibles account, the current account deficit is estimated to decline to $ 1525 million in 2000-01 from $ 1771 million in 1999-00.

REPUBLIC OF TAJIKISTAN

I.
Country Report.

A.  Real Economy


In the face of   devastating economic crisis, in Russia and Asian countries. the Government of Tajikistan had to undertake massive stabilization and structural reform programmes.Tajikistan has made significant progress in macro-economic adjustment.  GDP actually increased by 1.7 percent in 1997,  the first year of positive growth since independence.  The upturn continued in 1998, with GDP growing by 5.3 percent.  The recovery in 1998 was broadly based: estimates indicate that agricultural output grew by 3 percent because of an increase in cotton production, while industrial output increased by 5 percent.  The services sector expanded as a result of the strong supply response of private traders and privatized small enterprises to the liberalization of prices and trade.


The official unemployment rate in 1998 was low at 3.2 percent of the labour force.  Actual unemployment, however, is about 30 percent, because many unemployed people do not formally registered as such.  The repatriation of refugees from Afghanistan and the demobilization of soldiers since June 1997 exacerbated the situation. 

The consumer prices increased  in 1998 in comparison to 1997 by 43 percent.

In 1998 about 1453 enterprises  were privatised.  Totally  more than 86% of the  state companies  were transferred to the private sector. Of economy by the end of 1998. The privatisation law requires that, in order for a firm to participate in the privatisation programme and be considered private, 75 percent of shares in the company must be auctioned off.  However, this rule can be waived in certain circumstances, an example being the aluminium plant in Tursunzade, where the state is completing plans for a partial sell-off but may keep a majority stake.

B.  External Balance


The balance of payments deteriorated in 1998.  The current account deficit rose from 5.5 percent of GDP in 1997 to 7.2 percent in 1998 because of the worsening trade accounts.  The value of total exports declined in 1998 as export earnings from cotton and aluminium, Tajikistan’s two principal export commodities, fell.  This was because of 

both the decline in world prices and the reduced demand from Russia and the other Central Asian republics.  


Imports declined slightly in 1998, largely because of the lack of financing.  The capital account registered a surplus in 1998 as increased disbursements from the international aid community offset a decline in foreign direct investment.  The 5 percent imports  decline has been caused mostly  because  of  decreased volume  of trade with CIS countries. 


The total investment transferred  from the different sources  into  economy of the country  were reached  to 68.3 bln. Tajik rubles in 1998.  Of this the share of governmental  investment was 68%, foreign  investment – 12 percent portfolio investment – 6 percent

The exchange rate was under considerable pressure as a large amount of Russian rubles flowed in Tajikistan for conversion (via Tajik rubles) into US dollars.  The result was that the official exchange rate with the US dollar depreciated by more than 10 percent in 1998.  Although reserves tripled from 1997 to 1998, they still covered less than two months worth of imports.

C.  Fiscal Policy


The government  made major efforts to improve fiscal management by raising revenues and rationalizing public expenditures. Taking into account an attracted  investment the budget  revenue have been achieved to 180.4 billion tajik rubles or 17.6 percent of GDP, whereas the budget expenditures have been reduced to 178.7 billion rubles or 17.4 percent of GDP.   On the revenue side, major measures adopted included introducing a new tax code, extending the sales tax to nine additional commodities, reducing value-added tax exemptions, unifying customs duties and excise tax, raising the rates of import duties and land tax, and strengthening tax administration.  On the expenditure side, the government took measures to restrain the growth of wages of public sector employees, reducing the number of civil servants, eliminate bread production subsidies, and introduced user charges for irrigation.


Faced with increasing social safety net expenditure, the authorities had attempted to increase the ratio of tax revenue in GDP by adjusting the tax system.  Revenue-raising measures included a new enterprise tax, a simplified small business tax, and a local government retail sales tax.  These measures were expected to yield 0.6 percent of GDP.  But at the same time, the sales tax on cotton and aluminium was reduced by 2 and 1 percentage points respectively at the start of 1999.  The top marginal income tax rate was reduced from 40 percent  to 35 percent and the profit tax rate from 35 percent to 30 percent  Public sector wages were increased by 10 percent from the start of 1999.  

