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PREFACE

This report was elaborated by Mag. Johannes Halzapler, Managing Director,
UNICON Consulting Co., Vienna, and by Dr. Jumber Assatiany.. Consultant
to UNICON, Moscow and Tbilisi, on the basis of a personal consultancy
contract with the UN Economic Commission for Africa,

in the East European countrles, there has been a considerable echo to the

work for this study. The managers of the East European firms we visited,

welcomed the idea of the project, for instance the Bulgarlan Television

presented the project. Also the financing institutions we vistbed showed

much Interest; our interlocutors in the EC pralsed the "practice- oriented,
pragmatic and selective approach by the ECA",

Within our company we have worked for many years in Eastern Europe as
consultants for West and East European companies and organizations.
None the less it was a great pleasure and brought us new experience to
work for thig study. We want to thank the Economic Commission for Africa

for this possibllity.

We also want to thank some friende and persons for their valuable
contHbutions to this project:

Mr. Franz Granitz, UNICON, for his perfect preparation of our visits in
Bulgaria, Hungary, Romania and for his collaboration in the whole project.

Mag. Karla Braun, UNICON, for the current handiing of project
organisation

Dr. Michael Stefanov, SOFIA, for his support of aur project in Buigaria
and ‘ '

Dr. Manuel Pinchelra, MOSCOW, for additional valuzable contacts with
Russian firms. ' '




PREFACE FROM ECA .
~After the disintegration of the USSR and'the introduction o%
democracy into  the . former communist countr;es, Western European
ountrles and Amerlca are d;rectlng most of their flnanclal flows
to the tran51t1onal economies of Eastern Europe 1n order to promote
thelr development and.oonsolldate the llberallzatlon process of the
economic structures. of these countrles._

.. However, the former communist countfies are facing a'sevoro
1iqu1dlty crisis espe01ally at the level of production . ‘units,
precipitated by a severe decrease in turnover and prof1t due to the
collapse of the CMEA market. There have been. effovts to. compensate
the loss of the CMEA.market by. trylng to gain access to Westorn
narkets, but these efforts have had llttle success. Some of their
products although of good. quallty, still do not méet Western
standard. . Massive  investments are needed before European
requirements can be attained. - N

Most . firms . currently  face = the . severe problem : of
underutlllzaflon of installed capacity. In 1991 trade between
“individual states and other. members of the former CMEA market
declined by 50 - 80 per cent. For example, trade between the
former Soviet Union with other CMEA countrles dropped by 52 per
cent regardlng exports and by 58 per cent reqardlng 1mport __It
appears,t therefore, that the economzc growth of the forner
communist countrles will. depend not only on 1nvestment flows but

also flndlng outlets for thalr products 1n other words, promotlmg.
_thelr exports. N ;

Two ECA consultants respeotlvely from Austrla and RUSSla havo
vzsited more than 100 xmportant enterprlses in Ru551a, Bulqariag
_ Romanla, Czechoslovaqula, Hungary, Slovonla and Croatlau They
- studied the experlence of ‘these East European=f1rms anﬁ tholr
readzness for cooperation w1th Afrlcan entrepreneurs,_based on
mutual 1ntere$tf( Their maln conoluslon was that many of the
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products of these countrles are relevant to African countries.
_Mlnltractors pumps, bullding materlals “transportation eguipment,

hellcopters, aircraft especxally for cargo transport, fertilizers
and lnsectic1des, refrlgeratlon chambers, air conditioners,
household refrigerators and freezers, construction machinery and

~equipment, medical equlpment, pharmaceutics, structural steel for

the construction for 1ndustr1al building, reservoirs, railway cars,
mlnlng equlpment transpcrt trucks, aetc.

Evidently, for Eastern Eurcpean‘QCOnomies to restore growth
they have to accelerate econonic transformation and development and

regéin their creditworthiness: — They will only achieve this

objectlve lf they are able to trade w1th other reglons of the world
lncludlng AFRICA. ' '

The East Europeah.countriés'have expressed “interest in some
African raw materials such as coffee, cocoa and tropical fruits.

As for cocoa and coffee, for example, it might be possible to
'ﬁrocéés'these agricultufal raw materials into finished products by

settlng up joint ventures ““including African producers, - East
European Consumers and European firms who possess the necessary
technology for the productlon of instant coffee and chocolates.
The opening of large markets in the Eastern countries can have a
p351t1ve impact on trends of the prices of these agrlcultural raw
materzals. The partic1pat10n of African producers as shareholders
in; the processing of these raw materials will constitute an

important factor for the negotiation of just prices for those

products. This must be the. first concrete step for African

producérs of agricultural raw materials before regaining control of

the prlces of these products.

Trlanqular ‘Prade and Economic Cooperatlon between Eastern

Europe and Africa, and Western Burope shows clear mutual interests

for the three parties concerned. Indeed, dlSCHSSthS with the

"European Bank for Reconstructlon and development have indicated
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that the Bank will be interested in financially supporting any .

profitable investment scheme between Eastern European, African, and
EC countries. East European countries are not only willing to sell
their products to African countries but they are also interested in
going inte joint ventures with African paftners as well as with
' partners from EEC countries who could provide management and credit
facilities.

Bankable projects could be developed based on the fact that
products coming from eastern bidders are priced considerably lower
than world market prices. It must be pointed out also that for
products such as agricultural machinery, construction of medium and
~ heavy trucks, steel products specially steel for ccnstrﬁcticn,
mining equipment and machinery, chemical fertilizers, medical
equipment etc. Many of these East European products are of high
gtandard and are competitive with Western European products. The
prices of those products are sometimes up to 50 per cent lower than
world market prices.

If properly managed, they can boost the development of many
African countries because .they would open up new economnic

opportunities and because they are robust and convenient for the

stage of development of the African economies. Of immediate
interest would be intermediate technology, products such as steel
for construction, cement, chemical fertilizers, pharmaceutics.




_starting

" The severs crisis in all former comt

The present report is the result of an intensive grappiing with p?obléms of thé
economic reconstruction of the former communist states of Europe. The tasks

which these countries are facing are historic and-new. ‘Standard models -for

the transition from the .éq'ntfbliad- economy to market ecoriomy do. not exist.

Many new ways have to be proved in practice, and sometimes naw chalianges

“have to be courageously met.

What is valid for the national economies, is also valid for!the_énte_rpris_es.

The Easi-European enterprises have o create new and sound enterprise struéturesa

" as @ base for the privatization of firms. Of course, these new enterprise and

management structures require new market strategies. which have to ‘be oriented
towards the quickly and dynamically deyeioping”-_Eyrdpé"a'n-‘—-Mgrke'f_’a"nid to the ‘ever

The starting point

The East European enterprises, their products, their problems; their capacity and the
market strategies of their managers wers the practice - oriented and empiric starting

point of this study. it has been the aim of this study to ease the aconomic approach
of Eastern Europe and Africa. For this purpose, we did riot establish. 2 list of
propositions for global solutions, but we tried - by the means of visiting numerous
enterprises in Russia, Buigaria, Romania -Czechoslovaquia, Hungary, - Slovenia and
Croatia = to find products and services which could be interesting for Africa. -

We tried as well 1o explore the experience of these East European firms and ‘their
readiness for cooparation with African firms. A cooperation in a sense of mutual
interchange of products, but also in the context of new, sometimes  compistely
uncoriventional, models which are both necessary and possible due the new and as
unconventional global economic situation. . e

Some important parameters have decisive influenice on this-situation and were
oints forour reflexions: -~ ERN SR ‘ s

rhe sevefec r Cor mstcountnescaused bythebreakdewnofthe
CMEA market, severe liquidity crisis -of ‘manyfirms;: turnover ‘and ‘profit loss: of
enterprisesin the former CMEA market, a certain but riot sufficient: compensation of

. these-losses by the switch to Western markets, high need of investment financing

which, howéver cannot be covered in local curfencies due to the high inflation rates,

partly rich: experience with African markets, but also hers strong market losses .and

the desire to regairi markets. Finally, too littie know how in the field of international

1



mvestment ﬁnanctng and too htﬂe know how and fechniques-in the f;e{ds of frade
financing and marketmg From the point of view of the firms visited by us, the access
to new markets in an offensive way and with high product quahty rs linked to -many
serious probiems

G_!robai'\fisions orf‘ a New Europe

: The declswe and glebai parameter is that the deve#oped European ccuntnes cannot
permit the-formation. of a deep econormic gap right through Europe if their goal.is the
glebal integration -of Europe. The politicians are aware of this. probtem and therefore
we can observe a huge (although not sufficient in spite of the impressing. amounts)
capltal rmobilisation towards Eastern Europe.

sénective Capital Méﬁiﬁséﬁ_oh "

‘-'ThIS capltal mobmsatlon concentrates on the promotion of economzc sturctures iike
* small-and medium sized enterprises; on the privatization of gavernment owned firms,

on the reorganization of these firms, on human resources management ‘and, of
course, on the support of local currencies. This capital mobilisation is combired with
a series of subsidies, which are conceded in a selective and project-linked way.

These subsidies offer many possibilities for developing efficient trade and project
- cooperations with foreign partners in a way that also motivates the. forelgn partner
: .who can benef‘ t from subsrd:sed funds and other kmds of support .

"A mam questmn af thfs study was

Which models can be deveiopad in order to make African f“ rms pamc:paia in
the capital mobilisation towards Eastern Europe with a positive and Iong—term
effect for both partners We got to the conciusion that such cooperations are
feasible but they reqmre a careful and responslble pmject set up from both
‘srdes U ; _ , _ .

Eésté%ﬁ’Europe’ ‘;ié‘“ﬁ{eadV’

In Eastern Europe there is much wi imgness not only to export to Afncs but a!so tc:
‘buy African products or to cooperate on both markets. o .

Qut of a grea‘t number of feasible cooperatton possmmtfes, in thls study we have
' descnbgd ‘those mOdels which are typical. and: not theoretic t.e.. schemes
'conce able for East [European managers but whach a!so requlre and make poss;bie :

e

_' lex f“ nanc;ng schemes




Reconstruction and Development), as well as with representatives of the European
'Commumty in order to find out which fmancmg possrblhtles exist for such pro;ects

New ':Fiﬁ;'am':ing. lnStritx‘ments .

-Depend:ng on the objectlves and staiutes of these :nshtuﬂcns the fmancsai polscy'

varies. The general tenor, in all cases was that the main problem is the development
of economically effective projects. There is no lack of financing, but a lack of well
prepared and well defined projects. Well prepared and well defined projecis must be
bankable projects, i.e. they must not only Justafy the need of ﬂnanclng but also
provs the rentablhty of the prqeci P _ i e, . . .

The Triangié Opfibns

i’i"!’11s"ver§,! 6ﬁen requires méh'a‘gerhéni know. hsw which makes the cooperation with
West Eruopean corporatlons necessary Et is easier to ﬂnance prOJects based on this
know how. , e ‘

A_ basic rule ffor E"uropea'n‘ ﬁnancing is that best-cooperstidn'projet:ts.- are those in
which a West European Partner participates with products or services, i.e. a triangle

construction. This is valid, above all, for the whole complex financing instruments of

the European export promot;on systems (buyer cred!ts suppher credlts guarantees
export insurance systems)

Of course an East European enterpr:se that wants to export to Afﬂca cannot apsiy :

for an European: buyer credit for his African partner - but this is possmie when the

export operation is carried out together with a European par’mer who mtroduces"

part of hES product m the ﬂnal product and who centrlbutes serwces

Cond;tlons for prqect ccxoperatlons are mmtlar The EC, but aisc the European Bank
in Londan are ready to finance jomi veritures’ reg:stered in Eastern Europe (e.9.
between an East European and an African firm). it is even possibie that the first
operatlons are fmanced With a short—term operatmg credzt by the: E(., Es

A basic ruie and th;s is one of the main ccnclusaons of this study -~ s, t'ﬂat the

possibilities: for an effective trade and project financing are best, when a West

European pariner is-involved in the pro;ect or transaction. Westem management
and engineering know how also increases . the possnbi_htles_ of abtaining
internationiatly financed credits a



Structure of theReport " » '

The present report gives, in its first part, & review of the economies of tha East
European couniries, in its second part it gives a review of the international
capital mobilisation towards Eastern Eurppe and finally an assessment of the
attitude and procedures of the financing insiitutions regarding the goal of our
project, which is to develop and stimulate adequate cooperations and transactions.

These analysis are followed by a series of selective models for economic.
cocoperation between Eastern Europe, Africa and Western Europe. Thess
rmodels are not theoretic, but they are a result of many conversations held with many
representatives of firms, financial institutions, etc., as well as a result of personat -
axperience. The models have besn developed in view of their practicability, and
within the scope of this study they are, of course, only some examples of existing

possibiiities. _ o - '

The schematic representation of cooperation and transaction schemes is followad by
a survey of products which we selected from innurerable possibilities, because of
their quality, their competitive prices, and because of the wilingness of their
producers to cooperate with African partners within the scope of the propesed mods)
structures. The description of these products can, of course, not be exhaustive ang
" datailed, it is only intended to represent different product lines. R

In this study we tried to show possibilities for cooperation which are adequate for the
new economic dynamism. We did, of course, not make new inventions. We merely

tried to integraie existing possibilities end struciures into & proper mosaic, in order fo
promote ihe approach of the East Eurcpean, African, and West Eurcpean economies

in.a pragmatic way - i.e. direct cocoperatior from firm to fima. ’ '

A little step further can be taken, if this siudy is followed by concrele actions. It waz
_ also our intention to show that even for very. difficuit economic sitiations there can be
specific solutions, and to’ create some economic oplimism. If we succeeded in
conveying these ideas to some of the readérs, we have achieved our goal.
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 The deveiopment in the former CMEA countries defer
considerably. Nevertheiess, they have many.
symptoms in common: deep and global crisis in
1694, partial intensifying of the crisis --but also a =
partial " fight * recovery . in . 1882, Hyperipflatory .

developments . in. some  countries, relative

stabilization success in the currency policy of others.

The Economic Performance in 1991

As.a .reaction to- internal and external shocks in the past year the
econarmic performance in the former CMEA countries (not including the.
"foﬁnér:GDR)fdgéxeased from quarier to quarter. S

" in Hungary, CSFR, Poland, Bulgaria, Romania, the former Yugoslavia
and the former Seviet Union, .the production, ie. the industrial. tumover,
decreased 7%. after the first quarter 8.% after the second guarter and
“almost 10 % after three quarters, compared to the same periods ‘of 1990 .
The descline was relatively slight in-the former Soviet Union, '

The worét decrease was registered in Bulgaria and in CSFR. At the
beginning of the year, the governments of both countries forced  the
transition to market economy. Apart from the former Soviet Union, Poland
registerad the slightest decrease of still considerable 12 %.



ﬂynamsc Deve!apment of the Private Sector - but Pom'
Effect on the Overaﬁi Ecemmsc Perfcsrmance L

After the decime of industrial productlon of approx 25 % m 1990 a shgh{
growth had been expected :

'Although the private sector is not cdmpleiteiy'ihc'ludéd in the repbrts,' ir

spite of its dynamic development, its effect on the overall economic
performance could not be very important due {o its low shars in industrial
production.

Therefore tha crisis in the former socialist countries assumed proportions
unknown in these reglons smce the deprassuon years from 1929 to 1933.

» Besidas special factors like the war between the famer _
Yugosiav repubhcs there are four main reasons for this crisis:

Contionuous breakdown of communication streams and productian

_correiations due to the disintegration of the former central piamﬁcaﬁon

and control

structural distortions and lack of balance as a resuli of decades of
planned economy:

Especsally the liberalization of pncmg (in Poland since 1990 in Hungary
partly even earlier, in CSFR and Bulgaria at the beginning of 1991)
confributed to a decrease of production because the market prices did
not cover any more the production costs and at- the -same time
subventions were reduced

The policy of overall demand I:m:tat;on {:mporf restrictions, hfgh faxes) '
was especially severe in Polanci CSFR und Bulgaria -

The transition to world market prices and {o convertible currencies iﬁ fhe
trade between the former CMEA countries lead fo a collapse of trade.




" The trade relati

The Collapse of Markets

ons between the former CMEA countries broke down due

to the fast transition to netting with convertible currencies. .

The average trade dacline of 50 % ;.-_eo % lad for some companies to an

up to 80 % order decline. -

o By "t_hijsf"d@e!éhrﬁmf the structural problems became e,\kide?nt'mmediately: '

> - ONE-SIDED ORENTATION TOWARDS THE CMEA-MARKET

The production of most of the countries in Eastern Europe was orieted

 towards the CMEA internal demand, especially towards the market of the

former Soviet Union. The result were. enormous production capacities.
With a decrease of turnover of more than 50 %, the production capacities
were under-utilized. This lead to an increase of inflexible expenses which

... soon were not financiable any more.

" There have been efforts to compensate the collapse of the CMEA

markets by irying to enter Western markets, but these efforts had little
success. The reasons: ' _ I

The: product profiles barely ‘corresponded fo the western demand, in
many cases a qualitiy improvement was necessary. In order to meet the

- higher requirements, many companies had to raise. loans for investment

but also for financing their current costs. These credits’ became ‘much
dearer because of the rapid inflation (for instance approx. 40 % interests
in Hungary and Buigaria ). The companies got into liquidity crisis before

~ they achieved to gain new markef positions.

> .  TOOLITTLE PRODUCTIVITY IN PRODUCTION
The governmental enterprises have in common too. high manpower as
well as unprofitable cost structures. Together with “partly ' cbsolete

tachnology these factors lead to a jow productivity level and as a result of

- itto low rentabi-lify or even deficit ridden production. -



>  MONOPOLIZED FOREIGN TRADE

- A .second reason was the monopoly of foreign trade held by the
governmental fore:gn trade mmpames w:fhm the planned economy.

