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Preface

Turkinenistan became a member of the World Bank on September 22, 1992. This report is
base *n the findings of a mission to Turkmenistan in September 1992 led by Enrique Lerdau. The
report was discussed with the authorities in October and November 1993. The World Bank wishes to
ihank the Turkmen authorities for their support and cooperation in providing information and data on
the Turknen economy.

The report was prepared by Helga Muiller (the main author), Ali Alikhani (industry), Stan
Bereza (financial sector), Toby Burton (privatization/private sector development), Yusupha Crookes
(ersergy), Arye Hiliman (trade), Markuu Kaariainen (telecommunications), David Kunkel
(agriculture), Muhammad Mustafa (telecommunications), Barbara Ossowicka (statistics) and
Wayne Vromen (social saf_ty net/labor market). Other staff contributing to the report included
Isabel Guerrero. Katarina Mathernova, Costas Michalopoulos, Klaus Lorch, and Michael Mills. The
study was carried out under the general supervision of Kadir Tanju Yurukoglu, Division Chief and
Russel J. Cheetham, Director. The report was processed by Miranda Cookson and Robert Elings.

Since the mission was undertaken, several reform measures, addressing key reform areas
discussed in this report, have been undertaken by the Government. The report has been updated
according to these developments.

This document has a resticted distribution and may be used by recipients only in the performance
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.
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EXECUTIVE SUMMARY

1. Turkrnenistan became a member of the World Bank on September 22, 1992, having
gained its independence on 27 October 1991. With 500,000 square kilometers, it is the fourth largest
republic of the formet Soviet Union (FSU). -But with the Kara Kum desert covering 90 percent of the
area, Turkmenistan's population is only 3.8 million, the fourth smallest of the FSU. Landlocked,
Turkmenistan depends on its neighbors for access to international markets.

2 Although Turkrnenistan has good potential for diversification into mineral resource-based
industries, the economy is still predominantly agricultural. While agriculture represented nearly half of
total production, industry was only a fifth of net material product in 1991. Agricultural yields are low
hv international standards because of years of inefficient water use, salinization, irrigation of
inappropriate land, and overdevelopment of cotton cultivation. Furthermore, the high specialization in
energy and cotton -- the two biggest sources of export revenues -- has made the economy heavily
dependent on food imports.

3. Turkmenistan is well endowed with energy resources, primarily natural gas and oil. It
is the second largest natural gas producer in the FSU after the Russian Federation and the fourth largest
in the world. It is also the fourth largest oil producer in the region. Despite this natural wealth,
Turkmenistan is one of the least developed republics, with the highest infant mortality and the lowest life
expectancy. Per capita incomes were significandy below the union average in the 1980s.

Recent Economic Developments

4. Turkmenistan has been relatively less affected by tl1e breakdown of the Soviet Union than
other republics. However, production of gas fell by 30 percent in 1992 because of the itiability of
Turknenistan's FSU trading partners to pay for imports from Turkmnenistan. The decline in GDP is
estimated at about 5 percent in 1992. The relatively lower drop in productivity than in other FSU
countries was partly due to significant construction activity undertaken through new government
investment. Agricultural output declined in 1992 by about 4 percent mainly due to bad weather.
Industrial production declined significantly (about 20 percent) due to the disruptions in interrepublican
trade, shortage of spare parts and inputs, and the inability of most public enterprise managers to adapt
to changing circumstances.

j. Trade. Turknenistan's hard-currency and interrepublican trade accounts were in surplus
in 1992 and are expected to be in surplus in 1993. Exports were largely dominated by gas, oil and
cotton. Turkmenistan's energy exports are hampered by two problems. Its interrepublican gas exports
received an average fob price of US$10 equivalent (=2000 rubles) per 1000 cm compared to the world
market price of US$72/1000 cm in 1992. Turkmenistan increased this price substantially from R13,700
in January to R38,400 per 1000 cubic meters in June 1993 with the result that arrears with other FSU
countries intensified over the year. Furthermore, Turknenistan is dependent on the Russian gas pipeline
for hard-currency sales to Europe. Russia pools its own gas with that of Turkmenistan and then uses it
either domestically or for hard-currency exports to Europe.

6. Monetary Policy. Turkmenistan's participation in the ruble zone effectively removed
from national control actions on the exchange rate and money supply in 1992 and 1993. With growing
inflation in the ruble area the Government realized that national independence had to be contemplated by
monetary independence. The Govermnent, therefore, decided to introduce its own currency. In
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preparation for the introduction of the currency the Governnent has accumulated a hard currency reserve
to support the national currency and the Central Bank took various administrative measures to stem the
flow of ruble notes into Tur'kmenistan. The Government introduced its own currency -- the manat -- on
November 1, 1993. Between November 1 and November 5 the official exchange rate was set at
US$1 = manat 2. The Government has indicated its intention to iniroduce a managed floating exchange
rate regime.

7. PAices. Turkmenistan started to liberalize prices in early 1992 but several of the price
liberalization measures were soon reversed. Developments of prices in 1992 and 1993 were basically
influenced by the imported inflation from the ruble zone and the persistence of price controls for about
forty consumer goods and services. With the introduction of the new currency in November 1993, the
Government liberalized several prices. Eleven commodities are still subject to control at subsidized
prices. Another 26 commodities are subject to a review by an antimonopoly commission which will
negotiate with enterprises the maximum level of price a. stment. The Government has indicated that
the ultinate goal is full price liberalization but the timetable is not clear.

8. The minimum wage was increased several times in 1992 and 1993, at a rate much higher
than most of the other FSU countries. On November 1, 1993, the Government established a new wage
scale and an estimated average wage of manat 400. Given the limited scope of the price reform, witl
a conversion rate of R500 to the manat, these figures imply a sharp rise in real wages in November,
1993.

9. Fiscal Accounts. With the breakup of the Union, Turlanenistan's budget has experienced
both negative and positive shocks. The country had been one of the nain beneficiaries of Union
transfers, with direct transfers of up to 20 percent of total revenues. The Government's revenues dropped
from 40 percent of GDP to 20 percent of GDP. At the same time, however, there was a positive shock
when exports earnings became directly available to the country, rather than to the Union. Moreover,
export prices increased as Turknenistan started to gradually approach international markets prices in its
sales to the FSU and the country has large terms-of-trade gains.

10. Although technically the 1992 budget was in deficit, there was a budgetary surplus of
14 percent of GDP after taking into account hard currency rever,ues which were channeled through an
extra-budgetary fund. The situation began to deteriorate in 1993, as a result of accumulating arrears of
some FSU countries on Turkmenistan's exports and the appreciation of the real exchange rate. This will
deteriorate the budgetary surplus, since arrears have a substantially negative effect on revenues and
70 percent of total government revenues consist of hard currency receipts from the gas coperation.

lMedium-Term Prospects

11. Despite its high proportion of desert land, Turknenistan has strong economic potential.
Energy resources are plentiful, and there is considerable scope for raising the productivity of irrigated
land. Large gains in terms of trade as energy prices approach international levels, should lead to
increasing export revenues that could finance a substantial expansion of imports of both capital and
consumer goods. Current accoun. surplusts are expected throughout the nineties provided there is
substantial investment to sustain current gas export levels and to develop basic transport infrastructure.

12. The efficient re-investment of financial resources obtained from the energy sector is
central to Turknenistan's future development prospects. Other developing countries with large energy
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resources have confronted the same task. The experience shows that it is easier to obtain the financial
icsources from extracting the natural wealth than it is to reinvest them in a way that will generate long-
term growth and a higher standard of living.

13. To develop Turkmenistan's potential and maximize the rate of return of investments,
carefui economic management and comprehensive reforms are essential. Progress on structural and
systematic reforms would provide enterprises and individuals with the right institutional and market
incentive structures and strengthen substantially the sustainability of the supply response in the econom;r.
Turkmenistan could indeed achieve some -rowth with little reforms, by financing it from gas export
revenues, all of which go to the govermnent. It is expected to have smaller declines in GDP than other
FSU countries. However, such siow economic growth would be insufficient to generate the increasingly
larger employment opportunities that Turkmenistan would need in the longer term, given its rapid
population growth. A slow path of reforms would imply continued reliance on public investmenc and
continued low productivity, thereby increasing budgetary expenditures. The poor baseline situation on
social indicators coupled with rapid population growth will also exert increasing pressure on budgetary
expenditures over the medium term.

14. Growth without significant reforms would *; so t'- so be expensive because of the
substantial waste and inefficiency which would continue to tak- pf - under the existing system. As
prices would not be allow d to fully play their role in allocatiag sca a resources, due to the existing
price controls and subsidies, efficiency gains from increased competitioz, would be delayed. With limited
reforms, increasingly larger investments would be required to generate the same output growth. In an
environment in which most investment decisions are not based on adequate cost-benefit analysis and
within an overall investment strategy, a lot of investment could be unprofitable, inefficient or against the
long run interest of Turkmenistan.

15. A decisive implementation ot a comprehensive reform program could improve the pace
of recovery and reduce the vuln.rability to potential external risks. Through a more productive use of
resources, growth rates with the same amount of investment could reach 4 to 5 percent by the late
nineties, comnpared to much less with no reform. Progress on systematic reforms would provide
enterprises and individuals with the right institutional and market incentive structures to grow and invest.
It would, thereby, strengthen the sustainability of the supply response throughout the economy.

16. Eternal Risks. Turkmenistan's exports are concentrated on energy and cotton, whose
prices are subject to movements in international markets. A decline in the price of energy can lead, even
in resource-rich countries such as Turkmenistan, to serious long-term problems such as soaring budget
and balance-of-payments deficits and declining growth. A $1/1000 cubic meters drop in oil prices would
decrease Turkmenistan's exporis by $50 million. Furthermore the same effects would be caused by an
increase in transport charges, since Turhnenistan has little leverage over the determination of regional
gas transmission tariffs. A $30 decline in the export price of 1000 cubic meters of gas -- caused by a
decline in the international price and/or an increase in transport charges - would turn the trade balance
into deficit by mid-1990. Without the diversification which would come about from reforms, the
country's future would be vulnerable to external developments beyond the control of policymakers. Some
of these problems could result from the classic 'Dutch Disease' since strong growth in export receipts
from one sector of the economy can significantly reduce the competitiveness of other sectors in the
economy through currency appreciation. Experience in other oil exporting countries suggests that
macroeconomic crisis have been a direct consequence of an inefficient economy overly dependent on a
single commodity to export.
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17. Furtbermore, Turkmenistan is tied by innumerable links to the FSU, and there is great
uncertainty surrounding the evolution of interrepublican trade and the ability of other FSU countries to
pay for their imports from Turkmenistan. Hard currency revenues will continue to be uncertain as long
as the country is dependent on Russia for transport and access to hard currency markets. Demand for
natural gas in Russia should decline as domestic prices increase and the industry is restructured. Then
a considcrable volume of gas supplies would be available for exports, potentially reducing the demand
for Turkmnenistan's gas.

18. The risks of course will be magnified if there is no reform or there is poor
implementation of reforrns. As the range of decisions broadens and the complexity of issues increases,
decentralization of authority will be necessary as well as substantial strengthening and adjustments of
institutional capacities. Technical assistance would need to be mobilized to strengthen the Govertnent's
capacity in the critical areas of stabilization and reform.

19. Other risks include the possibility of severe supply dislocations in the FSU, especially in
Russia. Shortfalls cannot be easily made-up by recourse to othe, sources given Turkmenistan's
remoteness. There could be considerable supply bottlenecks provoked by a shortage of raw materials,
intermediate goods, spare parts and replacements for capital goods.

Policy Priorities during the Transtion

Stabilization Program

20. Monetary Policy. The success of a stabilization program depends on the monetary and
exchange rate arrangements to be adopted by the Government of Turkmenistan. The Govertnent
introduced its own currency on November 1, 1993. However, maintaining a strong national currency
will not only require strong export performance, but also macroeconomic stability. With a separate
cuirency, the focus of monetary policy should be to reduce inflation. Interest rates policy would need
to be consistent with exchange rate policy: if the return on domestic currency deposits is unattractive
there will be capital flight.

21. The availability of substantial hard currency reserves provides the country with
some protection against external shocks. Turk-menistan intends to adopt a managed floating exchange rate
system to maintain this reserve position and the Governiment has centralized its foreign exchange holdings
at the Central Bank. It is very important, in light of the expected continued surplus of hard-currency
reserves, that the Central Bank be allowed to manage reserves. This is not only necessary for
maintaining a strong external reserve position, but also to manage the inflow of the surplus into the
economy.

22. Fiscal Policy. Macroeconomic stabilization will deiend also on sound fiscal management.
Deficit financing from the monetary system would be limited by the objectives of controlling inflation.
The Government will have to undertake measures to increase revenues and cut expenditures since the
budget surplus in the consolidated accounts is not likely to last for long. It is already declining due to
lower than expected revenues from the energy sector and increasing expenditures for social services and
subsidies. Without reforms there is a strong likelihood that budget deficits will grow significantly and
bring a-out balance of payments and macroeconomic instability.



Executive Summary xiii

23. If the Government is to support a reasonable level of public invesiments and keep the
deficit under control, overall accounts will have to be restructured. The taxation system should be
strengthened and the tax base widened as much as possible. The exemptions from the VAT should be
reconsidered. The tax system should be strengthened through such measures as: reinstating the gasoline
tax (abolished in August 1992), substantially reducing the exemptions from in-rome and profits taxes,
discontinuing the tax-free status of the cotton company, increasing user charges for many public services,
and adjusting housing rents at least to cover operating costs. Subjecting all imports to the VAT would
increase revenues and remove the distortions against domestic producers. Bartet transactions need tn be
subject to an invoice verification by customs - and to taxes. Since a high proportion of revenue comes
from energy, the Government should review the sector's taxation and pricing system.

24. For the Ministry of Economics and Finance to exercise full control over public finances,
budgetary institutions and procedures will have to be reexamnined at all levels of Government.
Furthermore, all extrabudgetary funds, with the possible exception of the pension fund, should be
included in the budget. Otherwse budgetary management becomes impossible.

25. Resource Management. The critical task at hand is to manage the surplus generated from
exports caretully and to maximize its rate of return. Whether the surplus flows back to the Govermrent's
budget, the banks, or public enterprises, the crucial issue will be the ability of these agencies to make
effective use of these resources from the point of view of the country as a whole. To the extent that the
surpluses flow back through the banks, commnercial banks will need to have the capacity to make sound
lending decisions. To the extent that resources flow back to the Governnent's budget, the Goverunent
will need to build up the management capacity in order to evaluate the costs and benefits of projects and
to prioritize them. The Government should base its investment decisions on both an overall strategy and
the profitability of individual projects. The Government is currently planning several projects with
foreign promoters that involve hard-currency expenditures. Many of these projects have had no cost-
benefit analysis. This lack of analysis is dangerous: the country could be investinig in unprofitable
industries that could quickly deplete hard-currency resources. Such losses would become a major burden
to the budget.

26. A public investment and financing plan should include economically and financially sound
investment projects selected on the basis of a careful cost-benefit analysis. The plan's sectoral
composition should follow a national development strategy elaborated by the Govermnent. Projected
annual expenditures - built up from the forecasts for each project -- should match the financial resources
ava table. And the foreign exchange impact should be consistent with developments in the balance of
payments.

27. If public enterprises outside the budget are allowed to use the surplus, it will need to be
done in a context where these resources are used in a way that maximizes the welfare of the countryf as
a whole. Finally, there is the option of leaving resources offshore until the Government decides which
is the best way to re-invest, or, while these investment management capacities are built up.

28. Subsidies. Subsidies and price controls distort the structure of relative prices and make
meaningfui cost-benefit analysis impossible. The current pricing policy greatly reduces incentives to cut
production costs and resource allocation. With price controls in place, investments are delayed or of the
wrong kind. Without a clear signal on prices, investors and producers cannot determine the potential
value of privatized assets. Most investment would be of a speculative nature or with strictly short run
objectives. The rationale for price liberalization lies in eliminating the increasing inefficiencies caused
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by a highly distorted price structure and in countering high costs. Barter trade has appeared in part out
of attempts to avoid price controls.

29. Subsidies also influence the Government's financial requirements. Their elimination --
or reduction to a few items -- is desirable for efficiency and budgetary reasons. A medium term program
to phase them out is needed which is compatible with the social objectives of the Government. Such a
program should give priority to sectors where the supply response to higher producer prices is expected
to be quickest.

Strctural Reform Pogram

30. Domesdc and Foregn Trde Policy. Both imports and exports need to be liberalized to
ensure a dynamic economy. The freedom to import will foster competition by providing alternative
sources of commodities for state monopolies - and for consumers. The freedom to export will help
develop the domestic private marketing system - and attract private firms to the development of markets
abroad. Because of its imnediate impact on supply, the reform should start with the removal of all
domestic restrictions on trade and allowing free entry into the import-export business. So far, designated
ministries follow bureaucratic, not market incentives. An international commodity exchange, covering
a broad range of commodities, might also be set up in cooperation with other Central Asian countries.

31. Leal Franework. In order to strengthen private sector development, there is a need to
address significant gaps in property, contract, and bankruptcy laws; to harmonize existing legislation
affecting foreign and domestic investors; and to strengthen the capacity to enforce the legal regime. If
the privatization of land and state enterprises is to yield benefits, decisionmakers need to be assured of
the right to retain the returns from their investments. Those returns must not be directed to the
production of unprofitable commodities. If individuals and firms have the means to enforce legitimate
contracts and are allowed to enter into business freely, they will foster conpetition and innovation.

32. Privatiaon. Privatization has been negligible in Turkmenistan. If the Government
wants to pursue it further the main priorities should be the enactment of a More liberal legislation for all
aspects of privatization; the development of an overall strategy for privatization and a rapid expansion
of the small-scale privatization program (covering most of the retail and service sector). Shops and service
establishments should be auctioned. The Ministry of Agriculture should introduce flexible lease
arrangements for state farms and cooperatives - and consider introducing outright land sales as well.

33. Enterprise Reform. The elboration of a comprehensive and successful strategy for
privatization needs to be accompanied by measures to strengthen the governance of enterprises that will
not be privatized. The Government should transform SCEs into corporate entities managed according
to conmmercial law; create an independent body in charge of SOEs; and abstain from new projects that
can be done by the private sector. Furthermore, credit to enterprises should only be to finance their
losses and should be conditioned on restructuring or liquidation plans for clearly nonviable enterprises.

34. Private Sector Development. The regulatory, legislative, and economic environment for
private investment is rudimentary, with inadequate safeguards. Different incentives are applied to private
and public enterprises. State enterprises should not benefit from preferential credit extended by the
bankdng system - or from direct state subsidies in manufacturing and agriculture. Nor should they be
given preferential access to, both local and imported, inputs.
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35. Instiadonal Framework. Turkmenistan needs to change the institutional framework for
economic policymaking. In the past, policy decisions and the processing of information originated in
Moscow, and the republican administration was only in charge of implementation. Therefore, there was
little capacity to analyze economic developments. Turkmenistan should now start developing the
institutional framework to formulate and implement reforms. Training to improve such capacity would
be high priority.

36. Financidl Sedor Reform. International experience shows that the financial system has
been one of the most serious obstacles in the transition to a market economy. The intermingling of
subsidy programs with credit programs makes the application of sound banking criteria - or the
performance of the banks' intermediation function - virtually impossible. Reforms are necessary to
liberalize and commercialize the financial system, to improve the payments system, and to strengthen the
Central Bank, and legal, accounting, and prudential framework. Thereafter, financial sector refo ; that
will support economic growth include: developing a merchant banking system, restructuring the State
Savings Bank and other banks, and improving the flow of savings. Interest rates should increasingly play
a greater role in mobilizing savings and in allocating credit. Their complete liberalization will be
warranted once stabilization has been completed and once lending patterns are driven primarily by
commercial rather than ownership criteria and the confidence in the ability to withdraw deposits from the
banking system has been restored.

37. Soil Sector Reform. Since Turlanenistan's social indicators are worse than elsewhere
in the FSU, targeted and cost-effective measures are needed to address this problem. The current social
safety net system is not capable to deal with the social effects of an emerging market economy. If the
govermnent does implement major market oriented reforms it will need to restructure the social protection
system in order to assist those negatively affected. Furthermore, the profile of those in need might
change. For example, income differentials axe increasing due to the trade disruptions and the break-up
of the Soviet Union. Future developments will undoubtedly introduce other fundamental changes in the
pattern of the poor and vulnerable. For the system to be affordable, social benefits should be focused
on the poor, while remaining conducive to effective administraion.

38. Enterprises have not shed labor, despite the contraction of output. There is a tradeoff
between improving the financial situation of enterprises and protecting employment. The implementation
of a reform program would make it necessary to reduce legal restrictions and encourage labor mobility.
Unemployment insurance could be financed by a payroll tax.

Sectoral Reforms

39. Enery. Turlunenistan's energy sector offers good prospects for generating significant
foreign exchange earnings and provides a basis for improved creditworthiness. But, the prospects for
the natural gas sector are clouded by low remaining proven reserves in developed fields, the limited
capacity of the domestic industry to identify and develop new reserves, and the uncertainties surrounding
export markets in the medium term.

40. These challenges can be met if the Government attracts foreign expertise and capital to
regenerate the sector's production potential and help diversify the export markets. The domestic industry
lacks the capacity to undertake the scale of development required to sustain production at recent levels,
and to reverse the trend toward the industry's premature liquidation. Moreover, the costs of such an
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undertaking are beyond the country's financing capacity. Inevitably, Turkmenistan needs foreign
investors to realize its large resource rotential.

41. At present, the critical issues in the energy sector involve: (i) the arrangements for
pricing and marketing of gas; (ii) the terms of access by third parties to the transmission network now
owned and operated by Turkmengas; and, (iii) the taxation of foreign operators. Without a clear policy
on the commercial aspects of gas production, promotional initiatives in gas-prone territories are unlikely
to succeed. The Government needs to address these issues directly, within the framework of a petroleum
legislation.

42. The country's capacity to market natural gas should be strengthened. While increasing
gas exports to existing markets should be a short term priority, investments in new pipelines may be
appropriate. This would allow Turkmenistan to diversify transport options and enter new export markets.
The economic and financial viability of a large investment program under consideration has not been
assessed. It would seem wise for the Government to postpone a decision until such analysis is available.

43. Energy Prices. Turkmenistan has maintained a system of highly centralized control of
all domestic energy prices. One feature of the present pricing framework is that it provides little
incentive for the efficient management of enterprises and the efficient use of energy by consumers. Price
controls, based on average enterprise operating costs, encourage the cross subsidization and continuation
of non-viable activities, particularly in the absence of competition or regulatory monitoring of efficiency.

44. The Government should ensure that energy prices fully reflect the cost of supply or, when
traded in world markets, the export value. In applying this general principle, a distinction should be
drawn between energy resources that can be supplied only with dedicated infrastructure that would be
economically inefficient to duplicate. In the case of Turklnenistan, the latter situation would cover the
network industries - electricity and natural gas supply - which require extensive transmission and
distribution systems and enjoy inherently large economies of scale. For these natural monopolies, prices
for specific consumers should cdver operating cost plus an allowance to finance the cost of investments
in order to maintain an acceptable service. Some regulation of these prices and the provision of effective
service needs to be maintained.

45. The Government's recently implemented directive that the main natural monopolies in the
sector - the power and gas distribution industries - supply electricity and gas operate on a more or less
free-of-charge basis has important policy implications. Currently, the estimated implicit subsidy of the
supply of gas to residential and commercial consumers of gas is $40/per 1,000 cubic meters and $4/1 00)
cubic meters to industrial customers. The level of the implicit subsidy will be about $200 million witl
the full implementation of the distribution system currently under way and assuming that the present
policy of free gas to residential consumers is maintained. This system is not only unsustainable but also
does not provide incentives for the efficient use of energy. The objective should be the progressive
adjustment of prices. The Goverment may wish to have services to sorne customers at below cost for
a defined period of time. However, in order to avoid mncreasing the cost of services to other customers
or reducing the efficiency and cost effectiveness with which these resources are used, this subsidy should
be provided directly by the Govenmient to the consumer or the entity if the Government.

46. Agricultre. The priority in agriculture is to liberalize prices and establish a proper
system of ownership. State production orders need to be eliminated to allow the market to work. Input
subsidies should be phased out, and food prices adjusted to competitive levels. Price liberalization should
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be accompanied by the liberalization of distribution and trade, as well as allow imports and exports to
provide alternative sources of commodities to state monopolies and help develop the domestic private
marketing systemn. A hard budget constraint should be imposed on all state and collective farms,
accompanied by lifting all geographical restrictions on buying inputs and selling outputs.

47. Once the institutional and legal framework is put in place, privatization of small-scale
agro-processing enterprises, input dealerships, and retail food outlets can begin. Furthermore, sectoral
policies should be implemented including the withdrawal of the state from the direct distribution of
agricultural inputs; the privatization of most processing, wholesale and retail trade; the development of
small-scale transport operations; and the reform of agricultural credit, research, information, and
marketing services.

48. Transport/Telecommunications. Turkmnenistan's geographic remoteness from hard-
currency markets make adequate transport and international telecommunications particularly important.
The availability of transportation is critical for the competitiveness of agriculture and the industrial sector.
Transport costs are highly subsidized, and thus these costs are given little consideration in production
decisions. In reforming this system the elimination of these subsidies and privatization is a key
requirement. Thus a program should be developed as rapidly as possible that legalizes and regulates
individual ownership of transportation services, privatizes small and medium-sized trucking enterprises,
auctions off excess inventories of trucks and spare parts (with preferetice given to currently employed
drivers), and auctions off surplus military trucks. Encouragement should be given to the breakup of huge
trucking enterprises and the spinning off of the transportation units of various ministries. Agroprom,
economic enterprises, municipalities and state and collective farms have to be changed into independent
companies. Even with these steps, large investments will be needed in road improvements, all sizes and
types of trucks, service facilities, logistics management, long-haul tractor-trailers, refrigerated trucks and
transfer nodes between different types of transportation facilities.

49. A restructuring program for the telecommunications sector should be defined including
sectoral policy, regulation, legislation, and operating arrangements, before a long-term investment
program can be developed. In the short-term the highest priority areas include the continuing
mantfnance and operation of the existing network and the expansion of revenue generating services.

50. Environment. A major reform of environmental policies and institutions is required along
with economic reforms. The appropriate pricing of resources - such as water and energy -- will induce
greater efficiency in resource use. The key reforms for environmental protection are price reform,
privatization, and the establishment of a competitive industrial structure. But it will also be important
to establish mechanisms for the development and implementation of environmental policy measures -
including an adequate monitoring system and effective procedures for standards setting and enforcement.
Pollution fees and fines will help finance administrative costs, and user charges can help fund future
environmental investments.

Xternal Fwnci and Donor Pankwipaon

51. Turkmenistan could have current account surpluses throughout the nineties provided there
is substantial investment to sustain current gas export levels and develop basic transport and
telecommunications infrastructure. While Turkmenistan would be able to obtain some financial assistance
from multilateral agencies most capital requirements will need to be sourced from foreign direct
investment (FDI) and loans from international commercial banks. Equity could be a natural financing
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source, specially for investments in natural resource development, provided the conditions to attract FDI
are in place. The Government would also need to borrow since it is important to strike the appropriate
balance between equity and borrowing. In addition to an adequate framework for FDI, the immediate
external financing task faced by the Government is, therefore, to build up access to international capital
markets.

52. The Government of Turanenistan needs to develop a foreign borrowing strategy. Among
other principles, debt should only be incurred if it is going to generate higher rates of return or export
growth than the interest rates incurred. Higher returns than the international cost of capital will require
to have an adequate policy framework in place, including an environment conducive to exports and good
investment projects. Moreover, a necessary condition to gain access to capital markets is to ensure the
continuation of a strong debt servicing capacity position, since it provides banks with the security that
Turkmenistan will be able to service debt on commercial terms.

53. Once a foreign borrowing strategy is in place foreign borrowing should be
monitored and governed by clear policies anid ceilings. Linking loans to a sound investment program
provides an insurance against returns that are lower than the cost of capital. Containing future external
debt requires monitoring and regulating the activities of public entities entering into individual foreign
loan agreements. It also requires extremely careful use of government guarantees for private projects.

54. External financing, either for investment or for larger-than-anticipated external
shocks, will be easier to obtain if Turknmenistan implements a strong reform program. To design and
implement such a program the Govermnent will require substantial assistance in developing the
institutional capability to manage the transition. The international donor community could provide
technical assistance to develop this capability. It would not only support the design and implementation
of economic reforms but also the preparation of investment and project proposals to be presented to the
international community.

55. The risk factors which could affect Turkmenistan's financing requirements are
mostly exogenous developments. However, their impact could be minimized by appropriate Government
policy. Adverse changes in terms of trade, further deterioration in interrepublican trade, and a slower
than anticipated move to world prices for gas exports constitute the most important sources of risk.
Long-term economic growth will depend on the country's policy environment which will be one factor
determining the quality of investment decisions. Multilateral agencies could be of assistance to
Turkmenistan in establishing the economic policies necessary to achieve its goal of long-term economic
growth. Although lending would be small relative to the country's needs, the Government could uwie
agencies like the World Bank to mobilize and to attempt to maximize the benefits from different external
financing sources.



Part I

The Macroeconomic Framework

Part I of the report analyzes recent economic developments and the political and
macroeconomic conditions (Chapter 1). Furthermore it discusses the policy priorities during the
transition, assesses the medium-term outlook (Chapter 2), and provides an analysis of external financing
issues (Chapter 3).

Despite its high proportion of desert land, Turkmenistan has strong development potential.
Its energy resources are plentiful, and there is considerable scope for raising the productivity of irrigated
land. Despite its mineral wealth, natural factors are a major constraint to Turkmenistan's development.
Water is scarce, and the country is remote from markets. Furthermore, prosperity may be vulnerable,
however, since there is great uncertainty surrounding the evolution of interrepublican trade and the
pricing of gas exports. Turkmenistan's potential could be developed through appropriate economic
management and a comprehensive program of structural reforms. The country could achieve some
growth with little or no economic reforms, by financing it from the high export earnings expected for the
medium term. However, with slow i Flrms growth would be limited below Turkmenistan's potential. The
substantial waste through efficiency . is would limit the supply response of the productive sectors to
new investment. Furthermore, witho. t reforms, the lack of export diversification would leave the
economy tied to the fate of energy-related earnings. A comprehensive reform program could bring about
a strong recovery and reduce the impact of potential external risks.

It is expected that the country will have a substantial surplus in interrepublican and hard-currency
trade over the medium-term. However, the trade surplus is underpiniwed by gas exports. The strength
and speed of the recovery will depend critically on Turkmenistan's ability to sell its gas for hard currency
and the ability of the country to expand its export base. Furthermore, the efficient re-investment of
financial resources from the energy sector is central to Turkmenistan's future development prospects.
The critical task at hand is to manage the surplus generated from exports carefully and to maximize its
rate of retum.

Even if there is no need for balance-of-payments support, investment needs in basic infrastructure
and public services are high. The existing network is in poor condition and oriented to almost exclusive
trade with the FSU. Furthermore, technical assistance is needed in a wide area of activities to assist
Turkmenistan implement a reform program. While Turkmenistan would be able to obtain some financial
assistance from multilateral agencies most capital requirements will need to be sourced from foreign direct
investment and loans from international commercial banks.



CHAPTER 1

RECENT ECONOMIC DEVELOPMENTS

Turkmenistan in Perspective

1.1 Turkmenistan formally declared its independence from the USSR on 27 October 1991.
On 21 December 1991 it joined other republics in the Comnmonwealth of Independent States (CIS).
President Niyazov, elected uncontested on 27 October 1990 was previously chairman of Turkmenistan's
Supreme Soviet and first secretary of the Central Committee of the republic's Communist Party.
Enjoying strong executive powers he is assisted by an appointed Presidential Council. After
independence, the Conununist Party was formally disbanded, and many of its former members joined the
Democratic faction in the Supreme Soviet. A new constitution was adopted by referendum on
May 8, 1992, followed by presidential elections in which President Niyazov was reelected.

Geography and Demography
Table 1.1

1.2 The Republic of Selected Demogaphic Data
Turkmenistan lies in the for The Central Asian Republics

southernmost part of the former Land Population Average Population
USSR bordering Uzbekistan inmArea 1989 Growth Density
the north and the east, (sq. km.) (rln.) Rate (persons/
Kazakhstan in the north, the 1979-89 sq. Ian.)
Caspian Sea in the west, and Iran
and Afghanistan in the south. Kazakstan 2,717,300 16.464 1.2 6.0
Coveri.ig 488,100 square Uzbekistan 447,400 19.906 2.6 44.0
kilometers, it is the fourth largest Kyrgyz Republic 198,500 4.291 2.0 22.0
republic of the former Soviet Tajildstan 143,100 5.112 3.0 36.0
Union. With the uninhabitable Turkmenistan 488,100 3.534 2.5 7.0
Kara Kum desert taking Total 3,994,400 49.307 2.3 12.3
90 percent of the total area
Turkmenistan had only Russia 17,075,400 147.386 0.7 9.0
3.5 million people in 1989, Turkey 779,000 55.000 2.4 71.0
making it the fourth smallest Paitn796,000 109.900 3.2 138.0
republic in population (see United States 9,166,600 246.079 0.4 27.0
Table 1.1). The native Turkmen France 550,100 55.863 1.0 102.0
population makes up 72 percent
of the total (see Table 1.2). Source: I'URSS en Chiffres 1989, USSR Facas and Figures Annual
Other ethnic groups include 1991, FAO Yearbook 1988, Gosplan World Development 1991,
Russians (9.5 percent), Uzbeks IMF, IBRD, OECD and EBRD, A Study of the Soviet Economy
(8 percent), Kazakhs, Tatars, 1991, vol. 1, Table 32, p. 230.
Ukrainians, Armenians and
Azeris.
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Table 1.2
Peret Naoalit Composition By Republic, 1989

Russ. Ukrai. Bait. Kaz. Turk. Uzbek Taj. Kyrg.

Kazakbsm 37.8 5.4 1.3 39.7 - 2.0 0.2 0.1
Uzbekistan 8.3 0.8 0.1 4.1 0.6 71.4 4.7 0.9
Kyrgyz Republic 21.5 2.5 0.2 0.9 - 12.9 0.8 52.4
Tagikistan 7.6 0.8 0.1 0.2 0.4 23.5 62.3 1.3
Turkmenistan 9.5 1.0 0.4 2.5 72.0 9.0 0.1 --

Source: A Smdy of the Soviet Economy 1991, vol. 1, Table 4, p.207

Economic Stuctue

1.3 Turkmenistan's economy is highly dependent on the production and processing of energy
resources and cotton. Rich in mineral resources, the republic has an estimated total of about 4.0 trillion
cubic meters (tcm) of non-associated gas which has been identified and 1.1 billion tons of oil reserves.
Total remaining identified zxserves of nauwal gas amount to 2.7 tcm. Its proven gas reserves per capita
are as high as those in Saudi Arabia (See Table 1.3) and it has large reserves of iodine bromine, sodium
sulphate and various salts. There are also indications of gold and platinum. Turkmenistan extracts about
60 billion to 80 billion cubic meters of natmual gas a year. Most of it is exported because there are no
domestic fcilities for chemical processing of natural gas. The main domestic use of gas is as fuel for
thermal power-generating plan; two thirds of the production from these plants is also exported. The
production of chenicals from other minual resources is highly developed and includes the production
of mineral ferilizers, sufuric acid, ammonia, suphur, syntetic detergent, sulphate and chloride salts,
iodine and bromide iron. Oil is refined at the Kramsnovodsk refinery, which has a capacity of 5 million
tons per year.

1.4 Despite its mineral wealth, natural O4b oNW01)
factors are a major constaint to Turkmenistan's i's pa cati
development. Water is scarce, and the country is
remote from markets. The industrial structure, is a
resut not only of this resource base, but also of the WWI
former Soviet Gosplan, with its heavy emphasis on
large plants designed to service the whole former
Soviet Union market. In 1991, about a third of 21v

Turkmenistan's industial production came from 61
textile enterpriss, aother third from 38 large state
enterprises in chemical, gas, oilprocessing and
electricity-generation. Figure 1.1

1.5 Industria producton cotibd about
a fifth of net material product (NMP) in 1991, and constructioti about a fourth. But there is a large
volume of unfinished construction, and transport and telecommunications links with the rest of the world
remDain weak.
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1.6 Even though Turkmenistan has considerable potential for diversification into mineral
resource-based industries, the economy remains predominantly agricultural. In addition to cotton, other
major crops include grains, vegetables and fruits. Livestock products accounted for nearly one fourth
of total gross agricultural production in 1991. In the past three years, agriculture accounted on average
for 46 percent of net material product (see Figure 1.1) and for 42 percent of employment. Agricultural
production relies heavily on irrigation with about half of all arable land irrigated. Agricultural yields
remain low by international standards, however, because of years of inefficient water use, salination,
irrigation of inappropriate land and overdevelopment of cotton cultivation.

Table 1.4
Social Indicators

Turkmenistan Russia Former Lower Upper
Soviet middle- middle-
Union income income

countries countries

Infant mortality 54.7 17.8 22.7 51.0 50.0
(per 1,000), 1989

i-fe expectancy 65.2 69.6 69.5 65.0 67.0
at birth (years), 1989

Average family 5.6 3.2 3.5 na na
size, 1989

Doctors (per 10,000), 1989 35.5 47.3 44.4 na na
Hospital beds 111.0 139.0 133.0 na na

(per 10,000), 1989
Birthrate (per 1,000) 35.0 14.6 17.6 30.0 27.0
Fertility 4.5 1.7 2.4 3.6 2.7

Income distribution, 1989
(perctage of total population)

- Less than R 75 35.0 5.0 11.1 na na
- R 75-100 22.6 11.0 13.7 na na
- R 100-150 26.2 31.1 na na na
- R 150-200 10.1 25.1 22.1 na na
-Greater than R 200 6.1 27.8 21.8 na na

Age of population, 1990
(in percentage of total)

- 0-14 41.3 23.6 25.7 37.6 33.8
- 15-65 54.7 65.1 65.1 57.8 60.9

Source: IMF, World Bank, OECID and EBRD, A Study . the Souet Economy, Febraiy 1991, World
Bank, World Development Report 1991 and 1992.
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1.7 Exports are dominated by gas, oil products and light industrial goods, mainly cotton fiber.
Of the 74.5 billion cubic meters of gas and 380,000 tons of cotton fiber exported in 1991, 84 percent was
exported to other republics. The main imports from other republics in 1991 were machinery and
metalwork (a third of the total), light manufactured goods (19 percent) and processed food (15 percent);
the major imports from the rest of the world in 1991 were light industry products (37 percent) and food
products (27 percent).

1.8 Turknenistan's growth rate in the 1980s was high compared with that of other republics
of the former Soviet Union. Although income per capita was significantly below that of Russia and the
Soviet Union averages (about 0.7 compared with the union average of 1.0 in the 1980s), it was
supposedly higher than corresponding incomes for citizens of the other Central Asian countries, excluding
Kazakhsn. Nevertheless, Turkmenistan's social indicators have been very low by Western standards
and in comparison with other Central Asian countries (see Table 1.4). The country had the highest infant
mortality in the former Soviet Union and the lowest life expectancy (65.2 years). The average family
size is 5.6, compared with 3.5 in the former Soviet Union; and the amual population growth rate is high
(2.5 percent from 1985 to 1990, and projected at 2.1 percent for 1990 to 1995). The average growth
in the worldng-age population was 2.7 percent from 1979 to 1989 and is increasing (compared with
0.4 percent in the fomier Soviet Union and b. 1 percent in Russia). More than 40 percent of the
popuation is less than 14 years old compared with 25 percent in the former Soviet Union overall (see
Table 1.4). That will create pressure on the labor market in the future.

Table 1.3
Gas and Oil Reserves in Selected Counries

GNP per Population Crude oil Proven Crude Oil Gas
capita (min) Reserves Gas Reserves Reserves

(US$, 1990) (bIn bbls) Reserves per Capita per Capita
(tctn)

Turkenistm 1,357 3.7 2.5 1.3 0.68 351
Kazakhstan 2,159 16.7 12.00 1.6 0.72 96
Saudi Arabia 7,060 14.9 255.00 5.2 17.11 349
Venezuela 2,580 19.0 58.5 3.0 3.08 158
Algeria 2,060 25.00 9.2 3.2 0.37 128
Nigeria 290 114.00 16.00 2.8 0.14 25
Canada 20,370 26.5 - 2.7 - 102
hxlonesia 510 178 8.2 2.6 0.05 15
Norway 22,830 4.2 na 2.3 na 548

Sources: 1. Homer, Natural Gas in Developing Couwnies, World Bank Discussion Papers,
Washington D.C., 1993; World Bank staff estimates.
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Economic Performance before 1992

Aggregate Demand and Output

1.9 Turkmenistan's
economy, like that of the other NM P
former Soviet Union republics, was . , fl "t*t,
hurt by instability in the USSR at the ..
end of the 1980s. In 1990, however,
NMP increased, despite a 22 percent
drop in industrial production mainly
because of growth in the agricultural
and transport sectors (see Figures 7

1.2, 1.3 and 1.4). In 1991,
Turkmenistan's economy was less .
severely affected by disruptions in I

trade and the breakup of the Soviet .
Union than were many of the other
republics. NMP declined less than | . .... .... ... ., ....
1 percent in real terms (compared
with 1I percent in Russia). Sustained __

growth in oil and cotton processing, Figure 1.2
the rise in the production of consumer
goods and the construction activities
associated with the Chardzhou plant nearly offset the decline in agricultural production that resulted from
bad weather and a sharp contraction in trade and the transport sector. Total investment levels were
sustained by a high level of inventory investment (see Figures 1.4 and 1.6). However, personal
consumption declined both in 1990 and 1991 (see Figure 1.5).

Nattonal Income by Sectors
(P __t *P'PPlt paCt a pp.,, slt11 r1.1

F iguret1.3

Figure 1.3
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Externu Trade

1.10 Trade, measured as an average of exports and imports, was some 35 percent of GNP
prior to independence, 92.5 percent of which was interrepublican. This proportion is the highest of all
the former republics. But this dependency is based on exports that are relatively homogeneous and have
world markets. Some of these exports could be diverted outside the FSU if certain conditions are met.
The consolidated balance of payments in domestic prices is estimated to have been in surplus in 1991 of
about 17 percent of GNP. The trade account with foreign countries ran a petrsistent deficit before 1991,

uiu these numbers did not include any shipments of natural gas, Turknenistan's principal hard-currency
earner. Before independence, the gas was valued at a domestic USSR price that was a small fraction of
the world price, and it was pooled with Russian gas for distribution within Russia and for sale to the
economies of Eastern Europe that were members of the Council for Mutual Economic Association
(CMEA). With the end of the CMEA on I January 1991, trade with the USSR was initiated at world
prices with payment in hard-currency. For 1991, Turlarenistan gas exports made up 11 percent of the
total USSR gas exports, with exports assigned to Hungary, Poland, Czechoslovakia, Yugoslavia and
Romania. However, this quota was only part of Turlanenistan's gas sales to Russia, which is the only
niarket connected to Turkmenistan by pipeline. Turkmenistan's trade balance with foreign countries
improved substantially in 1991, after 12 billion cubic meters of natural gas were reassigned from
interrepublican to foreign exports. Since in 1991 these exports were not undertaken in hard-currency but
in rubles at an artificially low exchange rate, it seems more consistent to include them in the
interrepublican trade figures. If the gas exports are excluded, hard-currency exports declined. Prior to
1991, Turkmenistan's interrepublican trade account also operated in persistent deficit. But in 1991 the
trade balance shifted into a surplus of about 23 percent of gross national product - a result of a sharp
increase in the value of exports.

Price Performance

1.11 Under central planning and the central allocation of real resources, prices were generally
an accounting tool with little effect on consumption, investment or production decisions. Prices remained
fixed for long periods at levels unrelated to the pattern of scarcities. The official price index, did not
reflect the "hiddeii" inflation associated with the introduction of supposedly new products and the costs
to consumers and society as a whole of goods rationed by store-by-store searches and long queues,
favoritism and corruption.

1.12 In 1991, retail prices increased by 173 percent, and wholesale prices by 296 percent,
following the January-April 1991 price reforms in Russia and the accommodative monetary policy in the
former Soviet Union as a whole. The increasing differential between wholesale and retail inflation was
partially associated with increasing subsidization of consumer goods.

Fisa Pocy before 

1.13 Turkmenistan's fiscal accounts for the second half of the 1980s show a small surplus.
However, the budgets of *he republic's governments were ultimately always in balance, because the union
automatically financed any revenue shortfall or expenditure overrun by allowing higher revenue retention
or by direct budgetary transfers. Before 1990, fiscal policy in the ' 3SR was strictly centralized to ensure
conformity with plan objectives and in contrast with a genuine fed-ral fiscal system, in which revemne-
sharing arrangements between central and local governments are relatively stable and unified, in the
former USSR they were changed annually and on an ad hoc basis. Revenue-sharing arrangements served
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only as an administrative device to simplify a system of centrally controlled resource allocations by
republics. Most major taxes were to be shared on the basis of negotiated arrangemen, . wetween the union
Ministry of Finance, and the ministries of finance of the 15 republics. Expenditures were mainly guided
by spending directives issued by Gosplan.

Table 1.5
USSR: Breakdown of Planned State Budget Revenues of Union Republics,

By Republic, 1990

Personal Union Other
Turnover Income Enterprise Grants Sources
Tax Tax Taxes (as a (as a

Total (allocation (allocation (allocation share share
Union Revenue and share and share and share of of
Republic (bin rbl) of revenue) of revenue) of revenue) revenue) revenue)

All Republics 248.7 82 37.5 57 8.2 14 6.6 3.5 44.2
RSPSR 137.5 84 37.7 50 9.2 12 7.6 -- 45.5
Turkmenistan 2.3 100 34.8 100 5.2 20 2.2 30.9 26.9

Note: Consolidated budget of union republics and local soviets of people's deputies. Data refer to budget plan for
1990, unless otherwise noted. Allocation refers to the proportion of revenue to be retained by union republic from
revenue collected within the republic in a given revenue category.

a. Profit tax only. Revenue from profits of union-subordinated state enterprises from allocation of profit tax, as
shown; 100 percent alocation of tax on labor resources; and 100 percent of water charges.

Sources: IMF, World Bank, OECD and EBRD, A Study of the Soviet Economy, February 1991

1.14 Turkmenistan was one of the main beneficiaries of the transfers from the union budget.
Direct transfers from the union budget accounted for up to 20 percent of total revenues (see Table 1.6)
or 10 percent of GDP. Furthermore, the retention rate of its main revenue sources, the turnover tax and
the personal income tax was 100 percent in the late '980s (see Table 1.5), that is, all of the revenues
from these taxes collected on the territory in Turkmenistan were retained in Turkmenistan's budget.
Therefore, Turknenistan's financing share on expenditure items which were financed solely by the union
budget (including defense, justice, internal security, subsidies to the external sector, most budgetary
investment in the economy, and enterprises of the so-called "group A", for example, transport and heavy
industry) was close to zero. This constituted an additional net :adirect net transfer from the union to
Turkmenistan's budget'. Capital expenditures were also fully centralized and all capital investments were
financed and implemented by the Ministry of Economics in Moscow, with the exception of those directly
funded by public enterprises. Unused investment funds had to be returned to the central government in
Moscow.

1. The following example illustrates the magnitude of these indirect budget transfers. In 1990. direct transfers from
the union budget accounted for about 10 percent of GDP. In addition Turkmenistan received 20 percent of the profit tax of
union-subordinated state-enterprises. Capital expenditure and defense related expenditure accounted each for about
14 percent of total expendiure in the Union budget. If these expenditure shares are applied to Turkmenistan's budget the
direct transfers and tie indirect transfers-the distribudon of the profit tax of union-subordinated enterprises and capital and
defense-related expendinre undertaken by the Union- amounted to 25 percent of Turkmenistan's GNP in 1990.
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Table 1.6
Consolidated Government Budget, 1985 - 91

(in nuils of current rubles)

1990 1991 1991

Total Revenue 3,236.4 6,486.6 100.0
Tax Revenue 1,037.8 1,971.4 30.4

- Turnover Tax 779.8 668.8 10.0
- Company Profits Taxe .. 517.5 8.0
- Sales Tax&/ .. 314.1 4.8
- Ihcome Tax from Coops.' 92.0 121.7 1.9
- Personal Income Tax 166.0 349.3 5.4

Non-tax revenue 1,470.5 3,106.2 47.9
- Foreign Economic Activityc' .. 10.8 0.2
- State Duties 15.4 33.8 1.1
- State Lottery 3.2 2.6 0.1
- Funds from Social Security 187.2
- Profits Transfersde 312.2
- State Bonds" 35.6 5.5 0.1
- Fixed Payments .. 1,551.0 23.0
- Other Revenue 916.9 1,503.0 23.2

Union Transfers 728.1 1,409.0 21.7

Total Expenditure 3,114.0 5.895.6 100.0
National Economy' 1,848.2 2,302.3 32.5

- Social & Cultural 1,162.1 3,354.7 56.9
of which:

- Education & Science 655.2 1,158.8 19.7
- Health, Physical Education 282.9 555.7 9.4
- Social Security 206.8 1,571.7 26.7

Internal Security & Admin ' 48.8 161.0 2.2
Other Expenses 54.9 77.6 1.3
Surplus/Deficit (Percent of GDP) 122.4 591.0
Revenues 42.7 44.2
Expenditures 41.1 40.2
Union Transfers 9.6 9.6

Note: Indudes all levels of government, bta cdudes the hard-cy fund
at lntroduced in 1991
b/ Same as conmany income tax
d Income arising from dhe sale of goods imponed with hardcurrency
d/ Transfers from state-owned ntepses (formerly of the Soviet Union)
ed Not a financing item: sta bonds were issued by the fonner Soviet Union govemnmet and sold in Turkmenistan. Th receipts were divided
evenly between the union and Turumenstan. However, these bonds were the liabiliy of the union making Tuikmnn's abae a namfer from the
union
f/ Ircluding development (captal eendue, and subsidies on account of price diffrentls
g/ Includes police and administraion

Source: Ministry of Economics and Finance
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1.15 As in many other republics, the management of public finances was particularly difficult
in 1991, as efforts for full independence intensified. First, the tax laws of the union were superseded by
regional regulations. Second, while the April 1990 law gave the republics primacy in determining
expenditure policies in several areas, Turhnenistan also started to pursue its own independent investment,
subsidy and social support policies without consultation with the unior. government. The government of
Turkmenistan imposed an additional profit transfer from the state-owned Cotton Cooperation and a one-
time export duty on raw materials.

1.16 Expenditures for the "national economy", - mainly of subsidies to account for price
differentials and development capital expenditures - amounted to about 12.4 percent of GDP in 1991.
These large subsidies reflected mainly the compensation paid to agencies and enterprises required to sell
food and medicine at controlled wholesale prices. Expenditures for education, culture and arts, health
and social security accounted for over 18 percent of GDP in 1991. Many social security funds were
administered through extra budgetary accounts such as the pension fund or the Social Insurance Fund.
Transfers from the union were 22 percent of total revenue, and the budget for 1991 closed with a surplus
of R591 million (see Table 1.6).

Money and Creit

1.17 Under central planning the Soviet Gosbank did not formulate and implement monetary
policies in the sense generally understood in market economies. Credit and cash plans were constructed
as the financiaW counterparts of the planning of the real flows of goods and services in the economy.
Therefore, monetary policy in Turkmenistan was highly accommodative. For 1991, domestic credit
extended to the non-government sector and the broad monetary aggregate M2 increased threefold.
Curency in circulation increased by 145 percent, compared with a 14 percent in 1990. The nain source
of monetary expansion was the rapid rise in credit to the non-govermment sector, which rose by
195 percent. This outweighed the contractionary impact of govemment operations on domestic liquidity
and contributed to a threefold increase in the net domestic assets of the banking system. Overall, the
ratio of broad money (M2) to GDP increased to 98 percent by the end of 1991.

1.18 The level of nominal interest rates increased markedly during 1990, with some consumer
loan rates increasing by as much as 17 percentage points (from a prevailing maxinmm of 8 to 25 percent).
During 1991, on instructions from the USSR Gosbank, refinance rates were increased from 3 to 5 percent
to 6 to 12 percent. Other interest rates remained broadly unchanged and all interest rates remained highly
negative in real terms despite the increases. The bulk of credit given by banks was short term (repayable
within a year) with long term credit accounting for only 6 percent of the total at the end of 1991.
Industry was the major recipient, (absorbing about 46 percent of bank credit outstanding at the end of
1991), followed by the trade sector.
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Table 1.7
Prelmnry Sumary Monetary Accouni t

End of Period Stocs (in biion rubles)

Dec Dec Aug
1991 1992 1993

Central Bank (SCBT)

Assets 4.0 26 189
Net Foreign Assets (NFA) -6.0 -125 316
NFA in hard currency - -1 699
NFA in rubles" -6.0 -124 -383
o/w: with Russia -6.0 -125 -325

Net Domestic Assets 9.0 150 -127
Credit to Government (net) - 199 -541
Credit to banks 2.0 48 549
Credit to the economy - - 165
Other items net w 8.0 -96 -300

- Correspondent Accounts -3.0 -99 -187

Liabilities 4.0 26 189
Currency outside SCBT d 3.0 19 108
Reserves 1.0 7 78
Other Deposits - 1 2

Banking System

Assets 12.0 106 - 800
Net Foreign Assets -4.0 S0 456
NFA in hard currency - 173 704
NFA in rubles t' -6.0 -124 -251
LT Claim on Sberbank USSR 2.0 2 3

Net Domestic assets 16.0 56 344
Credit to Governent (net) -1.0 21 -720
Credit to the economy 10.0 86 1,272
Other items net2' 7.0 -52 -208

Liabilities 12.0 106 800
Currency outside banks 32 3.0 13 75
Deposits 10.0 93 725

a/ Eludes ruble shims frm Centa Dank of Rusia (CM.
bI Consists of inubank loans. oresponden and settl_n. and unclassified amnt.
d For SCBT: acec rcved from CBR less vault holdings;

for the banking system: mrrency emited by SCBT lss commrcial banks' vault holdings.

Source: IMF
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Developments in 1992 and 1993

1.19 Although there are strong indications that Turanenistan was less affected by the
breakdown of the Soviet Union than the other former republics, preliminary Goskomstat data are
inconsistent and many of the indicators are of doubtful reliability. Especially the national income
estimates are contradictory. Therefore, staff estimates of basic economic indicators are likely to be
revised when more reliable data is available. Furthermore, comparisons of economic indicators between
1991 and 1992 have to be undertaken very carefully as far as the govermnents budget is concerned since
thc 1992 budget was the first one implemented by the Turhnen government and it includes significant
changes in the revenue structure and expenditure responsibilities.

Aggregate Demand and Output in 1992

1.20 There are indications that output
dropped much less than in other countries of the Table 1.8
former Soviet Union in 1992, in part because of Main Economic Indicators
significant construction activity. With a surplus NMP Grow Rate -5
in the consolidated budget, the government was N GrowtuRe 4
able to engage in several investment projects like - Agricuture 4
the construction of the new airport in Ashkabad. - Industrty -17
Agricultural output declined by about 4 percent - otr -10
because of bad weather and large increases in
input costs, while industrial production fell by Investment (% of NMP) 25
about 17 percent because of disruptions in
interrepublican trade, shortage of spare parts and Trade Surplus (% of NMP) 17
inputs traditionally supplied by other FSU
countries and the inability of most enterprise Govetnment Revenues (% of NMP)
managers to adapt to changing circumstances. - excluding hard-currency fund 25
Estimates set the decline in real NMP at 5 percent - including hard-currency fund 66
for 1992, assuming declines in all sectors except
construction. The decline in total consumption Government Expenditue (% of NMP) 38
was about 7 percent. Imports from the former
Soviet Union countries declined less than in other - WholeCanges (Dec. 1992) 1615
countries of the former Soviet Union. - Retail Prices (Dec. 1992) 964

1.21 For 1993, Goskomstat data show
an NMP increase of 8 percent for the first 8 months. This is mainly due to an increase in gas output
after the decline of about 30 percent in 1992. Furthermore, agricultural output is increasing after the low
yields in 1992. However, industrial output has declined by about 10 percent in the first 8 months.

Price Liberalization

1.22 On January 4, 1992, a presidential decree stipulated that prices of most consumer,
industrial, and agricultural goods in Turkmenistan would be determined according to the market principles
of supply and demand beginning January 10, 1992. Gosplan was given the responsibility of regulating,
monitoring, and modifying the processes of market price determination and of revaluing the existing stock
of goods. The decree also defined a number of "socially important" goods whose prices would remain
controlled. The prices of most of those goods, however, were increased significantly on
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January 10. 1992. The decree also specified a number of measures intended to guard against abuses of
Lhe new price regime.

Reversals in the Liberalization of Prices

1.23 On January 17. 1992 the authorities reversed some of the above price liberalization
measures. The reversals included lengthening the list of products whose pricing is subject to state control
t) include grains, fish, children's products, and natural gas sold by intermediaries to households and
pT 'ividers of community services. The decree also reduced the controlled increase in the prices of some
meats. liquified gas, electricity, and heating.

Price Increases
Table 1.9

1.24 Price indicators have to be Price Changes in 1991/1992
interpreted with caution. Since the indices for
commodity groups are unweighted averages, 1991C h9 9 2b Average Average Dec
itncreases in prices of a few goods lead to a Change Change 1992C
large increase in the overall index, 1991 1992
irrespective of the weight of these goods. Retail 273 744 113 371 964
Inflation rates will be overestimated if Wholesale 396 8,899 152 2,735 1,615
indicators are used that are derived from
monthly data (see Table 1.9). Source: Goskomsat

a! 1990=100; based on monthly price changes
1.25 Overall, wholesale prices b/ 1991 = 100; based on monthly price changes
increased 16 fold from December 1991 to c/ December 1991=100
December 1992, and average prices for
consumer goods rose more than nine fold. The wholesale price increases were especially high on oil,
chemical, machinery, and food products. Consumer price inflation declined sharply during the year
before registering about 15 percent in December (see Figure 1.7). Consumer price inflation is lower in
Turhnenistan than in other countries of the forner Soviet Union but wholesale price inflation has been
quite dramatic (see figures 1.8 and 1.9). Consumer prices rose by 364 percent in January-May 1993,
reflecting 200-300 percent increases in many controlled prices in February 1993. The difference between
producer and consumer price inflation again reflects extensive budget subsidies for consumer goods.
While inflation has been high in Turkmenistan, it has been less than in the Russian Federation for both
consumer and wholesale prices. This can be explained, by price liberalization being less complete in
Turknenistan than in Russia - most of the prices of basic food and consumer goods are still
administered - and price differentials can be expected to persist, given transport costs and remaining
trade barriers.

1.26 With the introduction of the new currency in November 1993, the Government liberalized
several prices. Eleven commodities are still subject to control at subsidized prices. Another 26
commodities are subject to a review by an antimonopoly commission, which will negotiate with
enterprises the maximum level of price adjustment. The Government has indicated that the ultimate goal
is full price liberalization, but the timetable is not clear.
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Price Increases 1982
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Wages

1.27 The minimum wage increased from R350 in January to R750 in July to R1,600 in
October 1992 and to R3,200 in February 1993. The average wage also increased in 1992, but somewhat
faster than the minimum wage. At the end of 1992, average real wages were unchanged from the 1990
level, while the real minimum wage was about 20 percent less than in 1990. In May 1993, the average
real wage was estimated to be nearly 20 percent higher than at the end of 1990.

1.28 After the introduction of the new currency on November 1, 1993, the Government
established a new wage structure with the minimum wage set at manat 150, and an estimated average
wage of manat 400. With a conversion of R500 to the manat, these figures imply a sharp one-time rise
in the real wage.

Fiscal Developments

1.29 The breakdown of the old union revenue and expenditure sharing system made major
changes in Turkmenistan's fiscal system necessary. The 1992 budget was the first implemented by the
Turkmen Government after the breakdown of the Soviet union and it included significant changes in the
revenue and expenditure structure.

Public Finances in 1992

1.30 After the Soviet Union dissolved in 1991, the old revenue-sharing system became
inadequate and new tax laws had to be introduced. The budget for 1992 included significant changes in
the structure of taxation and new expenditure categories. On the revenue side, the turnover tax and the
sales tax were replaced by a value-added-tax (VAT) and a number of excise taxes levied on a small
number of goods. But the excise tax on vodka and gasoline were eliminated on August 1, 1992. The
VAT was levied at a rate of 28 percent. Imports from outside the FSU are not subject to the VAT, and
the tax paid on capital goods purchases is not deductible. A tax on enterprise profits (CIT) at a flat rate
of 35 percent, was adopted in 1991. The personal income tax has now a schedular structure with
progressive marginal rates which leaves a large part of nonwage income free of personal income tax.

1.31 The major tax sources in 1992 were the VAT (about 26 percent of total revenues) and
the enterprise profit tax (20 percent). Another major source of revenue in the 1992 budget was fixed
payments to the budget by the state-owned gas and cotton companies; these payments account for
29 percent of total revenues. These are profit transfers payable to the government over and above
company income tax and VAT payments. Furthermore, export companies had to surrender a proportion
of their foreign exchange earnings, typically about 70 to 75 percent. In return they received in rubles
- except for the gas corporation which received no payment - the domestic price equivalent for the
goods exported. As domestic prices are well below international prices, the system constituted a
substantial implicit tax on exporters. Furthermore, the ruble amounts spent to purchase the hard-currency
earned by enterprises are budgetary expenditures while the hard-currency retained was kept in an
extrabudgetary account and was used to accumulate reserves. It is estimated that the net inflows to the
extrabudgetary foreign exchange fund were about 400 million dollars (R80 billion at an average exchange
rate of 200 rubles to the dollar) in 1992.
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Table 1.10
Consolidated Budget, 1992-1993

(in millons of rubles)

1992 1992 1992 1993
Budget Actual % of Jan-June

Est. Total Actual

RINENUE 47,963 64,009 100.0 256,157
Tax 22,351 34,447 53.8 214,268

Value-added Tax 14,058 17,400 27.2 87,836
Gas Corp. 7,856 6,563 10.3
Cotton Assoc." 2,465 0 0.0
Other 3,737 10,837 16.9

Company Profits Tax 5,771 12,875 20.1 69,963
Gas Corp. 3,409 3,754 5.9
Cotton Assoc.' 2,285 0 0.0
Oil Corps 0 1,823 2.9
Other Coops/
Public Companies 77 7,298 11.4

Excises 1,502 1,187 1.9
Personal Income Tax 1,020 2,985 4.7 7,012
Tax on Raw Materialsbe .. .. .. 49,457

Nontax 25,612 29,562 46.2 41,889
Fixed Paymentse 17,354 18,253 28.5

Gas Corp. 13,830 10,183 15.9
Cotton Assoc. 3,524 7,500 11.7
Electricity Corp. 0 570 0.9

Sale of Imported Food 7,100 56 0.1 14,418
Other Revenue 1,158 11,253 17.6 27,471

EXPENDITURE 52,150 92,665 100.0 211,898
National Economy 25,952 58,059 62.7 132,380

Price Subsidies 15,203 28,558 30.8
Capital Expenditure 7,340 17,670 19.1
Other 3,409 11,831 12.8

Social and Cultural 15,477 26,396 28.5 58,155
Education and Science 6,820 13,423 14.5
Health Care 3,375 6,202 6.7
Social Security 4,101 5,256 5.7

Defense 38 493 0.1 1,762
Other 10,683 7,717 8.3 19,601
SURPLUS (+)/DEFICIT(-) -4,187 -28,656 44,259

Note:
" Raw cotton is exempted from all taxes.
b/ Tax on Raw Materials was introduced in 1993.
d Fixed payment was abolished in 1993.

Source: Ministry of Economics and Finance, Ashkabad 1993 and IMp
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t.32 Initially, the government projected a budget deficit for 1992 at R4.2 billion assuming that
the price for expenditures and revenues would increase five fold (see Table 1.10). The budget was
prepared by the Ministry of Economics and Finance, and the expenditure estimates were primarily based
on budget norms and the previous year's expenditures, with limited attempts to adjust for new policy
measures and price changes. The actual budget outcome differed, therefore, significantly from the
planned figures. The budget for 1992 showed a deficit of R32 billion (12.4 percent of GDP). However,
it is very important to point out that when the hard-currency revenues are taken into account (valued at
the average exchange rate for 1992), the budget was in a substantial surplus of R70 billion.

1.33 One major factor in the budget outcome was the greater-than-expected increase in prices.
Thle actual realized increase in prices exceeded the budget estimates, and there was a shortall in real
terms in all major tax revenues. The introduction of new taes like the VAT in place of the turnover tax
resulted in a significant shortfall of tax revenues in the first months of 1992, that is, VAT collections in
January amounted to only R6.6 billion; in February they went up to R732 billion With the lack of
experience among tax collectors and taxpayers, a certain decree of noncompliance should have been
anticipated. Furthennore, although the planned budget included R7 billion from foreign economic
activity, actual revenues from this source were close to zero. Besides, real budgetary revenues were
overestimated. Inflation eroded a substantial proportion of revenues which were fixed on a nominal basis.
The payments of the gas company were even lower than in the budget plan for 1992 because the dispute
with the Ukraine over gas prices led to a reduction in the fixed payment of the gas company. The VAT
revenues were also affected by problems with gas exports, because the gas company pays a large share
(30 to 40 percent) of all VAT revenues. On the expenditure side, the price increases led to a substantal
increase in nominal expenditures, whereas real expenditures - especially on education and health care -
declined by about 30 percent. As a result, price subsidies accounted for about one third of total
expenditure.

Budget for 1993

1.34 The planned budget for 1993 was balanced. However, since the plan was drawn up under
unrealistic assumptions regarding inflation and sales and prices of energy exports, substantial revisions
were done already in February. The 1993 budget includes significant changes in the overall revenue
structure. Raw cotton is exempted from all taxes in 1993 in order to support investments in cotton
processing. The VAT rate was reduced to 20 percent with several exemptions and the CIT rate to
25 percent. Instead of a fixed payment a "tax on raw materials" is now levied on sales of raw materials.
The rate for oil and mineral fertilizer is 10 percent of sales, on chemicals 5 percent and on gas
T. percent. Essentially, 95 percent of the revenues from this tax will be paid by the gas company. The
tax is not levied on hard-currency exports.

1.35 The budgetary situation in 1993 is severely affected by the increase in arrears of some
FSU countries on Turlnenistan's exports and lower ruble gas receipts. Furthermore, the appreciation
of the real exchange rate of the ruble causes a lower share of hard-currency receipts, becuse the nominal
ruble/dollar exchange rate depreciated less than the rate of increase in the GDP deflator. The overall
fiscal position in 1993 is projected to show a deficit of about 5 to 7 percent of GDP, financed mainly
through the banking system.
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Monetary Policy

1.36 The mechanism for issuing and distributing money in 1992 was essentially unchanged
from that under Soviet central planning. Turkmenistan has very limited control over monetary policy and
inflation outcomes as long as the country remains in the ruble zone because inflation will be imported
through the price-exchange rate mechanism. The rate of currency issue by the Central Bank of
Turkmenistan in 1992 is the result of an interaction between the requests for currency from the Central
Bank of Turkmenistan to the Central Bank of Russia and the volume of new currency received from the
Central Bank of Russia.

1.37 The Central Bank of Turkmenistan obtained its rubles through the debiting of
Turunernistan's settlement account with the Russian Central Bank. Cash was then passed on to
conmmercial banks for distribution to enterprises to meet wage bills in particular after debiting these
banks' correspondent accounts with the Turkmenistan Central Bank. As price liberalization has proceeded
and inflation has increased in the countries of the former Soviet Union, much more frequent adjustments
were needed in the amount of cash required to meet wage payments. The adjustments and requests for
currency to the Russian Central Bank were rmade on a 10-day basis in late 1992.

1.38 In the early part of 1992, currency issue lagged behind the rise in prices that began in
January. Due to the problems with the availability of currency in late 1991 and early 1992, a Presidential
decree was signed on January 4, 1992 requiring that: (i) the authorities should not service or redeem
union bonds for 1992; (ii) financial instruments issued by other republic's governments not be cashed in
Turknenistan; (iii) checks issued outside the country not be honored by the financial institutions;
(iv) banks not transfer their surplus ruble resources to the other republics; and, (v) deposits made through
non-cash means of payment could not be withdrawn in the form of cash for six months. Currency issue
was much larger in the second quarter of 1992. However, the currency question was complicated by the
open borders between countries in the ruble zone. Currency can be carried into and out of Turkmenistan
without restraint, and the comparatively low subsidized prices in Turkmenistan might have attracted large
amounts of currency into the counry for the purchase of goods. The amount of currency inflow was
unkmown, however, and more broadly the stock of currency actually circulating in Turkmenistan was
Unknown.2

1.39 There are indications that total credit to state enterprises rose by 630 percent in 1992,
with a large share being allocated by the Credit Committee of the Cabinet of Ministers. Once a decision
for credit allocation had been reached, commercal banks were authorized to borrow from the Central
Bank at a refinance rate of 2 percent and on-lend to the appropriate enerprise at 3 percent. Banks may
also borrow at 15 percent from the Central Bank and on-lend at 18 percent to enterprises or the private
sector that have not been included in the 'directed credit" plan. Credit policy was extremely
acconmodating in early 1993 and access to credit by the Central Bank at highly negative real interest
rates by state enterprises and agricultural cooperations increased dramatically.

1.40 The increase in currency in circulation and the associated increase in enterprise borrowmg
from banks to finance their wage payments, has had a severe impact on the structure of the commercial
banks balance sheets. At the level of individual banking institutions, the inflation has resulted in a
deterioration in their standing as the Govermment has persisted in its policy of providing credit at highly

2. Gosbank Russia has estmated a net migraon of cash at 60 percent of emission.
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subsidized rates to industrial and agricultural enterprises. As a result, the capitalization of the banking
system has declined dramatically in relative terms with the capital to assets ratio falling.

Developments in 1993

1.41 Monetary developments until November 1993 were still dominated by the ruble allocation
to Turkmenistan and the sizfe of the reserve position at the Central Bank of Russia. These resources
forned the base for domestic credit expansion, since hard currency reserves were sterilized. The Central
Bank of Russia eased its monetary policy in the second balf of 1992, which led to increased currency
shipments to Turkmenistan and credit policy continued to be expansionary in the first eight months of
1993. A large volume of directed credit was authorized in mid-1993. Much of the directed credit was
intended for enterprise imports from the FSU. Since Turkmenistan had exceeded its technical credit lines
with the Central Bank of Russia, however, payment requests to the suppliers in Russia were denied. The
funds were credited to the bank's correspondent accounts for return to the enterprises that originated the
payment requests.

Introduction of the Manat

1.42 Turkmenistan introduced its own currency, the manat, on November 1, 1993. The initial
exchange rate was 2 manat per U.S. dollar during the conversion period. Following the adoption of a
new foreign exchange law in October 1993, there are currently no restrictions on current account
transactions. In preparation for the introduction of the currency, the Central Bank took various
administrative measures to stop the flow of rubles into Turkmenistan. The Government withdrew from
circulation 5,000 and 10,000 ruble notes, limited conversion only to deposits at the Savings Bank as of
September 1, 1993 plus the accumulation of wage payments subsequently made into these accounts,
required that purchases of commodities costing more that R25,000 be mad. by check, and limited the
amount of cash subject to conversion into the manat to R30,000 per adult.

External Trade

1.43 Turkmenistan's interrepublican and hard-currency trade accounts were both in surplus in
1992 (see Table 1.11). The increase in ruble exports is mainly due to the increase in the ruble price of
natural gas from R34 per 1,000 cubic meters which was the USSR price, to R167 in late 1991, to R870
at the beginning of 1992, to R3,500 on July 1, 1992, which was about 10-15 percent of the international
price. Planned sales to the ruble zone for 1992 were 60 billion cubic meters, which included 28 billion
cubic meters to Ukraine. In January and February 1992 Ukraine took 5 billion cubic meters at R260 (the
internal Russian price) before shipments to Ukraine ceased when Ukraine refused to pay the higher price
Turkmenistan requested.

1.44 Under an agreement with Russia, Turkmenistan supplies Russian regions with gas and
receives in return a quota for Russian gas, which is exported on Turlaenistan's behalf for hard-currency
to European markets. The total gas export quota for 1992 for Russia was 103.5 billion cubic meters.
Of this, Turkmenistan has been assigned 11.28 billion cubic meters for hard-currency export. Some
1.6 billion cubic meters of it was sold through dollar clearing widt the former CMEA countries of Central
and Eastern Europe, and 1.08 billion cubic meters was bartered for transmission and other expenses to
the Russians. Net hard-currency sales were 8.6 billion cubic meters, which was exported via Russia and
for which Turkmenistan received approximately $75 per 1,000 cubic meters, which is close to the
international price. Thus, 87 percent of these proceeds were in hard-currency, 13 percent exchanged
through dollar clearing. Hard-currency proceeds for 1992 were about $700 million. Eighty percent of
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the hard-currency proceeds were transferred to the government's special hard-currency fund with no ruble
compensation. In the first six months of 1993, hard currency exports to Eastern Europe were 5.9 billion
cubic meters at a price of $75 per 1000 cubic meters

Table 1.11
External Trade, 1988-92

1988 1989 1990 1991 1992 (est.)

Hard-Currency Trade Account (min. US$)
Foreign balance -101 -234 -397 -472 206
Merchandise exports 179 197 195 146 1,324

Oil and gas exports 0 5 30 na 881
Merchandise imports 280 431 592 618 949
Services na na na na -169

Interrepublican Trade Account (mln. rbl.)
Interrepublican balance" -97 -328 -458 1,095 98,700
Interrepublican exports 2389 2,418 2,469 6,731 193,500

Oil and gas exports 801 745 705 na 78,800
lnterrepublicam imports 2486 2,746 2,927 5,636 -89,800
Services na na na na -5,100

a/ There is a great uncertainty about the trade data reliability and the valuation of trade flows in the
former Soviet Union. Especially for 1992, the reported imports seem to underestimate total imports
significantly.

Source: Statistical Office Ashkabad 1992, Trade Division.

1.45 The second major source of hard-currency earnings is cotton. Before independence,
cotton was shipped from Turknenistan by the all-union cotton organization. Turkmenistan received the
Soviet Union domestic price for cotton. After independence, cotton was shipped via Agroindustry
Processing, with domestic delivery arrangements initially maintained basically on the lines of the previous
planned system and with interrepublican agreements to supply cotton. There has been a substantial
increase in hard-currency exports since independence. Total exports to the ruble and non-ruble zones in
1992 were between 250,000 to 300,000 tons, from a total output of 450,000 tons. The ruble zone took
100,000-150,000 tons, with some 100,000 tons being exported for hard-currency. Half of the non-ruble
zone exports of cotton are bartered (in 1992, maostly with Italy). Prices are determined with reference
to the Liverpool exchange, with a discount because of quality problems with Turkanen cotton. The
Liverpool price is currently around $1,145 per ton for 33 to 34 millimeter length. The Cabinet of
Ministers allocates cotton also for barter to permit essential imports that are lacking or are not being
supplied via the Interrepublican Trade Agreements. Cotton earnings are around $150 million per year.
In 1993, Turlanenistan expects to export about 250, 000 tons of cotton for hard-currency at a price which
is close to the world market price ($1.100 per ton).

1.46 The consolidated current account is expected to be in surplus in 1993 in spite of continued
inability of son- FSU countries to pay for their gas imports from Turkmenistan and increasing arrears.
In hard-currerncy trade, Turkmnenistan reported a surplus of about $280 million until June 1993.
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THE REFORM PROGRAM AND THE MEDIUM-TERM OUTLOOK

2.1 Despite its high proportion of desert lautd, Turkmenistan has strong economic potential.
Energy resources are plentiful, and there is considerable scope for raising the productivity of irrigated
land. Large gains in terms of trade as energy prices approach international levels, should lead to
increasing export revenues that could finance a substantial expansion of imports of both capital and
consumer goods. Current account surpluses are expected throughout the nineties provided there is
substantial investment to sustain current gas export levels and to develop basic transport and
telecommunications infrastructure. External investment, however, will be easier to obtain if
Turkmenistan implements a strong reform program.