D.  Financial Policy


In recent years, the authorities have taken steps to control the growth of credit and the money supply in an attempt to end the hyperinflation.  In this they have been remarkably successful, with the rate of inflation falling from 171.7 percent in 1997 to 143 percent in 1998.  Major measures undertaken included restricting the extension of credit to the government and state-owned enterprises, raising the refinancing rate, introducing Treasury bills and credit auction, and strengthening bank regulations and supervision.

As a result of elimination of subsidies the state budget deficit declined from about 11 percent of GDP in 1995 to 3.3 percent per year during 1997 and 1998.  However, the government’s fiscal position remained weak, as government revenues currently account for less than 15 percent of GDP.  This is inadequate for the government to spend 

sufficient amounts on social services, protection for vulnerable groups, and capital investment.


A new Law on Banks and Banking Activity, approved in May 1998, introduced prudential regulations that were close to international standards.  The increase in minimum capital requirements helped reduce the number of banks from 26 to 19 last year.  In a move to increase the range of monetary policy instruments at its disposal and tap non-monetary means of budget financing, the Central Bank introduced limited treasury bill auction in 1998.  However, in January 1999 these auctions were temporarily suspended, due to lack of demand from commercial banks.

II.  Economic Outlook


The Russian economic crisis and world commodity prices slump will dampen Tajikistan’s economic growth prospects in the short term.  Projections indicate that GDP will grow by 3 percent in 1999.  Inflation is likely to rebound as depreciation of the currency results in an increase in the domestic prices of imported goods.  The balance of payments is projected to remain weak because of uncertain export markets, the country’s substantial import needs, and the lack of foreign direct investment.  Unemployment and poverty will continue to be a major concern, as employment growth is insufficient to absorb the large number of refugees who will continue to return to the country from Afghanistan.


The process of macroeconomic stabilization needs to continue.  The implementation of structural reforms aimed at developing a competitive market economy is also crucial for sustained growth.  Tajikistan has favourable long-term growth prospects because of its abundance of natural resources, for example, hydroelectric power and gold, and relatively well-educated but low-cost labour force.  The government will need to pay special attention to privatising and restructuring medium and large state-owned enterprises, implementing land reform and restructuring the farm sub-sector, and initiating banking reforms.


Poverty is widespread in Tajikistan: some 80 percent of the population is unable to adequately meet their basic needs for food, clothing, shelter, education and medical care.  A major cause of this is the large number of unemployed.  Fighting poverty must be a focal point of the government’s development efforts.  It is taking steps to address the poverty problem by promoting development, especially in rural and war-affected areas; raising the minimum wage; eliminating arrears of pension payments; improving the social security system; and implementing a micro-credit programme.

2.8 REPUBLIC OF TURKEY

I-Country Report

A. Real Economy

Following an average growth of 7.8 percent during 1995-1997 period, Turkish economy started to slowdown in the second quarter of 1998. The slowdown was initiated by the tight fiscal and incomes policies, which were adopted within the Medium Term Structural Adjustment and Stabilisation Program launched at the beginning of 1998. The slowdown turned into contraction in the last quarter of 1998 in response to the Russian crisis and associated capital outflow, which led to a substantial increase in real interest rates. As a result, real GNP growth declined to 3.9 percent for 1998 as a whole from 8.3 percent a year earlier. The recession deepened in the first half of 1999, due to continuing high real interest rates and uncertainties prior to general election, which adversely affected private demand, and in particular, private fixed investments. Sharp decline in exports and tourism were the other contributing factors to the output contraction. Hence, real GDP declined by 5.2 percent in the first half of 1999 compared to the same period of 1998. 

Nonetheless, Turkish economy showed the signs of a modest recovery towards the end of the second quarter of 1999. In fact, sharp contraction in private consumption eased, and industrial sector performed a slight increase in the second quarter. More favourable outlook following the elections, income effect of high real interest rates in previous quarters, high increases in public sector wages and improving world economy were the main factors behind the modest recovery in the second quarter of 1999. However, the recovery was halted by the earthquake that hit the Turkey on August 17th, 1999 .