.- With  the reorientation towards free market structures, most of the

monopolies fell and most of the governmental foreign trade companies
were dissoived or restructured. The other companies were éntitled to
realize foreign trade on their own. The problem was the lack of know
*how. The companies had no experience ‘in international marketing, in
foreign trade financing, in risk prevention and other important skiils.

All the above mentioned countries registered a decline in foreign trade.
- Especially the former. Soviet Union, Bulgaria, Romania but also CSFR
‘sufféred & treéimendous decrease, ‘especially of imports but also, although

less important, of exporfs Only Poland and Hungary mcreased their
_ .amports _

~ The trade of the former Sowet Umon with ‘the former CMEA cc:suntnes
dropped 52 % reagarding exports and 58 % regarding !mports Based on

o ‘reai pnces th:s decline was even worse

in the trade with western countries cmty the three advanced reformer
- countries Poland, Hungary and CSFR could increase exports. After three
"; ‘quarters the exports to the West had nominally {in US dallars) lncreased
" :24% in Hungary, 19% in Poland and’ 11 % in CSFR

The other countries, especially Bu!gama report a drast:c dechne of
imports from and exports to the West. In total ,however, the trade balance
" of the whole region with the West improved mam!y due to the reduction of
* soviet imports (62%) while the total export reduction was of “only" 25 %.

> INCREASED UNEMPLOYMENT, BUT NO MASS
UNEMPLOYMENT

Compared to the decline of demand and production, until now the
unemploymenf has remained relatively low. This makes a d:fference tc

- the cns;s in the depressson years from 1829 to 1 933.

The number of unemp'lcyed in Céntra! and‘ Eastem Europe rose to 4.9
million persons until the end of September - that means that it was 2




‘mitlion higher than at the end of 1991 (only in the third quar_te} it was
increased by 900.000). o S L

" Nevertheless the decline of employment was not as fast as the decrease
'of production. The overemployment in the national companies - typical for
the controlled economy: - partly even increased, the labour productivity
decreased correspondingly: L

As the nominal wages expanded at the same time (still less than the
prices), the labour costs per unit of production rose. Generally we can.
state that the labor productivity decreased faster than the real wages.
This lead to an additional cost burden which- fogether with other cost
faciors like high credit interests and devaluation of currencies - made a
successful fight against inflation impossibie. ' o

s> INFLATION

The lowest inflation rates were registered in CSFR and Hungary. Only
Poland reported a reduction of inflation Qompare;d to the previous year.

The highest price increase compared to 1990 was reported in Bulgaria
and Romania.. In both- countries prices were only released in 1991, in
Bulgaria at the beginning of the year, In Romania niot before July. In
Romania some important food prices were frozen egain after miners'
Generally we can state ‘that the character of the inflationary "process
changes.. On the one hand the repressed inflation becomes an open
infiation, on the other hand demand factors lose their importance while
cost factors are of greater weight. R S

This phienomenon could be cbserved in Poland sin

This phienom ¢ the beginning of
1990 andanSFR and Bulgaria in ihg_’ course of 1891." o

“the liberalization of prices first lead 1o @ very important increase of the

monthiy inflation rate which subsequently decreased due to a drop of

demand. The remaining inflation level of approx. 1,5 to 5 % per month is
mainly @ consequence 'of important cost factors, especially the rising
{abor costs per unit of production and it will hardiy be possible to reduce
it by macroeconomic limitations of demand. R

‘The performance of the fourth quarter of 1991will not show a stabilization
of the development in any of the countries. That means that the industrial
production in the whole year 1991 will have decreased 18% in Central
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- and Eastern Europe, almost 20 % in former. Yugoslavaa and between 8%
and 10 % in the former Soviet Union. :

-~ The- gross domestic product (GDP) of Central- and Eastern Europe will

have registered an estimated reduction of 13% to 15 %, that of former

Yugeslavia of 25 % and that of the former Soviet Union of 13% to 15 %
compared to 1990, That means an estimated decrease of the gross
national product (GNP) of 18 % in the course of two years. '




1988 1989 1980 1901 1992
Buigaria |24 6.4 263 4350 45,0
CSFR 0,1 1,3 10,1 51,8 10,0
[Romania__ |26 8,4 7,4 167,9 1253
Foland 60,0 2470 5583 75,8 60,0
Hungary |15 17,9 27,7 35,0 27,0
215 0,5 | 2,0 53 91,0 750,0
ex Yu@gg[g«- 194,1 12400 601,0 107.5
é via
|

Source: National Statistics, Vienna Institute for Comparative Eceonoraic Studies

Graphics: UNICON




" SOME COUNTRY RESULTS IN DETAIL

The policy of "shock therapy”

The discussion on the methods of the _e_conomié:

.~ reforms and on-the rhytm of transition led to different
- opinions, ranging fromy modest "step by step”

programmes to radical ‘reforms. For the moment it

seems that too mich hesitating policies caused a

Joss of time and pushed the: economies into even
- deeper crisis and a big number of companies inte
- bankrupcy. 2 . o

The more radical way became known as “shock therapy” in Poland. The
main features of this "therapy”, which means & stabilisation programme,
were a reduction of budget expenditure, to be achieved above all through
the  slashing. of subsidies, a restrictive monetary  policy to.-dampen
c!.emandf,,,,g:qupled with an often almost-complete price liberalisation, as
well as the full opening of the markets; hand in hand with the latter step
" went the introduction. of & (limited) convertibility of the currency {the
' so-called "internal convertibility").. ' S

'l;‘i?ﬁaddiﬁén?té this economic ‘psfografmmé, sweeping changes occurred in
the social and legal systemis - not only in the institutional sphere, notably

.. in connection with monetary and fiscal reforms. -

 The foliowing pages will give a sfiort view on some country results of
' ﬂ?ﬁ?@nomiqpeﬂormanceq[ otk e
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THE FORMER SOVIET UNION

. The former Soviet Union - in this context compﬁsing the CIS republics -

- is also among those countries-of- the former CMEA in which the
stabilisation policy, but also in that a law of property and a company law
were infroduced, and the whole issue of privatisation was tackled. Russia
did not take the "shock therapy” way but tried to infroduce soft reforms.
The success is not yet to be foreseeable.

" As a result of the Munich Summit the G7 countries agreed on US$ 24bn
financial assistance for Russia that will be provided in stages through the
IMF. the industrialised countries and through debt rescheduling.

The G7 leaders pressed Russia and the republics to adopt sound
econorhic politics: Russia promised to gharply cut deficit (to 5 % net of all
foreign assistance or loans, by end of December) and inflation (to 8-10 %
monthly) and to go on quicker with privatization.

The goal to make the rouble a convertible currency was not realistic from
the beginning. Now we have to wait and see to what extent the
government will achieve to put into practice the anti inflation measures
agreed on with the IMF. Amongst others, this will be an important factor
_ for the decision of the IMF whether to release further franches of the

promised financiat aid. :

. > RUSSA

In RUSSIA, the Jargest and econorically most important CIS state, apart
from inner ethnic conflicts (some of the more than 100 nations in 16
autonomous republics, five sutonomous regions and ten autonomous

districts have formed highly separatist movements) and the growing

“strength - of traditional ' communist- and. extreme russian-nationalist
- movements, social unrest is imminent. o

‘The food supply is partly very bad; according to the Labour Secretary, at
the beginning of the year, 80 to 90 % of the population lived under
conditions below poverty level. At the beginning of February, part of the
reform program had to'be revoked dus to strong pressure by Jelzin-critics
and the population. . ' .

The number of price-reguiated goods increased, the IVA for some food
stuffs was lowered from 28 % to 15 % and completely abpﬁshed for




c;anteé'n fdod‘_'- (which lead to a reduction of government receipts of 25 to
30 bn. roubles). . I o .

Payments for the reti’red',f:;ischo!a'_rships__arjd public. servants were
considerably increased (additional costs of 15 bn roubles).in order tc
compensate the price increases. - - - . Lo : '

The Russian economy stili faces a severe recession. In 1981 the GNP
fell 11 %, the agricultural production 4:%; in the first four months of 1992
according to official forecasts, the overall output will be 19 % lower than
in the same period of the previous year. Until October there will be an
~ estimate number of 8 million unemployed. -~ o

Still the Russian economy is by far the leading amohg the states of the
former Soviet Union. Russia obtained three fifths of the total output, in
industrial production its share was two th_irc_i’s, in agriculiure 46 %. '

Especially in the energy sector the still dominant ‘role of Russia is
" evident 90 % of soviet oil, 77 % of soviet natural gas, 83 % of electricity
and 55 % of cole are produced in this country. Nevertheless, in the past
year for ingtance the oil production decreassd considerably. in 1881 it
was of approx. 400 million tons, in 1992 it will be of only approx. 360

milliontons.

Interdependence Between CIS States

In spite of its: dominant position also Russia is stil integrated in the
system of interregional and now interstate dependence on agricultural
and industrial praduction (for instance in the textile sector, which strongly
depends on the cotfon imports from the central asiatic countries). e

This means that Russia still depends on maintaining trade relations with
other states of the former Soviet-Union. its-most important advantage in
this constellation is the application of world market prices in foreign trade

(as well within the CIS republics). =~ . -
Privatization

in 1992, the .-ﬁriﬁatization initiated: by the government will be put into
practice in the small enterprises of food and light industry, in most of the .
companies in the sectors of trade and’ service , transportation and
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construction. About one- fourth of the enterprises’ shares will be
distributed among the employees. ' . :

There will be limitations for the privatization of enterprises with more than
1000 employees; communications installations, arms industry, banks,
natural ressources and social institutions. will remain. governmental
domains. " ' -

The future of pharmaceutical industry, mining and hotel industry as weil
as the privatization mode for real estate has not yet been definitively
decided on. In exportation many goods are subject to a quota regime, in
some fields government licences are required for imports and exports, in
the food and elactric energy sectors only for exports.
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ln Bulgaria fhis shock therepy not on!y led to a fall in GDP by
 roughly one-fourth but also fo a surge in unemployment, from 0 %
T _ “to 11 % at end-1991. Prices rose about fivefold which caused real

wages to plummet by one=ha!f or so..

i Fore:gn trade expressed in current US @llars shrank to: about oneuhalf of
the already modest pre- -therapy volume (exports: - - 54%, |mports - 64 %).
*In‘this global economic: setting hardly any. progrees was achieved in the
“solution -of the debt problem. wh;ch has been pendmg ssnce the
moratonum was declared ln 1990 | N

in the trade belanoe there is still an asset of 420 mllhon dollare and a
current ecoount of 1.3 bn dollars. o

o 5‘» '_’Relative Moh.e‘tery'Sftabiliz;eﬁoﬁ.-f7

o ln the last twelve months Bulgarla menaged to achleve sort of a
' macroeconomic and monetary: stabitization. The IMF and the World Bank
supported the reorgamzatlon The fall down of econiofmy -could rot be
completely stopped in 1991, the butiom seems not to be reached yet. The
creaeed 23 % to 1155‘ mition Lewa (compared. o a 11,8 %
roduction dropped 27%

eep cns;s for the present yeer'prospects 'are nof any;_ __etter

Th' most serious problem for Bulgana ls lts foretgn exc ange debt of
approx; 12 bn.dollars (approx. 400 % of the GDP or 1. 330 dollars per
“ink |t'ent) Almost twa bn. dollars of this debt could be. rescheduled to
nt -credits by - the. Paris Club. The. problem of crédits
ercial benks(approx 10 bn_ dol Htars) ha not yet baen
been 8 agreementf—; on their: e ,ron in the

The mternational ﬁnanotal a:cl for 1991 was of only 470 mlllton dollars by
' 150" miltion by the World Bank, 200 million by the EC and’ G-24
ther 200 million have been promised by the EC, 400 million
). With these inds Bulgaria could not j"ven cover half
' estimated for 1891 (1.8 bn.
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1691 Bulgaria had foreign currency reserves of 'scarjce 300 million
doliars, its gold holdings were of approx. 305 million dollars. -~

Within the scope of the econamic reforms the ﬁght against inflation was
successful. inflation could be reduced from 573 % (from December 1990
" to December 1991) to 3 %- 5 % monthly. The supply situation returned to
normai. - PR e

The real income losses (approx. 60 %) naturally caused discontent, but
they didn't lead to any serious iabor disputes. In ‘December 1991 the
average wages were scarce 1000 Lewa (approx 100 dollars), the
- unemployment rate was 10°%; in 1992 it will be 18 %. :

. The budget deficit of 8.5 million lewa (about & % of GDP) was higher than
the amount agreed on with the IMF. Also for the present year. there is
little hope to find possibilities for deficit limitation. o

» . Convertibility

The internal convertibility has been successfully introduced, foreign trade
currency transfers are not subject to any restrictions. The Lewa recently
showed tendencies of devaluation. The Bulgarian National Bank wants to
maintain for the moment the restrictive monetary and credit policy, the
discount rate is 54 %. A cautious easing in order to stimulate the
‘economy could soon be a political neccessity if a stagflation shall be
avoided. o : N R

A new inversion law adopted in January offers liberal conditions to
foreign investors, Foreign trade has been completely liberalised (except
for some sensitive products) and a harmonised {ax- system has been
introduced. '

>  Dynamic Development of Private Economy

In t_h'e'-p'ri\rate economy ('0,5. % of i’ndustria.l'productibn,' 4 % of overall
economy) 180.000 new companies have been set up, -3_5,000 are

_ interested In foreign trade. i




 In Romania the stabilisation policy, which had been introduced in
1991, produced still poor results, paris of it even had to be reversed.
The stabilisation measures led to an increase in prices and a conse-
quential Ioss in purchasing power, but “the supply of goods
improved hardly at all. o : w ' '_

Unemployment, on which statistical records started to be. kept in March

1991, reached 337,000 at year-end, which represented about 5 % of.

industrial employment. .

The aftempt of reaching winteral convertibility” by means of an exchange
rate, fixed on 11 November 1991, of 180 Lei-for 1 US dollar, failed;
. already two months later measures had to be taken which hem “internal
- gonvertibility” considerably:  export licensing  and - foreign exchange
rationing. .- ‘ Lo S e

In spite of incomplete ‘ternal convertibility, there is a 100-% .guarantee
~for transferring enterprise profits abroad.

> Pe’ivéﬁiaﬁqﬂ .

The privatization law intends a three-step-plan: sonversion of government
owned enterprises into commercial companies. 30 % of the share capital
will be transferred to 5 private owners' funds, the remaining 70 % will first
be kept by a governmental owner's fund and 1ater on.these shares will be
.. reduced step by step. ' .
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CZECHOSLOVAKIA

Te Czechasfovakta the frrst year of ref@rm which also implied a |

‘*shock therapy”, brought a cons:derabiy steeper decline in GDP {-
14 %)} than expected while . the structurai changes fafied fo
materialise to the desired extent.

Agricultural output receded by merely 9 construction posted a 33 % fall,

and transport plummeted by as much as 36 %. This decline can be
“explained only in part by the collapse of the former intra-CMEA trade.

The forced contraction of domestic demand, one of the goals of the shock

therapy, has produced much more drastic resuits than had been'intended
" by the economic-policy makers. .

~ Industrial production is continuing on its downhill course, reporting in

December a 38 % decline {in nominal terms) from the comparabie 1990
level. The average decrease for 1991 as a whole was 23 %, and this rate
‘even includes the estimates for the new private enterprises

The most severely affected sectors were cio*hmg electrical apphances-
textiles and leather, as well as the non-ferrous metallurgical sector, with
the contraction in output rangmg from 35 % to 42 %. Hence the
disproportionately small reduction in industrial emp!oyment by "a mere"
12 % tmphes a further decline in labour productivity. -

> Unemployment

Whereas the out in industrial smployment is yet to come, the
whole-economy unemployment rate was as much as 8.6 % at year-end
1991, compared to 1 % in 1990. Primarily due to structural differences,
Slovakia is hit hardest, with an unemployment level of nearly 12 %. To

make matters worse, only liitle more than one-half of those reported
jobless receive support payments.

The rate of inflation, which had been 10 % in 1990, averaged 58 % for
1991 as a whole; in December 1991 the annualised rate was 54 %.
Nearly half of this surge must be attributed to the liberalisation of prices
launched in January 1991; for the ensuing months only single-digit raies
were registered. To prevent a wagenprice spiral, incomes were raised at
a slower pace, which caused real wages to slump by 15 % - 20 % in
1991.
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>  Privatization )

in 1991, the first year of the so-called "small privatisation’, 22,300
 business establishments passed into private ownership; through auctions,
sales or restitution {0 their former owners. These privatisations yielded a
budget revenue of CSK 25 billion {about US$ 840 million).

Following the submission of concrete privatisation projects of the
individual enterprises last year and their current examination by the
relavant ministries, the first wave of the "arge privatisation” started In
May and shall - according to plans - be completed by August. |

O the total asssts to be put up for sale, valued at CSK 440 billion (US$
15 pilliors), roughly 60 % are likely to be offered during the first wave.

The so-called voucher pr_ivati'sation is still going through a preiiminéry
round. So far 8.5 million Czechs and Slovaks have acquired vouchers at
CSK 1,000 (US$ 34) each. The vouchers may theni be entrusted tc

. investment funds, numbering over 400, or .invested directly in the

- individual enterprises earmarked for privatisation. The actual value of
the vouchers will be. evident at the earliest in. 1993, ‘when the new
companies issue their first balance sheets. .. = ‘

Since. the medium 1o Jong-term outiook for the economy is strongly
dependent on modernisation to be accomplished with the help of foreign
- investment, a considerable stimulus is hoped to be provided by the "large
~ privatisation”, as this scheme allows for the participation of foreign

enterprises, either throuigh some: kind of combination with the voucher

method_'or through a complete saile to foreigners.