2.2 Prosperity in the medium term may be vulnerable. Turknenistan's exports are
concentrated on energy and cotton, whose earnings are subject to movements in international prices which
are beyond the control of policymakers. Simulations of the impact of a permanent $1 decline in the
export price of 1000 cubic meters of gas would imply a $50 million decline in export receipts per year.
Furthermore. the same effects would be caused by an increase in transport charges, since Turkmenistan
has little leverage over the detemiination of regional gas transmission tariffs. A $30 decline in the export
price of 1000 cubic meters of gas - caused by a decline in the international price and/or an increase in
transport charges - would turn the trade balance into deficit by mid-1990. Three country-specific factors
also cause concern: the poor social indicators coupled with rapid population growth; remoteness from
foreign markets; and the inefficiency of the economic apparatus inherited from the Soviet system.
Furthermore, there is great uncertainty surrounding the evolution of interrepublican trade and payments,
the trade regime, and the pricing of gas exports in the FSU.

2.3 The efficient re-investment of financial resources obtained from the energy sector is
central to Turlanenistan's future development prospects. Other developing countries with large energy
resources have confronted the same task. While many have failed, a few countries have managed to
transform these resources into productive assets. The experience shows that it is easier to obtain the
financial resources from extracting the natural wealth than it is to reinvest them in a way that will
generate long-term growth and a higher standard of living.

2.4 The critical tasks at hand is to tanage the surplus generated from exports carefully and
to maximize its rate of return. Whether the surplus flows back to the Government's budget, the banks,
or public enterprises the crucial issue will be the ability of these agencies to make effective use of these
resources from the point of view of the country as a whole. To the extent that the surpluses flow back
through the banks, commercial banks will need to have the capacity to make sound lending decisions.
To the extent that resources flow back to the Govermnent's budget, the Government will need to build
up the management capacity in order to evaluate the costs and benefits of projects and to prioritize them.
If public enterprises outside the budget are allowed to use the surplus, it will need to be done in a context
where these resources are used in a way that maximizes the welfare of the country as a whole. Finally,
there is the " , ion of leaving resources offshore until the Government decides which is the best way to
re-invest, or, while these investment management capacities are built up. Furthermore, if payment
arrears of other FSU countries increase, Turkmenistan might also want to consider leaving gas and oil
in the ground as a physical asset and reserve.
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2.5 To develop Turkmenistan's potential and maximize the rate of return of investments,
careful economic management and comprehensive reforms are essential. Progress on structural and
systemnatic reforms would provide enterprises and individuals with the right institutional and market
incentive structures and strengthen substantially the sustainability of the supply response in the economy.
The country could achieve some growth with little or no economic reforms, by financing it from the high
export earnings expected for the medium term. With slow reforms however, growth would be limited
much below Turkmenistan's potential. The substantial waste which would come about under the existing
system. would limit the output generated from new investment. As the price system would not play its
role of allocating scarce resources, switching into areas of comparative advantage would be constrained,
and efficiency gains from increased domestic competition would be delayed. With slow reforms,
increasingly larger investment expenditures would be required to generate the same output growth.

2.6 Without significant reformns, the lack of export diversification would leave the economy
tied to the fate of energy-related earnings. The unfortunate consequences of such a situation in the
experience of some energy-exporting countries are described in Box 2.3. The experience shows that a
decli.e in the price of energy can lead, even in resource-rich countries such as Turkmenistan, to serious
long-term problems such as soaring budget and balance-of-payments deficits and declining growth. While
some of these problems would be in part a result of the classic "Dutch Disease," (see Box 2.1), they
usually are a direct consequence of an overly vulnerable, undiversified economy.

Economic Prospects

2.7 Turhnenistan's reform program was set out in a document adopted in January 1991. The
document included a list of legislative, fiscal and monetary measures, the principles for price formation,
privatization, the development of industrial infrasucture, and agricultWul reform. The Government has
so far:

* Drafted a five-year investment plan.

* Removed price controls on several goods, and increased subsidies on others (see
Chapter 1).

* Restructured the fiscal system through the introduction of the VAT, excise taxes
and changes in the taxation of energy and exports.

* Transferred the hard currency fund to the Central Bank. The Government plans
to incorporate it in a single budget in 1994.

* Drafted new laws in some areas, particularly foreign direct investment and
privatization.

* Started pilot privatization programs in agriculture.

* Introduced its own currency, the mrnat, on November 1, 1993.

* Made substantial progress on monetary reform. The Govermnent's intention is
to follow strict fiscal and monetary policies to support the new currency.
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* Undertaken a number of steps to liberalize the trade regime.

2.8 Overall reforms have so far lagged behind other countries of the former Soviet Union.
The Government has a five-year plan that includes large investments in infrastructure and energy to be
financed by both foreign direct investment and the b,udget. One of the main goals of the plan is to
achieve food self-sufficiency by 1995. Another is to increase cotton processing. The 1993 budget
included specific programs to promote grain production and cotton processing.

2.9 There have been important reversals in the initial union-led price liberalization of January
1992. In early 1993, a presidential decree stipulated the free provision of water, electricity and gas to
the population. Elements of price liberalization were introduced on October 1, 1993, but were suspended
on October 5, 1993. With the introduction of the new currency in November 1993, the Government
liberalized several prices. Eleven commodities are still subject to control at subsidized prices. Another
26 commodities are subject to review by an antimonopoly commission which will negotiate with
enterprises the maximum level of price adjustment. The Governent has indicated that the ultimate goal
is fill price liberalization, but the timetable is not clear.

2.10 The previous industrial structure is still intact, and there has been very little privatization;
the private sector has hardly developed. The Government plans to undertake privatization in several
stages until 1997, with small-scale privatization starting in 1994 and medium-scale privatization in fiscal
year 1995/96. The privatization program has still not been approved however. And, the pilot
privatization housing program was suspended in early 1993.

The Key Elements of A Succedul Reform Program

Stabilizaton

Monetary Policy

2.11 The stabilization program depends crucially on the monetary and exchange-rate
arrangements adopted by the Government. As long as Turkmenistan remained in the ruble zone, it had
limited control over monetary policy. The Government introduced its own currency on
November 1, 1993 since monetary instability in the ruble zone h'ad serious negative effects on stability.
Maintaining a strong national currency will not only require strong export performance but also
macroeconotmc stability. In view of the uncertainty surrounding the new currency and the trade
relationships with other FSU countries, tight monetary policy has to be advanced to control inflation.

2.12 The availability of substantial hard currency reserves provides the country with some
protection against external shocks. Turkmenistan intends to adopt a managed floating exchange rate
system to maintain this res.rve position and the Government has centralized its foreign exchange holdings
at the Central Bank. It is very important, in light of the expected continued surplus in hard-currency
reserves, that the Central Bank be allowed to manage reserves. This is not only necessary for
maintaining a strong external reserve position, but also to manage the inflow of the surplus into the
economy. The inflow of the surplus into the economy could also be managed by keeping the resources
abroad to sterilize them. This gives the country a higher rate of return on its hard currency earnings than
accumulating an unreasonably high hard currency reserve.
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Fiscal Policy

2.13 Macroeconomic stabilization will also depend on sound fiscal management. Budgetary
deficit financing from the monetary system has to be consistent with the objective of controlling inflation.
Budget deficits can either be financed by savings (foreign or domestic) or from the monetary system.
Turkmenistan's current savings could finance large investments and budget deficits for some time.

2.14 Expenditures will have to be restructured substantially if the Goverrnent wants to support
a reasonable level of public ir,vestments and keep the deficit under control. This would imply a cut in
subsidies and transfers to enterprises. It would not be wise, however, to cut expenditures on an ad hoc
basis or proportional across the board: they should reflect priorities both within and across sectors.
Better targeting of social expenditures and greater efficiency in investment spending should be the main
objective.

2.15 The budgetary revenues will continue to be extretnely sensitive to the ability of other FSU
countries to pay for Turkmen gas exports. To mnake the budget less dependent on revenues from taxes
on gas exports, the tax system should be strengthened, and the tax base should be broadened.
Exemptions from the VAT have grown, with adverse effects on revenues (fruits, vegetables, canned
goods, cotton fiber, among others are exempted). Exemptions create distortions in the economy and lead
to a loss of revenues. Measures to strengthen the tax system should also include the reinstatement of the
gasoline tax (abolished in August 1992), a substantial reduction in the exemptions from income and
profits taxes, the discontinuation of the tax-free status of the cotton company, increases in user charges
for many public services (for example, transport, teleconununications, electricity and irrigation) to cover,
eventually, the costs of providing these services and adjusting housing rents to cover at least operating
costs. Subjecting all imports to the VAT would increase revenues and remove distortions against
domestic producers. Barter transactions need to be subject to an invoice verification by customs. They
should also be subject to import and export taxes and duties, as well as to the company profit tax. Since
such a high proportion of total revenues are from energy sector, the Government should review very
carefully taxation of the energy sector. An important move towards a more rational tax system and a
more efficient taxation of energy resources in the 1993 budget is the elimination of the fixed payments
because these payments were not related to actual profits.

2.16 The Government should also review the system of tax exemptions for foreign direct
investment. Tax exemptions, special tax deductions and tax holidays have the same effects as direct
subsidies. They lead to a misallocation of resources and increase the financing requirement of the
Government. Furthermore, they may not be effective in attracting foreign investmnent since the home
country often repatriates profits which results in a transfer from Turkmnenistan's treasury to the home
country's treasury.

2.17 For the Ministry of Economics and Finance to exercise full control over public finances,
budgetary institutions and procedures will have to be reexamined at all levels of government. Technical
assistance from the International Monetary Fund has already been received for strengthening fiscal
institutinos and enhancing the effectiveness of fiscal management. However, current and capital
expenditures have not been reexaniined yet. Furthermore, the operation of extrabudgetary funds makes
transparent budgetary management impossible. The dhanneling of foreign exchange transactions through
an off-budget fund creates great difficulties with the overall assessment of the budgetary situation. These
difficulties would be eliminated if all extrabudgetary funds, with the possible exception of the pension
fund, were to be included in the budget. The Hard Currency Fund has already been transferred to the
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Central Bank and hard currency transactions will be incorporated on a single budget beginning in fiscal
year 1994, which is a positive step toward more fiscal transparency.

Subsidies and Price Liberalization

2.18 Subsidies distort relative prices and resource allocation and are a major burden on the
Government's overall financial requirements. While their elimination-or reduction to a few carefully
targeted items-is desirable on both micro (efficiency) and macro (fnancial) grounds, it is understood that
an inunediate complete removal might provoke unacceptable social and economic dislocations. A
medium-term program to reach the desired goal may therefore be preferable. Meanwhile, fiscal measures
to finance the remaining subsidies will have to be taken or continued. The medium-term program of
eliminating price controls and subsidies should be structured so as to give priority to those sectors in
which the supply response to higher producer price is expected to be quickest; this will minimize the
burden that price increases will place on consumers. The selection of specific items and sectors for
immediate decontrol should depend not only on the physical conditions of production, but also on the
degree of efficiency and the level of privatization of the sector. The Government plans to extend all
interest subsidies, transfers, and some lending and grants to enterprises through the budget beginning with
fiscal year 1994, which will make the magnitude of the subsidies and transfers more apparent.

Strsural and Sectoral Reform Program

2.19 Macroeconomic stability alone will not ensure sustainable growth or generate
employment. The success of the transition to a market economy will also depend on the Government's
willingness and ability to implement a comprehensive program of structural and sectoral reforms. The
pace can be gradual but the reform program has to be comprehensive. The major elements of this reform
program are discussed in part II and part 1II, and they include:

* Establishment of an appropriate legal and institutional framework compatible with
a market economy.

* Liberalization of domestic and foreign trade.

* Enterprise restructuring and privatization.

* Financial sector reform.

* Establishment of an appropriate social safety net that includes unemplovnment
insurance.

* Development of the sectors with the greatest supply response, that is, the energy.
industrial and agricultural sectors of the economy.

Instkational Reform

2.20 Turkmenistan faces a need for substantial change in the institutional framework for
economic policymaking. In the past, policy decisions and the collection and processing of information
originated mosdy in Moscow. Since the function of republican administration was to implement
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economic policy decisions made at the union level, there was little capacity to analyze macroeconomic
developments. Policymaking personnel were scarce in virtually every branch of Government.
Turlnenistan is now developing the institutional framework necessary to formulate and implement the
economic policies needed to advance the transition toward a market economy. Training to improve the
capacity to implement economic policy should therefore be of high priority.

Domestic and Foreign Trade Policy

2.21 Since early 1993 the Govenment has taken some steps toward liberalizing the trade
regime. However, interstate trade agreements remain in place and the licensing and quota arrangements
for some products continue to apply. Quantitative and price restrictions are also still imposed on exports
of cotton and other raw materials to protect domestic supplies. Furthermore, all exports to non-FSU
countries require a special license. Substantial measures are required in the area of trade policy, given
the major role of exports earnings in ensuring a successful transition. Both imports and exports will need
to be liberalized to ensure a dynamic economy. The freedom to import will foster competition by
pe3viding alternative sources of commodities to state monopolies. The freedom to export will help
oevelop the domestic private marketing system. As a starting point, the government should consider
removing all domestic trade restrictions on farms and other economic enterprises. This might be followed
by allowing free entry of individuals into the inport-export business. So far, the prerogative of
designated ministries to trade results in international economic transactions following bureaucratic rather
than market incentives. The freedom to export will attract private firms to undertake development of
markets abroad. There are likewise gains from permitting competition in the supply of imports to
domestic consumers. At present, imports are only allowed via the Ministry of Trade and other authorized
importers. Finally, an international commodity exchange covering a broad range of commodities might
be advantageous to set up in cooperation with other Central Asian countries.

2.22 A strong supply response could come from the energy sector. The large revenues that
are expected to continue flowing from the gas sector provide Turkmenistan with the opportunity to
accelerate adjustments in the non-gas sectors. The resource has to be managed properly however, or
large energy exports may constrain the development of other sectors (see Box 2.1). Given international
fluctuations in energy prices, the economy needs a broad expansion of its export base. On the other
hand, diversification should not be viewed as an end in itself. Emphasis should be placed on eliminating
most of the market distortions which would lead to a national allocation of resources among sectors in
the longer tenn. This can be achieved in part through the implementation of an open trade regime since
it would increase competition in the non-energy sector of the economy. This might be achieved by
opening up the economy to increased foreign competition.

Enterprise Reform

2.23 Privatization is at the core of the transformation to a market economy. While it is
important to start privatizing state-owned enterprises (SOEs) as soon as possible, improving management
of those enterprises that will not be privatized is also needed. The Government should start by
elaborating on a comprehensive strategy for privatization. It should also transform SOEs into companies
managed according to commercial law; create an independent body in charge of the SOE; and, for the
most part, abstain from involvement in any new industrial project wholly or partly owned by public sector
entities. A mass incorporation decree could force a clarification of ownership and will sort out the
relationship between enterprises, the branch ministries and concerns. The Governent should not get
involved into any activities that can be undertaken by the private sector. Furthermore, enterprises should
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only be granted credit to finance their losses conditional on restructuring plans for sectors with excess
capacity or liquidation plans for clearly non viable enterprises.

Box 2.1
Dulch Disease

The term 'Dth Disease' was coined to describe the reaction that an ecnomy may have to the
emergence of a new major expor industry or, alternatively, to a significant rise in the intenational price
of one or more existing expors. Strong growth in export receipts from one sector of the economy can
significantly reduce the compettiveness of other sectors in the economy through currency appreciation.
Such appreciation, which results from high et earig of one commodity, leads to stagnation and
decline of other manufactured expots. This problem takes its name from the experience in the
Netherlands following the development of new nad gas fields under te North Sea. Similar problems
have affected to various degrees Algeria. Ausria, Mexico, Nigeria, Norway, Venezuela and the United
Kingdom. Dutch Disease is a th to ful employment.

It is this phenomenon that has driven many developing counes that export minera resources to
intervene. This has been done by establishing multiple exchange rates or by protecting domestic
agiculture and industry through tariffs, quantitative restrictions, etc. Mostly these measres have been
found to stumt efficiency and progms in the protetd setors. The least harmful intervention has been
found to be to let the exhae rate be demined by the cost/price levels of the non-mineral export
sectors and to levy specid taxes on the resulting windfall profits of the minera sector. This requires
purposefl management of the exchge rate by the enal bank. It permits keeping the tax burden on the
no-minr export sectors relatively low.

Privatizaffon

2.24 Privatization has been so far negligible in Turkmenistan. To strengthen the basis for and
launch the privatization process, the main priorides should be:

* Define and implement a comprehensive privatization program.

* Clear definition of a lead agency for each type of privatization; the development
of the work program of the agency which implement the privatization program,
including training, and development of a database of enterprises both to monitor
progress and to provide information for investors.

* Promulgation of adequate legislation for retail, housing, agricultural and
industrial privatization. The Ministry of Agriculture should introduce flexible
lease arrangements for state farms and cooperatives and consider introducing
outright land sales as well.

* A rapid expansion of the small-scale privatization program, with calendar of
targets (.:overing most of the retail and service sector).
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2.25 A rapid expansion of the small-scale privatization program, with definition of targets
covering most of the retail and service sector is critical. Small-scale privatization can be key signal for
transformation. Not only can the privatization of smaller enterprises be accomplished relatively quickly,
but the failure to embark upon small-scale privatization before other stages of reform, can have a negative
impact on the overall success of the reform program.

Private Sector Development

2.26 The development of a legal framework consistent with a market-oriented economy is
necessary especially to strengthen private sector development. In particular, there is a need to address
significant gaps in the areas of property rights, contract and bankruptcy laws; harmonize existing
legislation affecting foreign and domestic investors; and strengthen the capacity to enforce the legal
regime. The current regulatory and legislative environment for new private sector investment is
rudimentary and lacks many safeguards. If privatization of both land and state enterprises is to yield
benefits, decision makers need to be assured of the right to retauin the returns from their investments.
They must not be directed to produce unprofitable commodities. Individuals and firms must have the
means to enforce legitimate contracts and be allowed to enter into business freely. This will in turn foster
competition and innovation.

2.27 Furthermore, the same competitive environment should apply equally to private and public
enterprises. This is currently not the case. State enterprises should not benefit from preferential credit
extended by the banking system or from direct state subsidies in manufacturing and agriculture. Neither
should they be given preferential access to both local and inported inputs. Given Turkmenistan's small
economy, new ventures will almost inevitably compete with domestic monopolies. But if import
restrictions are removed, concerns about monopolies in Turkmen markets may largely disappear.

Financial Sector Reform

2.28 In a market-based economy the financial system helps channel savings toward their most
productive use. It also provides the payments systems necessary for carrying out transactions.
International experience shows that the financial system is proving to be one of the most serious obstacles
both to sound short-term macroeconomic management and to the long-term development of a market
economy. In part, it is the result of ascribing fiscal as well as banking functions to the state banks. The
intermingling of subsidy programs, maintained for social reasons, with credit programs makes the
application of souni banking criteria - or the performance of the banks intermediation function --
virtually impossible. These are two separate objectives and one instrument. Overall, reforms must aim
to liberalize and commercialize the financial system. This includes a rapid improvement in the
effectiveness of the payments system, restrucuring of the main commercial banks, development of a
merchant banking system, restructuring of the State Savings Bank, improving the flow of savings, reform
of the legal, accounting and prudential framework, reform and strengthening of the central bank and
human resource development.

2.29 Interest rates should play a greater role in mobilizing savings and in allocating credit.
Complete liberalization of interest rates would be warranted once lending patterns are driven primarily
by commercial rather than ownership ciiteria, and when confidence in the ability to withdraw deposits
from the banking system has been restored.
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Social Safety Net

2.30 A social safety net for the poorest and most vulnerable groups will be required in the
context of a reform program. Apart from the objectives of efficiency and affordability, the benefit system
as a whole should prevent individuals and families from falling into extreme poverty. Furthermore, it
should be affordable and conducive to effective administration. At the same time reform in this area
should aim to reduce disincentives to work and the tendency to overly rely on the State.

2.31 Although unemployment is not yet a serious problem in Turkmenistan, if reforms are
undertaken it is important to initiate steps leading to appropriate social security arrangements. The
Government's expectations of the maintenance of unemployment at modest levels during the near future
seem to be based on the extremely low level of current unemployment and the fact that the share of
industrial employment is comparably low. Enterprises are not shedding labor yet, despite the contraction
of output. A trade-off between improving the financial situation of the enterprises and protecting the level
of employment seems inevitable, however.

2.32 The implementation of a reform program, therefore, will make it necessary to implement
an active labor market policy. A first step would be to encourage labor mobility and to reduce legal
restrictions on the geographic location of work. To accomplish this, considerations should be given to
modify the propiska requirement and to launch housing privatization. Furthermore, local labor offices
should post job vacancies for all areas in Turkmenistan. Workers would then know where the jobs are.
To put this suggestion into operation, however, a computerized system is needed to make job availability
known outside of local labor markets. There is also a strong case for action to prevent long- term
unemployment through appropriate use of adult retraining programs. It is most cost effective to apply
these remedies before the onset of long-term unemployment. Otherwise the social costs of making the
person employable are much greater.

2.33 Unemployment insurance could be financed by either a payroll tax or general revenues.
At present, the Government anticipates levying a new 2 percent payroll tax on enterprises to finance both
unemployment insurance and the new training initiative. Employees could pay part of this however,
since they would be the beneficiaries of these new programs. It would be desirable to evaluate such a
system promptly, since it will require years before sufficient funds are accumulated to make it effective.

Energy

2.34 Central to future development prospects is the efficient exploitation of Turkmenistan's
energy sector, which offers good prospects for generating external creditworthiness and financial
surpluses needed to reform the economy and ease the hardships of the adjustment. Prospects for the
natural gas sector to be the motor of economic growth are clouded, however, by the relatively low
remaining proven reserves in developed fields, the limited capacity of the domestic industry to identify
and develop new reserves, and the uncertainties surrounding export markets in the medium-term.

2.35 Most of these challenges can, however, be met if the Government can create a favorable
environment that will attract both foreign expertise and capital to regenerate the gas sector's production
potential and help to diversify the export markets. The domestic industry does not have the capacity to
undertake the scale of development required to sustain production at recent levels and to reverse the trend
toward the premature liquidation of the industry. Moreover, the cost of such an undertaking
(US$3 billion to US$4 billion) is beyond the country's financing capacity. Inevitably, Turkmenistan will
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have to attract foreign investors to realize the large gas resource potential of the country. This will only
materialize if the institutional framework for large-scale private sector involvement is in place.

2.36 At present, the critical issues in the energy sector involve: (i) the arrangements for
pricing and marketing of gas; (ii) the terms of access by third parties to the transmission network, which
is currently owned and operated by Turknengas; and, (iii) the taxation of the foreign operators.
Furthermore, experience shows, that in the absence of a clear policy on the conmnercial aspects of gas
production, promotional initiatives in gas-prone territories are unlikely to succeed. The Goverment
needs to address these issues directly, preferably as integral elements of a petroleum law. Increasing the
volume of exports to Europe will depend on the willingness of the Russian Gasprom, which controls the
pipeline access to European markets, to transfer market shares. An important first step to get access to
this market would be the strengthening of the country's capacity to market natural gas independently.

2.37 While increasing the value of gas exports to existing markets should be the sector's main
priority in the short term, in the longer term, investments in new pipelines to diversify transport options
and enter new export markets for natural gas may be an appropriate objective. The economic viability
of such investments needs to be first established. The sector has a large investment program under
consideration at present. Final decisions on these plans should be deferred until their economic and
conunercial viability has been detennined. Moreover, it would seem wise for the Government to
minimize the exposure of the public sector to the capital risk entailed in most of the proposals likely to
be implemented, particularly where they are export oriented. By and large, it is reasonable to expect that
for financially viable export projects, foreign venture capital can be found on acceptable terms.

2.38 In general, the Government's objective should be to ensure that energy prices fully reflect
their cost of supply or, where the resource is easily traded in world or regional markets, their export
value. For natural monc olies, prices for supplies to specific classes of consumers should cover the
operating cost of such .ovision plus an appropriate allowance to finance the cost of investments to
maintain an acceptable quality and level of service. While some form of regulation of prices and
efficiency of service provision would need to be maintained, this should seek to carefully balance the need
to protect consumers with the need to ensure that entities remain commercially viable and can take the
actions necessary to promote this.

Agriculture

2.39 The priority in agriculture is to establish a proper system of incentives for production and
processing. This has two facets: ownership and prices. Regarding ownership, either privately owned
plots or long-term, secured leases may be more effective in generating appropriate responses to price
signals than the present state and collective farms. State production orders need to be phased out to let
the market work; input subsidies need to be eliminated, and prices of food commodities adjusted to
competitive levels. Price adjustments should be accompanied by the liberalization of imports and exports
to provide alternative sources of commodities to state monopolies and help develop the domestic private
marketing system. A hard budget constraint should be imposed on all state and collective farms and
should be accompanied by lifting all restrictions on where farms and enterprises may purchase inputs and
sell outputs.

2.40 Once the institutional and legal framework is developed and put in place. rapid
privatization of small-scale agro-processing enterprises, input distribution and retail food outlets can
begin. Furthermore, a sectoral policy should be implemnented that provides market signals. This policy
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should include the withdrawal of the state from the direct distribution of agricultural inputs; privatization
of most processing, wholesale and retail trade; small-scale transport operations; and reform of agricultural
credit, research, information and marketing services.

Reform Scenario

2.41 A scenario for Turkmenistan's future development is based on the assumption that the
Govenmment will reform comprehensively between 1994 and 2000 (Table 2.1) and will be able to attract
the large foreign investment needed to sustain energy production at current levels. The privatization plan,
as currently envisaged, would start with small-scale privatization by fiscal year 1994. Since the balance
of payments sittation and economic developments are highly uncertain for 1994 and beyond, the figures
in the medium-term scenario should be viewed as simulations of possible outcomes rather than
projections. They will have to be revised as trends in trade become clearer.

2.42 A fast, comprehensive implementation of a reform program - such as the one described
above - could have significant effects on the pace of the recovery and reduce the impact of external risks.
The country is vulnerable to movements of a few international prices by its concentrated export base, a
high population growth rate, its remoteness from foreign markets, and the inefficiency of many of its
inherited economic institutions. These vulnerabilities could be reduced in a more diversified economy.
In a reform scenario, underpinned by higher productivity, access to international commercial financing
and private investment, output growth may be significantly faster than in the slow reform case. Higher
growth would generate more new employment opportunities. It would also bring about higher income
per capita and welfare levels for the growing population.

Resource Management

2.43 One of the most critical tasks for Turkmenistan will be to manage the surpluses generated
from exports carefully and in a way that will maximize their productivity. Central to future development
prospects is the efficient exploitation of Turkmenistan's energy sector and the efficient use of the
resources obtained. As a depletable resource, the extraction of gas and oil constitutes a consumption of
a depletable wealth asset rather than a current output attributable to factors of production. The quantity
of the resource which is being extracted and used exhausts itself and eliminates its availability for future
use. Two important questions arise with regard to gas and oil production, price policies required to
maximize producers' profitability and the use of the surpluses obtained through energy exports. The first
relates to the rate of production and price of the resource which maximizes its rate of return. The second
relates to the rate of savings and investment which would be needed to replace asset consumption and
create an alternative source of income substituting for the progressive exhaustion of the depletable asset.

2.44 The first policy decision is therefore to determine the minimum level of gas production
that would be needed to satisfy consumption and investment requirements. The level an's composition
of government expenditures have important consequences in a market economy in terms of overall
macroeconomic effects, as well as more microeconomic imnplications for industries and consumers.
Experience shows that following favorable shifts in their terms of trade, many countries pursued
unsustainable expenditure policies, financing them with the windfall gains of positive shocks or external
borrowing. The medium-term effect depended significantly on whether the additional spending was
directed to consumption or investment.



34 Chapter 2

2.45 The second step is to decide on three alternative investment options:

* to use the gas revenues not consumed or invested domestically for investments
in foreign assets with a positive future return;

* to extract the gas and use its proceeds in domestic capital formatting, creating
alternative productive physical assets which would contribute to the future flow
of goods and services;

* to leave gas and oil in the ground as a physical asset and reserve with potential
earnings in the form of price rises or to prevent the futther build-up of payment
arrears.

2.46 The key policy issue will be the productivity of the investments undertaken. To the extent
that the surpluses flow back through the Central Bank, the Government would have to determine what
share of those resources to distribute to the commercial banks. In this case it would be important that
the commercial banks have the capacity to make sound lending decisions. To the extent that resources
flow back to the Government budget, decisions would have to be made regarding where they should be
reinvested. The issue then is the capacity within the Government to evaluate the costs and benefits of
projects and to prioritize them at the Government level. A public investment review process would need
to be put in place to ensure that the most viable projects are selected for inclusion in the public investment
program (see Box 2.2). A;iother avenue for resource management is to allow public enterprises to use,
outside the budget, the resources that flow back to the economy. The issue in this case is the ability of
these enterprises to make effective use of the resources from the point of view of the country as a whole.
Finally, there is the option of leaving resources offshore until the Government decides which is the best
way to invest the resources.
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Box 2.2
Improving Public Expenditure Management

Effective public expenditure management makes heavy demands on government institutions. Each
of its sub-activities -- the formulation of the macroeconomic framework, project preparation and
investment programming, the link between planning and budgeting, the coverage, preparation and
classification of the budget, and budget implementation and expenditure control -- has an institutional and
political, as well as a technical or economic dimension. A review of the experience of many countries
trying to address these issues reveals an awesome array of problems which are at least as likely to have
institutional roots as technical ones. Economic analysis and forecasting, even in the relatively short term,
is often so deficient that it leaves the authorities unprepared for major deviations from the program
necessitated, for example, by a substantil external shock. Unable to cope with the uncertainties inherent
in the plamiing and budgetary processes, governments are forced to react with damiaging, ill-thought-out,
across the board cuts. Frequently, it will be found that the linkages between the mroeconomic
framework and the investment program, and between both and the budget process, are ftagile or non-
existent. Many governments encounter considerable difficulty in formulating an investment program that
is more than an aggregation of wish-lists drawn up by the different spending agencies. Control over the
external borrowing of government agencies is frequently less than desirable. Phasing of capital spending
is often inadequate or non-existent, while the recurrent cost implications of public investment are rarely
taken into account. Classification of budgetary items may not facilitate a policy or objectives oriented
approach to public expenditure planning. Budgetary coverage, both in terms of institutions and major
categories of expenditure, may be partial, impeding the ability of the core ministries to exercise effective
control. On the other hand, the organization of the spending agencies, their technical capabilities for
fnancial and economic analysis, and their linkages with core ministries may be such that an integrated and
coordinated approach to revenues and expenditures is, at best, severely impeded.

Investment Pro&ramming and Project Prenaration. The institutional arrangements which exist for
the preparation of medium-term plans and investment programs vary enormously from country to country,
but in only rare cases could the be described as acceptably satisfactory. Nevertheless, among the
difficulties are:

O Considerable and deliberate overprogramming, reflecting an unwillingness or inability to
make hard decisions as to priorities. Tis leads not only to the formulation of programs
way out of line with domestic or foreign resource availability, but also to too many
projects being started at the same time, excessive dispersion of available skills,
slowdowns in project implementation and lower returns from investment.

* The lack of criteria for choosing which projects should or should not be included in the
program. Relatively few countries have systematically established procedures or
institutional capacity for economic project appraisal at either sectoral or core ministry
level. Cost-benefit analysis can lead to a vast improvement in public-investment
programming since the projecs with the highest rate of return are selcted.

* The lack of priorities and ranking of projects. Government has tried to address this
through the formulation of 'core' investment irograms. An agreement is reached that
the government abandon a policy of partially funding all or most projects, and
distinguishes between 'core" projects which should receive funds under all circumstances
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Box 2.2 (coat.)

and saby projects wbich are funded only when additional resources are available. It is
important to emphasiz here that Ifunding' includes not merely capital, but all current
resources required to complete and opea a priority project. "Core" program should
also be concentrateld in saegic projects and should exclude white elephants even where

fg its .assu.

* Poor coodinaion between macro-analysis and expenditure planning can also lead to a
lack of appreciation of the impact of the general policy framework on the success of a
public investment program. Chief among inappropriate policies are: (i) pricing policies
leading to large subsides which are not only a direct srain on the budget but may also
discourage producdon and hence reduce resoures; (ii) substantial and unproductive
overemployment in the public service; (iii) inadequate control over the expenditures of
local authorities and autonomo agencies; (iv) public ownesip of inefficient and loss-
making etprises, established with the intention of remedying market failures or
achieving social objectives, but in practice doing neither; and, (v) the geneal incentive
and policy framework. If there is, in broad terms, a failure to encourage efficiency
tro economic incentives, then this will, of course, affect the quality of both public
and private investment. Poor private investment decisions can in tunm feed back on the
publc sector through not only fewer resources but also a sense that the public sector
"must do eveqythig.'

Source: World Bank Discussion Paper, Maing PubLic Exvenditure. World Bank 1989.

Supply Response

2.47 In the reform scenario it is assumed that Turkmenistan will be able to mobilize sufficient
capital to finance the required investments to keep up energy production at current levels, and reforms
in domestic energy pricing are undertaken. In this case energy exports to the FSU could be sustained at
higher levels than in the slow reform scenario (see Table 2.5). In contrast to allowing the progressive
depletion of existing developed fields, currenly proven and probable reserves in undeveloped fields
could be brought into production to offset the declining output from existing producing fields. Production
could be further augmented by bringing identified possible reserves and newly discovered reserves into
production through intensified exploration efforts. A strong trade perfornance could support increased
domestic absorption, allowing a higher level of consumption and critical imports of capital goods.
Increased capital goods imports, in particular, could speed the recovery of the economy.

2.48 Since new investments would be directed to its most efficient use in a reform scenario,
rather than to capture economic rents, the supply response would be higher than without reforms. With
a growing private sector and increasing foreign direct investment, the Government could withdraw fairly
quickly from those investment activities which are best undertaken by private enterprises. This would
lead to a significant increase in productivity and output. Investment flows associated with foreign direct
investment in the energy sector are expected to prevent a sharper contraction in aggregate investment
stardng in 1994. Investment could increase from 10 percent in 1994 to as high as 13 percent per year
in 1996, if the Government is able to attract substantial :oreign investment. The Goverrnent wants to
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increase investments by about
20 percent per year, in part based Table 2.1
on very high estimates of foreign Economic Scenario with Refonn
direct investment flows. (cnsta 1992 prIcas)

2.49 Reforms that give Projections
the enterprises and consumers the 1 1995 1996 1997-2000
right incentives are the best way (avg.)
to generate supply response. (percent change)
Early support to private sector Growth Real GDP 2.0 2.0 3.5 3.5
development and enterprise Agricultnr 0.0 1.0 2.0 4.0
restructuring should result in an - industry -2.0 1.0 2.0 4.0
early growth in the private sector, - EneWr 0.0 0.0 0.0 0.0
which would, to some extent, - Construction 7.0 7.0 10.0 6.0
compensate for the decline in the - Services 2.0 4.0 5.0 6.0
state enterprise sector. Industrial
output could increase significantly consumption 2.5 0.0 0.5 2.5
by 1996 and 1997. Small-scale Consumption/Capita 0.5 -3.0 -2.0 0.5
privatization in trade and services Ives 10.0 10.0 13.0 10.0
could lead to increases in the Resorce Balance
service sector of up to 5 percent - Exports 0.5 1.0 1.5 2.5
by 1995. - imports 5.0 4.5 4.5 3.5

2.50 If the Government Source: World Bank Staff estmtes.
decides to proceed fast with
reforms in the agricultural sector,
this might also have a positive effect on agricultural output. Higher economic returns to farmers will
increase agricultural productivity. The increased private control could be expected to have a positive
production response by 1995.

2.51 Consumption nmight take about one year to adjust if the Government starts to implement
comprehensive reforms in 1994, and can be expected to be stagnant in 1995. Due to the high population
growth rate, however, consumption per capita will decline during the adjustment period. After about 2-3
years, consumption wiU start to grow even to a level where consumption per capita increases.

Extnal Trde Prospects

2.52 The trade surplus will need to be underpinned by gas exports. But, the uncertainty about
the agreements with Russia on the quota for hard-urrency gas exports, the use of barter trade, the
uncetinties in intrrepublican trade and the instability in the ruble zone make trade prospects very
difficult to forecast. The strength and speed of the recovery will depend critically on Turlanenistan's
ability to sell its gas for hard currency and to approach international prices for its exports to the former
Soviet Union market and on the ability of other FSU countries to pay for its gas imports. However, the
exportable gas surplus would decline dramatically if Turkmenistan were not able to attract investments
to develop additional reserves and if there were large energy consumption increases due to the provisioi.
of free gas to the population.
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Exports
Table 2.2

2.53 FSU E?spons. Turkuenitn - Trade Simulations
In January 1993, the export (milIons of US dollars)
pricing basis was revised. p e n
Toward the end of 1992, P1jections
Turkmenistan linked its 1994 1995 1996 (997-2000
pricing strategy explicitly (avg.)
with that adopted by FSU Trade
Gasprom of Russia. Export Expore 2,100 2,200 2,200 2,300
prices to the former Soviet - Gas 1,700 1,700 1,700 1,700
Union republics were set on a imports 1,300 1,400 1,500 1,700
uniform basis (at the Trade Balance 700 800 700 600
Turhmenistan border) at
60 percent of the price of Foreign-Currency Trade
exportstoareasoutsideofthe Exprts 1,100 1,150 1,200 1,400
former Soviet Union, based -Gas 705 705 705 705
on a exchange rate of R400 imports 850 1,000 1,100 1,500
per dollar, revised quarterly. Trade Balance 250 150 100 -100
Turkmenistan encountered Trade Batance Total 950 950 800 500
significant problems in
implementing its pricing Transport charges for exports to the former Soviet Union and the
strategy, however, and hard currency are set at R400 per mcm per 100 kilometers with an
accounts receivable on underlying initial exchange rate of R400 per US dollar.
exports have grown
dramatically since the new Source: World Bank staff estmates.
pricing policy has been
implemented. As a result,
raing has been switched largely to a barter basis. Since most of the FSU trade is now through barter
transactions, valuation of exports and imports under these arrangements is arbitrary. The estimates for
trade with these countries would have to change if Turinenistan is unable to obtain the world market
price for the FSU exports.

2.54 However, the macroeconomic framework presented in Table 2.1 assumes that average
export prices to the former Soviet Union will increase to an average of net export revenues for non-
former Soviet Union exports by 1995. These price increases imply substantial terms-of trade gains in
Turkmenistan's trade with states of the former Soviet Union.

2.55 While countries of the former Soviet Union are expected to increase gas production,
Turkmenistan should remain competitive, given its strong comparative advantage. In 1992, Turkmenistan
supplied around 80 percent of gas consumption of the republics in Central Asia and the Caucasus,
excluding Uzbekistan. In addition, it supplied around 25 percent of Ukraine's consumptiop. Even in the
medium-term these supplies will be difficult to replace. Without them, Gasprom will find it difficult to
ensure supply to European hard-currency markets via Ukraine.

2.56 However, already in 1993, arrears of other PSU countries to Turkmenistan increased
rapidly as the price of gas exports to FSU countries was raised. The Government so far has been reluctant
to cut off the supply of gas to countries in arrears and prefers to seek a negotiated solution to this
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problem. If this problem cannot be resolved, it would imply that a large proportion of the trade surplus
with the FSU cannot be used for imports. Subsequently, this would lead to lower than projected increases
in output and consumption.

2.57 Hard-Currency Exports. With the rest of the world, export allocations in hard currency
through the Russian pipeline system could face a potential bottleneck. This possibility is not taken into
account in the projected scenario. We assume that Turkmenistan will be able to keep the current quota
and that tariffs for gas transport to the former Soviet Union and Central Europe would continue to be paid
in rubles. Under these assumptions, hard-currency receipts from oil and gas are estimated at $700 million
in 1993 (see table 2.2)..

Imports

2.58 Turkmenistan's export growth potential is needed to support continued growth in real
import demand. New investments will make it necessary to increase imports from the hard-currency
countries significantly. Capital goods imports will be essential if the economy is to implement
investments. Also, non-CIS imports are expected to increase as consumers substitute higher quality
foreign imports for competing domestic and other CIS imported products.

2.59 Provided exports are growing, hard-currency imports are likely to grow significantly in
the medium-term. Imports from non-CIS markets were $500 million in 1991 and grew to $545 million
in 1992. Since much of this import demand, especially for capital goods, cannot be fulfilled by
interrepublican trade hard-currency imports are projected at a range of $850 million in 1993 to $1.5
billion in 1996 (see Table 2.2). Aiso, a normalization of trading conditions within the former Soviet
Union will take some time. Imports from the former Soviet Union can be expected to increase at a
slower rate than hard-currency imports. Some increase in former Soviet Union imports is expected as
a counterpart of the substantial gas exports, which are being undertaken on a clearing basis.

2.60 Reforms in the enterprise and agricultural sector should also have a positive effect on the
trade balance, through higher light industry and agricultural exports to the FSU. This would enable the
country to increase its former Soviet Union-imports to even higher levels and, combined with the positive
income effect, this would prevent the declines in per capita consumption, likely in the slow-reform
scenario.

2.61 The implementation of more substantial reforms would also improve the fiscal accounts
Tax revenues from the private sector would increase. Budgetary outlays for price subsidies, loss-making
enterprises and investment would decline. It could then lead to a substantial reduction of the budget
deficit. This would give the Govermnent the possibility to maintain a certain level of well-targeted social
expenditures without the danger of macroeconomic instability.

Slow Refom Scenario

2.62 Experience in other countries shows that failure to reform can lead to serious problems
in the medium to long term even in resource-rich countries like Turkmenistan (Box 2.3). Some oil-rich
countries -- such as Nigeria or Algeria - seeing the apparent abundance of foreign exchange after the oil
price increases in the 1970s believed they could afford to implement reforms very slowly or not at all.
Indeed, favorable shifts in the terms of trade fueled domestic booms in several countries. However, very
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large unprofitable and inefficient investments - poorly designed and implemented - were undertaken by
the Government and governnent spending - especially for social expenditures -- increased more than
revenues. Furthermore, high population growth rates increasingly posed severe social pressure. In
countries like Turkmenistan, the need for new job opportunities and higher income, imposes a very high
minimum rate of necessary economic growth.

Box 2.3
Country Experikce

Nigeria: Nigeria's response to the oil windfall after the first increases in oil prices in 1974 was to increase
Government spending by more than the rise in revenues, financed with external borrowing from the monetary system.
The response to the second oil price boom in 1979 was similar (large budget deficits and a continuing overvaluation
of the currency), except that the mix of public spending shifted further toward consmption. Nigeria failed to offset
the appreciation of the currency between 1974 and 1984 caused by the large export revenues from oil; large premiums
were charged in the parallel currcy market, and foreign exchange was rationed. The oil price boom, together with
poor marketing and pricing policies, disrupted the farm sector, causing a steep decline in the production of traditional
cash crops and heavy migration to the cities.

A telling statistic about this oil exporter is that its per capita growth rate, which averaged 1.1 percent a year
in the period 1960-73 declined 2.8 percent a year after the oil price increase of the early seventies. Public spending
was largely responsible for the decline. Between 1973 and 1981, public employment tripled from 0.5 to 1.5 million.
Government expenditure rose fivefold between 1972 and 1974 and accounted for almost 80 percent of total oil
revenue. Public investment increased from S percent of GDP in 1974 to 17 percent in 1977 and accounted for more
tan half of totlW investment that year. The budget tuned from surplus to a defick averaging 24 percent of retained
revenue from 1975 through 1978.

From a broader perspective, the origins of Nigeria's problems lay in stmcural trends and policies pursued
since the early 1970s. The sharp nreases in oil prices in 1973174 - and again in 1979(80 - dramatically altered
Nigeria's resource position. Gross real national income increased by 80 percent m real terms between 1972 and 1977,
and then by another 17 percent in 197840. This was used as a fast expansion of public spending. Substantial
investments were made in physical infastructure, and there was also major growth in expenditures in the health,
education and social sectors throughout the economy. There was much waste, with many projects being poorly
desined and implemented. Tbe increasing oil revenues created expectations about still higher - and permanent --
revenues. This generated, in panicular from die mid-1970s onwards, very optimistic development programs. The
development plan assumed an increase m Government capital spending of about 100 percent in 1979. In order to
finance large-scale infrastructural projects, the Governent resorted in the early 1980s to substantial international
borrowing.

Algeria: Although the first Five Year Plan (1980-84) aimed at ambitious objectives; growth of GDP at
7.1 percent per year, an invesment rate of 48.6 percent of GDP. GDP grew only by 4.3 percent per annum in real
terms and the investment rate setled at 38 percent. Most of these shortfalls in performance were the result of two
series of factors: (1) a downtur in the hydrocarbon market trend that made it necessary, once the danger of a
perilous slippage in foreign indebtedness was noted, to constrain nports that were essential for maintaining a high
growth rate for the industrial sector; and (2) poor productivity in the production appamus.

With the phummeting of hydrocasbon prices during the 1985-89 period, dte projections had to be drastically
modified: unit prices dropped by at least 40 percent on international markets and triggered chain reactions. These
affected the overal1 macroeconomic equilibrium in Algeria, resulting in a drastic compression of imports, a downward
revision of invesmen opportnides and a substatial weakening of economic growth. The growth of GDP practically
came to a standstil in 1986 while investnents were reduced by 25 percent ad imports by 27.6 percent.

Source: Countrv Economic NM rudumn Nigera. World Bank 1985; Ageria. Dhe 1985-1989 Development Plan and
the Medium-and Lone Term-Prosnects. World Bank, 1987.
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2.63 The experience in these countries showed that structural weaknesses and downward trends
could be hidden by the financial facilities allowed by energy profits, but not forever. However, in the
early 1980s, growth and investments declined. Budget deficits soared, and the substantial investment
cutbacks resulted in a large number of unfinished, highly capital-intensive projects. Declining export
revenues and increased import demand resulted in a severe foreign-exchange shortage and a sharp
deterioration of the countries' credibility on international capital markets.

2.64 While some of these problems were in part the result of the classic "Dutch Disease," they
were mostly a direct consequence of government action or lack of action. Underlying these trends were
structural problems caused by a combination of factors: excessive government spending, inadequate
incentives to increase efficiency and production, and a price system that did not play its role of allocating
scarce resources. The overreliance on public sector investment and production rather than on private
investment and production as the main engine of growth was another common factor behind these
experiences. Furthermore, the lack of export diversification mnade these economies vulnerable to risks.
It also resulted in policies that were overly focused on maximization of mineral earnings.

2.65 If reforms are not implemented and existing enterprise structures are perpetuated, the
reallocation of resources to new operations will not take place. Lower domestic production results in
higher import needs to satisfy consumption. A lowering in the trade surplus would reduce
Turkmenistan's ability to import capital goods, thus delaying access to new technology and increased
production efficiencies. Without privatization, private sector response would be limited. Efficiency gains
derived from increased domestic competition would be delayed. Overall, the very slow implementation
of reforms can lead to severe macroeconomic problems such as high budget and balance-of-payments
deficits and rising inflation.

Supply Response
T'able 2.3

2.66 Under a slow reform Economic Scenario with Slow Reforms
scenario, the prospects for substantial (percentage change at constant 1991 prices)

growth would be severely limited: 1994 1995 1996 1997-2000
output is projected to be stagnant in (avg.)
real terms until 1996 (see Table 2.3).
In the initial years, continued supply Growth real GDP 4.0 -2.0 0.0 1.5

disruptions and contracting consumer Agriculture -2.0 0.0 0.5 2.0industry -5.0 -3.0 -1.5 1.5
demand in the former Soviet Union Constuction 5.0 5.0 7.0 7.0
will hurt production. Industrial Energy -10.0 -7.0 -5.0 -4.0
output is expected to decline by at Services -2.5 -1.0 0.0 1.5

least 5 percent in 1994, specially
since stocks are already very high. Consumption -0.5 2.0 1.5 2.0

indstral ontacton Consumption per capita -3.0 -2.0 -1.0 40.5
The impact of Idustra co=action Investment 5.0 5.0 6.0 7.0
on aggregate GNP, however, will be
limited as the sector is very small. In Resource balance
the medium-term, the Government is Exports -2.5 -1.5 -1.5 -1.0
assumed to continue to subsidize loss- Imports 2.0 2.0 2.5 2.5
making enterprises. This should lead
to smaller declines in production thSn
those in other economies in transition.
But without major reforms,
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productivity is expected to continue to fall. Large investments will be required to avoid contractions in
industrial output.

2.67 The public investment projects currently planned for infrastructure and the energy sector
may bring about an increase in construction activity of about 5 to 7 percent a year. Furthennore, private
investors seeking to use natural resources or cheap energy could keep industrial output from collapsing
in the short run. Agricultural output is expected to stagnate during the 1993 to 1996 period, since there
will be no improvements in the incentives to increase production and yields. Services should at best grow
in parallel to GDP, given the lack of private sector development.

2. 68 By 1996, part of the service sector and part of the small-scale industrial sector is expected
to be privatized. As a consequence, a small increase in growth is expected in the late nineties.
Investments in the resource-based sectors of the economy should also continue to stimulate growth. The
development of the gas sector, however, will be particularly capital intensive, with only a small spillover
effect on the rest of the economy in the short term.

2.69 In the slow reform scenario Turkmnenistan will not be able to attract the very large foreign
investment flows needed to develop the gas reserves and the productivity of the investments undertaken
is much smaller than in the reform case due to the inefficient use of resources. The lack of a price
liberalization program implies also an unstable relative price structure in the short term that is also likely
to act as a disincentive to investment. In addition, as long as the relative price structure is distorted
through extensive subsidies and price controls investment resources will most likely not be directed to
their most efficient use. Furthermore, the Government's intention to keep social expenditures at the
current levels will either lead to substantial deficits in the budget or will restrict the funds available for
direct investments by the Government.

Trade

2.70 The provision of free gas on the domestic market sets the wrong incentives for investors
in energy-intensive industries. It will also lead to an increase in domestic demand for gas that will affect
the tradable surplus. Despite its low level of industrialization and the lack of heavy industry,
Turlunenistan's per capita energy consumption is very high. In spite of declining GDP, which would
usually bring about a drop in domestic demnand for energy, overall energy demand in Turkmenistan has
continued to grow since 1990. With free domestic gas coupled with the increase in population and the
creation of new energy-intensive industries, domestic energy demand will grow significantly. Such growth
in demand can only be satisfied by reductions in exports (see table 2.4).

2.71 Furthermore, given current conditions, the prospects for sustained future gas production
at recent levels are poor. While the total remaining identified reserves (2.4 trillion cubic meters) can
sustain production at recent levels until the mid-2010s, the ability of the domestic industry to develop the
remaining undeveloped and identified reserves is limited (see Chapter 9). Under this scenario, it is
assumed that future production is confined to exploitation of total reserves in the already developed fields
plus continued production of associated gas at current levels. This scenario assumes a limited field
development program consistent with the current drilling capacity of the industry. In these circumstances,
the exportable gas surplus is likely to drop substantially. This will lead to a substantial decline in the
trade balance with the FSU. Furthermore, the increase of gas prices for FSU gas exports might imply
a significant reduction in the quantity of gas exports, as few FSU countries are able to afford these
increases. Already many FSU countries face major difficulties in paying for their imports.
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2.72 Agricultural
exports may start to increase Table 2.4
after 1994, especially exports TurkmenLstf - Trade Simulations
of cotton. Improvements in Slow Reform Scenario
thie quality of cotton could (mlions of US$)
help reduce the discount from 1994 1995 1996 1997-200
the world price that 1956 9 0
Turknmenistan is currently (avg.)
obliged to accept for its FSU Trade
cutton exports. The receipts Exports8 2,100 2,000 1,950 1,800
from agricultural exports may - Gas 1,700 1,550 1,450 1,200
v aty, however, depending on Imports 1,500 1,700 1,800 1,900
the magnitude of barter trade Trade Balance 600 300 150 -100
and developments in the other
FSU-countries. Foreig-CurTency Trade

Exports 1,100 1,150 1,200 1,300
Implications of Energy - Gas 700 700 700 700
Price Changes Imports 850 900 1,000 1,300

Trade Balance 250 250 100 0

2.73 The previous Trade Balance Total 850 550 250 -100
section concluded that
Turkmenistan's export aTransport charges for exports to the former Soviet Union and the
revenues are vulnerable to hard-currency are set at R400 per mcm per 100 kilometers with an
changes in international underlying initial exchange rate of R400 per US dollar.
energy prices or in the export
arrangement with the Russian Source: World Bank staff estimates.
Gasprom. Simulations of the
impact of a permanent
l$/1000 cubic meters decline below the price levels assumed in the slow-reform scenario suggests that
on average over the period 1994-2000, Turkmenistan would likely register a 2.1 percent decline in export
receipts from gas exports, amounting to about $50 million per year. Therefore, under the slow reforming
scenario, the projected trade surplus in the medium term could disappear if energy prices decline.
Furthermore, the same effects would be caused by an increase in transport charges since Turkmenistan
has little leverage over the determination of regional gas transmission tariffs.

Implications for the Fiscal Accounts

2.74 In 1992, Turkmenistan's overall government accounts were in surplus, taking into account
the large revenues received from the foreign-exchange retention tax. But prospects for even the overall
surplus are tenuous, the Government plans to undertake several investment projects that may easily lead
to substantial fiscal deficits. Furthermore, the changes in the tax structure and the exemption of the
cotton company from paying taxes makes the 1993 budget very dependent on revenues from the gas
sector. Given the build up of payments arrears for gas exports, there is uncertainty if the Gas

1. In 1992, about 45 percent of total revenues were received from the gas sector which included the VAT, the CIT
and the fixed payment. In 1993, the gas sector is expected to pay 73 percent of total revenues whereas 39 percent are froin
the tax on raw materials.
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Corporation will be able to collect the expected revenues. Substantial efforts will be required to maintain
the Government's targets for hard-currency reserves as well as to maintain financial stability following
the introduction of the new currency. Furthermore, the continuation of current policies, especially on
subsidies, could have very negative implications for the fiscal accounts. Thus, the 1994-budget is
projected to be in deficit of about 10 percent of GDP in 1994. This significant turnaround reflects both
a decline in the share of revenues of GDP, mainly those from gas exports, and a considerable increase
in expenditure under the present system of price subsidies. If price subsidies would be eliminated the
expected deficit could be reduced by several percentage points.

2.75 In Turkmenistan's
fiscal accounts, social Table 2.5:
expenditures are a major item. Simfation of Social ExpendItures
Since the population growth rate
is very high, total social 1992 1995 2000
expenditures will have to be . p
increased substantially in the next - % of GDP 11.0 11.4 12.3
years if the Government wants to - % of Total Government Expenditureb 27.7 29.8 32.5
maintain the current level of Social Expenditure
social expenditures. If the incl. Unemployment Benefits'
Government wanted to improve - % of GDP 11.6 15.3 16.7
the existing low welfare - % of Total Governmt Expenditure 27.7 38.5 55.6
indicators the budgetary impact
would be even higher. Table 2.4 al Social Expenditures are assumed to stay constant at a per capita
shows for illustrative purposes basis at the 1992 level.
how social expenditure will b/ Govemment expenditures are assumed to grow at the GDP
increase if they are maintained growth rate.
constant on the per capita level of c/ Unemployment benefits are assumed to be paid at the level of
1992. Since GDP growth is the mnimum wage in 1992. Furthermore, it is expected in this

*"y to be slower than scenario that no additional employment is creaed and the
likely to be slower than workforce will grow by 0.26 million until 1995 and 0.41 million
population growth, the share of unnil 2000.
social expenditures to GDP and
total Goverrnent expenditures
will increase over time. High
population growth will also put substantial pressure on the labor market. It is expected that the work
force will grow from 2 million in 1992 by 0.26 million undl 1995 and 0.41 million until the year 2000.
If no additional employment is created, unemployment payments will grow rapidly, and total social
expenditures including unemployment benefits will increase from 11.6 percent of GDP in 1992 to about
17 percent in the year 2000.
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EXTERNAL FINANCING

3.1 Turkmenistan could have current account surpluses throughout the nineties provided there
is substantial investment to sustain current gas export levels and develop basic transport and
telecommunications infrastructure. The existing network is in poor condition and oriented to almost
exclusive trade with the FSU. Inadequate basic infrastructure could represent a major constraint to
foreign investment and private sector development.

3.2 While Turkmenistan would be able to obtain some financial assistance from multilateral
agencies most capital requirements will need to be sourced from foreign direct investment (FDI) and loans
from international commercial banks. Equity could be a natural financing source, specially for
investments in natural resource development, provided the conditions to attract FDI are in place. The
Government would also need to borrow since it is important to strike the appropriate balance between
equity and borrowing. It would provide some flexibility and maybe even better terms for the countries'
overall portfolio. Moreover, it might represent a competitive source of funds for non-energy investment
requirements. In addition to an adequate framework for FDI, the inmediate external financing task faced
by the Government is, therefore, to build up access to international capital markets.

3.3 The Government of Turkmenistan needs to start by developing a foreign borrowing
strategy. Among other principles, debt should only be incurred if it is going to generate higher rates of
return or export growth than the interest rates incurred. Higher returns than the intemational cost of
capital will require to have an adequate policy framework in place, including an environment conducive
to exports and good investment projects. Moreover, a necessary condition to gain access to capital
markets is to ensure the continuation of a strong debt servicing capacity position, since it provides banks
with the security that Turknenistan will be able to service debt on commercial terms.

3.4 Once a foreign borrowing strategy is in place foreign borrowing should be monitored and
governed by clear policies and ceilings. Ideally most external financing should be mobilized on the basis
of investment projects, with attractive rates of return. Linking loans to a sound investment program
provides an insurance against returns that are lower than the cost of capital. It can prevent the type of
crisis that some Latip American countries suffered in the eighties: they borrowed to finance consumption
and, in doing so, faced major debt servicing problems. Containing future external debt requires
monitoring and regulating the activities of public entities entering into individual foreign loan agreements.
It also requires extremely careful use of govermnent guarantees for private projects.

3.5 Managing external resources is more challenging in Turkmenistan, however. It goes
beyond articulating a debt strategy. Liability management needs to be complemented by a strategy to
manage the countries foreign assets. Given the existing situation, Turkmenistan is in the unusual situation
of being a creditor in FSU trade. While this is likely to continue in the foreseeable future, as it stands
it is clearly sub-optimal. Turkmeistan is not being paid by several important trading partners. This
constitutes a potential resource drain which could quickly build up. Arrears are already so large that non-
payment of principal obligations by Ukraine, for example, could wipe out the balance of payments surplus
in one year. Turkmenistan could find itself in the situation of financing other courtries' deficits through
transferring capital which might never be repaid.
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3.6 The risk factors which could affect Turkmenistan's financing requirements are mostly
exogenous developments. However, their impact could be mininized by appropriate Goverrnent policy.
Adverse changes in terms of trade, further deterioration in interrepublican trade, and a slower than
anticipated move to world prices for gas exports constitute the most imnportant sources of risk.

3.7 External financing, either for investment or for larger-than-anticipated external shocks,
will be easier to obtain if Turkmenistan implements a strong reform program. To design and implement
such a program the Government will require substantial assistance in developing the institutional
capability to manage the transition. The international donor community could provide technical assistance
to develop this capability. Assistance is needed not only to support the design and implementation of
economic reforms but also to prepare investment and project proposals to be presented to the international
community.

Debt

3.8 In November 1992, the Group of Seven (G-7) signed a communique with the original
eight signatories of the Memorandum of Understanding on servicing the debt obligations of the FSU.
Official creditors agreed to a partial deferral of amortization payments on medium and long-term debt
due in 1992 (see box 3.1). Under an external debt agreement between eight of the countries of the
former Soviet Union-in November 1991, Turkmenistan's share in total USSR external debt was set at
0.7 percent, or about US$420 million, excluding letters of credit. On this basis, scheduled debt service
payments were estimated at US$95 million in 1992, of which US$41 million were interest payments.
Turkmenistan would have been eligible for a deferral of US$50 million in principal payments in 1992
if arrears were reduced by about US$29 million.

3.9 Turlanenistan signed an agreement with Russia in July 1992 for the zero debt option:
to transfer its share of the debt of the former Soviet Union and servicing obligations to Russia in
exchange for relinquishing most claims on former Soviet Union assets. As a result of this agreement,

Box 3.1: nterepublican Debt Agreement

luterrepubifcan Memorandum of Understanding, October 991. The Memorandum of
Understanding committed the signatories to the following:

* To be jointly and severally liable for the external debt of the former Soviet Union. It is
generally undersood that this liabilty is to cover all debt obligations contracted by the
Governmmet of the USSR outsanding at the date of the Memorandum of Understanding.

* To designate the Vnesheconombank (VEB) or any successor to be determined as the Debt
Manager with full authonty to be sole interlocutor with creditors, negotiate and enter into
comirnim on their behlf, and service the debt as an agent on behalf of the republics.

* To conclude an agreement on the procedures and mechanism for debt service and another
on the participation in the settlement of the debt of the three Baltic States.
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Turkmenistan has practically no hard-currency debt. Ruble servicing obligations, although small, are not
clear. They are not included in the following projections of financing needs.

External Financn

3.10 Although external financing estimates are preliminary and subject to uncertainty, the
balance of payments is likely to be in surplus under both a slow and a fast reform scenario in the medium
term (Table 3.1 and Table 3.2). The figures, however, should be viewed as simulations of possible
outcomes rather than projections. They will be revised as trends in trade become clearer.

3.11 Although Turkmnenistan is expected to have a substantial trade surplus in the near term,
hard-currency revenues projections are conservative, given the uncertainty about Turkmenistan's ability
to increase its earn;ngs from gas exports. Those exports depend on an agreement with Russia on the
quota to Western Europe, which the Government cannot directly influence in the short term.

3.12 Moreover, the current account surpluses throughout the nineties will require substantial
investment to sustain current gas export levels and develop basic transport and telecommunications
infrastructure. The existing network is in poor condition and oriented to almost exclusive trade with the
FSU.

3.13 The simulations in Tables 3.1 and 3.2 assume that the surplus from hard currency exports
to the rest of the world is used to build-up international reserves. The hard currency reserve is estimated
at US$500 million in early 1993 (over two months of imports). The simulations in Table 3.1 assume
reserves will increase to six months of imports by the year 2000. These simulations do not take into
account the possibility to leave some of these earnings in interest-bearing accounts off-shore which would
increase the surplus. However, it does represent a viable alternative for the Government while it builds
up its capacity to manage the re-investment of energy related revenues.

3.14 Earnings from FSU trade are assumeji to be non-convertible and are projected to be
provided as export credits to FSU importers. The surplus with the FSU countries should be between
US$600 and US$800 millior. in the medium term. However, if Turlanenistan continues to accumulate
large non-interest bearing arrears like in 1993, which are not repaid and do not pay any interest, the
financing requirements would increase by about US$ 100 mnillion in 1995 and US$500 million by the
year 2000.

3.15 Turkmnenistan has no imnmediate need for official external capital. However, if FSU
balances continue to be in arrears or unconvertible, or a large proportion of gas trade takes place on a
barter basis, Turkmenistan will not be able to self-finance its pressing investment needs. The FSU trade
surplus would, in that case, be of little use for Turkmenistan.
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Table 3.1
Medium Term Simulations: External Financing: Reform Scenario'

(in mlllion V.S. doDars)

- 1994 - 1996 1997- 2000
(Annual average) (Annual average)

Lower Upper Lower Upper
Bound Bound

Current Account 600 950 500 700
(-deficit)

Chanige in ReservesY
(-increase) -400 -660 -470 -650

Capital Account 200 290 30 50
(+net capital export, -net capital import)
Direct Foreign Investmnent 180 360 460 560
Net Credits: -380 -650 430 -510
(+credit. -loans)

- Export Loans'/ -440 -750 480 -620
- Multilateral 40 60 30 70
- Bilateral 20 40 20 40

Table 3.2
Medium Term Simulations: Extenal Financing: Slow-Reform Scenario"

(in millin U.S. dollars)

1994- 1996 1997 -2000
(Annual average) (Annual average)

Lower Upper Lower Upper
Bound Bound

Current Account 450 500 -200 400
(-deficit)

Change in ReservesW
(-increase) -320 -350 0 0

Capital Account 130 150 -200 -400
(+net capital export, -net capital import)
Direct Foreign lnvestment 70 110 90 120
Net Credits -200 -260 110 280
(+ credit, -loans)

- Export Loanse -225 -310 80 220
- Multilateral 15 30 20 40
- Bilateral 10 20 10 20

Source: Bank Staff Estimates
al The ranges indicated above reflect uncertainties around the midpoint of each of the components rather than
alternative policy scenarios. Thus, neither the lower nor upper bounds can be added up to represent an independent
balance of payments scenario.
b/ Surpluses in hard-currency are used to build up the hard-currency reserve.
c/ It is assumed that surpluses in FSU trade are used to provide export credits to other former Soviet Union countries
(see paragraph 3.14).
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3.16 Investment Needs in the Energy Sector. In the medium to long term, the realization of
the potential for the sector to be the motor for the transformation of the economy will depend on
substantial investments to regenerate its production potential and, possibly, to gain access to new markets.
Given the claims of the Government on the sector's cash generation and the composition of such cash
flow, the sector cannot finance such investments on its own. The effective management of the surpluses
that are generated by the sector in the next few years would be crucial to managing any future decline
in gas export revenues and to establishing a degree of creditworthiness that would be crucial to mobilizing
the magnitude of external financing that would be required to implement these investments. In the slow
reform case, Turlkmenistan's current account is expected to be in deficit in the late nineties (see
Table 3.2) since energy exports will decline substantially L" the country is not able to attract enough
foreign investment in the energy sector to sustain gas exports. To assure the future of the gas industry,
the country may need to invest at least US$3 billion by the end of the decade. This can only be financed
with significant extemal investment participation.

3.17 To maintain its medium-to long-term production capacity, the industry would need to
invest around $3 billion in appraising and developing identified reserves in the next 5 to 10 years in
addition to stepping up its exploration efforts. The timing of significant investments in alternative
pipeline systems or major petrochemical diversification is uncertain. flowever, while the incentives for
such investments may be strong toward the end of the period covered by this medium-term scenario,
particularly if the projected significant increases in exportable regional gas surpluses materialize, these
investments will be beyond the capacity of the country to finance. In addition, there is little prospect of
any investor being willing to finance such investments unless the outlook for gas production improves.
In summary, the country may need to invest a total of at least US$3 billion in gas fields development and
US$5 billion in alternative export pipelines by the end of this decade to ensure the future of the gas
industry.

3.18 Government Investment Estimates. The Government's pr6jected investment requirements
in the gas industry are substantially greater than the need identified above. The Government projects a
financing requirement of (i) US$20 billion to find, appraise and develop gas (and associated oil) reserves;
and (ii) US$1.5 billion for a pipeline to Iran and Turkey. Given the potential market constraints on gas
exports, it does not appear prudent to devote the proposed large expenditures on exploration and
development unless it is targeted at oil production, with most associated gas produced expected to be
reinjected. Moreover, the proposed pipeline costs are very low by international norms while the pipeline
capacity, at a maximum of 28 bem, is not consistent with the projected exportable surplus to outside the
former Soviet Union.

3.19 The current investment program of the Government both to develop wells and create the
infrastructure necessary for expanded exports is extrenmely large. Such a program would cost at least
US$20 billion spread over six to eight years. It may be too optimistic to expect the required magnitude
of capital inflows over such a short period of time or the ability of the economy to develop the large
absorptive capacity to make such an inflow effective. Nonetheless, given the country's favorable
geology, it is clear that with a well-articulated strategy for addressing the technical, market and financial
constraints on gas production capacity, gas production could be maitined at recent levels in the medium
term and significantly expanded in the longer term if prospect market conditions permit.
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Possible Fiancing Sources

3.20 Turkmenistan, unlike most other FSU countries, has a real chance of getting access to
international capital markets once the country has established some track record with the international
financial community. The appropriate mix of financing should be determined on the basis of relative
costs and conditions. The returns from such fuiancing, however, are also linked to the type of fmancing
that will be chosen. Alternative financing venues include direct foreign investment, project related
financing, suppliers or exports credits, and commercial bank lending.

Prvate Sources

Foreign Direct Investment

3.21 The Government wants foreign investors to play a crucial role in providing capital and
introducing new technology. Foreign direct investment in convertible currency would most likely be in
the energy sector. Although some fo: eign direct investment has already taken place it could be limited,
however, by the lack of transparency in rules and regulations and the uncertainties about future political
and economic developments. The key elements to create a stable investment climate would be:

* macroeconomic stability and a convertible currency;

* guarantees for the free movement of foreign capital, dividends and capital gains;

* simple and transparent procedures to grant necessary approvals and licenses in
connection with business and investment activi,ies; and,

* permission for foreigners to fully own local companies, with the exception of
clearly defined areas in which the government wants to retain control.

* A satisfactory legal and fiscal framework for foreign investment in the energy
sector and a classification and standardization of existing procedures for
promoting the country's petroleum potential to foreign investors.

3.22 Foreign Direct Investment in the Energy Sector. Turkmenistan has considerable potential
to expand oil and petroleum production and reduce its dependence on gas. The Government is engaged
in formulatiDg a revised long-term strategy for addressing the key problems facing the domestic industry.
Central to the energy sector strategy is attracting foreign technology and capital to relieve the key
potential constraints on gas production capacity.

3.23 The extensive experience of the World Bank in the development of natural gas resources
suggests that, in the absence of a clear policy on the commercial aspects of gas production, promotional
initiatives in gas-prone territories are unlikely to succeed. An energy sector strategy would need to:

* establish a clear and comprehensive legal, contractual and taxation framework to
assure potential investors of a stable operating and commercial climate for their
activities in the oil and gas sector;
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* change the system of promotion of the country's petroleum resources from the
current promoting foreign participation in small low-risk development and
rehabilitation ventures in the oil sector to one more appropriate for high risk and
large-scale exploration and development activities;

* establish pricing and marketing gas arrangements, a-s well as the terms of access
by third parties to the existing gas transmission network within the country; and,

* articulate the Government's strategy to address the key export market risks in the
short-term and for establishing alternative infrastructure access to export markets
in the medium to long-tern.

3.24 Foreign Investment in the Oil Sector. In the short run, the Government needs to address
the industry's underlying lack of financial resources for essential maintenance activities. Both remedial
operations and maintenance may require significant upgrades of technology and techniques. Reversing
the declining oil production will require considerable foreign capital and technology. So far, institutional
structures and the legal and financial franework to attract foreign capital are effectively absent. The
Government would need exterral advisory assistance and trail ing of its staff to manage such an activity
effectively. A petroleum law to clarify the respective role und obligations of the Government, its
operating agencies in the sector and potential external investors has yet to be drafted. A global natural
resources law was recently enacted by the Government. T'his law is not appropriate, however, to the
needs of the oil industry, and petroleum should ideally be removed from its ambit or, at the least, the
areas of conflict between this law and provisions more appropriately tailored to the oil industry resolved
explicitly. Finally, the potential tax and financial arrangements goverming the industry are unclear and
would require some form of codification.

Export and Supplier Credits

3.25 Export and supplier credits are expected to become a significant source of financing over
the medium term. In the current distorted and uncertain environment, export credit agencies will need
to pay attention to the financial and economic viability of projects proposed for financing under export
credits. Furthemiore, the Government will need an overall investment program because the interest of
each individual ministry or sector might not always coincide with what is best for the country. This is
even more urgent because export-import banks will need guarantees and have lending limits by country.
Since the government will have to ration and guarantee credits, a prioritization of projects is a sine qua
non.

Role of Multilateral Institutions

3.26 Long-term economic growth will depend on the country's policy environment which will
be one factor determining the quality of investment decisions. Multilateral agencies could be of assistance
to Turknenistan in establishing the economic policies necessary to achieve its goal of long-term economic
growth. Although lending would be relative small relative to the country's needs, the Government could
use agencies like the World Bank to mobilize and to attempt to maximize the benefits from different
external financing sources.

3.27 Since the country has no need for balance-of-payments support, Turkmenistan could seek
from multilateral institutions non-project related technical assistance and support to design and implement
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general econoniic reforms'. There is an immediate need for technical assistance in many areas.
Assistance is required for the Central Bank, monetary policy, banking supervision, banking education,
profitability assessment, portfolio reviews and diagnostic audits of the major financial institutions. In
agriculture it is needed for improving water management and preparing a national water strategy,
improving the drainage system, promoting a policy environment conducive to agricultural output growth.
If the Governmne wants to keep social spending under control, an immediate review of the current
benefit programs is needed to target social expenditures *o the most vulnerable. Other areas that need
immediate attention are training in general economic management and assistance in drafting a
comprehensive public investment strategy (see below).

Public Investment Program

3.28 Tne Government is currently considering several projects. These investment proposals
involve the use of public funds, by requiring equity contributions on infrastructure investments, either
through tax abatements or exemptions. Since many of these projects lack adequate economic and
financial cost-benefit analysis, the country could end up investing in unprofitable industries that will
deplete its hard-currency resources. Leaming from international experience the Government should base
its investment decisions on careful calculations of the profitability of its projects and on an overall public
investment strategy. Private owners calculate the profitability of new investments carefully. Since in
Turlaenistan investment decisions are made almost wholly in the public sector, it is particularly
important that similar assessments be made for the projects being considered. Linking loans to a sound
investment program could help invent the debt crisis that many countries suffered in the eighties.

3.29 A public investment program should have the following characteristics:

0 A list of the investment projects that are economically and financially sound,
ranked on the basis of cost benefit analysis. However, since a meaningful cost
benefit analysis can only be undertaken if the relative price struture is right.
Domestic distortions caused by price controls and the extensive subsidies have
to be mnimized.

* A sectoral composition that follows the national development strategy, approved
by the Government.

* Projected annual expenditures that match the available financial resources
(budgetary savings and external loans).

* An aggregation of the total foreign exchange impact of these projects to ensure
consistency with balance-of-payments projections.

3.30 A central unit should set spending guidelines-such as minimum rates of return on projects
and maximum foreign borrowing in order to avoid ad hoc criteria and to simplity the management of the
investment program. Such a unit would add sectoral spending plans, match them with resource

1. Specific proposals on Turkicenista's technical assistance needs m die strcural and sectoral reform areas are
described in partn and Im of tlus report
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availabilities, make program adjustments to the spending agencies when imbalances appear, and elevate
irreconcilable differences to the competent authority.

Creditwordhuess

3.31 Turkanenistan should be able to service future debts on commercial terms. However, the
country's sustained creditworthiness over the long run will depend on Government policies. The country
is vulnerable to external shocks, especially in the energy sector. To reduce these risks, the Government
needs to implement a comprehensive reform program and has to undertake careful economic management.

3.32 The country has large investment needs which can in part be met by domestic savings but
will also require substantial foreign investment and assistance. The possibility of fruitful interaction with
multilaterals exists but will only materialize ih the legitimacy of a dialogue with such lenders about the
reform and general economic management is recognized. Some external assistance and investments make
sense only in the face of particular reforms. In any event, lenders, whether public or private, have a
legitimate interest in the future ability of borrowers to service their debt. In the case of sovereign risk,
such ability is largely a function of macroeconomic management, structural reform and the external
environu.._nt.

Major Risks and Uncerties

3.33 One of the key uncertainties around Turkmenistan's gas exports are the developments in
the Russian domestic gas market and their impact on regional gas supplies. Domestic demand for natural
gas in Russia is expected to decline by 1996, as prices of gas increase apd the industry is restructured.
If the expected restructuring of the Russian market occurs, a considerable volume of Russian gas will be
released for export to the region and abroad. This could reduce demand for Turkmenistan's gas. But
increasing cooperation in pricing between Turknenistan and Gasprom of Russia may reduce competition
and raise prices.