August 17 earthquake, which is the most devastating natural disaster that Turkey has suffered in the past 60 years, hit the most prosperous, heavily populated, and industrialised portion of Turkey. 

The earthquake disaster caused great damage in the region where almost 15 percent of the industrial value-added is produced, determining the acceleration of the contraction in GDP in the third quarter of 1999. Indeed, value added in industrial sector declined by 8.3 percent in the third quarter of the year, following a modest growth of 0.8 percent in the second quarter. Value added in industrial sector  declined further by 2.6 percent in the last quarter of 1999. Similarly, decline  rate in value added in the services sector accelerated to 6.3 percent  in the third quarter from 2.6 percent in the second quarter. Value  added in the services  sector declined  by 2.7 percent in the last quarter of the year. The decline rate in the agricultural production was realised as 4.8 percent and 4.6 percent for the first and second half  of the year respectively. Consequently, the decline in GDP growth gained  pace in the third quarter and realised  as 6.0 percent. Decline rate in GDP growth registered at 3.4 percent  in the last quarter of 1999.

As a result of these developments, contraction of GDP was realised as 5.0 percent in 1999. Net Factor Income from Abroad has decreased by 56.2 percent  leading a 6.4 percent  decline in real GNP in 1999.

On the basis of provisional figures, the nominal wage (net) in public sector is estimated to increase by 136.8 per cent while those of the workers covered by the collective bargaining agreements in large enterprises in the private sector increased by 85.0 percent in 1999. Consequently, net real wage is expected to increase by 43.6 percent in public sector, while net real wage increased by 12.2 per cent in private sector. 

The yearly nominal average increase in civil servant salaries (net) realised as 72.5 percent in 1999, which represents a 4.6 percent increase in real terms. Minimum wage (net) increased by 111.4 percent on annual average basis, resulting in a 38.1 percent increase in real terms.

On the inflation front, 12 monthly increases in wholesale price index decelerated to 48.2 percent in March 1999, which is the lowest level in the past eight years. However, inflation rates started to accelerate again as a result of the rise in international oil and public sector prices. Impact of the earthquake on inflation was limited due to the low capacity utilisation rates and reduction in demand in the affected region. At the end of 1999, 12 monthly increases in wholesale and consumer price indices were realised as 62.9 and 68.8 percent respectively.

B. External Balance

Total exports declined by 1.4 percent in 1999. In 1999, exports to Russia declined by 56.5 percent in nominal terms, while exports to EU countries increased by 6.2 percent. Excluding Russian Federation, exports increased  by 1.5 percent in 1999. 

The main factor behind the decline in exports was the market losses in Russian Federation and in the neighbouring countries. Even though, Turkish Lira have been depreciating in real terms against a basket that contains USD and DM since November 1998, some sectors have been suffering from the competitiveness loss visa-vis emerging market countries. High financing costs have also been an important factor behind the contraction in exports in 1999. 

In face of the sharp slowdown in domestic demand, imports declined by 11.4 percent in 1999. 

In 1999, surplus on services balance narrowed by 62.7 percent as a result of sharp fall in tourism revenues (net) (31.2 %) and rise in interest payments (net) (32.4). Other invisible revenues (net) also declined by 55.7  percent  in 1999. Therefore, current account balance yields a deficit of 1,364 million dollars in 1999 compared to 1,984 million dollars of surplus  a year earlier.

A net inflow of 4.7 billion dollars was realised in the capital account (excluding reserves) in 1999. Portfolio investments contributed to this development particularly in March, August, November and December. 

Portfolio investments (net) stood at 3.4 billion dollars in 1999 compared to minus 6.7 billion dollars in 1998. Mainly due to the increase in foreign debt repayment, a net inflow of 345 million dollars of long term capital was realized in 1999, compared to a net inflow of 4 billion dollars in a year earlier. On short term capital account a net inflow of 759 million dollars was realized in 1999, compared to a net inflow of 2.6 billion dollars in 1998. 