Last year approx. US$ 700 million worth of foreign funds flowed into the
Crechoslovak economy, with a strong concentration on the Czech lands.
For 1092 a volume of over US$ 1 billion is forecast to pour into the
country. ' : G |

The 1991 budget closad with a slight deficit of CSK 18,6 billion (US$ 626
million), which corresponds to 1 % of GDP, Although subsidies have
been slashed, the previous surpius was gaten away by mounting social
expenditure, plunging tax revenue from enterprises due 10 a slump in
output and growing indehtedness, and, above ali, by the budget deficits
of the Czech and Slovak republics. ' -

Due to the new political situation (separaticn of the Czech Republik and
Slovakia), the predictions for this year's economic development differ



enormously. The forecast of Czechoslovakia's central statistical office is
a margin of - 3 % to - 10 %.




" In 1991 the Hungarian économy was marked by inverse frends.
" First, the country's external position improved further, while the
- ‘domestic recession was deeper than originally éxpected. Second,
- _the emerging privaie sector, especiaily the newly established smali
and. medium-sized businesses, displa yved a remarkable dynamism,
" whereas the output of the state enterprises continued to decrease.

The 1991 current account closed with a far beiter result than had been
predicted a year before. While the original forecast had anticipated a
- deficit of about US$ 1.2 billion, Hungary can boast-a US$ 400 million
surplus. This sucoess was mainly due to two. factors: the actuai energy
prices were considerably below the forecasts, and, Hungary coped with
the breakdown of intra-CMEA trade much better than originally assumed

 thanks to stepped- up exports to the West. - - .
> Sucosssful in shifting exports to western markets

 In 1991 Hungarian exports to western: industrial countries rose by-about
56 % which implied an increase in their share in total exports from 85 %
to 77 %. Accordingly, exports to the ex-Comecon region fell by about 12
%, -their share in total exports thus receding from 35 % to'23 %. It is

 surprising that the exports to the West were increased in spite of the real

_ appr’ecia!tibn‘qfffh@g‘fqrint mthecourse of the year. -

The forint was devalued as laté as November to enhance.the prics
~ competitiveness_ of Hungarian exports in western markets. The current

actount  surpius. was also atiributable to the favourable” resilt -of “the
of, ‘notably tourism - net revenue from tourism was about

sarvices. sector; ne _ PYe S was auoll
twics as high as expected - but.also by a cohsiderable inflew of capital,
stemming from the so-calied. "official creditors”, i. e. the 1MF and the

World Bank, and from forsign direct investment.

 The latter reached US$ 1.5 billion in 1991, an impressive change against
the' level ‘of US$ 340 million recorded in 1990, The current account

- surplus and the influx of foreign capital led to a steep upturn in Hungary's
monetary reserves, from US$ 1.1 biltion in 1990 to nearly US$ 4 billion at




> Improvement of foreign debt situation

Thus the improvement, registered for several years, in significant
foreign-debt indicators such as-the debt service ratio, continued. By the
way, never before - not even in times of econemic hardship - has
Hungary given rise to concerns as to the punctual fulfiment of its debt
obligations, nor has Hungary ever applied for a rescheduling. All these
factors certainly contributed to Hungary's - successful retumn to the
international - capital markets. = Recently an international banking
syndicate arranged a loan in the amount ofDM 600 million for the
Naticnal Bank of Hungary.

= Recess:on of domestn; aaancmy but dynamlc deveknpment of the
e prwate sector - L

In contrast to the successes achieved in the external economy, the
recassion of the domestic economy aggravated last year. According to
preliminary data, real GDP last year slumped by about 7 % to 8 The main
reason was the poor performance of- Hungary's industry, which fell by 15
%, not least in consequence of the struc;turai adjustment process.

The large state owned- enterprises keep reducing. their activities, and,
what is more, are increasingly affected by the coliapse of - Hungarys
traditional export markets.

It is po‘assbie though, that the dechne m mdustnal output is not SG
dramatic after all because the official statistics have not.yet taken the
expanding sector of small and medium-sized enterprises sufficiently into
~account. Unlike the official statistics, according fo which the share of

- these private-sector businesses in total industrial production.is about 4 %

to 5 %, mdependent[y prepared stat:stxcs show this proport:on to be about
10 % to 12 %. : _ . |

> Unemplayment

* Private consumption, too, reflected a rather sluggish performance in
1991, owing to a decline in real incomes and rising unemployment. At the
end of 1991 ‘the number of persons out of work was approximately
400,000, representing an unemployment rate of roughly 8 %. However,
there are strong regional differences. For example, in Budapest the
unempioyment rate was about 1.5 %, an indication that jobs are created
faster in new small and medium-sized enterprises in the capital than
elsewhere in the country.
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> Inflation

Infiation picked up at the start of 1991 as a corisequenoe of the aboiition
of certain subsidies, liberalised food prices, rising governmental fees-and
highier indirect taxes. Ih the second half of the year the price uptrend lost

momehtur ‘thanks fo the real " appreciation..of the forint, . :iﬁié?fe_asef‘fa{
competition brought on by the progressing liberalisation of imports, and: -
wage settlements that were below the inflationrate. .~ . oo :

However, in ‘3991 inflation averaged 35 %, which was slightly higher than
N1890, e T

> - Strong rise of foreign investm ent, development of banking .
The sticcess of _an'gary’s"econbfhic- policy and the progréss made in
siruictural reform mirrors not least the vigorous rise in- foreign. direct
nvestment.
After the steps Implemented last year, the liberalisation of prices and
foreign trade is almost complete. In addition, early in December 1991 the
riew central bank law and the new law on financial institutions entered
~ into force. Both laws together constitute the ‘second big step of Hungary's.
* banking reform. T IR T S
At the start of 1987 the first fundarnental reform, the establishment of a
two-tier banking system, 'had-'been' enacted. . e
“The new banking faw regulates, inter alie, ‘the privatisation- of the
Hungarian banks, planned to be caried out in 1992, -as well.as the
activities of foreign banks. The new cenfral bank law ensures to the
. Nationa! Bank of Hungary a far- reaching independence from the
government. BRI N L
) > Privatization

Some successes have been achieved in the complicated: task of
. privatizing state-run enterprises. - Since the establishment of the Stats

Property Agency in 1990 about 500 of the 2,500 state-owned enterprises

have reportedly been privatised, and restructuring measures -are said {o

have been initiated at more than 700 enterprises.
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»  Qutiook

In 1991 the maintenance of external solvency played a significant role. In
1992 econommic policy is likely to focus on fighting inflation. For example,
the new President of the National Bank of Hungary, Mr Peter Akos Bod, .
names the struggle against inflation, together with the preparation of the
full convertibility of the forint, as the main tasks facing the National Bank .
this year.

The government, optimistically, hopes to push inflation down to aboutz'ot _'
% to 25 % in 1992. A downturn is indesd conceivable - perhaps not quite
this size - as a number of factors responsible for the price uptrend in

1891 have meanwhile disappeared, :

In all, the opposing trends which influenced Hungary's economy already
in 1991 are likely to persist throughout 1992, albeit less visibly. The
domestic recession should ease, the govemment and the National Bank-
are even expecting a real economic growth of up to 3 % for 1992, As.
already in 1991, the state sector's decline in-output and employ- ment is
to be ‘increasingly countered by the newly established and briskly

expanding small and medium-sized enterprises. . o

Domestic demand is Iikeiy to remain subdued because priva'te: Ccnsumpe
tion will hardly pick up, given the downward trend of private households'
incomes, while investment is unlikely to take off as yet.

The question is to what degree these dampening factors can be offset by
rising demand from abroad. In fact, Ne the dynamic development of
exports is expected to continue. Especially exports to the western
industrialised countries should benefit from the association agreement
conciuded with the EC and taking effect since 1 March 1992.

Exports are also likely to be stimulated by the joint ventures entered into
with western pariners, which by now are estimated to total 10,000 or so.
Although the economic upswing and the restructuring process of the
Hungarian economy point towards a sieep rise in imports too, the current
account should be at least in equilibrium at the end of 1992, provided the
recently reported successes in tourism are followed up. .

In any case; in Central and Eastern Europe Hungary will remain the
jeader in the transformation of a centrally planned to a market economy.
What is more, Hungary may be the first of the.reforming countries of the
region tc overcome the adjustment-induced recession and to start on a
growth path, although this will be moderate at first. R




Poland

Accom’mg fo ofﬁc:al si‘atrsffcs 1901 ended w;th no s:gn of econormic
growth. . Two years after the anti-inflationary programme was initiated by
former Finance Minister Balcerowicz GDP declined by 8 %, industrial
output fell by. 14 %, the budget deﬁczt staod af US$ 2.8 billion, and
mf!at:onatﬁo% o i i e i el

The absence of economlc growth was due to severai factors nameiy the
breakdown ‘in -trade with the former USSR and CMEA, . depressed
domestic demand the d:fﬁculty in pushmg through structura! reform
measures (such as privatisation of the loss-making state sector), and
lastly, & cut in government revenues, while govemment expenditures
-were mcr@asmg at the same t;me S

. » .Fast del:\;,g}dp;mg_t bri&a‘té éﬁestor*

) It is :mportant to stress that the offamal stat;stlcs do noi paant;the complete
picture. Private sector output in Poland has :ncreased dramatically, and.
the majority of this is not yet captured in the official figures. While the
output of state companies fell by 19.5 % in 1991, prlvate companies were
able to increase their output by 25.4 %, giving them'a 24 % share in total
production. This compares with a share of 17.4 % in 1980 and 10 % in
1889, and is very strong evidence of the sectar's dynamic growth. . .

- 7& '_ Réurﬁéﬁiaﬁftibn{ of Fére’,ign;“fﬂ_"fadiefi s

Wlth the col apse of CMEA trade Pohsh exports to the: reglon have falien |

' 3—by 56'% sirice’ 11989, .and :mports have dimirished: by a similar magmtude

In particular the breakdown of the former Sov;et Union has’ adversely -
affected the Polish economy. Barter agresments with the former Soviet

““Union began in the summer of 1891 and cover an mcreasmg share of

' --“February 1692 Poland sngned a deal fo buy 5 -million ton

d_j1991 ‘In
of qil from
{su!phur and

trade; indicating that the worst may have been over &t yea'

- Russia (partly by barter) exc;haﬁgmg thiS for food med;cm
' ""-“coal - o : :

o The reonentatlen of foreign trade towards “the West begaz f‘i,'._989 -and
. by 1991 the EC accounted fcr 53 3% of Polish exports However thtS

o5




"success" was relative because foreign trade activity has slowed .down,
with exports suffering more than imports. -

" Even when taking into consideration an unfavourabie exchange rate,

Potish exports in 1991 held out well, remaining virtually unchanged after

41 % growth in 1990, while imports increased by 42 %.

_take_piaée.

=  State compaﬁies: Still in problems

' The worsening situation of the state sector has remained a problem.

Unable to market their products, most firms could not meet payments by
mid-1991. : S '

Part of the ptéb}e'm can be attributed to the inability of state firms {0
produce efficiently. Instead of cutting costs, reducing employment and
seeking new markets, they simply raised prices with the as- sumption that

_the government wouid soon bail them out. Managers worked closely with

state councils and trade unions and tended to maximise wages and
employment rather than profits. Privatisation of state enterprises has
proceeded slowly, and significant management changes have failed to

> Hyperinfiation stopped

However, in the two years of the Balcerowicz programme Poland did
make astounding progress, succeeding in its immediate goal of stopping
hyperinflation. Prices moved into line with world market prices, the output

of the informal sector (not captured in official statistics) surged, queues

disappeared. The population, however, was not satisfied. unemployment
stood at 12 %, and consumer goods, though available, were expensive.

Following the policy intended to improve . export c_ompeﬁtiveness' and
reduce imports, the zloty was devalued by 12 % against a-basket of &

Westermn currencies on 25 February 1992 :

“The last major devaluation took place in May 1991, when the National
 Bank of Poland devalued the zloty by 14.4 % against the same basket,

followed by a crawling peg that continued devaluation by approxi- mately
1.8 % a month since October 1991. The original target of the Balcerowicz
plan was that inflation would be in the single digits by 1991, it is now
believed that this goal may be achieved by 1994 and inflation will be

 reduced to 40 % in 1992.

28




> IMF: Suspension of loan disbursement

The IMF suspended the disbursement of an extended loan facility in

August 1991 because Poland. failed. to . reach targets. that had been

mutually established for the budget deficit. Poland's "budget  deficit for

1991 was US$.2.8 billion or seven times the agread amount. The new

government hopes to lower this figurs to 5 % of GDP by faising turnover
taxes on tobacco, patrol and luxury items. The government also hopes {0
raise company profits, increase budget revenues and stem the threat of
mass bankruptcies through lowering wage costs, increasing exports and
reducing import competition. _

>  Privatization

Mass _privétizst_iéh' is "a_ clear priority and Western managed funds will
carry out the programme. The aim is to transfer half of ali Polish industry

to the private sector within two years, with shares in 200 firms sold to the

popuilation at.a nominal charge. Poland has been very successful in -

privatising frade and retail_outlgis." with. nearly 80 % of small shops

privatised since 1989.
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SLOVENIA: THE EXCEPTION

On January 15, 1992 Slovema was recogmsed by a large number of
countries as -an. independent state and thus welcomed into the
international commumty in the economic sphere Slovenia is giving

top priority to changing to a. market economy as qwck!y as

possible.

» - Economic situation

With a popuiation of 1.9 million (about 8% of the total population of
former Yugoslavia) Siovenia was the most developed of the Yugosiav
repubiics. It thus contributed 18% ic the country's social product in 1990
and accounted for 20% of Yugcsiawas industrial output. The pubhc
sector accounted. for about 83% of Slovenian social product, and was
therefore by far the most significant force in Slovenia's ‘economic
structure.  According to estimates social product per capita in 1990 was
about US$ 5,300, a figure comparable to those for Greece or Portu- gal.

Per capita social product for Yugoslavia as a whole stood at $ 2,200,

while in the country's poorest region, the province of Kosovo, it amounted
to $ 500.

>  Economic performance in 1991

Apart from feeling the deep eccnomic crisis experienced by Yugoslavia,
Slovenia also suffered from war damages that occurred in the right for
independence, which are put at US$ 2.7 billion.

In 1991 social product (at constant prices) declined by approximately
13%, in Yugoslavia as a whole this figure was as much as 20%. In
Slovenia industrial production shrank by 2.4% and the number of un-
employed rose steeply as a result of the decline in economic
performance. The number of registered unempioyed perscns doubled
with- in one year to 91, 100 representing an unemployment rate of
11.4%.

According to provisional estimates of the Slovenian government exports
of goods {measured in USS$) fell by 2.5% in 1991, while imports de- clined
by 10% The trade deficit will thus amount to about US$ 240 million in
1991.  According to official prognoses Sloveman social product will
decline further by 6.5% in 1992
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Slovenia rieéds financial and ‘technical support from: abroad to cope with .
the problems of the transition: to-a market economy* I this connec- tion
Slovenia's membership in the intemational Monetary: Fund - and the IMF .
starid-by credit it would then receive --play a crucial role. involvement by -

the World Bank is aiso. necessary to bridge the finan- cial-bottieneck, as -

Slovenia could then win other leriders of capital such as the Club of Paris
or cormmercial banks. ' : S T e _

" Industry. accourits for about 43% of the Slovenian social. product..
Mesasurad by the value of the goods produced and the riumber of persons .
employed, électrical machinery -and-appliances, metalworking, textiles-
and the constriction of heavy machinery represent the most. significant.
industrial sectors. ' ' ' o

The economlc sighificance of _-S_!QVeniaf"f"?fo*.-ﬁhat- was. once.
Yugoslavia is reflacted In the fact that it produced two-thirds of all

 Yugoslav househoid -appliances, heaters, smali- elgctric .motots,”
electric motorcar equipment and electronic telephone components.

About25% 6;f_?.the!quip;jt of the 'aiéctribél"inqustry is exported. The most
important companies in this sector dre Gorenje and the Iskra electronics
group. . ;Gorenje has so far sold.60% of its products ‘jabrqa_d,'f mainly-in

- Germany, France, Au?sir'ia and Great Britain. .

Agriculture .accounts for 5.4 "% of :the ‘Slovenian -gocial product.
Twe-thirds of the.870,000 hectares of the ‘fand in Slovenia that is under
cultivation is grassland, while arable land giccounts for. 29%.. Although
69%: of. the land under cultivation.is farmed privately, the average size.of
private farms:was only three hectares. .= .= L el

Unemployment

Slovenia; like all ather states of the economy-reforming countries, is now
also. confronted: with the problem: of open unemployment. At the end of
December 1991 the number of persons employed in the public sector of

the econcmy Tellto. 675,850, a decline of approximately 76,000 persens
or 10%.over year-end 1990. The number of registered unemployed rose
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to' 91,100 by year-end 1991, which corresponded to -an-unemployment..-
rate of 11.4%. At the end of 1992 -and the beginning of 1993, .with,;
150,000 per- sonis out of work; unemployment will .assume . serious:
proportions.” It is planned to create 150,000 to 200,000:new jobs by 1985 ..
with the help of foreigniinvestment. .- o0 I

> Foreign trade

in 1990 Siovenia accounted for about 25% of all Yugoslav imports and
29% of exports. Trade with industrialised countries made up the bulk of
bath exports (73%) and imports (81 %). About two-thirds of Slovenian
exports ‘went to EC and EFTA countries. Slovenia's most im- portant
trading partners in the European Community ‘are. Germany,. aly and
Erance. Among the EFTA states Austria was the most.important trad- ing
partner, and'in 1990 it was Slovenia's fifth most important trading pariner .
overall. : S e

About 21 % of Siovenian exports went.fo the countries of Eastern:
Eu- ropé; and these states accounted for not more than.about 73%.
of Slovenian imports.. - .~ oo S

Compared with the other \Yugoslav.'republics only a small portion of
Stoveniar trade was transagcted on the basis of clearing agreements in

Slavenia traded on a clearing basis the former Soviet Union was the st
important trading pariner. : . ' R

Slovenia maintains close economic ties with Austria: in 1990 Austria
imported goods from Slovenia valued at 2.8 billion Austrian schillings,
and Ausfrian goods exported to Slovenia amounted to 4.2 billion
schillings. Slovenia accounted for 53% of Austrian trade with Yugoslavia.

