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PREFACE

Turlanenistan became a member of the World Bank on September 22, 1992. This report
is based on the fidings of a mission to Turkmenisanin September 1992 led by Enrique Lerdau. The
report was discussed with the authorities in October and November 199f. The World Bank wishes to
tak the Turinen authorities for their support and coopeaon in providing information and data on the
Turkinen economy.

The report was prepared by Helga Miller (the main author), Ali Alikhani (industry), Stan
Berm (fincial sector), Toby Burton (pnivazation/private sector development), Yusupha Crookes
(energy), Arye Hilman (trade), Markuu Kaariainen (telecomimuncatios), David Kunkel (agricalture),
Muhammad Mustafa (telecommunications), Barbara Ossowicka (staics) -and Wayne Vroqen (social
safety net/labor market). Other staff contributing to the report inchded- Isabel Guerrero, Katirina
Mathenmva, Costas Michalopoulos, Klaus Lorch, and Michael MiLs. The study was carried out under
the geneal supervision of Kadir Tanju Yurukoglu, Division Chief and Russell 3 Cheehm, Director.
The report was processed by Miranda Cookson and Robert Elings.

Since the mission was undmtken, several reform measures, addressing key reform areas
discussed in this report, have been implemented by the goverment. The report has been updat
according to these developments.
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EXECUTIVE SUtMMARY

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

2. Although Turhnenistan has good potential for diversification into mineral resource-bsed
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
by international standards because of years of inefficient water use, salinization, irgation 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 larget-
in the world. -It is also the fourth largest oil producer in the region. Despite this natural wealth,
Turlkmenistan is one of the least developed republics, with the highest infant mortality and the lowest life
expectancy. Per capita incomes were significantly below the union average in the 1980s.

Recent Economic Devdopmet

4. Turkmenistan has been relatively less affected by the breakdown of the Soviet Union than
other republics. However, production of gas fell by 30 percent in 1992 because of -the inability of
Turkmenistan's FSU trding partners to pay for imports from Turknnistan. The decline in GrOSS
Domestic Product is estimated at about 5 percent in 1992. The relatively lower drop in productivity tban
in other FSU counries 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
mangers to adapt to changing circumstances.

5. Tmde. Turkmenistan's bard-currency and intenrepublican 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 free on board price of US$10 equivalent (=2000 rubles) per 1000 cm compared to
the world market price of US$7211000 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, Turkmenistan is dependent on the Russia gas
pipeline for hard-currency sales to Europe. Russia pools its own gas with that of Turknenistan and then
uses it eidTer domestically or for hard-currency exports to Europe.

6. Monea Policy. Turkmenistan's participation in the ruble zone effectively removed
fiom national control actions on the exchange rate and money supply in 1992 and 1993. With growing

xiii
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inflation in the ruble area the Government realized that national independence had to be complemented
by monetary independence. The Government, therefore, decided to introduce its own currency. In
preparation for the introduction of the currency the Government 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 Turkanenistan. The Government introduced its own currency - the manat - on
November 1, 1993. Between November 1 and Novenber 5 the officiaL exchange r.te was set at
US$1 = manat 2. The Govenunent has indicated its intention to introduce a managed floating exchange
rte regime.

7. Prices. Turkmenistan ctarted 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 prce 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 adjustment. The Govermment has indicated that
-the ultimate 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 Govermment established a new wage
scale and an estimated average wage of manat 400. Given the limited scope of the price reform, with
a conversion rate of RSOO to the rnanat, these figures imply a sharp rise in real wages in Novembe-,
1993.

9. FucaAccouts. With the breakup of the Union, Turkmenistan's budget has experienced
both negative and positive shocts. The country had been one of the main 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 Turkmenistan started to gradually approach international market 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 revenues 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
deterorate 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 cooperation.

Medium-Tenr Prospects

11. - - Despite its high proportion of desert land, 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 infrastructure.
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12. The efficient re-investment of financial resources obtained from the energy sector is
central to Turkmenistan's future development prospects. Other developing countries with large energy
resources have confronted the same task. 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.