The Central Bank foreign exchange reserves, which were 19.7 billion dollars at the end of 1998, registered as 23.2 billion dollars by the end of  1999.

C. Fiscal Policy 



  In 1999, total budget revenues increased by 60.6 percent and registered as 24.2 percent of GNP. Despite the weakening of economic growth and contraction in imports, tax revenues exceeded budget targets and reached to 18.9 percent of GNP in 1999 compared to 17.3 percent in 1998.


     
Non-interest budget expenditures, on the other hand, rose by 83.3 percent and recorded as 22.1 percent of GNP in 1999. The rise in non-interest expenditures  stemmed mainly from increases in personnel and other current expenditures, social security transfers, tax rebates and transfers to Extra-Budgetary Funds. 



  As a result of these developments primary surplus of consolidated budget were realized as 2.1 percent of GNP in 1999 compared to 4.4 percent in 1998. Even though primary  surplus declined compared to 1998, the 1999 budget out-turn was significantly above the targeted 1.2 percent of GNP in the Stand-By Agreement with IMF.



  Consolidated Budget interest payments increased by 73.6 percent and registered as 13.7 percent of GNP in 1999. Hence, despite the continuation of primary surplus, overall budget deficit rose to 11.6 percent of GNP in 1999 from 7.1 percent in 1998.

D. Financial Policy
Despite the increase in overall budget deficit, Central Bank succeeded in protecting the external balance and in maintaining an adequate level of foreign exchange reserves. Quantitative benchmarks for Net Domestic Assets (NDA) of the Central Bank by the end of each quarter in 1999  were met.

In 1999, the currency issued and reserve money grew by 80.0 percent and 83.3 percent compared to 1998 year-end, respectively. As savings increased in line with higher deposit rates, broad monetary aggregates rose sharply in 1999. Indeed, growth of M2 and M2Y over the previous year's end registered at 108.1 and 106.5 percent respectively in 1999. Growth of credit to private sector, on the other hand, slowed down in 1999 as a result of high real lending rates and contraction in economic activity.

ISE Composite Index, which was 2.598 points at the end of 1998, increased sharply particularly in the last quarter of 1999 and realised as 15.028 points in December.

Annual interest rate on Treasury's domestic borrowing declined to 101.4 percent in July 1999, from 145.1 percent at the end of 1998. Interest rates in domestic borrowing increased to 116.5 percent in August mainly due to the uncertainties as a result of the earthquake.  Interest rates on domestic borrowing declined to 113.2 percent in September and 109.3 percent in October. This trend was strengthened in November, and the interest rates on domestic borrowing declined to 96.4 percent.  Following the announcement of disinflation program and the monetary and exchange rate framework for 2000, interest rates continued to decline sharply in December.

During 1999, exchange rate policy continued to be aimed at maintaining external competitiveness while preserving stability in financial markets.  In nominal terms, exchange rate basket which contains 1$+1.5 DM increased by 57 percent  against Turkish Lira in 1999. In real terms, Turkish Lira depreciated by 1.9 percent  against the same basket during 1999.

II. Economic Outlook

In response to unsustainable trends in public finance and substantially high real interest rates during 1999, a comprehensive program of macroeconomic and fiscal adjustment covering 2000-2002 period has been launched. This program has been supported by IMF through a three-year stand-by agreement. The main goal of the program is to lower CPI inflation to 25 percent by end-2000 (20 percent for WPI inflation) and  further to 10 percent by end-2001. 

In order to reassure financial market, strengthen confidence, attract foreign capital, and bring down interest rates, a significant fiscal adjustment is targeted in the budget for 2000. 

In this regard, the primary surplus of the Consolidated Budget (excluding privatisation revenue) is targeted to increase to around 5 percent of GNP in 2000. The adjustment in primary balance of the Consolidated Budget is targeted to be realized through both revenue and expenditure measures. 

Tax revenues are projected to increase by 71.7 percent in nominal and 20.5 percent in real terms in 2000. The rise in tax revenues will be helped by the new tax measures and by the buoyancy in economic activity.