Extenal Environment

3.34 Turlanenistan gas export receipts depend heavily on the prices agreed with Russian and
other FSU buyers. They also depend on Turmenistan's agreed share in the Western European market,
on the pipeline charge, and on movement of Russian internal prices toward international prices.

3.35 Another risk is the possibility of severe supply dislocations in the FSU, especially in
Russia. There could be considerable supply bottlenecks in raw materials, intermediate goods, and spares
and replacements for capital goods. Turkmenistan's remoteness from other sources might make import
substitution from other countries difficult. Its inexperience with direct prorement in market economies
is another factor which might play against the alleviation of these import shortages in the short term.

3.36 In addition, financial and macroeconomic developments in Russia will have repercussions
on the Turknen economy. Even with its own currency, it will not be able to completely insulate itself
from macroeconomic events in the PSU, given the large proportion of its trade with these countries. In
this comnection, the mnost important external risk may be that the countries of the FSU continue to trade
in nonconvertible currency and are not able to pay for its imports. It might then be of little use for
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Turkmenistan to accumulate large arrears of other FSU countries, while rapidly having shrinking
surpluses with the rest of the world.

3.37 Lower revenues from gas will result in slower growth and a substantially lower trade
surplus. If gas export prices to the FSU do not increase at the pace assumed above, if most of the gas
exports are on a barter basis for a long period, or if the increase in gas prices leads to a higher-than-
expected decline in demand, this will greatly reduce the surplus with countries of the FSU. There also
are substantial risks with hard-currency gas exports. Future hard-currency revenues will continue to be
uncertain as long as Turkmenistan depends on Russia for both transport and marketing to hard-currency
markets. Finally, a decline in the world market gas price would also affect the trade balance and the
budget.

Implementation Capacity

3.38 Even if the external environment is good and the political will for reform exists, there
is a risk that the implementation of reforms will be poor. As the range of decisions broadens and the
complexity of issues increases, decentralization of authority will be necessary. Timely and effective
implementation of the structural and sectoral reform progrm will require a substantial strengthening of
institutional capacities. Because the pace of reforms may be constrained by the inability of the
administration to implement policy measures, training to improve the capacity to implement economic
policy is therefore a high priority. The lack of experience and skills of managers and workers in banks
and enterprises, so far shielded from responsibility and accountability, is another possible constraint.
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Structural Reforms

No significant changes have yet taken place in the state-owned enterprise sector. Not only
is the previous industrial structure still intact but enterprises also have failed to adjust. It will be very
important to promote faster adjustment, especially through privatization and private sector development
to foster a faster supply response. Furthermore, Turkmenistan's state enterprises require radical
restructuring. Restructuring will include reforms in the ownership and legal structure, financing, staffing,
and technical assets. Some restructuring measures will represent institutional changes. Others will
concern the treatment of existing assets such as the financial debts, environmental problems and the cost
of laying off staff. Finally, some physical restructuring might be needed to address the operational
problems. These include the need to upgrade products to international standards and the acquisition of
new equipment, technology and skills. A description of the current status and proposed reforms for
privatization, private sector development and the governance of state enterprises is provided in Chapter
4.

The financial system is proving to be one of the most serious obstacles in the FSU, both
to sound short-term macroeconomic management and to the long term development of a market economy.
Reforms must aim to liberalize and commercialize the financial system through a rapid improvement of
the payments system, restructuring of the main commercial banks, and reform of the legal, accounting
and prudential framework. Chapter 5 describes the current status of the financial sector and proposes
reforms.

A necessary element in the agenda for structural reforms is the provision of an adequate
social safety net to protect the poor and those who are adversely affected by the reforms. Chapter 6
contains a description of the existing system of social protection, the rabor market and the system of
education and training, and assesses the adjustments that will be required.

The success of the transition to a market economy will depend on the Government's
willingness and ability to implement a comprehensive program of structural reforms. Substantial measures
are required in the area of trade policy, given the major role of export earnings in ensuring a successful
transition. Chapter 7 describes the current trade system and the changes required to help to begin to reap
some of the considerable gains of foreign trade.



CHAPTER 4

PRIVATE SECTOI. DEVELOPMENT
AND GOVERNANCE OF STATE ENTERPRISES

4.1 Privatization and private sector development are occurring slowly at the margins of the
economy, while state involvement is expanding in some sectors. Most private activity is in the service,
agricultural and trading sectors and is not, with the exception of a few joint ventures, direcdy productive.
The regulatory, legislative, and economic environment for private sector investment is not comprehensive,
and Government plans to reduce entry barriers are limited. Few foreign or domestic investors are
considering significant equity investments, and most major projects will be Governmer.t controlled for
several years. No substantive transfer of ownership of agricultural, industrial, or other assets has
occurred. The Government's program is to proceed step by step, commencing with small service units,
followed by leases for retail premises and some agricultural land. The Government gives concerns over
equity, social hardship, and control priority over increasing the economic efficiency of the state sector,
through privatization or other means.

4.2 Performance of state owned enterprises will remain poor as long as ambiguity in the
ownership and inadequate control over SOEs continues. Inaction is likely to result in increased stripping
of assets and declining output. Without structural changes in the sector, enterprises continue to hold the
Government accountable for output declines and accumulation of inventories, while the possibility of a
financial crisis mounts. Thus, the fate of a stabilization program and reforms in general depend to a large
extent on transforming SOEs into econonic entities that respond to market signals.

Sructure of the Indusrhial Sector

4.3 In 1991, Turkmenistan's industry's share of net material product amounted to 19.6 versus
46.4 percent for agriculture. Production of gas and generation of electricity are the most important
activities within the industrial sector. Some minerals, particularly sulfur, magnesium, iodine, bromide
and salt, are also extracted. Though Turinenistan is a large cotton producer, the textile industry has not
been adequately developed. Other industial activities consist mainly of producing building materials,
fertilizer and chemicals, some electrical equipment and consumer goods. In 1991, 10.6 percent of the
work force was employed in the industrial sector. Employment increased from 1980 to 1990 on average
by 1.5 percent a year.

4.4 From 1987-1991 industial production increased by over 3 percent in real terms.
However, in 1992 production dropped by about 17 percent. This situation was due to the disruption of
the Former Soviet Union's market. Not only were exports and imports disrupted, but SOE managers all
over the FSU had to face changing conditions.

4.5 The average size of SOEs is slightly more than 100 employees. This is lower than in
other republics of the FSU (e.g. more than 800 in Lithuania). Although some industries are highly
concentrated, many are of medium scale (see Table 4.2).

4.6 Most industrial policy is formlated by the Office of the Council of Ministers and the
Ministry of Economics and Finance. The supervision of most industrial and commercial enterprises is
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the responsibility of various Ministries. Power generation and gas industries are under the supervision
of independent concerns (holdings).

Table 4.1:
Turkmenistan: Output of Selected Industries

1990 1991 Growth Rate 1992
1990/1991 (Jan-Aug)

Turkmen Minerals (1000 tons):
Sulfur 477.9 343.1 -28.0 162.4
Sodium sulfate 241.4 259.4 7.4 163.2
Sulfuric acid 842.6 788.1 6.3 254.6
Magnesium sulfate 40.1 22.5 44.9 26.0
Oil Refming (1000 tons) 5,464.2 7,132.2 30.5 4,082.4
Heavy Duty Pumps (unit) 1,064.0 1,068.0 0.3 744.0
Cement (1000 tons) 1,084.6 903.5 -16.7 707.4
Bricks (million units) 718.3 624.6 -13.1 188.7
Flat Sheet Glass (1000, square meters) 5,085.0 6,098.0 19.9 3,928.0
Knitwear (million pieces) 11.6 10.5 -9.5 3.9
Hosiery (million pairs) 18.5 12.7 -31.4 6.5
Ashkabad Footwear Corp. (1,000 pairs) 5,142.0 4,246.0 -17.5 2,341.0
Vegetable Oil (1,000 tons) 108.2 106.0 -1.9 61.0

Source: Goskomstat, 1992.

4.7 The Office of the Council of Ministers has a special department dealing with industry.
It is in charge of coordination and control of industrial activity. In practice this department has replaced
the former Gosplan and has the final say on any new industrial project to be financed by the Government.
It also monitors, and to some extent supervises, through its specialized divisions, the activity of
independent enterprises. The Ministry of Economics and Finance has specialized divisions in charge of
heavy industry (energy, chemicals and mechanical); consumer goods and services; agro-industrial
complexes; transport and communications; social and economic development and investment policy and
coordination.

4.8 The relationship between the supervisory ministries and SOEs is not uniform; it varies
according to the type of activities of the latter and the function of the former. Some enterprises enjoy
a great degree of independence, while others are treated as an administrative extension of the relevant
Ministry. In some cases, SOEs under the supervision of the same Ministry are treated differently. The
budget of the supervisory Ministry is normally financed by their respective SOEs. Government officials
argue that this practice is justified because it constitutes a legitimate tax on SOEs. But such a system is
against the basic rules of fiscal management in the public sector. Moreover, it may result in the
supervisory Ministry becoming dependent of SOE's, which it is supposed to control, thus leading to a
situation where the supervisory Ministry and the SOEs collude against the best interest of the state.
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Table 4.2:
Number of Workers

Share Average
Number of Number of

of Total Workers per
Enterprise Workers (%) Enterprise

Total Industry 1,381 139,934 101
Electricity 23 6,958 4.9 303
Fuel 6 9,177 6.6 1,530
Chemicals and Petroleum Products 9 8,915 6.4 991
Machines and Metallurgy 434 226,07 16.2 52
Wood and Paper Products Duty Pumps (unit) 119 4,750 3.4 40
Construction Materials 287 195,19 13.9 68
Glass 1 968 0.7 968
Light Industry 197 450,54 32.2 229
Textiles (61) (239,23) (17.1) (392)
Food Processing 255 175,30 12.5 69
Medicines 1 301 0.2 301
Printing 10 1,495 1.1 150
Other 39 2,660 1.9 68

Source: IMF Pre-Membership Economic Review

Procuremet and Distrbution

4.9 Few enterprises are free to determine their production level. Most of them receive a
production quota from the Ministry of Economics and Finance, in cooperation with the supervisory
ministries. This practice was carried out under the centralized command economy of the overall Soviet
system. However, they are no longer adequate to address the new problems enterprises face: need for
major maintenance work, unavailability of spare parts and so forth. Because they still had to meet the
unchanged production targets, enterprises concentrated on quantity, leading to quality degradation.

4.10 The worsening quality of the enterprises' products is accentuated by the combinati(on of
two additional factors. First for practical reasons, no industrial standard is enforced: it may prevent the
achievement of quantitative production targets. Second product marketing is usually performed by other
organizations. This keeps the enterprises from being concerned with the ultimate quality of their output,
which might not meet the need or the expectation of the consumers. As a result, various SOEs,
particularly under the Ministry of Consumer Products, are faced with large unsold or unsalable
inventories.

4.11 The disruption of the previous marketing setup and interrelationship between enterprises
in the former Soviet Union has exacerbated the predicament of the SOEs. Until 1989 all input
requirements of various industries were specified and handled by ministries or special organizations based
mainly in Moscow. The production of some enterprises was also distributed by central state organizations
throughout the former Soviet Union. Currently the enterprises themselves or their supervisory ministries



60 Chapter 4

have to deal with procurement and marketing, a task for which they have not been prepared. They have
to identify-sometimes with much difficulty-their old suppliers or customers. The former often claim
to have been paid in hard currency or paid prices much higher than the enterprises' expectations.
Previous customers are generally no longer under any obligation to purchase from them. Moreover, the
quality of inputs or outputs is often below the market requirement.

Prices

4.12 Prices of the great majority of consumer products are set by the Ministry of Economics
and Finance. This is usually done without regard to the real cost of production. No consistent rule is
followed for determnining prices. The same products can have different prices according to the enterprise
or the market. For items considered basic necessities a two-tier price system has been established (see
Table 4.3). For each item, a quota is allocated to individual consumers (lower price) or to enterprises
(higher price). The lower prices are systematically below the official cost of production. This price
policy has already resulted in the emergence of a black market for some items. Such price differentiation
is applied at enterprise levels as well.

Budget and Auditing
Table 4.3

4.13 Except for enterprises Turkeistan: Two-Tier Price System
under the supervision of the Ministry of of Sdected Items
Bread Products and, in some cases, the (rbles)
Ministry of Construction Marls, the item Enterises Individuals
budget of each SOE is prepared by its
accounting department and approved only Bricks (1,000 units) 2,500 924-955
by the naging director. Contrary to Corrugated asbestos sheet 89 46
the past, there is no authority in charge of Cement (ton) 766 578
auditing the enterprises. Although it is Glass (m2) 47 18
hoped that many enterprises will be Construction stone (m3 ) 320 162
privatized eventually, in the meanime Gas (m3) 185-200 105
there is a need for effective review of the
way they are managed. The Government Source: Ministries of Construction Materials and Consumer
does not yet seem to perceive the urgency Goods, Septmber 1992.
of supervising the enterprises while
preserving their autonomy. Even the
controllers assigned by the supervisory ministries to examine the accounts of the SOEs are not given
access to the information they need. For some enterprises, there is a tacit agreement that the controllers
will not ask for documents considered by the management to be business secrets.

4.14 Many SOEs employ far more people than are needed. For instance, the two local
refineries with a combined annual production of 6 million to 7 million tons have a work force of about
3,770. The international norm for the number of employees at a refinery of 10-million-ton capacity is
less than 600. Absenteeism is also noticeable in some cases. Another problem is the high rate of
emigration for non-Turkmen technical staff. This trend, if continued, may seriously harm the whole
industrial sector because the local know-how is insufficient to sustain the enterprises.
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Profits and Finanial Position

4.15 If international norms of cost accounting were applied, probably most - or perhaps all -
SOEs would be unprofitable. The majority of SOEs lack adequate amortization provisions and any
possibility of renovation of machines and equipment depends on soft credits from the banking system.
Various administrative and price interventions result in enterprises marketing their output below its real
cost of production. Nonetheless, most enterprises claim to make profit and are expected to do so. In
calculating the profit, finns:

* Take the difference between the cost of production and the total amount of total
amount of output, whether sold or kept as inventory.

* Underestimate or totally disregard inflation.

* Underestimate amortization provisions.

Managers are interested in showing profit in order to receive bonuses and keep their position.
Furthermore, part of the profit is distributed as social benefits among enterprise employees. Thus,
maintenance is deferred and fictitious profits are shown, leading to decapitalization of the enterprise.
Financial data for the sector need to be treated with caution, both because of these accounting practices
and because of the distorted input and output price structure. However, in principle, the viability of an
enterprise could be assessed on the basis of this type of activity, dimension, technology and location.
This, nonetheless, needs further study.

Account

4.16 Beginning in January 1993, enterprises and organizations (besides banks and budget-supported
institutions), including enterprises with foreign investment, began to use the Plan of Accounts of Financial
and Business Activity of Enterprises and the Instruction for its Application approved by a decree of the
former Ministry of Finance of the USSR, dated November 1, 1991. These documents were developed
with the United Nations Center on Transnational Corporations. A number of new accounts are stipulated;
they are intended for generalization of information of individual types of property, obligations, and
business transactions. New forms of annal accounting reports and instructions for their compilation are
being developed. Annual accounting reports are mandatory for enterprises and organizations regardless
of the forms of ownership, including enterprises with foreign investment. The balance sheet of the
enterprise is compiled using a net balance sheet. Restructuring of assets has been done on the basis of
the degree o liquidity of the types of enterprise property. A Statute of Accounting and Reporting has also
been elaborated which calls for publication of financial reports which include an estimate of assets and
liabilities which should be periodically checked by internal and external audits. At present structural
internal and external audit subdivisions have been set up in the Ministry of Economics and Finance. An
Audit Activity Statute is being prepared.

Investme

4.17 Enterprises can invest their net profits freely without prior approval of any supervisory
body. Some of the "rich" corporations - gas, power generation, cotton processing - have invested their
funds in activities selected by the managing director, without regard to their main line of activity. For
example, the power-generation company is engaged in food processing-wine, milk and dry fruit - and
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also in leather and carpet thread production. New projects for production of cheese, sugar and textile
are under study. SOEs with available financial resources of their own are free to invest as they choose,
but are expected to inform the Ministry of Economics and Finance. As for the SOEs in need of
investment financing, their projects are prepared in cooperation with the Ministry of Economics and
Finance before being submitted to the Office of the Council of Ministers.

Future Viabiity

4.18 Many SOEs could become economnically and financially viable in an open market economy
if the major problems mentioned above were addressed. Core factors of competitiveness are location,
scale, integration, linkages and technology. Some units badly located, or with products destined mainly
for markets of the Former Soviet Union may be forced to shut down or to restructure. Some industries
have no comparative advantage; for example, the production of aluminum sulfate was destined for water
purification all over the Former Soviet Union. The sulfur that goes into the aluminum sulfate is brought
from a remote southern part of the country and aluminum oxide from as far away as St. Petersburg.
Such a relatively low-price commodity has to be produced close to the market because high transportation
costs make it uncompetitive. On the other hand, although Turlanenistan has an important gas industry,
no extraction or processing equipment is manufactured in the country. Even though some could be
produced efficiently using existing local know-how. The country annually produces 650,000 tons of salt,
four fifths of which is exported. But ground table salt is not produced locally and has to be imported
from Armenia.

Private Sector Development

Current Role of the Private Sector

4.19 Little of Turkuienistan's economy is in private hands, although there is significant
nargina activity in the agricultural and trading sectors. The Tax Inspectorate's register for July 1992
shows 8,940 taxable enterprises (including agricultural entities), of which only 2,600 small-scale
enterprises are fully private (mosdy trading or distrbution outlets, home-worker operations, small brick
factories, and the like). There are 14 foreign enterprises (mostly shops) and 10 joint ventures (mostly
trading operations, with a few production ventures and 1 gas exploration agreement).' Another 300 shops
and small-scale production iicilities belong to the semi-state Turkmenistan State Cooperative Alliance,
which operates a countrywide barter system in rural areas, that trades surplus rural produce for foreign
consumer goods. In the first six months of 1993, the number of small-scale private increased to 3000.

4.20 These figures somewhat understate the volume of economic activity not directly planned
or monitored by the state. Around 23 industrial enterprises have fanms, and many agricultural
cooperatives have, for example, small brickyards, which produce tradable goods for their own
consumption. In estimating the size of other unofficial and semi-private activity, some evidence suggests
widespread rigging of enterprise production figures and accounts. It does not appear, however, that most
enterprises systematically engage in unofficial sale or barter either with each other or with entities outside
Turkmenistan.

1. Minisuy of Economics and Finance figures are higher, showing 38 joint ventures registered by July 1992, and 52 by
Sepmber 1992.
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The Regulatory and Legislative Enviroent

4.21 Despite the legislative changes in late 1993, the regulatory and legislative environment
for new private sector investment still needs improvement. While the court system has undergone
significant reform, a lot needs to be done for it to be independent of the executive branch of Government.
Historically, Turlkmenistan used two court systems: one organized by the Ministry of Justice (the
"Govermnent system') and one operated by line ministries, with courts specializing in particular sectors.
Under the Soviet systemn, economic disputes among SOEs were adjudicated by the state 'arbitration"
courts, which followed a separate procedure from the regular civil courts. In 1992, the "arbitration"
courts were abolished and, in their place, new economic courts were created. As a result, there are three
levels of regular courts which adjudicate civil and criminal matters, and, in parallel, three levels of
economic courts. The Government is currently considering merging these 2 court systems, and creating
only separate economic panels in the regular courts. Not unlike the experience in other countries of the
FSU, neither the civil nor the economic courts have sufficient personnel or skill to handle complex
commercial disputes.

4.22 Registration of new companies is relatively straightforward, with detailed registration first
required at the oblast level. For registration involving foreign investment, one needs to seek Government
approval. Registration problems appear to be mainly practical. First, because there are no local
consulting or other firms to help prepare the initial documentation, previous examples are copied, leading
to errors. Second, municipal workers are poorly qualified and lack legal training, which can make their
demands unrealistic. It normally takes around one month to register, with a payment of R2,000 for a
local firm and (by administrative practice rather than law) $500 for a foreign firm. A bank account
cannot be opened without registration at the oblast level. The legal framework to protect businesses is
still evolving, and important technical issues are still being worked out. Although a law on small
businesses is extant, the new bankruptcy law has not yet been tested in practice.

4.23 Legislation on foreign trade and investment in Turkmenistan is also undergoing significant
changes. Among the basic laws are laws on Foreign Investrnent, Secessions, Free Trade Zones, and
Foreign Economic Activity. There is no bankruptcy law. Incentives for foreign investors appear
generous. However, in certain cases they also lead to tax losses and unequal competition with local
firms. Where investors contribute 30 percent or more of the capital, 100 percent of earnings are tax free
until the origini investment is recovered. However, critical provisions are not tightly drafted and could
be subject to abuse. For example, the definition of investment is very broad, including paid services and
trade-marks, as well as, apparently, additional paid-in capital subscribed later. All of these can be netted
off against tax obligations, allowing companies to avoid taxes for many years. Procedures for remittance
of profits are also unclear, as it appears that hard currency income from sales abroad can be held in
foreign branches, rather than consolidated with company financial statements prepared in Turkmenistan.
Import of any production-related item is supposedly permitted without a license (but does not
automatically entitle the importer to foreign exchange). As a fial example, the rate at which foreign
currency investments, or ruble dividends, are exchanged is specified as the Bank of Turkmnenistan
exchange rate, but it is not clear if investors can benefit from different ruble rates offered, for example,
in Moscow by physically transferring rubles. Many such detailed issues are yet to be raised by the small
number of foreign companies currently active. Such companies generally prefer to sign "special" joint-
venture agreements that can give them even greater advantages. Foreign investors are allowed to take
part in the privatization process (including retail and land privatization), but in the event of similar bids,
that from a domestic buyer will be preferred.



64 Chapter 4

Taxation

4.24 Tax matters are handled by the Tax Inspectorate, fonned by special decree on 6 January
1992 as an independent body reporting directly to the President. Taxation had previously been a function
of the Ministry of Economics and Finance. The new body has a central establishment of 112 professional
staff (40 currently at post), with 1,250 staff at oblast and district levels. The head of the [nspectorate was
appointed on 5 August 1992, and staff followed (mainly from the Ministry of Economics and Finance)
in mid-September.

4.25 The oblast authorities notify the Tax Inspectorate when a new enterprise is registered.
Submissions have to be made every three months to the Tax Inspectorate. Failure to pay taxes due can
result in punitive taxation of the company or, in certain cases, in taxes being levied personally against
the manager. In the period January-July 1992, 1,860 enterprises (21 percent of the total) and 1,200
managers (13 percent) were fined this way. Inspectorate officials are very concerned over this level of
non-compliance and may take more vigorous action to prevent it. The new structure does, however,
incorporate a new Department of Appeals and Legal Issues.

4.26 The enterprise profit tax applies to the profits of all enterprises after distribution of
dividends and was applied at a rate of 35 percent with a mnuber of exemptions and deductions. This rate
was reduced to 25 percent in 1993. Collective and state farnis, and a list of enterprises with specific
activities, are exempt from the tax but should be subject to the tax. Newly created enterprises in
particular sectors are exempt or partly exempt during their first two years. In addition to the profit tax,
enterprises pay 37 percent of the wage bill to the pension fund.

The Competitive Environiment

4.27 State enterprises benefit from cheap credit extended by the banking system and from
direct state subsidies in manufacturing and agriculture. They are given preferential access to both local
and inputs imported by the Govermnent, and their parent Ministries exercise considerable control over
transport and distribution arrangements. There is no effective utilization of the bankruptcy law to ensure
that inefficient state producers exit. Private enterprises, nevertheless, have some benefits where they are
not required to fund substantial social expenditures, including upkeep of schools, health facilities and the
like, borne by existing large state enterprises, but can instead pay higher salaries.

4.28 Given Turkmnenistan's small economy, larger new ventures will almost inevitably either
comprise or compete with domestic monopolies, but neither antimonopoly legislation, nor any institution
exists to adjudicate on related issues. The problem of monopoly power is referred to in the Privatization
Law (Article 5.3), but there are no current plans to establish any antimonopoly institutions. The Ministry
of Economics and Finance is instead expected to deal with specific monopoly issues as they arise during
the privatization process.

4.29 In the case of monopolies, demonopolization should precede or accompany incorporation.
Production in some industries is highly concentrated. Some industries appear significantly oversized, and
the demand for their output at appropriate prices is likely to be far below present capacities. Plans have
to be formulated for the overall restructuring and modernization of the industry including the elimination
of excess capacity, import liberalization and retraining of workers before these assets undergo
commercialization and privatization. Most industrial restructuring and demonopolization could occur as
an outcome of the market process itself, rather than as an administered prerequisite to the introduction
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of market forces or the reform of ownership. Enterprise owners disciplined by market forces are
generally in the best position to determine which lines of activity to shed and which to expand. It Ls also
very important to liberalize and demonopolize trade and transport for a sound industry sector

Small-Enterprise Development

4.30 The Government is currently working on a plan to create a fund to provide capital for
small entrepreneurs, possibly involving the Chamber of Commerce, and a state commercial bank.

Investment Promotion

4.31 Investment promotion is currently handled, defacto, by the Chamber of Commerce, a
non-governmnental 'public" organization containing both private business persons and state enterprise
managers. Its Chairman characterizes its current mission as 'protecting private enterprise against the
state." It will also lobby to secure public investmnent (for example, state contributiorns to small milk-
processing facilities started by co-operatives). The Chamber will derive most of its revenues from
organizing trade fairs, the first of which was arranged in conjunction with a Turkish firm. The Chamber
also performs miscellaneous services including inspection of imports to avoid disputes over whether items
were supplied.

4.32 The Chamber may in the longer term have difficulty in combining its function as a center
for private sector activity and promotion of investment. The latter ideally requires a "one-stop shop"
where investors can receive official guidance on registration procedures; about taxation, law and
government policy; on professional services, and on potential investments.

4.33 The President has announced a new body, the Innovation Fund of Turkmenistan, to act
as an investment promotion entity. Its responsibilities will include investor search; provision of legal and
financial services, and, apparently, registration of companies and conclusion of agreements. It may also
have a role in promoting small businesses. Some funding may come from the proceeds of privatization
sales. Details of this fund are not yet available.

Response of Existing Entrepreneus

4.34 There is limited evidence of rapid growth of some domestic private sector activity. Most
of the small enterprises need new equipment and training; are short of capital, and can only make limited
use of the banking system. They are often critically short of inputs, which may previously have been
provided by the state sector. Without new methods of financing, and an ability to source raw materials
outside the state system, such small firms cannot grow rapidly.

Foreign Economic Activity

4.35 The list of joint ventures registered with the Ministry of Economics and Finance shows
that foreign economic activity is increasing slowly, but with a wide range of nationalities represented.
Interviews with foreign business persons suggest they generally try to negotiate special joint-venture
contracts and rely on personal contacts rather than working inside a properly developed and transparent
legal and fiscal framework. The risks involved and lack of competition tend to encourage over-pricing,
which has in other countries led to scandals and a poor public perception of foreign and domestic private
business persons. Although a small number of joint-venture partners claim to be equity investors, this
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should be treated with some caution. Equity is frequently injected in the form of plant and services that,
in an environment where Government does not seek competing bids, can be difficult to evaluate
quantitatively. Particular concerns raised by foreign business persons were the poor transport and
communications infrastructure and difficulties with the banking system, which cannot support trade
finance effectively.

Govenment Program on Privatition

4.36 Little privatization has occurred to date. The Government is still working on a
privatization program to be implemented.. To implement the privatization program, a subdivision was
created within the Ministry of Economics and Finance. This division is very smnall and 5 of the 10
positions have been filled yet.

The Legal Framework

4.37 The law on privatization passed in early 1992 is largely based on Russian legislation,
with minor amendments generally favoring more rather than less state control. The details permitting
actual transactions are issued by the President. A set of more detailed laws on agriculture, retail sales,
housing and industrial privatization is currently under preparation.

Institutional Arrangements

4.38 Institutional arrangements to administer the program were completed in July 1992, with
creation of a Ministry for Economics and Finance (MOEF). In addition to the MOEF, the municipal
authorities and the Ministry of Agriculture are expected to take leading roles by executing privatization.
No conflict of authority is evident between these different bodies, partly because so little has been sold.
The MOEF will resist involvement of line ministries, which have obvious vested interests and derive part
of their administrative budgets from enterprises. In some republics, municipal authorities have prevented
asset sales because they would be forced to assume social and other obligations currently met by state
enterprises. This problem may arise in Turkmenistan for the agricultural sector. Because privatization,
in other than the small scale services sector, has yet to commence, detailed questions over ownership have
not yet arisen. Box 4.1 contains a brief summary of the Government plans for each asset described
below.

The Program for Privatization

4.39 The Ministry of Economics and Finance is working with the Economnic Research Institute
and key Ministries to draw up a comprehensive Privatization Program for consideration by the Cabinet
of Ministers. Drafts propose a phased program, starting with small-scale privatization (trading and
services such as shops, canteens, cafes and hairdressers and small industrial enterprises). This will be
followed by a larger number of retail sales, and then by medium and finally by large-scale enterprises.
Social facilities such as cinemas will be left till even later, to "preserve the social fabric." The law on
privatization specifically excludes certain state assets (related to defense, state security and protection of
the environment). Sale mechanisms are likely to include auctions, distribution of non-voting stock to
workers and sale of stock to the general public.



Private Sector Development and Goveance of State Enterprises 67

Boz 4.1
Turkmealsta: aft hvatat Program

Sumnay Of Ownesp Arrmgeents for State Assets (Sepember 1992)
and MOEF Draft Pvatia Appoa for Each3

Housing Municipal authorities (oblasts and dstictsJ
[Give away or sel with 10year resale rstrictionJ

Shops and Sevices Muical authorites where shops are pt of housg block

Misty ofEconomics and Fine, municpal authonties i cas wher they
ame separate

Industi Enteprise Mitry of Ecoaomics and Finance
[Mirty bolding given/sold to wokers:

state Farms/Cooperatives Municipal athoies coeaes own equipment and buidings
[Encourge 10-yea or longer leases: move to *service company + farmers"

Land Municipal authorities (oba and disricts)
[land tasr in loger m. Long leases for induW œites and agricnultu
ptoductdon)

Natural Resourceseo Mis of Economics and Finance
[No prvaizadon at pre: some joint ventures)

nMiny of Economics and Finance
[No pdvatai at prese: me joi ventures

4.40 Privatization schemes using vouchers are not a Government priority. Although such
schemes are difficult to design and administratively complex, they hoid the promise of rapid change in
ownership, even where assets are not very valuable. They also have the potential of improving the equity
and transparencY of asset disposals; increasing the 1 tessure for asset auctions and stimulating the creation
of intermediate management companies. The Ministry of Economics and Finance should keep the
progress of such schemes, particularly in neighboring republics, under review to see if part or all of
successful modes can be tansplanted.

Housing Sales

4.41 Residential property and land sales will be handled by the six oblasts that own the
properties, with the Cabinet of Ministers setting overall policy. Each oblast will delegate administration
to the relevant district authority, each of which has established special committees to deal with this.
Housing sales throughout Turkmenistan began in 1988 under a special law that permitted sales only to
war veterans, with the price daeteied by conmnittees that visited the premises. This process was
administered through "self-financed" offices in each of Ashkabad's three districts, which charged a fee
for each sale. The price paid was R3,000 - 10,000, the stock being mainly old single-story buildings,
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built in the 1950's. Around 3,000 apartments were sold in Ashkabad, froin a total stock of around
125,000.

4.42 A new law for Ashkab, J passed on 1 January, 1992 permitted residents living or working
in the city for more than 15 years to obtain ownership free. Those with less than 5 years' residence were
not eligible. For apartnents between S and 15 years, a special commission visits and values the
premises. All those with physical disabilities or war veterans were entitled to apartments free. Variants
of this scheme were also launched in Turkmenistan's other five oblasts. This program was considerably
slowed by a presidential decree of 12 March 1992 that forbade new owners to sell housing for 10 years
after purchase. This decree was applied retroactively to those who had purchased since January. A
special committee will buy back homes from those who want to dispose of them, selling 70 percent to
state enterprises and giving 30 percent free to those on housing waiting lists. This decree was apparently
directed against those who wished to sell their apartments and leave the country. The biggest exodus of
this type has been to Russia. Market forces would allow new owners to dispose of apartments to foreign
business persons for large sums. This was considered intolerable while long housing waiting lists persist.
New owners can rent however, as long as tenants have the correct passport stamp and income is
registered with the tax authorities.

4.43 Officials do not expect many applications for privatizing apartments. Current occupiers
wil not be ejected if they do not apply to buy their apartnent, and they can pass property on to their
children whether it is private or public. Mlany prospective purchasers are concerned over potential high
maintenance charges, although when apartments forming part of a state block have been sold, the state
appears to continue to supply overal mainenance and services at no additional charge to the new owners.
This provision will need to be examined in the future as the number of private apartments increases.
There are currently no plans to privatize public utilities.

Retafl Privatizatlon

4.44 There are 5,477 registered shops in Turkmenistan: 2,172 state-owned and 3,305 owned
by co-operatives and a few joint-ventures. State shops are controlled by trade distribution organizations
which report both to the Ministry of Trade and to various sector Ministries (e.g., the Mimstry of Bread
Products). Where shojps are part of a housing complex, they are owned by the relevant municipal
authority. Ownership of co-operative shops is also apparently with the municipal authorities.

4.45 The state distribution system operates from 9 very large warehouses in Ashkabad, through
a system of regional and municipal warehouses. Two warehouses deal with food (one has a 30,000 - ton
capacity for refrigerated goods; the other is for dry goods). Most of the food products are subsidized
and often bought at high cost, for example, from the Ukaaine. More than 7,000 people are involved in
the disiibution system countywide, with 2,500 people in the food sector alone in Ashkabad. Seventy
staff in the Ministry of Trade "monitor" these organizations.

Priatitlon Propects

4.46 The privatization process will be managed by Privatization Committees composed mainly
of representatives from the municipal and regional authorities, the Ministry of Economics and Finance,
banks and enterprses. Shops will be divided by each committee into three categories:

* Fewer than five staff, where they are given free to employees.
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o Small shops, (5-100 staff) sold at auctions by the Ministry of Economics and
Finance.

* Larger shops, where 25 percent of residual value will be given to employees as
non-voting shares; 5 percent to management and 10 percent to suppliers or other
enterprises with a close working relationship. The remaining 60 percent will be
auctioned to suppliers or other enterprise with close business ties to the
enterprise, with employees able to purchase at a discount (probably 30 percent).

Shops will be required to keep the same product line during normal opening hours for I to 2 years.

Medium- and LargScale Enterprise Privatizaton

4.47 The model for most enterprises will allow 25 percent of the "value" to be given to
employees as non-voting shares; 5 percent to management; 10 percent are sold to workers and 60 percent
retained by the Ministry of Economics and Finance for eventual sale when a buyer can be found. A
version of the Russian asset valuation method (using historical accumulated depreciated cost) seems likely
to apply to the final sal'

Enterprise Manages' Response to Privatizaon

4.48 Visits to industrial and agricultural enterprises demonstrated differing levels of
understanding and enthusiasm for the privatization process. Managers already exporting to the CIS or
elsewhere generally appeared less concerned over Ministry support and were more aggressive in their
plans. Others, dependent on state-supported prices and inputs negotiated by Ministries from the CIS,
were more nervous. It appears that relatively few of the enterprises visited would constitute profitable
private sector entities without significant reinvestment and work force re-organization at both white- and
blue-collar levels. It was also evident that the skills and capital to achieve this are in very short supply
in Turkmenistan.

Support Ser ices for Privatzaon

4.49 Privatization requires an active professional services sector to provide accounting, legal
and consulting support. There are very few firms that exist in these areas in Ashkabad. Although some
Turkmens have expressed an interest in seting them up, growth will be slow and will lag behind demand.
Furthermore, substantial training will be required to develop adequate services in these areas. Since
similar problems exist in neighboring republics, while cross-border service firms could in time give some
support, they are currently severely under-resourced even for their own domestic markets. Much of the
required expertise can also be provided through technical assistance.

Financing Private Sector Development and Privatization

4.50 Capital to finance both private sector development and privatization is in very short
supply. Iflation has eroded the value of domestic savings, even if these could be accessed through the
unreformed banking system. The latter is not currently organized to provide debt finance on a
commercial basis. Some wealthy domestic individuals are likely to provide equity capital for a few
particularly attractive enterprises, but this source is quite limited. Foreign investment, particularly from
Turkey and Italy, may fund a small number of medium - and large - scale projects in the agricultural and
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energy sectors, but smaller ventures in other sectors may not justify appraisal costs by foreign investors.
Turlnenistan's economy is not thought to be large enough to support a full stock exchange, although
regional possibilities may exist in the long term.

The Social bnpact of Privatization

4.51 Turknenistan is fortunate in having only a small heavy industrial sector, which will
relatively limit the social impact of closures. Only 56 plants employ more than 500 people, almost all
in the textiles sector. Some down-sizing here will nevertheless be reqtiired to achieve international
competitiveness. More casualties are likely in the 50 to 500 - employee range.

4.52 Current Government thinking is firmly set against any enterprise closures or down-sizing,
even where the latter might save a facility in the longer term. Visits suggest this attitude is shared by
managers - only one claimed to be consciously reducing his labor inputs. Agricultural privatization may
have limited labor retrenchment consequences, as productivity gains are possible on most farms through
encouraging farmers to diversify. New, more labor-intensive technologies may also be introduced.

nterprises and Public Expenditure

4.53 Enterprises in many formerly socialist economies, provide a number of services for their
employees and their families which are typically thought of as 4alling into the govemrnent's jurisdiction.
Some construct and support hospitals, undertake the construction and maintenance of housing, build and
run kindergartens and preschools, make .,oluntamy donations towards the financing of public transport
systems and local governments extrabudgetary funds. In the case of some larger enterprises, capital
expenditures by public enterprises have been extended to other areas such as roads and water lines.
However, structural change and the privatization process will require that enterprises disencumber
themselves of these non-production related responsibilities, and make it necessary for the public sector
to take over some of these services provided by enterprises in the past. Provision will have to be made
for the financing of these new public expenditure.

Trasparency of the Privatizatlon Process

4.54 It is too early to assess this, as neither the institutions nor the legislation is sufficiently
developed, and very few transactions have occurred. First transactions are often given special privileges
to ensure that they will work, which can later backfire. This route appears to have been followed when
dealing with some of the first foreign investors. Inhensive exposure to case studies from other republics,
combined with a good choice of pilot transactions, should reduce the risks.

Development of the Privatization Progrm

4.55 To develop a privatization program and launch the privatization process the main
priorities are:

O A review of the Govermment's current privatization program with a view towards
strengthening and accelerating it.

* An intensive study of foreign legislation to ensure that recent lessons and changes
are filly incorporated, and the accounting and other implications understood.
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Existing legislation has to be redefined, and amendments and implementing
legislation adopted.

* Institutional planning to ensure that the Ministry of Economics and Finance
devolves functions and authority where appropriate, along with clear definiton
of a lead agency for each type of privatization, development of its own work and
resourcing program, including training, and development of a database of
enterprises both to monitor progress and to provide information for investors.

* Research of fiscal incentives for investments offered elsewhere, including the
level and structure of tax relief offered and special arrangements for natural
resources.

* Establishment of a small business agency with one or two regional offices and
development of a pilot project approach.

3 Examination of current investment promotion arrangements and the set up of a
none-stop" agency.

3 Rapid promulgation of improved and more liberal legislation for retail, housing,
agricultural and industrial sales.

- Requirement for all enterprises to become defined corporate entities.

- Distribution to enterprises of a circular describing how to prepare transformation
and privatization documents for the Ministry of Economics and Finance.

3 Selection of two medium-sized industrial and agricultural enterprises (probably
farms) to act as pilot privatization candidates, under close supervision from the
Ministry of Economics and Finance.

4.56 A rapid expansion of the small-scale privatization program, with definition of targets
covering most of the retail and service sector is critical. A strategy for each state asset is described in
Box 4.2. Small-scale privatization can be key signal for transformation. Not only can the privatization
of smaller enterprises be accomplished relatively quickly, but the failure to embark upon small-scale
privatization before other stages of reform, can have a negative impact on the overall success of the
reform program.
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Box 4.2
Suggested Strategy For Each Slate Asset

Housing * Devolve tomunicipal authorities, with monitoring role. Seek relaxation in 1-
year resale and renting/subletting rules

Shops and Services * Devolve to municipal authorities for auction where possible
* Restructuringprivatization of aruckng/wholesale

Industrial Enterprises 0 Introduce corporatization program by set date
* Commence pilot privatization program (4 enterprises)
* Encourage 'bottom-up" privatization of viable enterprises
* Propose 'financial monitoring' relationship for non-viable enterprises
* Study possibility of vouchers

State Farms/
Cooperatives 0 Assist Ministry of Agricul-are to introduce flexible lease arrangements

* Devise method of separating municipal functions, service company and
indeVendent farmers

* Introduce competition into supply of inputs and marketing of outputs

Land * Need for transparent program
* Move to irrgated land sales following progress on steps above
- Recommend outright sale or long leases from municipal authorities for

industial developments

Natural Resource 0 Bring some assets into joint ventures

Infrastructure * Encourage telephone! railway/ utilities to sell off non-core assets
* Encourage management contracts

4.57 The principal privatization approach to emerge so far in most of the FSU countries relies
on a balanced use of "top down" and "bottom up" approaches (see Box 4.3). In general most republics
have adopted a "top down" approach to setting rules and establishing an approval process, while adopting
a "bottom up" approach that allows the enterprises themselves to put together their privatization plans and
to implement the transactions. With regard to medium and large scale enterprises, Russia has opted for
the "bottom up" approach for enterprise proposals while setting the rules of the game at the central
authority, or from the top down. In small scale privatization, both rules and program initiatives have
largely been delegated to local authorities, leaving the enterprises and central authorities with a notable
passive role. As for larger enterprises, the "top down" approach has been, so far, limited to a few
transactions where either hard currency earnings or demonstration effects have been sought. In light of
the relatively slow progress achieved in large privatizations relying on initiatives from outside buyers --
or, more typically, enterprise employees - some FSU countries, such as l'azakhstan and Kyrgyz
Republic, are considering more centralized state initiatives in the future. It is clear that regardless of the
approach, there is a need for transparent rules and regulations governing the process.
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Box 4.3
Privatiztion Experience

Small-scale Privatization: The most common method for privatizing small SOEs is through sale at
auctions. Kazakhstan, Kyrgyz Republic, Latvia, Lithuania, Estonia, Georgia and Russia have chosen some
type of organized bidding process as the primary .uethod of divesting the small enterprise sector. The
majority have opted for cash auctions, but some allow the use of other instuments as well. This decentralized
method is highly efficient and provides capital for the local selling governmental agency. Some other widely-
used methods for privatizing small enterprises among the FSU republics include divestment by competitive
bidding, tender offers, or leasing.

Although most of the FSU republics bave leased a portion of state property to the private sector --
some with option to buy - the use of leases predominates in the republics with the more conservative
privatization programs. Nearly all of the leases have been made to employees and labor collectives. lhe
process of tender offers or competitive bidding is more cumbersome and time consuming than other methods,
particularly when based on the most attractive social and economic offer, as well as on price. In addition,
potential investors may become discouraged when the restrictions imposed are not compatible with profit
maximization. For example, new owners may be required to continue existing operations for a number of
years as opposed to immediately converting to a more profitable business. In Kyrgyz Republic, for example,
the evaluation of tender offers that are based on restrictive social and economic plans has slowed the pace of
privatization.

Large-scale Privatization: The privatization of medium and large SOEs has presented a greater
challenge to the FSU republics. The common approach has been to corporatize the large enterprises into joint
stock companies. Thereafter, the decision remains as to whether to dispose of these enterprises case-by-case
(commercial privatizaion) or en masse (voucher priatization) to the gezpral public. The commercial
privatization approach can consist of competitive sales of shares, either by auction or by tender, to strategic
investors or employee-management buy-outs. The traditional advantage of commercial privatizaton is that
it provides better corporate governance through ownership concentration and that it raises capital for the
govemment. Its drawbacks are that: (i) it can be a slow process, since fims are sold on a case-by-case
basis; and, (ii) it targets a limited number of investors and excludes the general population. Russia has
adopted an innovative blend of mass privatization with case-by-case auctions that are organized rapidly with
minimal enterprise preparation. In most republics, larger SOEs are generally privatized case-by-case due to
the extensive pre-sale preparation tha y require.

MM Prvation: Mass privatization schemes are also being widely adopted in order to speed up
the process of divestment and to promote wide-spread paricipation through distnbution of vouchers to the
population. Russia, Ukrai, Latvia, Lithuania and Georgia have aU devised sorAe form of voucher scheme
in their mass privatization programs. To date, Russia and Lithuania are the only republics to have made real
advances in implementing their voucher programs. There are certain important distinctions between the two
strategies, however. First, the Russian vouchers all have identical face values of 10,000 rubles, while
Lithuan vouchers have face values based on citiens' age brackets. Secondly, Russian vouchers are fully
traable for cash or other assets, while Lithuanian vouchers ar not. Finally, Russia has gone through the
lengthy and expensive proces of printing and distributing its vouchers in a physical format, while Lithuania
simply credits the individual's savings account with the value of the voucher.
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Box 4.3 (cont.)

In addition, Russia and Lithuania have different auction mechanisms for acquiring shares in large
SOEs. In Russia, all bids are made through the use of vouchers, while in Lithuania auctions, bidders mmst
use a combination of vouchers and a cash quota to bid for shares. Kazakhstan is opting for a slightly different
method of mass privatization: shares of medium and large SOEs will be given to investment funds and the
public will be given certain Privatization Investment Coupons to invest in them.

In designing a method to incorporate vouchers in a mass privatization scheme, a number of factors
were considered, including: the number of SOEs to be privatized using vouchers; the percentage of total
shares to be offered through vouchers; the strength of the banking system; the rate of inflation; and especially
the level of public support. These and other factors were used to determine: (i) whether to have vouchers
with or without face value; (ii) whether or not to make vouchers tradable, and, (iii) how to distribute the
vouchers, whether in a physical form or through savings accounts. The designers were also concerned that
vouchers would be part of a broader program of creating effective and equitable ownership, and therefore gave
priority to the following criteria:

e Administrative simplicity,
e Speed and secuity of distribution,
* Making shares of enterprises available for bidding as soon as distribution of vouchers is

complete.
* Widespread public acceptance.

Russia has also emphasized the use of investment funds to act as financal intermediaries, but has
chosen a laissez-faire approach to their development. By March 1993, 300 funds have emerged and registered
with the state. Investment funds can be an effective way to concentrate ownership and provide effecive
govemance of enterprises. These funds also reduce the risk exposure of individual investors through
diversification.

Source: Soo. J. Im, Robert Jalali, and Jamal Saghir, rivatization in the Re2ublics of the Former Soviet
Union: Framework and Initial Results, World Bank, Washington, D.C., June 1993.

Governance of State Enterpris

4.58 Privatization has proven to be a complex and time-consuming process. And given the
large number of SOEs, no matter how %accessful the process of privatization is, it is likely that many
SOEs will remain in state hands at least temporarily. Thus, improving the performance of the remaining
SOEs both during the transitional period and in the long run is vital. While the Government should
privatize the SOE sector as soon as possible, it should also strengthen the governance for those enterprises
that cannot be privatized immediately.

4.59 SOEs lack any coherent set of rules defining their status and regulating their operation.
The enterprises have no board where the supervisory ministry, as shareholder, could be represented. The
exten of authority and the level of responsibility of the managenent varies widely from one enterprise
to another. Paradoxically the Government, on the one hand, interferes in what should normally be within
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the competence of the management (price and volume of production) and, on the other hand, neglects its
duties as shareholder and menifests total disinterest in the way the SOEs are managed.

4.60 It is crucial that management structures be installed that closely approximate private sector
norms. An efficient ownership and governance structure for enterprises would provide:

* A clearly defined ownership.

* An enterprise supervisory body responsible for the longer tern strategic issues
and oversight of management performance.

* Substantial operational autonomy and incentives for enterprise management.

e A hard budget constraint.

Ownership Reform in the Transition

4.61 At present, the Government is the principal - or the only - shareholder in the enterprises
but does not exercise shareholder functions. Therefore, it is most important that the Govement starts
to exercise its ownership rights over the SOEs through a mass incorporation decree. The decree will
force a clarification of ownership and will sort out the relationship between enterprises, the branch
ministries and concems. The shares of SOEs that will not be immediately privatized should be held by
a Government agency representing the owner. A broad incorporation program, that is, the conversion
of state enterprises into legal corporations with properly defined capital, charter, legal identity and board
of directors, should make easier both the privatizadon of firms and the supervision of firms that remain
state owned.

The Hard Budget Constraint

4.62 Enterprises, whatever their ownership, respond only to market signals and to the pressure
of competition if the owners hold managers truly responsible for the fmiancial results of their decisions.
Market discipline is undercut when there is a soft budget constraint, that is, when losses are covered by
transfers from other enterprises, the state budget or automatic credits from the financial system. The
imposition of a hard budget constraint makes enterprises financially independent.

4.63 However, financial autonomy has to be accompanied by managerial autonomy that permits
enterprises to adjust to changing constraints and opportunities that is io adjust prices, outputs, employment
and other inputs in response to the signals given by the market. The importance of a hard budget
constraint, in turn, highlights the urgency of rapidly eliminating current price distortions. If price
distortions remain, relatively efficient enterprises could become financially inviable, while other
enterprises that are made profitable only by virtue of the distorted price could be encouraged to expand -
an undesirable outcome. The imposition of a hard budget restraint needs also to be accompanied by
elimination of existing differentials in the tax treatment enterprises receive accordance to their size,
branch, mode of organization or other factors.
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Ministries

4.64 Implicit in the reorganization of enterprise ownership, control and management is a
dramatic change in the roles and responsibilities of the existing branch ministries. Several Government
agencies currently deal with this issue without being effective or coherent. Objectives could be better
achieved if all industrial problems were handled by a single Ministry of Industry, whose functions would
include the formulation and monitoring of the Government's overall industrial policies and study of
sectoral policy issues. It would not become involved, however, in control or management of enterprises.
Several ministries, such as the Ministries of Consumer Goods, Construction Materials, and Bread
Products - the remnants of the old centrally planned system - should be abolished.

Mlanagement

4.65 A central factor in the poor performance of SOEs has been the absence on the part of
those making the fundamental decisions regarding the enterprises' activities and policies, of any stake in
the efficient use and future value of their capital assets. Management of commercially oriented SOEs
should be accountable for their performance. Moreover, the top management of the SOEs should clearly
realize what their future fuinction would be and what is expected from them in an increasingly competitive
environment. All this probably requires a well-designed, consistent training program at top and middle
management levels because the shortage of trained and experienced managers is likely to be one of the
most serious bottlenecks to rapid improvement in enterprise performance.

Accounting

4.66 The existing system of enterprise accounting needs to be revised to meet the requirements
of a market economy. The publication of firncial accounts, incorporating a proper valuation of assets
and liabilities, would begin early in the transition. Accounts should be audited (externally and internally)
and should aim to represent a full and fair view of the financial position of an enterprise for the
information of shareholders, creditors and those entrusted with supervisory authority. Such accounts
would also allow managers to evaluate performance and take key decisions, for instance, on investment.

Investments

4.67 Investment decisions have to based on a careful assessment of the profitability of new
investments no matter whether they are made in the public or private sector. At present, this is not the
case, and the ministries need training and assistance in understanding how to undertake these decisions.
Currently, there seems to be a lack of capability as well as demand for the economic and financial
evaluation of projects according to modern, market-based criteria.

Liquidation and Bankruptcy

4.68 Without the threat of liquidation and bankruptcy, even the best-designed management
system nay fail to harden the budget constraint. In a market economy insolvent or illiquid enterprises
would be restructured or liquidated by their owners or their creditors unless they are considered
economically viable. It is therefore important that the Government implement the new Bankruptcy law,
including the development of efficient and adequate procedures, institutions, and enforcement
mechanisms.
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4.69 An important issue is how to deal with loss-mking enterprises. Many of them might
become viable after restructuring. Those considered not to have any chance of survival in a competitive
enviromnent should be gradually phased out. The sudden liquidation of some insolvent enterprises,
particularly if they are labor intensive, might be socially and politically difficult. In such cases, losses
should be financed in a transparent manner by the budget and not, as is currently done, through allocation
of soft credits by the banking system. The rate of subsidies to concerned enterprises should decline with
time and be accompanied by a phased program of lay-offs of their employees and sale of their assets.

Box 4.4
Techica Assistance ecomme

Private-Sector Development

Assistance may be required in the following areas:

o Legislative Area. This woud pricipally involve review of exis legidation, proposals
for amendments, and assistance in the developme of iemean adenoceme
mechanisms.

* Tax Treatment of Foreign and Domesdc Investoau. This would requir an expe viw
on what tax advantages wil benefit Tu eista, oompe with otber centers and prove
relatively simple to ammse.

: Competition Poicy. Expert advice will have to conctate on the paration of the
legisative and regulatory basis in the antmonopoly area, including the creatio of
appropriate nsiuions that will carry out these policies.

* m-Business Promotion. Tbis area rtquies sificant support to help bring crdit and
traing to Ties's new busiess through eie the existg bankig sytm or
new institutions.

* Investment Promotion. The Governmt's aproach to new investors needs to be carefully
coordinated, and advice sought on the kind of inentives that might be offered.

privatization

* Instional Support for the Mnstry ofEcoonik and nafe. Assistance in overatl
program planning; establibmt of an eterpis daase; prepati of meiabs to
distribute to enterprises; techncal advice on valuation mtods; transactions; and
developing a public relations strategy would al} be invaluable assuming that privatization
acquires more momentum. In addton, rgular updates on 'best prtice fiom othe par
of the CIS would be very useful.

* Promn Developient Imem it prories would be assistane Wi speing up the
retail and services progrm; puttig frard more invetive options on housig sales, and
developing a properly sequced agticultural program.

* Support for Spedc Trhss om. If the pilot approach commended for laW sales is
adopted, exps in consulting and buness plani; valuation; law, and negotiat will
be essential to ensure the pilots ae succsftil and provide suitle modes.
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FINANCIAL SECTOR REFORM

5.1 The challenge for Turkmenistan, like for other post-socialist economies, will be how to
undertake the complex task of liberalizing and commercializing the financial system while achieving and
maintaining financial stability. A common practice is that financial institutions cave in to pressure from
state enterprises for increased lending and thus undermine monetary policy. Such practices, which would
institutionalize hyperinflation, threaten long-te-m growth. With this in mind, proposals in this chapter
take the view that stabilization must have priority. It is important that the institutional reforms
introduced, help Turkmenistan authorities exercise monetary restraint while developing an efficient
structure of financial intermediaries as quickly as possible.

Turknenistan Financial System under Central Pla_nn and the 1988 Reforms

5.2 Until independence the Turkmenistan financial system was a regional component of the
Soviet financial system, which contained regional divisions of the main Soviet Union-wide banks. Under
the central planning system the financial system did not play an independent role in the allocation of
resources to their highest value use but allocated funds in accordance with the decisions of the central
planning bodies in Moscow. The regional branch of Gosbank in Turkmenistan was the main channel of
resource allocation through the financial system. Soviet policies appear to have resulted in positive fiscal
flows into Turkmenistan and other Central Asian republics, although the mix of financial and fiscal flows
makes it difficult to assess the magnitude of the net transfer.

5.3 Within the central planning system the banking system was an integral component in the
three stage process of mobilization and allucation of resources:

X The collection of tax revenues and financial resources from individual.,
enterprises and organizations in the various republics.

* The aggregation of these resources at the federal level.

* The allocation of the total volume of resources through both financial and fiscal
channels according to central plan directives.

5.4 Until 1988 most enterprise credits were provided by the regional branch of the Gosbank
in Turkmenistan and funded by resources transferred from Gosbank Moscow. Some investments were
fimanced by long-term lending extended by the construction bank. The Turkmenistan branch of the
Foreign Trade Bank extended some credit to enterprises engaged in foreign trade and conducted all
foreign exchange operations.

5.5 In early 1988 the Soviet authorities established a two-tier banking system. The central
feature of the reforms was the separation of the commercial banking operations from the Gosbank,
establishment of 3 new commercial banks from a segmentation of the commercial portfolio (the
Agriculture, the Industry and Construction Bank and the Social Bank) and allowing for the establishment
of new commercial banks. The Savings Bank and the Foreign Trade Bank continued in a broadly
unchanged role. The current structure of the Turkmenistan banking system is little changed from the



80 Chapter 5

structure established at the time of the 1988 reforms, with the three main state commercial banrks being
the regional successors of the three Soviet-wide organizations. They were converted into joint stock
banks whose shareholders were specific Government Ministries and large enterprises in 1990.

The Current Structure of Financial Institutions in Turinenistan

5.6 The financial system in Turkmenistan consists of a central bank, two specialized state
banks and seventeen commercial banks. Apart from the three state commercial banks only the
Senegatbank is of any significance. There is also a state insurance company (Gosstrakh).

The Bank of Turkmenistan (Gosbank)

5.7 Under the newly established banking laws issued in June 1992 Gosbank was established
as an independent central bank responsible for the conduct of monetary policy, management of the
payments systems and the supervision and regulation of the banking system. In addition, the bank is
charged with setting preferential rates and administering subsidies to the priority sectors of the economy
(see also Box 5.1). It is clear that much development work needs to be done in adjusting the bank's role
from that of a regional branch of Gosbank to that of a national central bank since most of the particular
functions were carried out by Moscow or, alternatively, did not exist under central planning.

The Savings Bank (Sberbank)

5.8 The Savings Bank collects the bulk of household ruble deposits through its more than 500
branches. It also acts as the payments agent of the Government with respect to households. The bank
has only since 1988 begun to develop a limited personal lending portfolio but remains a net provider of
funds to the banking system. Prior to independence the surplus savings of Sberbank were transferred
from, Moscow to Gosbank and then channeled back according to central plan directives. As a result, by
the beginning of 1992 Sberbank held claims on Moscow of nearly R1.7 billion. These claims, together
with interest owed, amounted to a current debt of nearly R2.5 billion in September 1992, which has not
been settled by Moscow but replaced by an equivalent Turkmen Goverrnent bond issue held as an asset
on the Sberbank balance sheet. The Government bond is not currently yielding any interest.

5.9 The presence of a large proportion of non performing assets (2.5 billion compared i ith
4.7 billion rubles of customer deposits) has clearly created financial difficulties for a bank that has
virtually no capital base. At the beginning of August 1992 Sberbank's deposit rates rose to 20 percent,
and the bank was given the right for the first time to on-sell 50 percent of its surplus deposits directly
to commercial banks rather than at a low rate to the Gosbank. It is nevertheless unlikely that this is
sufficient to stabilize the parlous situation of this institution, which appears to be technically insolvent.
(To safeguard the position of this bank, the Government has also guaranteed its deposits and has promised
to provide the bank with R2.5 billion.)
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Box S.1
Centrd Bank: Current Status

The central bank (Gosbank) is charged with supervisory responsibilities over the banking system but
has no appropriate legal or accounting framework -in which to function. Of great importanmce is lack of
supervisoly experience, and lack of human resources. The supervisory role is also undermined by clear
directives transmitted to the central bank to assist in the extension of credit to priority so.rs that break the
Gosbank's own prudential norms. Cunrently the Gosbank conforms to the five prudential rules issued for the
entire Soviet banking system in 1990 that require banks, for example, to maintain a capital-to-deposits ratio
of 5 percent. These regulations are far too lax for application to banking conditions during transition.

The central bank also has a key role in developing the payments system. Delays in payments have,
according to the accounts of all the commercial bankers intviewed, increaed dramatically sinc the break-up
of the Soviet Union, despite the introduction of local regional settlement centers whose role was to assist in
check clearing. The central bank has a clear role in coordinag activity in *is area, but it appeas that many
banks are now going their own way iQ the areas of payments and automation; this might lead to considerable
problems of coherence.

The State Banking Law places on the bank the responsibilty of easuring that an annual credit plan
is presented to the President of Turkmenistan for approval. However, in actual prctice, because of the high
level of inflation, the central bank's active management of polh:j appears to have been limited to the
distribution of cash to enterprises according to their needs after ad>s_nents have been made for inflation.
It thus appears at this stage that no detailed credit plan is In place, although there is evidence of directives
saying that suppolt for priority sctors is to be mainined at the expens of others, particularly the private
sector. As a consequence the staff witbin the central bank are under the conliting pressu of undersanding
the need for exercising monetaly restraint and resondg to the demand for disess borowing by enterprises.

The new state banking law has not estabihed a clea separation between the new functions of the
ceta bank and its role as a quasi-fiscal agent of the goverment. An example of the continuing role as
practiced under central planning is the request that the bank create capital finds to finance certain commercial
and quasi-govesnmental activities. This miing of roles makes the emergence of a central bank which can
work with the necessary degree of auonomy difficult.

Agroprombank

5.10 Agroprombank, by virtue of the size of its balance sheet, is the largest bank in
Turkmenistan (loans represent 70 percent of the total loans granted by banks). The bank has 53 branches,
and its shareholders include the Ministry of Agriculture as well as state agricultural processing enterprises
and cooperatives. Its main liabilities include deposits of agricultural entrprises and Government deposits,
but mainly loans from other banks and predominantly from the Gosbank. The lending of this institution
is directed to collective farms, the agricultural processing industry and the irrigation industry.

5.11 It appears that in view of the policy of subsidizing agriculture, the rates charged by this
bank are in many cases lower than those charged to other enterprises, particularly by the commercial
banks. In august 1992 a special credit line was introduced by presidential decree that supports lending
to collectives at a rate of 2.2 percent. Agricultural enterprises obtain only 0.5 percent for the deposits
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Table 5.1: Turkmenistan Banking System (Selected Balance Sheet Items)
(millions of rubles)

Deposits Lending Capital Capital Ratioe
(enterprises, (enterprises, (%
organizations, organizations,
individuals) individuals)

Dec 91 Jun 92 Dec 91 Jun 92 Dec 91 Jun 92 Dec 91 Jun 92

Jnvestbank 734 3,524 1,316 12,298 81 296 6.2% 2.4 4
Agronpronbank 3,361 2,884 6,228 33,851 175 207 2.8% 0.6%
Turkmenbank 509 2,362 1,023 9,284 42 129 4.1% 1.4%
Vnesheconombank 723 242 574 1,244 1 19 0.2% 1.5%
Gosbank 26 319 11 44 5 43 45.5% 97.7%
Senegatbank 229 476 386 1,190 45 42 11.7% 3.5%
Gasbank 9 240 10 296 5 9 50.0% 3.0%
Sberbank 3,618 4,767 - -30 24
TOTAL 9,209 1,4814 9,548 58,207 384 769

a/ Capitl/Lending
Sources: Central Bank, Ashkabad 1992

they are compelled to make at the bank. The lending of this institution has increased dramatically in the
first half of the year by R27.5 billion to R33.8 billion at a time when the capital base of the bank has
only marginally increased to R207 million over the same period (see Table 5.1).

The lidustry Bank (Investbank)

5.12 The Industry Bank serves the industrial and construction sector. Its main shareholders
are drawn from the Government and the state enterprise sector. The largest single shareholder is
Gasprom. The bank sees its main function as supplying credit to all the industrial sectors of the
economy. A high proportion of this bank's liabilities are represented by enterprise deposits, and this
bank is clearly less dependent than the Agroponbank on support from Gosbank. Nevertheless, over the
first half of 1992 the lending of this bank has increased wen-fold to R12.3 billion (see Table 5.1). The
vast majority of this lending was short term with a three-month maturity profile; it was essentially being
done to meet enterprises' working capital needs particularly wage payments. Over the same period the
bank also managed to increase its capital from R81 million to R296 million, which was still not sufficient
to prevent a significant fall in the bank's capital ratio.

5.13 A "hard budget constraint" is not being applied as far as large state enterprises are
concerned. According to bank sources, their priority is to help "productive" manufacturing industry
rather than less socially beneficial trade-related enterprises. The bank receives funds from Gosbank
currently at 15 percent and, like other banks, is obliged to on-lend these to state enterprises at no more
than 18 percent (a maximum 3 percent margin). The bank receives a limited amount of other funds from
its own clients, for which it pays rates of more than 20 percent, and is able to on-lend these at higher
rates (25 percent). Virtually all of the credit supplied is short term, but the bank is putting forward a
proposal to set up an investment f&.Md to develop industry by providing money for periods longer than
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five years. The management of the bank is acutely aware that it would require significant additional
capital if it were to play an active role in this area.

Soial Bank (Turknenbank)

5.14 The Turkmenbank had originally been formed at the time of the Soviet reforms of 1988
to serve municipalities, schools, hospitals and universities. The Government was also an important
customer. It is clear that this bank acts more as a fiscal agent than as a bank. Nevertheless, like the two
other state conmmercial banks, it has been transformed into a joint stock company with 41 branches as of
December 1993. It is now a significant lender, and this trend was apparent over six months to the end
of June 1992, when its lending had increased nine-fold to R9.2 billion. This increase had clearly been
accomplished only through considerable increases in funds received from the Gosbank. Again, capital
resources standing at R129.2 million in July 1992 were inadequate.

5.15 The Turkmenbank is placing a great deal of emphasis on the development of its foreign
exchange services. It holds the foreign currency accounts of some major enterprises. Having a foreign
exchange license allows it to conduct foreign trade activities through correspondent banks on behalf of
its clients. It is also placing considerable emphasis on the development of automation with some success
already having been achieved through a network of microprocessors linking the branches of the bank by
telephone lines, allowing more efficient balance sheet and payments management.

The State Foreign Trade Bank (Vnesheconomnk)

5.16 The Vnesheconombank was developed from the Tum an branch of the Soviet parent
trade bank. Its functions are:

* To play a role in the management of the foreign exchange reserves. This includes the
development of schemes for managing foreign exchange funds. However, certain
functions may be taken over by the State Central Bank of Turkmenisn.

* To be a fiscal agent for the Government, capturing the hard currey foreign exchange
earnings of exporters such as Gasprom at source.

* To disburse intergovernmental hard currency loans or grants such as those already
arranged from Turkey (technical) and the EEC (food aid).

* To provide foreign exchange services for all the major enterprises such as Gasprom.

* To be an export development bank.

5.17 The Govermment of Tur _mnistan clearly has considerable aspirations for this insdtution
in spite of its current modest size of only 100 employees and a small capital base. There are also plans
to capitalize this institution to a level of RSOO million in 1993. However, there are clear difficulties this
institution might face in atempting to combine commercial and central baking functions. There is also
the question of division of powers with the central bank referred to above.
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Box 5.2
Management of DUks

The Turkmenistan banking system contiues to fimcion as an inteal component of the cena
plannn mechanism rather than as an autonomous mechanism for finaci intermediation. Indeed, in many
ways even the structural reforms introduced in the Soviet Union in 1988 creatng a two-tier banking system
have had only a cosmetic impact on the methods of operation of boti state and stte-commerdal banks. In
particular the 3 main sectoral commercial ban - Agrponbank (Agriculture), investbank (Industry) and
Turkmen bank (budgeatay units) - min committed to the suppont of the enterpnses ithin their sectors
rather than to working in a profit-mamizing manner. The strong lins between state enteprises, bank
shareholders and management and the various sectoa ministes make it extremly dtfficult for dhe banbs to
resist requests for distress borrowg in the curr difflt economic climate.

In all banking institutions magem fces the fulfillment of two different and effecdvely
incompatible tasks. The first task is to can out a rage of quasi-fiscal duties on behalf of the ste, which
includes the provision of highly subsidized fu to their clients, disbursements of funds (for ince, in the
case of the Turien Bank to budgetay units), collection of tax vues and the development of commercial
banking activities. Management exeries iited conrol over the overall stuctwue of their balace sheets
and the levels of rmuneation of the laW subidized element of their loan portfolios, where restictions a
placed on the margin the bank can eamn. As a consequence, ther has been a strg element of effctiAve c
subsidization of priority sectors and indeed, pardculaly in the cas of th State Savins Bank, of the budget
by "commercia cutome tog reilatively lower deposit rates and higher lending raes. The element of
cross subsidization inceasd as the Government has falled to ajust its subsidization guideli inDt face of
increasing inflation.

The Absenc. of a mom acounting esytem of loan dassfication systems and of fomal procedures
for aing loan decision mas it extrem y dificult to assess te maiitude of problem loans in th
Turkmenisa banking sysem Neveithm, iean be suggeted t an inreasing number of enteises awe
facing severe fancial difficulties. For example, weank has suggesed that 400 of Its client enterprises
are facing payments difficulties. There is also eidce of paymets areas developing btwee entepris.
in the la case it is of course impossible to discem how much of this ease is pat of a process of
adjustment to nonra commercid practices of extdg trade cedit, since trade credt was not allowed under
the central planing sYstem.

Viuly all the credit advanoed.to enteprise bas been of a short term natre (average term of 3-
montbs) and leoding has been justified by -the need to meet short term working capil requments,
particularly wages, rather than lg term inavestmrq ents. Even before the surge ilending at the
end of 1991 only 6 percent of bank lending was longe term, with th bulk of investment r r provided
directly by the govermnt to entpris T skls of bank offcials we thus vey much foced on the
administon of the so-caled cah plans whch esetialy were ged to the working caiaD weeds of
enterpris. Ths background stggest dtat bank staff will have considerable diffict in adapt their s
to a situation whereby short tm bk loans are tapidly nsformed ito hard-core brrowigs as f cial
distress increases.

Other Commercda Banks

5.18 Of the other commercial banks, only the Senegatbank with 15 branches is of any
significance. The shareholders of this bank are smaller enterprises, and it receives relatively modest
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support from Gosbank in terms of deposits. Its clients are drawn from state enterprises. It is clear that
prudential norms are more strictly applied to the new comnercial banks than to the state specialized and
commercial banks. Nevertheless, these new banks have an important advantage over the state conmnercial
banks in that they have more diversified lending portfolios and certainly in the case of Senegat and
Gasbank, more diversified ownership structures.

Banking Sector Trends

5.19 The period of high inflation and the deliberate policy of subsidization followed by the
Gov':runent has resulted in a real change in the relationship of the agricultural and industrial sectors to
the banking system. These changes are reflected in the balance sheets of both the Investbank and the
Agroponbank, which over the first half of 1992 became much more dependent on funds from the central
bank to finance their lendings to their respective sectors. This trend is likely to have reflected both the
difficulties of the sectors in responding to the partial price liberalization and the absence of direct sourcea
of financial support from the government. Clearly this enhanced role of the banks as providers of finance
to enterprises must be taken into account in the design of a financial restructuring program.

Finanda Sector Reform

5.20 The key issues that reforms in the financial system must address are the following:

* A rapid improvement must be achieved in the effectiveness of the payments
system, which currently is a major impediment to economic development.

* Urgent measures must be taken to augment the supply of individuals' savings
significantly and to establish efficient channels of intermediation to direct them
to high-value uses.

* A bank accounting system based on international standards should be introduced
to provide ansparency in the assessment of institutions for bank managers,
Government policymakers and potendal investors (see Box 5.4). This is
particularly important to attract foreign capital and banks.

* A pmdential framework should be developed that, while conforming to
international standards in terms of scope and consistency with the new accounting
system, should set prudential norms in a realistic manmer to provide a safety set
that will evolve with the necessary restructuring of the banking system.

* The banking system's staff must acquire the skills needed to assess the risk-
reward trade-off between different proposals to ersure an appropriate flow of
funds for both short-term working capital requirements of enterprises and long-
term investment projects.

* A vigorous strategy must be pursued both inside the commercial and state banks
and through the educational system to augment greatly the trained human
resources available for developing the fiancial system.



86 Chapter 5

* A legal framework must be put in place that, while providing an operating
envirotunent consistent with the development of profitable commercial banking
activity, avoids an excessively wide banking mandate, given the narrowness of
the skills base in Turkmenistan (see Box 5.4). In formulating the law, the option
of licensing institutions to provide a narrow spectrum of services (e.g.,
payments services and conunercial banking, investment banking), should be
considered.

* A monetary control mechanism should be put into place that takes into account
the limited credit-assessment skills and the priority of maintaining effective
control.

* All subsidies should be recognized as such directly in the budget, and the ad hoc
use of the banking -ystem should be phased out to ensure that commercial
assessment of lending projects becomes the predominant criterion for resource
allocation.

Bank Lending

5.21 At the heart of the reform problem is the need to develop an institutional context whereby
the lending skills of commercial bankers can be developed in a controlled manner so that their evolution
does not undermine macroeconomic stability. Experience has shown in other post-socialist societies that
semi-autonomous state commercial bwks with no lending skills and the interconnection among banks,
enterprises and gcvernment agencies as clients and shareholders represent a weak point, as far as the
imposition of conditions of monetary restraint is concerned, as long as ownership relationships remain
unchanged.

5.22 What is possible to achieve in Turkmenistan must conform to a financial sector reform
program. In particular it is clear that in the absence of significant privatization of state enterprises, the
three major banks - Agroponbank, Investbank and Turlanenbank - should be placed under especially
firm control as far as their lending decisions are concerned. There are considerable dangers for
macroeconomic stability if such banks were to be given unlimited discretion, cons Jering the undeveloped
lending skills in the banks. In the absence of ownership changes, these dangers multiply. Consequently
it is essential to have a mechanism to impose on these banks uniform reserve requirements.

5.23 Although controls through capital ratios could be an important method of restricting the
activity of banks, their effectiveness as real prudential controls would depend on the availability of a
modern accounting system capable of assessing the quality of the bank's loan portfolio and experienced
lending staff who can determine the required levels of provisioning. In these circunstances it is certain
that an overhasty recapitalization of banks from the levels indicated above would pose significant "moral
hazard" problems, since it may create an expectation of future bail-outs if necessary and inhibit
responsible behavior by bank management.

5.24 In conclusion, therefore, it would be appropriate to retain a strong brake on the lending
activities of these banks in the first phase through high levels of obligatory reserves. These should be
remunerated but should exclude Government securities. As the banking, accounting and lending controls
of the banks and property relationships are slowly transformed, prudential capital limits can become much
more important as instruments of control.
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Commercialzation and Restructuring of the Main Commerial Banks

5.25 The need to reduce the reliance on credit from the central bank is fundamental to
increasing the conmmercial orientation of Turkmenistan's banks. This dependency has increased
dramatically in 1992 and undermines the development of risk-management skills, particularly given the
weakness of their capital base. Since such credit is only available if directed to specific sectors at fixed
and limited margins that do not reflect the full balance sheet costs, the distribution of such credits requires
that they should be cross subsidized by commercial credits. It is thus essential that subsidies are adjusted
as quickly as possible to reflect costs fully. As stabilization policies begin to take effect the banks must
move toward providing the majority of their lending at real rates reflecting the risks and rewards of their
projects. Nevertheless, over the short tern and in the absence of transformation in the ownership
structure of industry, the quality of the loan decisions is likely to be poor. Thierefore, prudential
requirements, particularly credit controls on banks should be very severe. This clearly has implications
for the supply of credit to a nascent private sector that may have to depend on the development of smaller
but well-supervised b.anks.