13. To develop Turknenistan's potential and maximize the rate of return on investments,
careful economic management and comprehensive reforms. are essential. Progress on structura and
systematic reforms would provide enterprises and individuals with the right institutional and market
incentive structures and strengthen substantialy the sustainability of the supply response in the economy.
Turkmenistan could indeed achieve some growth with little reforms by financing it from gas export
revenues. all of which go to the government. It is expected to have smaller declines in GDP than other
FSU countries. However, such slow economic growth would be insufficient to generate the increasingly
larger employment opportunities that Turkmenistan would need in the ionger term, given its rapid
population growth. A slow path of reforms would imply continued reliance on public investment 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 budgetay
expenditures over the medium term.

14. Growth without significant reforms would also tend to be expensive because of the
substantial waste and inefficiency which would continue under the existing system. As prices would not
be allowed to fully play their role in allocating scarce resources because of the existing price controls and
subsidies, efficiency gains from increased competiton would be delayed. With limited reforms,
increasingly larger investments would be required to generate the same output growth. In an environmet
in which most investment decisions are not based on adequate cost-benefit analysis within an overall
investment strategy, a lot of investment could be unprofitable, inefficient or against the long-term interest
of Turkmenistan.

15. A decisive implementation of a comprehensive reform progran could improve the pace
of recovery and reduce the vulnerability 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, compared to much less with no reform. Progress on systematic reforms would provide
enterprises and individuals with the right institutional and market incentive struures to grow and invest.
It would, thereby, strengthen the sustainability of the supply response throughout the economy.-

16. Extenal Risks. Turkanenistan'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 Turlaenistan, to serious long-term problems such as soaring budget
and balance-of-payments deficits and decliing growth. A $1/1000 cubic meters drop in oil prices would
decrease Turkmenistan's exports by $50 miUion. Furthermore, the same eff-ects would be caused by an
increase in transport charges, since Turkmenistan has little leverage over the detemination 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 tun the trade balance
into a 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 fm 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 exporing countries suggests that
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macroeconomic crises have been a direct consequce of an inefficient economy overly dependent on a
single commodity to export.

17. Furthermore, Turinenisran is tied by inumerable 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 Turlcmenistan. Hard currency revemnes 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 indlustry is resuctured. Then
a considerable volume of gas supplies would be available for exports, potentially reducing the demand
for Turkrmenistan's gas.

18. The risks of course will be magnified if there is no reform or there is poor
implemeatation of reforms. 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
nstitutional capacities. Technical assistance will need to be mobilized to strengthen the Govermnent's
capacity in the critical areas of stabilization and reforn.

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

Policy Priodles diing the Tranitn

Stabliain 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 Government
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
currency, the focus of monetary policy should be to reduce inflation. Interes. rate policy would need to
be consistet 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. Turkmenistan intends to adopt a managed floating exchange rate
system to maina this reserve position and the Government has centralized its foreign exchange holdings
at the Centr Bank. It is very important, in light of the expected contnued suiplus of hard-currency
reserves, that the Central Bank be allowed to manage reserves. This is not only necessary for
maintainng a strong external reserve position, but also to manage the inflow of the surplus into the
economy.

22. Fiscal Poiy. Macroeconomic st?bilization will depend also onsound fiscal management.
Deficit financing frm the monetary system would be limitd by the objectives of controlling inflation.
The Government will have to undertake measue to increase revenues and cut expenditures since the
budget suplus in the consolidated accounts is not likely to last for long. It is already declning due to
lower than expected revenues from the energy sector and increasing expenditures for social services and
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subsidies. Without reforms there is a strong lilelihood that budget deficits will grow significantly and
bring about balance of payments and macroeconomic instability-

23. If the Government is to support a reasonable level of public -investments and keep the
deficit under control, overall accounts will have to be restructured. Ihe 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 reinstting the gasoline
tax. (abolished in August 1992), substantially reducing the exemptions from income and profits taxes,
discontinuing the tax-free status of the cotton company, increasing user cbarges for many public services,
and adjustng housing rents at least to cover operating costs. Subjecting all imports to the VAT would
increase revenues and remove the distortions aist domestic producers. Barter transactions need to 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 reexamined at all levels of Government.
Furthermore, al extrabudgetary funds, with the possible exception of the pension fund, should be
included in the budget. Otherwise budgetary management becomes impossible.