Non-interest expenditures, on the other hand, is targeted to increase in 48.9 percent in nominal and 4.5 percent in real terms in 2000. The main expenditure saving will come from the personnel expenditures, transfers to social security institutions and tax rebates, while investment expenditures are targeted to increase in real terms, as a result of reconstruction efforts following the earthquake.

Another important element of the program is the implementation of incomes policies in line with the inflation target. In this regard, salaries in public sector were increased in line with the projected CPI inflation. Agricultural support prices will also be determined in conformity with the targeted inflation, while quantitative limits will be put in State's support purchasing of agricultural goods.

In order to make monetary and exchange rate developments more predictable and to reduce uncertainty on the value of financial investment for both residents and non-residents, Central Bank announced monetary and exchange rate policies for the following 3 years. In this respect, the exchange rate of the basket containing 1 US Dollar + 0.77 Euro was set in line with the targeted WPI inflation for 2000 announced daily basis. In the following 18-month period, the exchange basket will fluctuate within a band. On the monetary policy side, during the first 18-month period, a ceiling will be imposed on the Net Domestic Assets of the Central Bank, and Central Bank will issue currency essentially through the expansion in net foreign assets. In the second 18-month period, with the gradual widening of exchange rate band, more flexibility will be given to the expansion of Net Domestic Assets. 


    Fiscal adjustment that is accompanied by supportive monetary and income policies is expected to result in a considerable decline in nominal and real interest rates, strengthen the confidence, and to stimulate official and private capital inflows in the period ahead. 

In line with the expected decline in real interest rates, more favourable external outlook and reconstruction activities following the earthquake, private fixed investment is projected to increase by around 9.5 percent in 2000, following a contraction of 11.6 percent in 1999.  Public fixed investments also are projected to increase by 14.5 percent in real terms as a result of reconstruction expenditures. Given the substantial level of domestic interest payments on public debt and the projected fall in inflation, private consumption is expected to recover considerably in 2000. As a result, real GNP growth is projected to be around 5.5 percent in 2000.

With the projected recovery in domestic demand and output, current account deficit is expected to rise to 2.8 billion dollars in 2000, from 1.4  billion dollars in 1999. However, with the external resources ensured by the IMF, the World Bank, The EU and other countries, it is expected that net capital inflow will rise considerably in 2000 and that no problems will be encountered in financing the current account deficit.
                            2.9.
TURKMENISTAN

I.  Country Report

A.  Real Economy

With the development of economic reforms Turkmenistan is significantly improving its social and economic status.  In 1998 the Gross Domestic Product (GDP) exceeded 13.2 trillion manats, increasing by 5 percent against 1997.


Over the year 1998 the per capita income  increased by one third.  At the same time the summary index of prices  increased by less than 20 percent.  The shares of industry, agriculture and construction in the sectoral structure of the GDP reached to 29 percent, 20 percent and 12 percent respectively.   The share of services was 29 percent, and that of taxes (excluding subsidies)  5 percent only.


In 1998 investments into the capital funds amounted to 4.5 trillion manats, which increased by 17 percent against 1997.

Industry is a leading sector of Turkmenistan’s economy.  Presently more than 4.8 thousand industrial enterprises of different  ownership forms are operating in the country, hiring 208 thousand workers.  Industry is significant in creating income for the national economy, providing 80 percent of the income in the country.

The extractive branches account for 22 percent of the country’s total industrial production volume.  The level of production of consumer goods is so far insignificant.  Hence, the government is paying great attention in providing light industries and food industries with investments.  2.5 trillion manats in capital investments were put into these industries in 1998, which was more than half of the total volume of the country’s investment.   The share of gas industry was 22 percent, and those of oil processing, light and food industries 14 percent, 23 percent and 22 percent respectively.The share of the fuel and energy complex accounted  for 55.6 percent of the industrial output produced.  Turkmenistan has a huge reserves of hydrocarbons.  Natural gas, oil products, and electric energy are basic industrial branches.  