5.26 The transformation of Investbank, Agroporibank and Turkmenbank into private
conmnercial banks is bound to be a long, drawn-out process that involves the development of new
accounting and operating systems as well as the development of a wide range of technical skills. It is also
likely that the first two institutions at least will have to be separated into multiple components because
of their sectoral dominance. Fundamental restructuring of the main commercial banks does not at this
stage appear to be feasible given the necessity of maintaining coherence in the banking system while
essential technical improvements in the payments system are effected. At the same time, the likely slow
pace of enterprise privatization would appear to a preclude changes in the ownership structure of banks.
Nevertheless, some measures could be taken now with a view to easing the path of fundamental
restructuring and ownership change in the future and providing a better basis for "commercializing" the
relationships between bank management and clients. As has been suggested, the Government's policy
of suppressing interest rates during the period of hyperinflation has effectively decapitalized the banks,
and this process will continue until macroeconomic stabilization is achieved. If the banks are to play any
autonomous role in credit decisions, then their capital resources must be significantly augmented. To
achieve this, banks must be given flexibility to increase the spreads on lending; they must be compensated
for the full cost of preferental lending, and their obligations to pay dividends to enterprise shareholders
should be waivel. These three actions should improve the banks' flow of retentions and thus their capital
position, but they must clearly be supplemented by other recapitalization measures.

5.27 The current low level of capitai of the banks has some advantages in that it may allow
the government to buy out the enterprise shares (the dollar equivalent value of the capital of the banking
system is only a few million). Direct ownership of the banks by the Ministry of Finance in the transition
period may promote commercial relationships with clients and ensure compliance with prudential norms
better than if clients are also majority shareholders. Direct ownership would also provide a better base
for the fundamintal restructuring and changes in ownership structure that will be required over the longer
term.

Development of Merchant Banking Subsidiaries

5.28 A key problem is allocation of funds to effective long-term investment projects on the
basis of market-based decision making. This skill must be developed in Turkmenistan. Our suggestion
is that development finance depatrments should be set up in the Investbank, Turkmenbank, Agroponbank
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and Vnesheconombank with a focus on long-tenn investment activities. Even in the initial stage these
development finance departments should be as autonomous as possible from the parent commercial bank,
with a separate physical location and a separate management structure. They would nevertheless retain
the basic client relationships and knowledge of the parent organizations; eventually they could develop
a more diversified portfolio with the freedom to acquire a.: interest in both agricultural and industrial
enterprises. Basic to the development of these long-term finance divisions would be the allocation of a
find (deenominated in dollars), that would effectively mean the operations would be separately capitalized.
These operations, which would look favorably upon projects that intended to develop exports, could
provide the essential context for the development of banking skills.

5.29 The construction of the departments must be established from the outset as interim stages
toward the development of fully capitalized merchant banking subsidiaries of each of the banks. While
the precise range of services offered by these institutions requires much further discussion, they would
certainly have the potential to undertake not only a venture capital role in the economy but also eventually
a part in restructuring and privatizing state enterprises. Such subsidiaries would be subject to the highest
standards of prudential supervision and may be particularly attractive as partners for foreign banks
looking for joint venture possibilities in Turkmenistan and as conduits for business development finance
attracted from abroad. The acid test of this proposal is, of course, the willingness of the authorities to
dedicate capital, premises and people to the autonomous development finance departments. Clearly the
legal and prudential framework under which such institutions should be established would have to be
carefully considered.

Development of the Payments System

5.30 No element of the banking sector reforms has a higher priority than improving the
payments system in Turklneiistan. An efficient payments system is necessary to enable all markets to
function effectively and to connect Turkmenistan with the world economy. On a day-by-day basis,
efficient payments enhance the enforceability of contracts in every market and are a prerequisite for the
development of efficient capital and money markets. The current payments system described in Box 5.3,
based on the central bank's settlement centers, is not operating properly. A priority for technical
assistance now is to activate the network of computers in the centers that will enable same-day transfers
between accounts. This system will not, however, lead to a consolidation of the correspondent account
of each bank and therefore liquidity management will continue to be a problem for the banks. A measure
should be introduced immediately to ensure that banks do not get free credit through the payments
system; such free credit provides an incentive to delay settlement.

5.31 In the long tenn the banking system should move toward being responsible for its own
document processing and clearing. This is not an abstract, theoretical concept; it reflects technical
possibilities that exist. In particular the Turkmenbank links all its branches through a network of
microprocessors using existing telecomununications channels and has the possibility of settling through
a single settlement center in Ashkabad rather then through the regional network of centers. The bank's
offer of providing a settlement service for other banks has been refused but nevertheless represents a very
good example of how competitive forces could be usefully harnessed to assist developments in this key
area. Indeed, the sale of efficient settlement services could provide income to banks during the transition
period when their lending will need to be strictly controlled.
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Box 5.3
The Payments System

The payments system in Turkbiistan is highly inefficient and a source of considerable difficulty for
day-to day banking transactions by both enterprises and individuals. The central bank of Turkmenistan is
responsible for the organization of the payments system and, as in all economies moving away from the
centrally planned model, caies out all the back-office settlement tasks normally done by the banks themselves
in a developed market economy. Bankers toughout Turkmenistan highlight difficulties in the payments
system as one of the greatest obstacle in the development of the banking system and generaely as an
impediment to economic activity.

While the break up of the Soviet Union has clearly increased difficulties with interstate payments that
have largely been conducted through the post, there has also been a dramatic increase in delays in domestic
transfers. Thus, despite the relatively low volume of transactions, transfers between branches of different
banks in Ashkabad can take more than three weeks to process, the delay often being attributed to the
inefficient fnctioning of the central bank's sealement ceter. Settlement between banks in Turkmenistan is
accomplished through the intermediation of the interbank settlement centers that are run by the central bank
and that exchange the main settlement documents of the banks: the _edit transfers, or AVISAS. Branches
of the same bank in different regions of Turkmeistan wil sette through the use of different settlement centers
and differen correspondent accounts rather than through a single, consolidated settlement center arid
correspondent account at the cental bank. Since ddays in computerization keep comunication between
settement centers on a pos basis, the system exacerbates delays in payments and leads to a large, variable
and growiag paymes float.

it is clear that at a time of high inflation there are strong incent;ves for customers and banks to delay
payment, and since iher is no payme system law that clearly identifies the risk taker and accountability,
little discipline is currely being exercised. A ret innovation to the system has been the introduction of
guaranteed checks. These checks may add significanly to the payment system risk in Turkmenistan (as has
been the case in other economies i transition, such as in Poland) since there are no mechanisms for
monitoring and control.

Rest ig the State Savings Bank and Improving the Flow of Savings

5 32 A particular area of concern has been the disastrous erosion of personal savings througlh
high inflation. This erosion of personal wealth has shaken confidence in the banking system. This
confidence must be rebuilt as a matter of urgency if Turknenistan is to build a banking system capable
of mobiiizing significant resources for financial intermediation and investment. The importance is
exacerbated by the absence of other financial intennediaries (the rapid emergence of a significant stock
market is highly unlikely). Two immediate steps must be taken: restrictions must be removed on the
interest rates paid to depositors, and the asset side of the Sberbank balance sheet must be restructured to
remove the non performning component that has emerged as a consequence of the breakdown of the Soviet
Union. Restructuring should now be much more feasible, given the erosion of the total value of deposits.
The dollar equivalent value of all deposits is little more than $15 million.

5.33 Currently the position of Sberbank is unassailable with its 500 branches (five times more
than the total of all the conmmercial banks), the state guarantee on deposits and the restriction that
commercial banks cannot hold personal deposits greater than their capital. Apart from removing
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restrictions on rates paid, it should be possible to allow commercial banks to bid freely for personal
deposits beyond the capital restriction. The Govermnent guarantee to the Sberbank could be removed
and possibly replaced later by deposit insurance on all small value irrespective of location. Clearly
phasing out subsidized rates and replacing non performing assets will enhance Sberbank's ability to pay
co.npetitive rates.

5.34 If Sberbank is to function as an autonomous bank, it must be endowed with capital.
However, other options exist over the longer term, particularly the possibility of distributing the branches
of the Sberbank among the three main commercial banks. Doing so would provide these banks with the
basis for developing a more diversified liability base. Alternatively, Sberbank could concentrate and
develop expertise in the key area of home mortgage finance. The development of lending instruments
whose rates were linked to inflation would enhance the bank's ability to pay attractive rates to depositors.

Reform of the Legal, Accounting and Prudenl Framework

5.35 While the restructuring of domestic financial institutions will necessarily be a long process
in Turlnenistan, the creation of an appropriate legal, accounting and prudential framework is an issue
that must be addressed promptly (see Box 5.4). All three parts of the framework are vital ingredients
of an operating environment in which domestic players can gain experience and potential overseas players
are reassured that the rules of the game are clearly defined. The most cost-effective way of proceeding
with this work is to ensure that republics such as Turkmenistan have full access to the development work
being done on new systems of accounts in Russia. This work is particularly relevant because of the
identical starting point and objectives. It is important in this area that both the International Monetary
Fund and the World Bank assist the republics in obtaining access to this work.

5.36 The accounting frameworl is the issue that must be addressed with greatest urgency
because of the necessary lead time before a new framework can be implemented. Bank managements
need to begin to think systematically about their role in managing stand-alone financial enterprises.
Adoption of a structure of accounts and balance sheets consistent with international practice is an essential
step in tb'As process. In addition, clearly defined rules for the proper accounting of interest earned but
not paid and the creation of adequate provisions for potential loan losses (reinforced by prudential
regulations - see below) will provide the necessary focus on questions of risk related to clients. It is
therefore recommended that a task force be set up as soon as possible within the central bank to work
on this issue.

5.37 The new banking legislation is not filly compatible with a movement toward a market
economy. In particular, the centra; oanking law assigns functions to the central bank that are still closely
related to a central planning mechanism. Amendments would, therefore, need to be made to ensure that
subsidies to enterprises are clearly identified in the fiscal budget rather than achieved through ad hoc
manipulation of the interest rate structure. Similarly, strict rules of independence for the central bank
are necessary to cut the Gordion knot of state intervention. Of considerable concern also are the lax rules
of licensing bianks (the entry threshold is too low, and there is no "fit and proper" persons test). These
condition need to be reassessed.
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Box 5.4
The Legd, Aecowating and Prudental Framework

The legal famework for the functioning of the Turkmenist banking system is provided by the law
of Turkmenistan on the State (Central) Bank of Turkmenistan and the Law of Turkmenistan on Banks and
Banking issued ia May 1992 by the President of Turkmabiu. The forner assigns an independet role to
the central bank for maintaining the stability of the curecy and for supervising the banking system. As
Wggeted below, for a variety of reasons the central bank is currently unable to mary out either of these roles

effectively. The central bank legislation may actually impede the development of most of these functions
because, while it asserts the autonomy of the central bank, the law asribes control and allocative functior.s
to the bank that repesent a continuation of the central planning system. In particular, the central bank is
accountable for developing a credit plan for the banking system that mvolves direction of credit at
appropriately low rates to priority sectors according to Government directives.

In addition, the internediation ole of the financial system is undermined by a clause giving the
centra bank a role in the disposition of surplus funds of bott he state insurnce agency (Gosstrakh) and the
Savings Bank (Sberbank). ITe law also ascribes responsibilities for prudential supervision that, as noted, the
central bank cannot ulfill beca.se there is no framwork of prudeni rules, no modem accounting system,
o egal remedies and limited hubm resowes.

The Law of Turkmemstan on Rank and Ran establishes the conditions for operag commercial
banks in Turkmehis The model of the commercial bank is that of a universal bank empowered to take
equifty positions as well as to underk a wide rae of retail and wholesale financial operations. While
tecimcal cond wvill in any event militate a s te introduction of a wide range of services in the short
run, the large scope of the license may exacerbae supervisory problems in the medium term because of the
absence of risk-management skils in Turkmeistan. The law also establishes the savings bank as a state bank
wbose deposits are guaramteed by dte ste. Fily, the law establishes conditions for the licensing of banks
that do not represent an effective bairier to entry into the banking system. in parta the minimum capital

l reqred of eab bank is set far too low (includitg at set for oreign batd), while there is no "fit and
proper persons' tes that would fomaly require verification of ethical and professional credentials.

The new central banking law requies commercial banks to conform to a number of prudential rules
that cover the main dimnsions of risk: minimum amount of authorized capital, minimum capital ratio,
liquidity, large exps , foreign exchange interest rate and price risk and the establishment of loan loss
reserves. These rles bave not actualy been dated into detailed instuctions released to the banks, and
ideed, the work on a modem bank accouing plan that would need to precede the introduction of the
puei ftamework has yet to begi in Twkmenistan. For the tme being the prudential rules in force are
those released for the Soviet Union as a whole, which have been in force since 1990. These regulations
coesist of five prudena rules: a minimum capital-to-deposits ratio of 5 percent; limitations on large
exposures; a limitation on personal deposits to the amount of the capital base; limitations on short-term
liquidity, and limitations on long-term liquiity. Although these rules appear ncomplete and lax compared
with norms established in devloped markt economies, al the banks in Turkmenistan are failing to achieve
the required norms, particularly in the key areas of capital adequacy and large exposures. The prudential
measures are calcuated each month from the monthly balance sheets received by the central bank on the basis
of the old Soviet plan of accounts.
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Box 5.4 (coot.)

The aacounting plan in use in Turkmenistan Is the Soviet plan of accounts intrduced in Decembe
1989, with some minor changes. Te prudetial regulans in force in Tumnistan are consistent with this
plan of accounts. 7Ws acwting plan is geared to the tole of banb nde central planing and does not
provide a taspt assessment of their stnding as autonomous financia imediar. Ndtther does it
form a basis for the eollation of statcs esstl to conducting monetary policy. In patula, the
construction of the accounts does not provide a way for assets and liabilities to be clearly presented in a format
necesary for the appraisal of bank. Nor does It provide a clear sepaation between aaions woducted
between budgetary entities as distinct fom non budgetary units. (it is thus difficult to deine tasacions with
the non bank, non govermnt setor ecesaty tocompile monetuy statcs.) Other problem ar indude:

* In contrast with Westem accountig prctice, accouatig profits are nme e o a cash rather than
on an accrual basis.

* There is no rcogition of the need to pvide s maticaUly for poteta loan losse and to suspend
inuerst on loans to clients in difficulties.

n While not a eatue of all developed accounting systems, it is essenl in he evolving environment
of the TSE that the quality of the asss be assesd as an inter part of the accounting system.
This assesnt is not part of the old Soviet plan of acwuns.

* The accountag plan does not pOide a basis fothe acounting of off-bance sheet intumes (e.g.
foreign excha transact s)and Govenmet s ties.

e Finaly the acconting system makes no allowa for ifio, whh ireased dramatically in the
first Mf of 1992. iceasingly 4ist all finai Inforaton reating to banks.

The curn bankacuntin pladoes notprovide anX I fior base for the pnren supervision
enissaged in ffie ew cental banking law, but work on a new law has not yet commenced.

5.38 The banking law allows banks obtaining a banking license to be involved in a wide range
of services far beyond basic commercial banldng. But in the absence of the basic commercial banking
skills, it is unwise to extend banks' operating agenda so far. A narrowing of the scope of the basic
banking license will not only correctly focus bank nmnagment on the development of fundamental
lending skills, but will also assist the bank supervisors. It is clear that, given the very close relationships
between banks and customers, the provision of a capacity to take equity position is likely to undermine
attempts to conduct relationships between banks and cliens at an " arm's length". An alternative to the
current fonnulation in the bankng legislation may thus be to exclude investment banking activity from
the basic banking charter and place such activity under separate regulatory control. The suggested
development finance subsidiaries of the main commercial banks may be the correct vehicles to develop
wider bankng services and shareholding relationships under separate but strict regulatory control with
limits on risk defined by evolving risk-management expenence.
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Reform and St hng of the Central Bank

5.39 The central bank has a particularly importnt role in the refonn of the financial system
since it must both improve and supervise established financial practice and more particularly, be an agent
for change in a numwer of key areas, for example, bakidng supervision, the management of montary
policy and the development of the payments system.

5.40 As indicated above, there was no banking supervision department under central planning
which checked compliance with legal regu.ations. As a result, the banking supervision function needs
to be constructed from first principles:

* The banking supervision department must be endowed with sufficient authority
to ensure compliance with the regulati4r', including an appropriately high entry
threshold for new banks. It is alsa important that the law not give the
supervisors an agenda of activities impossible to control.

* The new banking law requires the central bank to monitor the activities of banks
in accordance with a set of prudential rules that seem broadly compatible with
international praciice. But the rules need to be transformed into d.tailed
prudential notices and monitoring systems; for example, there is no basis for the
monitoring of foreign exchange exposure. This change may require foreign
assistance; it is also important to note that the rules themselves, such as in the
area of capital adequacy, wil give a realistic picture only when a new accounting
plan is in place that realistically assesses the bank's position. The central bank
must, as part of its prudental responsibility, be the agent and instigator for the
introduction of a new accounting plan.

It is important for banlkng supervisors to ensure that prudential norms be set
realistically. In particular, rules limiting industry concentrations for the main
state commercial banks can become snore stringent (indeed current norms are
broken by all banks) only if the fundamental restructuring and privatization of
banks indicated above is accomplished and also some of the major industrial
concentrations (such as Gasprom) are broken up. At the same time it will take
time for the banking system itself to e'volve financing mechanisms, such as loans
syndications that will allow the dilution of concentrations. Thus, for now,
banking supervision may only be able to limit furher growth in concentrations.
This is not to say of course that newly formed banks should not be subjected to
strict prudential ratios (indeed, uncertainties and inexperience would imply
prudential norms for, say, capital to be significantly higher than those defined for
a first-class international bank). Indeed, strict prudential limits for those
institutions unencumbered with the past are essential in transforming
inexperienced bankers into good bankers and in making these banks attractive
vehicles for foreign technical assistance and jo:nt venues.

* The development of a banking supervision capability will require accounting
systems, a legal framework and prudential rules and information systems both in
the central and commercial banks. Above all, it will require good people to
supervise the systems. This will require an efficient recruitment and training
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program, which will in turn require foreign assistance. The new supervisors will
have to be trained in the skills of both on-site and off-site supervision. The
development of a capacity to conduct a thorough investigation of each institution
in the field (on-site) is a priority.

5.41 Of particular importance for the evolution of the national central bank is the development
of a capability to manage monetary policy. A clearer statistical framework within which to conduct
monetary policy is a priority. The derivation of this framework will require a more comprehensive
identificadon of the Government's fiscal activities, including direct and indirect subsidies as well as a
better integration of the external sector into the monetary control aggregates. Attributing some of the
central bank's extermal function to the state foreign trade bank does not promote coherence in this area.
In the long term, the bank will want to develop a capability to manage monetary policy through indirect
instrunents, and the training of staff for this task should begin now.

5.42 The cental bank also has a key role to play in the coordination of policy relating to the
development of the payments system. The immediate task is to get the settlement centers to function
properly, but the use of such centers may also be considered only an inerim stage. The goal is to have
the banks handle their own back-office processing of document4 ad '4 the Turknenbank today)
conduct their affairs with the central bank through a single correspond- t ; .,unt and a single settlement
center probably run by the bani themselves. The central bank will have, to . sure that during the penod
of rapid change the technical parameters of the payments system are adequately defined to ensure
compatibility between each bank's internal system, and make sure that control is exercised over payments
system risk. Again, in this area, foreign assistance will be required, and staff will need to be prepared.

Human Resources Development

5.43 In the above section emphasis was placed on the training of staff. To put the problem
into perspective, it is important to note 'hat there are only approximately 5,000 ssaff employed witiin the
Turkmenistan banking system, and this will need to be significantly augmented in both quantity and
quality to allow the necessary growth in the banking system, particularly since ny of the staff are
currfeny doing low-level clerical work. Priority must therefore be given to setting up a local banker's
association and an associated bankdng school (perhaps affiliated with, say, a Turkdsh institution) with the
immediate task of developing core material in the local language for the training of bankers. A major
contrbution could be made to the development of the banking system if perhaps 20 'high fliers' could
be now identified and sent for a year of intensive internships in banks abroad before returning to the
major financial institutions.



Financial Sector Reform 95

-~~~~~~~~~o 5lx.6
Technkl Asskta.ce Recommendaons

F=ancal Sector

Cenral Bank

Every central banking fincdon requires stgthening in Turkmenistan. The most appropriate vehicle for
providing technicalass6sancemay he the ntraional Monetay Fundwith responsibilities for different functions assigned
to advisers from various cenrl banks. The areas requiring attention (and an individual program and adviser) include:

* Motry policr management and programming. Even before a program developing mamgement
of mownetary aggregates can be considered, a statistical framework for management must be
implemented and individuals trained in its use.

* The baking supervision function must be developed. This wmi involve the review and development
of appropriate pntual rues for banks and the development of a system of on-site and off-site
superision of the baks.

- A new plan of account must deveoped for the banking system to allow the proper assessment of
banks' profitabilty ad in particular an assessment of the qualiy of the loan portfolios.

* Techical advice is essental for the central bank to play its vital role in coordinating the development
of the paymnt system.

* The ceral bank requires advice in improving the legal framework for the operation of the banking
system. (A number of areas of the curent legiaion require development and attention.)

As wih the Cental Bank ever area of commercial banking activity wifl require improvement. Some areas of
potential support which have been ied include:

l Portfl reviews and dignostic audits of the major financial institetions. This wiDl be necessary not
only prior to any major restuctuig or ownerhip transformation but will also introduce Turkmen
bankers to the quesion of oa appral and modern accounting methods. It will be essential for the
central bank to have an involvement in such audits.

* It is vital to develop bankig education for the system to allow the rapid acquisition of skills. This
may.be tro programs diected at a loal bankeres association or alternatively through assistance
in seting up a banking school. Alenatively more modest contrbutions could be made through for
instce providing coure in such areas as foreign transa procedures.

* It may be approprie to plce tam of advisers in cerain identified insdutions to develop them as
ceners of excelence for the banking system. One focal point may be the State Trade bank which is
intrestd in developing an export development finance capabi.ty and has requested assistance.
Alermatively one of the smaller commcial banks could be identfied.



CHAPTER 6

FOREIGN TRADE

6.1 Although Turknenistan's foreign trade potential is affected by serious external
uncertainties, the articulation of a trade system will have an important influence in its success in the world
economny. A liberal foreign trade regime could facilitate the transition to a market economy. Import
competition would impose discipline on domestic markets that are in general less than competitive by
virtue of the past concentration of production. Whether international trade plays this facilitating role
depends to a large extent on the policies adopted toward the foreign transactions of domestic enterprises.
The liberalization of foreign trade is part of a broader domestic transition to a decentralized market
economy in which the behavior of enterprises, rather than Government decisions, determines the
conditions under which enterprises buy and sell domestically and abroad.

Trade Poliies

6.2 Before Turkmenistan's independence in October 1991, trade was conducted and organized
as part of the overall economic plan specified by and directed from Moscow. Since independence. Trade
has been decentralized, under the independent barter transactions of ministries and state enterprises and
the discretionary spending of retained hard-currency earnings.' But the ministries and enterprises are
subject to export quotas or licensing requirements from the Ministries of Finance and Economy.

6.3 Turkmenistan has kept the systemn of centralized state trading. In the beginning, the
Turlanenista&r Committee for Foreign Economic Connections negotiated trade agreements with
governments of other republics and with enterprises in cotntries outside the ruble zone, principally via
barter of cotton. The conmittee was disbanded in August 1992. Trade is now conducted by agencies
closely tied to the Government, government ministries, and state-owned enterprises.

Policies Rlating to the Ruble Zone

6.4 While independence provided the opportunity for a new beginning in the trade and
payments regime, in many ways the institutional structure adopted reflects the old Soviet type trade
regime. Turlanenistan remained a member of the ruble zone. Since full convertibility of the ruble to
dollars was not in place, international trade has taken place in segmented markets on a hard-currency
basis, and in ribles.

6.5 The Government's prominent role in ruble-zone trade preempted market forces. Trade
occured through negotiated interrepublican agreements. Turkmenistan maintained a ruble account (the
"correspondent accourt") in Moscow, for all trade with Russia. Since mid-1992 Russia had agreed to
a provision of a credit ceiling in this account. Similar arrangements regulated ruble clearing between
Turkmenistan and the other states of the ruble zone. This mechanism constituted ruble clearing, however.
and did not permit multilateral cleanng of payments imbalances.

1. While there is no formal monioring of enterprises' expenditures of hard currency holdings, reformed monitoring
inhibits the use of the retained hard currency for consumption purposes.
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Export Policies

6.6 The dichotomy between ruble-zone and hard-currency trade, with different prices applying
to the same goods in the two regimes, led to inefficiencies in the allocation of exports. Turkmenistan's
participation in the ruble zone was an inheritance of its previous integration into the Soviet system. Prior
to independence trade (measured as the average of exports and imports) constituted some 35 percent of
GDP of which 90 percent was interrepublican. While other republics also depended heavily on
interrepublican trade (Estonia 91.6 percent, Armenia 90.1 percent, Uzbekistan 89.4 percent, Georgia
85.9 percent and Ukraine 82.1 percent), Turkmenistan's case was exceptional because interrepublican
trade dependence was based on exports that are relatively homogeneous and are traded in world markets,
making them readily divertible to markets outside the ruble zone. However, the prospects for diverting
natural gas exports from ruble-zone trade to hard-currency trade remain hampered by transportation
logistics thai provide a strategic bargaining advantage to Russia in designating shares of Russian and
Turkmen gas for hard-currency sale. Cotton, Turkmenistan's other important export, is not subject to
the same transportation logistics and strategic considerations as natural gas.

6.7 Before 1993, exporting firms could keep between 20 and 50 percent of their hard-
currency earnings. They had to surrender the remainder to the Government at artificially low exchange
rates, based on domestic wholesale prices. The Gas Company had to surrender 80 percent of its hard-
currency export revenues without any compensation which is an implicit 80 percent tax on exports. This
implicit tax on foreign exchange earnings could be avoided through engaging in barter transactions at
artificially low exchange rates based on domestic wholesale prices. On January 1993, Turkmenistan
introduced an export tax at differentiated rates. The rate for exports of natural gas remained the same,
there is a 30 percent tax for exports of gas condensate, 20 percent for petroleum products, 20 percent for
cotton products, 15 percent for chemical products and 10 percent on all other goods. In addition, 10
percent of all the foreign exchange earnings have to be transferred to the 'Foreign Exchange Food Fund'
of the Government.

6.8 There is substantial barter trade in Turkmenistan's dominant non-energy export
,.ommodity, cotton, by state enterprises and ministries. Cotton, in effect serves the role of foreign
exchange reserve holdings, in that allocations of cotton for barter are routinely provided as a means of
import financing. There are evident inefficiencies in seeking simultaneously to trade internationally in
goods with the foreigner to whom cotton is sold. The higher transaction cost reduce the net price
received for cotton exports.

Foreign Exchange and Import Policies

6.9 Both ruble and non-ruble trade has been suject to controls. This control is exercised
through the allocation of both ruble balances and hard-currency balances. Not all hard-currency earnings
had to be surrendered to the special government fund; some 20 to 50 percent of foreign exchange
earnings were left to the discretionary use of the enterprises and ministries. In practice, there is a dual
system of highly regulated and not regulated import transactions. Ruble-zone trade has been more
regulated than hard-currency trade, since ministries and enterprises that have accumulated hard-currency
via the retention scheme are not subject to foreign-exchange control on all of their own hard-currency
eamings. Under the conditions of the ruble trade mechanism, agents were potentially regulated on all
of their ruble-zone import transactions. Since most prices were still highly subsidized in Turkmenistan
non-cntrolled ruble trade would have led to outflows of goods into other republics i.e. neighboring
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countries will be indirectly subsidized by Turlcnenistan's budget. However after many of the prices will
be liberalized, trade could be decontrolled.

6.10 The highest priority for imports is to ensure an adequate food supply. 'Free imports,"
(not state orders) are conducted by the responsible ministries or enterprises using their own hard-currency
earnings. At the same time, balanced bilateral trade agreements have been negotiated with governments
of other republics. These agreements are very similar to those that used to determine CMEA trade, with
an emphasis on the physical volume rather than the value of the goods exchanged. Centralized imports
outside the agreements take place when shortages are perceived, with import financing at the discretion
of the Cabinet of Ministers, which approves import requests and aUlocates hard-currency from the
retention fund or cotton for barter. For consumer goods, the relevant ministry decides if there are
shortages that necessitate imports and seeks hard-currency or cotton for barter from the Cabinet of
Ministers. It also decides what to buy, and where to buy it.

6.11 With the dissolution of the CMEA trade and payments arrangements at the onset of 1991,
the arbitrary prices of the CMEA system were exchanged for trade in hard-currency at world prices. For
Turlumenistan, the new terms of trade imply a substantial gain, but the adjustment to world prices has
been gradual among the states of the former Soviet Union. However, there are several changes
Turkmenistan can make on its own, however, to help it begin to reap some of the considerable gains of
foreign trade.

Recmmedatos

Movement to World Ma'rket Prices

6.12 A liberal trade regime transmits world relative prices to the domestic market, providing
market indicators for domestic resource allocation and providing domestic producers with a means of
judging comparative advantage in international markets. But as long as the exchange rate is highly
undervalued the link to international prices is cushioned by the exchange rate. Policies are needed first
to bring inflation under control and move the exchange rate closer to the purchasing power parity for
tradable goods.

Multilateral Clearing

6.13 A system of multilateral clearing with short settlement periods should be introduced. A
system of this kind will benefit both the countries that stay in the ruble zone and those that adopt a
national currency. For countries that adopt a new currency, as Turkmenistan did on November 1, 1993,
the multilateral clearing is a way of economizing on intemational reserves.

Enterprise Autonomy and nteonal Trade

6.14 Under a planned socialist system, enterprises exercise little autonomy in the conduct of
international trade. International trade, like economic activity in general, is planned and conducted by
government agencies with a monopoly to trade in particular goods. Thus an important element in the
transiton to a market economy is the elimination of these trading monopolies and the introduction of a
trading system that allows enterprises to make their own decisions about trade. This autonomy is
particularly important for allowing an emerging private sector to direcdy partcipate in international trade,
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without the intermediaton of governent agencies. The private sector has not yet emerged in
Thrkmenistan however, because the transidon from the old economic system has not proceeded far
enough. Entrprises do have some aunomy in the conduce of trade as far as they can retain part of their
hard-crrency eanngs.



CHAPTER 7

THE LABOR MARKET AND SOCIAL INFRASTRUCTURE

7.1 The legacy of the former Soviet Union in the newly independent countries is not only a
particular political and economic structure b-ut also a particular type of welfare state. In Turkmenistan
this old system has not been replaced by a new system yet. If the Government embarks on a transition
to a market economy, the welfare system will need to be changed substantially.'

7.2 Social indicators show Turkmenistan to be one of the least-developed countries in the
Former Soviet Union. However, Turkmenistan has a low level of unemployment and an expensive
system of social security provision. An extensive system of cash benefits makes paymnts to more than
half the population. However, these social measures are not well targeted at those most in need, and
eligibility requirements for benefits are low.

7.3 Since there is much more of an underlying poverty problem in Turknenistan than
elsewhere in the FSU, targeted and cost-effective measures are needed. The current social safety net
system would not be appropriate to deal with the social effects of an emerging market economy if the
govermment starts to reform the economy. A transition to a market economy, therefore, requires
restructuning of the social protection system. Furthermore, the profile of those in need might change as
income differentials are increasing.

7.4 In considering an appropriate strategy for the future, whether for the short term or for
the long term, it is necessary to establish certain requirements that labor policies and social safety
programs should fulfill. Apart from the objectives of efficiency and affordability, the benefit system as
a whole should prevent individuals and families from falling into extreme poverty; it should not have
undue disincentive effects, and it should be capable of low-cost and effective administration. In the early
stages of transition the existing systems of income support, employment services and social services need
to be adjusted to satisfy these principles. One of the most important priorities would be the development
of an unemployment insurance system and active labor market policies.

7.5 These problems will be considered within the following framework:

* An analysis of the social safety net including the pension fund and the social
insurance benefits.

* An examination of labor market issues and unemployment insurance.

* An analysis of the training and education system and its impact and linkages to
labor market issues.

* A description of problems facing the health sector.

1. The Government has announced plans to reform the social safety net system after the introduction of the new
currency in November 1993. These plans include changing the structure of the pension fund, incorporating all cash
benefits in the tax base, increasing salaries for teachers substantially, introducing a new law on the social insurance fund
and adopting a new law on the minimum wage. Refonns implemented by November 1993 have been taken into account in
this chapter. However, since most of the reform proposals were at an initial planning stage when the report was finalized,
they have not been icluded.
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The Sodal Safety Net

Perion Fund

7.6 The pension fund has two main areas of expenditures: retirement and disability payments
and children's allowances, 85 percent are spent for pension payments. The pension fund is financed by
an employee's payment of 1 percent of the wage, in addition to the employer's contribution equal to
80.5 percent of the total payrc'i contribution of 37 percent. The enterprise rate is 26 percent for state
farms and cooperatives. However, because the pension fund's expenditures exceed its receipts, there is
also a transfer from the budget that finances more than half of child allowance payments. The rationale
for the division of payments for child allowances is that the pension fuid is responsible for children up
to age 6 while children aged 7 to 16 (up to 18 for non students) are the responsibility of the budget.

Peosions

7.7 As in the other former Soviet Union countries, the normal retirement age is 60 for men
and 55 for women. However, persons in "hazardous occupations" can retire five or ten years early.
There is also a large number of survivor pensioners (about 80,000) who receive benefits on the basis of
deceased spouses' earnings. In 1992, there were about 350,000 retirement and survivor beneficiaries.
Life expectancy at retrement is 22 years for women (life expectancy is 77 years) and 15 years for men
(life expectancy is 75 years). There is a net annual incease of 17,000 new pensioners each year. In
early 1993, the number of pensioners was 404,000

7.8 Basic monthly benefits are 55 percent of average monthly earnings subject to a minimum
and a maximum. In September 1993 the minimum was R9,600 per month and the maximum was
R50,400. Benefits are based on the average monthly earnings for the highest two consecutive years of
the last 10 years before retirement or the highest five consecutive years overall. There are also significant
longevity premiums and awards for meritofious se- vices (see Box 7.1). To be eligible for benefits a man
must have worked for at least 25 years and a woman for at least 20 years. Pensions can be received
regardless of current earnings if there is an explicit agreement between the enterprise and the worker or
if the worker is a member of a special group (for examples, war veterans, doctors and teachers in villages
and mral areas). About 13 percent of old-age pensioners work.

7.9 Unlike in other republics, the pension system is indexed to the minimum wage, and both
are periodically adjusted for inflation. When the minimum wage is revised, the minimum pension is
adjusted by the sane percentage. Adjustments occurred in March 1991 (from R70 to R135), January
1992 (to R350), July 1992 (to R750), October 1992 (to R1,600), February 1993 (to R3,200), and in
May 1993 (R9,600). The adjustment is a discretionary decision of the President with the input of an
advisory committee and heavily influenced by - but not automatically equal to - a calculation of dcanges
in the cost of a market basket for households.

D_abiHy Bnft

7.10 Permanent disability is determined by the findings of a medical-labor expert panel. There
are three levels of disability. Category 1 is for persons with permanent total disabilities who were injured
at work or who have contracted serious occupational diseases. Category 2 covers persons with serious
conditions whose benefit costs are to be partially financed by the enterprise. In 1992 half of their
payment is to be financed by the enterprise. This enterprise obligation is to rise by 10 percentage points



The Labor Market and Social Infrastructure 103

annually and reach 100 percent in 1996. The distinctions between categories I and 2 are not important
for cash benefit calculations since both are awarded benefits equal to 100 percent of average monthly
earnings. Disability category 3 identifies persons who can still work and are expected to work albeit at
jobs with reduced physical requirements. These persons receive monthly benefits equal to 30 percent of
average monthly earnings. In January 1993 there were 53,638 disability pensioners: 3,275 in category
1; 22,528 in category 2; and 7,835 in category 3. Most persons in category 2 did not work and most
in category 3 did work. Unlike old-age pensioners, disability pensioners can receive benefits without
an upper limit, and there is no limitation on their earnings. On average monthly payments to disability
pensioners average 85 to 90 percent of the old-age pensions. In 1992 disability was awarded to 4,490
people. For beneficiaries, continuing disability is reviewed periodically.

Box 7.1
The Pension Fund: Pemiuws

The actual monthly payment to a person from the pension fund can differ significantly from the amount
suggested by the basic calculation formula. For persons with more years of service than the mininmum
number (25 for men and 20 for women). nercent is added for each year above the minimum to the basic
replacement rate of 55 percent. As much '0 percentage points can be added to the replacement rate
under this provision (up to 75 percent). F% men with 45 years of continuous service at retirement there
is also a 10 percent addition to the monthly payment. Continuous service is defined as having no break in
earnings of more than one month. Time spent in technical school training, university and military service
is considered the same as employment for this calculation. For women the continuous service requirement
is 40 years. The retirement payment can be increased in recognition of meritorious service to the
Turkmen state. For retirees with dependents, an amount equal to half of the minimum pension is added (a
single addition regardless of the number of dependents). All of these additional payments are
multiplicative.

To illustrate the potential effect of this pyramiding, consider a male retiree whose high five-year earnings
average is R2,000 per month, The 55 percent replacement rate would yield a monthly award of RI, 100.
However, with 45 years of continuous service the basic replacement rate would be 75 (not 55) percent,
and 10 percent would be added for continuous service. Add to this a 20 percent bonus for service to the
state and a dependent's benefit. Combining all of these factors, the RI, 100 basic award would actually
lead to a monthly payment of R2,355, an amount that exceeds the R2,000 per month pre retirement
average.

Children's Allowances

7.11 There are 7 categories of child allowance beneficiaries for children up to age 16 and non
students aged 17 and 18. Monthly payments depend on age and on the marital and employment situation
of the family. In September 1993 the minimum child allowance was RI 10 per month and was paid to
families where there was no pensioner. The maximum of R270 per month was paid to children under
guardianship or trusteeship and to certain other children. Average monthly payments in September 1992
were R320 for children aged 1 to 6 and R214 for children aged 7 to 16. In September 1992 child
allowances were paid to 682,000 children up to age 5; 896,500 children aged 6 to 16, and 153,000
children aged 17 and 18. These payments are financed partly by the general budget (for 6 to 18 year
olds) and partly by the pension fund (for those younger than 6).
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7.12 There are also maternal allowances for non working mothers. The monthly payment in
September 1992 of R130 was received by 150,000 women. Additionally, special payments equal to half
of the minimum wage are made to "mother heroes," roughly 25,000 women who have 10 or more
children. These expenditures are on-budget items.

Box 7.2
Soia Inurance Paymets

Sick Leave. These paymets are made according to a slidig scale dtat depends on years of work
experience (from all jobs). Those with fewer ta five year's experiece receive 60 percent of their previous
monthly earnings; thse with five to eight years receive 80 percent, and those with more than eight years
receive 100 percent. However, persons with three or more children receive 100 percent of earnings regardless
of seniority. The first three days of anmual sick leave are grante automatly, whle longer leaves require
that evidence of illness be splied by a medical audiority. A person may receive up to four months of sick
leave in a year for a single sickaess and five months for all illnesses. When an ines extends past four months
the person is examined by a medical panel for an invalidwt (permanent disability) determination. Average sick
leave usage is about eight days per person per year.

Ma tern Leave. Ths can be reeivd for up to 140 days in uncomplicated births, for 154 days for
multiple birbs and 16D days for complicated biths. The woman receies fidl salry. Eligpbilty extends from
70 days before the birth to70 (or more) days afer tbe birt. Tecurrt 140day eligibty period is an
incmase from 100 days durig the Soviet period. Ms of Socl Procton officials dcd the increase
to 140 days was done party to reduce ifant mortait.

Birlh AlIwamces. These are one-time paymens tD mothers, made at the time of the birth. As of
September 1992 the allowance was R680 per child.

Burial Fee- Tis is a paymet made to families after ptoviding a receipt from the local Zachs (Vital
Statistics) office that verilies the death.

Saarium and Re Nome Expenses. These rvices are available to employees and family
mnembers after a determiaden made by a medical expert panel. The trade unions admiser six sanatona and
three rest homes. Payments are also made to individoals who ent enrprie-operated rest homes.

Pioneer Canp Tese are ummer camps for cettain dhidren. Epenses for atlendance are paid by
the fund.

Work Inuis Compensation for work injuries is paid as a wage contnuatiou, that is the worker's
actual wage at the dine of the accident, regardless of worker seniority. After making the payment to the
worker, the fimd is reimbursed by the employer. Tbus the fimd adminisers payments. but the payments do not
aually reduce the fkd baace as do the other paymens. Rather, they are directly financed by the wage fund
at each enterprise. Trade union representatives indicated the fMnd paid out R178 billion in 1991 (exclusive of
payments on collecive farms). Because the employer tax rate for collective farms is 26 percent, not 37
percem, they are subsized both by ts find and by the pension fimd. Trade union officials indicated the
subsidy represented more da half of social insurance expenditures associated with state farms.
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Sodal Insurance Fund

7.13 The Social Insurance Fund provides allowances and benefits and is administered by the
trade unions. The Social Insurance Fund receives 19.5 percent of the employer payroll tax receipts.
There are seven distinct types of payments (see Box 7.2), but sick leave and maternity leave account for
70 percent of expenditures from the Social Insurance Fund.

Payments to Students

7.14 Students in elementary and secondary school receive child monthly allowances appropriate
to their age and to the marital and employment situation of their parent(s), ranging from R1,300 to
Ri,560 in September 1993. Additionally there are payments for school lunches. All student stipends
are tied to the minimum wage.

Recommendations

Socdal Protecton

7.15 Given the need to limit budgetary outlays for social expenditures and to protect the living
standards of the poor at the same tune, the main focus of reforms must be on efficiency in spending. It
is expected that a market-oriented price system will lead to increases in the relative price of many wage
goods, including most agricultural goods. There are a number of different methods of ensuring social
protection in the transition period. However, to be able to target these payments to the groups most
affected, it is important to assess. the size and characteristics of the target population. It is necessary that
data on the living standards baseak on the mininium consumption basket,be processed and the income
levels required to purchase this basket be derived. The minimum consumption basket should represent
a basic benefit and should take the size of the family, family composition, location and so forth into
consideration.

7.16 A nuniber of different methods can ensure social protection in the transition period.
However, attempts to compensate households fully for all adjustments in prices would exacerbate
inflation. Options include:

* Undifferentiated benefits perhaps through a system of coupons, could serve to
ensure the provision of a limited quantity of goods at predetermined prices or the
cash equivalent.

* Food stamps, which could be either means tested or targeted by individual
characteristics, such as age or disability.

* Means-tested cash compensation.

7.17 For the choice among these alternatives, one basic question is whether the benefits should
be universal or restricted. If it were relatively easy to identify the poor and vulnerable, the preferred
approach would be targeted transfers. One approach would be to issue food stamps to the needy on the
basis of household characteristics, such as to the elderly, to families with a large number of children or
to the disabled; this might be easier than the means test. However, there is a concentration of individuals
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at or just above the poverty line (see Box 7.3). Therefore, necessary adjustments of the poverty line in
accordance with price increases would spread the net much wider and reduce the budgetary savings.
Administrative costs and feasibility are also important. Where the majority of the population is at a
relatively low income level, and is in danger of poverty after the price changes, universal provision may
be the more cost-effective option. It could take place by continuing to provide certain quantities at
subsidized prices. Market clearing prices would apply for producers and for quantities in excess of the
ration. While cash transfers are recommended on grounds of simplicity, resalable in-kind benefits may
have the advantage of shielding consumers from price increases.

Box 7.3
Household Consumption Basket

For purposes of minimum wage-determination, there is a household market basket with
expenditure weights taken from a periodic survey of household expenditures. The survey asks questions
on 336 areas of expenditures. About 50 percent of the expenditure weights are associated with food
expenditures, 30 percent with non food expenditures and 20 perment with services. Monthly price
statistics are gathered for each detailed expenditure category and are calculated as weighted averages of
state-controlled and market prices. These average prices are then applied to the expenditure weights to
arrive at an average price (cost) of the market basket for a family. The food items in the basket have
weights set by an assessmenm of the basic caloric intake needed for adequate nutrition.

7.18 A clear distinction should be made between social assistance and social insurance. The
former should be transferred to the budget, while the latter should be covered through contributions.

7.19 Pensions. Candidates for selective cutting of expenditures that might have to be reduced
for fiscal reasons are the following:

* Raise the normal age of retirement from the current age 60 for men and age 55
for women, and make it equal for both men and woman. This needs to be
phased in over a lengthy period as it will raise labor supply in a period when
there may be a substantial excess labor supply.

* If this should occur, oblige working pensioners to choose between wage and
pension or reduce pension by a given amount for each additional ruble earned.

* Reduce longevity premiums in retirement benefits (these can raise the basic
55 percent wage replacement rate up to 75 percent) and other perks to the basic
retirement benefit calculation, (e.g., awards for meritorious service to the state
or payments to ""hero mothers").

* Treat pensions as a part of taxable income.

7.20 The administration and budget of pensions and allowances should be treated separately,
because pensions relate to longer-tenn risks that should be treated on social insurance principles. Only
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the operations of the pension fund should take an extra budgetary form. Other benefits and contributions
should be frlly reflected in the budget.

7.21 The current system of cash benefits for retirement and child-maternity allowances is
complex. The benefit determination for the individual applicant is obtained from a table of mondtly
benefits for child and maternity allowances, which has 20 separate entries with several distinct benefit
amounts depending on the age of the child and the marital and employment status of the parent. This
needs to be simplified, so it would be more transparent and easier to administer.

7.22 Child allowances along with all other cash benefits should be included in the tax base,
since the number of children is already considered in the personal income tax. Furthermore, child
allowances have to be restructured to ensure that they contribute as much as possible to poverty reduction.
One option is to keep them as a universal benefit. Another option is to consolidate them and introduce
means testing.

Socil Insurance Fund

7.23 A number of the functions of this fund could be amalgamated with the provision of
allowances, in particular the provision of the birth grant and work-injury allowances. Furthermore, some
benefits could be reduced, like the length of maternity leave (paid at full salary) from 140 days to 100
days (its length prior to 1991). Employees could assume a greater responsibility, and user charges for
some services like recreation facilities could be introduced. Some payments could be elimnated.

7.24 It is also important to implement measures to avoid abuses of the social security benefizs
like the sick pay system. Abuses of sick pay could be avoided by adopting a system in which workers
pay the first day of sick leave themselves. Furthermore, firms could finance the first 3-4 weeks of sick
leave. The Social Insurance Fund should pay only for long-term sick leave.

Cash Benefits

7.25 At present, cash benefits in Turkmenistan are quite generous, and for fiscal reasons they
might have to be reduced. However, effecting reductions in social safety net expenditures in a society
with a narrow income distnbution presents a difficult challenge. In the short term, it might be difficult
to improve targeting, the value of the benefits instead might have to be reduced in real terms by
underindexation. When the minimu wage changes (as it appears it will on a quarterly basis for the near
future) the percentage increase in cash benefits should not be allowed to foUow in lock step with
minimum wage changes. The example of the child-maternal a! owarces increases of mid-1992
(30 percent increases rather than the 1 14 percent increases of the minimum wage) could be applied to
pension benefits as well. Selective benefit reductions and underindexation can both be applied to reduce
real expenditures on cash benefits. Underindexation is simpler to administer, and it has the added
advantage of allowing the spread between average wages (compensation for work) and average benefits
to grow wider with the passage of time. This will increase the attractiveness of work relative to other
uses of time.
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7.26 All cash benefits represent a part of the taxable income and should therefore be taxed.2

Exemptions for child allowances, severance pay and pensions should be withdrawn. Tax exemptions
cause distortions and generate inefficiency in the allocation of the resources. Equity can bw achieved
without extensive tax preferences through expenditure policies and the basic income tax exemption limit.

The Labor Market

7.27 Although unemployment is not yet a serious problem in Turkmenistan, it is important to
initiate steps leading to appropriate social security arrangements. If nothing is done now, the scope for
long-term reforms becomes more limnited. One example is the need to lift administrative restrictions on
labor mobility that inhibit labor market adjustment and aggravate the mismatch of labor supply and
demand. If reform is postponed, the system will become increasingly unmanageable. There is also a
strong case for action to prevent long-term unemployment throuoh appropriate use of adult training. It
is most cost-effective to apply these remedies before the onset of long-term unemployment, since
otherwise the social costs of making the person employable are much greater. More inportant, a
contributing unemployment insurance system requires years of fund accmuation before it can cope with
serious unemployment.

7.28 Turkmenistan's labor market shares several features with other CIS economies and also
diverges from them in important ways because of its particular demographic and industrial economic base.
The agricultural share of total employment is unusually high. In 1990, 37 percent of workers were
enmployed in agriculture (state collective farms and cooperatives). Industrial employment accountc< for
only 15 percent of non agriculural employvaent and about one fourth of this was in agriculture-related
industries. The employment structure did not change significantly in 1980s.

7.29 A significant background fictor in Turkmenistan's employment situation is a slowdown
in employment growth which has been present for more than a decade. Recent five-year employment
growth rates in the nonagricultural state sector were as follows: 1970-75, 20 percent; 1975-80,
24 percent; 1980-85, 14 percent; and, 1985-90, 6 percent. The employment growth slowdown of the
1980s stands in contrast with population growth, which was essentially unchanged. Although
employment on state farms grew more rapidly than non agricultural employment during 1980-85 and
1985-90, it too has fallen short of growth in the working-age population. Turkmenistan is characterized
by a high level of economically active population; the participation rate in the work force is more than
84 peren. Sixty -one percent of the work-force was employed in the state sector in 1990.

7.30 Data on employment by gender indicate that almost as many women work as men.
Conditions of female employment are difficult to ascertain since many women work at or near the home
as agricultural workers and as piece workers at such tasks as making carpets and sewing. Women also
form the majority of the work force in service artas such as elementary, secondary and higher education
and health protection. All of the latter occupations have below-average pay as indicated below.

2. I is importa in this respect that the minmum consumption level is exempted from the personal income tax.
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7.31 Officil unemployment in ureista has remined low, averging 37,000 in 1991.
During January - June 1993, 8,040 persons were registered as seeing jobs at local employmen offices.
At present, open unemployment is conentatd among highly skilled employees from ministries and
scientific institutes where stffin is being reduced.

7.32 There were 8,606 vacancies on average during the fimt six months of 1993: 7,855 for
workers and 751 for employees (or 9.7 percent white-collar listngs). On average about half of registered
job applicants found jobs during the first six months of 1993. The lanuary-June national totals were
8,037 job applicants and 4,810 placements for a placement rate of 60 percent. The corresponding
national totals for the first six months of 1992 were 13,499 job applications and 6,444 placements, for
a placement rate of 48 percent.

Migration and Mobility

7.33 There appears to be some out-migration from Turkmenisan. Starting in 1990 measurable
numbers of Russians and other non-Turkmen ethnic groups have emigrated. The five principal
destintons have been Russia, Ukraine, Kakhstan, Azerbaijan and Armenia. Many of these people are
urban residents with high educational qualifications who have traditionally held senior jobs in
Turkmenistn. The out-mgration suggests a strong need for taining. The gross numbers involved in
immigration and emigration between these five destinons combined and Turkmenistan were as follows:
emigrants in 1990, 25,097; immigrants in 1990, 15,669; emigrants in 1991, 21,193; and, imnmigrants in
1991, 14,574. Thus, net emigration to these five republics amounted to 9,428 in 1990 and 6,619 in
1991, respectively 1.1 percent and 0.8 percent of non agricultural employme. In both years more than
half of the net emigration involved working-age adults between the ages of 30 and retrement age (60 for
men and 55 for women). Net immigradon, in contast, has largely involved Turkmen refugees from
southern CIS republics. During the fis eight months of 1992, 556 ethnic Turkmen families (2,300
people) immigrated to Turkmenistan.

Unemploymet Compmon

7.34 Turkmensan has a proposed unemployment isuance law that authorizes 50 pent
wage replacement for up to six months. It is to apply to the non agriultura sector and to be financed
by part of the proceeds of the proposed 2 percent payroll tax on employers. To date nothing has been
done to implement this program. Quesbons associated with intake procedures, verification of previous
earnings (the basis for cash benefits), work search reqrements and so forth, have yet to be addressed.

7.35 Currendy, the local labor offices admnister the payment of severance pay when workers'
jobs are terminated. Turkmen labor law requires employers to give two mont' notice of an impending
job termination. After the termination, the worker must register for employment to receive severance
pay. The first two months of severance pay are received routinely with payments made by the employer.
To receive a payment for a td month, however, the local employment office has to indicate that it
canmot find a job for the person. Severance payments equal the person's monthly salary.

Wages

7.36 The average monthly wages of agriculunal workers were similar to those of industra
workers until 1991 (see Table 7.1). At the end of 1990, for example, the economny wide average was
R243.7 per month, whereas it was 245.8 for those on state collective farms and 288.7 for workers on
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cooperatives. Thus the average for agriculture (R275) actually exceeded the industrial average (R265).
However, in 1992 wages in agriculture declined considerably compared with the average wage. Few
industry averages are also considerably above average: railway trmsport, waterway transport,
construction, science and technology, finance and state insurance and public administration including
economic bodies and budget organizations (R306). This final group increased its average monthly salary
from 11 percent below average in 1988 to 26 percent above average in 1990. On the low side of the
1990 sectoral wage distribution were monthly wages in health care, culture and fine arts.

Table 7.1: Relative Wage by Sector 1980W92

Sector 1980 1985 1983 1990 1991 1992

Industry 1.12 1.13 1.14 1.09 1.18 1.30
Agriculture 0.97 0.99 1.04 1.13 1.01 0.71
State Farms 0.99 1.00 1.07 1.19 na na
Transportaion 1.21 1.18 1.18 1.16 1.19 1.19
Communication 0.96 0.95 1.03 0.99 1.13 1.05
Construction 1.37 1.43 1.44 1.28 1.25 1.17
Trade, Catering 0.86 0.84 0.77 0.85 0.84 0.75
Information Services 0.74 0.74 0.80 0.86 0.89 0.70
Housing 0.80 0.83 0.85 0.81 0.79 0.76
Health 0.78 0.74 0.72 0.68 0.78 0.69
Education 0.90 0.94 0.93 0.78 0.71 0.99
Culture 0.72 0.72 0.60 0.63 0.67 0.75
The Arts 0.79 0 82 0.77 0.75 0.73 0.75
Science 1.17 1.21 1.33 1.31 0.95 1.20
Baning/Insurance 0.89 0.89 0.87 1.32 2.04 1.43
Public Admin. 0.95 0.91 0.92 1.26 1.11 1.17
Collective Farms 0.90 0.89 0.90 1.01 na na

Source: Nadonal Econonmy Stadsdcal Yeaebook - 1990 for mondlly wages in Rbles, 1991 and 1992 data. Stadsical Office,
Ashabad 1993, staff estdates.

7.37 Establishing the level of the mhinimum wage and its periodic adjustment is central to the
macro-level price-wage feedback link m the inflation process. Periodic presidential decrees on the
minium effectively determine how much of the recent price inflation feeds back into money wages and
cash transfer payments. Money wage determination in Turkmenistan can be descnbed as tripartite.
Wages for individual workers are influenced by decisions made at three different levels: national,
individual industrial sectors and individual enterprises. National-level wage determination focuses on the
change in the minimum wage (R9,600 per month in September 1993). The minimum wage is set by
presidential decree. The process of setting the minimum wage draws upon advice of a committee with
representatives from several ministries. A key technical element in this determination is a calculation of
the change in the cost of living as reflected in a minmum market basket of consumer expenditures.

7.38 The second level of wage determination involves ba, lmnig between trade unions and
enterprises at the industry level (there are about 25 sectors). For profitable sectors the agreed minimum
wage may exceed the national minimum. "Profits" are defined to include some bonus wage payments
and social benefits.
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7.39 The third level is wage determination at individual enterprises. Agair hiere .s the
possibility that the enterprise minimum can exceed the sector minimum if the enterprise is profitable.
All of these sub-national adjustments apply in an asymmetric manner, that is they can raise but cannot
reduce the minimum wage. All changes are triggered by the change in a national minimum wage.

Box 7.4
The Educational System in Turkmenistan

In Turkmenistan's educational system each student attends primary and seconda,y school at least throughi the
eightil grade. Signiricant percentages attend high schoels (grades 9 and 10) while others participate in specialized
training for job preparation. Technical training of workers and employees takes place in some 90 institutions that
offer courses of differing lengths. Additionally there are nine sectoral tecmical and polytechnical institutions and the
University of Ashkabad with four-year programs leading to bachelor's degrees and six-year master's degrees. Three
main divisions of the educational system are: 1) pre schools and elementary and secondary schools. 2) specialized
secondary schools anid higher educational institutions and 3) institutions for specialized technical training of workers
and employees.

Pre schools. Children aged 1-3 attend creches, and those aged 3-7 a-tend kindergartens. Throughout
Turkmenistan there are 1.600 pre schools with a total enrollment of about 220,000 in 1992. From population
statistics it appears the pre school enrollment covers about one fourth of children aged 1-7. Between 1984 and 1991
the country experimented with a system whereby children aged 6 entered the first graue. This was discontinued in
1992 in favor of starting first grade at age 7 as had been the practice prior to 1984.

Elementary-Secondary. Turkmenistan has 1,730 elementary and secondary schools with a total enrollment
of 831,000 in 1991-92. In this ethnically diverse country, the schools differ in their primary language of instruction.
Turkmen, taught in all schools, is the primary language in some 1,355 schools. Predominant languages in the other
schools are as follows: mixed language (Turkmen and Russian) 123; Russian 107; Uzbek 88; and Kazakh 38. The
majority of schools (77 percent) are in rural areas. Primary school is considered to extend from grade I to grade 3
while secondary school extends from grade 4 to grade 10.

Specialized Seconda"r Schools. There are 36 secondary schools with specialized curricula emphasizing
subjects such as math, chemistry and topics relevant to the Ministry with which they are associated. Graduates often
attend institutions of higher education. Students usually enter these schools at the end of the eighth grade for a four-
year course of study or after the tenth grade for a two-year curricuium. During the past school year about 40,000
attended schools for workers, and about 12,000 attended schools for junior engineers and other employee
specializations. Secondary school extends through grade 8 for all students. About 90 percent leave the school system
after grade 8 (roughly age 15) for work or attedance at special technical schools. About 9 percent attend the
technical schools, while roughly 11 percent go to high schools (grades 9 and 10). The latter are often specialized
schools that can lead to college degrees.

Institutions of EI4her Education. Nine institutions of higher education plus the University of Ashkabad
stand at the top of the educadonal system. With total enrollment of about 50,000 (day students plus part-timt. and
night students), these institutions provide specialized trainig for many of the top white-collar jobs. Other institutes
cover fields such as medicine, languages, culture, music and the national economy. Early in 1992 these institutions
were remnoved fromu the Ministry of Education. higher education is headed by a Council of Rectors, created in
September 1992, which substitutes for a Ministry. The chair of this council sits with the Cabinet of Ministers. Each
institute is divided ino several faculties. Faculty training was received mainly at the University of Ashkabad, but
some proportion of faculty have degrees or have taken courses from universities in Moscow and St. Petersburg.
There is no important representation of non-CIS training in these institutes. Faculty pay is modest; about R6,000 per
month for ful faculty and R5,000 for candidates in September 1992.



112 Chapter 7

7.40 The basic structure of wages is heavily influenced by a cross-classification of worker
occupations and physical exertion levels that specifies the minimum wage appropriate for each cell. The
Ministry of Labor issues this "skill-exertion" matrix as a booklet that is distributed to each enterprise and
to trade union representatives. The wage scales in the booklet change when the national minimum wage
changes.

Colletive Bargaining

7.41 The structure of collective bargaining is not yet well established. This is partly due to
the absence of an independent trade union movement in Turkinenistan. At present, leaders of the trade
unions are appointed by the President rather than elected by direct vote of by committee procedures.
Thus the unions do not articulate policy options that are distinct from (and potentially in opposition to)
positions taken by the Government. Collective bargaining between labor and mnagement is not really
feasible in Turlanenistan at present because enterprise managers and union leaders both are so closely tied
to the existing institutions of Govermnent.

Institutional Arrangements

7.42 At present the Ministry of Labor has responsibility for several areas of labor market
regulation as well as for the provision of local employment office services such as job matching. It is
anticipated that many of its functions will be transferred to the Ministry of Economics and Finance, in
particular oversight of employment and unemployment, salary administration, definition of hazardous
occupations, labor protection (including protection of three broad classes: women, youth and invalids),
minimtun wage detennination and the setting of wage premiums for hazardous occupations. The main
function to be reserved for the succ-ssor to the Ministry of Labor, the State Corporation on Training of
Specialists, is the direction and coordination of job training and retraining. This state corporation will
refer workers to one of 90 or so training institutions. The insdtutions have recently been removed from
the Ministry of Education and are currently autonomous.

Recommendations

State Employment

7.43 State employment will have to decline significantly. However, until a private sector of
some size has developed, a high proportion of state employees may face unemployment, although some
may take early retirement.

Wage Policy

7.44 Wage policy is a complex issue. On one hand, real wages should rise because several
benefits such as free housing will disappear. For now, however the exigencies of stabilization may have
priority and justify continued wage controls. One option is a tax-based incomes policy, with guidelines
for the maximum permissible rate of increase of the total wage bill at enterprises and taxation of
enterprises for wage increases that exceed the guideline.



The Labor Market and Social Infrastructure 113

Layoffs

7.45 Special regulations need to be in place for mass redundancies. At the moment a firm
contemplating a mass layoff or a complete shutdown must notify the Ministry of Labor and the Trade
Union Federation. The Ministry of Labor can then delay the layoff for six months and for a second six
months if the layoff would significantly harm the local labor market. Mass layoffs have not taken place
yet, but these regulations should be in place before mass layoffs start. The key is the setting up of a
standby program whereby the employment service could quickly move into mass redundancy situations
to provide support and on-site services in counselling and job-matching.

Labor Mobility

7.46 One priority in the short run should be to encourage labor mobility. Furthermore, local
labor offices should post job vacancies for all areas in Turkmenistan. Then workers would know where
to migrate to find employment. To put this suggestion to operation, however, a computerized system is
needed to make job availability known outside of local labor markets. Another important issue is training
and retraining. The administrative constraints on labor mobility are high. The system of internal
passports, which is in place due to internal security reasons, the lack of affordable housing and the
overspecialization and rigid educational system, all contribute to these constraints and should be changed.

Unemployment Compensation

7.47 Unemployment insurance could be financed by either a payroll tax or general revenues.
At present, the Government anticipates levying a new 2 percent payroll tax on enterprises to finance both
unemployment insurance and the new training initiative. However, employees should pay part of this
since they would be the beneficiaries of these new programs. Such a system should be evaluated
promptly, since it will require years to accumulate sufficient funds to make it effective. Meanwhile, it
would serve as a useful anti-inflationary device.

Trainng and Education

7.48 Education and training were monopolized by the state in the former Soviet Union, and
the goal was to produce a "specialist" whose future was known and whose responsibilities were
preordained by the state enterprises in the Ministry under whose auspices the trainee had been produced.
The system of training and education was operating under an assumption of economic planning that will
not exist in the future. With the restructuring of the economy will come a very large demand for training
and retraining programs in conjunction with the climbing rate of unemployment. The content of training
programs and courses will need to change to reflect the needs of a market-oriented economy. This is true
both for pre employment training and for the retraining that will be needed as part of the transition.
Training and retraining can provide crucial opportunities for workers to adapt to the new economic
circumstances.

Elementary and Secondary Schools

7.49 The elementary and secondary school system is already undergoing a series of changes
that will give it a more western structure, increased emphasis on vocational preparation and shorter
curriculums. Economics and marketing are being introduced in secondary schools along with courses
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on ethics, family life and the relation between man and society. Curriculum changes are largely
determiined by two institutions located in Ashkabad: the Pedagogical Institute and the Central Irstitute
for Retaining. Currently under consideration are the adoption of Westem (Latin) script and ability
tracking of students starting in grade 1.

7.50 Problems facing the elementary-secondary system include the following:

* High birth rate creates a contiming need for new classroom space. About
30 percent of the schools operate on double shifts.

* Many schools (230, or 13 percent) have such serious structural defects that they
are dangerous for the conduct of classes.

* There is high turnover of teachers, which is associated with their chronically low
pay. In 1990 their average monthly salary of R189 was 23 percent below the
national average of R243.7.

7.51 Enterprises were building and running kindergartens and schools in the FSU. Structural
change and the privatization process will require that enterprises disencumber themselves of these non-
production related responsibilities. The public sector might have to take over some of these services.
Provision will have to be made for the financing of these new public expenditures.

Technical hIstions

7.52 Students are recruited into the technical institutions through a special local commission.
At the Polytechnical istitute, for example, the applicant to acceptance ratio had been about five in past
years, but it dropped to two in 1992. This could be one indication of the general softening of the labor
market in the past two years. Applications would tend to fall if placements are declining due to reduced
numbers of new job openings.

7.53 Students receive stipends that depend on graded performance. In September 1992 the
basic stipend of R800 per month increased to 940 for students rated as good and to R1,200 for those rated
as excellent. The stipends change with the minimum wage. Additionally students receive subsidized food
and rental subsidies (R200 per month) if they must secure apartments. Besides offering a full four-
(formerly five-) year program for candidates, the institutes also provide for shorter (3-, 6- and 12-month)
courses, supported by enterprises, for the retraining of experienced workers. Workers receive full
salaries while enrolled. The importance of these teaching-training activities varies across institutions.

7.54 The primary problems facing these institutions have been:

* Lack of staff and high staff turnover.

* Low teacher qualifications.

* Lack of facilities, such as laboratories and computers.

7.55 Turkmenistn has about 90 technical colleges whose nain funcdon is to train blue-collar
workers. Students usually enroll following completion of the eigh grade. The course of study is being
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shortened to two years from three years. Graduates who pass a qualification exam are guaranteed a job
requiring their specialization in a state enterprise. These same institutions also offer shorter courses of
instruction for experienced workers who are to leam new skills.

Training

7.56 Training programs for individual workers are to be selected in consultation with the local
employment office and the prospective employers. Typically, training is expected to last three or six
months. There are about 90 institutions of higher education that can provide training. The trainee is
guaranteed a job if the training course is passed successfully.

7.57 The new training corporation is to be financed with part of the proceeds from a payroll
tax on employers. The new payroll tax is also to finance an unemployment insurance program.

7.58 Under the new approach to training, participating institutions of higher education are to
place greater emphasis on vocational preparation than in the past. Training for several specializations
will be even shorter: 3, 6 or 12 months depending upon what is appropriate for the situation. Longer
training will be offered for more difficult specializations.

7.59 Consideration should be given to establis}ing a training fund, financed jointly by
employers and a direct budgetary contribution. Employer contribution would be reduced to the extent
that companies provide their own training of workers. An area of concern is the training of the teachers.
Ministry of Labor officials indicated that several foreign sources (EC, the German Employment Ministry)
have been contacted for possible technical assistance. Their preference is for teacher tranmg to be
conducted in Turkmenistan in Turkmen or Russian. Teachers at all levels - like civil servants in
general - appear to be underpaid at present. It is not clear that the changes contemplated by the
Govenument include a substantal increase in teachers' salaries relative to other sectors. Apart from
training for the potentially unemployed, there is a broader, though related, issue of skills training in the
area of public administration, enrepreneurship and small business development, development of the
infrastructure for professional services, and the financial sector. Training in areas of finance and
management is very important, including such areas as modern methods of accounting (as an aid to
managerial decisions rather than simple bookkeeping), banking and finance, investment choice,
assessment of risks and marketing.

The Health Sector

7.60 There has been no basic change in the health system since the dissolution of the Soviet
Union. Because of relative isolation from the outside world, health care practices are often somewhat
outdated by Western standards. Shortage of medical equipment is a serious problem. Anaemia, diarrheal
diseases, hepatitis and tuberculosis are not uncommon and remain the most important health problems.

7.61 Turkmenstan provides free health care and the sector is now in serious financial
difficulty. The share of the Government budget devoted to health fell to 6.9 in 1992, down from 11.2
in 1989 and 9.6 in 1991. Issues of health care reform touch upon how to maintain acceptable standards
and not to increase budgetary expenditures. This will involve substantial restrucauring and reform in the
financing arrangements of the sector.
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7.62 Health care in Turkuenistan was previously directed by the Ministry of Health of the
former USSR. Drugs, were provided by the Moscow Central Planning Phanmacy depot upon the request
of the of phannacy of the Turkmenista Health Ministry. This practice has now been stopped, and the
Ministry of Health needs to procure directly from producers. Many of the drugs used in Turkmenistan
came from Poland, East Germany, Hungary and Czechoslovakia, and now require hard currency for their
purchase. The Directorate of Pharmacy is investigating various procurement possibilities. In 1991 it
purchased 700 types of phannaceuticals from Japan on a trial basis. The Directorate should also work
to negotiate individual contracts with pharmaceutical plants throughout the former Soviet Union.

7.63 The Directorate of Pharmacy sells drugs to hospitals, health centers and pharmacies.
Collected fuids constitute the revolving fund of the Directorate of the Pharmacy. The Directorate's
Pharmacy is provided directly by the central Goverment and is not part of the Health Ministry's budget.
Drugs are provided free of charge in hospitals. For outpatient services an individual buys the drug from
an assigned pharmacy. However, drugs are provided free of charge to children up to thre years old.
In addition, children up to 12 months old get free infant formula and other baby food.

7.64 Another legacy of the former USSR is the system of Sanitation and Epidemiology
Departments, which are distinct from hospitals. They are staffed by physician-hygienists who are
responsible for epidemiology, nutrition and municipal or industrial hygiene. The main responsibilities
of these departments include the control or observance of sanitary regulations, including food hygiene,
control of infectious diseases, immunizaton and health education.

7.65 There is an abundant sWpply of medical personnel in Turkmenistan, but there is a lack
of qualified personnel in the more remote or rural areas. There are 335 hospitals and 597 polyclinics and
mobile hospitals in Turhnenistan. The nmiber of available beds is 41,279, or 112.3 per 10,000 people.
There are 13,701 physicians (36 per 10,000 population) and 37, 261 mid-level personnel (e.g.,
technicians, nurses, midwives: 10,6 per 10,000 population).

Health Indicators
Table 7.2

7.66 Although mortality data reflect Infant Mort Rates, 1990
underreporting and methodological differences, it would
seem that mortality rates and life expectancy in Turhnenistan 43.6
Turlmenistan are at best near the level of low-middle- Ashkabad City 33.6
income countries. Infant mortality has been rising. In Bakanskya Oblast 34.8
1970, the infant mortality rate was 46.1 per 1,000 live Ashkabad Oblast 41.5
births, and in 1987 it was 56.4 deaths per 1,000 live Mary Oblast 46.0
births, the highest in the former USSR. The official Tashauz Oblast 52.6
infant mortality rate was about 45 per 1,000 live births in
1990, the highest in all the new independent states. There Source: Goskomstat.
are major variations in the infnt mortality rates from
region to region with the mortality rate rising in rural
areas and with distance from the capital city. Recalculation of 1986 data suggest that rates may have been
as high as 103 per 1000, for mral Turkmenistan (see Table 7.2).

7.67 The Government has historically endorsed a pronatalist position and still encourages large
families. The average number of chdildren per woman (total fertlity rate) in 1969-70 was 5.9. The rate
has fallen steadily: in 1979-80 it was 5.2; in 1984-85 it dropped to 4.7. Birth intervals are short,
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averaging less than 1.5 years. To account for underregistration of births, the Bureau of the Census
adjusted the total fertility rates for 1990 to 4.2 children per woman.

7.68 The maternal mortality ratio for 1992 was 48 deaths per 100,000 live births. Women's
health status is generally poor, with anaemia being found in 60 percent of urban pregnant woman, and
in 75 to 80 percent of rural women.

7.69 The major cause of the high infant mortality rates and the associated morbidity is
childhood diarrhea resulting from the poor quality of water. Limited availability of potable water and
a lack of sewage treatment systems contribute to a high prevalence of diarrheal diseases. Gastro enteric
disease is now a major health problem and frequent cause of death. Respiratory diseases cause 43 percent
of infant deaths.

7.70 In the past five years infant deaths from respiratory disease declined 41 percent, but
deaths from perinatal complications increased by 75 percent and from digestive system causes by
182 percent. The under-five mortality was 17.2 per 1,000 in 1989, a slight improvement over previous
years. Children constitute 80 percent of patients with severe intestinal infections.

7.71 Dehydration is a major problem for children. Oral rehydration therapy (ORS) is widely
known and used. However, the snortage of oral rehydration salts, previously imported from the USSR
and Finland, is a real problem. The Goverment estimates that 2 million packets of ORS per year are
needed. Regular supplies of ORS solution are very important. Turkmenderman in Ashkabad, the only
pharmaceutical firm in the country, does not produce ORS.

7.72 In 1992, cardiovascular disease was the most common cause of death, followed by cancer,
respiratory diseases, and accidents. 68 percent of homes in Turkmeristami have no indoor plumbing,
running water or central heat.3 The incidence of water borne diseases follows a seasonal cycle, with
many children being stricken in the warm summer months. The incidence of tuberculosis is very high,
particularly in children. Brucellosis is also widespread in rural areas. According to the health
authorities, the two diseases are related mainly to animal diseases, and a specific program on animal
imunization is needed. Acute respiratory infections and pneumonia increase rapidly during winter, and
children are particularly affected.

Pharmaceutical and Equipment

7.73 The collapse of interrepublican trade ties is causing serious disruption in the health-
delivery system. Disposable syringes and needles are virtually unavailable. In 1991, purchases of
medicines amounting to oniy R32.2 million out of a required R58. 1 million were received. The estimated
amount for 1992 is R69.8 million.

7.74 Vaccination coverage for children has been high in the past, but it may becomle very
difficult to maintain high levels of coverage without an assured supply of vaccine. Recently, measles
vaccination coverage has dropped below 60 percent because of vaccine shortages and an improper cold

3. Of all new housing built in 1985, only 28 percent was equipped with a sewage system, rnning water and cental
heating. Nineteen percent had only paral provision of these amenites, and 53 percent had no provision.
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chain. Vaccines have to remain under refrigeration at all stages of their transport and storage. While
a basic cold chain infrastructure exists, the lack of adequate hardware prevents the chain from functioning
properly and vaccines are often received and shipped in an unrefrigerated state.

7.75 A shortage of medical equipment also seriously limits the ability to provide adequate care.
Lists of requested equipment range from basic items such as gloves, sutures, transfusions and infusion
sets, X ray, ultra sound and dental equipment and aspirators. At the same time existing materials need
maintenance and repair, which is difficult to effect because of a lack of standardization. Health buildings
also need repairs, and new buildings are not well constructed.

Health Care Reform

7.76 Turlanenistan plans to introduce a health care system that guarantees care for all. Canada
was mentioned as a possible model. However, the issue is not being pushed as authorities feel that a
health insurance system may be difficult to institute in a country with little industry and a widely
dispersed rural population. In this context, possible negative health implications were feared for women,
children and the elderly who might find it difficult to participate in such a system.

Recom'dations

Shortages of Pharmaceuticals and Equipment

7.77 Shortages of drugs, particular those used to treat tuberculosis, pneumonia and other
infectious diseases, and other medical supplies need to be addressed, to meet the demands created by the
disruptions of traditional sources of supply.

3 Vaccines for the immunization program must be supplied on a priority basis.
Anti tuberculosis drugs are also required.

3 Local production and distribution throughout the country should be urgently
ensured, and the Government provided with technical advice.

Health Care Financing

7.78 There is an urgent need for a health care safety net. Currendy, health services are
financed mainly from local budgets. Responsibilities for important social services should not be given
to local authorities without an assured means of funding the services. The central Government should
have responsibility for maintaining the safety net during the transition period. With local governments
depending on highly unstable income sources, the central Govermment needs to ensure the provision of
social services.
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Box 7.5
Technical Assistance Recommendations

Social Safety Net
* Develop a system to record the earnings histories of workers. With such a system in place, the

determination of monthly benefit amounts for rement and iovalidity benefits would be
accomplished more easily than by the non automated processes used at present. Having a record
system of individual earnings histories would also allow the pension system to institte an
effective benefit offset. This would reduce benefit payments to persons who contiue to have
substantial amounts of earnings after reaching retirement age.