Ameng' the branches most actively involved are banking and insurance,
construction, and primary products. . - . . o

=T o T
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~ The Repubhc of Slovema has in the recent two years been confrontecs

with three major challenges o
-rebusldmg of a democratic pchtlcal system -
naimnal mdependence and secessmra from %he Yugoslav federatmn

transshon fram a "sslf-management" socialist system wsth lsmated

| market exposure toa fui!y fledged market economy :

©Ofthe three objectwes of the new. democrailc government the third target
- has proved to'be the most difficult one to achieve. Slovenia was the
largest exporter to the western countries (exports are almost. 3 times of

that of Bulgaria), considered to be the shop window of the former socialist
world, but on its transformation route it has, nevertheless, encountered
severe- prob!ems of depressed _industnal ‘production, mcyeassng

"unemployment and h|gh mfiatlon

"1,"

This was due rtcst oniy to the po!ittcai turmoil in Yugostawa where
Slovenia had substantial traditional markets, but, tc a considerable
extert, to the declaration of Slovenia's monetary lndependence last year.
The market transformation and prwat:saﬂon came in that respect at the

- worst pDSSibfe time.

_i‘é? - :Qpp;;lrtﬁnities

Restructur:ng and pnvailsatmn Df socially owned enterpnses aiang wzth
the rapid growth of private business present.an opportun:ty fer prcﬂtable
mvestment in the years to come.: ‘ . ._
Many econom;sts helieve the SEovemari ecanomy has aready hit ihsa
bottom of the recession (due to poiitical and monetary break up with
Yugoslavia) and is now on the recovery route. By joining UN and
international monetary organisations (expected by the end of this y’@ar‘-
Slovenia positions itself for-high growth over the next five to ten: yeaﬁ'
bulld;nq on !ts comparattve advantages :

Slovema s close fo major Westem Eumpean marke*s not Oﬁfy
geograph;caﬂy and logistically but also in terms of adopfmg western
business culture including cammerc:al flexibility, standards of busmess
conducf and focus on customers at;sfactton .




Through the ysars of strong exposure to competition on the interna-
tional markets, many Slovenian companies have developed a long-term
- relationship and trust with major western companies. This gives Siovenia
an adge over other Central and Eastern European countries.

Slovenia has a highly skilled and committed, though only modestly paid
workforce. This represents an advantage especially in labour intensive
industries, because labour productivity in physical terms doss not
s:gmﬂcantiy iag behmd Westem European countries.

In companson with other Ce-ntral ‘and Eastem European countnes
Slovenian productivity is the highest. - o

The problem of a smail domestic market has been largely overcome
through establishing free trade agreements in the territory of former
Yugoslavia, consastmg of Slovenia, Croatia, Bosnia and Herzegovina and
~Macedonia. It is to expect that political changes in Serbia and Monte-

negro will enabie the two to participate in the "Yugoslav common market"

- as well,
Wht!é sta!l ot bemg completely up to western standards, the

infrastructure (railway, roads, air, telecommunications, housing stock) is
one of the major advantages compared to other competing countries.

e




For Mungary, Poland and Czechoslovakia ~ and of course for Sleven
the economic prospects are surely better than for the r2st of the
_reforming countries of the region.

A positive impact is likely to result from the agreement reached with the
EC regarding the reduction of tariff bamiers having taken effect on 1
March 1992, It contains, among other stipulations, an "2 agymmeitric”
tariff reduction, i.2. an arrangement favouring the reforming. countrias,

and holds out the possibility of an EC entry for all three countrias,

Bothy in Hungary and in Poland the maior institutional reforma Noeve bean
devised ang are being energetically impiemented. With a ceriaii amourt
of optimisms it may be assumed that the economic "zero” is over and for
1992 a phase of stabilization can be expexted. This might (ot for 1887
but for the follewing vears) &lso be true fo a cerlain extent for o -
given the debt problems can be-settled. Romania and Albanis «l faoe
continuing crisis and the increasingly realistic danger t decling from a
sacand-world to third world status. :

The crisis affiicting the CIS republics will deepen. tts impsct will be fuly

k)
H

felt this year, the recently promised reliel measures 8 241
not materially alleviate the crisis. However, this support can help i
the political tensions o some degres and thus give the region the ch
of & fairly orderly transition. - :

>

> Stabilisation policy contra. growth: necessity of an

' integrated structural approach

As fat as stabilisation policy is- concemed it must be noted that 1 i

opposed o a policy of growth. g IR
i sxperiante gatrered so far shows that stabilisation along doss e
lwad.io higher profitability and greeter prafus, w stimulale invesiment
and i, i lum, generates prosperity snd aoor POV

=




On the contrary, we know from experience that idle capacities hite into
the budget. Hence the aim of improving the budget on the expenditure
side via a reduction or even abolition of subsidies is missed, while
revenue shrinks drastically owing fo the decline in taxes paid. On the
expenditure side itself the goal of a budget improvement is: often
thwarted: for example, by the necessary unemployment benefits.

The altered causss of the budget deficit are evident in the case of
Poland, where GDP, which had slumped by 20 % in 1990, again dropped
by 7 % - 10 % in 1991. The resulting revenue shortfall of 15 % of the
estimate thus led o a budget deficit of roughly 12.5 % of GDP.

> The state enterprises: liquidity crisis, low productivity,
_low profitability . |

Today the East European reforming countries have a mixturé of private,
state and traditionally state-owned enterprises. : : :

Owing to the previously discussed economic environment many of them
operate at a loss. Nonetheless, there has not been.spate of bankruptcies
or close-downs, for at least two reasons: . ' : '_

&) The rapid expansion of claims between enterprises

The siringent curb of credit prompted many enterprises to deiay their
mutual payments, which was a source of working capital for them. -
However, this method allows access to credit also to enterprises which
are not economically viable. ' o

b) The creditors see little sense in fa?cing entérprisées into
bankruptcy . |

The amount of money lenders can hope to.recover depends on the value
of the residual assets, which is exiremely modest in the reforming
econocmies, due to the absence of any real owners or shareholders.
Today stiil, on account of the high concentration, the failure of an
enterprise often means that the existence of the only customer or supplier
of other enterprises is endangered, which may have fatal consequences
for the entire produc- tion process. _ --
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The sorry financial state of the enterprises, the revenue shortfall and
declining purchasing power were bound to affect demand and thus
industrial output. B B ' ' "

Although all reforming countries suffered severe setbacks in foreign -
~ trade, thé region’s trade balance and the current accounts were a ot
better than had been feared at the start of the year.”

"What is more, in Buigaria, Czechoslovakia and the ex-USSR the decline
in imports greatly improved the balance of trade and the current account.
The ex-USSR even managed to achieve a current account surpius of
US$ 6.7 billion in 1891, while Hungary and Czechoslovakia reported a
balanced current account. -~ S

> Indebtedness to be managed

The indebtedness of the reforming countries rose only marginally in 1991
- and is likely to total now US$ 158 billion in gross terms. -~~~

Poland, Bulgaria and the ex-USSR were. unable to meet their debt

‘service. Bulgaria, which had to declare a moratorium in 1990, was unable

- tor.conclude ‘a rescheduling agreement in 1991 for the settlement of its
© JUS$ 12 billion outstanding debt. ... . L

Germany..was the first country to reduce its claims on Poland in
compliance with the Paris Club agreement.  Subsequently Poland
reached agreements with the USA, Finland and the Netherlands,
covering a total of US$ 1.7 billion. in addition, exchange rate fluctuations
brought a further reduction in the outstanding doliar-dencminated debt by
US$ 2.1 billion. | o |
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" CONCLUSIONS

“Taking a view - based on the prior. analysis - of the overall
economic situation of the reformer countries in Eastern Europe, the
situation does not seem {o be very positive. But appearances are
deceptive. The unpleasant goes along with the sensat:onal Th;s
means new apportumttes for future developments :

> Reason for Euphoria or Concern?

in fact the most important economic mclacators give us no reason o he
euphoric when the situation is seen as a static one. But looking at the
development of the last years, there is enough reason for ‘a realistic
optimism. This optimism must, of course, differ from the first euphoria
' WhICh was awakened in view of the openlng of new markets

As we all expenenced in thss euphona 1t was not pessable to re:ahze how
difficult the transition to market economy would be. This lead to
frustration and of a result of it - at the beginning - foreign commitment
and inversions inthe region were much lower than expected.

% Structiural Problems Require a Structural Policy

Let us not go further into the question whether some Eastern European
countries were too slow at starting reforms. Probaybly this was the case -
especially in the former USSR, in Romania and Bulgaria. But also the
radical reformer countries (especially Poland) could not achieve
immediate success. The reason was {ess the concrete reform policy than
the very structure.

Only last year it became evident to what an outrageous extent the .
communist economic system had distroyed structures in each of the
~ countries. Macroeconomic structures were distroyed as well as structures
within the enterprises. Structures have been distroyed in the working
persons themseives for whom terms like rentability, individual decisions,
responsibility and productivity had become strange concepts with a mere
theoretic meaning.
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Considering these immense problems, the -imminent relative stabilization -
(even though it is only 2 -slowdown of the recession) means already a big -
success. A success which has been achieved at the expense of many. .
sacrifices and which has to be appreciated. This success should be’
estimated strategically and not from an every-day-politics point of view.. -

One thing, has-become evident. Apure austerity-policy does not create &

sound. economy. Austerity ‘policy is. a must {compromises have: only

deferred problems) but it has to go along with a structural policy a quick, -

carefully diracted . privatization  should be combined with the -

simultaneous reorganization of enterprises, support for small and medium

. sized business, human ressources policy (training) and the creation of
iega! conditicns favourable to investment. Lo

. SPECIAL FEATURES OF THE EASTERN EUROPEAN

For a foreign hewcomer not only a realistic estimate of the macro- and -
microsconomié problems which were faced by the new democracies is -
relevant. A realistic asessment of the special features of these economies

is as important. © S T e e e e :

WHO IS THE RIGHT COOPERATION PARTNER? |

in the -entire region of former. CMEA today new rules are valid. These -
rules éré’%ﬁfrprri&h;eing unified. 7o o S :
The iisjofity of &iffist all the larger enterprises are government awned -

or they are.in a'process of privatization. This has been done with many

mistakes. "Privatization” has often been considered as a formal problem -
and:}

has ' therefore lead to discussions and disputes about the’ future
ownersHip structire. Much too fittle emphasis has beenplt on the main
problem of privatization, i.e. the restructuring of enterprises. Oniy sound -
-antarﬁrisesf'can-,be:.:pgi;v'atize:_d successfully. S

The question whether the management considers the formal side or
whether it is oriented towards ‘the future market - and this .means.a
" market adequate restructuring in fine with market conditions < is one-of . -~
the important criteria for the appraisal of an Eastern  European
cooperation partner. ERR LT o




I UNICON

Efficient - restructurings require. of course an adequate economic
policy framework, a consolida- tion of accounts, and, of course, an
orgamzat:onal restructur mg of the whole enterpnse

An adequate economic policy framework is gwen sf economlc pol:cy 3
measures are pursued which promote the formation and
accumulation of capital, stimulate savings, and make exporting
easier. This means a balance of curreni- account-oriented exchange
rate policy that implies a stabi lrty—onented monetary policy; a
positive level of real interest rates, but not one that is too high; and

" an adequate, but not prohibitively hlgh tax on the profits of
enterprises. '

Further, it is important to clear the accounts of the enterprise, fo
reduce the debt burden of an enferpnse foa manageable level, and
to make the enterprise solvent again. e

Enterprises in financial trouble need to be recapitalized one way or
the other. Compiete or partial debt relief may solve the problem.
Sometimes it seems advisable if lenders convert the credits they
have gwen to the enterprise into equity caprtal partnc&patlon S

If such conversicns of credlts into equ:ty partlcapation take p_!ace on
a large scale in the course of the privatisation of planned
economies, the banks will very likely get into trouble eventually
because they will be ‘overburdened with equity shares in - .
maifunctioning enterprises. The banks themselves, having no
returns on their lending and on equity shares and not receiving any
debt service, finally need to be recapitalized as well. In. the
economic crisis of the 1930s, several banks in Central Europe were
nationalized when the state stepped into recapitalize the banks

Also for potentual cooperation partners such pr:vatization strategles
are of interest: Many East Eumpean companies inciude into their
cooperation = offers. restructuring concepts to be e|aboreted'
commonly with the foreign :nvestor

The emerging pnvate sector is less. problematac there is much readiness
for innovation and flexible solutions. But also in this sector it is important
to establish a base of confidence. One has to know one's partner. This
requires a ot of time and expersence ' '




THECOMMODITY MARKETS

it is very complicated o appraise the Eastem European commodity
- markets. We shall view some characteristics without going Into the

-different economic sectors and branches. -

> The Offers

~ The merchandises offered in the former CMEA countries consist in an
intricate chaos of goods starting with. low quality level, which are virtually
unsaleable, goods of average level which are partly useful, up to goods
of high -tech quality. These high quality goods are mostly produced by
enterprises with - military ‘production. Many of these entérprises are .
performing a conversion program in order to shift the production from *
armament to civil products. L - :

in all production sectors there are extreme differences in quality. But
there - are interesting offers, like industrial raw materials, agricuttural

~products -{although the internal demand cannot be covered, many
prodiicts ‘are being exported), _semi finished goods of heavy industry, -
inteitigent finished products, especially in the field of 'mechanical

. engineering, but also of medical equipment.

 An-important factor for the competitiveness of East European products is
their- price. Other criteria are ‘important ‘as weil: robustness, simple
handling, quality of the processed basic: materials - and often :also

‘The:main criterion is still the price: one; can proceed on-the assumption
. that the export prices are10 %-to 60 % below the world market prices
(excepting prices of goods- which list on the. internationa -commodity

The low prices are due to the rich deposits of raw materials in some
countries (especially the former Soviet Union) the fow labor costs and, of
course; to the Tact that the East European products are relatively
unknown in international markets and stilf have to gain rnarket positions.

Even though 'some enterprises tend to raise prices father than lowsr the
eosts in the course of privatization, the East European products will-still



be offered for a long tnme at prices much Iower than (comparabie) West
European products. _

Furope alredy got a taste of the Eastern competition. The inexpensive
high quality steel products from the former USSR and Poland have made
a sfrong downward pressure on prices, the cement produced in Eastern
Europe (CSFR, Poland, former USSR) has glutted the markets and
caused severe difficulties for some {also Austrian) cement producers.
The same happened in the branches of raw aluminium and especially of

scrap steel, where prices dropped dramatically in the past year

In the fields of design and options many Eastern made gaods are less
‘sophisticated than Western products. - But  the re!ation of
price—performance-beneﬁt is decisive:

It mav be a good choice to prefer an Eastern offer toa Western produci
~ when there is a good relatmn between benef:t pnce and amorhzatlon

> DEMAND

The demand for goods especzaly for consumer goods of aH kmds for
perishable or long life goods as well as for food stuffs, for "normal"
products and for luxury articles is enormous in East European markets.
There is also demand for capital goods and for certain raw materials.
Often the phenomenon of "empty" markets can be found.

The market potential is enormous. It should be clear that these markets
can absolutely not be compared to developed Western markets: the
financial resources - especially foreign currency - are not disposable in
the necessary quantities to meet the demand, the communication
between the seiler and the potentiai buyer is- established rather by
accident than by the systematic "deveiopment of offer and demand,
distributio systems which we are used tc in the West, only exist in an
initial stage. .

~In spite of these difficuities, trade is developﬁaing rapidly. Ne\fertheless
foreign supphers must develop creative strategses in order to gam a
' foothold in East European markets SRR . o
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> 'R_udime.ﬁtiary' Capitél and Fianénc_ié! Markets in the
~ Former CMEA . . . | | |

Although. almost all former CMEA countries. established or re-opened
stock exchanges which had been . paralyzed for. decennies, capital
markets.are cnly in the process. of development, especially in Hungary
and Poland. U o

) The development. of capital markets depends' strongly on the fevel of

privatization and on the bank system. Hungary achieved already two
years ago to make some enterprises negotiable ( mainly with the help of

Austrian banks). Thanks to the reform of corporate law - which has been
adapted substantially to West European corporate law. principles - in
most of the other East European states it is now possible to buy shares in

* a commercial partnership.

‘Nontheless it will still take much time until a functioning capital market will
exist. The same goes forifinancial markets. The domestic banks stilt have
relatively little know how regarding financing instruments, - Recently the
first bond emission has taken place in Hungary; but stil regular credits
are the prevailing. instrument, however problematic_for the financing of
- firms: credit interests in national curréncies have a spread between-40
-and 50 %. (Example: The short term financing rate for banks is' in
Hungary 30%; interest”rates for Forint-denominated medium-term
investment loans amount to'between 33% and 40%; saving deposits.earn
interest of between 25% arid 30%, depending on the maturity period).