Oil extraction and  its refining branches have been developed extensively.  In 1998 more than 7 mln tons of oil had been extracted in the country of which 5.5 mln tons was produced by the State Concern “Turkmenneft”.  Primarily oil refinery production achieved  to 5.3 mln tons: besides 1.6 mln tons of diesel fuel, 2.2 mln tons of boiler oil and 0.7 mln tons of petrol had been produced. In 1999 the volume of extraction is estimated to increase up to 9 million tons of oil and 30.6 billion cu m of gas.  Whereas the expected annual oil recovery was about 35-40 mln tons.

In 1998 the total production of agriculture accounted for 4 trillion manats at the current prices.  Livestock farming produced 48 percent and plant growing produced  52 percent of the total agricultural production volume.  The volume of the agricultural output  increased by 24 percent against 1997.  

The market economy promotion realization programme, as well as the measures of the investment reinforcement had a favourable impact on the employment of the population.  The employment rate in all spheres of national economy in 1998 increased by 6 percent against 1997.

B. External Balance


The total external trade volume in Turkmenistan in 1998  had shown decline in both of exports and imports.  Exports fell down by 21.1% and imports by 20.4% in comparison with 1997.  Unfortunately the desired progress with intended export of gas to Ukraine was not achieved.  Close economic links remained with CIS countries, which accounted for 44% of the total volume of  foreign trade. 


The inflow of foreign capital was successfully continued by the government.  In 1998 the proportion of foreign credits grew in the total value of investments from 34% in 1997 to 44% in 1998.  The share of the direct foreign investment  reached to 11% of the total capital investment.


The share of foreign capital as a financial resource of investment amounted to  15 percent.  Firms from USA, Japan, Germany, Sweden, France, Austria, Italy, Turkey and Iran rendered construction project assistance and brought new industrial technologies to the country.


In 1998 out of the total amount of  hydrocarbon output shipped to the consumers  about 37 percent had  been exported to the world markets.  

C. Fiscal Policy

Although the tax code is clear, the tax system is characterised by exemptions and lack of transparency.  The central budget deficit (including commitments) was estimated to be 4% of GDP in 1998, but this does not give a full picture of the budgetary position because of the continued existence of large extra budgetary funds (for agriculture, oil and gas, and transport).  These funds display balanced budgets, but only because they are allowed to hold debt, and for book-keeping purposes they regard this as revenue.  There is little information available to give a true picture of the funds’ budgetary position.  Budgetary transactions are mainly non-cash (an estimated 41% of revenues were collected in cash in 1998) and money surrogates have started to dominate the economy. 

D. Financial Policy  

About  90% of banking sector assets and 85% of lending assets still remain in state hands. Banking supervision is weak and there is no compliance with International Accounting Standards.  There was some progress in the period before December 1998, with the official abolition of directed credits and an end to interest rate controls.  There was also increased lending by banks to SMEs following exchange rate unification and the accompanying reduction in foreign exchange arbitrage opportunities.  These advances were reversed, however, in December 1998 when a proposal by the government to merge two private banks received parliamentary approval, thus confirming the state’s ability to interfere at will in the banking sector.  Limited access to foreign exchange reduces the creditworthiness of banks for purposes of accessing foreign finance, and increases the reluctance of banks to extend loans to the enterprise sector.
II- Economic Outlook


Privatisation of large enterprises is moving ahead slowly and problem with the framework for privatisation is still on the agenda of the Government. 


The large scale economic reorganization in the country should be considered in accordance with programme “10 years to stability” which is considered by the government as a first stage in the transition of Turkmenistan to the higher level of development.  The economy of the country is becoming more open to foreign partners and investors in reference to the market laws and  regulations.


In compliance with the governmental programme more than 30 bln US dollars shall be invested into the economy of the country.  About 91% of this investment would  be allocated to the oil and gas industry, 6% to the chemical industry and 1.5% to the transportation and communications sector.  