25. Resource Management. The critical task at hand is to manage the surplus generated from
exports carefuilly and to maximize its rate of remt Whether the surplus flows back to the Govemment's
budget, the banks, or public enterprises, the cmcial issue will be the ability of these agencies to make
effecdve 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 Goverment'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. The Government should base its investment decisions on both an overall strategy and
the profitability of individual projects. The Government is currendy 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 investing in unprofitable
industries that could quickly deplete hard-currency resources. Such losses would become a major burden
on the budget

26. A public investment and fincing 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 Governrment. Projected
annual expenditures - built up from the forecasts for each project - should match the financial resources
available. 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 country as
a whole. Fmally, there is the option of leaving resources offshore until the Government decides which
is the best way to re-invest, or, until these investment management capacities are built up.

28. Subsidies. Subsidies and price controls distort the structure of relative prices and make
meaningful cost-benefit analysis impossible. The current pncing policy greatly reduces incentives to cut
production costs and resource allocation. With price controls in place, investments are delayed or of the
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wrong kind. Without a clear signal on prices, in vestors 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 eliuninating the increasing inefficiencies caused
by a highly distorted price structure and in countering high costs. Bartcr trade has appeared in part as a
result 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 priorty to sectors whlere the supply response to higher producer prices is expected
to be quickest.

Stuctural Reform Program

30. Domestic and Foreign Trade Polic. 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 fi-ns to the development of markets
abroad. Because of its immediate 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. Legal Framework. 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 legitimnte
contracts and are allowed to enter into business freely, they will foster competition and innovation.

32. Priatization. Privatization has been negligible in Turknenistan. I 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 anct a rapid expansion
of the small-scale privaization program (covering most of the retail and service sector). Shops and service
establshments should be auctioned. The Ministry of Agriculture should introduce flexible lease
arrangements for state farms and cooperatives - and consider introducing outright land sales as wzll.

33. Enterprise Reform. The elaboration of a comprehensivt and successful strategy for
privatization needs to be accompanied by measures to strengthen the governance of enterprises that will
not be privadzed. The Govermnent should transform SOEs into corporate entities managed according
to commercial law; create an independent body in charge of SOEs, and abstain from new projects that
can be taken on by the prvate sector. Furthermore, credit to enterprises should only be to finance their
losses and should be conditional on restructuring or liquidation plans for clearly nonviable enterprises.

34. Private Sector Development. The regulatory, legislative, and economic environment for
prvate investnent is rudimentary, with inadequate safeguards. Different incentives are applied to private
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.and public enterprises. State enterprises should not benefit from preferential credit extended by .the
banking system - or from direct state subsidies in m ar and agriculture. Nor should they be
given preferntal access to both local and imported inputs.

35. Instituatiol Frework. Turkmnenistan 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. Turlanenistan should now start developing the
institutional framework to formulate and implement reforms. Trainig to improve such capacity would
be high priority.

36. Financfal Sector 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 baning criteria - or the
performance of the banks' intermediation function - vially 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, fmancial sector reforms that
will support economiic growth include developing a merdcant banking system, restructrg 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
warraed once stabilization has been completed and once lending patterns are driven primarily by
commercial rather than ownership criteria and confidence in the ability to withdraw deposits from the
banking system has been restored.

37. Social Sector Reform. Since Turkmenistan's social indicators are worse than elsewhere
in the FSU, targeted and cost-effective measures are needed to address this problem. The cmTent social
safety net system is not capable of dealing with the social effects of an emerging market economy. If the
government does implement major market oriented reforms it wil 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 differemtals are incrasing 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 administration.

38. Enterprises have not shed labor, despite the conacion 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. Energ. Turkmenistan'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-
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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 premature liquidation. Moreover, the costs of such an undertakng are
beyond the country's financing capacity. Inevitably, Turknenistan needs foreign investors to realize its
large resource potential.

41. At present, the critical issues in the energy sector involve: Qi) 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 Turknengas; 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 unlkely
to succeed. The Government needs to address these issues directly, within the famework of petroleun
legislation.

42. The country's capacity to market natural gas should be stengthened. 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 consideraton has not been
assessed. It would seem wise for the Government to postpone a decision until such analysis is available.

43. Eney Prces. Turkista 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 enterpise 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 Goverment should ensure that energy prices filly reflect the cost of supply or, when
traded in world markets, the export value. In applying this general princple, a disincon should be
drawn between energy resources that can be supplied only with dedicated infastucre that would be
economically inefficient to duplicate. In the case of Turkmenistan, the latter situation would cover the
network industries - electricity and natural gas supply - which require extensive transmion and
distribution systems and enjoy inberently large economies of scale. For these natural monopolies, prices
for specific consumers should cover operating cost plus an allowance to fiance 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 aintained.