* Develop an automated intake system for detenninations of retirement and invalidity benefits.
This system would complement the existing automated payment system for persons already
receiving benefits. Officials at the local pension office in Asbkabad already seem to have thought
through much of the computer programming needed for such a system.

Labor Market
* Develop an automated system for lisdng job vacancies, and network it to all local offices.

Having such a system in place would increase the effecdveness of local empwloyment offices in
matching unemployed workers with available job vacancies. It would also micrease the
geographic scope of job matching.

e Provide assistance in developing administraive pracesses for unemployment insurance intake and
payments. At present there is no design for a stucture of unemployment isune to process
large numbers of applicants for cash benefits. At a minimum ts involves the developmnxt of
the intake form(s), operaional definitions of suitable work and availability for work and a method
for asrinin previous earnings (the basis for the cash benefit paymient).

EducatIow/TranIn

* Review the elementary-seconday curica. Since the authorities are already in the process of
revising urricula, having access to nformation on non-FSU curriculms could prove hlpful.

* Provide assistance on the organization of technical-vocational tainig. lhe Government is
placig strong emphis On vocational t g to reduce unemployment and to facilitate
improved worker performance in the labor market. Technical assistance could be provided in
areas such as identifymg the emerging occupations and skills for wbich training will be needed,
developing performance standards for the content of training courses and ensurmg the appropiate
training of teachers in vocational trng schools.
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Sectoral Reforms

Part II focusses on the sectors which will be particularly important in helping to generate
economic recovery. Furthermore, to ensure a supply response in the productive sectors, improvements
in infrastructure are required to support the adjustments in the real economy, and more broadly, the
emerging requirements of a market economy.

Agriculture (Chapter 8): The priority in agriculture is to change the structure and
incentives governing production and processing. The adjustment of prices is crucial, state production
orders should be phased out and input subsidies eliminated. The sectoral policy should include the
withdrawal of the state from the direct distribution of agricultural inputs; privatization of small-scale agro-
processing enterprises, input dealerships and retail food outlets; reform of agricultural credit; and,
research and marketing services. Agricultural enterprise reform is important to create accountable and
responsive agents. It should entail restructuring state and collective farms as well as other agricultural
enterprises into either joint stock companies, private individual farms, or true cooperative farms with fully
legal and tradable ownership rights.

Ener&M (Chanter 9): While increasing the value of gas exports to existing markets should
be the main priority in the sector, in the longer term, investments in the diversification of transport
options to enter new export markets is an approprate objective. However, the economic viability of such
investments needs to be carefully weighed by the Government before any comnumitments are made.
Furthermore, the Government needs to attract foreign expertise and capital to regenerate the sector's
production potential. It has to be ensured that energy prices fully reflect their cost of supply or, where
the resource is traded in world or regional markets, their export value.

Telecommunication (Chapter 10): Turkmenistan's geographic remoteness from its
potential hard currency markets and the need to integrate the economy more closely into the world
economy make adequate international telecommunications particularly important. Before a long-term
investment program can be developed, a sector restructuring program which includes sectoral policy,
sector regulation, legislation, operations arrangements and private sector participation should be defined.
It is necessary to develop a short-term investment program aimed at highest priority areas like the
continued maintenance and operation of the existing network and the expansion of the higher revenue
get.rating international services.

Environmet (Chapter 11): A major reform of environmental policies and institutions is
required concurrently with ecai tmic reforms. The appropriate pricing of resources, e.g. water and
energy, will help induce efficiency in their use. The key reforms needed to promote greater economic
efficiency and environmental protection are prce reform, privatization and the establishment of a
competitive industril structure. It will be important to establish the mechanism needed for the
development and implementation of environmental policy measures including an adequate monitoring
system, effective standard setting and enforcement procedures. Pollution fees and fines will help finance
adminisrative costs. User charges can help fund future environmental investments.



CHAPIER 8

AGRICULTURE

8.1 Half the population of Turkmnenistan lives in rural areas with most of the activity
concentrated in the irrigated oases along the Kara Kum Canal, the Anm Darya and other rivers. The
remaining areas are non arable semi desert or desert that will only support extensive grazing, and then
only if stock water exists. There were only about 36,000 hectares of non-state controlled arable land in
1991 when agriculture accounted for 24 percent of gross social product. High rural birthrates (37.6 per
1,000) put strong pressure on land resources.

8.2 Prior to independence, Turkmenistan and other Central Asian republics were required to
supply as much cotton as possible to the former Soviet Union. Thus about half of the irrigated area was
devoted to cotton. Cotton is still the major cash crop in Turkmenistan, and it is well suited to the
climate. However, Turkmenistan's relatively mild clinme would also allow a large variety of other crops
to be grown. Turkmenistan now has the opportmity to take charge of its own destiny, but the country
is left with a legacy of a heavily controlled command economy, a capital stock that is technologically
inefficient and nearly depreciated, and a population largely dependent on cotton production for
emloyment.

8.3 There has been little change in the command structure of state and collective farms inher-
ited from the former Soviet Union. Collective and state farms still dominate the sector, controlling
37.7 million hectares of land, of which only 1.23 million hectares is arable (irrigated). Under the former
Soviet Union, neither managers nor workers on state or collective farms had strong incentives to improve
productivity, reduce costs or preserve capital and land. Inputs were provided according to the central
plan and farm managers had little choice over quantities received or their quality. Furthermore, the high
degree of agricultural specialization among the different countries of the former Soviet Union left the
economy heavily dependent on food imports and security of food imports remains a principal concern.
Under the former Soviet Union, approximately two thirds of cereals, 45 percent of dairy products, and
one third of meat supplies were imported from other republics. Sugar and many processed food products
were imported as well, while Turkmenistan produced fruits and vegetables for export to other republics.

8.4 Overall, while the Government has taken steps to reduce the country's dependence on
food imports, little has been done to reform the agricultural sector. As a result, it is not likely that a
successful agricultural adjustment towards a market economy will be made in the next few years.
Production of cotton and other key crops is still controlled via state orders that set production quotas and
prices. As an incentive, state and collective farms are only free to sell above-quota quantities as they
wish. The principal change in priorities has been an increased emphasis on grain producdon to reduce
dependence on outside sources. For non controlled crops, prices are negotiated on a cost-plus basis.
Other than the provision of family plots of up to 0.5 hectre, the only move toward privatization has been
to develop leasing schemes for land on some of the state and collective fanms to individuals.

8.5 The sector's problems cannot be solved under the structure of a command economy. The
solutions to the agricultural sector's problems lie not in tinkering with the existing system but in radical
resucturing of the agricultural economy and of the economic incentives that govern it.
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8.6 The overall strategy for a successful transition in agriculture might include the following
elements:

* Macroeconomic stabilization and greater inegration with world markets which
should include price liberalization and the termination of state orders,
detnonopolization of trade and gradual removal of non tariff trade barriers to
foreign trade in agricultural products. Without a suitable macroeconomic policy
in place, investments in agriculure and agro-processing will have a high
probability of being of the wrong kind, in the wrong place, and producing the
wrong product after the economy has adjusted;

* A sectoral policy that provides the right signals by restructuring support services.
This policy should include the withdrawal of the state from direct distribution of
agricultural inputs; privatization of most processing, wholesale, retail trade and
small-scale transport operations; and reform of agricultural credit, research,
infornation and marketing services.

* Enterprise reform to create accountable and responsive economic agents by
restructuring state and collective farms as well as other economic enterprises to
establish either joint stock companes, private individual farms or true
cooperative farms with full legal and tradeable rights of property ownership.

8.7 In implementing a strucural reform program in agriculture along these lines, several
major issues have to be addressed, such as whether to continue to administer some prices or fully
liberalize primes all at once; whether to permit private land and property ov irship or develop tradable
land use-rights; and how to ameliorate adverse effects that major retail price reform may have on some
segments of the population. There are few, if any, alternatives to making price adjustments, but the
impact of higher prices on vulnerable groups can be cushioned by certain social safety net measures.

8.8 The most important steps needed to begin the transition are:

* Freeing input and output prices. The adjustment of prices is crucial, since prices
influence all consumption and production decisions. The Government needs to
phase out state production orders, eliminate input subsidies, adjust prices of food
commodities to competitive levels and target available resources towards solving
the most pressing problems.

* Liberalizing imports and exports. Price adjustmes should be accompanied by
the liberalization of imports and exports to provide alternative sources of
commodities to state monopolies and to help develop the domestic private
marketing system.

* Establishing hard budget constraints for all state and collective farms as well as
other state enterprises. This action should be accompanied by lifting all
restrictions on where state and collective farms and enterprises may purchase
inputs and sell outputs.
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8.9 While the above steps are being implemented, the institutional and legal framework
required for a market economy to function need to be developed and put into place. If privatization of
both land and state enterprises is to succeed, decision makers who control resources need to be assured
that they will be able to retain the benefits of any investments made, while also knowing that they will
not be directed to produce unprofitable commodities, and not be protected from failure. To foster
competition, individuals and finns must have the means to enforce conracts fairly, be freely allowed to
enter ipto any type of business and have free access to economic and market information services.

8.10 Once the legal framework is in place-which includes preparation of revised land
legislation that would ensure fu1l rights to buy, sell and mortgage land-other reforms can follow:

* Rapid privatization of small-scale agro-processing enterprises, input dealerships
and retail food outlets; and adoption of a detailed strategy for privatizing larger
enterprises.

* Introduction of measures to reduce remaining barriers to the efficient functioning
of markets.

Restructuring of State and Collective farms by separatng out municipal and
governmental functions from commercial operations. The commercial operations
can then be converted to either joint stock companies, true cooperatives,
individual private farms or some combination of the three.

The Current State of the
Agricultural Sector

8.11 Agriculture is stillthe
dominanteconomic sector, accounting msr ye, et ht Prt,' aC...,t Fr,.

for 38 percent of the net material 
product (NMP) in 1991. Agriculture till
and construction are the only two loll
sectors that have been growing since
1985. The NMP for agriculture ....
increased at approximately
3.2 percent a year from 1985 to 1991
compared with an overall increase in
NWP of 3.0 percent for the same . . , ,, ,, ,,t,

period. The crop sector accounts for _ * ,,., for AIteCr

approximately two-thirds of the gross ,-Com -Livostohl

value of output of the agricultural "'i

sector. Cotton contributes three- 
fourths of the gross value of crop Fige 8.1
production or about one half the gross
value for all agrcultural output (see Figure 8.1). For 1992, while there was a large increase in the gross
value of agricultural output in nominal terms because of price increases; the value of agricultural output
in real terms was limited because of large increases in input costs. The terms of trade are likely to
continue to shift against agriculture since input costs will likely increase more than output prices. Current
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price levels are considerably below intentional prices, which means that substantial adjustment will be
required before the economy will be integrated into the international marketplace.

mproving Efficiency and Ilcrasg Output from Existig Resources

8.12 There is substantial room for increasing agricultural output from existing crops in the
short run by using improved crop varieties, on-fann water management, integrated pest control and better
production techniques. Current yields of most crops are below those attained by other countries with
similar climatic and agronomic characteristics (See box 8.1). For example, the current level of cotton
production could be attained with 20 percent less crop area if yields were increased to 900 kilograms per
hectare of lint -slightly below the average yield now obtained in Turkey. Similar increases are possible
for grains and fodder crops using existing varieties and genetic materials available from international
agricultural research centers (IARC). The key is establishing linkages between Turkmenistan research
and training institutions and those research centers.

8.13 There is also considerable room for improvement in livestock production. Output per
unit of inventory is low, and much higher productivity could be obtained with better livestock manage-
ment practices. Within the livestock sector, increasing the productivity of small ruminants appears to
have the greatest potential. As for the beef and dairy sector, only milk production was profitable in 1991
on collective farms. Once prices adjust to market levels and subsidies are reduced, there will be
considerable restructuring of catde production, with only the more efficient units likely to survive. Since
most cattle operations are dual meat and milk operations, specialization is also likely to occur. Poultry
operations were the most inefficient and are not likely to survive as now organized. A thorough review
of the livestock sector is needed to determine where the compartive advantage lies and how the state
livestock sector should be privatized.

rTigation and Water age

8.14 As in most arid regions, agriculture is almost completely dependent on irrigation except
for sheep and goat production in the desert areas. The current irrigated area of about 1.3 million hectares
is dependent upon the Kara Kum canal, which stretches over 1,000 kdlometers from the Amu Darya on
the east to almost the Caspian Sea on the west. The Kara Kum canal project was part of the former
Soviet Union's effort to increase cotton production regardless of cost. Although the Kara Kum canal is
a remarkable underakig, the diversion of water for imgation in Uzbelastan and Turlanenistan from the
Amu Darya and Syr Darya river had severe impacts on the Aral Sea (see Annex A).

8.15 Responsibility for irrigation development and water management is currendy divided
between the Ministiy of Irrigation and the Irrigation Institute. The Ministry of Irrigation (MOI) is
responsible for allocating water among users and for operating and maintaining the Kara Kun canal, other
major canals and the major drainage canals. The Ministry also has the responsibility for interregional
coordination with neighboring republics and riparian countries. The Irrigation Institute is responsible for
designing, evaluating and building new projects. The Institute also maintains pumping stations for high-
lift irrigation projects. These organizations are responsible for managing water delivery to the collective
and state farrms, r economic enterprises and municipalities. Once water is delivered to these entities,
it becomes their responsibility. Thus the collective and state farms are responsible for the secondary
canals and for establishing delivery schedules for individual fields. Collective and state farms may also
own and operate groundwater pumps. The same is true for municipalities and other water-using
economic enterprises.
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8.16 At the system level, the Ministry's management of water allocation and irrigation-system
operations is fairly efficient. Because of the interdependency of the water-delivery system, the MOI will
continue to play a major role in development of the agricultural economy. At the coUlective and state
farm level, even with privatization, a central organization will have to be maintained to order water from
the main canal, schedule and control deliveries to fanrs and fields and maintain and operate the secondary
canal system. The organization at this level could be a water users association with voting rights tied to
the shares of water received. This organization will need to be able to assess fees to pay for water
obtained from the main system, to maintain the secondary canals within its jurisdiction, and to pay
operational personnel. Once privatization occurs, use of water received at the farm level becomes the
individual's responsibility.

8.17 The total dependence of the agricultural sector on irrigation and the lack of additional
water resources that can be developed means that irrigation losses need to be reduced from the current
level of 45 percent. Technical assistance should be provided to the Ministry to improve its technical and
management capabilities, particularly in the planning and environmental areas. Because water is a very
scarce resource, improved drainage, water management and control, both on farm and at the system level,
is of foremost importance. The introduction of water charges that reflect the scarcity of water in the
Turkmen economy and increase the costs of water-intensive production would promote the most efficient
use of water. The Government has indicated that water charges rmay be introduced for the next cropping
season. If charges are established, this will be a very positive step for improving water efficiercy. In
addition to this step, a systemwide review should be undertaken by the Ministry of Irrigation to identify
where efficiency improvements are possible and to develop a long-term water strategy for the next 25 to
30 years.

8.18 Investments in modern water savings techniques such as sprinkler and drip systems, are
quite expensive ($2,000 to 3000 per hectuare). Therefore, the most likely applications that will provide
a positive return on investment will be in areas with high population densities and near cities to supply
vegetables and for higher value crops, such as fruit and nut trees that can be grown for processing or
export. Water saving under the existing system can be obtained through better controlled intakes,
reducing losses through lining of canals and improving the drainage to reduce salinity levels. Improved
efficiency of water use is also possible through better on-farm water management and changes in the
cropping pattern.

8.19 Finally, there are several projects underway or under consideration to increase the area
under irrigation, particularly the Kyzyl Etrek project in the southeast. It is doubtful whether these
projects meet sound economic and enviromnental criteria. Because of the level of investment required,
it is recommended that all cmurently approved and proposed projects be reviewed to see that they meet
the economic and environenal criteria of a market economy and are consistent with long-term water
needs.

Supply of Agricultural ]Inputs

8.20 The input distribution sructure reflects the policy of the former Soviet Union for highly
centralized, interdependent and specialized production. Thus, Turkmenistan is dependent on outside
sources to supply almost all of its inputs except energy, urea and some agricultural chemicals. One
company, Turkmen Selkosprom Service (TSS), which was the republican branch of the State Supply
Agency (GOSNAB) of the former Soviet Union, has prinary responsibility for the supply of all
agricultural inputs to the state and collective fanns and the rest of agricultural sector. TSS is not within



128 Chapter 8

the Ministry of Agriculture but supervised by the Cabinet of Ministers. TSS handles fertilizer and
agricultural chemical sales and application. Most pesticides are imported, but some agricultural chemicals
are exported. TSS is considering the feasibility of manufacturing more of its own pesticides and
chemicals. Pesticide management seems reasonably well controlled because it is the responsibility of this
single special service. For example, TSS has confsceated all banned pesticides. TSS decides on levels
of imports, which fertilizer and pesticides should be used and, bas d on the availability of fertilizer,
allocates supplies to state and collective farms and other enterprises.

Fertlizer

8.21 Compared with Western agricultural practices, average fertilizer rates were relatively high
prior to the breakup of the former Soviet Union. In 1990, the average application of mineral fertilizers
(nutrient basis) for all crops was 232 kg/ha, with the highest level of fertilization for cotton at 322
(192 N, 94 P205 , 36 K) kg/ha and 314 kg/ha for rice. Comparing these application rates to the highest
rates of use in Ciifornia or Arizona, which produce irrigated cotton, Turkmenistan's rates were
37 percent higher for total fertilizer use in California, 26 percent higher than nitrogen use in Arizona and
21 percent higher than P205 use in California. Only 10 percent of the farmers in Arizona and 18 percent
in California used Potassium (K).

8.22 Possible reasons for these high levels of fertilizer use are:

e More fertilizer may be required to maintain yields under the high cropping
intensity for cotton in Turkmenistan.

* A relative "overdose" of nitrates may be applied to degraded saline soils in an
effort to maintain productivity.

8.23 Without more information on actual field conditions and fertilizer response levels, it is
not possible to determiine whether these rates are economical'. State and collective farm managers and
Ministry of Agriculture officials indicated that fertilizer was now being used more carefully and more
organic fertilizers are being used because of the higher cost of chemical fertilizers.

Agricultural Chemicals (Pesticides, Herbicides, DefoL;ats, Growth Regulators)

8.24 Application rates of pesticides on cotton are high-5 to 10 kg/ha--comparable to those in
Arizona-but have come down considerably as a result of increased cost and lack of foreign exchange.
Because Turkmenistan has invested heavily in specialized cotton production, which requires the heavy
use of agricultural chemicals, there will continue to be a high demand for these products. At this time.
the MOA finds it difficult to visualize major changes in current agricultural practices, but efforts are
being made to reduce the use of agro-chemicals, in particular hazardous defoliants, and apply stricter
control on the use of pesticides. More use is also being made of biological pest control methods.
although on small scale on a limited number of state cooperative farms.

1. According to a group of USDA cotton experts who traveled extensively through Central Asia, including
Turkmenistan, in September and October of 1992, the application rates for fertilizer and chemicals were not
considered to be excessive.
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8.25 Because of the limited information with which to evaluate economically and
environmentally sound cropping intensity and input requirements for cotton and other crops, it is
recommended that cooperative arrangements be established with Western research institutions with similar
agronomic conditions. The goal would be to review and compare existing research results, develop
updated methodology that incorporates economic and environmental factors and then undertake new field
trials using the updated methodology. One practice that could be considered immediately is adopting the
use of acid de-linted seeds, which would reduce seeding rates and allow the use of a systemic insecticide
at the time of seeding. This practice could reduce the need for the first two or three applications of
pesticides and produce more-even plant populations.

Machinery and Equipment

8.26 TSS is also responsible for the distribution and repair of agricultural machinery. In 1991
there were 48,000 tractors and 13,000 -otton-picking machines, that is, one tractor for every 26 hectares
and one cotton-picking machine for every 48 hectares. Until 1989, Turkmenistan was receiving almost
7,500 new tractors of all types per year. This number declined to 6,600 in 1990. Precise information
is not available for 1991 and 1992, but the number of new tractors received has continued to decline.
Based on the statistics on the number of machines delivered since 1985, more than half of the tractor fleet
is less than 10 years old.

8.27 The situation is similar for cotton-picking machines. However, there is considerable
dissatisfaction with the cotton-picking machines because of the amount of trash in machine-picked cotton.
It is not clear that the problem is due to the machine, since excess trash in machine-picked cotton may
be the result of inadequate or improper defoliation. Regardless of the cause, these problems have resulted
in large discounts for Central Asian machine-picked cotton in world markets. As a result, the
Government instituted a policy in 1992 to encourage hand picking of cotton.

8.28 Maintenance and repairs to equipment are performed either at the collective and state farm
repair facilities or in centralized TSS stations. TSS officials and collective and collective and state farm
managers reported that machinery was out of service on the average of 20 to 25 percent of the time.
These officials reported that repair and maintenance had become more difficult since the breakup of the
former Soviet Union because it is difficult to obtain supplies of spare parts.

8.29 Since most machinery is from the former Soviet Union, it is energy inefficient and is
larger than may be appropriate if farms are privatized. Over the longer term, this equipment will need
to be replaced with modern, energy-efficient equipment suited to a restructured agriculture. TSS is
considering ajoint-venture plant with Kubota to manufacture tractors and spare parts for farm machinery.
However, careful study should be given to this proposal since the Turkmenistan market is not large
enough to support a tractor factory by itself, and machinery would need to be marketed to other countries
of the former Soviet Union.
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Box 8.1: Agricuture In Turk_nenstan

In 1991, there were 365 collective farms (KolChoz). 138
state farms (Sovkholz) and 23 interenterprise agricultural farms. Out
of a total land area in Turkmenistan of 48.8 million hectares, these
farms encompassed an area of 37.7 million hectares, of which only AerftAre A It frete

1.23 million hectares is arable (see Box 1). The non arable area is
semidesert or desert that will only support extensive grazing, and then
only if stock water exists. There were only about 36,000 hectares of
non state controlled arable land in 1991. Of the 1.23 million hectares
of arable land, in 1991, cotton was the principal crop, followed by
forage crops, grains, and fruits and vegetables (see Box 2). s _

Cotton. Cotton is stil the major cash crop in Turk-
menistan, and will likely remain so for some tine. Turkmenistan
ranks among the top 10 cotton producers and is climatically well C*tII 1t*ro Er,,rrli

suited for cotton production. The average yield of 650 to 700 kg/ha Box I
of lint cotton is higher than the world average for exporters of 600
kglha. but is less than most other major cotton producers.
Worldwide, Israel and Australia obtained the highest yiels- 1,633
and 1,525 kg/ha of lint cotton, respectively in 1991/92 marketing
year. Cotton production in both of these countries is primarily from
irrigated areas. The 1991 crop of 1.43 milion tons of raw cotton | snU1sA
(428,000 tons lint) was very good, but bv auttmn of 1992 significant | opped Ar ea

stocks remained to be sold-up to one quarter of production. The
principal reason for the unsold stocks from 1991 was the
unwitlingness of the Russian Federation and other republics to | l4K
purchase their usual share of cotton at world market prices. Thus, 0(t (14Sf 41111

Turkmenistan has had to sell its coton on the world market. While
some use lhas been made of former Soviet Union agents and buyers,
the international cotDn sales board of the MOA has had to learn how
to market Turkumenistan cotton to a sophisticated world market. In or ItsAX}

addition to findiog buyers, Tukmnistan also has problems sport-
inS its cotton to points that link up with international transportion
nodes. Finally, between the extra supplies that both Turkmenistan
and Uzbekistan have been offering on the world market and quality Box 2
problems, prices of Turkmenistan cotton are near the bottom of the
market2. As a result of lessons learned in marketing this year's
cotton crop, the MOA has made significant changes ln pricing policy from that of he former Soviet Union in order to
emphasize quality. In 1992, the MOA is paying R37,000 per ton (equivalent to approximately $.28/lb. lint @ $1 = R200)
for extra-long staple class I, grade I, hand-picked raw cotton versus R25,000 per ton for the same class of machine-picked
cotton, In 1991, the price received by the state and collective farms for extra- long staple cotton was R3,885 per ton. For
this class of cotton, the 1992 price is six to ten times the price in 1991, which is enough to cover increases in input costs.
Price increases are less for lower grades of cotton. Major problems in the cotton sector are quality control, water control.
insect control, development of better varieties and high use of chemicals and fertilizer. With better technology and
production techniques, the same output could be obtained from less area. The emphasis is now on upstream investments,
and several new cotton gins and textile miffs are now under construction.

2. The Liverpool price for Central Asian long staple cotton was $.59/lb or $1,300 per ton in September 1992. The
cotton marketing board indicated the average Liverpool price was $1,235 per ton. The border price would be less because of
transportation costs, which may be as much as one half the Liverpool price.
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Box 8.1 (cont.)

Grains. Under the former Soviet Union, Turkmenistan oly produced about half of the grain consumed.
Production has been steadily increasing since 1987 when total grain production was only 324,000 tons. Planned
production in 1992 was I million tons, and the MOA has set a target for self-sufficiency by 1995 at 1.5 million metic
tons. Most of the additional hectarage is expected to come from increased areas brought under irrigation during the winter
months. The main issue in the sbort term is whether inreasing production by increasing irrigated area during the winter
season is a cost-effective measure. Over the longer term. improved varieties and producton technology are needed to
increase productivity.

Fruits and Vegetables. Turkmenisan produces a variety of fruits and vegetables well in excess of domestic
needs. Fresh vegetables and melons were exported to Siberia and other parts of the former Soviet Union, but have been
curtailed because of increased trnsnponation costs. Turkmenistan is also a major producer of grapes, which have been
exported in the form of wine to the former Soviet Union. The current botling capacity is insufficient to handle all of
production because wine was exported in bulk. Handling and storage facilities are also inadequate, so losses of fresh fruits
and vegetables are high-as much as 40 percent. The former Soviet Union made very few investments in cold storage and
food processing in Turkmenistan. Thus. development of the processing industry is a high priority of the MOA. and some
investments have been made. While Turkmenistan is clinaticaly well sused for production of a wide vanety of fruits and
v tgetables and has good potenl a carefil evaluation of potial markets and potendal competitors is needed before
large investments m new crops and agro-processing are made.

Livestock. There are 5.6 milion sheep and goats, 900,000 head of cattle, of which 360,000 are cows; 260,000
head of hogs, and 93,000 camels in Turkmenistn. A hge proportion of the livestock are in the private sector, with three
fourths of the cows, more than half the catte and amost one third of the sheep and goats owned by individuals.
However, production of meat and dairy products meets only about one half of consumption requirements at current
subsidized prices. As elsewhere in fomer Soviet Union, much of livestock poductin is dependent on the production of
fodder and is high cosL Calving and lambing rates are generally low -57 percent and 86 percent respectively in 1991.
Poltry production is even more inefficient. Ihe average production of eggs per hen per year is only 112 eggs compared
to the average in the U.S. of aver 200. Even these costs do not retlect the acual costs since feed and energy costs are
si highly subsidized. Beause ptices for eggs and poulry meat are controlled at R3 and R60 respectively, most of the
difference between production costs and the seUing price was made up by state subsidies, with the remainder being
borrowed.

Because domestic production in Tukmest was inadequate under the former Soviet Union to meet domestic
consumption equiremes there were lare imports from other republics and outside sources that were sold at subsidized
prices in state outlets. However, in Turkmesan, a large percentage of meat and dairy products are produced by
individuals and sold at higher open mariet pries. Thus, it is not ciar how much of a production deficit would exist at
non subsidized prices. Experece in other soecist counties suggest that when prices for livestock products in
Turkmenisa are liberalized, a new equibu may be established with sbarply lower demand and moderately reduced
livestock mnubers. As prices and deman adjust to new price levels, the livestck sectr will need to adjust production
and increase efficiency by updag management and tecnolog. The MOA is now promoting development of extensive
livestok po n by providig stock wagteng statons m the desert and is considerg privatizing the herds. In
addtion, there will also need to be eer bitga of extensive livestock production into the irrigated agricultural
economy. Range condon obseved indiated that mproved range management and control of overgrazing is needed.
With careful management of small unat livestock, higher otput probably can be obtained from the same animal
population. In addiion, there may be an imbalance in the N-P-K ratio in relation to phosphorus or deficiencies in other
nmcro-nutrients which may limit ineed yields. tnaiy, actual applicaion rates may be less than reported because of
diversion to other crops.

8.30 Key to improving efficiency in the farm machinery area is developing an independent
dealer and service network that maintains adequate repair facilities and supplies of spare parts. Because
of the emphasis on production under the former Soviet Union, the ratio of spare parts production and
inventories to new equipment was much lower than in most market economies. Privatization of repair
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depots and promotion of independent repair services would be the most efficient way of providing farm
machinery services. Even in most developing countries there are usually a large number of private repair
facilties, many that can fabricate otherwise unavailable parts.

AgrauF _nm

8.31 Agroprombank, with 53 branches, provides the largest share of agricultural lending in
Turkmenistan. Agroprom shareholders include the Ministry of Agriculture, state agricultural processing
enterprises and state and collective farms. Agroprom's main liabilides include deposits of agricultural
enterprises, Government deposits and lending from banks (predominandy from the Gosbank). The
lending of this institution is directed to state and collective farns, to the agricultural processing industry
and to support irrigation works.

8.32 Because of Turkmenistan's continuing policy of subsidizing agriculture, Agroprombank
charges rates that, in many cases, are lower than those charged to other enterprises, particularly those
of commercial bans. A specdal credit line has recenly been itoduced by presidential decree that
supports lending to collective farms at a rate of 2.2 percent. Agricultural enterprises obtain only
1/2 percent for deposits placed with the bank even though they are required to deposit their funds in
Agroprombank. In the first half of 1992, Agroprom's lending increased from R27.5 billion to
R33.8 billion, while the capital base of the bank rose only marginally.

8.33 As privatization occurs, meams will have to be developed to provide small producers with
credit. Under the leasing system now being implemented, it appears that financing is being provided by
the collective and state farms. In the future, as the mmber of private farmers increases, the rural banking
system will have to change if it is to serve the needs of independent producers.

Research

8.34 Agricultural research is carried out under the Turkmemstan Academy of Science by the
Desert Institute in Karakum and the Turkmenistan Academy of Agricultural Sciences. The Agricultural
Academy has 1,500 research personnel, of which 15 percent are Ph.Ds and 500 are researchers. There
are ten institutes, seven expeienl stations, six experiental farms and eight orchards. In the past
agricultural research was financed from budgetary allocations that came mostly from the former Soviet
Union, with some contnbution from republic levels, state and collective farms and sales of agricultural
products. Replacement of finding from the Soviet Union level has been difficult. Most scientists had
few linkages with other countries and only limited access to foreign scientific literature.

8.35 Most agriculdtual research has been directed toward the large state and collective farms
and was geared toward obaining maximum output, particularly of cotton. Little attention was paid to
developing a more diversified crop production system, which could be economically and ecologically
advantageous. Many of the researchers understand the problems, but finding is now limited. After
funding, the main problems faced by the Agricultural Academy in transforming itself into a modem
research institution are:

* Developing linkages with other scientific organizations in other countries in order
to transfer experience.

* Retraining of existng research persomnel.
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* Training new specialists.

X Developing viable means of transferring new technology to a restructured
agricultural sector.

Trasport

8.36 Because of Turkmenistan's remoteness to major markets. the availability of transportation
is critical for the competitiveness of its agriculture. Turkmenistan's only linkage to the ocean is via the
Volga Don canal from the Caspian to the Black Sea. Shipping capacity is limited because the canal is
frozen over during the winter months and can only handle vessels of no more than 5,000 tons. The other
main means of transport of agricultural commodities is via rail through Kazakhstan, Uzbekistan and
Russia to either the Black Sea ports or St. Petersburg. Road transport is possible, but is less developed,
and it is used mainly for trade among the Central Asian countries. There are some road linkages now
developing with Iran and Turkey. A rail link with Iran is also being constructed. Air transportation is
also available, but would only be economical for high-value, perishable commodities.

8.37 Under the former Soviet Union, transportation costs were highly subsidized, and thus
these costs were given little consideration in production decisions. As the actual economic costs of
transportation are passed on to producers and consumers, these costs will become a major consideration
in production decisions.

8.38 Logistics management and transportation of commodities under the forner Soviet Union
were handled by large enterprises at the All Union Level. The republic-level transportation branches
have evolved into Turkmenistan air, rail and transport enterprises. Short-haul transport between
collective and state farms and nearby cities are still handled by Agroprom, the collective and state farms
themselves and some newly independent truckers. The transportation system inherited from the former
Soviet Union is one of the major constraints to developing a more diversified agriculture, as demonstrated
by the impact of increased transportation costs on the marketing of fruits and vegetables in the former
Soviet Union. In Western economies, the most effective means of moving perishables over long distances
from multiple suppliers to multiple markets, distributors and consumers is long-haul road transport.
These low-cost road transportation services are provided by many independent trucking and service firms.
Inprovements in long-haul capability by rail and water are also important to reduce delivery costs and
losses for cotton. There have been reports of substantial losses and water damage to cotton shipped via
barge through the Volga Don canal, and rail transport is slow and expensive. Because of the distance
of Turkmenistan from markets, the most efficient form of transportation is likely to be a combination of
short-haul and long-haul road transport, rail and barge that uses efficient transfer terminals and
containerized cargo.

8.39 Because the most efficient transportation system is a complete departure from that of the
former Soviet Union, privatization is a key requirement. Thus, a program should be developed as rapidly
as possible that legalizes and regulates individual ownership of transportation services, privatizes small
and medium-sized trucking enterprises, auctions off excess inven.tories of trucks and spare parts (with
preference given to currently employed drivers), and auctions off surplus military trucks. Encouragement
should be given to the breakup of huge trucking enterprises and the spinning off of the transportation
units of various Ministries, Agroprom, economic enterprises, municipalities and state and collective farms
into independent companies. Even with these steps, large investments will be needed in road
improvements, all sizes and types of trucks, service facilities, logistics management, long-haul tractor-
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trailers, refrigerated trucks and transfer nodes between different types of transportation facilities, (e.g.
piggy-back rail cars and trailers, containers and terminals with modern loading and unloading systems).

Distribution

8.40 The marketing and distribution of agricultural commodities is still dominated by state
enterprises (see Figure 8.2). In 1992, the state plans to purchase all of the cotton, 85 percent of the
grapes and more than 75 percent of the melons and karakul pelts. Only for potatoes, fruit, milk, meat
and grains are planned state purchases less than one half of production. The state purchases only limited
quantities of grain because most production is used on the state and collective farms for feed or for
individual consumption. There were only two main channels of distribution in the former Soviet Union:
state managed chains of retail stores that served the urban areas and consumer cooperatives that served
the non-urban areas. The amount of retail s-ace per person in the former Soviet Union was one fifth that
in Europe. In addition, particularly in Central Asia, there are a number of open markets run by the
consumer cooperatives and municipalities. Consumers also receive commodities or food services through
their work place as well as non market channels. There are now a number of roadside sellers who sell
a variety of fresh fruits, vegetables and other goods, although prices are usually higher than in state
shops. In Turkmenistan, marketing and distribution by the state sector is now handled by the Ministry
of Trade in the urban areas and by the Cooperative Alliance in rural areas (see Box 8.2). A number of
commodity exchanges have also come into being which are being used as a trading mechanism by the
state enterprises and state and collective fanrs to sell above quota production and obtain needed materials.

TURKI1ENISTAN
Percent ot Planned stete Purchases of Agriculturel Commoditles In 1992
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8.41 The development of a modern consumer-oriented marketing system will require service-
oriented marketing, distribution firms linked by modern communications and infonnation systems, and
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selling goods of consistent and known quality. Price liberalization by itself will not produce this result
since marketing and distribution will remain under state control. Privatization of the retail sector is the
easiest step that can be taken and should be pursued. However, of more importance is the development
of wholesale and assembly markets that are not dominated by public sector enterprises already operating
in this area. Actions needed to develop the distribution system are a privatization strategy that allows
free entry of firms, a regulatory framework that provides for food safety, standardization and quality
control, and support services such as market information, food inspection, financial services, training and
technical assistance.

Box 8.2: The Turluen Cooperative Alliance

The Turkmenistan Cooperative Alliance (TCA) is a federation of rural cooperatives. In the
preo-independence economic regime, the TCA was the only agent that could conduct foreign trade,
which was done by barter. The Cooperative Alliance secured above-plan cotton from the collectives
and waded the cotton for hard-currency imports that were sold to TCA members in a network of rural
ses. The TCA was viewed as the business, or trading sector of the Turkmenistan economy. The
Alliance was formed before 1917 and has been independent of the state.

TCA operations are small scae and dispersed in the rural areas. The Alliance has
responsibility to supply consumer goods to the rural population. There are 700,000 members in a
three-level organizational pyramid: the all-republic organization, the oblast and the town. The Law on
Consmer Cooperatives specifies who can be a member of a cooperative. Membership fees are in
effect shareboldings that determine the distribution of profits.

TCA has facilities {r processing tomatoes, cucumbers, honey, olives, canned fruit and jams; a
rest home on the Caspian ;ea; a constuction business; restaurants; and a wide chain of retail outlets.
A cotton ginning mill is nder constuction as a joint venture with a collective farm. TCA also has
rural land for its cultivation. In 1991, these enterprises produced 140 tons of cotton on 40 hectares. In
1992, TCA has planted 500 ectres which are expected to produce 4,000 tons of cotton. TCA expect
to baer 5,000 tons of cotton in 1992 for hard-c imports that will be sold domestically via the
Cooperative Alliance's retail outlets. Of TCA's total sales, 25 percent comes from its own production
and 75 percent from distnbution of goods provided by the state. TCA controls 45 percent of the total
retail saes in Turkmenistan. The Turkmenisa Cooperative Alliance engages in barter trade in order
to avoid he retention requirements for foreign exchange and has no difficulty obtaining export licenses.

8.42 Farmers markets are playing an increasing role in the marketing and distribution area,
and support should be given to expanding their role. In this regard, consideration should be given to
converting the National Market in Ashkhabad into a modem wholesale market. The National Market is
centrally located near both the main highway and the rail line. There is also undeveloped space that can
be used to expand the market area, improve access roads and build unloading docks, warehouses and cold
storage facilities. The first step is to undertake a preliminary design and feasibility study of the area. If
a wholesale market proves feasible, then financing from a variety of sources should be possible. Some
improvement, such as better access and expansion of the market area, could be undertaken while plans
are being developed.
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8.43 There are only a limited number I if 1s
of agro-processing plants, and except for cotton
ginning, the processing technology is relatively
unsophisticated. Only a limited number of l
processed food products of modest quality are s111
produced, and losses of fresh fruits and vegetables _
are high because of poor handling and lack of "" t"nu
cold-storage facilities. Quality is also a problem. ENI (4ntm!J

8.44 A substantial potential exists for
developing the agro-processing industry in O_
Turlanenistan because of the variety of PINNtaO E
agricultural crops that could be grown. However,tl l_
because of the location of Turknenistan and Ystea
similar climatic conditions in other Central Asian Stsi
Republics, potential areas for investment need to
be carefully evaluated in terms of markets and
alternative suppliers. Since the states of the
former Soviet Union are likely to be the major rigure 8.3
market for Turkmenistan products, predicting
what the potential demand and prices will likely be after their structural adjustment has occurred will be
a very difficult task.

8.45 A nmber of investments are being considered by the Goverrnent in the processing area,
for example, the proposed sugar beet and tanning factories. All proposed investments now being
considered by the Government should be subjected to a full feasibility analysis based on market prices
expected after adjustment. While the Government may provide assistance for carrying out the feasibility
study, those investments that show potential should be left to the private sector and no additional
investment undertaken by the existing state enterprises unless they are privatized. An efficient private
agribusiness and processing sector in the long run will be in the best position to take advantage of
Turknenistan's conmparative advantage producing subtropical agricultural products in competition with
other Central Asian republics.

Incentive Framework

The Case for Price Liberalization

8.46 The pricing policy in the former Soviet Union has greatly reduced incentives to cut
production costs besides misallocating resources. Although the retail price controls are the most
damaging to the budget, the system of procurement prices and state orders are the most distorting for
agricultural production.

8.47 One of the important issues during the transition process is the overall policy regarding
relative food prices. Increased food prices are desirable for a number of reasons. Increased output prices
would help to avert the substantial decline in agricultural production that could occur as budget constraints
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are hardened. Increased food prices would also help to move relative consumer prices toward world
levels, an essential element of structural adjustment for the economy as a whole. The average impact of
higher consumer prices on the average consumer may be less than feared, and devising an appropriate
safety net will be vital to safeguard the welfare of these groups and make increases in food prices more
politically acceptable.

8.48 Administered prices would mean that the command structure and control of farming and
agto-industry would most likely continue. If the Governnent attempted to control only retail prices while
freeing wholesale and producer prices, subsidies would expand. To control subsidies, the reinstatement
of controls on wholesale and producer prices would then probably be unavoidable. With price controls
in place, investment in the sector would be delayed. Without a clear signal on prices, farmers and
processors cannot determine the potential value of privatized assets in agriculture. Agricultural and agro-
industrial restructuring would be distorted under politically controlled prices. It would also mean
forgoing the possibility of a rapid supply-side response in the agricultural and food economy in the early
stage of transition. The only viable step is to free agricultural prices at all levels. The rationale for price
liberalization lies in eliminating the increasing inefficiencies in production and processing caused by a
highly distorted price structure, in redressing the regressive nature of the food subsidy and its continuing
pressure on the Govermnent's budget and in countering high costs with barter trade arising in part out
of attempts to avoid price controls.

TURKMEN I STAN
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Food Availability, Prices and Wages

8.49 Except for fresh fruits and vegetables, most prices are still either established by the
Government or negotiated between state enterprises. Several commodity exchanges exist that mainly
serve state enterprises selling commodities that were produced above quota and buy needed supplies.
Basically three sets of prices exist: state-controlled prices, free market prices and Cooperative Alliance
prices, which are between the other two levels. In addition, many shops now have commercial market
sections that sell goods, a number of which are imported, at uncontrolled prices. There is great concern
in Turkmenistan that price liberalization will make food unaffordable for the more vulnerable parts of the
population. Under the former Soviet Union, food supplies and per capita consumption levels for most
commodities were adequate. While cereals provide the majority of calories in the Turkrnen diet,
consumption of meat, dairy products and vegetables are still well above minimum nutritional requirements
and above other countries with comparable levels of economic development. In 1991, there were some
shortages of cereals, sugar and livestock products, but supplies in 1992 were adequate and there were no
reports of expected shortages.

Retail Price Increases for Food

8.50 Price data for the first six months of 1992 indicate that food prices were up overall in
1992 about eight to ten fold from those of a year earlier (see Figure 8.3). Uncontrolled prices for most
items are two to four times higher than controlled prices. Prices of controlled food items are substantially
below production costs. Principal among these are bread, meat and dairy products which are still highly
subsidized (see Figure 8.3). Even though prices and wages are now adjusted quarterly based on the rate
of inflation, Turkmenistan's controlled prices are still below those of other Central Asian countries and
Russia (see Figure 8.4). Open market prices on the other hand are fairly uniform among the Central
Asian countries, suggesting that private trade among the countries of the Former Soviet Union is
occurring (see Figure 8.5). The growing gap between official prices and free market prices reflects the
relative availability of food commodities in the state network. Because of better quality, variety and
supplies, consumers have been turning to the open market or to barter for ordinary purchases of food
except basic staples. As consumers become more dependent upon markets and have to pay higher prices,
those segments of the population on fixed incomes become more at risk and steps will need to be taken
to protect this group.
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Dedine in the Input Terms of Trade

8.51 Following the partial price liberalization early in 1992, food prices remained much more
constramed than input prices due to Government control and limited increases in income (see Figure 8.6).
Input prices are expected to continue to increase because of energy pnce increases in October, 1992.
Prices for fertilizer and chemicals were on the order of 10 to 15 times higher than the same period in
1991. Machinery prices were 50 to 100 times higher, and spare parts were in short supply. The higher
costs of inputs has already had some effect. Most farm managers indicated they were using fertilizer and
chemicals more carefully and were not buying new machinery. Down time for tractors and other
machinery under repair was reported to be 20 to 25 percent.

8.52 The deterioration in the input terms of trade has also put a severe squeeze on the
profitability of some sectors of agriculture and will affect all sectors in the next few years. The increased
costs of purchased inputs will have the greatest impact on those activities that account for a high
proportion of costs and where profits are already low. Based on past profitability, the majority of
collective farms, particularly those that are primarily crop based, will be able to absorb the increased
costs. State farms and other agricultural enterprises will be affected more.

8.53 The impact on individual commodities will vary, depending on the same factors given
above. While cotton has a high level of purchased inputs, it requires high levels of labor and is tied to
the international market. Since cost increases are likely to be offset by increased prices, and cotton has
been a profitable crop, the immediate impact of increased input costs will not be great. On the other
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hand vegetable and melon production will be
affected quite severely by increased costs of TURKUENISTMK
transport and purchased inputs. For grapes, i6Ui l urilgta Pritls §it*12
Turkmenistan should emerge as a low-cost lEtr ist
producer. Grapes use relatively low levels of tit lluI
purchased inputs and have high productivity
levels.

8.54 As for the livestock sector, sheep
raising will be least affected since it uses few
purchased inputs other than veteriary medicines.
Poultry production, which is already unprofitable,
will be most affected, since production is highly u.!,,
dependent on good location, purchased inputs and lU

energy. Dairy and beef production wIll likely
continue because of the inclusion of legunes in
the crop rotation and use of family labor. titt t )

However, higher feed grain and energy costs will Iejsls
raise expenses and reduce profits, particularly for u..
marginal producers. l Oil
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8.55 Turkmnenistan is a large net
exporter of agricultural commodities if exports are Fge 8.6
valued at world prices. In 1990, the net value of the 1.7 million bales of cotton sold to the former Soviet
Union and internationally would have been between $600 and 700 million. If only one half of this had
been sold on the international market, this would have netted Turkmenistan $300 million dollars.
Turklaenistan provided 102,000 tons of vegetables, 139,000 tons of melons, and 32,000 tons of fresh
grapes to the All Union Fund for trade purposes. For processed agricultural products, Turkmenistan
exported most of the vegetable oil and wine produced to the former Soviet Union as well as some
processed fruits and vegetables. Karakul pelts, hides and skins and wool were also exported to the
former Soviet Union. The Government is pursuing a policy of import substitution to achieve self-
sufficiency in cereal production by 1995, to become a net exporter of processed foods and become self-
sufficient in cotton textile production.

8.56 Agricultural trade is constrained by barriers on both the import and export sides. One
of the principal constraints is the lack of an international financing and banking system. For cotton, the
main constraints are developing cotton grading standards that are acceptable on the internaional market,
developing good transportation facilities and linkges through Russia, Ukraine, Kazakhstan, Uzbekistan
or neighboring countries and developing international marketing experience. Regaining the market share
for fresh fruits and vegetables will require developing new marketing channels to the other countries of
the former Soviet Union, reducing shipping losses and improving marketing. Developing markets will
require products that meet international standards, are low cost and are either easily transported or have
high value. Imports are constrained by the lack of access to foreign exchange, iniport controls and price
controls, lack of information on availability and cost of foreign goods and high transportation costs.
Domestic prices are still much lower than international prices for both exported and imported
conmnodities.
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Land Refwrm and Prvatition

8.57 The transition from a centalized command economy to a market-driven economy requires
a continuous decentralization of decision making from the cental planners to independent firms and
individuals in all sectors of the economy. This requires that a set of legally defined property rights for
land, water and intellectual services be developed and adopted by the Govcrmnent. The first steps have
been taken by allowing the leasing of and the allocation of private plots at the farm level in a pilot
project. However, before economic actors will be willing to rsk investing time and capital into an
economic activity, there must be secure, tradable rights for that activity. If the ownership of property
is not allowe1, leases nmst have long-term, well-defined rights and be tradable. Second, privatizing only
part of the economy will not have the desired results because decisions will still be subject to control of
that part of the economy rather than the market. Thus, to obtain the benefits of a market economy, the
Government would need to take the next step of freeing up wholesale-retail trade and allowing private
firms to enter the processing, manufactrig and distribution sectors.

Agricultural Privatization

8.58 The Ministry of Agriculture is preparing two supplementay laws on agricultural
privatization to complemet the general privadzation law passed in early 1992. The first concerns
privatization of state farms and cooperatives and the second, the parchase of individual land plots by
farners.3

8.59 State farmland is currendy owned and controlled by the oblasts. Collective farmland is
leased by the oblast to the collective, who has no rights to sell it. Owneship of both will apparently
shortly be transferred to the Miistry of Economics and Finance as described above. However, new
legislation is expected to grant most of those living on the land a "privae" allocation of 0.25 to 0.5
hectares, generally surrounding their houses, which will become their property (it also appears that urban
dwellers will have the right to an allotment one half this size).

8.60 ODtions for dealing with the remaining land and equipment are set out below. Some state
and cooperative farms have already introduced a degree of flexibility by permitting fanners to have one-to
three-year leases. Farmers agree to sell a fixed share (for example, 30 percent) of their output to the
state and collective farm and are free to sell the remainder on the free market, with no control from the
state. This arrangement is most common for vegetables and grapes, though some state and collective
fanrs are leasing cotton land.

8.61 The intention is that for a number (possibly 15 percent) of the 150 state farms
Government will retain a controlling interest, to prevent shortages.' The remainder will have the option
of privatizing fully, as described below. All forms of desatzation will be voluntary. In the first stage,
farm workers need to purchase the farm assets (buildings and machinety, but not land) from the state.
Valuation will be conducted by taking the original value, minus depreciation, of the assets. Odginal
value should not include reinvested profits (which are considered as already belonging to the workers).

3. The first law is lrgely complete, and the second arund 25% compete, with two Minisay oficals working on
them since April 1992, and appaenty cosulting widely widh firmers dtemselves.

4. Examples given were cotton seed productn, which only two 1arms spcilize nm, and poulty.
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A certain percentage (10 to 30 percent) of this residual value is given to the employees at no charge. The
more profitable the farm, the less is distributed at no cost. Distribution is made, in the form of shares,
according to employees' length of service, their job and various other factors. The remaining shares (70
to 90 percent of the residual value) must be paid for by the enployees, unless the state wants to retain
majority control, in which case only a minority share is offered f-r sale.

8.62 Cooperative farms will need to undergo the same process in order to value the
shareholding and then distribute it all to cooperative members, according to length of service and other
factors. It appears that one option open to cooperative members may be to withdraw entirely from the
cooperative, following the valuation, taking their land immediately into private ownership and receiving
cash from other members in return for their share of the equipment.

Box 8.3:
Privatzation of Agrieultual Assets

Draft Options for Fanr Orgniatio

pdtion 1: Union of Leaseholders Paving a Fixed Share of Ouut

This option maintains the basic structure of the cooperative, nm by an *association of leaseholders"
elected by the farmers. Each farmer is given an individual lease on his or her land, for a minimum of
10 years, with an unspecified "right to buy" at sonie fiutre point. Thirty percent of the fam's
produce is given to the state farm as a lease paymen, which also covers the union's state land taxes.
TMe remaining 70 percent of production can be sold privately or to the state farm. Payments for Value
Added Taxes, services such as use of farm machinery and iputs such as ferdlizer and irrigation are the
responsibility of the tenant.

Option II: Union of Leaseholders Selling e (&o1ecti_etv

Under this arrmgement, an ageed proportion of each fae's output is sold to the management
.company," which is estimated to be sfficient to cover the costs of all centrally provided services.
The farmer is free to market any production in excess of the agreed-upon share however he wishes.
The company then markets the products received, and at year end, the management presents all farmers
with an account of the year and divides up any profits. Each farmer is responsible for paying a tax on
the land he or she is using direcdy to the tax inspectome.

Option III: Senarate Leaseholders

This arrangement enables leaseholders to conduct their tax dealins with the state direcly and to pay
for or supply their own senrices (ftis will apped paricuarly to machinery owners). This appears to be
the most radical form of privaization, but may be subject to a number of practical problems (some
central provision of "municipal" type infrastructure and social services, and some central purchasing of
outputs, seem inevitable in the short and medium term).
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Reorganization of Farm Services

8.63 After both state farms and cooperatives have transformed themselves into joint stock
companies in this way, the next stage will be to create a separate farm-management services company,
which sells inputs and mnarkets output. Details of current thinking on the alternatives that may be open
to both state and collective farms are given in Box 8.3. With each option, the use of long leases could
achieve many of the benefits of selling land, assuming that leases are fully transferable and automatically
extended at the end of their term. With such provisions, it is even possible that a very long lease could
be used as collateral for borrowing.

Sale of Land

8.64 The final stage in this process would involve direct land sales to fanners. Although this
appeared acceptable to officials in principle, the mechanisms for such sales, and other preparatory work
(including a definitive survey of farmn boundaries), have not been spelled out. In addition to irrigated
land, the state and most cooperatives own very large areas of land suitable only for grazing. These public
holdings are unlikely to be privatized. The main issue will be the sale or allocation of water and grazing
rights. Some land may also be designated as natural parks for ecological or environmental reasons. Sale
of urban land has not yet commenced, and plans for this are unclear.5

New Role of the Government

8.65 The transition from a centrally planned economy to a market economy will change the
Government's role in agriculture substantially. The primary short-term need for developing the
agricultural sector is a sound macroeconomic policy that will sustain the transition to a market economy.
Without a suitable macroeconomic framework, investments in agriculture and agro-processing are likely
to be the wrong kind, in the wrong place and to produce the wrong product after the economy has
adjusted. The first step involves phasing out state production orders, eliminating input subsidies and
adjusting the prices of wage goods to competitive levels, since these prices influence all consumption and
production decisions. The next step is to establish a hard budget constraint for all state enterprises, that
is, to limit or eliminate the subsidies granted through the state budget or through the banking system.

8.66 Liberalization of imports and exports will provide alternative sources of commodities to
state monopolies and help develop the domestic private marketing system. As a starting point, all
restrictions should be removed on state and collective farms and other economic enterprises for trading.
This should be followed by allowing free entry of individuals into the import-export business.
Consideration also should be given to setting up an international cotton exchange. Finally, consideration
should be given to setting up an international commodity exchange covering a broad range of
commodities in cooperation with other Central Asian countries.

8.67 The next priority is developing the institutions and legal framework needed for a market
economy to function. If privatization of both land and state enterprises is to yield benefits, decision
makers need to be assured that they will be able to retain the benefits of any investments made, not be

5. Nonetheless some land has apparendy been sold on a 99-year lease for industrial development, and some 50-year
leases have been granted for house building.
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directed to produce unprofitable commodities and not be protected from failure. Individuals and firms
must have the means to enforce contracts fairly and be freely allowed to enter into any type of business
in order to foster competition.

Management of the Transition

8.68 Turkmenistan, as other countries of the former Soviet Union faces a daunting task in
restructuring its economy. While privatization and price liberalization are key requirements for the
development of a market economy, equally important is a clear separation of Governmental functions
from commercial functions. In the agriculture sector this is particularly true because the collective and
state farms are both governmental and commercial units. Thus, at the same time that privatization
programs are developed, equal attention needs to be paid to developing local Governments. This will
require laws establishing local governmental units, decisions on how goveming bodies will be formed,
identification of sources of revenue to support schools, roads, health and other services and determination
of how pensioners of the state and collective farms will be compensated for goods and services now being
prov ided by these farms.

Role of the Ministry of Agriculture

8.69 Another problem Turkmenistan faces is developing a functional Ministry of Agriculture
from a number of disparate entities that were the republic-level branches of production and other
Ministries and organizations of the former Soviet Union that operated under direction of Gosplan. There
was often little coordination between these production agencies at the central level and almost no
coordination at the republic level. While the republic-level branch of Gosplan would pass information
to the central government, the central government did not feel obligated to follow these recommendations.
The Turkmenistan Ministry of Agriculture was formed from three earlier ministries responsible for
production agriculture, processing, and marketing and export sales (Agroprom). Some of these ministries
in turn had been formed from other entities. Agricultural research is conducted by the Agricultural
Academy of Sciences, and education and training is carried out by the Agricultural Institute.

8.70 A decentralized economy requires a new role for the Ministry of Agriculture as it moves
from mandating production, distribution and pricing and into the role of regulating the market and
promoting competition. In support of this role, the Ministry of Agriculture will need to develop a market
information system that is freely available to individuals; establish and enforce grades and standards;
establish a targeted safety net for those most affected by the reforrms; orient research needs toward
providing new technology that will increase the productivity of individual private producers and develop
extension and other services to transmit the new technology to those producers.

Long-Run Policy Considerations

8.71 A successful transformation of the agriculture sector in Turkmenistan will result in large
structural changes. Land-use patterns are likely to change and much more diversified patterns will result.
Because of the scarcity of water and increasing demands for water for other uses, land-use patterns will
evolve that most efficiently use water, and marginal areas will no longer be used for production. Cotton
will likely continue as the major crop, but on fewer hectares than now. High-value speciality fruit,
vegetable or tree crops that fill niche markets in Europe or the states of the former Soviet Union will be
developed. The grape and wine industry will continue to expand. Winter grain and other crops will also
expand.
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8.72 The high proportion of people who now live in rural areas will decline as opportunities
develop in the rest of the economy. This change will require production adjustments to less labor-
intensive crops and livestock activities, unless migrant labor is used. The largest restructuring will likely
occur in the livestock and poultry sectors. Livestock production will become more specialized,
particularly the dairy industry. Sheep raising will require the fewest adjustments and, with improved
management, will remain profitable. The poultry industry will require major restructuring and will not
likely survive in its present form. The best long-term investments in the agricultural sector are likely to
be in modem irrigation equipment and technology, modem fruit and vegetable processing, cold-storage
and shipping facilities, wine and alcohol production facilities, modern tanning and wool processing
tacilities, cotton textiles, and modem dairy and milk-processing facilities.

Box 8.4
Technical Assists Recommendations

The amount and type of technical assistance should be keyed to the transition to a market economy.
In the short term, while the economy is in transition, technical assistance should be geared to those areas that
can assist with the transition or areas where there is obvious need regardless of where the country is in the
adjustment process. Once the transition is well under way, technical assistance can shift into those areas
where the economic retuns can be measured.

Short-Term Technical Assistanc

* Because of the importance of using water more efficiently, technical assistance for
conducting a systemwide review of water m&nagement and preparation of a national water
strategy has high priority. The objective of this activity is to develop policies and
procedures that will improve water use, control, operation, maintenance and environmental
conditions. This activity should be coordinated with the 7development of an automated
management system for the Amu Darya being undertaken by the Amu Darya River Basin
Commission.

i Technical assistance for land and irrigation activities inlude assistance for improved
drainage, both system wide and on hris; development of automated water-control and
metering devices to improve water-delivery schdles; development and promotion of better
irrigation and on-farm water-management practices; and cadastral and land-use surveys.

* The Ministry of Agriculture needs to improve its ability to evaluate proposed investnents
as to their feasibility, provide policy guidance on the Government's role in agriculture in a
market economy, and develop new approaches to managing the transition to a market
economy. Technical assistamce could be provided for project evaluation, trainng of
policymakers, development of proposals on the most efficient approach for divesture of its
operational activities, legal assistance fordeveloping commercial and privadzation laws; and
development of extension, market news, statistical and other services.
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Box 8.4 (cont)

o New approwahes are required for the training and eoducaion of teaches, policy makers,
and managers in markeng, busines management, western accountg methods,
gicultural eoonomics, and related areas. Tecnical assitn would focus on ting

and xchnges of Ministry. Academy and k stitute personnel in all areas; evaluation of
the structure and content of ongoig traiing and research programs and development of
a long-range plan; and development of recommendaons for curicula changes appropri-
ate to a market economy.

Medium-Term TchdIcal Assistance

* Oncefint stucr adjustments av occurred so that projects can be evaluated as
to their priority and ecenmi feasibility, tchal assistance can be provded for
prposed investments in irrigaion nftuctr, particuary for improvin drainag and
water efficiency.

Technca assistance may be needed to identify specif invesments in transportaton and
stoe to supp agricutural developme. Potent areas for asstn are m building
fslies needed to move commoditi es expeively, Into ineatoa market and
obtain needed imports, on farm sre and fanto4maret'roads.

Once prices ajust and thr is a morepen economy, areas can be ideified where crop
and livestock divea ion. are possible. Teal assistance can then be natie
vaible for the development of a reserch, exsion and trainig system to suppont a

morediversified agricultural. economy.

In coqiutction. with the developmnt of a mote divaefie agricultural economy,
sme in oe a fod si Wi be possible. Technical assisance

cold be epridd torview al investmets now bein considered for dteir feasibility and
to idei new areas for Inestment.

* TehniTal assistace may be needed to invt ate the ned for resrucing the crrent
Agricultural k or esablishng a diern ra bN*Wn stem of ote rural finbamter
instiuin.
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ENERGY

9.1 Turkmenistan has a rich endowment of energy resources, primarily natural gas and oil,
and ranks among the major energy producers of the former Soviet Union. Currently, Turkmenistan is
the second largest natural gas producer among the new independent states of the former Soviet Union
after the Russian Federation and the fourth largest producer in the world. It is also the fourth largest oil
producer in the region.

9.2 With a small population and a relatively low level of industrialization, total domestic
energy consumption is small. So Turkmenistan is a large net exporter of energy. In absolute terms it
is the second largest net exporter of energy in the region, but per capita net energy exports are about five
times as large as in the Russian Federation, the largest regional net exporter. Around 85 percent of the
country's total external energy trade is with the other republics of the former Soviet Union. Exports of
natural gas account for 95 percent of this trade and for about 95 percent of energy trade with countries
outside the region, mostly in Central and Eastern Europe. Natural gas exports outside the former Soviet
Union are the result of a swap by Gasprom of Russia of part of its exports for Turknenistan supplies
going to southern Russia.

9.3 Energy exports are estimated at R300 billion in 1992 against imports of about
R5.0 billion.' Hard-currency revenues from exports of natural gas in 1992 are estimated at US$700
million and accounted for about 70 percent of the country's total hard-currency receipts during the year.
If Turhnenistan's energy trade with the countries that used to make up the Soviet Union were valued at
world market prices or prices that fully reflect the economic value of energy resources, the trade balance
would have been about R540 billion (US$2 billion equivalent) higher.

9.4 The energy sector is the Government's most important source of ruble and hard- currency
revenues. In 1992, the natural gas subsector is estimated to have contributed R22 billion to Government
fiscal revenues through taxes and other levies on production and profits. In addition, about $0.5 billion
of the subsector's hard-currency export revenues accrue directly to the Government. Other sources of
fiscal revenues were comparatively small.

9.5 The prospects for the natural gas sector to become the motor of rapid economic growth
and transformation are clouded by the relatively low remaining proven reserves in developed fields, the
limited capacity of the domestic industry to identify and develop new reserves and the uncertainties
surrounding export markets both in the former Soviet Union and elsewhere. Most of these challenges
can, however, be met if the Government can create an environment that will attract both foreign expertise
and capital to regenerate the gas sector's production potential and to help diversify the markets for the
country's natual gas.

9.6 The potential for the country to expand its production of crude oil and petroleum products
and reduce its narrow dependence on natural gas appears to be considerable. The Government recognies
that foreign investors will play a crucial role in developing this potential by providing capital for
exploration and development and by introducing new technology. A satisfactory legal and fiscal

1. Assuming an average exchange rate of US$1 - R267 for transactions trough the year.
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framework for external investment in the sector would be required to achieve this objective. The existing
procedures for promoting the country's petroleum potential to foreign investors will also need to be
changed to encourage wider investor interest. The domestic industry can also make an important
contribution to expanding oil output, particularly in the medium term, through improvements in the
efficiency of exploitation and timely investments in existing producing fields. However, this would
require policy measures to improve the profitability of the industry and thereby its capacity to finance
necessary investments and maintenance.

9.7 The sector has a large inestment program under consideration at present. In most
instances, the proof that these plans are economically and financially viable are not in place. Final
decisions on these plans should be deferred until thorough assessments of their economic and commercial
viability have been deternined. It would seem wise for the Government as far as possible to seek to
mininize the exposure of the public sector to the capital risk entailed in most of the proposals likely to
be implemented, particularly where they are export oriented. One of the best tests of the likely viability
of projects is whether investors are willing to risk their own capital in them.

9.8 Given the existing limited capacity in the country to assess the commercial aspects of
export-oriented investments, the Government should seek to build up as rapidly as possible a central core
of such expertise. In the interim, it would need to retain the services of independent expert advisors to
assist it in screening, packaging and negotiating significant investment proposals in the sector.

9.9 The productivity of key sector assets, particularly in the oil and power subsectors, has
been declining seriously in the recent past as a result of inadequate cash generation or retention for
reinvestment by enterprises. The Government needs to take urgent measures to strengthen the
profitability of sector enterprises to avoid the premature loss of sector capacity. In the interim, given the
backlog of work that needs to be undertaken, these remedial investments should have priority over
capacity expansions or new investments inthe allocation of investment resources. The Government might
well seek to attract foreign investment in the restoration of the condition of sector assets, particularly in
the export-oriented sector. This would allow public sector resources to be freed for other, for example,
the social-sectors.

Natural Gas Sector

Supply Issues

9.10 The recent history of natural gas production is illustrated in Figure 9.1. Production of
natural gas increased consistenty from 1966 to 1989, when it reached a peak of 89.9 billion cubic meters.
Thereafter, production declined slowly to 84.3 billion cubic meters in 1991 and then fell sharply to
64 billion cubic meters in 1992. The decline in production reflects a shift in extraction policy from one
based on exploiting the fill production potetal of the system to one driven by an aggressive objective
to maximim unit prices and total revenues from gas exports. There was a serious dispute with the
Ukraine when it refised to pay the higher price requested by Turkmenistan. Shipments to the Ukraine
ceased from March to October 1992. Production is expected to increase only marginally to about 68 bcm
in 1993, largely as a result of reduced export deliveries in the second half of the year. The reduction in
exports reflects interruption to deliveries as a result of payments disputes and gas transport problems.
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Natural Gas Reserves: Lewel and Composition

9.11 Turlaneistan ranks high in the world in the potential occurrence of natural gas. Total
indicative resources of natural gas have been estinated at about 14 trillion cubic meters (tcm) based on
the analysis of the country's geologic structures. As of January 1, 1993, a total of about 4.0 tem of non-
associated gas had been identified in the country through exploration activities. Currently, total remaining
identified reserves of natural gas amount to 2.7 tem following the cumulative production of 1.3 tcm since
the beginning of large scale gas production in the country in the early 1960s. Of the remaining reserves
of natural gas, an estimated 1.3 tcm or about 15 years of production at current production levels are
assessed by Turkmengeologia (the Government's geological agency) as capable of being produced on an
economic basis (i.e proven and probable).2 The balance of remaining reserves are awaiting full appraisal
through additional drilling and testing to determine whether they can be exploited commercially under
current economic and technical conditions. About 75% of remaining reserves are in developed fields.
However, at present, there are 25 producing fields, five of which account for 50% of total remaining
reserves and over 50% of current gas production. The balance of the country's remaining identified
reserves are distributed amongst 122 relatively small fields.

Constraints on Fute Gas Production
Historic Gas Production

9.12 There are two key potential
constraints on future gas production capacity:
(i) the technical capacity of the domestic gas
producing industry to appraise and develop
reserves on an efficient basis; (ii) the financial .
and technical capacity of the country to
replenish and maintain an adequate level of
reserves.

9.13 While the total remaining
identified reserves (2.7 trillion cubic neters) ta c c I t u t e u u EaL

can sustain production at recent levels until
the mid-2010s, the capacity of the domestic
industry to develop the remaining identified Figure 9 .1
and undeveloped reserves appears limited. In
particular, at its current rate of productivity in drilling appraisal and development wells and with its
complement of drilling rigs, the gas production enterprise can complete about 40 wells per anmnm.
Compounding the problem of low productivity, the local industry does not have, at present, the requisite
equipment or experience to dril in the high-pressure zones characteristic of most of the recent additions
to identified reserves.

9.14 In addition to its limited capacity to develop identified reserves, the country has been
experiencing a progressive liquidation of its base of identified reserves in the last decade. From 1986
to 1990, cumulative production exceeded additions to identified reserves by about 200 billion cubic
meters. This deterioration in reserves replacement reflects an end to the period of easy gas discoveries

2. In the system of reserves classticaton of Turkmenistan and the FSU, these reserves are termed Category A, B, and
Cl reserves.
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in Turkmenistan. The local exploration organizations have been encountering increasing difficulties in
identifying and appraising geologically complex structures located in deeper horizons than encountered
in the earlier period of petroleum exploration. The technology and know-how for effective exploration
in such conditions is not generally available in the former Soviet Union. If this trend of poor reserves
replacement continues, the industry will be effectiv ', liquidated within the next 30 years.

The Prospects for Future Gas Production

9 15 Assuming that no significant policy or management actions are taken to improve the
sector's operating perfcrnance, a likely future gas production profile is illustrated in Figure 9.2. The
profile is based primarily on a field-by-field analysis of production from the producing gas fields in the
Aniiu Darya basin, the base of the country's non-associated gas production.3 This profile indicates that
the country's main developed reserves will be depleted by around 2020. Total captured gas production
will decline to 46 billion cubic meters by 2000, and slump to 23 billion cubic meters by 2005. Based
on trends in domestic gas consumption, the exportable gas surplus will drop to 24 biflion cubic meters
by 2000 and there will be no exportable surplus by 2013. At that point, under this scenario, the country
will need to import gas for domestic consumption.

9.16 Instead of allowing the depletion of existing producing fields and of its production
capacity, Turkmienistan has the option of bringing into production currently proven and probable reserves
in the other smaller developed fields. However, this will not make a material difference to the
sustainability of exportable output in the medium term. Total gas production would decline to about
60 bein by 2000 and 23 bcm by 2008 and the switch-over in domestic self-sufficiency in gas would be
deferred by two years.

9.17 Production patterns could be firther augmented by bringing identified possible reserves
and newly discovered reserves into production. In particular, progressive development of about 1.0 bcm
(equivalent to double the present discovered but not yet appraised reserves in non-producing fields) by
the end of this decade could sustain production at 70 bcm per year until about the mid-2010s. This
scenario would require further intensified and successful exploration efforts. Given domestic drilling
productivity and capacity, field development on this scale would require external contracting to execute
and would cost about an estimated US$3.0 billion in addition to substantial additional costs in finding new
reserves. While this cost would represent only about 30% of the projected cumulative value-added of
the natural gas sector over the next four years, much of this value-added is pre-empted by taxes for use
in other sectors of the economy or appear to be earmarked for investments in more downstream activities
in the gas subsector. It may be neither feasible nor economically prudent to re-invest such magnitude
of resources in the gas sector. This scenario would thus require large scale foreign participation in
exploration, development and financing in the gas sector.

3. The balance of natural gas production emanates currently from associatd gas fields in the westem part of the country;
production from this source is projected to amount to no more than 4 billion cubic meters a year. The production profile excludes
the potential for greater production as a result of actual gas production that was significatly lower than the production potntial
in 1992.
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Gas Production Potential
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Figure 9. 2

Government Gas Sector Development Strategy

9.18 The Government recognizes the impending crisis inthe country's gas production potential
and is engaged currently in formulating a revised long-term strategy for addressing the key underlying
issues facing the domestic industry. Central to the evolving strategy is a large emphasis in attracting
foreign technology and capital to relieve the key potential constraints on gas production capacity. This
strategy would need to address effectively four areas in order to set the basis for achieving its main
oujective: (i) the establishment of a clear and comprehensive legal, contractual and taxation framework
to assure potential investors of a stable operating and commercial clinate for their activities in the oil and
gas sector; (ii) the required changes in the system of promotion of the country's petroleum resources from
the one currently used to promote foreign participation in relatively small low-risk development and
rehabilitation ventures in the oil sector to one more appropriate for high risk and large-scale exploration
and development activides; (iii) the arrangements for pricing and marketing gas and the terms of access
by third parties to the existing gas transmission network within the country; and, (iv) the Government's
strategy for addressing the key export market risks in the short-term and for establishing alternative
infrastructure access to export markets in the medium to long-term. The extensive experience of the
World Bank in the development of natural gas resources suggests that, in the absence of a clear policy
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on the commercial aspects of gas production, promotional initiatives in gas-prone territories are unlikely
to succeed.

9.19 Based on a revised strategy for development of the gas sector, the Government expects
gas production to be progressively expanded to about 210 bem per annum by 2006. This is a very high
case scenario and would require all the key elements identified above to be in place in the very near term.
In addition, it would require a highly successful outcome for investment promotion and exploration
activities; a large growth in external gas markets; and solid improvement in Turhanenistan's competitive
advantage in such markets. The implicit export market demand is very optimistic. Currently, the market
for natural gas in Europe is estimated at about 350 bcm, of which Turkmenistan has a share of 3 percent.
Projections of future growth in demand in the European market vary widely with the most optimistic
indicating total demand for gas of 670 bcm by 2010. Turamenistan's market share would need to
increase to about 20% in order to absorb its exportable surplus over and above the demand from countries
in the former Soviet Union. This would be extremely difficult to achieve given the level of competition
from Russia and elsewhere. Finally, the gas investment program both to develop wells and create the
infrastructure necessary for expanded exports is extremely large. Such a program of intensive
development would cost at least US$20 billion spread over six to eight years. It may be too optimistic
to expect the required magnitude of capital inflows over such a short period time or the ability of the
economy to develop the large absorptive capacity to make such an inflow effective. Nonetheless, given
the country's favorable geology, it is clear that with a well-articulated strategy for addressing the
technical, market and fincial constraints on gas production capacity, gas production could be maintained
at recent levels in the medium term and significantly expanded in the longer tern if prospective market
conditions permit.

Gas Exports

9.20 No meaningfl data on export patterns are available for the period prior to Turmanenistan's
independence in 1991. The regional gas supply system was operated as an integrated organization with
the primary emphasis on the optimization of gas flows over the system as a whole. Inter-republican gas
trade reflected physical flows between contiguous republics. With gas priced on a uniform pan-territorial
basis, there was little incentive in any event for the separation of physical gas flows and transport cost
optimization from sales contracts. Under this system all Turkmenistan gas exports were assigned to
Uzbekistan, which was self-sufficient in gas.

9.21 Turklenistan started negotiting distinct gas sales, swapping and transport contracts in
1992 based on an allocation of the regional market by Gasprom in 1991. Under this allocation, gas
exports from Turkmenistan accounted for about 27 percent of all gas exports by regional producers.
More important, Turkmenistan gas exports accounted for about 65 percent of the apparent consumption
of gas in the Central Asian and trans-Caucasus republics, excluding Uzbekistan. In addition,
Turkmenistan supplied about 25 percent of the Ukraine's apparent gas Without these supplies, Gasprom
would not have been able to expand gas exports outside the region to 104 billion cubic meters by 1991.

9.22 For exports outside of the region, Turkmenistan is allocated a quota based on its share
of total production within the former Soviet Union. This quota amounted to 11.3 billion cubic meters
in 1992 based on the country's relative share of 11 percent of regional natural gas production in 1991
and conforms to Gasprom's indicative allocation of intra-and extra-regional exports. The extra-regional
export allocation is swapped with the Russian Federation for gas exports from Siberia.



Energy 153

9.23 The basis for allocating exports outside the region is essentially arbitrary in the sense that
a number of other equally defensible ways of sharing an external market could be devised. One that is
preferred by Turkmenistan is the allocation of exports to hard-currency markets based on relative shares
of total gas exports by the producing republics. Using this basis would give Turknenistan a hard-
currency export allocation of 27 percent, or 27 billion cubic meters, based on exports for 1991. Gasprom
of Russia has indicated, however, its strong opposition to increases in the absolute level of
Turkmenistan's allocation. Thus, in the short to medium term, the prospects are limited for increasing
exports (notional or actual) outside of the system. Turkmenistan not only depends on Gasprom of Russia
for infrastructure access but is also totally reliant on Gasprom for sales and transport negotiations and
contracting. One key risk factor for Turkmenistan regional gas exports is the possible impact of
developments in the Russian domestic gas market on regional gas supplies. The domestic demand for
natural gas in Russia is expected to decline significantly by 1996 as a result of economic pricing of gas
supplies and industrial restructuring. The potential decline in demand has been projected as large as
200 billion cubic meters (bcmn). If the anticipated restructuring in the Russian gas market actually occurs,
a considerable volume of incremental gas supplies is expected to be released for export to the region.
This eventually would probably reduce d.mand for Turkmenistan gas in the region as well as exports to
outside the region. However, it should be noted that there is increasing, if implicit, cooperation in
pricing between Turlamenistan and Gasprom, the effect of which may be to reduce competition on supply
and raise prices to offset the impact on volumes.