2.10. 
 REPUBLIC OF UZBEKISTAN

I.  Country Report

A.  Real Economy


After a strong recovery  in 1997, the economy of Uzbekistan experienced slower growth in 1998.  GDP grew by 4.4 percent in 1998 compared with a 5.2 percent growth in 1997.  The country depends heavily on agriculture, but in 1998 agricultural output grew by less than half the 1997 rate.  This was due mainly to a fall in the production of cotton, the country’s principal crop and export commodity by 12 percent.  The growth of industrial output also slowed in 1998.  This was primarily due to the fall in demand for Uzbekistan’s major industrial exports, gold and gas, and the decline in their world prices.  The services sector grew more slowly in 1998 than in 1997 as the government’s policy of restricting imports of consumer goods stifled private trading activities.


The official unemployment rate was low at 0.5 percent of the total labour force in 1998, but this figure masks considerable hidden unemployment in state-owned enterprises and in rural areas.  State-owned enterprises and collective farms often retain surplus employees to avoid massive layoffs and potential social unrest.  Furthermore, many unemployed people have not officially registered as such because of low unemployment benefits.  The true figure may be well above 5 percent, and about 14 percent of the population is now living below the official poverty line.


The authorities maintained tight monetary policy to contain inflation in 1998, with only moderate success.  Inflation declined from 28 percent in 1997 to 22 percent in 1998.  This small reduction also reflected a shift in the consumption basket towards price-controlled items, the increasing restrictions on cash withdrawals from bank accounts, and the accumulation of arrears on wage and benefits payments.  The inflation rate deteriorated in the second half of 1998 because of wage increase granted to state employees and the fall in the US dollar exchange rate.  The government responded by increasing interest rate from 36 to 40 percent in September.


To mitigate the social costs of transition to a market economy, the government has attempted to adjust the wages of public sector employees and improve the social safety net for vulnerable groups.  A presidential decree issued on 1 July 1998 raised the wages of state sector employees by 50 percent and pensions by 60 percent.  The state budget will finance these pension and wage increases, which will impose an additional fiscal burden on the government.

B.  External Balance


The balance of payments came under pressure in 1998 after an improvement in 1997.  The current account deficit for 1998 was lower than in 1997.  This occurred because imports declined more than exports.  The value of exports fell by 24.3 percent in 1998 as export earnings of cotton and gold declined.  The crisis in Russia, Uzbekistan’s main trading partner, also depressed exports.  Imports contracted by 27.3 percent in 1998 because of the government’s foreign trade and exchange restrictions, a reduction in grain imports as a result of the government’s efforts to increase domestic grain production, and the substantial depreciation of the currency.  In response to the Russian crisis, foreign exchange surrender requirements generated from exports have been increased from 30% to 50% and all import duties for major foodstuffs and some pharmaceutical products have been lifted from 1 January 1999.  The authorities also announced plans recently to resume current account convertibility, with a view to signing Article VIII of the IMF’s Articles of Agreement in 2000.


The total amount of credit investments amounted to 343.3 billion Soums.  The share of medium  and long-term credits has increased.


During the year under review, 451 objects were transformed into new forms of property in accordance with the Programme of decentralization and privatization.  Money receipts from decentralization and privatization amounted to 8.9 billion Soums.


The realization of regional programmes on support of small and private business has ensured the creation of about 15 thousand new small, private enterprises including 2.7 thousand dekhkan farms.


Foreign credit  lines for support of small and medium businesses were opened to the amount of USD 140 million and DM 5 million of which USD 63 million and DM 800 thousand were utilized.  This permitted to produce high technology consumer goods.


Plans to update telecommunications in 2000, by building additional digital switches and extending the fibre-optic cable network, are likely to move forward with the extension of a loan by Japan’s Overseas Economic Cooperation Fund.  Reforms to develop public transport in five cities are being prepared and considered for funding by the World Bank in 1999.


The basis of dynamic development and structural transformation is the State Investment Programme with 369.7 billion soums of capital investment (115 percent) which was utilized at the expense of all sources of financing.


The positive changes occurred in the structure of investments by sources of financing, the share of budget means in their total volume 

decreased to 24,2 percent and share of means of the population and private enterprises increased to 19,3 percent.


In the reporting year more than 75 billion soums worth of capital investment (more than 20 percent of total volume) was utilized at the expense of foreign investments and credits.