Like. in all other former CMEA countries high interest rates:have an
adverse effect on the investment climate, along with the fact that earnings
are weak at a great majority - of state-owned copmpanigs.: Thus
investment activity depends in a large part on the extent of foreign
‘investment. - _ o _ o _

| Foreign currency ‘credits with low interests. for domestic enterprises are
~only available to horrower who can present a project which absolutely -
_guarantees repayment. T A
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International Mobilisation of |
Capital for the Reconstruction of |
_Eastern Europe

- (7 and IMF’Finanéia&i. Assistance

The 24 bn US$ financia! aid for Russia, which was agreed on at the
recent Munich Summit and the subsequent release of the first tranche of
1 -bn US$ was certainly the most evident sign for the West's sirategical
. goal to make Eastern Europe a region  with a fmct;onmg market
economy .

 The fmancnai aad car‘not solve the former Soviet Union's probiems but it
can ease some of the negative sympmms of the crisis during the
transition -period. The financing shouwld concentrate especially ori the
-~ fields of food production, services and the |mpr0\.emeni of commumcat&o

sysiems

For the atabmza‘non of the rouble (its convertibility announced for July
- probably won't be put into practice that fast) a rouble fund to the amount
of 6 bn US$ has been established. The most important part of this fund is
financed by Western Europe, the United States sontrabuted 25 % aﬂd
Japan 1,2 5%.

This f'nancaai aid should not be seen separately. The IMF has taken part
in the negotiations of a series of economic policy conditions. However,
the conditions -of balanced budgets and strict dUSfEI’!ty w:!i probabiy be
applied less rigidiy.

Apart from the G7 - aid of 24 bn US$, the IMF expects that IMF loans for
the CIS states will amount 1o 25 - 30 bri US$ in the next four to fwe VOurs,
furthermore, Russia clanns wrzte oﬁ" of debts.
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> investmiﬁent_’Te;rms for Eés{éﬁh?’éurope S 5'

Aditiorially, the G 7 courtries have isted investment terms for Eastem ..

- in May.this year the trade ministers from the Group of Seven discussed
actions needed from the countries -of Eastern Europe and. the former
Soviet Union to attract foreign investment. o e

. They also agreed that western econormies must open their markets 10
imports from the former communist states. o ' -

The. list of necessary measures included e.g. the legal protection of
foreign investment and private property; reliable banking systems, clear
rules on responsibility for environmental damage, and - weli-defined
contract laws _(East-Wé?t—Tt’ad_eﬁ‘S‘Ummit-in Manster). - S

Additionally to the mentioned G7 financia! aid there is a number of .
bilateral assistance and agreements for the different East European
reformer states. Austria, -for instance, offered an open. credit line to
Russia in case that Russia is ready 10 release foreign exchange for
unsecured claims by Austrian firms. R

The US credit ;estrictidhé for Russia have been abolished, the US export
bank increased credits for Russia considerably: 200 miltion US$ of export
credits (credits for exports of US industrial products to Russia) have been

alrelady-__prpmised...Agcording to bank director John Macomber, in the next

12 months the realized credits could amount to between 500 mn and 2 bn

Recently the IMF accepted the econoemic reform program of Ukrainia and
promised- tighter. ~.colaboration. Until . the -end. of the year, the new
European Bank for Reconstruction and Development will allocate 5 to &
bn US$ to former CMEA countries: in. 1993 the credits: will be
considerably extended. oo SR .

: in April the IMF conceded a further credit of 322 mn. US$ to CSFR. Now
- the total debts of CSFR due to the IMF amount to 1.35 bn US$. This sum
was, released. thanks to the consequently realized liberglization and
stabilisation policy, of CSFR: in the past year more than 90 % of prices
were released and the governmient control was mainly abolished. Wage
increases remained below the. inflation rate (actually 58 %), the czech
orown‘:‘r?e}maine_d‘r?efia,tiveiy‘stabl;ej. T S
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Trade Agreements with the EC .

In March 1st, this year, the European Communitiy’s trade fiberalisation

agreements with Poland, : Czechoslowakia ‘and ‘Hungary. have been
settied, designed to give the countrie’s goods greater access to western N

markets.

Nevertheiess mdependent ‘comments. state that the well financed and

technically supericr éxporters from the west are likely to profit more =~

quickly from the advantages of free trade than strugglmg lndustnes inthe
former commumst states. : T

Exporters from Czechoslovakia, Ilke others from centrai and eastern -
Europe, have already made progress in gaining new market positions in
‘the west over the past two years: Barriers are maintained on exports of
kay products such as steel, textiles, chemicals and. glass, although they
wiil be gradually lowered and removed altogether after 10 years. . Curbs -

on sales of farm products into the ECs heavily pmtected agr:cultura! :
market wnll remam in force - , .




Financial assistance by the World Bank

Besides other countries, freéenﬂif': the applications of the former LGSR
e states for membership in-the World ‘Bank. were adopted. According io

World Bank Vice President Wilfried P. Thalwitz, the World Bank sees its
task in the former USSR to intervens in such cases where the lack of
- foreign currenicy risks to interrupt production. Therefore the World Bank
wiil concede Russia credit of at least 500 mn. US$ for imports of raw

materials and intermediate goods.

At the end of October credits _-for'struc‘tur‘ai“projects in the fields of
agriculture, industry and” energy- will follow. The interests for these
commercial credits will be 0,5 % higher than the World ‘Bank's cost of
finance of actually about 8 %. In total the CIS states will receive Worid
Bank credits amounting to 1,5 bn US$. : o

The repayment of the credits with & 17 years term s_téifts'7.,a'ﬁler'ihree'years,

which means relatively "soft" conditions.

End of 1994 the World Bank will be in conditions to spend yearly 4 t0 5
bn doliars for the CIS states, half of which will be designed o Russia,
The epansion of the volume of commercial credits is possible thanks o
the last capital increase by the World Bank.  ~ ~ =~~~

“The.GIS. republics. will receive a5 % shara in ihe capital stack of the
World Bank, Russia's share will be of 2,8.%..90 % of the total of 540 mn

dollars "entrance fee” have to be paid in local currency, 10 % in dollars.

An_additional .agresment was settled  betweer Germany and Russia
allowing the resumption of Hegmafs;.@xporgt".crgg;!’st;guarantessi,pﬂ (German

exports. In bilatersl discussions the Russian economics minister assured
that. Russia. would give govern- ‘mental  counter-guarantees for

- Hermes-backed trade, the absence of which has effectively blocked new

contracts for German exports since the collapse of the Soviet.Union. -

The agreement means that guarantees from Hermes, Bonn's.leading
export credit agency, can now be given up to a ceiling of DM5bn  this
year, although this level will be reviewed svery three months. German
exporters, above all those from former East Germany, have been badly
hit by the absence of export Grediif%;iﬁs:u_range.tpf,Russia. B RO
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Marketing and Selling in Eastern
Europe:
"Everything is different - but

everythmg goes!“ o

Western businessmen had to realize after the first
{and soon frustrated) opening euphoria that the East
European markets are different from the deveioped
markeis with market economy tradition.

Many m:scalculated, had htgh acqws:t.‘on bosts, but
never achieved the conciusion of a profitable
transaction. Many gave up after the first failures.

Who stayed were the insiders, the managers with

- strategic goals and strategic know how - and - what
is most important - with. enough patience to- create
relations of confidence with the '
worried East European partners.

”Everythmg is d:fferent but everythmg goes " are the

- winged words among East-insiders. And these words
really do characterize the whole coniradictory
situation in Eastern markets.

Which are the main brob!ems for a businessman
in Eastern markets?

> "Negative" Phenomeﬁ"a? O

‘When frade relations of many vears stably based on confidence do not
yet exist, business will be difficult. To address firms from ona's desk, so
to say to do business "by fax" will not lead to any success, apart from




' flukes. The same goes for Western Markets. Here the approach by fex is
quite usual - especially because standard proceéedings are a-matter of
course {for irstance in trade); but ift the long: funthe creaiion of good
business relations is mainly based on good ‘personal contacts. .

For Eastern markets th@ rule is inatterable: personal contacts and

weli developed confidence gre & guod. starting point. for: each
business. ST e T

g Nﬁ?cé?sf’f.”f“yl“f"g'@@ﬂ'-gParsonél contacts.

Unless the firm who wants to enter the Eastern market is

a multinational enterprise with enough financial resources - - -
to run offices in-Eastern Europe, personal contacts with
East European partners who specifically work on the
local merket are a must.

- Special local know how

The East European fnarkets are very diverse. From town
to town, from ‘region_to’ region, market conditions are
completely  different: - be it "the. control * of - certain
submarkets. by local lobbies and groups' which are =
ard to identify, ~ different - distribution -

sometimes | _ _ _ g
infrastructures, different ‘pricing ordifferent congumer -

ghain impo folesale - retail trade had not
developed. On the other hand, ali the government ow ried
foreign :

‘foreign trade firms were dissolved ‘or restructured, or they
‘went banktupt ieaving a big deficiency in frading know
how and _distrébution systems. :




' '-Therefore a new bidder cannot (like in. Western markets)
channel his products .in existing distribution. structures'
but he has to create - together with his pariners - a
cusiomer base and the necessary distribution structures.

>  Missing storage and delivery facilities

In many cases not only the distribution systems, but also
the contact points for imports are missing: systematic
"local ports” in towns for storage and further distribution
of imported products similar to West European
wholesales chains (like "METRO" and others), which are
also contact points for retail traders,are very rare. |

> Missing Import an How

Not long ago, the government owned foreign frade firms ™
had the monopoly of all foreign frade activities. Since the
producing. enterprlses got full economic independence, -
they have tried to gain a foothold in foreign markets or to
cooperate -with foreign partners without the tutelage by

- the former foreign trade firme. This experience process is
very important but it has taken too much time. In many -
‘cases the foreign trade managers of the enterprises (and
also their "technical crew") lack the fundamental
techniques of foreign trade (f.i. how to issue and handle a
letter of _credit).

>  Lacking Availabiity of Products

Not a!ways prcducts (fnr unstance for compensation 3} are available in the
required quality, quantity and at the right time. Therefore performance
hedging (performance bond or performance guarantees) IS often
necessary. : L




> Payment Difficulties

* Foreign currency is not always available, it is rather
scarce, As the Eastern "countries hardly dispose of

export promotion systems as. they ' are known in - -

Europe, and at the same time they have little know how of
creative financing instruments, the barter trade  is - in
most of the cases - still the best aiternative. Of course, .
the whole compensation circle has to be well prepared.
Then there should not be any problems, because the

East European countries - at least ‘the former URSS - .0

dispose of good products and of sufficient raw materials.

Gonvertibility of Currencies, Transfer of Profits

‘The ttansfer of profits is gencrally admissible, also the pmble;m .

of non convertibility of Bastérn currencies is now less' dragtic

than before. Recemly, several finance techniques have been
developed in order to be able to convert Bastern currencies into.
convertible currencies (US$ or DM). | SR
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Which Possibilities Do Eastern |
M-arkets_.Oﬁe;r? o

East Eumpjean Marké;s are Strategic Markets |

With a population af about 400 million, the markets in

- Central and Eastern Europe are a huge strategic
potential. The needs, especially the backlog demand,
are enormous. in the former URSS oniy an estimated
10 % of the demand for bananas is covered, many
persons have never in their lives seen a banana. '

In the context of the economic recovery of the former
CMEA countries, which can be expected over the
mediate ferm, these markets will become huge
demand - markels. '

Hungary, Czechoslovakia and Poland have already made a clear
statement of their intention to dbtain the EC membership. This will of
course take time, but the first steps towards a total integration of Europe
have already been taken. The most diverse cooperation and trade
treaties have infroduced this process. At the same time, the West
Furopean states are fully conscious that only a unified Europe can be a
guaraniee for permanent stability and economic and social progress.
The West European states feel deeply responsibie for the reorganization
of Europe. Their solidarity becomes evident with the great number of
multitateral and bilateral aid measures for the reconstruction of East

European sconomies.

The EC is already number one in worid trade.lts external exporis
{excluding members' trade with each other) amounted to ECU 413 biilion
int 1989. This represented 15 % of world exports compa red with 12 % for
the United States and , 9.1 % for Japan. The EC is the biggest market in
the industrialized world, with a population of 340 miilion; it is also one of
the most open markets. :




_ UNICON

The Community has to export in order to finance its substantial imports of

food and raw materials. The EC is the world's biggest importer of
~ agricultural - ‘products.  The Gommunity's - exports - consist of quality

manufactured goods (80% of the total) and of processed foodstuffs. .
With the imminent enlargement of the EC by some EFTA states (Austria,
among others) the Common ‘Market (the Single Markef) will gain
importance. S

: Especially for countries, whose main production and whose competitive

. strength is in the field of agriculture, the new. Eastern markets are
strategic markets and there is no alternative to the ‘development of
adequate strategies in order to gain a foothold in these markets.

The moftto must be: “With the niew East European markets stronger

“for the way towards the EC" or "with the EC stronger for the way
- towards Eastern markets” - s T

The Eastern bidders have interéstfng produi-:ts\ at prices
considerably lower than world market

" In certain product groups (for instance all kinds of agricultural machines,
. . construction machines,. medium and heavy trucks, steel products, rare
. metals, mining machines, artificial fertilizers, certain productsiof medical

equipment, efc.) the Eastemn “products are competitive regarding - their
quality.” Prices are considerably sometimes up tp 50:%:lower;sthan world

.. Furthermore, many firms which had " worked exclusively for military
purposes, are now shifting their prodiction:programmes 10 civil products.
Those firms often dispose of high  technology . (for instance laser

.. technology) as well as ficenses, which opens the  possibility of

" “fransferring high technoiogy at considerably lower: prices, than Western
techniology. ; ' R
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o . The Fjorme-rGMEAMai‘kets: | B
.| AUnique Possibility for Africa |

I for Gaining Strategic Market 1

Positions in Europe &

" Is the Common Market 1993 and the Approach of Estern
Europe to the EC an Economic Threat to the North-South
Gooperation? |

" 'On the oceasion of the signing of the LOME IV Convention there were

"~ some worried -commentaries about the new deveiopments in Europe.

- Centre of attention was the guestion whether the EC and the other West
“Eufopean industrialized countries would concentrate their activities too
fnuch on Eastern Europe and thus “forget” the African countries. ;

For instance the Preisdent of Togo, Gnassingbe Eyad’emé made an

" appeal to the EC: "not to abandon their friends of the South for the benefit

" of their brothers of the East whose opening io the ‘Ca_mngynity market will
basically change the fundamental element of North-South cooperation .

" Aiso the reafization -"af".thé Sin?g!é-t‘Eur'opean_Maf-k_ét in 1"9é3_ iéfi:adsing
concem. Mr. Eyadema said: R

 "Europe, having become one ecomomic and monetary entity, will
encourage a prejudicial protectionism against nations of the southern
hemi- sphere, while having closer ties with Eastern countries which
constitute 'a more attractive market, "

This fear can be easily understood.‘ If we take into account the volume of
capital which has been transferred to Eastern Europe one could ask:

Where should additional capitai for the South come from? The total
amount agreed on in the LOME IV Convention is 12 bn. ECU (about 16
bn. US$), with 8 bn. grants. Only the financial aid recently approved for
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Russia by the G 7 states is of 24 bn US§, the total ‘help promised by
Wetern donors pledged by governments and institutions is - only for the
CIS states - of 86bn.US$. And - according to experts - this is only the
. beginning. - o TS TP
“.in spite of the comprehensible concern, ‘we think that -the new
development is no threat to African producers. On the contrary, it offers

- new possibilities which were unthinkable two or three years ago.

> T;ﬁéngle tfad;é ahd_ccope'ratéon' sfchemes -'_-_'a'n'a,deq.ufat?e
strategy for better access to East European Markets

" Regarding both ifnpo?tsfrdrﬁn and exports to Eastern Europs, today there
is a series of possibilities to optimally safeguré the African ‘inte_.‘rests,

> The Triangle Principle - African Participation in the
. international Mobilisation of Capital Towards Eastern
Europe o

"1t js the imperfection of East European markeis, their
relative chaos and the not yet defined and deveioped
. market economy structures, foday it is possible tc
.. get inconventional accéess to market shares which
. would be unthinkable in West European markets.

0 The ‘pé‘incip_ﬂgz Tight coope_raii@h déﬁned_ an contracts between

¢ an}Aﬁ"ﬁban iﬁdﬁb&ér/exporterfpréd&éer
an East European importer/exporier/producer. ... - -
e a West European partner with specific know how on Eastern Europe -

4"

! The roles within this triangle can vary, according to  the kind of
' transaction or project. important is, that the definition of roles and the
mutugl. relation meet the requirements linked to the support, credits,
| guaranties, grants and other market orientated assistance offered by the

| West in order to facilitate the access to Eastern markets... . ...
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In the course of the preparation of this study we visited about 100 best

East European firms and had innumerable conversations with
- representatives’ of chambers “of the new ‘private sector and of the
- governmenital ~privatization “agencies; everywhere we found' a high

willingness to establish such triangle cooperation projects for the benefit

of all parts. Many enterprises had African markets before which broke

down duse to different reasons. These enterprises want not only to regain

the old markets, but hey are ready for complete!y new cooperatlon
"-models E;ke ouir tnangie pro;ect ‘ ' . L

> - The: Seven Advantages and Possubahtles @f the
" Triangle Model:" o

'ccess ia Westem capital mobtiysed towards Eastem Europe, partly
‘financing of the entering into Eastern markets with these funds

o Access fo undear Eastern products without the dssadvantage of
high markups by Western intermediaries

* Better and cheaper access to- hfgh technology, espec:ally in the
field of the former mrhtary mdustry - :

+ Betfer -access to Westem technology combmed w:th Eastem
technology (partial use of Western technology in Eastern products)

o Access fo Western knmow how in marketing, especially fo
pmfessmna! "E‘asta-!ﬂarketmg" of expefien ced Western partners

+ Access to persona! mcﬁwduai and conf:dence-based contacts w:fh
East European partners

+ Development of professional é‘réde transactions énd profess:bm!'
project know how in the trlaﬁgla Western Europe - Africa- Eastern

| Eumpe .
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The JSpefgi_ffic' Ra!e éf'-Aﬁjstri‘a ._ : | ._ |

Europs, but also with its political tradition and due to
its‘"g’é‘op‘b!iftifca'lfzs;i_tfuation;‘V.Austri;.a;‘,;_a__negtn;q! state with .
{raditionally good relations ¢  its East Buropean
neighbours, played an important and unique role as a.
link between West and East even before ‘the reform
process started.The fast process of political opening

_and the radical acceleration of the _pgaceful,' revolution

With its traditional trade relations with ‘Eastem

in Eastern Europe was ofnly_,pps;s‘ibi‘e" thanks ‘to the

 opening of the Austrian-Hungarian border.Thousands i
of GDR refugees could go from Hungary to the former -

GFD passing through Austria.