9.24 Despite this outlook, Turkmenistan may well be able to improve the prospects for
changing the allocation or limiting declines in its export market share by developing its own capacity to
market its gas to Europe and to negotiate appropriate sales contracts that, for example, shift the
responsibility for arranging transportation from itself to third parties that have greater negotiating leverage
with the Gasprom of Russia system. The country would, however, require considerable external
consultancy, advisory and training assistance to develop such a capacity.

9.25 With possible exports outside of the region constrained by competitive considerations by
Gasprom, Turkmenistan exports have become increasingly defined by attainable prices, the payment
capacity of potential importers and Turkmnenistan expectations as to the direction of future prices. At the
beginning of 1992, export prices to countries outside of the former Soviet Union were set at US$75 per
1 million cubic meters fob Uzghorod on the Ukrainian-Slovakia border. Reflecting the underlying
allocation of ex-CMEA markets to Turkmenistan, 87 percent of deliveries were payable in convertible
currency, with the balance to be settled by barter of goods. Gas transport tariffs were set on a one-year
basis at R1,000 per million cubic meters plus a charge of 1.5 billion cubic metets of gas in kind (to be
subtracted from the export allocation) for compressor fuel.

9.26 In contrast, prices for the former Soviet Union were established at the start of 1992 at
R870 per million cubic meters at the Turkmenistan border for settlement in rubles except in the case of
Armenia, which was to be supplied on the basis of barter. Similar to exports to the former Soviet Union,
gas was provided in kind for transport fuel. The contract prices for former Soviet Union exports were
changed in July 1992 to offset the severe erosion in the price of exports as a result of a substantial
depreciation of the ruble and to differentiate between different markets, principally on their ability to pay
for imports.
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Box 9.1
The Utilization of Gas

The recent pattern of utilization of natural gas produced in TurkmeAistan is shown in
Figure 9.2 below. Large-scale production of natural gas in Turkmenistan was developed primarily
to meet the industrial and power-generation needs of the more industrialized countries within the
former Soviet Union. As a consequence, the industry has been highly export oriented with exports
accounting for more than 90 percent of total production. Domestic natural gas utilization is
dominated by the power sector, which accounts for around 57 percent of domestic consumption.
The power sector is also the only significant gas-based exporting industry, with about 35 percent of
its net output exported to neighboring countries. The balance of domestic gas consumption is more
or less evenly distributed among residential use, district heating and industry and commerce.

Historic Natural Gas UtMi4atio.,
to

8 

i-

9.27 In January 1993, the export pricing basis was revised. Export prices to the former Soviet
Union republics were again set on a uniform basis (at the Turhnenistan border) at 60 percent of the price
of exports to areas outside of the former Soviet Union, based on an exchange rate for inter-republican
trade of R400 to US$1. Prices are subject to change on a quarterly basis to reflect changes in the
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exchange rate and were changed in July 1993 to reflect an exchange rate of R800 to US$1. Exports to
outside the former Soviet Union are priced at $80 per million cubic meter at Uzghorod. Transport
charges for both categories of exports were set in January 1993 at R180 per thousand cubic meter per
100 kilometers with an underlying initial exchange rate of R400 to US$1 but have subsequently been
revised to R980 per 1000 cubic meters per 100 kilometer subject. The revision reflects a change in the
exchange rate and a decision to increase tariffs for transport services towards 'world market" levels.

9.28 Turkmenistan's gas export pricing strategy has been dominated by one objective: to
achieve progressive parity in pricing between exports to republics within the former Soviet Union and
outside the former Soviet Union with settlement in convertible currency. The original goal of the
Government was to achieve parity in prices by January 1993. Achievement of this objective proved
elusive in 1992. However, toward the end of 1992, Gasprom of Russia adopted a much more aggressive
pricing policy towari the former Soviet Union republics, in particular, Ukraine. Turkmenistan was able
to speed up the rate of adjustment of its prices by linking its pricing strategy explicitly with that adopted
by Gasprom of Russia.

9.29 While pricing gas uniformly across all export markets is simple and attractive, it is not
necessarily an optimal policy. First, gas prices in the individual markets are shaped by different
competitive factors. In particular, gas prices are determined Ly the price of close energy substitutes,
mostly heavy fuel oil or various grades of gas oil. The prices of these substitutes are in turn determined
by a combination of regulatory controls and market forces that varies dramatically from country to
country. Pricing on a uniform basis runs the risk of undermining the competitiveness of Turkmenistan's
gas exports in some export markets. The loss of export markets could constitute a serious loss of
revenues to the Turkmenistan economy if there are no alternative export marke%s for such output and
existing effective prices are greater than the economic value of gas. This is, to some extent, the case at
the moment. Second while the competitiveness of Turkmenistan gas in export markets depends on its
price relative to energy substitutes, Turkmenistan should be interested most in how much it gets for its
exports at its border. The difference between these two prices is the cost of transport. This cost varies
significantly from republic to republic. Reconciling the objective of maximizing revenues to the country
ant protecting the competitiveness of its gas implies accepting different prices at the Turkmenistan border
for different republics depending on transport costs and domestic market conditions. This should apply
as long as the revenue earned at the border is greater than the economic value of gas.

Gas Picing Iss

9.30 Turkmenistan has already encountered significant problems in implementing its export
pricing strategy. When the initial price increases were implemented, transmission and distribution entities
in the importing republics proved unable to pay for delivered gas as domestic energy prices lagged
significantly behind the border price of gas from Turlanenistan. As a result, the level of accounts
receivable on export trade grew dramatically. At the same time, the importing countries found it
increasingly difficult to finance the arrears of these enterprises as their external trade accoumts and access
to ruble balances deteriorated. But for political and economic reasons, Turkmenistan proved reluctant.
aside from one or two dramatic cases, to interrupt supplies by substantial amounts.

9.31 As a result of this gas trade financing problem, the objective of conducting gas trade
within the region in convertible currency has been practically abandoned, while trading has been switched
largely from a ruble (monetary) basis to a clearing (essentially barter) basis. While all inter-former
Soviet Union gas trade (except with Armenia) was to be settled in cash under the initial sales contracts
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for 1992, around 87 percent of contracted deliveries in 1993 are for settlement by clearing. Barter
constitutes an inefficient basis for trading and a substantial deterrent to an effective national savings and
investment strategy owing to a strong imperative to take goods irrespective of prevailing needs. While
it is difficult to quantify, the effective price of gas under such a trading regine is probably substantially
less than the notional price. Aside from the inherent problems of barter transactions, the country has
been experiencing serious problems of non-performance of importers on barter transactions. As of
November 30, 1993, the level of receivables for gas exports to the FSU was about US$0.9 billion
equivalent, equal to about 40 percent of the value of gas exports (to the FSU). About 85 percent of this
amount represented arrears in delivery of goods in exchange for gas.

Planned Diversification of Gas Use and Exports

9.32 In the medium term, the Government plans to overcome the constraints on the country's
export of gas in two ways: (1) by developing alternative pipelines for access to existing and new hard-
currency markets; and (2) diversifying into gas-based chemicals where transportation constraints are
perceived as much less binding. The Government has already engaged consultants to review routing
options, tentative costs and likely end market demand, competition and prices for a pipeline system to
Europe through Turkey. However, while it addresses some commercial issues, the emphasis of this
revit - s primarily technical. Until detai!ed market studies are undertaken, the conclusions of this study
should be considered highly preliminary and cannot serve as a basis for investment or financing decisions.
Other routes under consideration include a southern route to Pakistan through Afghanistan, and plans a
pipeline to China and liquefaction facilities for onward export of liquefied natural gas (LNG) to Japan.

9.33 The initial indications are that an alternative transport system to European markets would
cost within a range of US$4 billion to US$8 billion depending on routing, length and capacity. Given
the likely investment size, the many combinations of possible markets and routes, and the economic and
financial risks inherent in large fixed installations, the Government should conduct a detailed technical
and commercial feasibility study of all promising choices before deciding on an option to be pursued.
Also, it is unlikely that there will be any interest on the part either of potental external investors in a new
pipeline system or of importers of gas unless the reserves position is assured. An appropriate gas
exploration promotion strategy would need to be devised if export route diversification is to be a viable
proposition. Finally, preliminary analysis suggests that, on the basis of the projected cost range for
investments in alternative pipeline systems to European markets and existing prices, the effective netbacks
are only marginally better than the notional amounts curenty obtained in the former Soviet Union. Since
these markets are likely to be subsltutional given gas production constraints in the medium term, the
Govermnent should also carefully consider the options of improving price and settlement prospects in the
former Soviet Union markets as opposed to assuming the additional risks of sizable infrastructure
investment.

9.34 For diversification into petrochemicals, the Government's preferred option is the
development of natural gas-based polyethylene production. A polyethylene project (200,000-ton capacity)
is currently under detailed study. In addition to the production of granules for export, this project is
envisaged as providing the basis for backward integration into domestic plastics manufacture. The
preliminary results of the feasibility study indicate a likely cost of US$1.2 billion for the facility. Based
on the assumptions of the study, the financial returns to this project are significantly less than should be
expected from a capital-intensive investment in a highly cyclical industry. In particular, even if the
natual gas input *. free, the return to the processing activity will be marginal. The project under such
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conditions is a poor financial and economic option compared with keeping the proven gas fields
designated to supply it dormant or exporting gas to the former Soviet Union.

9.35 The manufacture of polyethylene is an established process, and the viability of investments
in it depend critically on commercial factors such as the attractiveness of the intended markets, the
potential competitiveness of an entrant and the cost effectiveness of procurement arrangements for
equipment, plant and process licenses. The Government should review these factors in detail before
making an investment commitment. The Government should also consider alternatives to a direct and
sizeable public investment in a project of this nature in order to reduce its capital exposure and risk while
securing the benefit of providing an economic return to its gas reserves and the possibility of local access
to inputs for downstream industrial processing. Finally, the choice of polyethylene as the project of
choice appears to be largely historically determined. Other gas-processing options may prove to be
equally or more attractive. The Government should consider undertaking a focused study of gas-
utilization options to identify alternatives or future avenues for gas processing.

Domestic Gas Utilization

9.36 Domestic consumption of gas represents only about 10 percent of domestic production,
with households accounting for about 12 percent of this consumption or about 1 percent of national gas
production. Prior to independence, the expansion of the domestic distibution network was restricted by
lack of fumds and a policy emphasis on gas exports to the more industrialized republics in the Union.
One of the Government's major policy objectives now is to expand the network to achieve universal
coverage of households by 1996 from a current coverage of 52 percent of all households (an estimated
88 percent of urban and 22 percent of rural households). This is likely to cost about US$1 billion
equivalent, about 30 percent of which will consist of the cost of imported inputs. The average
incremental capital cost of gas supplies to household with this magnitude of investment will be about
US$100 per 1,000 cubic meters and significantly higher for connections in the more remote and less
densely populated settlements.

9.37 While it is implementing this expansion of the distribution system, the Government is also
planning on a significant program of liquid petroleum gas (LPG) production to substitute for imports.
Imported LPG is used predomiantly by the household sector particularly in rural areas where it is a
prinary source of energy for around 77 percent of households. There is an established infrastructure for
its distribution, and its production appears to be not only very import competitive but significantly less
than the average unit inremental cost of supply of piped natural gas. However, while LPG may
constitute an important investment option for the Government in reducing the cost of distribution
expansion, any such investment v =4 be a waste of resources if universal access to natural gas is going
to be provided in any event (as appears to be the case). Important benefits will be gained by the economy
if a clear policy is established on the role of LPG in the energy sector. The definition of such a policy
would require detailed analysis of the potenial energy requirements in mral settlements, the appropriate
scale of investment in LPG recovery systems and the potential for savings in investments in distribution
system expansion by the Government. This is the type of investigation that can be effectively undertaken
within the framework of a comprehensive gas utilization study.

Investment Needs

9.38 Capital expenditures related to gas production and tansmission activities are expected to
amount to about US$100 million between 1993 and 1996. Most of this will be in conjunction with the
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limited ongoing drilling program. To maintain its medium-to long-term production capacity, the industry
would need to invest around $3 billion in appraising and developing identified reserves in the next 5 to
10 years in addition to stepping up its exploration efforts. Given the uncertainties surrounding
Government policy for attracting potential external operators into the sector and the existing export
markets, it is unlikely that large-scale foreign investment would be forthcoming in the near future. It is
also clear that given the uncertainties of the only available export markets (the forner Soviet Union), it
would be imprudent for the Government to devote large resources soon to gas field development.

9.39 The timing of significant investments in alternative pipeline systems or major
petrochemical diversification is uncertain. However, while the incentives for such investments may be
strong toward the end of the period covered by this medium-term scenario, particularly if the projected
significant increases in exportable regional gas surpluses materialize, these investments will be beyond
the capacity of the country to finance. In addition, there is little prospect of any investor being willing
to finance such investments unless the outlook for gas production improves. In summary, the country
may need to invest a total of at least US$8 billion in gas fields development and alternative export
pipelines by the end of this decade to ensure the future of the gas industry. This can only be fmnanced
with significant external investor participation.

9.40 In the medium to long term, the realization of the potenial for the sector to be the motor
for the rapid transformation of the economy will depend on substantial investments to regenerate its
production potential and, possibly, to gain access to new markets with few of the constraints on paying
for imports facing the traditional markets. Given the claims of the Government on the sector's cash
generation and the composition of such cash flow, the sector cannot finance such investments on its own.
Again, the effective management of the surpluses that are generated by the sector in the next few years
would be crucial to managing any future decline in gas export revenues and to establishing a degree of
creditworthiness that would be crucial to mobilizing the magnitude of external financing that would be
required to implement these investments.

The Oil Sector
Oil Reserves and Production Potential

9.41 Turkmenistan has substantial, if latent, oil production potential. Proven and probable oil
reserves are esdmated at 1.1 billion tons and ultimately recoverable oil from these reserves is estimated
at between 315 million and 420 million tons (2.2 billion to 2.9 billion barrels).

9.42 Reflecting the general crisis in exploration activity, the pace of reserves replacement in
the industry has declined sharply in the last five years, with net additions to reserves falling from
112 million tons in the period 1981-86 to 47 million tons in 1987-92. However, in contrast with the
naural gas industry, the production potentil from the existing oil reserves is substantial. The current
proven reserves-to-production ratio is at least 60 based on recent production and a conservative
assessment of commercially recoverable oil reserves.

9.43 Reserves-to-production (R-P) ratios of this magnitude are highly anomalous in countries
with significant development financing needs. More typical ratios are in the range of 12 to 20. In the
case of Turkmenistan, the high R-P ratio primarily reflects an unsatisfactory rate of exploitation and
involuntary conservation of reserves. The involuntary conservation of oil reserves is counter to the
country's best economic interest. Turinenistan has substantial and economically worthwhile development
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needs. As long as the return to investments in satisfying these needs is greater than the expected increase
in the future price of oil, deferral of development of economically viable oil reserves leads to a loss to
the country's economy. Given the amount of potential incremental production involved from fuller
exploitation of available reserves, the loss for Turkmenistan is substantial. For example, a reduction in
the R-P ratio from 62 to 40 would generate additional gross export revenues of US$280 million per
annum at present prices. Deferring production at the rate implied by this lower R-P ratio for five years
will lead to a loss of at least US$400 million in foregone benefits from early use of these revenues. Such
a loss can only be offset if oil prices grow at more than 10 percent per annum in real terms. Such
growth is highly unlikely.

History and Performance

9.44 Recent crude oil production is illustrated in Figure 9.3. Crude oil production in
Turkmenistan has been in secular decline since the 1970s when output was as high as 15 million tons
(300,000 barrels per day). Recent production (including gas condensate) has stagnated around 5.2 million
tons (104,000 barrels per day).
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9.45 Present oil production is characterized by extremely low per-well productivity caused by
a combination of poor well-completion practices, poor reservoir-management practices and sustained
production from wells that are beyond their economic limits. At prevailing production rates and assuming
international unit costs and output prices, more than 50 percent of active wells do not appear to justify
expenditure on routine maintenance operations such as workovers. The underlying causes of widespread
poor performance of producing wells, other than depletion of reservoirs beyond their economic limits,
appear to need careful and urgent examination.

9.46 The financial performance of the oil industry has been highly unsatisfactory. While the
costs of key operating inputs such as electricity are heavily subsidized, crude oil prices have been subject
to stringent controls. Limited financial information made available to recent Bank missions indicates that
for the first nine months of 1992, the onshore enterprise generated RI.4 billion in profits before drilling
operations, or the equivalence of US$0.50 per barrel of oil produced. In contrast with the recent past,
Turkmenistan now has to import practically all its maintenance and investment requirements for the
industry at world market prices (explicitly or implicitly). Given this situation, the industry doesn't
generate enough cash to adequately maintain wells and surface facilities and to expand field development
programs that would sustain or expand production.

9.47 Reflecting a history of poor financial and operating performance, the attrition rate of
producing wells has been high, with about 411 wells (16 percent of all wells in non depleted fields) idled
for lack of maintenance as at November 1992. Compounding this problem, drilling productivity has been
comparably low, leading to a substantial backlog in-fill development of existing fields and the
development of new fields.

Strengthening Sector Performace

9.48 In the short run, the Goverment would need to address the industry's underlying lack
of financial resources for essential maintenance activities in order stemming the declining trend in
production. The Government increased the price of crude oil significantly in February 1993 from R2,000
per ton (US$5 equivalent per ton when set in August 1992 and equivalent to about 6 percent of the fob
export price) to R15,000 per ton ($21, or 25 percent of the fob export price), but this price hike is not
enough for producers to generate sufficient cash to finance imports of equipment and supplies. However,
irrespective of the actions taken on pricing, the size of the backlog of work accumulated would require
more resources than the capacity of the oil-producing enterprises could generate in the short term. In
addition, to be done effectively, both remedial operations and workovers may require significant upgrades
of technology and techniques. To reverse declining production will thus require considerable foreign
capital and technology.

9.49 Notwithstanding the need for and the Government's interest in attracting foreign capital,
the institutional structures and legal and finaincial framework to do so effectively are absent. The
management of promotional activities needs changes to eliminate potential areas of conflicts of interest
between the financial interest of the outside firm currently managing such activities for the Govermnent
and the long-term economic interest of the country. One of the best ways to eliminate this conflict of
interest is for the management of all promotional work to revert to the Governneut. The Government
would need external advisory assistance and training of its staff to manage such an activity effectively.
A petroleum law to clarify the respective role and obligations of the Government, its operating agencies
in the sector and potential external investors has yet to be drafted. A global natural resources law was
recently enacted by the Government. This law is not appropriate, however, to the needs of the oil
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industry, and petroleum should ideally be removed from its ambit or, at the least, the areas of conflict
between this law and provisions more appropriately tailored to the oil industry resolved explicitly. Also,
the potential tax and financial arrangements governing the industry are unclear and would require some
form of codification. Finally, large scale oil exploration and development would be contingent on the
availability of adequate transport access to foreign markets. Work on defining possible export pipeline
routes and financing strategies for such a project is only at a very early stage. Existing rail and sea
(Caspian Sea) transport route options can only handle very limited incremental production and at
relatively high unit costs.

Foreign Investment in the Oil Sector

9.50 Foreign investment in the oil sector currently consists of three joint ventures with
Turkmeneft, the onshore oil-producing enterprise. The contracts were awarded in January 1993 following
a competitive tender based on signature bonuses paid beyond a minimum reservation amount. Signature
bonuses paid (or payable) for the awarded contracts amounted to $65 million. The expected production
performnance of the three joint ventures based on analysis of limited but publicly available financial and
geological information is summarized in Table 9.1.

9.51 0 i I
production from existing Table 9.1
discovered fields is expected Incremental Production by Joint-Venture (JV)
to be more than doubled by Projects
1996. Total domestic crude
production will then be equal 1994 1996 1998 2000 2005
to about 190,000 barrels per Production (mn tons) 1.3 5.2 8.1 6.3 4.4
day assuming no precipitous Percentage of 1992 production 28.0 111.0 172.0 134.0 94.0
decline in production from
non joint venture fields Source: World Bank Staff estimates.
compared with about 91,000
barrels per day currently.
The joint ventures are
expected to generate total discounted financial benefits (at 15 percent) over a 22-year period of about
US$2 billion, or an average annual amount of US$320 million, assuming no upside to the reserves
potential and the valuation of domestic sales of crude oil at the net export price of crude oil. About
76 percent of this sum (or US$240 million) will accrue to the country.

9.52 Given the above, the local joint-venture partner, Turkmeneft, should generate enough to
finance most remaining oil fields remedial activities, given that most of its share of joint venture
production will be exported, and if its share of production destined for the domestic market (and its
production from non joint venture operations) are properly priced.

9.53 However, the benefits to the country identified above will only be fully realized if the
joint venture contracts are effectively managed and facilitated. Delays in the startup of productive
activities will reduce the returns to the joint venture foreign partners. Nonetheless, their returns may still
be satisfactory, given their very high prospective returns (rost-tax returns to their minimum required
investmnents, including signature bonuses, are estimated at 40 percent and 60 percent, significantly greater
than prospective returns for much higher risk petroleum operations). However, a decline in their total
financial benefits from the projects will be mirrored by a corresponding decline in the value of the
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benefits accruing to the country. For example, a two-year delay in the startup of production activities
will reduce the value of the benefits to the country by an average of US$64 million per annum. There
is little experience in joint venture contract administration and facilitation in Turkmeneft or in the
Government to ensure the minimal slippage in the agreed work program of the joint ventures. This is
one area where the Government should seek to strengthen domestic capacity.

Refined Products

9.54 The country has two refineries with total effective capacity of about 8.2 million tons of
crude oil. One refinery, dedicated to processing domestic crude, has matching capacity for the current
level of crude production. The other refinery was recently commissioned and was sited to process crude
oil from neighboring republics and Siberia. The processing efficiency of the domestic market-oriented
refinery is low with high fuel input and high process losses. The refinery was starved of funds during
most of the Soviet Union days, forcing it to defer or abandon the completion of major upgrading and
rehabilitation work. Its current profitability, based on a fixed margin over crude oil and processing costs,
is still very inadequate for it to start redressing the past neglect. The export-oriented refinery is currently
facing severe problems in financing or obtaining crude oil inputs, which are imported at between
60 percent and 80 percent of world market prices. Its medium-term export prospects are clouded by the
fact that its configuration leaves it with a basic facility with a high yield of low-value residual products.
It will need major investments to upgrade its product slate to an attractive one. This should not be
undertaken until its competitive prospects are carefully determined.

9.55 Domestic oil product demand is dominated by gasoline and diesel. While the domestic
refinery produces enough diesel to meet domestic demand and to generate an exportable surplus,
production of gasoline is now nearly outstripped by demand and has to be supplemented periodically by
output from the export-oriented refinery. The current (August 1993) gasoline price at the refinery is set
at about 46 percent of world market prices. Unless urgent action is taken to raise this price to encourage
efficient consumption, the country could become a sizable gasoline inporter in the medium tenn.

Power Sector

Stucture and Operations

9.56 Turlamenistan has six generating stations operating within an integrated grid with total
installed capacity of 2,548 megawatts. The system is interconnected with the power systems of
Uzbekistan, southern Kazakhstan, the Kyrgyz Republic and Tajikistan within the Central Asia Integrated
Power System (CAIPS). There is a small inter-tie with the power system of Afghanistan. The system
developed rapidly over the last two decades based on the country's natural gas reserves. Household
connection is near universal. Reserve capacity within the system is substantial with domestic peak loAd
demand of about 1,500 megawatts. Total annual generation in 1992 was 13.1 billion kilowatt hours,
about 4.0 billion kilowatt hours of which was exported to Kazakhstan under a bilateral agreement. The
system operates with a reasonable degree of reliability, with transmission losses reported at less than
10 percent of net generation. However, average unit capacity factors in the system were only i4 percent
in 1991, and the system is encountering significant problems with acquiring spare parts and supplies from
the original equipment manufacturers in Russia and Ukraine.
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Fiancial Viability

9.57 Prevailing tariffs for commercial and industrial customers, representing about 80 percent
of demand, are low, at an average of about R8 per Kilowatt hour (56 percent of the estimated economic
cost of electricity in Turkmnenistan and 20 percent of international rates) but are a significant improvement
on the position of late 1992, when they were less than 2 percent of comparable intermational rates.
Tariffs for households, which were pegged at RO.08 per kilowatt hour throughout 1992, have been
significantly eroded from 1 January 1993 under a Government program of free or heavily subsidized
provision of basic utility services. The system's financial viability depends on two factors: 1) the supply
of gas as a fuel input at a low effective rate of about R3 per kilowatt hour; and 2) the export of electricity
at a rate of about US 3 cents per kilowatt hour.

9.58 Notwithstanding the favorable effect of these factors on its current profitability, the system
is not viable in the long run under the present policy. Cash generation based on this cost structure and
export revenues wiU not be sufficient to support extensive capital replacements. Without changes in the
structure and level of prices, the system will be progressively decapitalized in the long run unless the
Government subsidizes its investment requirements. The policy of virtual free of charge pricing for
electricity would tend to accelerate the system's problems by (i) increasing load demand, limiting the
scope for effective load management and thereby hastening the need for system expansion; whilst
(ii) reducing reserves committed to earning higher export revenues.

Investment Plans

9.59 Despite the large reserve of capacity and the poor financial outlook, the system is
planning for an expansion in capacity for the domestic market of 860 megawatts by 2000 at an estimated
cost of about US$600 million. At present, this investment cannot be supported by anticipated growth in
load in the domestic market where electricity demand fell substanially for the first time in 1992 and is
not expected (based on the nacroeconomic simulations in this report) to increase to 1991 levels before
the end of the decade. Moreover, the regional export market is subject to considerable uncertainty with
at least one major export-oriented power project in another power-surplus country planned and the
system's major customer planning on rationalizing its power system to reduce and ultimately eliminate
the need for imports. The Govenment should consider deferring the project until its viability as a least-
cost source of needed power can be established.

9.60 Another investment proposal under consideration is a 900 megawatt system expansion and
200-kilometer transmission line (estimated total cost of $650 million) to supply electricity to Iran. Given
the large reserves of the system, other options to meet this potential demand, including diversion of
electricity from existing customers, should be considered. In addition, the alternative of supplying gas
as well as other options for limiting the potential capital exposure of the country merit careful review
before a final decision is made.

Engy Demand

9.61 Despite its relatively low level of industrialization and the lack of heavy industry, in
particular, Turkmenistan's per capita energy consumption is very high. At about 3,800 kilograms of oil
equivalent (kgOE) per capita, primary energy consumption is comparable to that of the United Kingdom
and France, both of which have significantly higher GDPs. The energy intensity of the economy, at
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3,000 IdlogramsOE/US$000 GDP is significantly higher than in comparable middle-income countries and
reflects the extensive availability and subsidized use of gas in the economy.

9.62 Unlie in almost all other republics of the fonner Soviet Union, overall energy demand
in Turkmenistan contimned to grow durng 1990 and 1991. This growth reflects the relatively moderate
reductions in national income, the progressive expansion of domestic supply and capacity and relatively
low prices of energy supplies. With the prospect of large erosions in real energy prices over the next
few years as a result of Govermment price control policies and possible expansion of supply, notably the
addition of comections to the gas grid, energy demand is not expected to decline in the medium term
unless dramatic policy measures are taken to curtail it. Growth in domestic energy demand will
accelerate the need for capital investments in the sector. In particular, key sectors like power generation
and oil refining are caught between the exigencies of supplying domestic demand and having to export
to remain minimally viable. Unconstined growth in demand can only be satisfied by these sectors
through either significant Govermnent subsidies to expand capacity or reductions in their exports and
large operational subsidies to stay viable.

Energ Prices and Taxation

Pricing

9.63 Turkenistan has mintained a system of highly centralized control of all domestic energy
prices coupled with the adminisave allocation of oil products. While prices are set to allow enterprises
to cover their oprang costs and be nominally profitable, the level of profitability on domestic operations
is not large enough to allow for adequate maeance expenditures and replacement investments. The
operang performance of key sector entities with predominantly domestic sales and little or no access to
foreign exchange has been deteriorating, and there is a substantal risk that energy supplies will be
progressively restricted in the future. One feature of the present pricing framework is that it provides
little incentive for the efficient management of enterprises and the efficient use of energy by consumers.
Price controls, based on average entepise operating costs, encourage the cross subsidization and
continuation of non viable actvities, particularly in the absence of competition or regulatory monitoring
of efficiency. This is reinforced by Govermment policy that directs the cross subsidization of households
by industrial customers, notably in the gas and electricity sectors.

9.64 In general, the Government's objective should be to ensure that energy prices fully reflect
their cost of supply or, where the resource is easily traded in world or regional markets, their export or
import-parity value. (The estimated economic value of key energy resources are provided in Table 9.2
below.) In applying this general principle, a distnction should be drawn between energy resources that
can be supplied competitively either by domestic or foreign entities and those that can be supplied only
with dedicated inrastucur that would be economically inefficient to duplicate. In the case of
Turkmenistan, the latter situation would cover the network industries-electricity and natral gas supply--
which reqire extensive transmission and distribution systrm and enjoy inherently large economies of
scale. For these naural monopolies, regulation of prices and the efficiency of service provision would
be required. However, the underlying pricing objective should be that prices for supplies to specific
classes of consumers should cover the operating cost of such provision plus an appropriate allowance to
finance the cost of investments to maintain an acceptable quality and level of service. Regulation would
seek to balance the need for protection of consumers with the need to ensure that entities remain
commercially viable and can take the actions necessary to promote this.
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Box 9.2
Teehnleal Assitance

* Development of a petroleuexpralo promotion Strategy.

* Preaation of a petroleum law.

* Natural gas ct mag and export sales and tasport concing.

* Review of export pipeline options and advisory support in s ng implementation and
finacing atrangemes for economically viable export pipeline optons.

* AssistaAce in undetakdng a detailed assest of oil reserves production and undeveloped
oil reserves, preparation of an oil sector development plan.

* Traiing in petroleum economics and forms of agreements; and assistance with
adminration of petroleum contracts.

- Assistace In developing a taxation famework and tax laws for petroleum operations.

9.65 The Government's recently implemented directive that the main natural monopolies in the
seector-the power and gas distribution industries-supply electricity and gas on a more or less free-of-
charge basis has important policy implications. The policy is based mainly on the position that, given
the country's large natural gas potential, the value of the marginal quantities of gas involved is -egligible.
However, due to the relatively short horizon to the depletion of remaining proven and probable gas
reserves, the economic value of gas at the wellhead in Turkmenistan is not trivial. The present value of
the cost of offsetting the non availability of gas in the mid-2010s (when, on present consumption trends,
production will start falling below domestic demand) through imports of gas or reduced exports of fuel
oil is about $13 per 1,000 cubic meters. This cost can be avoided only by reducing gas exports now and
forgoing export revenues to defer the depletion of reserves or developing new and large gas fields. The
cost of either of these courses of action are also relatively large. Moreover, the costs of the power and
gas distribution industries are dominated by capital inputs. These would need to be recovered from the
consumers or more generally from public resources if they are to be able to sustain their level of service
into the future. Currently, the estimated implicit subsidy for the supply of gas (excluding the economic
value of gas) to residential and commercial consumers of gas is $40/per 1,000 cubic meters and $4/1000
cubic meters to industrial customers.4 This amounts to a total subsidy of about US$100 million per
annum. The level of the implicit subsidy will be doubled to an estimated $200 million with the full
implementation of the distribution system expansion currently under way and assuming that the present
policy of free gas to residential consumers is maintained.

9.66 Clearly, the Government may wish to have services to some classes of residential
customers priced at below cost for a defined period of time. However, in order to avoid increasing the

4. The implicit subsidy is defined as the difference between the current price and 1) the current operating costs of the
system; plus 2) the annualized cost of the present value of future investments to maintain or expand the capacity of the system.
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cost of service to other customers (and impairing their competitiveness) or reducing the efficiency and
cost effectiveness with which such targeted services are provided and used, this subsidy should be
provided direcly by the Government to the consumer or the entity. In the latter case, this should be
accompanied by a detailed agreement on the cost of the service, the level of subsidy and payment
procedures. However, the present and prospective levels of implicit subsidies to domestic gas
consumption are very high and, in the context of prospective Government revenues, probably
unsustainable.

9.67 For crude oil and oil products, the primary objective should be the progressive adjustment
of prices over a short, defined period to inmport price levels. nitial adjustments should be structured so
as to ensure that the oil-producing and refining entities will be sufficiently profitable to cover their
maintenance and rehabilitation expenses and capacity-replacement investments. In the case of oil
products, these adjustments should be accompanied by the removal of administrative allocation of
products to ensure that products are put to their best use as demonstrated by users' relative willingness
to pay. These actions should be complemented by measures to allow domestic distribution of oil products
on a compedtive basis; competition would ensure that efficiency and profit nargins in domestic
distribution activities are at reasonable rates. This goal can be achieved by restructuring petroleum
product distribution into smaller competng wholesale and retail distribution units, the operation of which
may be franchised or fully privatized.

Table 9.2:
Turlmenistan: Domestic Energy Prices

1991 Nov 1992 August 93 Est. Economic
value"

Crude oil (R/ton)
Producer 70 2,000 22,000 94,000

Refined oil Products (R/on)w
Gasoline: Domestic 109 5,017 75,300 164,000
Diesel 109 4,634 75,300 164,000
Heavy Fuel Oil 80 3,072 48,500 75,200

Naturl gas (R/1000 cubic metas)
Industry 34 235 770 16,000
Residential S0 150 free --

Electricity (R/1000 Kwh)
Indusay (<750 Kva) 40 250 8,000 14,200
Residential 40 80 120 --

a/ Estimates as of August 1993.
bl Ex-refinery; excluding any excise taxes.

Source: Data provided by Turkmengas, Goskomnefteproduct, Turkmenenergo, World Bank staff estimates.
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9.68 As long as export prices for products are greater than domestic prices, there will be
strong preferences to export compared with selling in the domestic market (see Table 9.2). As long as
this exists, there will be a strong rationale for the administrative control of export trade. To avoid this,
the Government should also consider creating a mechanism to equalize receipts from domestic and export
sales. To ensure appropriate incentives for development of new fields (which would require, in general,
prices close to current world market levels to be financially viable), such developments should be exempt
from the application of such a claw-back mechanism. A considerable amount of work has been done by
the Bank on feasible transitional pricing mechanisms for tradable products like oil, and the Government
might benefit from a review of such work and its potential applicability to Turkmenistan.

Sector Taxation

9.69 The general enterprise taxation system produces no serious adverse effects on enterprise
performance in the sector. A highly distortionary tax on Turkmengas, designed originally to capture the
rent on gas exports, was repealed recently and replaced by a fixed royalty on regional exports. The level
of the royalty is appropriate for Turkmengas's circumstances as an operator with more or less fully
developed facilities that have been under production for a relatively long period. Indeed, the total tax
liability of Turkimengas is relatively light. However, the level of the royalty (22 percent) could prove
to be severely distortionary at certain output or price ranges and couAd be a deterrent to large-scale new
investment in the sector.

9.70 While a high level of economic rents has not been a feature of the oil subsector due to
the absence of crude oil exports and low domestic crude oil prices, this will change in the future with
expanded output and price reform. There is no special tax regime in place for the subsector. The recent
promotion of some of the country's producing and discovered acreage to the international oil industry
provided for a flat corporate tax of 35 percent on the profits of the resulting ventures and sliding-scale
royalties negotiated on a case-by-case basis.

9.71 A well-designed system for taxing rents from petroleum and ensuring reasonable after-tax
profits for operators will be critical to protecting the operating viability of the gas company and to
promoting domestic and foreign investment in the oil sector. Equally important, such a system should
ensure that the Government shares appropriately in potential rents generated from its petroleum resources
- which may not be the case in the taxation arrangements provided for in the recent promotions of oil
acreage. The design of a system that meets the requirements of both the Govermnent and potential
investors and the clarification of the rules for assessing taxable income are a high priority. In addition.
there is a valid case for a regime of special taxes on the sector, which generates most of the country's
foreign exchange but very little employment. But this special taxation would be related to preventing the
country's equilibrium exchange rate settling at levels at which the employment-intensive sectors, such as
agriculture and industry, become uncompetitive internationally. Such taxation should still follow the
principle that the Govermment's share does not rise as profits fall.

9.72 In view of the limited sources of domestic tax revenues and the prevailing need to finance
the domestic currency deficit in the budget, the Government might consider reinstating the excise tax on
gasoline that was abolished in August 1992. The projected yield for a full year from this tax at the rates
in force during its application, current (November 1992) prices and the current level of domestic
consumption of gasoline is R3.2 billion. The yield could be expected to increase significantly as gasoline
prices are decontrolled. In addition, the excise rate was significantly lower, at 62 percent, than typical
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rates in most countries. There is thus additional potential for further increases in fiture yield from such
a tax.
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TELECOMMUICATIONS

10.1 A well-functioning telecommunications system is crucial to Turkmenistan's economic
development. The country's distance from its potential hard curency markets and the need to integrate
the economy more closely into the world economy make adequate international telecommunications
particularly important. Similarly, Turkmenistan's poorly developed transportation network increases the
urgency of developing a network.

10.2 Telecommunications infrastructure in Turkmenistan is insufficient to support its needs.
While local direct dialing is available to all 250,000 subscribers and interregional direct dialing facilities
within the former Soviet Union are available to about 130,000 subscribers, international
telecommunications facilities to other countries are extremely restricted, with almost all traffic routed
through very limited routes via Moscow. One third of the exchanges and subscriber cables are 30 to 40
years' old and need to be replaced. Capacity utilization is high, and the quality of service is poor,
especially to mternational destinations outside the former Soviet Union.

Curret Statu

Insional Set up

10.3 The sector is now fully owned and opert by the state. The Ministry of
Communications (MOC) is the monopoly provider of all telecommunication services. The MOC is
responsible for strategic planning, policy, reguladon and operadonal functions. It has accountability for
local, long-distance and intenational telephone, telex, telegraph, mobile and data commication services.
In addition, MOC has responsibility for postl services, special delivery service and delivery of press
publications. The responsibility for radio and television broadcasting has recently been moved from the
MOC to a state committee that reports directly to the President.

10.4 A range of enterprises under the MOC operate the telecommunications services on a local,
long-distance or intemational basis. These include the Ashkabad city uetwork, which provides local
services in Ashkabad and five regional enterprises; Velajat, which replaced the previous oblast
organization and which provides local services outsid k Ashkabad; the telegraph and telephone enterprise
which oversees telex, telegraph, long-distance and international services; a construction enterprise and
a few others. Planning and day-to-day operations are done at the enterprise level. Plans are submitted
to MOC for comment and approval. The enterprises operate as separate profit centers. Results from all
services (i.e., telecommunications and postal) are combined in the enterprise's accounts. The enterprise's
accounts are then combined with the MOC Headquarters's accounts for the MOC's financial consolidated
accounts. The enterprises have their own budgets, and they contribute to the MOC's budget.

10.5 The total number of telecommunications staff is about 5,000, of which some 700 have
technical education: 30 percent higher (engineer) and 70 percent lower (technician) education. About
1,000 persons work for telex and telegraph. The staff ratio (number of telecommunications staff per
1,000 connected lines) is about 20. The figure is high compared with five to ten in industrialized
countries but good compared with the thirty to eighty found in some developing countries.
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Financial Issues

10.6 The financial and accounting systems are underdeveloped. The enterprises have no clear
financial and accounting policy and they lack appropriate financial management systems and procedures
as well as adequately trained financial s.4ff at all levels. Those systems they do have are not organized
or managed to be used as a regular management tool for planning and control. They provide very limited
information on the overall performance of the different parts of MOC and its enterprises.

10.7 Tariffs in Turkmenistan, except tariffs for international calls, are low, although they were
increased in 1992 and 1993. They are now 50 times for enterprises and 24 times for the population what
they were in 1991. However, in light of the high inflation rates and the depreciation of the value of the
ruble against the U.S. dollar and other foreign currencies, additional adjustments for tariffs are needed.
A comprehensive tariff study should be carried out to develop a clear tariff policy, tariff level and
structure and for reviewing and setting tariffs.

10.8 The Govermrient's 1992 budget allocation to MOC is too low. It amnounts to only
12 million rubles in local currency and no allocation in foreign currency. This means that MOC and its
enterprises have to finance the investment in the telec3mmunications sector as well as its operations from
internally generated resources. It will be difficult to achieve with the current tariffs, especially as MOC
enterprises pay the Government a 35 percent tax on net income. The Government has spent
R58.6 million in the first 9 months of 1993 to finance new investments in telecommunications.

Facilities

10.9 There are about 250,000 telephone lines for a population of 3.8 million that is 6.4 lines
per 100 inhabitants. This figure is comparable to that in other Central Asian republics, but it is much
lower than the average figure of 12 in the former Soviet Union. Ashkabad, with 66,000 connected lines,
has a density of about 16 lines per 100 inhabitants. Urban areas have a higher density with 215,000
lines, while the rural areas, with 35,000 lines, have a density figure as low as 2.2 lines per 100
inhabitants. In rural areas, some 550 villages lack any telephone service. About 30 percent of the lines
in the country are connected to business and Governmental subscribers, while 70 percent are connected
to resiJential customers. About 28 percent of households have a phone. Party lines are being widely
used because of the lack of cable capacity. However, in rural areas there are 550 villages without
telephone service.

10.10 All telephone subscribers are connected to automatic exchanges, but more than one-third
of the subscribers are in exchanges that are 30 to 40 year's old. Automatic long-distance dialing
throughout the former Soviet Union is available to subscribers in Ashkabad and in velajat centers. The
utilization of exchange capacity is about 86 percent and would be higher if there were enough cable
capacity to connect new subscribers. International traffic to and from destinations outside the former
Soviet Union is routed mainly through 11 outgoing and 6 incoming circuits v,a Moscow. There are two
circuits from Ashkabad to Baku, Azerbaijan, for international traffic to and from Turkey and four manual
circuits to and from Tehran, Meshad and Babul for traffic to and from Iran. Some relief in international
and business communication will be provided in the near future when the new digital exchange in
Ashkabad is put into commercial service along with its interconnection facilities via Intelsat IBS to
Ankara, Turkey, with 15+15 circuits. The traffic to and from the former Soviet Union republics is
routed through 245 circuits via Moscow, Tashkent, Dushanbe, Baku, Yerevan, Novosibirsk, Alma-Ata
and St. Petersburg.
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10.11 Other services include telex, telegraph, data communication and telefax services. Telex
and telegraph services are provided by two telex networks. International services are provided to 20
subscribers through an ATK-20-U exchange, which is connected to an international AXB-20 exchange
in Moscow. Services within the former Soviet Union are provided to 780 subscribers through an UKK
exchange connected to Moscow, Tashkent and Baku. Data services are provided via the public switched
telephone network and leased lines. Telefax services also are provided via the public switched network.
Some dedicated networks are operated by other Government agencies. These include Aeroflot, the gas
enterprise, railways, Ministry of Water Resources and the power enterprise (QUAT).

10.12 The network for TV and radio broadcasting has recently been moved from the MOC to
the TV and Radio State Committee reporting to the President, except the wire radio outside Ashkabad.
The TV and Radio State Committee is responsible also for the Orbita earth station providing transmission
capacity between Ashkabad and Moscow for telephone services and for TV and radio program transfer.
The wire radio service is provided to all offices and households throughout the country. Three radio
programs are transferred via telephone network and distributed through two wires to residential, business
and Governmental buildings. MOC is responsible for the distribution of the wire radio programs outside
Ashkabad, and the customers pay a monthly fee to MOC.

10.13 MOC orc: -!tes a mobile radio service based on the Soviet ALTAI system with one
exchange and one base ste' ton in Ashkabad. The area covers Ashkabad with a diameter of 30 to 40 lan
the capacity is 300 channels in a 300 megahertz frequency band.

Performance

Technical

10.14 The local, long-distance and intemational networks are not operating satisfactorily. The
local and long-distance (with the former Soviet Union) networks need constant maintenance. There are
90,000 lines connected to 30 to 40 year-old, unreliable exchanges. Frequent maintenance is also required
to repair the damage (faults) caused by corrosion and water to the equally old cable network. The
performance of the international network to and from outside the former Soviet Union is constrained by
the limited circuit capacity in Moscow. No fault statistics are available. During recent years 12,000 to
17,000 new lines were connected yearly, an annual growth of 5 to 7 percent. The registered waiting list
of applications is 100,000 lines. It is unclear to what extent this demand will remain if local tariffs are
increased and the economy continues to deteriorate.

Financial

10.15 Financial performance indicators of MOC should be treated with caution, given the
distortions in input and output price structures and differences in accounting practices compared with
international systems. Nevertheless, the available data may give some broad indicators of the sector's
past performance.

10.16 The profitability of the sector is quite low, mainly because of low tariffs. Net profit from
all operations in the first half of 1993 was about R400 million. Postal services incurred a loss and were
cross-subsidized by telecommunications services. The current annual fee for a telephone line, including
unlimited number of local calls, is R1,440 (less than $2). The estimated revenue per telephone line in
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1992 is about R1,200 per line compared with an estimated cost of $1,000 - to $1,500 to replace a line,
most of which will need to be paid for in foreign currency.

10.17 Self-generated funds are not sufficient to finance the desired network rehabilitation and
expansion. Funds are not available to purchase necessary spare parts and materials, contributing to the
congestion of the network and decline in the quality of service. Funds needed for even a minimum
capital investment program are not available. Billing and collection of subscriber accounts for local
services are performed by the regions. Fixed monthly fees are expected to be paid by subscribers without
hilling. Bills for long-distance and international calls are produced montly. A disconnection policy for
non paying subscribers is in use.

Constraints to Sectoral Developmet

10.18 The development of telecommunications is constrained by the sector's inadequate
structure, and finances and by a shortage of skilled staff.

Inadequate Structure

10.19 The structure of the telecommunications sector is an improved version of the structure
inherited from the former Soviet Union. In the summer of 1992, several steps were taken to restructure
the sector. Radio and TV broadcasting services were zaoved to a state committee. In 1993
telecommunications and postal services wv 'e separated. A new telecommunications law is currently under
preparation.

10.20 These are steps in the right direction, but they should become part of a comprehensive
and clearly defined sector-restructuring program that guides the sector's development in the medium and
long term. The sector needs to be restructured so that the functions currently performed by the MOC
(policy, regulation and operations) are reallocated and so that policy and regulation become separated
from operations.

Inadequate Finance

10.21 The sector finances suffer from low profitability, low tariffs, lack of foreign exchange
and an inadequate financing strategy that fails to identify potential sources of local and foreign funds and
the steps necessary to mobilize these resources effectively.

10.22 The MOC (and future operators) needs to improve the sector's future fiancial position,
taking into account the following issues:

* Resource mobilization policy.

* Tariff structure and levels charged for services.

* Revenue sharing (inter connect agreements with oher operators and foreign
telecommunications administrations.

* Cost of equipment and services procured.
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* Contractual obligations with suppliers.

* Operational efficiency of the organization.

* Policy on private sector participation.

* Macroeconomic conditions.

Shortage of Skilled Staff

10.23 As is the case in many sectors of the Turkmenistan's economy, the telecommunications
sector is short of staff with the skills needed in the new environment. This staff shortage includes
accountants, financial analysts, conmmercial managers, most procurement and inventory managers,
corporate planners and technical staff with knowledge and experience in new technology-related issues.
The MOC needs to give top priority to developing its human resources.

Sector Development Strategy

10.24 The strategy for the development of the sector has two major elements: a sector-
restructuring program and a physical investment program. Before a long-term investment program can
be developed, the sector-restrcturing program should be defined. It is necessary, however, to develop
a short-term investment program that should aim only at highest priority areas. Some proposals for sector
estructuning and a short-term investment strategy are presented below.

Sector Restruct

10.25 The main elements of the sector-restructuring progralh are a sector policy, sector
regulation, legislation, operations arrangements and private sector participation.

Sector Policy

10.26 The MOC should set the sector policy. It needs to formulate goals and create a conducive
environment for achieving them, controlled by appropriate legislation and managed by appropriate
entities, that should lead to Turkmenistan achieving those goals. This sector policy should cover the
following areas:

* Clearly defined and quaifed social objectives (including target groups and
degrees of subsidization, if necessary).

* Competition and the role of the private sector.

* Consumer protection

* Technical standards

* Tariff principles
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Regulatory Framework

10.27 In the absence of full competition in the sector, there is a need for regulation. The main
objectives of the regulatory body are to implement the Government's sector policy, control tariffs,
promote competition, avoid monopoly abuses, grant licenses, monitor quality of service, address customer
concerns. approve equipment and allocate frequency spectrum.

10.28 The achievement of these objectives requires separating the regulatory function from
operations. One fundamental issue, therefore, will be whether regulation is carried out by a separate and
independent regulatory body. At this stage, and for practical considerations, the regulatory body may
have to be retained within the MOC because people with the professional skills required to staff a
regulatory body are in short supply; particularly accountants and lawyers. A regulatory body might now
be set up as a unit within the MOC and headed by a director equivalent to deputy minister level. Under
this arrangement, the MOC would retain responsibility for policy and regulation. The director of the
regulatory unit would advise the minister of communications on regulatory issues.

10.29 Legislation. The Government recognizes that to achieve the sector policy objectives
identified above, the telecommunications sector needs to be put on t sound and independent legal footing.
The MOC is expected to present to the Government its proposals for new legislation shortly.
Teleconmunications should be treated in separate legislation, rather than in a general public utility law.

10.30 The teleconmumicati-ns law should establish the responsibilities, duties and functions of
MOC and the telecomuunications operators. The law should also specify a comprehensive framework
for licensing for the following reasons:

3 To ensure technical standards and type approval for equipment and services
provided meet international standards.

* To allow for the phased development of competition in line with the needs of the
country.

* To secure a full financial contribution from licensees for the right to operate
telecommunications services.

* To ensure effective regulation of the activities of telecommunications operations.

Operations

10.31 To promote efficiency, operational activities will need to be restructured to be autonomous
and along more commercial lines. To achieve this objective, the following actions are required:

* Delegate autonomy and accountability to the operating entities including the
ability to appoint top management; recruit, pay ard motivate staff; conclude
commercial contracts; determine investment decisions and enter into joint
ventures.

* Assign the telecommunications corporation responsibility for all operational
activities of local, long-distance and international services, including those
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currently perfonned by the Velajat. The Velajat and other enterprises may
continue to operate as separate business units, but overall coordination and
planning should be performed by the corporation's headquarters in consultation
with the enterprises.

* Privatize ancillary, non core activities such as the press activities, construction
and money transfers.

* Have an organizational structure and internal procedures (corporate planning,
operational, commercial, financial, accounting, staffing) closely aligned with its
objectives as an autonomous commercial company.

* Establish a board of directors with members chosen for their competence, and to
reflect the interests of Government (and the shareholders, if any) and users. The
distribution of responsibilities and the areas of jurisdiction between the board and
the senior management would be clearly defined.

* Allow the corporation to have its own personnel regulations and wage and salary
structure and to follow a personnel and human resource development policy
consistent with its function and objectives.

* Produce annual financial statements, including an income statement, a funds
statement and a balance sheet, and have its accounts audited by a firm of
international standing.

* Establish capabilities and procedures for international traffic agreements and
settlements.

D Have the corporation's contract awards and signatures, related to investments
included in the annual budget, approved at different levels of authority, according
to amounts involved.

* Introduce a comprehensive training program (including corporate planning,
finance, management, operations and maintenance management, procurement and
contract administration) to build the corporation's institutional capacity and
ensure sustainability of the commercialization effort.
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Private Sector Participation

10.32 Allowing private investors to provide services and supply equipment in the sector is an
important element in the restructuring program. The private sector can help in:

* Providing financial resources needed to meet investment and performance targets
and thus ease the Government's financial burden.

* Managing operations more efficiently.

* Establishing effective separation between Government and operating management
functions.

* Increasing prospects for introduction of competition.

10.33 Private sector involvement can begin in the supply of terminal equipment, mobile
services, value-added services (such as packet switching, paging and electronic mail.) and non
telecommunications services support operations. The MOC has taken steps in this direction. A joint
venture, with a foreign private company, has already been signed for providing mobile cellular service.

Joint Ventes

10.34 Joint ventures can be useful for introducing new services with private participation. Joint
ventures permit a pooling of knowledge and sharing of risks in an activity that is kept separate from the
partners' mainstream businesses. In Turkmenistan, financial need is a strong motivation for forming joint
ventures like the one for mobile cellular service.

10.35 Joint-venture agreements have implications for the future development of the sector in
three main areas:

3 Evolution of policy and regulation.

* Technical systems, standardization and interconnection.

* Financial performance.

It is therefore important that the joint-venture agreement, objectives, scope and license be consistent with
telecommunications sector strategy, particularly with:

* The investment strategy in the sector;

* The sector regulation (including the regulation of tariffs, licensing, standards and
performance evaluation).

* The sector policy on the private role and introduction of competition (when and
in what parts of the network).
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10.36 Agreements made before establishing new sector policy and regulatory framework
(including a licensing regime) and before clearly identifying the desired role of the private sector would
probably become obstacles to the consistent evolution of policy and the desirable reform of the sector.
The MOC's short-term financial constraints should not therefore lead to long-term unbalanced
commitments.

Short-Term Investment Strategy

10.37 Before completing its long-term plan - which should await the restructuring of the
sector - the MOC should develop a long-term plan and a short-term investment plan (for the next 2 to
3 years). The MOC will require independent expert assistance to develop the long-term plan after the
sector-restructuring program has been defined.

10.38 The short-term plan should aim at two main areas: (1) continued maintenance ar.l
operation of the existing network to avoid any major disruptions in services and to eliminate major
bottlenecks, and (2) expansion of international services which generate higher revenue.

10.39 Based on the above criteria, Turkmenistan's short-term investment plan may emphasize
the following key areas:

* International telephone service outside the former Soviet Union

* International telex service

* Packet-switched data service X.25

* Cable network in Ashkabad

10.40 International telephone traffic outside the former Soviet Union will be improved after
completing the final testing of the DMS-100/200 exchange and Intelsat EBS earth station. In the
beginning the system provides intemational circuit capacity to Ankra, Turkey, on 15 outgoing and 15
incoming circuits as well as 2,500 lines to Government and business customers. The MOC should
discuss with Turkish PTT and other major conlents how to route outgoing and incoming traffic
via Ankara in addition to Moscow. Arrangements should be made to route international traffic from and
to KVARTS exchange via the new satellite system by either establishing a direct C5 route from KVARTS
to Ankara or routing via the DMS-100/200 exchange. Considering the potential intemational traffic, the
MOC may consider acquiring DCME equipment to expand the circuit capacity to Ankara from 30 to 120
circuits. The MOC may wish to continue with its efforts to establish direct C5 circuits from the
KVARTS exchange to Tehran, Iran. The MOC may also want to start negotiations with Turkey, Iran,
Uzbekistan, Kazakhstan and Azerbaijan about the technical possibilities of routing traffic via their
facilities to and ftom intenational destinations and about the relevant international accounting
arrangements.

10.41 International telex service is at the moment limited to 20 customers, and the service is
provided via Moscow. The MOC may want to study the feasibility of establishing a new internationil
telex exchange with 100 to 200 terminals. Direct circuits can be established to Turkey via the abovt-
mentioned satellite system and to Iran via the terestrial network. To provide both national and
intemational data services an X.25 packet-switched data node could be established. Connection to another
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international node is necessary (for example, via the above-mentioned satellite system to Turkey). Based
on the information made available to the mission, it seems that there is a lack of cable capacity, especially
in Ashkabad. The cable network may need to be rehabilitated before ordering significant new exchange
capacity. A survey is required to evaluate the existing cable network and locate the areas where urgent
replacment or additional capacity is required.

10.42 It is recommended that capacity in the new DMS-100/200 exchange be distributed to
business and Government customers as soon as possible. Some major customers could be moved from
the nearest old ATS-54 exchanges to the new digital one to provide better service and to relieve the old
exchanges. The MOC may want to consider expanding the DMS-100/200 exchange instead of ordernng
a new System 12 exchange in the same building, subject to price, financing and technical considerations.
Cellular mobile services could be provided by a joint venture interfacing with the MOC's fixed network
for international traffic as well as traffic to and from the local fixed network.

Box 10.1
Teebical Assstae

To facilitate instiu al reform and development of new sector poicy, reglaton and
opational arrangements. it is essea tat a compensive technical asistance plan be implementd.
The program should have two man components: manpowe development and cosWltant services.
Providig fundig for such a program should be considered a priority.

Manpower development would cncetrate on developing skifs required to aMr ou the
regulatory and policy fnctions as well as the hieal resucing of the Ministry ad the opeating
eiies. The elmens of the manpower development program should include:

* X i;Umted fomd tanSng abroad for some staff in key tecnical areas.

* Onhbe-job aing through working with consu.

* The offering of corses in T n_ to be organizd and conducted by foreg and
local trr.

* Establishment of an eftive twinig arrangement for in-service tning and
exchg of profIonal knowd and experienoe.

With refeence to dte tinning , a number of T1bnbns_a's telcm icao
stff would t to and work wih a teeormm ns ozat in another country.
These stff members shu be required to teach their cleagues on the subjc of their assignent
when they r'fun to . Staff om the wster organzaon wM work with MOC's stff,
teach them and prvide the ecssay Upport In caying out the vaious fucions. The organion
-elv sWld be opeag mmr efficiy and effectvely tha MOC i an evnme sharing at
lea some of fte technica, enmic and socil ha isi of Turkmes1 .

C_nmft adm is requred in preparing the new ions law; preparing and
O a reulty fmofk, developing a tuiff pol ad detemnng sound tariff stur

4ovdeg 'M proesum for _awmuimd vaft a _reamm aS setlenmn and developing a
_ b jse
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ENVIRONMENT

11.1 Turkmenistan's enviromnental problems are largely the outcome of the command-and-
control policies of the past, which placed heavy emphasis on intensive cotton production and industrial
development without adequate consideration for their environmnntal implications. At the top of the
priority list of enviromnental problems is the pollution of ground-water and surface water resources and
the soil deterioration and salinization in the Tashauz area. The principal causes are poor
irrigation/drainage methods and inappropriate application practices of agricultural chemicals. These
causes are closely related to cotton production and encouraged by subsidized pricing of agricultural inputs
and by lack of incentives for their prudent use in the absence of a market economy and a private sector.
These two environmental problems are also reducing the volume of the Aral Sea and have destroyed its
aquatic ecosystem, lowered soil quality in the surrounding areas and polluted surface and groundwater
of the delta draining into the Aral Sea.

11.2 While the mitigation and prevention of industrial and urban pollution can be dealt with
by specific technical and fiscal measures, addressing the quantity and quality problems of water resources
will require important policy decisions about irrigation techniques and use of agricultural chemicals, the
role of cotton in agricultural production, and the structural composition of the economy (agriculture and
other sectors). Continuation of the current environmentally unsustainable agricultual practices is bound
to increase the already heavy toll on human health and the degradation of natural resources.
Furthermore, in the medium and long term, the high population growth will put additicnal pressure on
the natural resource base and especially on the limited water resources. In Turkmenistan the birth rate
in the rural areas is about 4 percent a year, and although the overall population density is low, the
population basically concentrates in certain areas. Land use and occupation is intense in these areas.
Increasing demands for water for drinking, economic activities and waste disposal are expected as a
consequence of population growth and land-use patterns.

Curet Stns

Water Polution

11.3 Water is very scarce in this arid country-Turanenistan has very limited gromundwater
resources-and water pollution is severe. Currently, cotton irrigation requires 12 cubic meters of water
per hectare. Using modern international irrigation practices, could reduce that to 7 cubic meters per
hectare. The water, once diverted from the Amu Darya is sent through unlined canals, which allows
seepage and mineral transfer. Forty percent of the diverted water is lost in arterial channels. Inadequate
drainage has led to salination and mineralization of farm land and water tables, & decreased flow of the
republic's principal water source, the Amu Darya River, and degradation of the Aral Sea.
Turkmeistan's drining water is highly contaminated with runoff from the cottca fields. Water tested
in wells in the Tashauz Province showed sulfite levels 50 times higher tan normal, chlorides 40 times
higher, calcium 17 times higher and magnesium 10 times higher. Vegetables grew?- near the cotton fields
have levitate nitrite levels, and pesticide residue is even showing up in breastnik.

11.4 The Turkmen part of the Caspian Sea and the corresponding coastal zone are still
relatively free of significant environmental problems except for pollution rtisks from offshore oil
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platforms. However, better coordination and active participation by all riparian states is required in the
monitoring and control of the quality of the sea, which has until now been carried out largely by
Azerbaijan.

Water Use

1 1.5 Water-use efficiency appears to be low. Household consumption is not metered, and there
are no water charges for agriculture yet. The total water loss in conveyance from the place of diversion
to the place of use was 6.8 cubic kilometers in 1989.

Aral Sea

11.6 The main enviromnental problems that affect the local population in the Aral Sea area are
the salt-dust storms, contamination of drinking water by fertilizers and pesticides, the degradation of land
in the deltas through salt deposition, and industrial pollution. In Tashauz oblast, in the lower Amu
Darya, nine drainage water collectors discharge upstream the urban areas, and the polluted water is used
for drinking. Turkmenistan's Government intends to allocate RI billion for the pre-Aral area, to install
pipelines for drinking water and provide social assistance for the people. The pnorities defined are to
provide clean drinking water and food products to the local population and to improve the sanitary and
epidemiologic conditions (see Annex A on the problems of the Aral Sea).

Air Pollution

11.7 Although overall air pollution is not a major problem, there are localities with
very high levels of atmospheric air pollution such as Chardzhou, where the pollution comes mainly from
the mineral fertilizer industry, road transport and the power-generation industry. Industrial air pollution
largely consists of three pollutants (in million tonnes in 1988): carbon monoxide (CO) 0.1; hydrocarbons
(CxHx) 0.3; and suspended matter 0.1. Hydrocarbons are concentrated in the oil industry, the oil refining
and peno-chemicals and the natural gas industy.

Protected Area/Wildlife

11.8 Flora and fauna are rather well protected by the joint efforts of Goskompriroda, the
Academy of Sciences, and the Society for Nature Conservation. 1,108,000 have been designated as
restricted nature reserves with strictly restricted human activity. The opeating budget in 1990 was only
Ri,475,000.

Energy Effidency

11.9 In 1991 Turkmenistan consumed 9.6 billion cubic meters of gas (equivalent to 9.6 million
tons of oil). Oil consumption for the same year amouned to about 2 million tons. The total volume of
primary energy consumption was equivalent to 11.6 MT oil. Net export of electricity was approximately
5 billion KWH (0.43 MT oil equivalent). Tne net local primary energy consumption (assuming it consists
only of oil and gas) is about 11 MT oil equivalent. Per capita energy consumption in 1991 amounted to
2.9 tons of oil equivalent. Considering the low level of incom of the population and relative weakness
of the industrial sector, it seems that the amount of energy waste is quite substantial. Equivalent per
capita energy consumption in 1985 (ton oil equivalent) for the following countries with much higher
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income and higher level of industrialization was: Turkey, 0.8; Portugal, 1.25; Greece, 1.85; and Spain,
1.93 (see Figure 11.1).

Agricultural laputs

11.10 As noted, agricultural
environmental issues focus primarily on use of Energ Cnempt le e por Capita
agricultural chemnicals and to a more limited .
extent on untreated or inadequately treated liquid
wastes from livestock operations. Agrochemical
soil inspection has indicated that about one third
of the soil and two third of the plants contain
pesticides. A number of pesticides a.e used,
notably 7000 TPY magnesium chloride as a cotton
defoliant (12 kg/ha), Targa-Super for fungus
control, thiodan and chlorophos and parathion-
methyl, a highly hazardous pesticide if applied by
inexperienced applicators. Defoliant application
rates have decreased by shifting from airborne
application to ground-based tractor application,
and further decreases are anticipated by
developing shorter duration cotton varieties that Figure 11.1X
defoliate themselves at an earlier stage.
Application rates of pesticides have come down
considerably (5-10 kg/ha) because of the lack of foreign exchange. Efforts are being made to reduce the
use of agro chemicals, in particular of hazardous defoliants, and to apply stricter control on the use of
pesticides. Attempts are also being made to use more organic manure-and to adopt biological pest control
methods, although on a relatively small scale on a number of state farms. However, laboratory results
are not always reliable and seem to obscure the seriousness of the effect of high agro chemical application
rates in the past (up to 30 kg/ha, excluding fertilizers).

11.11 There seems to be little capacity to monitor imported materials for composition and
efficacy (amount of active ingredient) or to manage proper control of outated or banned materals.
Pesticide residues on food are monitored and analyzed to some extent with older, less accurate equipment.
There is a list of banned pesticides that included DDT, butiphos and various organo-chlorines. Currendy,
those materials are buried in a concrete bunker near Tashauz (within the Aral Sea region). There is no
routine monitoring progrun at the site, although it is claimed to be fenced and guarded. It is also claimed
that the locadon is seismically stable. Pesticide management seems reasonably well controlled because
it is the single responsibility of a special service. Previously aU assay work was done in Russia; now it
is done in laboratories in Turkmenistan. These laboratories are also responsible for residue work. Such
arrangements are not considered tmstworthy as residue work can easily be cornrpted under these
circumstances. Moreover, the regional laboratory facilities do not have sufficient capability to carry out
greater number of analyses.

Health

11.12 The most important health problems are related to bacterial contamiation of the ground
water that is the source of drinking water for the populWtion. The major cause of death in infnts is
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diarrheal disease, that is closely correlated with the areas of the country with the water supplies most
contaminated. The most pressing need from the health standpoint is clean drinking water. Longer range
efforts to improve drinking-water quality should give priority to the design, construction and training in
maintenance of small water-treatment units for use with piped water supplies.

Sector Organization

11.13 The Ministry of Nature Resources Use and Enviromnental Protection was created in
July 1992. It integrated the former State Committees for Enviromnental Protection, for Forestry and
Pasture and the Hydrometereological Department. It includes six departnents:

* Environmental Protection.

* Protection of Flora and Fauna.

* Forestry.

* Hydrometeorology.

3 Administrative Plamiing.

The Department for Environmental Protection has two divisions, one in charge of control and inspection
and one for ecological expertise. The chief priority of the ministry is an adequate supply of potable
water.

11.14 The Hydrometeorology Department is in charge of monitoring the air, the surface waters
and radioactivity; underground waters are monitored by the Ministry of Geology. There are laboratories
at all oblast offices, for climatic analysis and environmental pollution. The data produced are provided
to interested ministries and research institutions to support their activities, as the Ministry of Environment
has no specific units. Difficulties in coordination led to duplication of tasks, as the Ministry of Water
Resources has set its own monitoring services.

11.15 Most of the institutions are operating inadequately, hampered by poor maintenance and
shortage of equipment, instruments and supplies caused by serious budget constraints following the
termination of fimding from Moscow. Most technical staff are unfamiliar with the manner in which
environmental problems are addressed in other countries. At present, there appears to be a focus on
expensive, high technology solutions to problems that might be resolved as effectively with much less
costly policy or simple technical interventions.

En_virnmental Fund

11.16 All the former republics recently created Environmental Funds to be replenished through
fines and fees for the use of natural resources. Sources of income include fees for allowed discharges
of wastes and fnes for violatons of the nature protection regulations. Funds were settled for five
regions, in a total of about R1I.2 million. There is a need to increase the fines and the control/monitoring
system as a way to avoid violations of the established norms.
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Environental PoHcy

11.17 There is little innovation in the environmental policy. Standards and monitoring systems
are similar for all the republics, which have adopted them largely unchanged from systems used in the
Former Soviet Union. Many of these standards appear to be overly strict and are therefore exemly
difficult to achieve and thus ignored.

11.18 Environmental expertise became mandatory in all the republics, for most types of
projects, public and private. This includes both the construction of new urban, industrial and agricultural
projects and their rehabilitation. Environmental permits are required to obtain funding for profts.
About 60 percent of projects are refused at the first analysis. There are some difficulties in implementing
this policy, given the lack of human resources. In Turkmenistan, the ecological expertise is centralized,
as local specialists are not prepared to do this analysis.

11.19 Monitoring is considered a priority, specially of those aspects associated with water
management and with the collection of fees and fines for the use of natural resowurces. The common
problems include the following

* Obsolete laboratories and field equipment.

e Lack of chemical reagents.

* Inadequate standards and norms.

* Inadequate and uncoordinated methodologies.

11.20 The publicity given to the Aral Sea problem s prompted the acceptance of the new
environmental laws, through the pressures of mass media and the demands of non-governmental
organiations. At present, the Government is reviewing the standards and regulations for environmental
protection adopted from the former Soviet Union. Some of these regulations, such as for air pollution,
need to be brought closer to world standards. Others should be created, such as the laws on land use and
the use of mineral resources. The main goals of the Government are to stop the increase of enviromnental
pollution, to introduce waste-free, pollution-free technologies, to build tr_eaent facilities and equipment
and to introduce water-saving technologies. Higher fines are used to induce compliance with
environmental law. There is an understanding that saving the Aral Sea itself is impossible, but saving
water is possible.

11.21 It is vita not to see economic development and envirnmental protection as nutually
exclusive policy objectives. The challenge is to find ways in which environmental considerations can be
ftctored into a broader reform process, to find ways of promoting economic efficieny and enviromnenl
policy goals at the same time. A radical reform of the economy provides good opportJnities for pursuing
economic and environmental objectives at the same time. In many cases the mechanisms responsible for
inefficiency and wastage are also responsible for pollution. These include central planning based on
quantitative production targets, a pricing system that subsidizes the use of energy and raw materials and
lack of any incentive to use clean techn.ologies. From the policy perspective, market-based reforms of
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these policies and practices can help achieve environmental goals. Especially the appropriate (full cost)
pricing of resources, such as water and energy, will promote economy and efficiency in their use.

11.22 The key reforms needed to promote greater economic efficiencv and envirownmental
protection are price reform, privatization and the establishment of a competitive industrial structure.
Price reform and the reduction and abolition of subsidies would significantly reduce demand for energy,
raw materials and other production inputs like pesticides and fertilizers. The establishment of enterprises
operating within a competitive env,ronment under market conditions would create a continuing pressure
to reduce wastage and to make productive procedures more efficient.

11.23 At the same time it must be emphasized that market forces by themselves will not solve
all enviromnental problems; indeed, left to themselves, market forces will generate their own hind of
problems. A major reform of environmental policies and institutions is required concurrently with
economic reforms. Economic reform is a necessary but not sufficient condition for environmental
improvement. Steps to reforn enviromnental institutions ana to provide them with adequate powers must
be made at the same time.

11.24 Most of the environmental standards are unrealistically high and incompatible with the
enforcement capacity and the prevailing economic reality. This stems from the past practice of
generalized environmental policies and uniform regulations across the former USSR without
differeniation of physical, social or financial factors among the various republics. The result is the
difficulty and inconsistence of compliance and the heavy burden on the relevant ministries' budgets of
the high cost of adherence.

11.25 However, budgetary pressures will severely constrain resources, and in the first stages
of reform there might be a shortage of capital availability for major environmental investments. In these
circumstances, environmental policy should focus on the following

3 Establishing the mechanisms needed for the development and implementation of
environmental policy measures including an adequate monitoring system and
effective standard-setting and enforcement procedures. Pollution fees and fines
wfil help finance administrative costs. User charges on environmental services
like water and sewage treatment can help fund future environmental investments.

* Establishing priorities among the problems to be tackled in the major economic
sectors and regions, focusing particularly on environmental health risks and
degradation of crtical natural resources.

* Steering industrial restructuring in an environmentally favorable direction,
particularly through environmental audits of production facilities.

* Establishing environmental management schemes in priority areas.

* Promoting local initatives.

* Elaborating and implementing a conservation stategy in conjunction with the
privatization of land.
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11.26 In the industrial sector emphasis should be placed on those processes that can be
redesigned at little or no cost in order to achieve efficiency and waste and pollution reduction. Before
specific recomrmendations for pollution control can be mad'. it must first be determined whether specific
industrial operations are economically viable and will remain so, with proper pollution control measures,
or whether national economies would be served by shutting certain facilities down. If it is the latter,
pollution problems in large measure would be resolved as a part of economic restructuring when the
industrial facility is closed.

11.27 Policies regarding chemicals must be developed and properly implemented. It is vastly
cheaper to eliminate banned or hazardous pesticides before application than to remove them from the
drinking water. Proper use of fertilizers and alternative strategies to pest management could likely lead
to improved water quality at minimal cost.



ANNEX A

ARAL SEA ISSUES

Background:' The Aral Sea lies between Kazakhstan and Uzbekistan in a vast geological
depression in the Kyzy!kmm and Karlm deserts. In 1960, the Aral Sea was the fourth lagest inland
lake in the world. Since then, however, it has shnmk significantly because of nearly total cutoff of river
inflow from the Amy Darya (river) and Syr Darya as a result of heavy withdrawals for irrigation. By
1989 the sea level had fallen by 14.3 meters and the surface area had shrunk from 68,000 km2 to 37,000
kla2. The salinity of the sea had increased to 2.8 times its 1960 level.

The Aral Sea basin extends over 690,000 km2, including the republics of Kazakhstan,
Kyrghyzstan, Tajikistan, Turkmenistan and Uzbekistan. A small portion of its headwaters is located in
Afghanistan, Iran and China. The basin is formed by two of the largest rivers of Central Asia - Amu
Darya and Syr Darya - both fed by the snow melts and glaciers from the mountains. The Amu Darya
sources are mostly located in Tajikistan, with a few watercourses originating in northeastern Afghanistan.
The Syr Darya originates mainly in Kyrghyzstan. It runs across small portions of Tajikistan and
Uzbelustan and through the Kazakh provices of Chimkent and Kzyl-Orda.

The total population of the Aral basin is estimated at 35 million based on the 1989 census.
Uzbeklstan, wit71 19.9 million, is the most populated among the countries in the region, Kazakhstan has
a population of 16.5 million of which 2.48 million live in the Aral Basin. The rate of natural population
inse in the region averaged 2.54% over the period 1979-89 compared to a national (FSU) rate of
0.87%.

The Aral Basin has three disdnctive ecological zones: the mountains, the deserts, and the
Aral with its deltas. The Tian Shan and Pamir mountains in the south and southwest are characterized
by high altitudes (with peaks over 7000 m) and by high moisture coefficients, with average annual
precipitation ranging from 800 to 1600 mm. The mountains host large forest reserves and some national
paks. In their foothills and valleys, soil and temperature conditons are favorable for agriculture. T'lie
lowland deserts of Karalwm and Kyzylklm cover most of the basin area, and are characterized bv low
precipitation (under 100 mm/year) and high evaporation rates. Both the rivers' banks and deltas antd the
Aral Sea islands are characteized by a variety of vegetation and wildlife resources. For example. the
Barsakelmes Island, in the main part of the Aral Sea, is a natral reserve for endangered species suchi as
the Kulan (Asiatic wild burro) and Siagak, an ancient variety of antelope. The sea itself was the habitat
for more than 24 species of fish, and a number of other aquatic organisms.

The main issues relating to the Aral Sea basin area are the following: the reduction of1
the sea, the destruction of its aquatic ecosystem, the lowering of soil quality in the Aral Sca Basin.