Thirty companies, including Almalyk (a major metallurgical plant), Tashkent aircraft manufacturing association, and Fergana Oil Refinery are planned to be privatized through international tenders, with shares of between 25% and 50% on offer.  There are plans to offer stakes in 159 medium-sized and large enterprises on the stock exchange, as well as 69 medium-sized companies to foreign buyers.  However, the privatisation process has been slowed down by the state’s reluctance to give up controlling stakes in the newly privatised  industries.  This has had a negative impact on the emergence of sound corporate governance rules needed for effective restructuring.

C.  Fiscal Policy

The government continued its efforts to mobilize revenues in 1998 by undertaking new tax measures.  A new tax code and several tax policy changes designed to enhance government revenues became effective in January 1998.  The major measures included raising the value-added tax from 18 to 20%; reducing the maximum profit tax from 36 to 35 percent; and increasing land, property, and mining taxes and water fees.  Government revenues were equivalent to about 36 percent of GDP in 1998.  The government’s efforts on the expenditure side were, however, mixed.  While it continued to reduce expenditure on state administration, subsidies on water and electricity, and capital investments, its spending on wages and pensions and defense rose.  As a result, government expenditure as a share of GDP increased to around 38 percent in 1998, leading to an increase in the budget deficit.  To reduce this, the government issued a decree in September 1998 requesting all ministries and agencies to cut their staff by a quarter, beginning from January 1999.

D.  Financial Policy


The adoption of prudential regulations and international accounting rules in the financial sector has started.  A New Banking Resolution, dated 25 January 1999, has established a commission on banking sector reform, with the main tasks being the implementation of bank privatisation and the restructuring of bad debts.  A timetable has been set up to lift a rule restricting the number of accounts that can be held by each legal entity (except joint ventures) to one.  Further measures envisaged in the resolution include the gradual elimination of bank cross-shareholdings, increase in the minimum capital requirements for joint-stock banks, and reduction in limits to single shareholdings in fully state-owned banks.  The 

latter measure is geared to reduce the control of state-owned enterprises over domestic banks.


The Russian crisis has caused  large depreciation of the black market exchange rate and has slowed down growth, mainly through the reduction in exports.  The open market exchange rate depreciated more rapidly than the official exchange rate so that the spread of the two rates increased from about 100  percent in 1997 to more than twice in 1998.

II.  Economic Outlook


Economic prospects for 1999 and 2000 are not bright because of the adverse effects of the weak world commodity markets, the Asian financial crisis, and the economic turmoil in Russia.  Inflationary pressure is likely to increase as the depreciation of the currency is expected to continue.


The government needs to make a concerted effort to create a more stable macroeconomic environment, especially in the face of the Russian economic crisis.  First, it must further reduce inflation.  To accomplish this, monetary policy should focus on restraining bank liquidity, restricting bank financing for the  government budget deficit, and adjusting the central bank’s refinancing rates in line with inflation to ensure positive real interest rates.  Second, the government should correct its fiscal imbalance.  It needs to pay special attention to reducing the scope of tax exemptions, strengthening tax collection and administration, restraining the growth of public sector wages, undertaking civil service reform to downsize the bureaucracy, and limiting transfers to loss-incurring state-owned enterprises.


Uzbekistan should accelerate the pace of structural reform to create competitive market conditions.  Reform of the agriculture sector lies at the heart of structural reforms because agriculture plays a pivotal role in the overall economy, accounting for about 25 percent of GDP, 40 percent of employment, and 60 percent of exports.  While the government has strengthened the rights of individuals working on collective farms, it still needs to complete a large reform agenda in this area.  At present the authorities continue to keep producer prices for cotton and wheat low, maintain the state order system for cotton and wheat, and retain tight control over production decisions and marketing arrangements.  These defects should be remedied.


The fiscal situation is forecast to remain strained as the slowdown of economic growth reduces government tax revenues, while the government continues to try to maintain public expenditure on social 

services and protection for vulnerable groups.  The balance of payments will remain under pressure as exports become sluggish and domestic demand for imports rises.  Unemployment will remain a concern, because 

slower economic growth will reduce employment opportunities, which may lead to an increase in poverty. 