45. The Governmet's recently implemented directive that the min natural monopolies in the
sector - the power and gas distribution industries - supply electricity and gas on a more or less free-of-
charge basis has important policy implications. Currently, the estmated implicit subsidy of the supply
of gas to residential and commeci consumers of gas is $40/per 1,000 cubic meters and $411000 cubic
meters to industrial cusutners. The level of the implicit subsidy will be about $200 million wih the full
implementation of the distrbution system curreny under way, 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 Government may wish to have services to some customers below cost for a defined period
of time. However, in order to avoid increasing 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 Government to the consumer.
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46. Agriultue. The priority in agriculure 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
be accompanied by the liberalizadon of distrbution and trade, as well as by allowing imports and exports
to provide altemative 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 fams,
accompanied by lifting al geographical restrictions on buying inputs and selling outputs.

47. Once the institutional and legal framework is put in place, prtion 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 privadzation of most processing, wholesale and retil trade, the development of
small-scale trmsport operations, and the reform of agncultural credit, research, information, and
marketing services.

48. TransportTdecommudcations. Turkmenistan's geographic remoteness from hard-
currency markets makes adequate transport and iernational telecommunications particularly important.
The availability of transportation is critical for the competitveness of agriculture and the industrWial sector.
Transport costs are highly subsidized, and thus these costs are given Uttle consideration in production
decisions. In reforming this system, the elimination of these subsidies and privatzaton is a key
requirement. Thus a program should be developed as rapidly as possible that legalizes and regulates
idividual ownership of transportation services, privatizes small and medium-sized trucking enterprises,
auctions off excess inventories of tucks and spare parts (with preference given to currently employed
drivers), and auctions off surplus military tucks. Encouragement should be given to ffie breakup of huge
trucking enterprises and the spinning off of the tansortation units of various ministries. Agroprom,
economic enterprises, muicipalities and state and collective farms should to be changed into idependent
companes. 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, rerigerated trucks and
rmsfer nodes between different types of transportation facilities.

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

s0. Environment. A major reform of environmental policies and institutions is required along
with economic reforms. The appropriate pnrcing of resources - such as water and energy - will induce
greater efficiency in resource use. The key reforms for environmental protecton are price reform,
privaization, and the establishment of a competitive industrial structure. But it will also be important
to establish mechanisms for the development and mplementation of environmental policy measures -
including an adequate monitoring system and effective procedures for standards setting and enforcement.
Pollution fees and fines will help finance adminsative costs, and user charges can help fiud future
environmental investments.

Externl Finanng and Donor Particpation

51. Turkmenistn could have current account surpluses throughout the nineties provided there
is substantial investment to sustain current gas export levels and develop basic ransport and
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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 (E)DI) and loans from international commei banks. Equity could be a natural financing
source, specially for investments in natural resource development, provided the conditions to attract FDX
are in place. The Government would also need to borrow since it is important to strike the approprie
balance between equity and borrowing. In addition to an adequate framework for FDI,. the imediate
exteral financing task faced by the Government is, therefore, to build up access to international capital
markets.

S. T.he Government of Turmnenistan needs to develop a fPoreign borrowing strategy. Among
other principles, debt should only be incurred if it is going to generate higher mres of return or export
growth than the interest rates incurred. Higher retarns dtan the international cost of capital wil require
to have an adequate policy framework in place, including an environment conducive to exports and good
L-westment projects. Moreover, a necessary condition in gaining access to capital markets is to ensu th
coctnuation of a strong debt servicing capacity position, since it pro-vides banks with the secrity that
Turkmenistan will be able to service debt on commercial terms.

53. Once a foreign borrowing strategy is in place, foreign borrwing should be
monitored and govemed by clear policies and ceilings. Linldng loans to a sound inrestment program
provides an insurance against retns that are lower than the cost of capital. Containing future extra
d requires monitoring and regulating the activities of public entites entering into individual foreign
loan agreements. It also requires extremely careful use of govermment guarantees for private projects.

54. External financing, either for investment or for larger-than-anticipated external
shocks, will be ecasier to obtain if Turkmenistan implements a strong refonr program. To design and
implement such a program, the Govement will require substntial assistance in developing the
institional capability to manage fte tansition. The intenaional 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 preparadon of investme and project proposals to be presented to tXe
intemational community.