F For refece, the issues wurrounding the Aral Sea Basin have been studied by a number of individuauk
and oranizaton, in partcular, UNEP has produced the Diagnostic Study for the Development of an Action
Plan for the Aral Sea which was issued in July 1992. This report presents a comprehensivc analysis of the
causes of the Aral Sea crisis and provides a basis for elaboration and analysis of the strategies for future
acdvides for mtiugating the ecological dsaster.
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pollution of surface and groundwater of the delta draining into the Aral Sea, depressed economy and
adverse health impact on the population due to lack of potable water and inadequate sanitation.

The causes as well as the regional effects of the Aral Sea shrinkage can be enumerated.
Ineffirient irrigation practices coupled with heavy chemical applications, cultivation of cotton and rice,
and inappropriate development policies are among fte important causes. For the last three decades,
Soviet policy in the region focussed on massive irrigation projects along the Amu Darya and Syr Darya
with the primary goal of creating a Central Asian cotton belt, Urban and industrial water use, though
still a small fraction of total water use, has also risen. The irrigation techniques have lead to high rates
of leakage and evaporation as well as waterlogging and salinity build-up. As a result, the two river flows
that feed the Aral Sea are nearly completely expended before they ever reach the Sea.

Numerous reports and articles have been written by experts, both national and foreign,
during the past decade on this crisis, attracting world-wide attention. Enviromnental experts, scientists,
engineers and economists from all over the world have joined their counterparts from the PSU. Their
findings have been presented in several publications during the past decade and discussed in many
international seminars. Recendy, in June 1992, the Stockholm Environment institute, Boston Center,
published the results of a microcomputer model for simulating current water balances and evaluating
water management strategies in the Aral Sea region. The study presented a picture of an unfolding and
deepening crisis situation and concluded that, in the absence of an action plan to save the Aral Sea, its
surface areas would decrease from its 1987 level of 41 square kdlometers to 9 square kilometers by the
2015 and that the sea would turn into several small residual brine lakes.

The United Nations Environment Program (UNEP) considers that, in terms of its
ecological, economic, and social consequences, the Aral Sea is one of the most staggering ecological
disasters of the twentieth century. Recognizing the crucial need to save the disappearing Aral Sea and
the need to provide an overall perspective of the Aral Region, the UNEP issued a diagnostic study of the
state of its enviromnent, its population and its economics in July 1992. The report presents a
comprehensive analysis of the causes of the Aral Sea crisis, but it does not recommend a specific action
plan. It provides, however, a basis for elaboration and analysis of the strategies for future activities for
mitigating the ecological disaster.

The Bank's Assessment of the Aral Sea Criss2

Despite a decade of studies by national and international experts a viable plan for
addressing the Aral Sea problems has not been fomwulated. Ideas and suggestions abound, but their
technical, economic, financial and political feasibility has not been examined. The studies indicate that
the solutions may be extremely costly, difficult to finance, and would take decades to implement. Thirty
major action programs suggested in these reports broadly cover the following categories of action:

(a) Actions proposed to increase the inflows to the Aral Sea (4 major projects and
program);

2 mis assessment is based on numerous reports written by experts and on the findings of the Aral Sea
Reconnaissanc Mission which visited the Aral Sea basin in September 1992.
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(b) Actions proposed to save a part of the water currenly used for irrigation and
other purposes and use the saved water to increase the inflows to the Aral Sea
(14 major projects and programs);

(c) Measures to improve the health and environment of the population in the Aral
Sea Region (8 major projects and programs);

(d) Rationalization of water rights in the Aral Sea Basin across off the Cenra Asia
and Kazakhstan (4 major projects and progrms);

The technical, economic, financial, and political feasibility of these programs have not
been determined. They seem to constitute a master program costing, around 30 to 50 billion US dollars
that would require a period of 40 to 50 years to implement. The authors of these programs have not
considered bow essential are these projects; who will finance them; and whether the Republics are willing
to share such large costs.

The proposed projects and programs underline one overriding objective: to increase the
inflows to the Aral Sea and restore it to its pre-disaster conditions, or to some level that would save the
sea. The rational of this objective is not clear.

The feasibility of some grand schemes such as diverting the rivers flowing north to the
Arctic Sea, or transferring water from the Caspian Sea, for increasing the inflows to the Aral Sea is
questionable. Aside from their huge costs, these schemes could involve serious political and
environmental issues.

The feasibility and sustainability of some proposals for increasing the inflows to the Aral
Sea by reducing the existing uses is also questionable. They include, for example, limiting water
deliveries from Amu and Syr rivers for irrigation and other purposes; and reducing the area of cotton and
rice crops. It may be necessary to take these actions for other economic reasons, but it seems unrealistic
to expect that the water saved from these actions would be available for increasing the inflows to the Aral
Sea on a sustainable long term basis.

The Bank's assessment of the Aral Sea crisis is classified under three categories:
(a) Aral Sea and Aral Sea related issues; (b) regional issues; and, (c) development issues that should
receive high priority although not directly related to the Aral Sea problems.

A. Aral Sea and Aral Sea Related Issues

(i) There are differences in views and uncertainty on the extent of the existing and
future adverse effects of the Aral Sea. The problems appear more manageable
than what previous reports indicated.

(ii) The proposals to divert water from outside the basin (from the Arctic rivers and
Caspian Sea) to fill the Aral Sea do not appear viable.

(iii) Conserving the water resources of the basin by reducing waste, improving water
management, diversifying crops, and other measures are important and should
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receive priority. However, the political feasibility and economic justification of
diverting the saved water to fill the Aral Sea is questionable.

(iv) The available informationi indicates that it is not possible to restore the Sea to its
pre4disaster conditions. Ho-ever, it may be necessary to stabilize the Sea at a
sustainable level based on available flows.

(v) The living conditions of the people in the zone around the Aral Sea that has been
seriously affected by the changes in the Aral Sea are deplorable. Lack of potable
water, water borne diseases, inadequate health facilities, depressed economy, lack
of employment opportunities, adverse effects of sand and salt storms and the
deteriorating ecosystem are some of the major problems. This disaster zone
covers parts of Kazakhstan, Uzbekistan and lurkmenistan. Improving the living
conditions and environment of the people in this area should receive high
priorty. The suggestions made in some reports to shift the rtost severely
affected popuation appear unrealistic. The people need development assistance,
not migration assistance.

B. Regiona Issues

(i) The Agreement signed on February 15, 1992 between the Aral Sea Basin
Republics, and the Protocol and Resolu.ions established during April-August,
1992 for cooperation on management, utilization and protection of water
resources, and for joint measures for solution of the Aral Sea problems are
commendable. Preliminary review, however, indicates that they are not adequate
enough to constitute binding legal treaties. Some subdued complaints about the

uairness of allocations are already simmering and other rparian (China,
Afghanistan, and Iran) have not been consulted yet. It is advisable to improve
these agreemen to inernationally accepted standards to avoid possible conflicts
in the future.

(ii) The Republics have established an Iner-nmnisterial Committee and two River
Basin Commissions (BVOs) for allocating water, monitoring water use and
quality and for data collection, analysis, management and forecasting. These
arrangements are working satisfactorily and are commendable. However, the
capacity and effectveness of these institutions should be enhanced by increasing
their decision making and regulatory powers and providing them with advanced
equipment, facilities and technologies to play their role most effectively.

(iii) The need for comprehensive planning and management of water resources, both
quantity and qualiy, and for short and long term, was stressed at some meetings.
Given the scarcity of water resources, increasing demands, and the fact that the
river flows have been almost fully diverted for irrigation and other purposes at
present, the need and importance of developing strategies for comprehensive
management of the water resources should be tuderscored.

(iv) ITe high caliber of researchers and scientists of research institutes and academies
of sciences dealing with water resources, ecology and pollution control is
impressive. However, there a continuing depletion of talent due to the lack of
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funds, advanced equipment and facilities, and *areer development opportunities.
These problems require urgent attention.

(v) The Central Asian Research Insfftute of the region has now become an institute
of the Republic in which it was located. The need for a regional institution to
address regional and Aral Sea research needs and ta provide research support to
the BVOs should be considered as a high priority.

C. Development Issues

The Republics' concerns with their country-specific development issues and the high
priority they attach to water supply and sanitation, health, ecology, population, salinity and waterlogging,
drainage, pollution control and food self-sufficiency programs in their respective coui.*ries is
overwhelming. These programs should receive high priority for external assistance.
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TABLE 1-1: TtlRIWAN - POPUlATION AJD IMNWOYMENT - SUVIMAY TABLE

(in thousaeds)

1980 1985 19M 1987 I988 1989 1990 1991 1992

Total Population 2,864 3=25 3,309 3,395 3,477 3,565 3,657 3,750 3,846

Males 1,407 1,585 1,627 1,671 1,757 1,803 1,805 1,850 1,897
Fenuaes 1,457 1,640 1,682 1,765 1,808 1,854 1.852 1.900 1.949

Urban 1,345 1,473 1,510 1.546 1,575 1,607 1,650 1,690 1,718
Rural 1,519 1,752 1,799 1,849 1,902 1,958 2,006 2,061 2,128

Tota Labor Force 1.432 1,643 1,678 1,719 1.758 1,800 1,859 1,923 1,992
Below Working Ages 39 46 37 31 31 31 22 25 32
Working-Age Popultion a 1,351 1,553 1,598 1,645 1.685 1,728 1,778 1,833 1,890
Above Working Ages 42 44 43 43 42 41 59 65 70

Tota Employed Population 1,140 1,338 1,368 1,407 1,445 1,492 1,545 1,571 1,573
state Sector 750 857 879 898 914 918 926 920 886

Leased Enterprises .. .. .. .. ..
Joint-Stock Companies .. .. .. ..
Econonic Associations .. .. .. .. ..
Social Organ.zatons .. .. .. .. 
Joint Ventues .. .. ..
Colective Farms 276 325 322 324 327 334 355 357 373
Cooperatves b/ .. .. .. ! 2 16 33 49 59
Individual Labor ActviWds 1 1 1 1 2 2 2 2 2
Phivate Agiculure 113 155 166 183 197 221 229 243 252
Other . .. . .. ... ... I

al Workng age inudes women aged 16-54 and man aged 16-59.
bl/Including conswner cooperaaves.

Source: Goskotsat.



TABLE 1-24 TURKMESAN - EMMOYM T BY SEC ANNUAL AVERAGE

(in thoawands)

1985 1986 1987 1988 1989 1990 1991 1992

Materil Sphere 1,008 1,024 1,051 1,072 1,109 1,146 1,174 1,186

Agriclture including fresty 541 550 570 592 622 647 666 695
Agricuture eluding forestry 539 548 568 590 620 645 664 693
Foresty 2 2 2 2 2 2 2 2

Industry, total 280 26 293 289 309 321 327 318
Industry, other 150 V: . 1S7 158 160 166 159 154
Construction 130 133 136 131 149 154 168 164

Other, mateia sphere 187 188 1&8 191 178 178 181 173
Transportationofgoods / 77 76 75 77 65 63 63 56
Maintenance of roads -

Communication sercing aeal prod. .. . ..

Wholesale trade .. .. .. ..

Retail Trade and catering .. .. .. ..

Material Supply .. .. .. .. ..

Procurement .. .. .. .. .

Info fmation and computing services .. .. .. .. ..

Other branches of mar pducin 110 112 113 114 113 115 I18 117

NonmaeriaSphere 329 344 356 373 383 397 397 387
Transportation .. .. . . ..

Communication .. .. .. .. ..

Housing and municipal services 35 36 38 38 37 38
Health care, socil securty,
physild cutme and spons 64 67 71 77 81 86 87 82

Educaion, cukure and art 135 141 149 159 168 176 182 172
Scienceandscentificser ics 27 26 27 27 28 28 23 21
Creit .. .. .. .. *.. . .. .

luranDce .. .. .. ...

Private nonprofit institutions
serving households

Other 72 75 74 74 68 69 68 74

Total Employment 138 1,368 1,407 1,445 1,492 1,542 1,571 1,573

1/ Indus Cmmwncation

Soto= Goskomstat



TABLE 1-2A- TIJRKlMElSAN - PERCENTAGE DlSTRIBUTlON OF EMPLOYMENT BY SECTOR

(inpercent)

1 1986 1987 1988 1989 1990 1991 1992

Material Sphere 75.4 74.9 74.7 742 743 743 74.8 75.4

Agricuiture including forestry 40.4 40.2 405 41.0 41.7 41.9 42.4 442
Agriculture excluding forestry 403 40.1 40.4 40.8 41.6 41.8 423 44.1
Forestry 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Industry, total 20.9 20.9 20.8 20.0 20.7 20.8 20.8 20.2
Industry, other 112 11.2 11.2 10.9 10.7 10.8 10.1 9.8
Construction 9.7 9.7 9.7 9.1 10.0 10.0 10.7 10.4

Other, material sphere 14.0 13.7 13.4 132 11.9 115 i15 11.0
Trasporation of goods 1/ 5.8 5.6 53 53 43 4.1 4.0 3.6
Maintenance of roads .. .. . .. ..

communication sericing marl prod .. .. .. ..

Wholesale trade .. .. .. .. ..
Retail Trade and cateriag .. .. .. .. ..

Material Supply .. .. .. .. ..
Procurement .. .. .. .. ..
Information and computing sevices .. .. .. .. ..

Other branches of materia produi 8.2 8.2 8.0 7.9 7.6 7.5 7.5 7.4

Nonmaterial Sphere 24.6 25.1 253 25.8 25.7 25.7 25.2 24.6
Transportation .. .. .. .. ..
Communlication .. .. .. .. .. . . .

Housing, public ulities & peonal sevc 2. 2.6 25 2.5 2.5 25 2.4 2.4
Health care, soc!al security,
physical culture and sports 4.8 4.9 5.0 53 55 5.6 5.5 5.2

Education, culture and art 10.1 103 10.6 11 11.3 11.4 11.6 10.9
Science and scientific services 2.0 19 1.9 19 1.8 1.8 1.5 13
Credit.. . .. . .. . ...
Insurance .. .. .. .. ..
Private oprofit inons

serving househlds .. .. .. .. .. .
Other 5.4 55 53 5.1 4.6 4.5 43 4.7

Total Employment 100.0 100.0 100.0 100.0 100.0 1000 10.0 100.0

Sowce Table 1-2



TABLE 13: TURKMEl AN- WORIER A EMPLOYES IN STATE SECTO 19

Or percent)

Wors Employees

Mate Sph ere...

Agdrcute inchding forestry
Agriculture excokding foestry 87.1 12.9
Forestry 80.2 19.8

Industry, total
Industry, other 82.5 17.5
Construction 82.4 17.6

Other, mata spher
Trmnsportadon of goods 82.1 17.9
Maintnc of roads
Communication servicig maW produdon 7S.0 25.O
Wholesale and Retail Trade 79.1 20.9
Material Supply
Procurement
Inrmation and compuig services 25.2 74.8
Other branhes of material productin 60.8 39.2

Nomaterl Sphere
Traspora.tio

Housing 80.3 19.7
Publc utilties and personal services
Health care, social security,

physical cture 33.5 66.S
Ewdon 25.5 74.5
Culure and art 30.S 69.5
Sciece and scinfic savices 41.1 58.9
Credit and social isurae 14.7 85.3
General administation and defense 22.4 77.6
Private nonprofit insttuXtions

sening houeholds

Olber, material and nonmaterial spheres

Total 63.7 36.3

Source: Goskoma.



TABLE ld TIURME WFAN - lABOR FORCE PARnlcIPA1ION MIT

Age Gros
Totat 0-5 16-19 20-24 25-29 30-34 35-39 4044 4549 50-54 55-59 6064 over 65

1909Cm

Tota Popatiwon (thous.) 3,523 1505 290 326 322 253 185 106 109 114 97 84 132
Employcd (thous.) 1430 0 126 260 280 225 168 97 98 87 SS 22 12
Labor FoPce Part. (%) 40.6% 0.0%SY 43.4% 79.% 87.(e0% 88.9% 90.8% 915% 89.9% 76.3% 56.79 26.2% 9.1%

PUtolati o(thous.) 1,735 760 150 161 158 124 90 53 54 56 46 37 46
Enqgoyed (thou.) 788 0 66 137 153 122 89 52 53 53 41 15 7
Labor Fonet Part. (%) 45.4% 0.0% 44.0%ie 85.1% 96.8% 98.4% 98.9% 98.1% 98.1% 94.6% 89.1% 405% 15.29o

Females:
POPUWtim (thotwa) 1,788 745 140 165 164 129 9. 53 55 58 51 47 86
Emnployed (fous.) 642 0 60 123 127 103 79 4S 45 34 14 7 5
Labor Foe Part (%) 35.99% 0.6% 42.9% 745% 77.4% 79.8% 83.2% 84.9% 81.8% 58.6% 27.5% 14.9% 5.8%

1979 Cm

Total Populaton (thou) 2,765 1,219 261 262 200 120 120 130 111 102 65 52 123
Eployed (thos.) 1,138 1 133 229 186 113 114 123 103 84 33 11 8
Labor Foce ParL (%) 41.2% 0.1% 51.0% 874% 93.0% 942% 9S.0% 94.6% 92.1% 82.4% 50.8% 21.2% 6.5%

Populatioa(tho) 1,3S9 613 133 130 99 61 61 66 55 48 25 20 48
EMP-oyd (604A) 599 1 68 117 97 60 60 65 S4 44 21 7 5
Labo Form Paie (%) 44.1% 0.2% 51.1% 90.0% 98.0% 98.4% 98.4% 98.5% 98.2% 91.7% 84.0% 35.0% 104%

Popdation(tho) 1,406 606 128 132 101 59 59 64 56 54 40 32 75
Employed (tbous.) 539 0 65 112 89 53 54 58 49 40 12 4 3
Labor Foc ParLt (%) 383% 00% 50.8% 84% 88.1% 89.8% 915% 90.6% 87.5% 74.1% 30.0% 125% 4.0%

Source: Coakorastat.



TABLE 2-1: TURxMENISrAN - GROSS SOCIAL PRODUCT. MATERIAL INPlT, AND NAIMONAL INCOME, BY SECrORS

1985 1986 1987 1988 1989 1990 1991 1992

(a~pkvApc milUie of nubla)
Total National Economy:

Gross Social Product 891 9,05 9,819 10,W7 10,534 11,1 29,739 461,714
Material Input 1/ 4,896 5,107 5,349 5,590 5,706 6,059 17,440 180,183
National Income Produced 3,995 4,198 4,470 4,718 4,828 5,321 12,299 281,531

Industry
Gross Social Product 4,157 4,436 4,490 4,648 4,641 4,538 15,645
Material Input 3,029 3,181 3,216 3,414 3,543 3,705 13,130
National Income Produced 1,128 1255 1,274 1,133 L099 833 2,514

Construction:
Gross Social Product 1,489 1,659 1,766 1,886 1,704 1,808 3,946
Material Input 816 828 920 919 829 858 1,722
National Income Produced 673 831 846 968 875 950 2,225

Agriculture:
Gross Social Product 2,326 2,274 2,557 2,627 2,922 3,491 7,212
Material nput 685 709 771 786 828 943 1,532
National Income Produced 1,641 1,565 1,786 1,841 2,094 2,548 5,680

Transport and Communicaons
Gross Social Product 449 465 550 640 672 864 1,481
Material Input 260 272 315 345 363 413 666
National Income Produced 189 192 235 296 309 451 81.

Othe Sectors of Material Sphere
GroS Social Product 470 472 456 506 594 679 1,455
Material input 106 117 127 126 143 140 390
National Income Produced 364 355 329 380 451 539 1,065

(1983pnces milons of nublesj (pews ayer's prces, miions of rubks)
Total National Economy:

Gross Social Product 9,013 9,412 9,796 10,492 9,989 10,869 11,992
Material input 4,897 5,112 5,324 S,545 5,601 5,956 6,921
Natioral Income Produced 4,116 4,300 4,472 4,947 4,389 4,913 5,071

Industiy:
Gross Social Product 4,264 4,499 4,610 4,829 4,503 4,530 5,076
Material Input 3,059 3,203 3,241 3,433 3,490 3,682 4,223
National Income Produced 1,205 1,296 1,368 1,396 1,013 848 853

Construction:
Gross Socil Product 1,492 1,671 1,726 1,831 1,647 1,733 1,783
Material input 805 827 919 888 822 843 778
National Income Produced 687 844 807 943 824 890 1,005

Agriculture:
Gross Social Product 2,357 2,315 2,429 2,638 2,635 3,123 3,334
Material Input 670 694 722 754 789 880 1,225
National Income Produced 1,687 1,620 1,707 1,885 1,846 2,244 2,109

Truasport and Communictons:
Gross Socia Product 449 465 SS0 640 662 854 1,091
Material Input 260 272 315 345 360 413 490
National income Produced 189 192 236 296 302 441 601

Other Sectors of Material Sphere:
Gross Sodal Product 451 463 481 S53 544 629 708
Material Input 103 117 127 126 140 138 204
National Income Produced 348 346 354 428 403 490 504

1/Includes deqpvcia

Soaw= Ga*nt"



TABLE 2-2: TURBMENISA N NAiIONAL INCOME ACCOUNTS, BY SEC[ORS

1985 1986 1987 1988 1989 1990 1991 1992

(fpnesw , milliod of ubks)

Gross Social Product 8,891 9,305 9,819 10,307 10,534 11,381 29,739 461,714

Material Inputs (indc Deprecion) 4,896 5,107 5,349 S,590 5,706 6,059 17,440 180,183

National Income of Material Sphere 3,995 4,198 4,470 4,718 4,828 5,321 1U99 281,531
of which:
Industry 1,128 1,255 1,274 1,233 1,099 833 2,514
Construction 673 831 846 968 875 9S0 2,225
Agriculture 1,641 1,565 1,786 1,841 2,094 2,548 S,680
Transport and Communications 189 192 235 296 309 451 5
Other Sectors of Materal Sphere 364 355 329 380 451 539 1, *a5

National Income of Non-Material Sphere 1,363 1,456 1,722 1,915 3,145 23,932

Business Trips, Non-Mat Serices and Losses 585 5S3 594 672 2,212 23,818

Total National lvzome 1/ 5,248 5,621 5,955 6,564 13,232 281,645

Depreciation 2/ 1,163 1,190 1,226 1,173 1,434 2,568

Gross Natienal Product 6,326 6,710 7,117 7,582 14,666 284,213

(1983pwces, miiou of ubles) (pesyear'spnces, miltons of rubles)

Gross Social Product 9,013 9,412 9,796 10,492- 9,989 10,869 11,992

Material Inputs 4,897 5,112 S,324 5,S45 5,601 5,9S6 6,921

National Income of Material Sphere 4,116 4,300 4,472 4,947 4,389 4,913 5,071
of which:
Industy 1,205 1,296 1,368 1,396 1,013 848 853
Construction 687 844 807 943 824 890 1,005
Agriculture 1,687 1,620 1,707 1,885 1,846 2,244 2,109
Transport and Communications 189 192 236 296 302 441 601
Other Seaors of Material Sphere 348 346 354 428 403 490 504

National Income of Non-Mate Sphere
National Income of MatA&Non-MatSphere
Business Tnps Non-Mat Services and Losses

Total National Income 1/

Deprdation 2/

Gross National Product

1/ Accorig to Ase UN Sytm of Nadon Acouns.
2/ OnlyMateda Sphae; Non-Mae.il abwady nchda depmcato

Sowuw Goskomsteat



TABLE 2.3: TURKENISAN - NOTONAL INCOME USED e

1985 1986 1987 1988 1989 1990 1991 1992

(cwrntpnces, milons of rubkJ)

National Income Produced :995 4,198 4,470 4,718 4,828 5,321 12,299 281,531

National Income Used 4,602 4,834 4,731 4,809 5,273 5,505 13,848
Consumption 3,131 3,357 3,454 3,599 3,914 4,317 7,154

of which
Personal Consumption 2,740 2,947 3,015 3,149 3,426 3,764 6,370

Savings 1,471 1,477 1277 1,210 1,360 1,188 6694
Increase in Fed Assets 1/ 814 988 781 824 743 685
Change in Inventories 657 489 496 386 617 503

Difference (Produced-Consumed) -607 -636 -261 -92 446 -184 -1,549
Losses 2/ 127 145 199 158 198 788
Trade Balance -734 -781 460 -250 -644 -972

(1983pices, milonsofubles) (previousyeae'spkces, mfions of rubls)

National Income Produced 4,116 4,300 4,472 4,947 4,389 4,913 5,071

Nadonal Income Used 4,638 4,888 4,706 4,556 5,057 4,734 5,692
Consumption 3,149 3,399 3,462 3,553 3,825 3,856 4,455

of which
Personal Consumption 2,758 2,988 3,022 3,102 3,345 3,328 3,712

Savings 1,489 1,488 1,244 1,003 1,232 878 1,237
IncreaseinFixedAssets 841 959 741 760 698 518 550
Change in Inveltories 648 529 503 243 534 359 687

Difference (Produced-Consumed) (522) (588) (234) 391 (669) 179 (620)
iosses .. .. .. .. ......

Trade Balance ..

1/ Inchudinglivestock
2/ For 1990 incldes balncuig iem

Sourc Goskomstat

,- 



TABLE 24: TURKMENSrAN - NAIONAL INCOME USED

1985 1 987 1988 1989 199Q 1991 1992

(in pfern of National Income ProduceA aunenpnca)

National Income Produced 100.0 100.0 100.0 100. 100.0 100.0 100.0

National Income Used 1152 115.1 105.8 101.9 109.2 103.4 112.6
Consumption 78.4 80.0 773 763 81.1 81.1 58.2

of which
Personal Consumption 686 70.2 67.5 66.8 7L0 70.7 51.8

Saings 36.8 35.2 28.6 25.7 28.2 223 54.4
Increase in Fxed Assets 1/ 20.4 23.5 17.5 17.5 15.4 12.9
Change in Inventories 16.4 11.6 11.1 82 28 9.4

Difference (Produced-Consumed) (15.2) (15.1) (5.8) (L9) (9.2) (3.4) (12.6)
Losses 32 3.S 4.5 33 4.1 14.8
Trade Balance (184) (18.6) (10.3) (5.3) (133) (183)

(pen cdan at cmprabl prc) 2/

National Income Produced .. 4.5 4.0 10.6 -7.0 L8 -4.7

National Income Used .. 5.4 -3.7 -32 5.2 -102 3.4
consumption . 79 L8 2.6 6.3 -1.5 3.2

of which
Personal Consumption .. 83 1. 2.6 62 -2.9 -L4

Savings .. 0.0 16.4 -19.4 1.8 -35A 4.2
Increase in Fied Assets .. 14.0 -22.7 2.6 -15.2 -302 -19.7
Change in Inventories .. -183 49 -5L6 38.2 -41.7 36.7

Difference (Produced-Consumed) .. ..

Losses .. .. .. ..

Trade Balance .. .. ..

I/ Inclding livesok
7

Sowrce: Goswksmata



TABLE 2-S: TURKMENISTAN N NEr MATERLAL PRODUCI'AT CURREN PRIC

(rmillions of mubles)

198 196 1987 IM 1M9 19M0 1991 1992

By Industrial Origin:

Agriculture including forestry 1.641 1,565 1,786 1,841 2,094 1.548 5,680
Agriculture excluding forestry .. ..

Forestry

Industry. total I/ 1.801 2.086 2.120 2.201 1,974 1,783 4.739
Industry, other 1.128 1.255 1,274 1.233 1.099 833 2.514
Construction 673 831 846 968 875 950 222S5

Other 553 547 564 676 760 991 1.881
Transportation of goods 21 189 192 235 296 309 451 815
Maintenance of roads .. ..

Comrnunication servicing material produi .. .. .. .. ..
Wholesale trade .. .. .. .. ..

Retail trade and catering .. ..

Material supply .. .. ..

Procurement .. .. .. .. ..
Infornmtion and computin services .. .. .. ..

Other branches of materl production 364 355 329 380 451 539 1.065

Net Material Product 3.99S 4.198 4,470 4.718 4.828 5.321 12,299 281,831

By Expenditure Category:

Consumption 3.131 3.357 3,454 3.599 3.914 4,317 7.154
Consumption of population 2,740 2,947 3.015 3.149 3,426 3.764 6.370
Social consumption 391 411 439 450 488 554 784

Investment (acwmulation) 1.471 1.477 1,27 1,210 1,360 1.188 6.694
Fixed capital 814 988 781 824 743 685
Changes in inventoies and atoer 657 489 496 386 617 503

Losses 31 127 145 199 158 198 788

Net exports -734 -781 60 -250 -644 -972

1/ nds tumowr taves and ndes vawk-ddd i naa 8as setor
2/ Transportation and ConunSara
3/ For 1990 icudes bal item

Sources: Go _=oM.



TABLE 2-S: W1TRKMENiSAN -DIION 0F NET MATURLAL PRODUCI AT CURRENT PRICES

(in percent)

1985 1986 1987 I 1989 1990 1991 1992

By bIdustrial Origin:

Agriculture including foresy 41.1 37.3 39.9 39.0 43.4 47.9 46.2
Agriculure excuding foresty .. .. .. .. ..

Forestry .. .. .. .. ..

Industy, total 1/ 45.1 49.7 47A 46.7 40.9 33.5 38.5
Industry. other 28.2 29.9 28.5 26.1 22.8 15.7 20A
Construcuon 16.8 19.8 18.9 20.5 18.1 17.9 18.1

0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 13.8 13.0 12.6 14.3 15.7 18.6 15.3
Transportation of goods 2/ 4.7 4.6 5.3 6.3 6.4 8.5 6.6
Maintenanc of roads .. .. .. .. ..
Comnunicadon sevicing materal producti .. .. .. .. ..

Wholesale trade .. .. .. .. ..
Retil trade and catering .. .. .. .. ..

Material supply .. .. .. .. ..
Procurement .. .. .. .. ..
Informution and compudng sevices .. .. .. .. ..

Odier branches of maerial production 9.1 85 7.4 8.1 9.4 10.1 8.7

Net Maeil Product .0.0 100.0 100.0 100.0 100.0 100.0 100.0

By EVxenditure Caegory:

Consumption 78A 80.0 77.3 76.3 81.1 81.1 58.2
Consumption of population .. .. .. .. ..
Social conumptio .. .. .. .. ..

Invesument (accurulation) 36.8 35.2 28.6 25.7 28.2 22.3 54.4
Fmxed capital .. .. .. .. ..
Changes in invenores and ohr .. .. .. .. .. .

Losses 3.2 3.5 4.5 33 4.1 14.8

Net eports -13.4 -18.6 .103 -5.3 -13.3 -18.3

Souwm: Tab 2-5.



TABLE 2* TURKMENJAN - NW rMAUALPRUCAT WMANTPCES 1/

(millions of ubles)

1985 1986 1987 1988 1989 199) 1991 1992

(1983 preeas. 1 4o' os ea'sy prI a.adWofns o bi)
By Industrial Origin:

Agrlculturc includitng foresy 1,687 1.620 1.707 1.185 1.846 2.244 2.109
Agriculturc excluding forestry .. .. .. ..

Fi.tcstry

l;v,notry. total 2/ 1891 2.141 2,175 2.339 1.837 1,738 I.85.
Indutry. other 10 1,296 1361 1.396 1.013 848 853
Construction 687 844 8Y0 943 824 890 1,005

Other 537 539 590 723 705 932 1,104
Transportation ofgoods3/ 189 192 236 296 302 441 601
'Maintenance of roads ..

Cmmuniation serviig mai. p.ducti .. .. ..

Wholesale trade .. .. ..

Retail trade and catering .. .

Material supply .. .. .. ..

Procurement .

Information and computing services .. .. .. ..

Other branchs of maerial production 348 346 354 428 403 490 504

Net Material Product 4,116 4.300 4.472 4.947 4.389 4,913 5.071

By Expenditure Category:

Co1smPtion 3,149 3.399 3.462 3,553 3, 3,856 4.455
Consumption of popuatio 2.758 2.918 3,022 3.102 3.345 3.328 3.712
Social consumptio 391 411 440 451 480 528 743

invesunte (accumulation) 1.489 1.488 1.244 1.003 1.232 878 1.237
FPix capital 41 959 741 760 698 518 550
changes in inventories and other 648 529 S03 243 S4 359 687

Ls md discrepancy 4/ -522 -588 -234 391 .669 179 *a2

Net exports .. .. .. .. ..

I/ For 1985.88 in 1983 prIce jor 1989-91 Iapmoyea'spr'lcs
2/ hadud rnovr Wtames.
3/ Trpn adton and C<omnualaL
4/ t is die defferene bweben NAtionaw I v&wP and MI kre beriw Us.

Soawas: GoAloat.



TABLE 24A TUROMNISTAN - NET MATERIAL PRODUCT AT CONSTANT PRICES - GROWrH RATES

(inpetrent)

1986 1987 1988 1989 1990 1991 1992

By Industria Origin:

Agriculue induding forestry -4.0% 5.4% 10.4% 0.3% 7.2% -17.2%
Agriculue excluding forestry .. .. .. ..
FOrestry

Industry, toal 13.2% 1.6% 7.5% -16.5% -12.0% 4.2%
Industry, odtr 7.6% 5.6% 2.0% -17.9% -22.8% 2.4%
Construction 23.0% -4.4% 16.9% -14.8% 1.6% 5.8%

Other 0.3% 9.4% 22.7% 4A% 22.5% 11.5%
Transporation ofgoods 1.9% 22.5% 25.4% 2.3% 42.9% 33.1%
Maintenance of roads .. .. .. ..
Communication servicing mial production .. .. .. ..
Wholesale trade
ReU trade and catng .. .. .. ..

Matial upp.ly
Procurement
Infmation ns comutg services .. .. .. ..
Otherbranclasofmmaterialproduction .0.5% 2.2% 20.9% 6.0% 8.6% -6.6%

Net Material Product 4.5% 4.0% 10.6% -7.0% 1.8% 4.7%

By Expenditure Categoty:

Consumptin 7.9% 1.8% 2.6% 63% -1.5% 3.2%
Coaumptionofpopulation 8.3% 1.1% 2.6% 6.2% -2.9% -1.4%
Social consuw tion 5.1% 7.0% 2.5% 6.8% 8.3% 34.2%

Invesunent (accumulation) 0.0% -16A.% -19.4% 1.8% -35.4% 4.2%
Fxed capial 14.0% -22.7% 2.6% -15.2% -30.2% -19.7%

Source: Table 2-6.



TABLE 243B: lURKMENISTAN - NET MATERAL PRODUCr - IMPLICff PICE DEFIATORS I1

1985 1986 1987 1988 1989 1990 1991 1992

By Indusrial Origin:

Agriculture including forestry 97.3 96.6 104.6 97.7 113.4 113.6 269.3
Agrculture eclcuding forestry .. .. .. .. .

Forestry

ndustry, total 95.2 97.4 97.5 94.1 107.4 102.6 255.1
Industry, other 93.6 96.8 93.1 88.3 108.5 98.2 294.9
Constuction 98.0 98.4 104.8 102.6 106.2 106.8 221.3

tiir 103.0 101.6 95.7 93A 107.8 106.3 1703
Transprtion of goods 100.0 100.0 99.9 100.0 102.2 102.3 135.8
Mainte of roads .. .. .. .. ..
Comamnicaio sen maeia producti .. .. .. .. ..

Wholele trade .. .. .. .. ..
Reail trade and ctering .. .. .. .. ..

Material supply .. .. .. .. ..
Procwemen .. .. .. .. .. .

bftion and computing serices .. .. .. .. ..

Odwhbranchesofmateriaproduction 104.6 102.5 92.9 88.9 112.0 110.0 211.4

Net Matal Product 97.1 97.6 99.9 95A 110.0 108.3 242.5

By Expendinare Cegory:

Conumption 99A 98.8 99.8 101.3 102.3 112.0 160.6
Conmption of poputlaion 993 98.6 99.8 101.5 102A 113.1 171.6
Socal consumptin 100.0 99.9 99.7 99.7 101.5 104.8 105.5

Investm (accumulation) 98.8 99.2 102.6 120.6 IIOA 135.3 541.2
Fixed capital 96.8 103.0 105.4 108.4 106A 132.2

I/ For 198548 1983-lOO;for 1989-91, prewous y =100.

Sources: Tables 2-5 and 2.6.



TABLE 2-6C: TURKMENISTAN - NET MTEBRLAL PRODUCr - GROWrH RATES OF MICE DEFIATORS

(in perrent)

1986 1987 1988 1989 1990 1991 1992

li) Industrial Origin:

Agriculture including forestry .0.7 8.3 6.6 16.1 0.1 137.1
Agriculture excluding forestry .. .. .. .
Forestry

Industry. total 2.3 0.0 -3.5 14.2 -4.5 148.6
Industry. other 3.4 -3.8 -S.2 22.8 -9.5 200.3
Construction 0.5 6.5 -2.1 3.5 0.6 107.2

Otlier -1.4 -S.8 -2.3 15.3 -1.3 60.1
Transportation of goods 0.0 40.1 0.1 2.2 0.1 32.7
Maintcnance of roads .. .. .. ..
Comuunication servicing material production .. .. .. ..
Wholesale trade
Retail trade and catering .. .. .. ..
Material supply
Procurement.
Information and computing services .. .. .. ..
Other branches of materal production -2.0 -9.4 4.3 25.9 -1.8 92.2

Net Material Product 0.6 2.4 -4.6 15.4 -1.5 123.9

By Expenditure Category:

Consumption 40.7 1.0 1.5 1.0 9.4 43A
Consumption of population 40.7 1.2 1.8 0.9 10.4 51.7
Social consunption 40.1 40.2 0.1 1.8 3.2 0.7

Investmrent (accumulation) 0.4 3.4 17.5 -8.5 22.6 300.0
Fixed capital 6.4 2.3 2.9 -1.9 24.2

Source: Tables 2-6B.



TABLE 2-7: TURKMENISrAN - GROSS NATIONAL PRODUCT

(in nulions of current nwbles)

1987 1988 1989 1990 1991 1992

MATERIAL SPHERE:
I.Gross Social Product 9,819 10,307 10,579 11,381 29,739 461,714

2.1ntermndiate Consumption 4,856 5,053 5.183 5,714 18,218 201,434
2. 1. Material Inputs 11 4272 4,.501 4,589 5,042 16,006 177,615
2.2. Business Trips 52 59 52 59 99 310
2.3. Household-Municipal Services 64 48 61 62 109 363
2.4. Socio-Culural Services 2/ 59 75 64 93 545 16.b52
2.5. Deductions of Enterprises

for Goelogical Research 201 201 201 20' 205 1,226
2.6. Services of Science and Research 3 5 9 10 10 221
2.7. Interest paid Banks for Credit 1 1 1 1 1 346
2.8. Other Services 6 7 8 9 10
2.9. Losses 199 158 198 237 1,234 4,501

3.Value Added (1-2) 4,963 5,254 5,396 5,667 11,521 260,281

NON-MATEAL SPHERE:
1. Gross Output of Services 1,709 1,805 2,110 2,368 3,886 70,451
1.1. Wages 1,014 1,096 1,269 1,431 2,148 17,466
1.2. Deductions for Social Securyt 71 77 89 98 644 5,240
1.3. Profit 10 10 28 30 30 590
1.4. Payment for Non-mftril Services,

including Buskness Trips 37 40 46 52 58 31,908
1.5. Material InMus 1/ 308 309 342 401 684 14.612
1.6. Deprciadon 191 191 248 257 216 219
1.7. Depeciation of hnlividual Housing 29 34 41 49 57 67
1.8. OdherE xnses 48 48 48 50 50 351

2. btermediae Consumption 346 350 388 453 741 46,519
2.1. Payment for Non-Mateia Services

and Bsiness Trips 37 40 46 52 57 31,908
2.2. Material Inputs 308 309 342 401 684 14,612

3. Value Added (1-2) 1,363 1,456 1,722 1,915 3,145 23,932

Gross Natdonal Product 6,326 6,710 7,117 7,582 14,666 284,213
of which:

Material Sphere 4.963 5,254 5,396 5,667 11,5 ,' 260,28'
No-Mlaterial Sphere 1,363 1,456 1,722 1,915 3,145 23,932

1/ Ewcuding depredadon bu including non-errdeated value.
2/ Eucaion, Pubc Heath, Soial Secu*y

Source: Goskomsta.



TABLE 3-1: 1TUVKNlWAN - BALANCE OF PAYMET

(in mdlions f bl)

lartenwmcax hWnStIuh I Tmmmwmaiu Wli)bwre cow*tre*
1987 1988 199 99M 199J 1987 1988 1989 1990 1$91

Trade balane -269 -97 -328 458 1,95 -38 -187 -348 513 -197
Exports ,327 2,389 2418 Z469 6,731 128 24$ 241 172 1,'S
Import 25S96 2,486 2,746 297 5M6 328 432 589 68S 1,302

Servies, net .172 .422 n -77 .144
Transportation .. -166 U41. -57 -97
Travel .. . 6 8 -1 -
Interest - - _. -19 47
Other .. .. - -

Net public sector transfers 600 2,222 .. .. .-

Curmeat account balance:
Including transfers . .. -30 2,696 .. .. -590 -341
Esluding transfets .. .. _ 0 673 -590 -341

Capital acout .. 1,062 _447 18 60
Debt transactions (net) 1/ - - i s 18 60
Disbursements .. . .. - - . .. - S9 157
Amortfraaton .. . .. - _ .. 44 100
Repay_ent from aboad - - 3 4

Interrepublican cap tastions . 0 -1,62 .447 ..

Inflows . - _ . _.

Outflows 2/ I.. . ,062 .447 _ ..

Erors and ominsins .. 542 113 .. - 86 22

Overal balance .. .. O9 2,61 .. .. 487 -259

Fincin. .. 549 -,561 . 487 259

Net forign assets of the banking sys_ so .. .. 549 2S61 _ 462 265
Arreas 1_ .. _ _ _ .. _ 24 -10
Debt defal V - 4

I/ hi the case of ronaaiom w%ffJrelsp cmpi. flgwwauww kV&%d by qp.sbtg *1bwar us e Am eiten de t
toflow for die USSR as a whole. s shre w ethc id ithe _1 f odieurp caemnm ie e nal debt
of the USSR in Aowerber 1991.

2/ Otflows reflect an ireae in dte State Rant of 2Wnw an dan die USSR Gas*ai

Source: Gosko. GbNk, Gospmz A Sy of Fae. aud IIFstq fatr.



TALE 3-2: tgMN .AN- EXCHAGERATMS

(Rkblas per U.S. Dollar)

1987 1988 1989 1990 1991 1992

Officia Exchange Rate 0.6328 0.60&0 0.6274 0.5856 0.5819

Aucuion/MWCE Rate 1/ n.s. n.a. 8.9 19.4 54.6 268.7

Rumian Federatio
1991 1992

Nomia

January 25.3 204.3
Februaty 34.0 175.8
Marcb 36.1 152.8
April 32.9 152.8
May 38.1 122.3
June 40.7 125.3
July 52.4 143.3
August 52.0 169.7
Seputnber 55.2 225.3
October 62.2 353.8
November 105.6 426.9
December 169.7 414.6

Aunnul Average i.7 2222

1/ Weigted Average.

Somuces: World Bllo A4 etbales.



TABLE 3-3: lTURKMENWAN - TOTAL EXPORTS BY COMMODITY GROUPS AT DOMESllC MRICES

OWUoe of aarre,t rus)

-iiamepub*l EWhorep*J ToAd Dwde
1987 1988 1989 1990 1991 1992 198? 198 1989 1990 fil 1992 198? 2988 1989 2990 1991 1992

INDUSTRY 2,188.3 2,45.9 2,197.4 221.7 6,334.5 96,290.0 118.2 213.0 22.5 163.7 1,078.7 I1t1536.0 2.30S 2,45S.9 2,425.9 2,435A 7,413.2 212.126.0

POWER 64.7 58.9 69.6 67.0 1513 6,730.0 0.0 0.0 0.0 0.0 0.0 .. 64.7 58.9 69.6 67.0 151.5 6.780.0

OIL AND GAS 742.6 750.6 743.0 695.8 28 77,549.0 0.0 0.0 2.1 9.3 445.0 115,805.0 742.6 750.6 745.1 705.1 3,007.8 193,354.0

COAL 0.0 0.0 0. 0.0 0.0 0. 0. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 C.0 0.0

OTHER FUEL 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

FERRWS MeTALLURG 3.3 3.3 3.4 3.4 73 73.0 0.0 0.0 0.0 0.0 0.0 0.0 3.3 3.3 3A 3.4 7.3 78.0

NON-FERROUS METALLURGY 63 5.2 5.2 5.9 4.1 25.0 0.0 0.0 0.0 0.1 0.1 0.0 6.3 5.2 52 6.0 4.2 25.0

CHEMICAL&PETROLMM 139.6 150.4 151.5 146.7 400.0 2,751.0 LS 1.5 0.8 6.7 34.7 5.0 141.1 151.9 152.3 153.4 434.7 2,756.0

MACHINEWANDM ETALWORKS 43.7 44.2 38.5 35.3 90.0 545.0 0.5 08 0.9 1.6 5.2 0.0 442 45.0 394 36.9 952 545.0

SAWMLL & ItJIE INDUSTRY 03 0. 3 03 0.35 12.0 0.0 0.0 0.0 0.0 0.0 0.0 03 03 03 03 0.5 12.0

SUILDINOMATERIALS 23.2 20.9 24.1 28.2 50.0 653.0 0.4 0.5 0.1 0.0 1.2 12.0 23.6 21A 24.2 28.2 St.2 665.0

LT INDUSTRY 1,0t4.1 1,116.1 ,76.0 102. 2,767.3 ,65.2 112.7 206.6 223.1 138.9 576.0 14.0 1,1S6.8 1,327 19.I 1221.4 343.3 1,699.2

FOOD PRODUCTION 89.8 9f.3 85.1 205.9 300.0 6,211s 3.1 3.6 1.5 7.1 16.5 39.1 92.9 96.9 86.6 213.0 316. 6.250A

onTER INDUSTRIES 0.7 0.7 0.7 0.7 1.0 0.5 0.0 0.0 0.0 0.0 0.7 0.7 0.7 0.7 1.0 0.5

AGRIXULTURE 133.2 137.2 127.6 123.6 370.0 .. 2.0 22.0 4.9 3.5 42.0 .. 135.2 159.2 132.5 127.1 412.0 0.0

OTHER MATERIAL PRODUCTION 5.8 6.1 93.2 73.7 10.0 24,354.0 0.0 10.0 7.8 4.7 0.0 20,418.0 5.8 16.1 101.0 78.4 10.0 44,772.0

TOTAL 2,327.3 23.2 2,418.2 2,469.0 6,734.5 120,644.0 120.2 245.0 241.2 171.9 1.120.6 136,347.0 2,447.5 2,634.2 2,659.4 2,640.9 7.905.1 256,991.0

Sue to Toa True 95.1% 90.7% 90.9% 93.5% 8S5.% 46.9% 4.9% 9.3% 9.1% 6.5% 14.2% 53.1% I0O.0% 100.0% 100.0% 100.0% 300.0% 100.0%
Exusagelif Used
(tubklcperUS$) .. .. .. .. .. 50 .. .. .. .. .. 150s

Sow'es.: G ComsW.



TABLE 3-4:. TURJCMENSJAN - TOTrAL IMPORTS BY COMMODITY GROUPS AT DOMFS'C MRCES

O(mUMe of cw rem noone)

hwtrr7~lic £uaEW p,bil Total 7hade
1987 1988 1989 1990 1991 1992 1987 1988 1989 I99 1.991 1992 1987 1988 1989 1990 1991 1992

InDUSTY 2,52.4 2,457.0 2,611.5 2,69.1 4.2463 61,454.8 324A 389. 536.8 625. 610.2 7.207.1 2,654.0 2,846.8 3.150.3 3,318.3 S.056.5 72.661.9

POWER 8.6 8.9 9.6 10.0 3S.7 139.6 00 0.0 0.0 0.0 0.0 .. 8.6 8.9 9.6 10.0 15.7 139.6

OL MND GAS 100.2 100.2 300.0 79.3 124.8 14,035.6 0.0 0.0 0.0 0.0 0.0 2.0 100.2 100.2 100.0 79.3 124.8 14.037.6

COAL 6.9 6.6 6.6 5.3 OA, 220A 0.0 0.0 0.0 0.0 0.0 .. 6.9 6.6 6.6 5.3 *3.1 220.4

OilE FUEL 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 .. 0.0 0.0 0.0 0.0 0.0 0.0

FERROUJSMErALLURGY £05.9 107.0 83.9 305.8 166.6 2,36.0 9.8 8.3 18.5 73 8.9 23.0 115.7 115.3 102.4 113.1 175.5 2,89.0

NON-PERRlOUS MErALLUROY 5.3 9.4 9.S 9.1 14.3 3,560.0 0.0 0.0 0.3 0.3 0.1 .5.3 9.4 9.6 9.2 14.4 3.560.0

CHWAKIAL&FETROLEUM 182.2 200.1 209.4 202.6 319.7 2,508.6 8.1 8.7 21.0 26.6 34.7 1,777.0 1903 208.8 230.4 229.2 354A4 4,26.6

MACEDNERYANIDMETAL WOKS 93.1 925.6 949.4 958 .6 ,0.1 17,903.5 13.3 21.3 92.6 11935 154.7 2.438.0 946.4 946.9 1.042.0 1,0783 1,663.8 2D,341.5

SAWUILLLUMBER INUSRY 119.6 105.1 124.9 96.7 352. 997.5 29.0 25.7 12.1 9.2 13.6 .. 148.6 328.8 137.0 105.9 363.8 997.5

3UUDING MATERIALS 54.0 5.35 54.2 50.2 79.0 935.9 3.0 4.2 4.8 5.9 8.0 .. 7.0 57.7 59.0 6.1 87.0 915.9

LIGHT DIDUTy 466.8 39.1 453.3 550.7 866.8 6,412.7 136.4 195.6 243.3 254.5 330.0 140.4 603.2 590.7 696.6 805.2 1.19638 7,25.l

FOOD PRODUTO N 436.9 433.9 477.9 444.7 699. 15,892.0 123.7 122.8 143.9 185.1 240.0 2,126.7 560.6 556.7 621.8 629.* 939.9 18,018.7

OTHIER DCIDSMRIES 107.9 113.6 132.8 179.9 283.1 .. 3.3 3.2 2.5 17.0 22.2 11133.2 116.8 135.3 196.9 3053 0.0

AGRICUTUR 66.7 28.2 33.6 132.1 207.7 14,038.0 3.7 42.4 50.7 60.1 71.3 2,660. 70.4 70.6 84.3 392.2 286.0 16,696.1

OTHIER MATERIAL PIODUJCTIOt 0.8 0.8 98.8 97.9 I54.1 915.7 0.0 0.0 0.0 0.0 0.A. 0.8 0.8 98. 97.9 354.1 915.7

TOMA 2,596.9 2,486.0 2,743.9 2,923.1 4,606.1 80,408.5 328.3 432.2 589.5 685.3 8883 10.9143 2.923.2 2,938.2 3,333A 3,608.4 5,966 91,323.

1kCD m 
ShantoTold Tiage 88.85 85.25 12.3% 83.0% 83.8% 88.0% 11.2% 14.8% 17.7% 19.0% 16.2% 12.0% 100.0% 300.0% 100.0% 300.0%A 100.0 100.0%
Hzdup RAW Used

Soqwces: G*omwta.



TABLE 3-4A: TURKMENISTAN -RESOURCE BALANCE BY COMMODITY GROUPS AT DOMESTIC PRICES

(milons of current rbks)

lmerrepublic Forarepublc Total Trade
1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992

INDUSTRY '341.1 -211.1 414.1 421.4 2,088.2 30,835.2 -206.4 -176.8 -310.3 .461.5 268.5 108,628.9 (548) (388) (724) (883) 2.357 139.464

POWER 56.1 50.0 60.0 57.0 135.8 6.640A 0.0 0.0 0.0 0.0 0.0 0.0 56 SO 60 57 136 6.640

OIL AND GAS 642.4 650.4 643.0 616.5 2,438.0 63,513.4 0.0 0.0 2.1 9.3 445.0 115,S03.0 642 650 645 626 2.883 179.316

COAL -6.9 -6.6 -6.6 -5.3 -15.1 -220.4 0.0 0.0 0.0 0.0 0.0 0.0 (7) (7) (7) (S) (IS) (220)

OTHER FUEL 000.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 0 0 0 0 0

FERROUS METALLURGY -102.6 -103.7 -60.5 -102.4 -159.3 -2,79t.0 -9.8 4.3 -11.S -7.3 4.9 -23.0 (112) (112) (99) (110) (168) (2.814)

NON-FERROUS METALLURGY 1.0 4.2 -4.3 -3.2 -10.2 -3,535.0 0.0 0.0 4.1 0.0 0.0 0.0 1 (4) (4) (3) (10) (3,535)

CHEMICAL & PEIROLEUM 42.6 -49.7 -57.9 -55.9 80.3 242.4 46.6 -7.2 -20.2 -19.9 0.0 -12772.0 (49) M (78) (76) SO (1.530)

MACHINERY AND METAL WORKS 49.1A 481.4 -910.9 923.5 -1,419.1 -17,358.5 -10.8 -20.5 -91.7 -117.9 -149.5 -2,438.0 (902) (02) (1.003) (1.041) (1569) (19.797)

SAWMOLL&LUMBERINDUSTRY -119.3 -102.8 -124.6 -96.4 -151.7 -9M5.5 -29.0 -25.7 -12.1 -9.2 -11.6 0.0 . (148) (129) (137) (106) (163) (986)

BUEDING MATERIALS -30.8 -32.6 -30.1 -22.0 -29.0 262.9 -2.6 -3.7 -4.7 -5.9 *6.8 12.0 . (33) (3) (35) (28) (36) (251)

LIGHT INDUSTRY 607.3 721.0 622.7 531.8 1.9005 4,727.5 -23.7 22.0 -20.2 -I15.6 246.0 -826.4 * 584 732 603 416 2,147 (5,554)

FOOD PRODUCTION -347.1 -338.6 -392.8 -238.8 -399.9 -9,68.7 -120.6 -119.2 -142A -178.0 -223.5 -2,067.6 (468 (458) (535) (417) (623) (11.768)

OTHER NDUSMIES -107.2 -112.9 -132.1 -179.2 -282.1 0.5 -3.3 -3.2 -2.5 -17.0 -22.2 0.0 (111) (116) (135) (196) (304) 1

AGRICULTURE 66.5 109.0 94.0 4.5 162.3 -14.038.0 -1.7 -20.4 45.8 -56.6 -36.3 -2.660.1 65 89 48 (65) 126 (16,698)

OTHER MATERIAL PRODUCTION 5.0 5.3 -5.6 -24.2 -74.1 23,438.3 0.0 10.0 7.8 4.7 0.0 20,418.0 5 i5 2 (20) (74) 43,856

TOTAL -269.6 -96.8 -325.7 454.1 2,176.4 40.235.3 -208.1 -287.2 -348.3 -513.4 232.1 125,432.5 (478) (284) (674) (968) 2.409 165.668

Memo: ShaetoTotl Trade 56.4% 34.1% 48.3% 46.9% 90.4% 24.3% 43.6% 65.9% 51.7% 53.1% 9.6% 75.7% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Soces: Tabls 3-3 ad 3-4.



TABLE 3-5: TURKMENISTAN - TOTAL EXPORTS BY COMMODITY GROUPS AT FOREIGN TRADE PRICES

Omillions of current ruabe)

Interrepublic Exerarepublic Total Trade
1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1IM

INYUSMh 2. . 330.4 2,645.9 . .. .. 113.2 108.9 . ... . 2,443.6 2.754.8

OJL AND GAS . .. 1,474.3 1,69.3 . ... .. 3.4 23.0 . .. .. 1,477.7 18.68.

Rerdned Praduca.. 376.3 500.9 . ... .. 3.4 23.0 . .. .. 379.7 S239

Gan fto&=u.. . 1.08.0 1,158.4 . ... .. 0.0 0.1. 09, . 8.0.0 1.158,4

COAL . .. 0.0 0.0 . ... ,. 0.0 0.0 . .. .. 0.0 0.0

OnIER1 FUEL. 0.0 0.0 . ... .. 0.0 0.0 . .. . 0.0 0.0

14DN-FVtROVS METALLURGY .. .. 8. 9.9 . .. .. 0.0 0.2 $J. . . . 10.1

CI8DiUAL &PEThOIMJM .. . 50.7 858. . ... . 0.5 5.3 . ... .. 151.2 157.1

MACRUERYAND1WrAL WORK . . 40.0 36.6 . .. .. 0.6 Ls . . . . 40.6 384

SAWMILL&LUMBERDODUSTRY . .. 0.3 0.2 . ... .. 0.0 0.0 . .. .. 0.) 0.2

BUILDING MATERIALS . .. 24.4 30.6 . ... .. 0.8 0.0 . .. .. 24.5 30.6

UGUTIDWUSTRY . . 492. 541.2 .. .... .. 80. 75.0 .. . . . 0.6 616.2

AGRICULTURS 41.5 44.4 . .. .. 0.8 0.7 . ... .. 42.) 45.1

O1I8RMATB1AL PRODUCflO . .. 94.8 83A1 . . . . 9.8 4.6 .. . . . 04.6 87.7

Slmi to Tota T~aft .. .. .2% 96.0% .. ... . 4.8% 4.0% .. . 00.0% 100.0% 100.0% 100.0% 800.0% 800.0%
SidMig Rate Usd

MOMeSperUS .. . . . . .. . .

Sources: Goskomuat.



TAKLE 3-6 TURKMEIAN - TOTAL IMPORTS BY COMMODITY GROUPS AT FOREIGN TRADE MCES

dJien of cwrm ns s)

bIerefulAc EtBreulic TOW 7mde
1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992 1987 1988 1989 990 1991 1992

INDUSTRY .. .. 2,480.S 2268 .. .. .. .. 235.8 259.4 .. .. .. .. 2,76.3 t516.2

POWER .. .. 14.5 15.0 .. .. .. .. 0.0 0.0 .. .. .. .. 14.5 15.0

OIL AND GAS .. .. 162.0 1766 .. .. .. .. 0.0 0.0 .. .. .. .. 162.0 176.6
OilPi. .. .. 0.0 0.0 .. .. .. . 0.0 0.0 . .. ,, .. 0.0 0.0
Refd Pds .. ., 162.0 176,6 .. .. .. .. 0.0 0.0 .. .. .. .. 162.0 176.6
on P n .. .. 0.0 0.0 ,. .. .. .. 0.0 0.0 ,. .. .. ,. 0.0 0.0

COAL .. .. 6.0 5.0 .. .. .. .. 0.0 0.0 .. .. .. .. 6.0 5.0

O1NERFUEL .. .. 0.0 0.0 .. .. .. .. 0.0 0.0 .. .. .. .. 0.0 0.0

FERROUS MERALUIRGY .. .. 91.1 1224 .. .. .. .. 23.8 9.7 .. .. .. 114.9 132.1

NtO-FERROUS IbETAUAJROY .. .. 14.7 15.2 .. .. .. .. 0.1 0.1 .. .. .. .. 14.8 15.3

CRWIICAL A PEIROEUMh .. .. 160.2 166S .. .. .. .. 14.2 19.0 .. .. .. .. 174.4 li7.8

MACHOIEY AND M EAL WOR .. .. 1,427.4 1.191.7 .. .. .. .. 73.4 85.0 .. .. .. .. I,S0O.S 1.276.7

SAWMII&LUMLBERDUSTRY .. .. 71.2 63.8 .. .. .. .. 6.6 5.2 .. .. .. .. 77.S 69.0

BtMDUIW MATERIALS .. .. 54 43.2 .. .. .. .. I.8 2.2 .. .. .. .. 54.2 45A

13GHI RNDUSTRY .. .. 149.9 161.5 .. .. .. .. 59.2 64.6 .. .. .. .. 209.1 226.1

FOOD PRODUCTl .. .. 201.4 179.4 .. .. .. .. 55.4 68.5 .. .. .. .. 256. 247.9

Ol INDLWrSIRIES .. .. 129.7 114.2 .. .. .. .. 1.3 5.1 .. .. .. .. 131.0 119.3

AGRICULTURE .. .. 15.6 69.7 .. .. .. .. 35.6 46.4 . .. .. .. 51.4 116.t

OTIHER MATER2AL PPODUCTION .. .. 99.0 111.5 . .. .. .. 0.0 0.0 .. .. .. .. 99.0 111.5

TOTAL .. .. 2.595.3 2,438.0 .. .. .. .. 271.4 305.8 .. .. .. .. 2.Sf6.7 2.743.8

Meaa Is:
ShueuCTetal Trade. . 90.5% 8S.9% .. .. .. .. 9.5% 11.1% .. .. 120.0% 200.0% 100.0% 100.0% 100.0% 200.0%
Exclas Rue Used

(Rubes per US$) .. .. .. .. .. .. ..

Sources. Coskontsat.



TABLE M.A: TURKbOMENAN - RESOURCE BALANCE BY COMMODITY GROUPS AT FOREIGN TRADE MRCES

*Mm OfI of cuwa mitilu

bzearepubIic Ettrarepubfic Total fl'ae
1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 199 1987 1988 1989 1990 1991 1992

DMIUSMhY .. . 150.1 389.1 . ... . -122.6 -150.5 .. . . . 272.7 2386

POWER. . 90.6 85.5 . . . . 0.0 0.0 . ... .. 90.6 85.5

OML AND GAS . .. 1,312.3 1.482.7 . . . . 3.4 23.0 . .. . 1,315.7 I,50.7
onlProuc . . 0.0 0.0 . .. .. 0.0 0.0 . .. , .. 0.0 0.0
RFollow Prdc -. , 214.3 324.3 . ... .. 3.4 23.0 . . .. 217.7 347.3
Gas pro&uem. . 1,098.0 1.158.4 . .. .. 0.0 0.0 1. . . . .098.0 1.158.4

COAL -co. 6. -5.0 O. . . . . 0.0 ..- . . 6.0 -5.0

O1IIRPUL . .. 0.0 0.0 . ... .. 0.0 0.0 . .. .. 0.0 0.0

FERROUJSMETALIAMOY . .. -87.7 -I.$1. . . . . -23.8 -9.7 .. 1...1..33. -128.5

N4ON-FERROUS METAIJ.U Y .. 6 .6 -5.3 . .. .. .0.3 0.1 .. . . . -7 -5.2

CIIP4CAL &PEIIOEUM . .. .9.5 .37.0 .. . , . 13.7 .13.7 .23.2 -30.7

MACH3NEY AND METAL WORKS -1....387.4 -1151 . . . . 72.8 -83.2 .. .. 1 . .46D.2 -In23.3

SA,WMIIL AtXMU INDUSMRY . .. -70.9 -63.6 ..- 6. . .66 .5.2 .. . 77*5 -68.8

BUILDIN MATERIALS .. .. .2.0 .12.6 ..- . . 1.7 .2.2 . . . . .. -29.7 .14.8

3JO3IT3nDxiJSY . . 342.6 379.7 . .. .. 48.9 10.4 . .. . . .. 391.5 390.1

FOOD PRODUCTION .. .. .70.5 -67.7 .. . . . .4.9 44.9 .. . . . 225.4 -332.6

OT13RIDUKSTRIES . .. -129.0 .113.7 . ... .. -1.3 .5.1 ,, 130.3 .118.8

AGRICULTUR . . 25.7 -25.3 ..- . . 34.8 .45.7 .. . . . 9.3 -73.0

OTHIER MATERIAL PRoDucTIoN .. . 4.2 .28.4 . .. .. 9.8 4.6 .. S . . .6 -23.8

TOTAL . .. -328.6 335.4 4. . . . -47.6 .191.6 .. , . . -76.2 343.8

Me=o Stefe to TotW Troe&. . 46.6% 233.2% .. . . . 53.4% .13332% .. . 00.0% 100.0% 100.0% 300.0% 300.0% 100.0%

Sources: Tables 3-S and 3.6.



TABLE 3-7: TURKMENISTAN - GEOGRAPHICAL DISTRIDTION OF INTERREPtUDLC TRAME AT DOMESTC PRICES

EXPORTS IMhiPORTS
1987 198 1989 1990 1991 199 1987 198 1989 1990 1991 1992

(miWaw of cwa wueut)

TOTAL TRA DE 2,327.3 2,389.2 2,418.2 2,469.0 6,784.5 120,644.0 2,596.3 2,486.0 2,746.1 2,927.4 4,608.1 80,408.5

Asmenia 2. . . . . ,791.4 .. . . . . 341.2
AMU*~n . . . . . 4,676.0 .. . . . .6,812.2

Rslaus 48.8 53.8 50.1 50.8 139.5 2.311.1 100.5 110.7 103.1 104.7 164.7 3.315.7

Esonia 11 55.4 61.1 56.9 57.7 158.5 2,851.9 80.4 88.6 82.5 83.7 131.9
Georgi .. . . . . .123.4 . . .

Karaklsan 61. 67.5 62.9 63.8 175.2 9,829.5 112.7 123.5 115.1 116.8 8. 9,519.2

Kyrgy=tn . . . . . 368. . . . . .. 1,126.6

Lbatvia 21 . . . . . .. . .

Moldov . . . . . 6,969.1 .. . . . . 37.6
Runssi 1,179.4 1,300.0 1,211.6 1,229.7 3,377.9 24,189.9 1,172.6 1,291.5 1,20.7 1,221.7 1,9254 28,201.6
Toikstn 7. . . ... 7816.0 3. . . ... 3440.3

Ukraine 174.4 193.2 180.1 182.8 502.1 21,108.5 438.3 483.0 450.1 456.8 719.9 3,687.4
U**eimn WS8A 725.3 675.9 686.0 1,884.4 20,469.2 159.5 175.7 163.7 166.1 261.7 6,493.4

(PEnXSV4e nlow to ToldI ?)usk

TOTAL TRADE 100.0 100.0 100.0 100.0 100. 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Ajumazia .. . . . . 2.3 .. . . . . 0.4
Azabaijan. . . . . 3.9 .. . . . . 8.5
selarus 2.1 2.3 2.1 2.1 2.1 1.9 3.9' 4.5" 3.8" 3.6" 3.6 4.1

korni Il 2.4 2.6 2.4 2.3 2.3 2.4 3.1 3.6 3.0 2.9 2.9
Georgi . . . . . 6.7 . . .

Kxnklusam 2.6 2.8 2.6 2.6 2.6 8.1 4.3 5.0 4.2 4.0 4.0 11.8

Kygyazn . . .. .. . 3.1 . . . . . 1.4

Moldova .. . . . . 5.8 .. . . . . 0.0
Ruslia 507 5.4' 50.1' 49.8 49.8" 20.1 45.2 52.0 43.8S 41.7" 41.8 35.1
1TjIpsIn .. . . . . 6.5 . . . . 4.3

IJkmln 7.5 8.1 7.4 7.4 7.4 17.5 16.9 19.4 16.4 15.6 15.6 4.6
Urbeistn 28.3 30.4 28.0 27.8 27.8 17.0 6.1 7.1 6.0 5.7 5.7 8.1

ii EMeaLts An14,1 an.d Z* AntA.

21hch 1.~In Eni.oa

SwwT. Ge*awa



TABLE 5-1: TURKMENISTAN -CONSOLJATED GOVERNME BUDGET 1/

(in millons of aurment ubkes)

1985 1986 1987 1988 1989 1990 1991 1992

Total Revenue 1,630 1,786 1,846 2,154 2,303 3,236 6,487 64,009

Tax Revenue 826 834 857 894 1,042 1,038 1,971 34,447
TurnoverTax2/ 583 576 593 619 711 780 669
Value-added Tax 3/ ._ - 17,400
Company Profits Tax 518 12,568
Excise Tax 3/ 1,187
Sales Tax 4/ 314
Profit Tax from Cooperafives5/ 44 51 48 46 71 92 122 307
Personal Income Tax 199 207 21S 230 260 166 349 2,985

Non-tax Revenue 607 712 744 896 802 1,471 3,106 29,562
Foreign Economic Activity 6/ 11 56
State Duties 9 9 10 10 9 1S 34
State Lottery 3 3 3 3 3 3
Funds from Socal Sec'iity 10st 116 126 140 172 187
Profit Transfers 7/ 233 2S7 283 322 259 312
Fixed Payments 8/ . . 1,451 18,253
Other Revenue 240 295 295 397 330 917 1,503 11,253
State Bonds 9/ 17 32 28 24 28 36 6

Union Transfers 197 240 245 364 460 728 1,409

Total Expenditure 1,542 1,703 1,767 2,052 2,222 3,114 5,896 92,665

Nationa! Economy 10/ 732 813 701 955 1,033 1,848 2,302 58,059
Social and Cultural 723 785 863 966 1,039 1,162 3,3S5 26,396

of which:
Education and Science 431 467 518 573 602 655 1,159 13,423
Health, Physical Educaton 156 171 186 220 246 283 56 6,297
Social Security 119 131 141 155 173 207 1,572 5,256

Internal Security and Adm aionf1 31 31 31 32 30 49 161 4,409
Other Expenditure 55 73 172 99 119 55 78 3,801

Surplus/Deficit 88 83 79 103 82 122 591 -28,656

I/Incldes aft lwes of govemmn4 bu ucluas te hardmvw,yfundt
2/ Abolished in 1992
3/ Adopted in 1992
4/ Introdin 199 aboshed in 1992
5/ Same as conpaincome ta
6/ Income anuingfrom the sae of goods imo4ed with hwid aceq 
7/ Trans from sateoned enTpvs (fomwely of th Union).
8/ Tranfers mpqs&aflm Ote state-owndgas and coon corporadons.
9/ Not afinncg item state bonds w isued by the fomer USSR gonmentand sold in 7Thwnetan.

The ivceipt wema divW even JAween the Union and 7TWm n Hower, these bonds wem the habiity
of the Union gov tewmen maing Twn nt's sham a ftwferfis the Unwn.

l/ Including deveopment (cap) qiendlt and sudlaes on accoun ofpke d(6?,vaL*
I11/indu polie adnistWton and defense sce 1992

Source Miny of EWonomics and Fbwwe



TABLE 5-2: TU1RMNISTAN . CONSOULDAftD GOVERNMEN BUDGET I/

pw ge tshars)

1985 1986 1987 19 1989 199 1991 1992

U(pm1wft.ge aharof tote! evnu)

Total Revenue 100 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Tax Revenue 50.7 46.7 46.4 41.S 452 32.1 30.4 533
Turnover Tax 2/ 35. 323 32.1 28.7 30.9 24.1 103
Value-added Tax 3/ .. .. - .. .. .. .. 272
Company Profits Tax .. .. . .. 8.0 19.6
Eise Tax 3/ .. .. .. .. .. .. .. 1.9
Sales Tax 4/ .. .. .. .. .. .. 4.8
ProfitTax fiomCoopeaivmS/ 2.7 2.9 26 2.1 3.1 2.8 1.9 0.5
Personal Income Tax 12.2 116 11.7 10.7 113 5.1 5.4 4.7

Non-tax Revenue 372 39.9 403 41.6 34.8 45.4 47.9 462
Foeig Econm Actity 6/ .. .. .. .. .. .. 02 0.1
State Duties 0.5 05 05 0.5 0.4 0.5 0.5
State Lotery 02 02 02 0.1 01 0.1 0.0
Funds from Social Secuqr 6.4 65 6.8 6.5 7.5 5.8
Profit Transfers 7/ 143 14.4 153 14.9 11.2 9.6
Pixed Payments 8/ .. .. .. .. .. .. 239 28.5
Other Revwue 14.7 16.5 16; 18.4 143 283 23.2 17.6
State Bonds 9/ LO Ls8 1.5 1 1.2 11 0.1

Union Transfers 12.1 13.4 133 16.9 20.0 225 217.

MeXm sham of totalc mdwe)

Total Expenditure 100.0 100.0 100.0 100. 100.0 100.0 1.0 100.0

National Economy 10/ 47.5 47.7 39.7 46.5 465 59.4 39.1 62.7
Social and Cultural 46.9 46.1 48.9 47.1 46.8 37.3 56.9 28.5

of which:
Education and Science 2&0 27.4 293 27.9 27.1 210 19.7 145
Healt, Physical Educaton 10.1 104) 105 10.7 11 9.1 9.4 6.8
Social Secuity 7.7 7.7 8g0 7.6 7.8 6.6 26.7 5.7

Internal Security and 11 2.0 1.8 1.7 LS 14 1.6 2.7 4.8
Other Ependitre 3.6 43 9.7 4.8 5.4 1.8 13 4.1

Soup= Tabk S-1.



TABLE 5-3: TR DKMEN AN -CONSOUDAIMD GOVERNMENT BUDGET 1/

(in perent of GDP)

98S L986 1987 1988 1989 1990 1991 1992

Total Revue .. .. 29.6 32.1 32.4 42.7 44.2 22.5

Tax Revenue .. 13.7 133 14.6 13.7 13.4 12.1
Tlrnover Tax 2/ .. .. 9.5 92 10.0 103 4.6
Value-added Tax 3/ .. .. .. .. .. .. 6.1
Company Profits Tax .. .. .. .. .. .. 3.5 4.4
Excise Tax 3/ .. .. .. .. .. .. 0.4
Sales Tax 4/ .. .. .. .. .. .. 2.1
ProfitTaxfom i S/ .. .. 0.8 0.7 1.0 1.2 0.8 0.1
Personal Income Tax .. .. 3.5 3.4 3.7 2.2 2.4 1.1

Non-tax Revenue . .. 1L9 133 113 19.4 21.2 10.4
Foreignp Em Acii6 .. .. .. . .. 0.1 0.0
state Duties . . 0.2 0.1 0.1 0.2 02
State Lottery *- * 0.0 0.0 0.0 0.0 0.0
Funds fm Socdal Scuty .. 2.0 2.1 2.4 2.5
Profit Transfers 7/ . .. 4.5 4.8 3.6 4.1
Fixed PaymenXt 8/ .. .. .. .. .. 10.6 6.4
Other Revenue .. .. 4.7 5.9 4.6 121 102 4.0
State Bonds 9/ .. .. 0.4 0.4 0.4 0.5 0.0

Union Transfers .. . 3.9 5.4 6.5 9.6 9.6

Total Expenditure - .. 283 30.6 312 41.1 402 32.6

National Economy 10/ .. .. 112 142 14.5 24.4 15.7 20.4
Social and Cultural .. 13.8 14.4 14.6 153 22.9 93

of whici.
Education and Sciece .. .. 8 3 8.5 8.S 8.6 7.9 4.7
Heal Physical Education - .. 3.0 33 3.5 3.7 3.8 22
Social Seci .. .. 23 2.3 2.4 2.7 10.7 1.8

bttmaalSee cityand n dsra .. .. 0.5 0.5 0.4 0.6 1.1 1.6
Other Ependtre - .. 2.8 L5 17 0.7 0.5 13

Swplus/Deficit .. .. 13 1.5 1 L6 4.0 -10.1

Memorandum items:
GNP (c prices) / .. - 6,236 6,710 7,117 7,582 14,666 284,213

I/ GNPfor 1992 iiw e1smav

Souwc Tabek 5-1.



TABLE 6-4: TuRKMENSTAN - MONETARY SURVEY, 198941 1/

Absolute Changes Changes
1989 1990 1991 1989-90 I990-91 1989-90 1990-91

-on milwons of rubles) (in mllons of rubles) (n percent)

Net extemal claims 2/ 3,780 2,768 5,064 (1,012) 2,295 -26.8 82.9

Net domestic assets 1,706 4,044 13,261 2,285 9,271 133.9 232.3
Net credit to government (net) .. 360 21 (285) .. -33.1
Credit to the economy 2,950 3,240 9,548 290 6,308 9.8 195.3
Other items (net) .. 444 3,692 .. 3,248 .. 731.5

Broad money (M2) 5,486 6,759 18,325 1,273 11,566 23.2 171.1
Currency in circulation 1,604 1,823 4,471 219 2,648 13.6 145.3
Deposits 3,881 4,936 13,854 1,055 8,918 27.2 180.2

Memorandum items:
Narrow money (MI) 4,011 4,883 13,060 872 8,178 21.8 167.5
Broad money in 1990 prices 5,957 6,759 7,037 801 279 13.5
Currency deposits ratio 0.41 0.37 0.32
Velocity of broad money 1.6 1.5 1.5

I/ Data rer to January 1 of thefollowing year.