But even before this ' development Austriari firms were “traditionally
established in Eastern Europe. German, talian,. American Japanese and
South-East’ Asiatic-enterprises were. greatful_for the s_etvic’es‘"'a;n‘_dj‘ know
how of the'Austrian "East picneers" and they still make use of them.

The Austrian capital, Vienna, is an intersection point between West and
East, and has become a priviledged place and a point of departure for
‘_acti_\{it__iie;s:of'the'ihiernational_b_usines;s in Eastern Europe. . |
local patriotism. (the authors of this study are an - intercultural
sttt mresident in Austri*a'),_but?conv_iczipﬁ leads us to the opinion

st ‘Austrian partners are especially suited for the Trianglé Project. The
g EC ‘membership (Austria will be a full EC. member and a et
in 4995) is no. disadvanige. The Austrian neutrality has always

be

‘an ad gh_t"age for.its ;ecggi;j'mic"'refijaiicﬁs with ‘Eastern Eurcpe,. and

neutrality can also be provert towards Africa: Austria has no colonial

me numbers for illustration: Austria ‘covers 2,200 of the total of 9,000
“yentures registered in Hungary. Some more than half of the'total
sapital invest d in Hungary came from USA, followsd by Austria: and
Germany in the third placelin Poland 3.208 out of 4.800 registered joint

ventlres were-carried out with Austrian partners. Austria’s part injoint
_ ventures in'the CIS states is 230 out of 3.400, in former Yougoslavia it is
.. 770 out of 4.800, in’ CSFR' 1.500 out of 5.500.and in Bulgaria 25 out of
. 100. In’ relation to its size: Austria is a major power in. East business
(reference: APA, Ost Eco, 021992). -« R R A
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A Historic Possibility forAfrica: ' i
Accelerated Internationalization §

In December 1989, on the occasion of the signing of .
the Lomé IV Convention, Mr. Michael Sefali; President -

of the ACP Council of Ministers outlined a crucial
structrual problem of the African national economies:

' The dependence on the fluctuations of the World
‘Market commodity prices, above ali the dramatic fail
- in commodity prices since 1980. Especially prices for .
* agricuftural products ( for instance coffee, cocoa,
and others) were hit by the price fall, without a
possibility to compensate the losses in other export
sectors. . . - | \

An, of course, indispensable strategy (of ‘political entities and
international organizations) is the attempt to reach international terms of
trade agreements in order to avoid or ease the dramatic effects of such
price developments on the producers.. L S

A -poiiiical platform for these strategies are, for instance, theGA'IT
‘negotiations, product related agreements ‘on market access and pegging -
of prices (like the ACP - EC sugar agreeme’nt).‘ SR SR

> From the Defensive to the Offensive: Move to the
Micro e B

- What these strategies have in common is their defensive character. It is
of course necessary to negotiate future-oriented market - access and
pricing. But apart from this, the producers have to develop strategies
which are appropriate to avoid the dependence on global terms. of trade.
Single and offensive master ‘strategies instead of "Waiting for Godot -
strategies" are a must.
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> World Market Integration = Intemnationalization -

in a market economy j¢ is not possible to wait for
- political agreements - this could lead to bankrupcy.
.., But it Is possible for a raw material producer to make
 plans_and investments according to the final = .
. " oroduction. This final production should take place =
: directly_in thie{'._ctd'ns',iimlef‘mafket. ‘It Is possible 1o . .
" Infegrate the proper raw material and the proper. .
intermediate product into the proper final production -~
right in the market. S e T

This strategy of capital investment abroad, in the consumer markets, is
called “internationalization’”. Especially for African agricultural-products . -
the situation in. Eastern Europe is perfect for putting into practice such

s Eastern Europe: A Classical Investment Market

Eastern Europe Is privatizing. Nowhere else in

. Eurcpe the acquisition of firm shares is as fow-priced

.~ as-it is now in Eastern Europe. Nowhere else joint
. ventures and . other forms of cooperation can be
‘established  in such a. fasi, uncomplicated ~and o

‘reasonably-priced way. L

And !-ti;iis fact q;}éﬁé the way fargammg Aa'-f??.féfgethéhfhé'itﬁ' = st European
pariners, Western know how and ‘Western' participation {in:financing -
strategic footholds in the market, which make it possible.to direct an

offensive market policy in both ways: | -

Towards the former CMEA ard towards the EC. A market poficy based on

% rodug;t;sj_ﬂand with & c::onsiderab!y]_r_egjuced dependence o price
in the commodity markets. O L i

"The grea

“must =
th

“such: strategies ars-a must “The gr
systems of east and west is over, but.

in the™future
between the

between efficient focations, efficient policies on trade,

iabour market, energy and compefition will increase further. We

ed 'to  keep’ ‘sufficiently - in step internationally in the

-micréQQcpnomic-and structural-area in order fo avoid distortions of
competition”, said Mr. Jirgen: Mollemann, Germanyf_is--_?-'Ecoﬂo'm‘i-c's
Minister on the Gocasion of the Munich Economic Summitin July. .
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The substance of ihis' speech: There should be global agreements, but
the enterprises should not just wait for them. Inmediate decisions,
mmediate actions by the enterpnse are lmportant - "Move to the
micro". L - _

R T P

The guiding pnnc:ple "move to the m:cra" cou!d be mod.'fed for Afncan
producers into "move to Eastern Europe" In.order.to attam this targef the
strategies presenfed by us in the "Tnangle Schemes" are necessary The
feasability of these. strategies has. been investigated by.us on the spot
with a great number of East European enferprises. who showed senous
interest in such triangle cooperations. :

'In the next chapter we shall give a rewew on the stand by posszbihtzes of

private - and international financing inst;tuttons followed by . the
presentation of some product groups and triangle-models. But before‘.
we'd like to quote again Mr. Manuel Marin, Vice President of the’
European Comission. On the occasion of the last Lomé Convention he

said:

“It would be wrong to imagine that any advance 6f -
European integration has inevitably to be a threat lo the
Third World". . R _

Mr. Lucien Pagni added in hls comment "From Lomé | to Lomé IV" (The
Courzer no.120, March!Apnl 1990) T .

"Africa will not be granted its role and place in the
<. new: infernational balance. It and it alone will . =
- . determine what they shall be with the success of its;, =
- - economic achievements and the quality. of its.social -
organisation. The allernatives are fundamental reform
or declme" _

One of these mentioned fundamental reforms could be -:in.ous
opinion - _not to wait passively for international agreements, but fo
mﬁemaﬁanaisze on emerprise Ievei inan mteﬂzgent and caurageeus
way. E¢ 'tém Eurdpe Is wa:fmg gur | e
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THE APPROACH OF THE
ENTERNATIONAL F!NANC!NG
_INSTITUTIONS

The European Bank for Reconstruction and
Dweiopment T T L TR TN

At the han,__ ;s first ammal meetmg in Budapest m Aprzi thxs year the

role of the EBRD was cratmmed by East Europeans S0 far the role of
EBRD in our part of the world has been no more than marginal®, said”
Mr Vaciav Klaus, Czechoslovaklan fmam:e mnuster, y

Apart from the re!atwely low fmancmg volume (whuch wﬂl be conaderaiblyf
increased according to recent comments) there has been a dispute about
the.. future fundamental . credit. policy of the bank: Should the bank
relnforc;e "development banking" or should it concentrate on “commer ’al.
-bankmg“ as 1t'has done: up to: this moment SRR ;

: jatwely :\iaw fmancmg vo ume has been partly due t .the fact:t
: i'he _-.E'BRD like any other commercual bank finances only: “acceptable
pFQJBCtS" and: that pmject ldentiﬂcatlon is, difficult in Eastern ‘Europe. ‘in
view cf he ec& fmsc crisis in ‘it East European c:cuntnes many prqects

.:nclng at a- hugher nsk anci wnth soﬂer;- condmons was
{0t _""‘annua! meet:ng by Mr A-tah e

resimcturmg facmty contammg a cembmataon m‘ seﬁ
riskiequity, especially. for financing the conversion .of

JSSR military industry.. This initiative was resnsted by, .th.e US
and— ~;0ther sharsholders .of the: ba) e Waig ISR
finante:minister arid'new chairman of the bank’s board of ;govemers
is ais ) representm .the "comnmerc:al banklng wing". -




‘> Priority: Crediis for the Private Sector on Commercial
Terms g0 Lo o -

R

The EBRD statutes require the the majority of its lending (60 %) to go to
the private sector on commercial terms, ‘at. market interest rates, thus
keeping the guiduing aim of encouraging private enterprise. This access
and policy wilt surely be the main’ bank policy Tor the iext time; with
maybe some exceptions (e.g. in the case of nuciear plants security).

> Triangle trade and cooperation projects
The EBRD hes concentrated on the financing of investment. projects .
without developing a proper financing instrument for trade. On the
occasion of our visit io the bank, representatives of the EBRD stressed
that the bank admitted the importance of trade for the overall economic
upswing in Eastern Europe and that it considered the possibility of
including trade financing in its range “of “activities. However, "these'
deliberations are rot yet concluded and there iso decision-on this subject.

The bank appreciates and is always open to the idea of triangle
cooperations like investment projects in Eastern Europe with the
participation of African partners.- Bankable project- feasabilities will-be-.
accepted or rejected within ©0days. -~ - = e
The general substance of our conversations in- London was: - The bank:
misses above all interesting and reasonable projects. I is ready to
participate in projects even at a preparatory stage. ' :

> TARGETS AND PROCEDURES OF THEEBRD

The ‘Bark's “objectives are to provide ‘advice, loans, equity
investment and debt guarantees to qualified applicants designed to: .

yster the transition towards ,dema;c;{fa;gy and open market-oriented
economies; and to promote private and entrepreneunial initiative in

the countries of centrat ghd eastem.Europe -




oo .

> Exclusivity:

The Bank lénds and invests exclusively for projects or in vestment

programmes in the countries of central and eastem Europe (Albania,
' Bulgaria, the Czech and Slovak Republics, Estonia, Hungary, Latvia,

Lithuania, Poland, Romania, the USSR and formerYugos_!avia)._

The Bank's mandate gives it a particular concem for the promotion
of democratic institutions and human rights in its countries of 0.
perations. - . o . o
The Bank is a unique combination of merchant bank and dev
elopment bank. Not less than 60% of its funding will be directed
either fo: S T T T

private sector enterprises, of to e _
state-owned enterprises implementing a programme fo achieve

Not more than 40% will be directed to public infrastructure or other
projects. S R R L PR
The Bank's commitment to improving the environment is an integral
part of the Bank's operations. " S -’ '
The Bank provides funds “according. to sound:-banking and in
vestment principles and within commercial decision-making time
frames. oo nertaal U ne

'OPERATIONS

'*I"fféae,g ank commenced ope’ﬁatit_j'ns in April-1991 at its '::'heéf'ciquarters--in
London. lts: two operations; depariments. are Merchant Banking a nd
Development Banking, each. of which'is staffed by _prcj:jféggig‘)n.ais-‘-wi,th

specialist country, industry and transactional experience. .

it :camies out its funding of - private Hc:i‘f_a;;.pf.';fVatizable'_ enterprises i the
competitive sector through Merchant Banking, which include s within it
the full range-of private sie'ctqu-;ﬁhancf‘ng__s_,kiﬂs an d experience. ..o
It carries out:its funding -of physical and. financial infrastiucture projects
through Development Banking, which includes within it the full range of
development bank financing, economic, country and sectoral expertise.



UNICON

ooooooo

0000 a0000000000

> TYPES OF PROJECTS

.. The Bank actively seeks projects which will contribute to:

Deireioping the private sector
Implementing privatization of state-owried enterprises -

Encouraging direct foreign investment

. Greatmg and strengthemng fmancnal mstetutlons

Restructuring the mdustnai sector

Creating a modem infrastructure for private sector development and
transut:on to a market economy

Promotmg small and medaum-snze enterprise |

Improving the environment.

>  ASSESSMENT OF PROPOSALS

‘The Bank requires proposals submitted by private and privatizable

enterprises to have strong sponsorslpartners and credible busi ness

plans which demonstrate:

 Good products or services with sound market prospects

Significant capital commitments by project sponsors
Dependable technology

~ Sound environmental management
_An improvement in competitiveness

A high return on new investment - :
Overall financial vsabllity of the- borrowmg enterprise.




FINANCIAL PRODUCTS OFFERED BY THE EBRD . .

The Bank offers a full range of fundmg on a; market rather th an on. a
subsidised or concessmnary baas mciudmg L . T

. ® Loans (secured/unsecured subordmated
‘convertible or equity-linked) wath a maximum fmal
maturity of ten years for commercial enterpris es and
of fiffeen years for infrastructure projects

* Equity

o Guarant!ees and;' underwﬂting.. .

The Bank does ncrt lssue guarantees for export credlts “nor
_.undertake Insurance activities. Loans are. normally. denommated in
convertible currencies or currency units, and the Bank does not
norma!ly accept currency nsk on repayment . -

The Bank‘s loans to commercsa! enterprlses mcluding thase made
to state-owned enterprises implementing a programme o achieve
private ownership and control, are made without governmerit
guarantees and require a fuil mmmerctai return ‘which reflects the
risks aﬂached fo them.

The-.._ Bank ncrmaﬂy inmlis its ﬂnancmg to 35% of a commerctal |
" borrower's total capital. It aims to assist borrowers to obta;n fi nance
from other lenders and investors: o

> Mmimum saze of fundmg

,. it is nmrmaﬂy not practacal or ccstweﬁectwe for the Bank to. make

loans ‘or investments: directly of less than an indicative minimum of
ECL - 5 million eguivalent. Instead, the: Bank will seek to makeé
funds for smaller ioans and investments available through local
financial infermediaries. The :Bank will direct borrewers seekmg :
smaller ioans or mvestmenis to these mtermedtaraes .
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> Terms -

The Bank's rates of interest are based on a margin over a market
benchmark {normally LIBOR). Loans can. be at a variable rate.or - using
the swap market - at a fixéd rate, with usual resetting features.. The
amount of the margin depends on the specific characteristics of the loan.

The Bank charges an upfront fee on agreement and a commitment fee on
the undisbursed portion of its loans. - -+ F

> Equity financing - Equity Investment

The Bank can provide equity financing where this is instrumental in
enabling transactions to be completed which might not otherwise obtain
“financing. Its equity investments must give the Bank the prospect of
“ rgcavering its financing In-the medium term at a .price which: represents
- an adequate equity return on its investment.- o o

The Bank will not take controling interests nor ‘assume direct
- vesponsibility for managing enterprises. . .~ .. . : .

> Riskinsurance .. .~

_ In its financing operations, the Barik will require the companies or entities
it funds to obtain adequate ‘insurance coverage against normaily

" insurable risks. . It will nof require protection against political risk or
inconvertibility,. ' ST ETT I e

'» CO-Financing

* The terms of the Bank's fﬁmding are designed to enable it to cooperate
both with International. Financiai Institutions and with a range. of public
~and private financial institutions through co-financing arrangements. -

> Mobilisation of additional funds.
The Bank is able to mobilise additional commercial 1'funds-, gither at the

time of initial funding or, subsequently, from syndicates of private lenders
by seliing them participations in the Bank's loans.




Where banks patticipate in loans for which the Bank is the lender of
;_ecord, they may share in the benefits of the Bank's protection.

Where banks participate with the. Bank in this way at the time of initial

+ - funding, they. can also do so on the basis- that-the portion: of the loan

funded by them has different terms and ‘conditions from that funded by
theBank. .. . A - |

PROCEDURES

Requests for finanicing should be submitted directly to the Bank by the
‘commercial enterprises seeking finance, or by intermediaries authorized
to act on their behalf. .. S T

In processing funding proposals for submission to the Bank's Board,
Merchant® Banking “relies on- its -professional valuation .and credit
structuring skills and its specialized knowledge of the countries of
operations. - e .

its approach is commercial, involving a full assessment of project merits
and a timely processing of credit decisions to the firm commitment stage;
un der normal circumstances this should take two months from the receipt
of ful | project information. R . '

- Merchant Banking will work closely with sponsors in reviewing. the
commercial merits of proposals submitted and the risks attached to them,
taking into account the business plans, available, as well as the Bank's
agreed country strategy and the proposals' environmental implications.
The Bank is able to provide advice on project structuring and financial
design for_investments in_the region. = The Bank enforces strict

confidentiality.
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'DEVELOPMENT BANKING

_'_s» Proposals from central and Iocal authontles Utliitles
financial institutions and other public sector agencies:

Requests for financing should nominally be submitted directly to the Bank
by the government or public authority sponsoring the project, rather than
- by individual contractors competing for such. projects, . :

Proposals will be reviewed by Development Banking staff and considered
in conjunction with the Bank's agreed country strategy. Specific proposals
will ' be subject to a financial, economi¢, technical and environmental
review to assess their viability before submission to the Board:

De'veldpment Ba‘ﬁking can'offer assistance in the fd!lbwing areas:

Advisory services ' ‘

Project identification, preparatzon and fundmg in the ph ys:cal and
financial infrastructure sectors 3
Mobilization of additiona fi inance from publ:c and pnvafe sources on

‘a co-financing basis S
Support of project tmplementatmn mcludmg procurement

> International Teﬂaéﬁﬁ_gfl

Public projects normally requare open mtematxona! tendermg procedures
consistent with the Bank 's Procurement Policies and Rules' for
procurement of the goods, works and services it finances. Under special
circumstances the Bank would agree to other appropriate procedures
such as selective tendering, single tenders and shopping in line with the
Bank's Procurement Policies and Rules.