21 Includes foreign exchange held by the Governmenr his em also incdes cerain ruble cms
and liabilities in *,enistan v-a-vis other republcs of the former USSR.

Source: 1MF, 1992: State Bank of 2W*menktan.



TABLE 7-1: TURtlMNISWAN - AGRICULTURAL PRODUCTION

(in millions of rubles, crrentpces)

1985 1986 1987 1988 1989 1990 1991 1992

Total Gross Agrctltural Production 2,314.8 2,302.3 2,556.9 2,616.7 2,921.5 3,491.1 7,163.2 57,795.0

Crop Production 1,773.3 1,763.6 1,958.6 2,004.4 2,237.9 2,624.8 5,573.2 43,732.0
Grains 56.7 56.4 62.7 64.1 71.6 90.5 211.8 7,528.0
Potatoes 4.7 5.6 7.9 7.9 8.6 9.5 31.3 165.0
Vegetables 86.8 86.4 96.0 98.2 109.7 139.1 297.8 1,011.0
Fruits (without grapes) 24.2 31.7 33.5 36.1 29.8 52.2 87.7 352.0
Grapes 60.3 83.3 85.9 84.9 70.8 112.2 254.2 1,164.0
Tobacco 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Cotton 1,388.5 1,380.9 1,533.6 1,569.4 1,752.3 2,222.8 4,758.4 31,910.0
Sugarbeets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Oilseeds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Livestock Production 541.5 338.7 598.3 612.3 683.6 866.3 1,590.0 14,063.0
Livestock 279.0 277.4 308.1 315.3 352.0 446.1 738.7 6,791.0
Cale 125.6 124.8 138.6 141.8 158.4 200.7 383.3 3,362.0
pigs 19.6 19.0 24.0 23.9 28.8 33.9 45.6 510.0
Sheep and goats 101.8 101.3 112.4 115.0 128.5 162.8 234.5 2,385.0
Poultry 19.8 19.7 21.9 22.4 25.0 31.7 43.7 201.0

Milk 102.4 101.8 113.0 115.7 129.2 163.4 269.4 2,694.0
Eggs 21.7 21.5 24.0 24.5 27.3 34.3 71.1 359.0
Wool 87.1 91.9 100.7 100.7 109.5 141.5 382.2 1.465.0

Agricultre Services .. .. .. .. ..

Material Inputs 684.5 709.3 771.4 786.2 827.8 943.1 1,514.8 12,545.0
of which:

Crop Prduction 407.7 423.0 413.8 475.5 488.0 744.3 1,009.2 8,651.0
Animal Production 283.4 294.2 357.6 330.4 339.8 517.2 505.6 3,894.0

Net Material Product 1,641.1 1,564.9 1,785.5 1,841.0 2,093.7 2,548.0 5,648.4 45,250.0
of which:

Crop Production 1,365.6 1,340.6 1,544.8 1,328.9 1,749.9 2,091.5 4,564.0 35.081,0
Animal Production 258.3 244.5 240.7 281.9 343.8 477.5 1,084.4 10,169.0

Source: Gobms.



TABLE 7-2: TURKMENISTAN - AGRICULTURAL PRODUCrION

(in millions of 1983 rubles)

1985 1985 1987 1988 1989 1990 1991 1992

Totai Gross Agricultural Production 2,357.0 2,314.5 2,429.2 2,638.1 2,647.8 2,832.6 2,713.7 2,482.0

Crop Production 1,547.7 1,503.4 1,634.8 1,819.7 1,826.5 2,000.1 1,865.1 1,612.0
Grains 45.4 45.8 49.2 58.9 53.3 60.5 67.9 98.0
Potatoes 4.1 4.8 6.6 7.2 7.0 6.7 5.8 7.5
Vegetables 92.0 99.0 114.6 112.2 125.0 122.4 115.8 94.0
Fruits (without grapes) 21.1 27.0 28.0 30.2 24.3 28.1 32.1 27.0
Grapes 52.6 71.0 71.7 71.1 57.8 79.1 78.1 59.0
Tobacco 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Cotton 1,161.8 1,086.6 1,210.2 1,337.4 1,408.9 1,519.3 1,392.3 1,126.0
Sugarbeets 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Oilseeds 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Livestock Production 809.3 811.1 794.4 818.4 821.3 832.5 848.6 870.0
Livestock:
Cattle 200.4 191.2 177.9 178.8 175.6 181.1 182.6 187.0
pigs 28.6 32.0 32.0 34.6 32.6 26.2 25.6
Sheep and goats 144.3 152.0 133.5 147.1 149.3 147.5 154.2 171.0
Poultry 21.7 28.8 24.4 27.0 29.2 29.0 25.1 21.0

Milk 138.0 147.9 159.4 163.1 167.8 172.3 181.5 187.0
Eggs 26.3 28.8 30.5 31.4 31.4 31.4 28.7 28.0
wool .. 138.3 136.4 134.6 131.6 136.0 138.7 141.1

Agriculture Services .. .. .. .. ..

Material Inputs 669.7 694.3 721.9 753.6 788.6 879.6 1,073.2 958.0
of which:

Crop Production 424.0 417.0 446.0 465.0 468.0 483.0 589.0 590.0
Animal Production 262.7 257.4 275.9 287.0 289.1 298.3 335.6 368.0

Net Material Product 1,687.4 1,620.2 1,707.3 1,884.6 1,846.2 2,243.8 1,978.2 1.524.0
of which:

Crop Production 1,123.7 1,086.4 1,188.8 1,354.6 1,358.4 1,517.1 1,337.2 1,021.0
Animal Production 546.7 453.7 518.5 531.5 532.4 534.2 570.0 502.0

Source: Goskomstat.



TABLE 7-3: TURKWKENISTAN - AGRICULTURAL PRODUCTION, BY TYPE OF FARM

(in millions of 1983 rubks)

1985 1986 1987 1988 1989 1990 1991 1992

Total Agriculture 2,357.0 2,314.5 2,429.2 2,638.1 2,647.8 2,832.6 2,713.7 2,582.2
Crop Production 1,547.7 1,503.4 1,634.8 1,819.7 1,826.5 2,000.1 1,865.1 1,723.8
Livestock Production 809.3 811 1 794.4 818.4 821.3 832.5 848.6 858.4

Totl PublH Sector 1,901.2 1,850.7 1,979.1 2,188.3 2,204.8 2,375.3 2,240.1 1,947.3

Collective Fanns 1,501.7 1,441.8 1,546.7 1,700.7 1,759.9 1,906.4 1,790.9 1,528.3
Crop Producion 1,231.5 1,167.2 1,270.2 1,410.7 1,461.9 1,603.7 1,486.4 1,251.4
Livestock Production 272.2 274.6 276.5 289.9 298.0 302.7 304.5 276.9

State Farms 353.6 337.5 385.0 436.0 397.5 433.4 415.2 389.0
Crop Production 229.2 218.2 264.0 298.7 259.6 304.8 292.0 263.5
Livestock Production 124.4 119.3 121.0 138.3 137.9 128.6 123.2 125.5

Other State Enteiprises 45.9 71.4 47.4 51.6 47.4 3j.5 34.0 30.0
Crop Production 29.4 53.2 33.2 40.7 34.0 20.6 20.0 7.4
_ivestock Production 16.5 18.2 14.2 10.9 13.4 14.9 14.0 22.6

Individual Farms 455.8 463.8 450.1 448.9 443.0 457.3 473.6 525.7
Crop Production 59.6 64.8 67.4 69.6 71.0 71.0 66.7 102.3
Livestock Production 396.2 399.0 382.7 379.3 372.0 386.3 406.9 423.4

Source. Goskomsw.



TABLE 74: TURMENISTAN -MAIN INDICATORS OF AGRICULTURAL FARMS

Collective fam Statc Farms Odte Pnva Privale
1990 TOs (obos) (avbms) (state farms) PU Parms

Number of frms 361 136

Gross Outt (milUoa 1983 ruble) 2,83$ 1,906 433 36 457

Fixd Capitd (milUon rubles) ..

Profits (million nruibs) .. 635 11.

Number of los-making rms .. 3 7

Production (thousand cons)
Graain 449.1 321.4 101.6 21.5 4.6
S9a bee t
sunflowers
Cotan(raw) 1,47.2 1,294.9 162.2 0.
Flax
potatoes 35.1 .2 2.0 .. 24.9
Vegetabls 407.1 2.3 56.0 4.8 74.0
Watenelon 314.7 21'4.7 63.3 18.0 18.7
.Mea 104.3 29.2 18.0 14.1 43.0

Milk 435.5 1.14.9 36.7 6.8 237.1
Egps (milions) 327.6 12S2 85.1 7.6 106.7

cale (tuand heads) S293 255.1 57.9 63.1 453.2
cows 331.1 72.6 15.4 5.1 238.0

pigs 266.8 152.4 62.6 47.6 4.2
Smeep, oats 54S.1 2J166.7 1,391.1 279 1,650.4
Poultry 7,390.3 2,792.9 1,863.4 234.8 2,499.2

Collective rms State Fars Oder Privat Pre
1991 Tota (koebu) (hov ) (staft hrms) Pot Fams

Number of fams .. 369 137

-MssOusu(Miiol983rubles) 2.714 1,791 415 34 473.5

Fixed Capia (millicnnrble) .. .. ..r.

Proft (millIonub) - 1,260 248

Number of tos-mng farm 19 4 10 4

P noduedn(dosal teas)
Grain 516.6 374.1 .. .. 4.5
Suga bc
sunflowers
Coton(m) 1,432.8 1,267.9 164.8 0.1
Flax
Potatmes 30.3 62 .. .. 23.4A
Vegetables 388.4 263.4 .. .. 79.2
W ate...m.e.lon.
Meat 99WS 27.9 15.3 I.8 44.5
MUlk 458.2 157.2 44.3 64 250.3
Eggs (mi) 300.0 115.5 72.5 5.0 107

Cattle (thousand hebds) 898.6 260A 54.9 62.5 520.5 0.3
Cos 360.2 72.8 14.7 5.2 267.4 0.1

Pigs 259.6 152.4 60.0 41.2 6.0
sheep, goats 5,5993 2,176.0 1,378.9 267.7 1776.6
Poulry 7,790.9 2,851.6 1.9483 229.5 2761.5

. .~~~~~~~~~~~~~~~~~~~~~~~~(od"



TABLE 7-4 TURKMENJBrAN - MAIN INDICATORS OF AGRICULTURAL FARMS, conuwud

Coflecdw fAi Ste FPam Odt Private Pkvae
1991 TOW 00 i (ovhwza) (wm ) PW FPanm

Numberoff.. 372 1447

GMsOu (mailIn 1913 smb!) 2,482 152 389 30 533 I1

lied CpItal (millonubkls)

Pft (mlion ubles) .. 6.227 2229

N _uberof os-mn fArms .. 25 16

PCOn (-A=d torn)
GraIn 636.9 550.5 152.6 14.3 19.stl
94gtbem .S .. ..

Comm (raw) 1,300.0 1,149.6 149.2 1.1 .. 0.1

PuSatoes 395 7.8 0. 0.1 30.9 11
Vegaptahls 319.7 204.8 30.9 2.2 601.8 t 
Warumelon 213.1 130.9 42.7 6.4 33.1 1
Idar 97.9 24.6 14.7 7.2 51.3 0.1
Mik 471.1 150.6 32.5 5.6 2823 0.1
ESp (mim) 292.0 104.0 60.8 4.5 122.7

Cosk(dsUsandbeads) 1,004.1 268.6 61.3 56.3 615.8 1.1
cows 416.0 73.0 14.7 4.9 322.9 0.5

Pip 212.0 119.8 52.6 32.9 6.6 0.1
Sbp, goas 6.265.0 2,363.3 1,511.2 1,214.7 2,175.4 0.4
PourY 6,964.5 2,113.9 1.696.0 194.3 2,960.3

COllcd m Smat FPm Olher Pm Private
1993 Tlad olbo) (sovhoa) (Sm ims) P10t Fan

NmberofPm

GroMs oCPit (mion 1983 hm)

()d

Ple oId(mlinnNs .. .. .

Numberols-nkn a .. .. .

SW b. .

Grin

PODAM~. .

Cfow .. .

Pen..~. .
caereon

pipk
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TABLE 7-5: TURK3MUSTWAN - PRtODUCTION AND AVERAGE YIEL OF MAJOR AGRICULTtRAL CRtOPS

198 1985 1986 1987 1988 1989 1m 1991 199

Production (tbouikdottoau)

0eain -aeaawe34h .. 293 324 408 379 449 537 737

Wintmrwheat .. 89 93 92 86 130 198 370
SW* ngbeat. .. . .. .I 7
Coat ee tan

Rye ... . 9*. 2
coam *. 98 159 140 135 2 359
Wlff barlay ... 66 88 105 1I5 139 127 126

R13e 38 45 so 45 42' 54 64

coto g(I&W) .. .138 1.27 3.341 1.38 1.457 1,433 1300

Conon fibr.. . 354 380 410 397 437 430 406

Petuc . . 25 34 38 37 35, 30 39

vegemm"e . 334 354 372 414' 411' 388 320

Fruit .. 197 201 21S 166 216 223 174
Geape$ .... 12 154 165 124 169 167 125
Odorr... 45 47 so 42 47 56 49

Corn (sawlg and peaaclop) . .. ..

Rlay...

Aveora yield (cadDie per better.

WIier wbea . . 17.8 17.1 20.6 21.2 23.6 19.0 19.4
Sprin wbeat ... 15.0 14.7 15.3 354 21.6 8.5 7.3
Conree rain

Corn.. . 25.3 21.0 32. 32.3' 31. 33.3' 36.4
WinIerbadey ... 13.7 14.9 15.4 17.4 21.0 19.9 20.S
Sprinbazla ... .. .. . 16.2 13.7

rice 24.9 25.3' 26.9 22.5 26.0 28.3 23.0

comnn(raW) . . 17.5 20.1 23.1 23.8 23.4 28.3 23.0
Coacaltr . 5.4 6.0 6.4 6.3 7.0

POO=rt ... 6.0 83.0 100.0 93.0 78. 98. 93.8S

Vegetable . 140.0 122.0 324. 336. 131.0 341.0 114.7'

Ota. . . 89.5 78.2 80.8 72.5 83.8 83.1 59.7
Odwer ... 30.8 30.4 34.2 28.4 32.8 38.9 3t.1

Comn (sdate grea eacho) ........

Ho*ay 56iE



TABLE 8-1: TURKMENISTAN - GROSS INDUSTRLAL PRODUCTION BY SECTrOR I/

(in miikons of cwrent nk*s)

1980 1985 1986 1987 1988 1989 1990 1991 1992

All Industry 3,033 3,983 4,205 4,326 4,525 4,645 4,799 14,703 186,798

Heavy lndstry 1,263 1,880 1,973 2,059 2,047 2,060 2,081 6,544 126,599

Fuel- Energy Industry 740 1,138 1,190 1,207 1,196 1,243 1,239 4,931 107,932
Electricity 103 170 211 218 212 242 250 565 8,736
Fuel industry 638 969 978 990 984 1,001 989 4,366 99,196

Metaflurgy 5 6 6 6 7 8 9 16 184

Machinery 37 47 51 52 53 58 S8 115 1,365

Chemical and Petwrohmical 113 154 175 202 207 201 204 404 5,720

Forestry/Wood Products 33 56 64 68 65 67 64 95 531

ConshtuAion Mateals 177 259 269 286 293 272 285 583 7,130

Other Production IS8 219 218 238 227 211 223 400 3,737

Light Industry 1,353 1,560 1,695 1,674 1,845 1,906 2.028 6,072 36,519
Textiles 1,168 1,323 1,454 1,433 1,587 1,638 1,745 5,488 33,623
Clothing 126 171 185 188 212 222 235 462 2,221
Leadher and Shoe 60 66 56 54 46 47 48 122 675

Food Industry 417 543 538 592 632 679 690 2,087 23,680
Food procesing 172 225 213 249 272 292 303 690 8,612
Meat and daiy prducts 120 159 165 174 185 192 196 876 7,397
Fish 27 36 31 38 32 39 34 57 397
Four, groats and fodder 98 123 129 131 144 157 157 464 7,274

1/ Data includes intermediate buts.

Surce: Coskontat



TABLE 8-2: TURKMENISTAN - GROSS INDUSTRIAL PRODUCllON BY SECTOR 1,

(in millions of 1982 nubles)

1980 1985 1986 1987 1988 1989 1990 1991 1992

All Industry 3,650 4,149 4,347 4,484 4,674 4,796 4,963 5,201 4,426

Heavy Industry 1,699 2,013 2,084 2,198 2,192 2,202 2,216 2,350 1,884

Fuel- Energy Industry 1,145 1,268 1,300 1,334 1,325 1,373 1,362 1,454 1,122
Electricity 121 192 215 229 224 253 258 269 265
Fuel Industry 1,024 1,076 1,085 1,105 1,101 1,121 1,104 1,186 899

Metallurgy 5 6 6 6 8 8 8 9 7

Machinery 40 48 51 52 53 58 58 65 59

Chemical and Petrochemica 130 154 175 203 207 201 204 194 126

Forestry/Wood Products 40 57 65 69 67 67 63 65 62

Construction Materials 191 260 271 292 300 278 288 305 325

Other Production 148 221 217 242 233 217 233 257 143

Light Industry 1,512 1,565 1,702 1,684 1,838 1,908 2,033 2,096 2,181
Textiles 1317 1,328 1,460 1,439 1,575 1,637 1,748 1,787 1,858
Clothing 121 171 186 192 217 225 237 258 270
L4eather and Shoe 74 66 56 54 46 47 48 53 57

Food Industry 439 570 560 603 643 686 714 756 705
Food processing 187 255 234 261 281 300 329 359 34
Meat and dairy products 120 157 164 173 183 191 194 194 205
Fish 33 35 34 39 37 39 34 32 3'l
Flour, groats and fodder 99 123 128 131 142 157 157 175 178

1/ Data includes intermediate input.

Source: Goskomstat



TABLE 8-3: TUBIJMISTAN - ELECTICITY PRODUCTION AND CONSUMPTION

(in millons of kwh)

1980 1985 1986 1987 1988 1989 1990 1991

Production 6,712 10,987 12,396 13,267 12,891 14,508 14,611 14,954
of which:

Thermal 6,707 10,986 12,395 13,264 12,888 14,503 14,606 14,950
Hydro 5 1 1 3 3 5 5 4
Nuclear

Imports 563 807 888 944 979 1,058 1,113 1,132
of which: Interrepublic

Total Supply 7,275 11,794 13,284 14,211 13,870 15,566 15,724 16,086

Domesdc Consumption 5,707 7,375 8,076 8,331 8,535 9,264 9,653 9,587
of which:

Industry 1,903 2,464 2,703 2,896 3,402 3,865 3,733 3,657
Constuction 205 211 222 188 201 218 247 233
Agriculure 855 1,297 1,405 1,467 1,610 1,643 1,817 1,853
Transport 877 1,090 1,337 1,236 797 809 1,044 945
Other Sectors 1,083 1,356 1,404 1,459 1,453 1,520 1,575 1,577

Municipal 677 879 897 951 947 987 1,020 1,036
Other 407 477 507 508 506 533 555 541

Losses 783 957 1,005 1,085 1,072 1,209 1,238 1,322

Exports 1,568 4,419 5,208 5,880 5,335 6,302 6,071 6,499
of which: Interrepublic

Total Uses 7,275 11,794 13,284 14,211 13,870 15,566 15,724 16,C86

Source: Enegy Balance of Naional Econony.



TABLE 9-1A: TURMNENIrAN - DEVELOPMEN1S IN WHOLESALE AND RETAIL pRICES

ANNUAL 1980 1985 1986 1987 1988 1989 1920 1991 1992

(erewow year = 100)

I Wholesale prices - Tota .. .. ,. .. .. .. 100.0 310.9 1094.3
Flecro-energy .. .. .. .. .. .. 100.0 210.9 580.5
Fucl .. .. .. .. .. .. 100.0 447.8 1651.1
Ferrous Metallurgy .. .. .. .. .. .. 100.0
Non-ferous Metallurgy .. .. .. .. .. .. 100.0
Chemical .. .. .. .. .. .. 100.0 252.5 2690.7
Pe tro-hemical .. .. . .. .. .. 100.0 210.0 1239.9
Machine Building .. .. .. .. .. .. 100.0 194.6 3963.2
Forestry. Wood & Paper .. .. .. .. .. .. 100.0 194.7 1042.0
Constnujtion Material, .. .. .. .. .. .. 100.0 217.3 944.9
Glass Industry .. .. .. .. .. .. 100.0 195.3 1731.8
Light Industry .. .. .. .. .. .. 100.0 293.8 598.0
Food Industry .. .. .. .. .. .. 100.0 225.6 1131.8
Mewa Indusuy .. .. .. .. .. .. 100.0 423.1 1664.3
Daity Indusuy .. .. .. .. .. .. 100.0 316.6 959.2
Grain Processing .. .. .. .. .. .. 10D.0 214.5 1432.S

2. Consumer pdces - Toa .. .. .. .. .. .. .. 100.0 931.3
Aggrcgued goods .. .. .. .. .. .. .. 100.0 979.4
Food products .. .. .. .. .. .. .. 100.0 906.6
Non-food products .. .. .. .. . .. .. 100.0 1064.9

Paid Services .. .. .. .. .. .. .. 100.0 609.6

1991 1991 1991 1991 1991 1991 1991 1991 1991 1991 1991 1991
MONTHLY Jan. Feb. mar. Apr. May JIne Jdy A. Sept. Oct. NOv. Dec.

(smweoeh of t precafi yewa- -100

1. Whoksale prices - Ttal 253.2 250.3 227.6 259.9 289.1 292.7 295.6 300.2 343.0 363.8 443.1 412.6
Electro_energy 190.8 190.6 202.8 237.5 244.9 24'0-9 230.9 208.0 199.0 200.0 193.9 117.3
Fuel 406.6 406.6 411.4 411.4 411A 412.0 412.9 413.1 4105 411.5 632.9 632.9
Ferrous Meaurgy .. .. .. .. .. .. .. .. .. .. ..
Non-ferous Mealr .. .. .. .. .. .. .. .. .. .. . .
Chemizc 171.0 170.6 181.2 168.9 1693 173.0 176.7 176.7 171.0 175.0 882.3 414.8
Pozo-chemical 210.0 210.0 210.0 210.0 210.0 210.0 210.0 210.0 210.0 210.0 210.0 210.0
Machine Builditg 161.7 162.1 162.6 186.4 192.6 211.3 207A 215.2 188.9 183.4 193.S 270.0
Forestry. Wood & Papr 161.2 175.8 179.9 203.4 194.1 185.8 190.3 180.1 175.0 214.3 204.8 272.1
Consrncion Matris 211.S 196.5 207.5 209.2 209.4 216.5 237A 221.7 221.1 220.4 220.5 235.8
Glass Induy 194.7 192.3 194.3 200.6 192.1 1935 193.7 192.0 192.0 198.9 199.6 199.4
Light Industry 226.3 223.4 166.1 194.0 261.1 265.5 263.7 2763 376.3 434.1 435.6 402.9
Food Industry 187.0 187.7 172.2 223.5 2243 233.8 235.1 246.1 268.5 248.4 237.5 238.2
Meat Industry 100.4 103.1 100.1 444.5 439.0 4443 552.8 567.8 5825 578.1 575.0 589.6
Dairy Industry 98.8 98.6 98.4 427.5 434.3 432A 390.6 378.3 361.1 358.0 357.8 369.3
Grain ProssIg 264.3 223.0 229.5 240.3 238.0 238.4 237.2 240.8 236.2 143A 143.9 139.1

2. Consumer primes I/ . .. .. .. .. .. .. .. .. .. 200.5
Aggegated Goods .. .. .. .. .. .. .. .. .. .. 226.0 201.6
Food poducts 232.6 185.3
Non-food products 222.9 210.5
Paid Services .. .. .. .. .. .. .. .. .. .. 177.0 ..

-I No cakuiou w san oth peed. ya we el mu New 1991



TABLE 9-1A: TURKMENIAN - DEVELOPMENS IN WHOLESALE AND RETAIL PRICES, continued

1992 1992 1992 1992 1992 1992 1992 1992 1992 1992 1992 1992
MONTHLY Jan. Feb. Afar. Apr. May Jne A A. S. Ot. Nov. DM.

(swae moh ofthepreedtyer = 100)

I WVhlresale prices - Tol 740.8 769.7 847.5 775.7 807.9 764.0 820.5 1119.1 1601.3 1666.6 1610.1 1615.0
E:ter-cnergy 900.9 348.3 440.8 376.2 365.0 344.9 454.6 454.8 788.0 701.6 893.0 898.1
Fd :l829.7 883.3 997.8 1053.9 899.4 883.9 1002.6 1861.1 3437.2 3118.2 2352.9 2487.6
Verru Metallurg .. .. .. .. .. .. .. .. .. .. ..
n-w-f rrous Meallurgy .. .. .. .. .. .. .. .. ..
CImntcal 1367.7 2111.1 2155.4 3015.0 3120.2 2932.2 2941.8 3321.0 3972.2 36;7.2 1543.1 2151.0
Potro-hetmcal 738.1 738.1 1195.3 1265.2 1235.9 1282.6 1249.6 1176.3 1171.4 1410.9 16SS.6 1749.2
Vtchw Building 320.6 845.6 3048.8 2265.0 3893.8 3424.8 4001.6 4497.5 4945A 11306.7 7491.5 1757.6
FR.rst-i. Wood & Paper 550.7 555.7 725.4 719.6 932.3 1074.0 1016.0 997.6 1204.2 1067.7 1727.6 1932.8
('1vw.z,Iction Materials 318.6 565.8 596.9 629.2 671.5 669.0 885.0 1065.S 1325.0 1338.3 1646.3 1628.2
Glm.\ Ittdustry 681.2 1136.8 1367.5 1538.9 1562.6 1766.9 1830.8 1999.0 2007.0 2045.3 2420.9 2424.9
I.iht Industry 581.8 587.1 611.3 S02.9 533. 509A 528.7 516.8 452.7 67.4 847.9 896.1
Ftxsd Industry 747.4 680.6 653.5 568.3 654.0 403.9 793.S 1488.2 1641.2 1656.0 2151.1 2144.2
Meat Industry 2295.4 22S4.2 2224.2 1016.3 1045.1 1093.1 491.7 473.5 2245.6 2185.7 2443.7 2203.6
b1ary Industry 14S9.5 1152.5 1107.8 280.1 266.7 267.1 298.5 322.7 1514.8 1476.0 IS71.7 1793.5
Grain Processing 509.2 576.1 558.8 SS7.1 563.3 543.6 546.1 1522.3 2022.0 2158.0 3708A 392S.2

*. Consumer prices - Total .. .. .. .. .. .. .. .. ..
Aggregated Goods 663.2 675.5 731.0 478.1 515.1 545.0 656.9 781.8 846.7 894.5 927.7 964.1
1-ood products 632.5 671.2 692.6 431.8 47SA 483.9 SS7.1 699.9 837.6 901.7 880.4 926.5
Non-food products 6S2.9 678.0 756.0 534.7 560.6 624.2 800.1 885.8 856.0 887.4 981.1 1006.0
Paid Services .. 291.1 392.2 378A 386A 412A 376.5 567.2 550.6 790.7 779.6 813.1

1993 1993 1993 1993 1993 1993 1993 193 1993 1993 1993 1993
MONTHLY Jan. Febr. Mr. Apr Ml Jsn J* Ag Spt. O. Nov. De.

(swe moaut ohfe precdn yar - 100)

1. Whlesak prices - TOal 1672.3 1411.0 13245 1300.5 1430.3 2178.2 2391.1 1680.1 1251.8 1915.2 1811.0
Electuo-energy 5958.7 1175.8 1537.5 1353.8 1824.7 1891.1 3328.9 3329.4 2174.7 1404.0 1338.3
Fuel 19185 2053.0 1717.8 1499.6 1917A 3212.0 2833.6 1693.8 1499.0 1512.3 1763.7
Ferrous Metallurgy .. .. .. .. .. .. .. .. .. .. .

Non-ferrous Metallurgy .. .. .. .. .. .. .. .. ..
Chemial 1129.3 566.7 541.7 805.3 616.6 719.4 728.8 879.6 677.7 642.1 1533.1
Petro.chemical 224.0 185A 173.8 359.7 447.2 530.4 805.1 850.1 852.8 1528.0 1428.4
Machie BuiMling 8743.9 10453.3 4351.2 9417.7 853.2 1166.5 1204.0 1834.2 7517.9 764.1 1410.2
Fortry, Wood & Pap 1639.5 1S97.8 3094.8 2334.7 152.8 1825.8 1468.3 1827.2 1389.2 2378.7 3381.9
Constnzczion Materials I78.6 711.3 1147.6 1112.9 1179.5 1738.8 1721.5 1485.6 1400.2 1440.0 4241.5
Glass Industry 397.0 351.0 451A 406.1 405.3 417.0 426.1 728A 728A 705.2 1114A
Light Industry 492.2 428.0 597.7 645.7 655.3 631.3 643.9 694.9 708.0 3518.6 1450.8
Food Industry 737.9 1267.3 1105.3 1142.5 1168.8 837.6 2018.7 1160.0 760.0 773.3 4354.5
Meat Industry 988.9 593.1 1514.1 1668.7 1704.6 1739.9 4964.7 5241.3 9965 967.0 1426.1
Dairy Industry 623.2 574.1 615.6 1816.0 1891.9 1682.2 66345 8178.0 2216.2 1650.8 1320.7
Grain Procemsing IS47.2 1643.1 1640.4 1617.6 1620.6 4810.0 5726.1 1754.2 1516.8 1493.5 1099.8

2. Consumer prices .. .. .. .. .. .. .. .. ..
Aggreae Goods.. . .. . .. . .. . .. . .. .
Food products
Non-food products
Paid Sek ts.. .

Source: GCwu.



TABLE 941B: TRNMNSTAN - DgVELOPMUE IN WBOLESALE AND ETAIlL MRCES

ANNUAL 1980 1985 1986 1987 1918 198 1930 1991 1992

1. Wholesa pices - ToWal .. .. .. .. .. .. 100.0 310.9 1094.3
E bctwaaerg .. .. .. .. .. .. 100.0 210.9 5605

Fuel .. .. .. .. .. .. 100.0 447.8 1651.1
Farrs Metalhry .. .. .. .. .. .. 100.0
Non-ferous Metallugy .. .. .. .. .. .. 100.0
Chmical .. .. .. .. .. .. 100.0 232.5 2690.7
PeCr.hemlcal .. .. .. .. .. .. 100.0 210.0 1239.9
Machine Building .. .. .. .. .. .. 100.0 194.6 3983.2
Foetry. Wood & Paper .. .. .. .. .. .. 100.0 194.7 1042.0
Cost ion Mals .. .. .. .. .. .. 100.0 217.3 944.9
Glass Industy .. .. .. .. 100.0 195.3 1731.3
Light Industry .. .. .. .. 100.0 293.8 598.0
Food Industry .. .. .. .. .. .. 100.0 225.6 1131.3
Meat dusty .. .. .. .. .. .. 100.0 423.1 1664.3
Dairy Indusry .. .. .. .. .. .. 100.0 316.6 959.2
Grain Processig .. .. .. .. .. .. 100.0 214.5 1432.5

2. Consumer prices - Toul .. .. .. .. .. .. .. 100.0 931.3
Aggregaed goods .. .. .. .. .. .. .. 100.0 979.4
Food products .. .. .. .. .. .. .. 100.0 906.6
Non-food products .. .. .. .. .. .. .. 100.0 1064.9

Pad s:nices .. .. .. .. .. .. .. 100.0 609.6

1991 1991 1991 1991 1991 1991 1991 1991 1991 1991 j991 1991
MONTHLY hAs. Feb. Mar. Apr. May Jla A* A4g. Su. Oct. NOv. DC.

&rvsiw noh -100)

1. Wholesale price - Totl 172.2 101.0 101.6 127.4 99.6 101.2 104.1 102.1 115.6 102.0 137.7 101.1
E Bcuo.eaeg 192.6 100.0 103.8 118.2 103.1 103.1 100.0 102.2 100.0 102.4 96.9 96.6
Fuel 406.6 100.0 100.0 100.0 100.0 100.2 100.0 101.7 100.4 100.0 196.4 100.0
Farus Mellrgy .. .. .. .. .. .. .. .. ..
Nont-frrous Meallugy . .. .. .. .. .. .. .. .. .. .
chemical 171.0 99.6 106.0 99.0 99.8 102.2 101.6 100.0 99.6 100.1 471.6 114.4
PetrO.cbenm 210.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Machine 1ilding 133.4 99.3 99.8 100.3 102.0 109.3 98.7 112.0 86.4 98.7 102.4 130.1
Forey. Wood & Pae 153.3 163.9 97.4 111.8 96.7 98.6 107.4 101.4 82.4 114.3 108.6 113.8
Constuion MateIl 197.4 96.9 101.0 99.9 100.5 10S.8 102.7 102.1 99.5 102.8 101.3 109.6
Glass Idustry 149.5 100.6 99.7 103.2 99.4 100.9 100.6 101.3 100.0 104.5 99.S 101.3
UA& Instry 2261 100.9 102.5 13.4 96.6 100.8 99.7 102.5 137.2 104.1 100.9 98.6
Foodury 183.5 100.5 98.7 122.8 101.3 101.4 100.3 103.0 100.4 99.8 98.7 100.4
Mes Industry 99.5 101.2 99.1 441.4 101.1 99.6 222.0 100.5 100.8 100.5 99.1 102.9
Dairy Itdustry 96.7 99.4 99.5 424.8 101.1 100.3 91.6 97.6 100.9 101.5 99.8 99.3
Grain Procesing , 130.1 97.8 103.2 I0Z2 96.3 97.2 99.5 101.1 99.5 98.5 101.0 98.4

2. Consumerpric 103.1 106.9 106.1 165.4 110.8 110.2 99.2 100.0 101.1 103A 102.5 101.6
Agregated Goods 105.6 106.7 109.1 173.1 111.1 99.9 100.0 99.5 103.8 102.0 102.7 104.9
Food products 101.3 106.2 104.3 152.7 101.2 99.3 93.8 96.8 100.9 102.4 103.1 105.9
Non-food prducts 108.3 1103 112.3 168.4 1183 100.3 101.0 101.2 105.7 101.9 102.5 104.3
Paid Servies 102.9 104.9 109.1 125.3 101.1 101.6 100.9 100.8 100.9 100.8 102.1 101.9



TABLE 9439: TUEKMESTAN -DEVELOPM IN WHOLESALE AND RAETL PMICES. oatmaned

1992 I 1992 1992 1993 1992 1992 n 992 9912 19 1993 19
MONTHLY Jan. Feb Mar Ar No Je J* Au. Saps. Oa. No. Dec.

w4wm mom - 10)

1. Wholsa% pdce - Tout 37m.9 167.2 129.3 101.2 136.8 102.8 121.9 ISI 168.7 130.1 177.3 106.6
Sleutro4etg 478.7 100.0 131.4 100.9 100.1 97.4 100.6 1001 173.3 912 100.0 101.4
Pad 612.4 107.2 117.2 100.8 90.6 09.9 107. 247.7 269.4 92.8 100.1 101.9
Fmrou M_allugy .. .. .. .. .. .. .. .. .. .
Nal-furm Meulluty .. .. .. .. .. .. .. .. .. .
Chamia 592.4 178.3 109.7 145.3 9.8 96.3 107.6 119.1 116.3 111.9 97.6 110.3
Pea(F.c1tgea 738.1 100.0 100.0 100.0 100.0 100.8 100.0 102.1 99.7 120.6 106.9 103.0
Machinelbi1diq 243.3 149.3 1336.0 98.2 2623.6 100.0 103.6 131.9 90.8 287.1 83.9 117.0
Fotrey. Wood & Paer 240.2 110.8 148.1 128.4 9.6 104.1 100.0 100.0 126.4 102.0 198.0 137.4
Conumcton Maes 190.9 2862 114.8 107.2 109.4 111.3 126.3 130.0 136.0 102.2 122.2 109.1
Glass ndusty $19.6 167.3 120.0 113.3 100.7 109.4 105.7 106.9 100.6 104.3 122.9 101.3
ugh: ustry 235.8 20s8. 105.7 9.3 104.2 103.1 108.6 100.2 103.2 163.8 258.7 108.0
Food Industry 432.2 105.6 113.8 100.8 160.0 100.0 128.4 2223 167.3 102.7 123.3 108.6
Meam ndwy 3".3 99.6 97.3 102.7 103.9 101.2 100.0 116.9 463.0 109.S 106.8 99.0
Daily dwu 393.7 82.8 97.3 1063 100. 100.0 101.6 200.0 478.2 99.0 106.0 103.8
Gain Pract 352. 114.4 100.3 1L2.9 200.0 99.6 100.2 289.9 170.2 102J3 171.4 106.9

2. Cowta pres 280.7 117.9 106.3 107.3 107.1 101.6 101.8 124.6 108.9 104.9 109.0 114.7
AgeSd Goods 280.1 117.3 106.7 107.5 105.8 103.7 103.0 120.6 109.0 104.6 109.0 114.8
Food poduc 281.0 IQ4 105.4 101.5 102.8 9.0 100.4 145.3 111.4 105.8 104.5 111.8
Non-food prdut 2m7.4 137.3 210.5 118.6 110.0 110.3 205.0 t0.1 106.S 103.5 113.9 218.0
Pa- Savices 2783 123.8 101.9 105.0 122.9 107.2 99.2 145.8 104.9 119.7 111.5 108.1

1993 1993 1993 1993 1993 t993 1993 1993 1993 1993 1993 1993
MONTHLY JaL. Feb. Mar. Apr. Aay Jt Jul Aug. Set. Oc. NOV. De-,

(pesnWo moAws 100)

1. Wholeal priems-Total 299.1 182.9 165.0 134.7 119.0 141.3 10.7 108.9 102.8 164.9 203.3
Ieboenr 154.8 100.1 802.1 128.4 9L6 IG2.0 173.9 100.0 108.9 106.4 101.7
Fued 316.1 238.6 97A 146.8 133.3 159.5 117.1 108.9 101.4 94.9 163.5
F- M 2r* . - . . . .. . . . .
Noearo M lusy .. .. .. .. .. .. .. .. .. . .
Cheml -- 132.6 118.3 104.9 142.0 111.6 124.0 103.2 116.3 102.8 103.7 402.5
Petodbec" 13.7 109.3 100.0 213.4 U6.4 115.8 151.8 108.3 100.0 214.3 100.0
Madab Buildn 1602 106.8 I09.5 166.7 109.0 150.3 106.6 IS5.0 90.1 176.1 1.3
Fotry. Wood & Pps 108.6 114.5 369.2 103.1 194.3 7.4 86.0 129.3 100.0 208.4 166.0
C4oazncn ulala 139.3 123.0 20S.5 111.4 11.8 163.8 165.8 122.2 107.8 10.3 402.2
GIn Industry 101.2 131S W7.$ 101.0 100.3 114.1 106.4 171.7 100.0 100.0 173.7
EJglt Induy 106.5 130.6 137.4 127.4 104.4 1013 100.9 108.9 104. 354.9 163.6
Food Idury 148.9 239.7 154.0 111.2 119.3 120.8 169.7 102.4 106.6 103.0 746.4
Meat dtry 10I.4 100.9 263.9 100.4 104.3 102.4 287.3 101.2 96.1 1C036 151.9
Daiy Industry 92.1 103.9 104.9 315.7 103.6 93.0 409.4 100.1 101.0 106.0 84.0
Grain Promng 1123 195.9 100.9 1013 100.2 2883 2223 99.4 100.6 100.3 113.2

2. prica 114.6 2413 113.1 128.0 114.0 53. 113.4 116.0 121.7 127.7
A_ggtdGoos I14.5 227A 113.0 115.7 113.4 149.0 116.3 113. 224.3 127.9
Food prom 108.2 233.3 112.1 115.9 1U.2 150.8 109.5 113.6 111.6 12l.8
Non-food pmdUw 123.2 219.4 113.9 115.6 I1.6 147.3 1223 116.4 135.8 132.4
Paw iSrvc 117.0 343.8 128.8 238.7 101.6 240.0 109.3 121.7 105.1 12.7

Saww



TABLE 9-2A TURKMENSAN - INDICES OF RETAIL PRICES BY GROUPS OF GOODS, contined

ANNUAL 1) MONTHLY t993 2)
im 1991 1992 Jani Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

AD Goods 104.2 2003 140L3 I13.8 230.6 t22t 1t5.7 tliSA 143 1I6.7 114.6 123.4 125.9

Food 102.8 185.7 1034.9 106.6 236.5 111.7 116.0 t14.8 tS3A 109.7 1132 1072 1t3.7
Men andFowl 109.7 2613 IQ54.S 104.4 280.8 t08.5 105.3 120.1 2215 109.5 113A 121.1 t18.
Fab 100.3 243.4 I68.0 1584 172.6 423.9 116.0 138.9 224.4 113.2 16S.2 120.3 135.
Ba er 100.0 233.5 706.2 200.0 20.0 200.0 100.0 100.0 200.0 100.0 100.0 104.2 100.0
Vegetabb Ol 100.6 163.3 271.2 100.0 333.3 10D.0 100.0 100.0 350.0 100.0 200.0 100.0 100.0
uMsgine Nd Maraine Go 100.4 272.7 1314.1 123.0 tOO.0 OO.0 219.2 100.0 109.7 100.0 2208. 100.0 200.0
Milk and Milk Goods 100.1 167.1 521.6 100.0 351.0 £00.0 100.0 02.4 118.6 102.2 200.0 00.0 121.2
Esp 100.1 232.2 781.0 128.6 114.4 108.7 203.6 203A S10.3 107.7 t41.0 197.1 133.3
Sugow 100.0 223.4 665.1 200.0 266.7 1OO.0 100.0 200.0 200.0 10D.0 100.0 100.0 200.0
Cont¢ _ay 101.2 213.8 1916.3 22S.2 15SA 106.7 I5.7 236.9 126.6 103A 106.8 113.9 t23.3
plokw ,. .. .. 100.0 443.3 200.0 100.0 100.0 200.0 100.0 100.0 100.0 100.0
Nalural Tea 102.0 183.7 404.1 100.0 134.0 1023 100.4 102.6 158.2 102.0 100.9 107.6 109.9
Bread ad Bread Producs 100.1 183.0 4914 tOSA 235.8 100.0 103.0 101.7 102.7 157.3 200.0 100.8 100.0
Potato 1313 317.5 1062.3 109.2 118.0 146.3 241.7 151.6 tO1.4 101.6 163.9 112.9 157A.
Vegetables 129.7 241.S 995.3 100.3 116.7 123.4 277.2 252.8 98.6 98.6 140.0 138.0 119.7

Nmim4od Goods 105.5 213.7 1687.9 123.6 222.5 112.5 IISA 116.0 144.1 122.9 115.9 135.0 131.7
Catton Fabric 109.9 281.1 1124.1 112.3 158.2 109.9 107.2 120.9 233.0 116.6 128.4 103.7 124.5
Woolen Fabric 105.0 252.8 906.6 241.9 122.6 101.8 109.6 103.9 133.4 I2.6 105.1 221.8 219.6
Silk 110.3 213.9 969.1 116.8 120A 107.7 109.7 IO1. 132.7 1027 113.7 221.6 118.3
Clodus =ad Umlaweor 103.9 259.2 11413 119.1 1273 116.I 129.9 113.3 136.7 117.4 120.7 139.2 233A.
For$ andForGoods 101.3 268.3 961.1 104.1 125.0 114.3 106.8 208.2 100.0 431.3 100.0 100.0 120.7
H} 1d4)ress 100.8 18.0 959.3 034A 12S.9 109.1 140.2 112.7 137.4 110.9 t27.1 105.9 100.3

knit Wear 1035 248.1 9365 112.1 139.3 120.3 112.3 121.8 141.2 156A 123.1 142.4 II .. .
Stockings, Socks 103A 2283. 1088.2 118.0 177.4 112.7 126.0 106.0 112.1 212.7 107.2 15t.5 174.6
imam Footwear 106.7 238.1 652.3 114.0 128.7 125.2 126.6 125.2 144.1 112.1 144A 136.5 1327
Rubber Footwr 104.8 2275 946.9 198.0 1485 107.3 104.6 100.2 110.0 128S. 105.7 110.7 130.8
Sync Detergm l0l.9 t925 1739.9 106.2 1225 100.7 100.0 10WA 295.6 126.5 126.3 210.5 236.0
Pertuiesa Cosmet 107A 214.3 845.0 137.2 146.6 109.2 112.4 1093 112.1 124.9 127.2 127.1 2tS.8
Uaberdlashey 102.1 194.3 834.4 206. 12.8 115.1 116.9 115.6 2152 117.1 t40.8 162.7 143.4
Tbread 113.9 176.1 1227.8 .. .. .. .. .. .. .. .. ..
Tobacco ad Cigaretes 100.3 186.6 S96 103.2 182.7 102.5 106.7 104.4 1185 1073 104.7 1620 138..
Bxetes - Books 99.8 324.2 S098.6 100.0 100.0 124.7 100.0 100.0 100.0 100.0 178.3 246.3 166.4
Print1d Mato er 107.7 196.0 794.2 110.2 177.2 142.1 108. 106.7 162.7 107.9 119.2 119.2 115.0
Sports Goods 100.3 190.6 1038.6 150.4 107.8 10e.3 113.0 101.2 121.6 102A 100.1 102.5 100.3
Radwo Goos IOI.S 174.7 1034.1 101.7 168.8 112.7 105.5 112.5 106.9 118.9 104 166A 111.1
musiclnaumen 1022 185.9 I170.4 t9.9 116.7 108.6 20S.3 102.6 104.5 It.8 ISI.4 104.2 100.3
Fbrnhre 105.0 286.4 1359.8 119.3 217.4 107.3 133.9 211.0 131.3 131.6 135.0 168.4 104.2

na Wareand Fienoc 110.9 276.4 2143.7 137.2 128.6 113.2 100.2 102 109.3 145.3 1tO.2 162.8 111.9
Bicys aNd Moorydes 107.7 197.7 2558.8 120.0 299.3 110.2 133.8 101A 1091O 103.8 159.0 172.9 107.8

1) ANuAL: Pree,gw year - 100.
2) mONnay. waece g no 100). Jonuy 1993 Is find to Decmber 1992.

sow"t Sa & cAl C&mMe.



TARE 9-lA ltRlIWAN - INDICES OF RETAIL MRICES BY GROUPS OF GOODS

ANNUAL I) MON'TLY 1992 2)
1990 1991 1992 Jan. Feb. Mar. Apr. May iJun 1* Aug. Sept. Oct. Nov. Dec.

All Goods 104.2 20D.s 1402.3 272.7 122.1 102.6 109.5 106.9 102.7 102.7 121.S 109.0 104.6 108.5 114.3

Food 102.8 135.7 1034.9 231.0 102.4 105.4A 1.S 102.8 96.0 1OA 145.5 111.3 105.8 103.6 110.1
Meat ad Fowl 109.7 261.3 1054.8 191.5 103.0 109.8 10.1 101.1 101.3 100.4 162.2 103.3 109.2 103.8 107.0
PMia 100.3 243.4 1182.0 240.2 98.4 102.0 111.0 101.2 124.2 100.1 100.6 108.1 102.8 134.9 100.7
Bu_ 100.0 233.5 706.2 467.9 100.0 104.2 101.3 100.0 100.0 100.0 177.8 100.0 105.2 100.0 100.0
Vegetale Oil 100.6 163.3 271.2 196.5 100.0 103.2 100.0 100.0 100.0 100.0 109.8 100.0 100.0 100.0 100.0
Margarimnd Margarie Go 100.4 172.7 1314.1 698.0 100.0 367.4 100.0 45.3 1O2.4 100.0 121.3 100.4 100.0 115.4 100.0
Mk and Milk Goods 100.1 167.1 521.6 288.6 97.4 107.7 101.0 103.0 100.0 100.5 169.3 107.4 100.0 100.0 100.0
Ron 100.1 232.2 781.0 237.2 106.1 103.2 100.0 94.0 100.0 91.7 139.2 146.1 127.5 161.8 190.0
Stager 100.0 223.4 665.1 378.0 197.9 117.1 100.0 300.0 100.0 100.0 175.7 100.0 300.0 100.0 10O.0
C _ 101.2 213.8 1916.3 277. 102.1 110.8 101.2 112.6 127.9 107.7 161.6 133.3 104.5 107.1 136.8
Noaual Tea 102.0 188.7 404.1 157.9 100.0 100.0 103 100.0 100.4 100.0 112.0 13S.7 138.3 300.0 100.0
BrW and Dread Product 100.1 183.0 491.4 270.3 122.8 100.0 100.9 104.0 100.2 100.3 105.8 98.3 100.0 102.2 100.0
PolatD 131.3 317.5 1061.3 149.1 122.5 101.6 110.2 100.0 84.6 86.4 202.2 185.6 110.3 102.4 102.0
Vegeabs 129.7 241.1 995.3 1683 113.1 105.3 1O0.0 102.0 67.5 118.6 109.2 131.7 115.4 116.1 J9".3

Non-Food Goods 105.5 213.7 1687.9 277.4 137.3 1105 118.6 110.0 110.3 105.0 105.1 106.8 103.5 113.8 118.1
Cotton FWbrc 109.9 281.1 1124.1 380.6 112.2 109.7 106.0 103.8 114.7 99.0 100.4 103.4 107.9 114.0 113.5
Woola Fabric 105.0 252.8 906.6 250.7 160.5 154A 104A 128.4 101.6 100.8 100.7 104.2 105.6 108.2 101.9
Sik 110.3 213.C 969.1 207.9 111.3 100.8 107.9 100.9 131.5 101.0 104.0 101.8 100.1 148.6 102.4
Clahes andl Utewea 103.9 259.2 1141.5 242.4 178.6 116.9 116.7 117.5 107.9 105.2 111.2 108.0 106.3 109.8 123.0
Paus n Fur Goods 101.3 268.3 961.1 231.5 101.2 100.1 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Hea-&Dresses 100.8 181.0 959.3 220.5 116.4 119.7 103.2 121.9 107.4 102.0 107.8 105.6 101.7 119.4 104.8
Knit Wear 103.5 248.1 936.5 242.2 159.7 120.0 109.7 107.4 104A 102.2 113.6 104.3 100.9 106.3 110.0
Sockinp, Socks 103.4 228.5 1088.2 320.7 145.1 133.5 113.1 157.7 102.3 102.2 104.9 1OA 101.7 117.5 172.7
Leather Footwear 106.7 238.1 6523 302.5 126.3 112.S 108.3 103.7 103.4 100.5 109.1 105.4 100.7 118.7 123.9
Rubber Footwear 104.8 227.5 946.9 189.5 145.6 100.7 108.8 100.0 101.2 107.0 104.3 119.1 100.1 105.7 103.2
SynWetc Deteg_ 101.9 192.5 1739.9 241.7 267.4 102.5 175.1 113.5 124.5 104.2 120.3 101.9 100.6 104.6 107.1
Pfoune ani Cosmecs 107.4 214.3 845.0 393.9 160.4 163.5 123.9 104.8 110.9 109.7 118.0 109.0 105.2 108.0 105.7
Hdaberashery 102.1 194.5 834.4 262.1 126.0 140.3 150.5 114.7 110.1 102.1 102.0 103.4 100.4 10S.6 130.3
Tbhrad 113.9 176.1 1227.8 223.8 441.6 100.0 100.0 100.0 110.0 100.0 100.0 118.8 101.3 106.5 125.6
Tdbcco and Cgaees 100.3 186.6 8098.6 217.5 146.5 100.0 106.4 100.0 104.9 305.5 100.0 138.0 132.6 140.2 205.0
Exercis- 1Book 99.8 324.2 8098.6 219.9 200.0 167.9 286.2 161.0 136.6 103.1 103.3 100.0 100.0 103.2 100.0
Prted Matter 107.7 196.0 794.1 244.0 147.2 103.5 165.9 102.8 109.7 1154A 10.7 105.2 101.2 107.4 100.5
Sports Goods 100.3 190.6 1038.6 296.4 104.8 101.5 112.0 102.3 1O0.0 102.8 100.6 103.4 1OO.9 110.5 101.0
Radfo Goods 201.5 174.7 1034.1 312.1 1165.0 100.4 107.2 118.3 102.6 100.7 2O0.2 100.7 100.3 140.7 111.2
Music Instrum 102.2 185.9 1170.4 354.4 206.9 106.2 111.2 100.0 103.8 106.4 100.0 100.8 100.9 108.2 109.1
FPUI 105.0 286.4 1359.8 190.8 142.7 101.3 127.1 106.1 101.3 106.8 100.1 103.4 104.1 157.5 108.8
Chim Wre and lence 110.9 276.4 2143.7 265.1 105.4 101.6 100.5 100.8 100.0 117.0 100.3 102.7 120.5 106.5 106.4
BkycIesa nMotrcydes 107.7 197.7 1558.8 382.7 226.5 103.4 113.9 103.2 118.5 1065 101.9 105.5 100.6 105.2 110.0

I) ANNUAL: Preceding year= 100.
2) MONIY: Preceding month - 100. January 1992 M s uinked to December 1991.

Source: State Sastical Committee.



TABLE 9-211: TURKMOENISrAN - INDICES OF RETAIL PRICES BY GROUPS OF GOODS

ANNUAL 1) MONTLY 2) QUl1TFRLY 3)
I99 Jan. Feb. Mar. Apr. May J4ne Judy AUg. Sept. Oct. Nov. Dec. I II a1 IV

All Goods 1402.3 663.2 6t5.5 731.0 478.1 515.1 545.0 656.9 781.8 946.7 S94.5 927.7 964.1 691.0 501.1 930.2 2146.8

Food 1034.9 632.S 671.2 692.6 431.8 475.4 483.9 557.1 699.9 S37.6 901.7 880. 926.5 663.0 441.8 821.1 1252.3meatnd Fowl 1049.6 . .. . .. . .. . .. . .. . .. 1483.9 500.7 S73.4 1390.3Fish 1 188.0 .. . . . . . . . . . . . 3S.0 515.5 1C92.2 1227.5Butter 702.6 . .. . .. . .. . .. . .. . .. 1324.2 497.2 608.0 647.3Vegetable Oil 271.2 . .. . .. . .. . .. . .. . .. 456.7 249.0 207.4 210.SMargarine and Marguine Go 1314.1 . .. . .. . .. . .. . .. . .. 1157.7 2437.2 1276.1 1335.4
Milk and bflik Goods S22.4 .. . . . . . . . . . . . 8.6 324.5 432A4 S41.SEgg6 774.1 .. . . . . . . . . . . . 9.0 St0.3 669.9 1281.9
Susar 665.1 . .. . .. . .. . .. . .. . .. 1038.7 393.8 554.0 638.6Confectiorefy 1916.3 .. . . . . . . . . . . . 6.3 4t5.3 1309.9 2244 'JNatua Tea 404.1 .. . .. . .. . .. . .. . .. . 411.3 226.6 4S2.7 400.Bread and Brad mut 491.4 .................. 631.4 320.3 050.6 796.4Potato 1027.5 . .. . .. . .. . .. . .. . .. 536.9 436.8 654.2 11SS.9
Velemabls 874.8 . . . . . . . . . . . . 445.5 454.7 954.1 1240.6Non-Food Goods 1687.9 682.9 67S. 756.0 534. S60. 624. SOD.I S5. 8s6.0 8S7.4 981.1l 1006.0 708.8 517.8 1027.8 2S20.7Cotlol Fabric 1124.1 .. . . .. . . .. . . .. . . :12.5 748 2 749.1 1383.6
Woolen Fabric 906.6 . .. . .. . .. . .. . .. . .. 640.1 720.9 795.3 $4S.0SUk 969.1 . .. . .. . .. . .. . .. . .. 137?.7 443.3 706.9 S92.SClodms and Undewar 1141.5 . .. . .. . .. . .. . .. . .. 903.6 455.7 M9.2 914.9
Funs and FW Goods 961.1 . .. . .. . .. . .. . .. . .. 797.9 224.8 915.0 912.7Head-Dresse 959.3 . .. . .. . .. . .. . .. . .. 347.0 720.6 926.6 1035S.
Knit weer 936.5 . .. . .. . .. . .. . .. . .. 6S9.5 728.1 872.8 779.0Stockings, Socks 1088.2 . .. . .. . .. . .. . .. . .. 683.1 S69.0 703.5 S96.3
Lete Footwea 6S2.3 .................. 684.5 469.7 694.3 750.7Rblber Footwa 946.9 . .. . .. . .. . .. . .. . .. 429.1 507.7 M9.2 S32A4Symhetic Detegems 1739.9 . .. . .. . .. . .. . .. . .. 1153.5 232t.9 2521.8 2544.0Perfinne and C4smedcs 845.0 .. . . . . . . . . . . . 21.4 496.5 986.4 11S9.7Ilabardashery 834.4 . .. . .. . .. . .. . .. . .. 417.7 696.2 103#.S 822.2Thred 1227.8 . . . . . . . . . . . . 1380.5 997.6 85.5 913.6
Tobacco and Cigae:ts 809.6 .. . . . . . . . . . . . 74.8 1346.1 2269.3 29809.0Exelcbc -Books 1634.1 104 . .. . . . . . . . . I8.2 1905.S 20t.3 1509.5Printed Matta 794.1 . .. . . .. . . .. . .. . .. 5S0.3 597.5 702.7 742.7
Sport Goods 103S.6 . .. . .. . .. . .. . .. . .. 467.6 §l9. 750.5 1229.3Radio Goods 1043.1 . .. . .. . .. . .. . .. . .. 1648.3 1324.2 1000.2 1338.5
Music Inslrwe 1170.4 . .. .. .. . .. . .. . .. 414.6 732.6 1174.3 1452.SFumiture 1359.8 . .. . .. . .. . .. . .. . .. 718.2 676.9 11#3.7 137.5
China Wame and Pakne 2143.7 .. . . . . . . . .. . . . 04.9 369. 1219.8 2190.0Bkcycleg and Motorcydes 1558.8 . . . . . . . . . . . . 824.3 13S9.9 157.3 207.3

I) AMVUAL: 1991 = tOO.

2V MUOhMY Samne momh ofd Pre pceding year =100.
3) QUARMY:- 54mequrter of Jheprecedfing year =100.

Source Rate Stathical Commitee.



TABLE 9-2B: TURKMENSTAN - INDICES OF RETAIL PRICES BY GROUPS OF GOODS, continled

ANNUAL 1) MONTHLY 19932) QUARTERLY 1993 31
1992 Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec. I U IIJ IV

AU Goods 1402.3 550.9 1038.2 883.6 1169.9 99.2 1402.1 1345.6 1330.4 1465.4 1820.2 .. .. 769.8 1035.2 1332.1

Food 1034.9 469.0 630.2 741.8 1006.8 921.3 1369.8 1414.3 1249.4 1225.8 1571.0 .. .. 625.6 1050.4 1260-2
Meatand Fowl 1049.6 1153.7 525.1 583.2 583.1 607.7 1291.5 1234.6 1220.7 1291.S 1168.6 .. .. 471.8 937.2 181.4.
Fih 3188.0 7S8.1 758.6 2453.4 2162.6 2312.7 2971.6 3680.0 3576.4 4740.0 634.5 .. .. 1187.6 3572.8 4422.6
Butter 702.6 133.3 333.3 320.0 3135. 315.8 631.6 631.6 500.0 520.8 495.0 .. .. 263.0 421.1 540.7
Vegetable Oil 271.2 107.1 357.1 346.0 346.0 277.0 969.5 1075.5 1138.2 1166.7 1166.7 .. .. 270.8 507.9 1180.4
MargarineandMargarineGo 1314.1 260.0 260.0 54.0 64.0 142.2 149.1 149.0 1800.7 1787,0 1787.0 .. . 1 314.5 91.5 1246.8
Milk and Milk Goods 522.4 182.8 562.4 549.1 539.9 533.4 707.5 733.7 477.0 424.2 644.3 .. ., 375.6 596.1 4S7.2
Eggs 774.1 803.6 872.9 881.6 877.7 951.2 1030A 1138.3 1441.8 2238.5 2559.5 .. .. 871.6 944.3 1618.3
Sugar 665.1 168.9 459.8 391.8 450.5 475.6 951.1 920.5 520.6 533.3 533.3 .. .. 267.6 6847 604.0
Conteclioncy 1916.3 813.2 1217.1 1255.2 1532.8 2042.3 2578.8 2634.0 2364.1 2519.7 3184.6 .. .. 1037.0 2239.9 2517.2
Natural Tea 404.1 245.3 483.8 1474.0 1190.6 512.7 791.8 691.9 668.8 691.6 701.3 .. .. 1419.2 865.7 684.4
Bread and Bread Products 491.4 321.0 491.4 516.7 618.2 831.9 1116.7 2695.7 3053.8 2346.7 2348.6 .. .. 497.5 3066 2391.6
Potato 1027.5 479.9 586.0 888.6 1611.1 1716.2 2390.8 3403.4 3140.2 2070.8 2430.6 .. .. 805.7 21094 2920.8
Vegetables 874.8 855.6 838.8 3085.1 1568.4 1407.7 3109.9 1033.1 3073.6 3564.8 4449.7 .. .. 913.8 1519.6 2715.1

Non-Food Goods 1687.9 662.9 1595.8 1040.9 1319.6 1068.9 1431.8 1285.5 1401.2 1643.3 1997.1 .. .. 929.3 1021.2 1357.5
Cotmmn Fabric 1124.1 693.2 322.9 328.3 283.2 324.5 346.8 483.4 586.6 684.1 662.0 .. .. 720.3 667.8 637.0
Woolen Fabric 906.6 1022.8 532.0 411.8 526.6 456.4 598.8 878.7 965.0 809.6 879.3 .. .. 569.4 707.6 906.7
Silk 969.1 409.2 480.7 749.9 540.4 449.5 688.4 668.4 601.9 682.6 807.6 .. .. 710.8 559.8 650.0
ClothesandUnderwear 1141.5 469.6 640.9 744.3 766.1 658.4 987.0 938.7 1001.4 1139.4 1313.0 .. .. 650.4 793.5 1032.4
Furs andFur Goods 961.1 565.8 1250.0 1359.6 983.7 2429.4 1106.8 4170.2 9761.5 9761.5 8929.5 ,, ,. 654.6 2426.7 10740.5
Head-Dresses 959.3 430.4 292.9 260.6 44A 451.8 637.7 S97.9 823.2 795.3 452.4 .. .. 499.4 512.8 830.8
Knit Wear 936.5 383.1 435.1 1002.8 735.9 693.6 967.5 958.1 934.7 1001.6 1442.2 . 56.5 827.1 946.2
Stockings, Socks 1088.2 996.5 1372.0 427A 567.3 546.1 656.7 961.9 607.3 806.0 1621.2 .. . 888.8 551.9 598.0
Leather Footwear 652.3 360.4 454.7 1016.2 3089.3 1203.8 1667.8 1543.3 2083.2 2183.3 2487.4 .. .. 931.5 132S.0 1810.2
Rubber Footwear 946.9 887.5 837.4 487.8 926.1 992.2 1947.0 792.5 901.8 932.2 1403.8 .. .. 633.9 1062.7 882.3
Syntdhc Detagenls 1739.9 503.2 556.4 519.6 272.9 322.5 689.5 659.4 794.3 789.9 1999.8 .. .. 559.6 453.4 775.7
Perfime and Cosmetics 845.0 1289.5 764.1 936.0 851.8 890.7 1023.4 834.8 934.3 1598.2 1881.4 .. .. 941.7 1201.1 1240.5
Haberdashery 834.4 541.3 793.8 863.3 993.1 910.4 1537.2 989.2 1320.6 1656.2 1864.1 .. .. 640.4 1274.6 1413.2
Thread 1227.8 516.3 3082.1 t233.3 3464.6 1132.1 3464.6 658.7 65S8.7 330.2 956.7 .. .. 837.9 713.4 982.5
TobaccoandCigarettes 8098.6 598.8 564.0 867.9 813.1 829.9 878.3 976.2 960.2 3362.3 2306.0 .. .. 695.3 883.2 1114.6
Exercise Books 1634.1 1034.5 3111.1 925.0 421.7 204.7 136.0 173.7 196.6 303.3 747.0 .. .. 3056.7 287.3 221.6
Pritwed Matter 794.1 336.1 561.6 556.8 509.8 511.3 701.7 587.6 605.2 766.8 839.5 .. .. 539.7 575.8 684.7
Sports Goods 1038.6 284.7 330.7 419.6 1317.8 1017.9 2000.0 2804.0 3306.6 3022.2 4526.9 .. .. 375.8 2692.0 2983.9
Radio Goods 1043.1 1418.0 645.4 891.2 1451.7 1475.9 1640.1 1693.6 2042.3 2020.7 1799.0 .. .. 941.1 1213.6 1859.0
Mausic sruments 1170.4 865.3 1944.4 952.3 1002.2 791.3 605.6 762.1 3045.1 1421.3 1420.3 .. .. 862.0 951.6 1414.3
Furniture 1359.8 490.9 1207.0 1341.8 1348.2 2687.0 2482.1 2487.8 3275.5 3962.6 4793.8 .. .. 856.1 1703.4 3257.2
China Ware and Faience 2143.7 1489.0 3725.3 1432.7 1029.2 1015.9 3505.6 1452.8 1614.1 3145.2 372.9 .. .. 1416.3 1059.2 2623.8
Bicydes and Motorcydes 1558.8 626.5 1902.4 1179.0 2155.9 886.7 1024.0 699.8 1099.3 1740.5 1529.9 .. .. 939.4 9S8.4 145. 1

1) ANUAL: 1991 = 100.

2) MONiHY: Same month ofthepreceding year =100.
3) QUARZERLY: Same quarter ofthe preceding year =)00.

Source: State Statistical Committee.



TABLE 9-3: TURKMENISTAN - AVERAGE MONTHLY WAGES, BY SECTORS

(in currem ru7bles)

1987 1988 1989 1990 1991 1992

Total 198.4 208.4 221.3 243.7 414.8 3,982.8

Material Sector 210.0 223.0 240.0 266.0 532.5 4,492.2

of rwhich:

Industry 212.6 228.0 241.5 264.9 488.4 5,405.8
Electric Energy 237.9 273.1 296.9 367.1 711.0 8,238.9
Fuel Industry 291.6 336.0 355.0 387.0 787.0 8,600.0
Chemical and Petrochenical 255.6 283.0 300.0 305.0 559.0 5,670.8
Machine-Building 214.0 230.0 242.0 263.0 412.0 4,264.2
Wood Processing and Paper 216.0 216.8 231.9 252.5 406.0 4,323.0
Construction Materials 241.0 250.0 268.0 291.9 479.0 5,502.7
Light 179.0 189.0 201.0 220.3 364.0 4,402.4
Textles 194.2 207.1 225.1 253.4 437.2 4,817.8
Clothing 149.0 160.0 168.0 178.0 262.0
Leather, Fur and Shoe 201.0 199lr 200.0 207.0 373.0

Food hIdustry 199.0 209.0 219.0 234.0 372.0 4,628.6
Food Processing 191.0 199.0 203.4 218.0 333.0
Meat and Dairy 176.7 191.0 216.0 21.0 394.0
Fish 262.0 267.0 299.0 330.0 472.0
Flour, Groats and Fodder 233.0 237.0 233.0 265.0 471.0 5,914.8

Construction 264.4 287.7 291.9 314.9 534.5 4,671.6
Agriculture 192.3 208.8 242.4 274.6 418.9 4,002.0
Transport 224.2 236.9 249.9 282.4 494.1 4,590.6
Communications 178.8 205.7 223.0 243.1 466.8 4,342.8
Trade, Mater;31-Technical Supply 152.7 153.6 174.4 205.7 348.4 3,487.1
Information-Computer Services 153.2 160.9 192.6 209.8 369.0 3,697.4
Other 126.5 124.6 128.4 150.3 309.1 3,335.2

Non-Material Sector 180.0 185.0 192.0 205.0 238.6 3,230.2

of which:
Housing-Communal 159.5 170.4 182.4 196.4 326.9 3,081.1
Health Care, Physical Culture
and Social Security 141.7 143.3 148.8 164.5 324.3 2,647.4

Education 185.9 185.6 185.5 188.8 293.1 2,924.1
Culture 1/ 130.4 119.2 129.2 153.2 278.0 2,730.0
Art 11 150.3 154.5 155.1 182.6 303.5
Science and Science Services 235.2 265.6 297.6 319.5 374.4 4,469.4
Banking and Social Insurance 171.2 174.1 195.7 321.0 845.5 6,348.2
Administration 176.1 184.6 213.7 305.8 460.4 4,422.7

1/ For 1992 CulJture and Art.

Source: Goskonustat.



TABLE 10-1: TURKMENISTAN - MONETARY INCOMES ANI) EXPENDITURES OF THE POPULATION

(in muillons of current rubles)

1985 1986 1987 1988 1989 1990 1991 1992

INCOMES

State wages and salaries 2,019.7 2,104.4 2,211.6 2,376.9 2,544.6 2,779.5 4,803.3 39,953.3
Payments to cooperative members .. .. .. 16.5 78.1 174.4 148.4 2,454.5
Income over wages and salaries 62.8 65.9 72.0 77.4 100.7 124.7 271.3 2,321.0
Money wage payment by collectives 661.9 646.9 591.1 675.0 740.3 928.8 1,678.6 22,670.9
Income from sale of farm products 194.7 189.1 208.3 219.3 295.3 341.9 977.7 5,855.6
Pension and allowances I/ 382.7 406.7 430.1 459.5 484.2 562.4 2,772.6 11,966.8
Stipends 23.5 24.0 22.5 25.0 24.6 28.4 90.3 646.4
Income from finance system 78.3 82.8 89.7 130.6 103.5 203.6 249.2 1,678.9
Other income 90.6 91.1 78.3 130.5 246.7 157.2 758.0 385.2
Money by mail .. .. .. .. ..

Compensation .. .. .. .. ..

Total Income 3,514.2 3,610.9 3,703.6 4,110.7 4,618.0 5,300.9 11,749.4 87,932.6

OUTLAYS

Purchases of goods and services 2,689.9 2,887.9 2,945.0 3,241.9 3,565.7 3,976.7 6,821.8 36,799.3
Retail sales of goods for consumption 2,423.2 2,600.8 2,620.2 2,879.8 3,160.6 3,540.3 6,129.6 31,170.0
Purchases from collective farms 11.5 15.0 28.5 30.5 39.0 54.8 126.2 867.1
Consumer services 255.2 272.1 296.3 331.6 366.1 381.6 566.0 4,762.2

Obligotary and voluntary payments 292.4 304.8 319.0 349.0 393.5 456.2 609.8 4,227.2
Savings and loans 101.0 160.3 144.5 218.5 305.5 413.3 1,911.9 7,843.2
Postal money order 45.4 29.0 14.2 11.0 12.5 13.8 -46.1 109.t

Total Outlays 3,128.7 3,382.0 3,422.7 3,820.4 4,277.2 4,860.0 9,297.4 48,979.0

Income les expendtures 385.5 228.9 280.9 290.3 340.8 440.9 2,452.0 38,953.6

Source: Goskomstat.



TABLE 114: TURKMENISTAN - CAPITAL INVESTMENTS BY STATE ENTERPRISES AND ORGANIZATIONS

(in millions of rubks)

1987 1988 1989 1990 1991 1992
I I

(1984prices) (1991 prices) (currentprices)

Total 1,694 1.675 1,678 2,450 3,491 41,120
of which:

Industy 757 818 731 999 1,263 11,872
Agriculture 366 301 297 514 897 12,477
Constucion 21 41 53 22 13 440
Transport and Communications 152 139 134 170 152 2,335

of which
Communicatons 22 25 18 32 30 190

Trade and Catering 17 16 20 27 32 401
Housing 173 177 189 299 442 4,783
Municipal Services 63 69 95 182 267 4,644
Health Protection and
Soci Maintenance 33 29 32 51 104 1,003

Publfc Education 100 68 80 137 250 2,596
Cture and Art 11 8 10 20 36 252

Source: GoskoMnSt.



TABLE 11-2: TURKMENISTAN - CHANGE IN STOCKS BY TYPE AND ECONOMIC SECTOR

(in millions of current nubles)

1990 199)

Tota Change 502.5 6,3W9

of which:

By Type:
Raw Materials 112.8 2,351.8
Unfinished Production and Semiproducts 343 1,353.7
Finished Production, Goods 355A 2,66L4

By Sector:
Agriculture 124.8 261.1
Industry 205.8 2,949.9
Construction 92.2 1,376.4
Transport and Communication 42 45.6
Trade and Catering -1582 4159
Other 233.7 1,318.0

Source: Goskomsutat



TABLE 11-3: TURKMh STAN - CAPITAL INVESTMENT FOR UNFEINIED CONSrRUCTION

(in nmilions of rubles)

1987 1988 1989 1990 1991 1992

(1984prices) (cawentprices)

Total 1,558.7 1,683.3 1,927.4 1,969.6 2,892.3 20,777.0

Capital Investment for Unfinished
Construction in percent of Total
Capital Investmnent (%) 103.0 108.0 125.0 116.0 83.0 50.5

of which:
Industry 101.0 114.0 139.0 134.0 100.3 60.9
Agriculture 134.0 153.0 183.0 143.0 85.5 52.9
Forestry
Consuction 191.0 109.0 82.0 28.0 60.7 64.8
Trasport and Communications 80.0 71.0 92.0 85.0 77.3 45.3

of which
Communications 82.0 .. .. 66.0 101.2 62.1

TABLE 11-3A: TlRKMENISAN - CArITAL INVESTMENT FOR INISHED CONSTRUCTION

(in mllions of carrew rbles)

1991 1992

Material Sphere 2,212.1 15,449.1

Industry 1,266.5 7,235.0
Construction 7.9 285.2
Agriculture 767.3 6,600.6
Forest.y
Transport 86.9 939.8
Commnunications 30.7 118.2
Otler j2.8 283.0

Non-Material Sphere 680.2 5,327.9

Housing and Municipal Serices 438.8 3,630.0
Public Health, Social Security 87.9 708.1
Physical Culture and Tuism
Education 84.3 567.6
Cuture and Art 34.9 239.7
Other 34.3 182.5

Source: Goskomwx.



TABLE 11.4: TURKMENISTAN -CONSIRUCTION INVESTMENT

(in millions of rubles)

1980 198S 1986 1987 1988 1989 1990 1991 1992

(prices as of January 1. 1991) (currentprices)

Construction Investment 1,915 2,517 2,579 2,681 2,847 2,882 3,150 4,318 51,067

of which:

Stae Construction 1,536 2,037 2,132 2,237 2,283 2,254 2,464 3,491 41,120
Cooperaives, Colletive Farms,

Consumer Unions 248 306 288 263 312 366 406 444 3.661
SocialOrpanizations 1 5 2 2 4 8 6 1
Private Construction 130 169 157 179 248 254 274 382 6,286
Maintnance and Servie.
Other

(curent prices)

Gross Product of Constucion 964 1,489 1,659 1,766 1,886 1,704 1,808 3,946 48,101
Materia Production 411 677 686 762 760 677 726 1,593
Depreciaion 101 139 142 158 159 152 132 129
Net Mateia Production 452 673 831 846 968 875 950 2,225

Gross Ptoduct of Consruction 964 1,489 1,659 1,766 1,886 1,704 1,808 3,946 48,101
of which:

State Constructon 832 1,254 1.381 1,483 1,544 1,324 1,387 2,966 35,248
Cooperaives and Collective Farms 106 155 171 163 178 197 228 579 5,989
Private Construction 26 80 108 119 164 183 193 401 6,864

Source: Gosa.
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