> Technical Assistance

in selected cases the Bank can offer financial advice, and fraining and
technical assistance, where this facilitates the achievement of its overall
objectives, based on funds specifically provided for this purpose by
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certain governments and international institutions.. The Bank daes not
sesk advisory mandates for the purpose of earning fees in competition
with providers of advisory services. It rather assists selected
governmental or private sector entities in defining requirements for
selecting, monitoring and financing consultants and other advisers.



THE EC APPROACH

GENERAL POLICIES TOWARDS EAST EUROPEAN
INTEGRATION

The EC states that although the first generation trade and cooperation
agreements lifted quotas and other quantitative restrictions on exports
from the EC's Fast European pariners, they did not contain any element
of tariff preference to facilitate their access to the Community market.
Nor did they provide for statutory financial aid.

But they were (and will be) the starting point for the second generation of
association agreements or 'European agreements'of a totally new kind.
in the meantime a second generation of agreements has been aiready
settled (March 1 agreement with Poland, Hungary and Czechoslovakia,
liberalizing trade with the excpetion of some barriers for key products
such as steel, textiles, chemicals and glass).

The agreements to come, so the official EC policy, would even go beyond
the free-trade accords which the Community has. forged with the
individual countries of EFTA.

The association agreements are to consist of four essential elements:

(1) ~ free trade between the country concerned and the
European Community

{2) industrial, technical and scientific cooperation

(3) a pluriannual programme of financial assistance

(4) the creation of a mechanism for political dialogue

The agreements would constitute an end in themselves. They are not a
transitional phase on the road to membership of the Community; neither
do they exclude the possibility of an ‘associated’ country appiy:ng
subsequently to join the EC. '

> Free trad_e

The aim of the agreements is to bring about the phased introduction of
two-way free trade. This step-by-step approach will take account of the
specific reforms under way in each country as they concern prices, -
subsidies, taxation, monstary policy, currency convertibility and its
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system of foreign trade. The aim ofthereforms istealign thelrnational
systems . with the _open - system of ‘multilateral . trade ‘and global
c:cnrm’pet_‘it_i_r:m.= ' L L _ _ L

1 moving fowards the freerads objective, the Community wil recuce s

tariff and other import barriers ‘more rapidly. than.part ner. countries.

Associated countries. would open. their markets for. Community goods
aceerding o a flexible timetable and one which reflects their speciic
- situgtion, . .o oo oo AT R

Once the economies of the associated countries have succeeded in
bringing themselves close to the level of the Community, negotiations can
begin on: the free movement of persons, services and capital. - ‘Their
gconomic -legislation . could . .also ‘be harmonized. with - that of ‘the
Community.. - 5 ST R e e
The* economic and ‘technical cooperation will reinforce the structural
changes und_er-taken_s—by,,'3the_--fagsot3iated countries, contributing to their.
. integration into the world trading system. Prime. focus will be on
measures to facilitate technology transfer and direct foreign investment.

Actual. cooperation projects will cover areas such as professional training,
the -environment, the modernization of agriculture and of agro-industries,
the renovation of industrial structures, ‘science and research, energy,

mining, transport, tourism and other services, telecommunications, health
. "and medical equipment, standards and norms.

‘s . Financial assistance L

“‘The Comimunity will offer a set amount of credits. for each’ associated

‘country to finance cooperation and technical assistance: The Community

s aiready committed to spending ECU 2 billion in assistance to Central
Europe. =~ o R




UNICON

THE PHARE PROGRAMME
(Extract from EC pape_fs_"}ihé _Phare Pr_ogramme") B

The Phare programme was set up by the Group of Seven (G-?) summ;t in
Paris in July 1989. The summit charged the European.Commission with
coordinating assistance from the Group of 24 Western industrialized

: countnes taking part in the programme: '

Th:s functlon enabled the Commission to take on a new and important
international political role. For, besides coordinating Western aid, it has
increasingly taken the' lead in framing Phare policy and strategy The
initial aims of Phare were to sustain the political and economic reform
. process in Poland and Hungary and in particular to strengthen the private
sector. The priority areas identified by the Commission; in consultation
with. the -IMF,. the World ' Bank and the OECD are naw the ob;ect of
substantlal programmes '

These areas are agriculture and rural devefopment
enterprise restructunng, banking and finance,
investment,.  the environment and profess:onaf

~ training and techmcal ass;stance o

In addition, the G-24 countries have taken' actzon to facmtate access to
Western markets for Polish and Hungarian exports. They have removed
quantitative restrictions on Polish and Hungarian products, extended
most-favoured nation status (where this was not already granted) and
extended to them their system of generalized preferences (SGP).

In May 1990 the Commission announced a set of projects for Poland and
Hungary worth ECU 86.5 million as part of its contribution ‘to Phare

. projects. . More than half the amount will go on environmental protection,

a sector where the Community has taken the- lead in supportmg major
control efforts. ‘

> The list of projects includes:
Poland and Hungary

Poland: Environmental protection programme
Hungary: Environmental protection programme
Poland/Hungary: Participation in Budapest Regional
Environment Centre

I
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Poland: Bas:c techmcal ass:sfance for privatization programme " "

7 Hungary; Support for modernizing the financial system -

. .- Poland/Hungary: Cooperation in the field of economics.

Poland: Sectoral import programme for animal feed and
feed-additives L
Poland/Hungary: Technical ass:stance for tmplemEnfmg the _ : R
Trans- European mobmty programme for umvers:ty stud.'es e
( Tempus) i

o NOOA

Priorities identified by fact-fi nclmg missions sent to these countnes by the
Comm:ss;on were smlar to those in Hungary and Poland:

(1) :mproved access to Westem markets '

- (2} stabilizing and :mprowng food supply;
(3) professional fraining;

 {4).-. environmental protect:on N
(5 investment and économic restmctunng L '
(6) Industrial waste, nuciear safely), energy, trammg and youth

exchange

Specific emphasns varies from country to country The Comrmssuons ‘
fmtlal assess ment of nat:onal pnorztnes for ear:h count are as follows

‘ Bulgana

* Agnculture and the agn-foodstuffs mdustry

+ environment '

» investment (transport and telecom- mumcatlons)

+ training (management, financial services, scientific and techmcai)
restructuring (chemical and light mdustnes) tourism,

¢ lmprcwad access: tr:x markets. .

Czechoslovak:a

mdustnal restructurmg ' o

the « ‘environment - (pollution- centroi)
investment {transport and telecommunications)
scientific-and technical cooperation ‘
improved.access to markets.

* ¢ > 2 &
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- Romama

agriculture and food supply (research productlon technology, Jomt
ventures) .

envircnment,

investrent (transport, tounsm smaller enterprises), -

training  (management, banking; tourism). o

communications

agri-foodstuffs industry

improved access to markeis.

(former) Yugosla\(ie o |

agriculiure, ' ' -
environment (notab!y poilut:on ef the Danube and. Sava basms and of the :
Adriatic coast) .. . _

investment

restructuring of the banking sector and the industrial sector

training (banking, management, taxation systems)

structural adjustment, including the social aspects

improved access to markets R ' L

TheCommunity's own ‘contribution to ‘Phare s consuderabie K
contributed ECU 500 million in 1990. The total for 1981 was ECU 795
mittion with ECU 1 billion earmarked for, 1982. The Commission has
continued its coordination task as the scope and geographic coverage of
the Phare programme has extended io the restof Central and Eastem'

Europe.
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EXPORT -PROMQT‘QN SYSTEM’ s\ L
EXPORTCREDH‘S, EXPORT

- eu ARANTEES AND® - )
lNSURANCES R

EC countries provide 2 sophisﬁcated export
promotion - gystem allowing the realization of
importiexport transactions on the basis of most
favourable _.conditions  resp- optimized financial
yctures  and . gecurities,. _including triangle
(3—countries) operations. Also non EC countriés have ¢
such systems, the general framework (subsidized
interest rates and terms) Is agreed upon yearly by the

: Thtpughq’ut the West European Countries export promotio
more or lass the same schemes. To show the possibilities of taking part
in such systems we will take & look at the Spanish Export ,Pr'omdt‘iqn, and

at the Austrian, as non EC country. - o c
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~ nterational Agreements on Export Credis: OEGD
‘Consensus | e .

Regarding publicly -subsidised export credits, together with 22 OECD
countries, Spain adopted an agreement which foresees that interest rates
and terms of subsidised credits are ruled by an OECD cosensus which
takes into account the stage of development of the country in guestion.

(lower interest rates and longer terms for less developed countries)

The Actual System of Spanish Export Promotion

Public Subsidies for Export Credits -

- General Fra_m;eworlg

;j“.‘l}‘fﬁnda‘fn’enta;!y._- promotion *Qc‘.re;dif_s can be in’ pesetas; ECUs or in any
“other conwertible . currency quoted “6n the Madrid money . market.
Promotion conditions are ruled by multilaterai agreements on publicly

subsidised credits. | TR A T L -

The agreements are as follows:

- The OECD Consensus on Publicly Susidised Export Credits
- - Agreement on Export Credits for the Financing of Ships
- Special Credits for the Export of Nuclear Power Stations

- Agreement on Export Credits for Earth Stations for Satefiite
Communication .-~ = ...

- Special Credits for Civil Aircrafts
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> EC RULE

- Export crédits_,qwhiqh are :intendéd "_fo‘r opefﬁtioﬁs ',Witlii EC member
states cannot be publicly subsidised, unless other EC ;rUies--‘ekpﬁcitly
authorize such subsidies. ' e e

. Dpomestic suppliers Credits
- Foreign _bﬁyers credits

..~ Buyer credit lines for foreign buyers and foreign financing
" institutes EA

'» Borrowing Conditions:

Advance Paymeﬁté':6r-casthaymehts. A
© At the mor n_t":tbf;-’lending'-'oﬁibéi"o‘re_ the foreign buyer of exported goods
""" or services has to-deposit at least 15 % of the export vaiue with funds
which-do not come from subsidiséd export:credits. o

Basis of Calculation -
) The basis of calculation is the FOB valus of exported
N ',goodséja_.n-df_gewices indicated in the customs invoice or. k
.. the outward manifest. From this FOB the foreign shares
N - “and the shares of trade commissions over. 5 % -are

" b) In the case of buyers credits for foreign buyers, the.
-~ “interests and commissions accumulating during the credit
- period are added 10 the basis, as far as a credit fine.is
stipulated in the credit agreement. . B
' case of buyers credits also the credit i'rjsur‘ance_'

can'be added to the basis. ...
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d) Costs for freight and transport insurances c¢an be
added if this is foreseen by the export contract:and-if = .
these services are pe_rfarmed by Spanish firms. In case
they are foreign services, they are included in the
.. admitted 10 % foreign shares. If the services are
‘-__--performed by the amportmg country, they are consndered :
local costs. . :

e) In no case interests resulting from default in payment
can be added to the basis of calculation.

» Credit Ceiling

The maximum crédit amount depends on the export value; local costs can
be added if they are not higher than the 15 % deposit and the importing
country is not classified as relatively wealthy.

1. Pre-Shipment Finance

Conditions for a subsidised pre-shipment financing are the existence of a
buying order, the exported commodity may not contain more than 10 %
imported parts (excegtion: up to 30 % from EC countries} = . .

"~ The ‘maximum-creditterm. for consumer goods, semi-finished products
' and raw materials is three or six months, for capital goods it can be
extended unt{ the delivery.date. - : : .

a) Short Term Supplier Credit {up to 3 years). :

Up to 85 % Gf the contract’ value (for Flrst Class Export Charter firms up
to 90%) : ‘ - _ _

b) Medmm»-?’erm Suppiter Cred:t

Usually up to 85 % (90 % for FC'=C fu*ms) of the ccntract value are
prelummary!y f' nanced R _ \ ,

c} Buyer ered;z
Subsidised credits which are claimed byand extended to the foreign

importer (who-has to deposit at least 15 %). These. credits can be used
for financing exports of Spanish capltai goods {The credlt is nct payed to




the importer= debtef but it is used for the payment of expert mve{ces of
the Spanish exporter=benefi clery) o -

Cover for the Lender:

“Banks which extend these credits ean cover up 4o 90 %. (m the case of

private borrowers) and up to 95 % (in the case of public borrowers) of the

- .-open capital and the interests by means ef the credlt insurance. agencnes
(m Spam CESCE) ' S . e

| Share of Fore:gn Material Preference for EC

In order to obtain a st.ibSidISEd credit, the exporter needs a certificate with
a detailed description of the origin and destination of the included foreign
materials and services,and their share in per cent in the export value.
Materials which have been processed forming - a cempletely different
_ (new) product are not censudered foreugn materials, o

EC:

- Foreign goeds or s8rvices mcluded in the exported commodify may have
a share of up fo 30 % of the FOB alue when thefr origin is an EC

country.

Local cosis: -

Local costs are all expenses. generated in the impemng country under
direct respensmihty of the exporter, i.e. goods and services provided by
the importing country which are necessary to fulfill-the -export ‘contract
. and WhICh are mcluded ln the centrac:t price -

The ameunt ef local coets may not exceed the emeunt of the prepayment
or.deposit. In the case of exports. to countries c{ase:ﬂed as relatlvely
weeithy, iec;al costs are not fmenced

Interest rates

The mterest rates of pubhciy subsmhsed credits are not Iower than the

S penodlceuy pubhshed QECD consensus interest rates.
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EXPORT PROMOTION AND FINANCING IN |
" AUSTRIA

The basis for financing Exports was created through =
the establishment of a modern export guarantee
system. Without this, the Austrian export sector
would not have been In a position to:meet
international competition. : -

This is specially true of the capital goods industry and the opening up of
new markets. The latter goal is specially imiportant in view of the high
concentraion of Austrian exports in Europe and the resulting dependence
of the Ausirian economy on Europe's market conditions.- - =
Within the scope of this export guarantee system, claims are paid under -
guarantees as provided in the Export Promotion Act. Write-offs by the
guarantor and interest refief that had to be granted' under international
agreements as debt relief only reached a total of ATS 9.1 billion
(corresponding to 0.8% of the' aggregate guarantee turnover).

Through exports made on credit terms assets are formed-abroad directly
(by means of supplier's credits) or indirectly’ (through buyer's
credits), and also through the acquisition of investments abroad.

. The foreign assets covered by the said federal guarantees form the basis
- .of Kontrolibank's funding operations carried out on domestic and foreign
financial markets. In practice, the guarantess assurned under the Export
Promotion Act 1981 appear on the Bank's refinancing instruments. .- '

To the extent that the assets formed abroad are funded on foreign
financial markets, these operations mean that capital exports are made
possibie by capital imports. In case a tied financial credit is extended
or accounts receivable are acquired by a bank, the refinancing procedure
consists in the conversion of transactions made on credit terms into cash
transactions. -

The Bank is responsible for examining applications for guarantees from a
banking point of view (pankers judgement on financial standing and
handling) and issues and administers the guarantees on behalf of the

Republic of Austria
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Above aii in Eastem Europs, pro;ect finance is gaining-importance and,

along with it, the. project analyses: undertaken by Kontrollbank in the

interest of an effective evaluation of the transactions to be backed by a
- federal guarantee |s becom'ng more. and mcre ;mportant

- The guarantee prem{um for covermg the pohtncal nsks is determmed
, pnmanly By the oredit: ratmg of the buyer country. - In the case of the
... economic risks, the guarantee premiunt varies accord:ng to the record
_of claims:paid; the share of self-pamcnpatnon depends .on the buyer's

. credlt standang - . _

- TYPES OF GUARANTEES

The éxpdrt. promctlon schemér.'cbrgafiprisé_‘s 11types of .gﬁatantees:

NcE ET Guarantee for d:rect dehvenes and serwces w;th spec:ai
. : .  types of guarantee . . .
i - . G2- ... Guarantee for indirect dehvenes and serwces
- G 3- .. Guarantee for tied financial credits and debt reschedulmg
| agreements : = :
G 4- investment guarantee
G §5- Turnover guarantee (one foreign customer)

- ©86- . Country turnover guarantee or comprehenswe guarantee
U (ali customers in one country or in several countries)
G 7- :  Guarantee for stock on commission, eqmpment guarantee
advance guarantee

-G8 - . Reinsurance of contract of an export guarantee mst:tutmn
SR _‘{remsurance guarantee}
f o 6 9-  Guaraniee for the acqms;twn of accounfs rece:vabie from
oo éxport transactrons by domestm or fore:gn cred:t
| S nstitutions
U G10~  Exchange risk guarantee (not counted towards the

© . authorized liability limit) -

R e Y ‘Guarantee by avaf on b.rlls of exchange (export aceepfance
- _ o credrts) o .
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Since 1960 the Austrian Kontroll-Bank Has ‘operated a scheme for
financing exports of goods and services primarily on a medium and

~ long-term basis, giving speCial consideration to exports of Austrian
. capital goods. This export financing scheme is intended to provide
~ refinancing facilities to Austrian banks which in tum extend credits to

- Austrian exporters for the sale, or to foreign buyers (or their bank) for the

purchase, of Austrian goocds and services or for lnvestments in foreign
countries by Austrian enterprises.
> Supplier Credits and Buyer Credits

Exports made on credit terms can be financed as supplier's credits
{(deferred payment allowed by exporters) or by means of Ioans extended

o the foreign buyers (buyer credits).

The exporter granting a supplier's credit to a foreign buyer can obtain

- refinance from a bank.” In case a tied financial credit is extended or

accounts receivable are acquired by a bank; this leads to a contraction in
the exporter's balance sheet ~ The bank in question can obtain refi-

‘nancing from Kontrollbank for the credit portlon covered by a guarantee

under the Export Promotion Act

a > ExpOrt'Financ_ihg er_pfojécté in deve;loping countries

_ Smce 1964 the Bank has admsmstered a tend:ng scheme, the so-called

"start-up assrstance", ‘with funds from the- Eumpean Recovery

- Program Fund and from the Federal Economic Chamber. Under that

- scheme credits. are granted to Austrian enterprises to promote the
exacution of projects which are intended to open up or retain markets in

: ‘deve!opmg countries and whlch are suited to promote Austrian exports.

.. Loans under thls scheme are granted for the following. projects in

+*

pamcuiar

the establishment of branches, service stations and and repair shops
the assembling of Austrian products
industrial consulting

These projects may aiso be camed out in coopera'tmn w:th foreign
enterprises (joint ventures).
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in March 1974 the scheme was reorganized and further extended with
the help -of funds from Kontrollbank's -export -financing scheme .
{supplementary financing). Since the‘end of 1977, start-up credits have
been extended in the form of refinancing credits made available to banks,
in August 1987 the maximum term for new credits for projects in non-

European developing countries was extended from 15 to 20 years; in the

case of Elropean developing countries the 10.-year term has been
retained. ' ' '

> Investment financing -

Since July. 1973 credits for financing investments abroad have been
made available in the form of refinancing credits ‘granted to banks within
the refinancing scheme; statistical “data of these commitments are
included in. the: figures of the refinancing - scheme. - in mid-1984, in
response to_ the'. international dsvelopment; the maximum term for
investment guarantess (G 4) under the Expart Promotion-Act 1881 and,
consequently, that for investment financing operations was raised to 25
years. :



: _THE WORLDBANK GROUP

*The World Bank" refers to the International Bank for:

. Reconstruction and Development (/BRD) and its’
affiliate, the International Development Association -
(IDA). - The iIBRD has two other affiliates, the -
Infernational Finance Corporation (IFC} and the’
Multilateral Investment Guarantee Agency (MIGA).

" The Bank, the IFC, and MIGA are sometimes referred
to as the "World Bank Group.” .

' The World Bank Group’s functions and tasks

(extract: Annual report, papers)

The IBRD's charter spells out certain basic rules that govern its
operations. [t must lend only for productive purposes and must
stimulate economic growth in the developing coun- tries in which it
lends. 1t must pay due regard to the prospects of repayment. Each
loan is made o a government or must be guaranteed by the
government eoncerned. The use of loans cannot be restricted to
purchases in any particular member country. And the IBRD's
decisions to lend must be based on economic considerations alone.

The International Deveiopment Association was sstablished in 1960
to provide assistance for the same purposes as the IBRD, but primarily
in the poorer developing countries and on terms that would bear less
heavily on their balance of payments than would IBRD loans.

iDA's assistance, therefore, 18 concentrated on the very poor
countries-those with an annual per capita gross national product of

- $580 or less (in 1989 dollars). More than forty countries are eligible
under this criterion. Membership in IDA is open to all members of the
{BRD, and 139 of them have joined to date. The terms of IDA credits,
which are made only 10 governments, are ten-year grace petiods,
thirty-five or forty-year maturities, and no interest.

UleON




. and support. needed institutional devslopment. . The amount of B

The IFC was estabhshed in. 1956 its functlon tS to assist the. economao

development of Iess-developed countriés by promoting ‘growth in the

private sector of their economies and helping to mobilize domestic and

foreign capital for this purpose. Membership in the IBRD is a

-, prerequisite for. membership. in the IFC, which_totals 141 countries.

- . Legally -and-financially, the iFC and the’ IBRD are separate entities.
. .The IFC has its own operatmg and tegai staff but draws upon the
:Bank for admm- 1strat|ve and other serwces

A.-f-'MiGA estabt:shed in 1988 has a specsallzed mandate to encourage
S 'i:.,"-,Equlty jnvestment and other dwect investment flows: to devetopmg
o oountnes through the mtt:gatlon of noncommermat mvestment bamers

To carry it this mandate MIGA oﬁ‘ers mvestors guararttees agamst

“noncommercial risks; advises developing member governments on the
design and implementation of policies, programs, and procedures
related to foreign investments; and sponsors a dialogue between the
international busmess commumty and host govemments on |nvestment
|ssues ' : :

The Bank's lendirig strategy for Eastern and Centra[ Europe arms at
supporting structural.and institutional measures critical for the, success of
reform programs through structural- adjustment foans, as we!t as through
technical-assistance lpans that provide external expertlse in priority areas

- mitments  td. the . ECE ‘countries - during | the year expanded épldty,
: reachmg $2. 9 bnlllon an in-, orease of $1 098 m;!hon aver. the prevrous -
year(1990) e L s Coe e T

o -E_'_S?'::..-:i::L;endi;ﬂlgt-tlérinciples %: A

The Bank lends funds for a carefully selected and ciearly def;nect
pro;ects ‘These: projects - which.generally require the borrowing country
to-buy goods, civil works, and services in the international marketplace -
offer many patential business opportunities. About 30,000 contracts are
awarded annually to firms by borrowers ‘of Bank funds. Approx1matoiy
70% are for goods and equment 20% far civil- works and 10% for
consuitmg ser\nces
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> Investment loans and adjustment loans

. The Bank's lending activities fall into two basic categories - investment
loans and adjustment loans. Investment loans, by far the most frequent
type of lending, account for more than 75% of the Bank's total annual
commitments. These loans finance individual projects and segments of a
country's investment program in a specific sector, such as fransportation
or agriculture. ~Adjustment lending includes structural adjustment loans

(SALS) and sector adjustment loans (SECALs). - SALs help countries
‘reform economic and fiscal policies, and address balance of payments

~ problems. SECALs support more narrowly focused reforms in a
particular sector, " - o A

P Prbj’ect ty;";és |

The Bank finances projects in a wide range of sectors - from agriculture,
education, energy, environment, and health to industry, _population,
power, telecomm unications, transportation,” and urban ‘development.
Each sector includes a variety of projects and the procurement of many
types of goods and services,

_ Bank-financed agricultural projects, for ~example, can - include
development of tree crops, dryland farming, irrigation, = livestock,

" forestries, . fisherie s, food processing, grain- storage, agricuitural

extension, and technical assistance. Implémenting an agricultural project
~ might entail procuring food processing facilities, animal feed, fertilizer,
 seeds, livestock, insecticides, pesticides, irrigation- equip ment, pumps,
and agricultural equipment. Construction of civil works like dams and
irrig ation canals might be necessary as well. -

A similarly wide range of projects occurs in the energy sector. An ener gy
loan, for example, might finance constructing or rehabilitating and
upgrading a ma jor power facility, hydroelectric dam, thermal-electric
piant, and power transmiss ion and distribution facilities. - ‘It might also
~ finance oil and gas exploration, pipelines, and processing facilities. .-

" In the health sector. for instance, a Bank loan might finance equipment
{or hospitals, laboratories, and clinics; as well as furniture, pharmaceutic
* al supplies, vaccine production plants, and mobile health units.




. > COMMERCIAL PROJECTS TR!ANGLE TRADE AND

COOPERATION

According to our recent ta!ks with World Bank representatwes concemmg
triangle operations {Africa - Waestern Europe - Eastern Europe) the echo
on the ides of linking African producers and businessmen with the
. restructurmg process in Eastern Europe was warmly welcomed

. S|m|lar to the diSCUSSlonS in London at the European Bank (EBRD) it

was pmted out that main requirements are projects that make sense.
The World Bank will not finance "holes in the: budgets” when fmancmg
infrastructural mvestment but will finance such investments within the

"framewerk of an- economscaiiy sensful pro;ect (preferably reglonaf

projects):.

As the World Bank’s actuvuttes are concentrated on work wath the
governments or government agencies in the countries where the loans
should go to, the Bank would not directly finance ccmmercual projects of

. private- flrms ‘but “coutd -~ for interesting pro;ects = provide it's whole
‘system of experience and instruments - |e m particular cooperatlon
echemes with the'IFC-and MIGA. o

, '1_“The Bank wouid prepare the envnronment of the prcaject (negotjat:on with
.govemments preparation  of guarantees prqect specific: . funds to
-governments etc) the IFC would assess ‘the project, decide on financing

and efaborate a proper. financing structure; MIGA ‘would be . bound into
the project by e.g. insuring sovereign risks, exchange risks etc. Helpful
could be the integration of the APDF (Africa: Project Deveiopment Facﬂ:ty

1 Nalrobi) or the Venture Caputal Fund (Na:robl)

__> Coverages of MIGA

""MiGA's Guarantees program protects mvestors agams{ [asses frc}m '

cufrency transfer, expropriation, war. and - civil disturbance, “and
mvestment—related breach of contract by host governments. in addition

_ to ‘new projec:ts MIGA . can insure mvestments in ‘the. expansron
B '-prwatazatrcn and” flnanczé! restructunng of existing pI‘OJthS that “are
" registered with MIGA before the investments are made.or imevocably
__}cemmitted No mmamum mvestment 1s requwed to be

'hglb[e for MIGA

Eltgcble mvestments mclude c:ontnbutlone in cash or sn kmd i the_-f m of
- eduity; loaris made or guaranteed by ecmrty holders and certam forms of
!non—equlty d;rect investment. MIGA can insure a- loan |
: Vmsﬁtutien if the loan i is relatedto an lnvestment cevered oF: to be covered

by -a fmanc:ial

by'the. Agency
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MIGA‘S standard policy covers investments for 15 years. although
coverage for a pro;ect may be extended to 20 years |n exceptlona! cases..

> Cooperation between the World Bank ‘and . the
' European Bank for Reconetructlon and Development

The EBRD has expressed interest in coflnancmg with the Bank in the
. areas of enterprise restructuring, privatization, ‘and financial-sector
- development, as well.as projects m the energy, ,te!ecommumcetlons and

- environment sectors. : :

N In June 1991, the EBRD coflnenced a Bank-assmted heatmg—supply

‘ pro;ect in Poland designed, among other things, to eneourage -energy
conservation and reduce environmental poliution. -

> Ceeperatnon with the internatlonal Monetary Fund

‘The Bank and the Intematlonal Monetary Fund share the' broad
objectives of promoting sustained growth and development 6f member
- countries, and they have been assigned differing "but .complementary

roles in pursuing this objective. The two institutions are expected to.

ensure close collaboration.in order to serve members with. maxamum{ .
. effec- tlveness | S _ .

. 5;» ': Coeperatian-.with the Iniernati'enal.'Fina'nge_.'Cerpo.rati'on_

'The international Finance Corporation (IFC) a member of the World
~ Bank Group, promotes private enterprise in its developing member
- countries.

 #t does this by financing sound private-sector 'projects ‘mobilizing debt

o ”‘_ and equily financing in the international mar- kets for private companies, -

. and providing technical. asszstance and advisory services to businesses

E 'and governments .In . recent .years, the IFC has increased its

: resource-mobilization actrvutles in many !nstances raising substantial
- amounts of debt and equily fmancmg for compames with re!e— tlvely small

o “"‘-out!ays of its own funds.

In- addltlen to reismg funds through cof:nancmg, loan synd;cations and
;underwrltmgs the IFC also mob:iizes funds by sponsoring, underwntmg,
or mvestlng in country and debt- convers:on funds '
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AVARIETY OF POSSIBILITIES

Our talks with mich more 100 top manageérs of selected Eastern European
production ‘companies, exporters, representatives of trading companies,. of .
private banks and of the international financing institutions, have resuited in
the possibility fo define specific sets of concrete bilateral, triangle or multila-
teral frading and cooperation schemes. S J T R

Sé:hemeééi to be able :tb."iecbnsfrnCt" lost market ppsitio:is, s;cheniieé' ftb"' be able
to gain new market niches - under complicated overall conditions like.in re~

constructing Eastern Europe orin developing Africa. And of course, schemes.
linked with proper and creative financing structures. : oy

The following pages will demonstrate some selected schemes, an extract but typical -

for possible operations. Selected because of their good chances to be realized; and,
of course, seiected because of meeting national economic requirements as.weli-as .

profitability for the partners involved.

Not everything is new, but new is the @mblex- iinkage of economic sectors (not-just o
- relyingon classical barter business)iandf—th,é'-'even ‘more-complex linkage of triangle .
* and multitateral projects finked with proper and also complex financial instruments.. *

Within the frame of this study it is not possible to simulate full bankable project and
financing concepts nesded for realigation ‘of the demonstrated :.schemes.,This'- isa

matter for follow ups. A matter to'be negotiated between partners. .-~ ..
We have i'r'_i'éd“'tb make the géhé?ai ideas understandable in laying them down gra-
phically: Two .complex and. practically proved schemes we would fike to comment

The. "Triangle.Joint Venture" (Agricultural Machines / Food Processing) and the
"Harbour Modernisation Investment - Cold Storage Facilities”. ~ " o



- UNICON

AGRICULTURAL MACHINERY - AN EXAMPLE

In the field of agricultural machines the Eastern European countries are producing a
big variety of products with-very gosd quality and competitive prices.. The most inter-
sting products we could find .in the former USSR; in Hungary and -in Bulgaria. The .

wide range of offers comprises;

Standard Tractors
Heavy duty Tractors
- Mini Tractors and Equipment
Harvester Machines, Windrowers
‘Accesscires for Cultivation . = . -
Tracitor Mounted Sprayers for Chemical Protection
Trailors

DOPSEOP O

O

. Hungary, for example, has'a great tradition in agricuttural production, one of the re--

- asons why the agro-machinery sector is very. developed (about 30 % of the produc-

tion goes into exports; one third of agricultural land is aiready privatized). - -

For the realization of machinery and technology imports to Africa proper mecha-
nisms and creative financing have to be developed. Even if the EC, for example, de- -
cided against the inclusion of bariana in the GATT negotiations and will apply quo- .-
tas to banana imports-from e.g. Latin America, ACP producers will have to increase .
productivity, efficiency and diversfication in agricultural production. -

As far as financing of "imports.-é'é-ufconcerned there are 'fdllowing main ﬁnéhciné. struc-

fures thinkable: AR S e S e s AR

A}  Delivery against cash / LC Basis |

B)  Delivery against direct compensation {exporter takes compensation
goods) :

€)  Indirect barter transaction ¢6mbibedﬁitb fa&c?éﬁnﬁ(thé compensation =
goods wiil be taken by the exporter’'s bank (the bank’s trading hotse)

D)  Regular Export Leasing operation

C}  Complex trilateral (trlangle} or multitateral financing and cooperation
structures |
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o ;c:‘omp-a.;Ex;P_ERATIGN‘:-I, |

P "Triangle Agricultural Joint Venture"

Basic Structure

Offer: ~ Eastem European Agro - machines”
Demand:  Agro- r_ﬁachinés lAfgin_:a;n agricultural producer

Problem: Gul_'rénsy sh@rtage_

Possi_b!é Strategy;

» Exporter of agro-machines (producer) and importer of machines (agro-
producer) form a food processing joint venture under participation of a we-
stern pariner. The African agro exporter will supply the joint venture for fair
(favourable) commodity terms; the exporter of East European agro- machines

+ will enter the joint venture with cash capital or with processing facilities. The
West European partner will enter with capital and. will bring in management

~ know how, financial know how, marketing, accountancy and tax know how,
and currency exchange / transfer operation’s know howhow. .

"+ The joint venture’s sales contracts will be assigned to the leasing company or
" the financing - bank . The joint. venture opens: an.-account..af. the. leasing-
 financing ‘bank/entily, sales revenuss will be transferred minus the ieasing ra-

o Necessary' Performance Guarantee for agricultural supply: Bank / or Perfor-
mance B@na;f: asset ba?"e‘? leasing contract; 3-5 years maximum maturity.



COMPLEX OPERATION 1

Harbour Modernisation Investment - Cold

Problem:  Modernisation of harbour facilities - shortage of hard currency
Existing:  Bankable feasibility study for investment & pay back . -

Background: State guarantees or locai bank guarantees not accépted
by financing western banks

Triangle Operation:

aj Harbour authoriy contracts customers (shipping companies usirig harbours)
on leasing agreements with Western hard currency earning transportation
company

bj -Customers (iooal shtppmg compames) are regular debtors to
B harbour authonty s S

‘e Western transportaﬁon company Ieases 1f2/3 shrps from Iocal shrpprng com
S ,oany , : , . _

o)  Cold storage ﬁnancmg bank/ ieasmg company makes confract w:th Eastem
exporter/ Afncan Investor/ West European transport company

@) Hard Currency earmngs from operatrons performed b y Western customer go
" fo bank account at West European bank, revenues minus leasing rafes -
(capital repayment & interest) are transferred to African shipping company

H Shipping company balances with Harbour Authority, investment is seitied.
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