55. The risk factors which could affect Turkmenist's financing requirements are
mostly exogenous developments. However, their impact could be minimized by appropriate Goverment
policy. Adverse changes in terms of trade, firther deterioration in interpublican trade, and a slower
than andcipated 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-te economic
growth. Although lending would be small relative to the country's needs, the Govemment could use
agencies like the World Bank tO mobilize and to attempt to maximize the benefits from different ernal
financing sources.



Part I

ThD Macroeconomic Framework

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

Despite its highproportion 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 Turknenistan'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. Turkmenistmn's potential could be developed through appropriate economic
management and a comprehensive program of strucural refonns. The country could achieve some
growth with little or no economic reforms, by fnancing it from the high export earnings expected for the
medium term. However, with slow reforms growth would be limited below Turkmenistan's potential. The
substatial waste through efficiency losses would limit the supply response of the productive sectors to
new investment. Furthermore, without 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 nsks.

It is expected that the country will have a substantial surplus in interrepublican and hard-crency
trade over the medium-tenn. However, the trade surplus is underpinned by gas exports. The strength
and speed of the recovery will depend critically on Turlanenistan'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
fianci resources from the energy sector is cental to Turkmenis's fite development prospects.
The critical task at hand is to manage the surplus generated from exports carefully and to maximize its
rate of retumr

Even if there is no need for balance-of-payments support, investmnent 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. Furth-.nore, 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 intemational commercial banks.



CHAPTER 1

RECENT ECONOMIC DEVE1LPiENTS

Tur-unenis i Perstve

1.1 Turlcmenistan formally declared its ine fom the USSR on 27 October 1991.
On 21 December 1991 it joined other republics in the Commonwealth of Independnt States (CIS).
Presiden Niyazov, elected uncontested on 27 October 1990 was previously c of Tin's
Supreme Soviet and first secetary of the Centrl Commitee of the republics Comnst Party.
Enjoy,.g strong executive powers he is assisted by an appointed Presidential Council. After
independence, the Commnist Party was formally disbanded, and many of its former members joined the
Democratic faction in the Supreme Soviet. A new constiton was adopted by referendum on
May 8, 1992, followed by presidenil electiots in wbich President Niyazov was reelected.

Geography and Demogaphy
Table 1.1

12 The Republic of -Sdected Dio3pfhk Dub
Turkmenistan lies in the for The Cntal As[a Republis
soutemost part of the fonner - A
USSR bordering Uzbkin im n9 Ag P
the north and the east,
Kazaldita in the north, the bi) (m.) Rt (pros1979489 sq. km.)
Caspian Sea in the west, and Iran - -- -

and Afghanistan in the south Kazakhstmn 2,717,300 6.46$ 1.2 6.0
Covering 488,100 square Uzbekst 447,400 19.906 2.6 44.0
kilometers, it is the fourth lagest Kyrgyz Republic 198,500 4.291 2.0 22.0
republic of the former Soviet Taykistan, 143,100 5.112 3.0 36.0
Union. With the uninhabitable likmeczistan 488,100 3.534 2.5 7.0
Kara Kum desert taking Total 3,994,400 49.307 2.3 12.3
90 pecn of the total area
Turkmenistan had only Russia 17,075,400 147.386 0.7 9.0
3.5 million people in 1989, Tk 779000 55.W0 2.4 71.0
makin it the fourth smallest Pakistan 796,00D 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 Turkm Frmce 55010D 55.863 1.0 102.0
population makes up 72 percent
of the total (see Table 1.2). Souce: r'us en O sfT 1989, USSR Fads awd Figare Annual
Otber ethnic groups include i991, FAO Yua*ook i988, Gospn World Dewlopme 199i,
Russians (9.5 percent), Uzbeks IMF, IBRD. OECD and EBRD, ,I SIy of the Sovi Econoury
(8 percent), Kazakbs, Tatars, 1991, vol. I, Table 32, p. 230.
Ukrinians, Armenians and
Azeds.
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Table 1.2
Percent Nationality Composition By Republic, 1989

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

Kazakhstan 37.8 5.4 1.3 39.7 - 2.0 0.2 0.1
Uzbekistau 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
Tajilstan 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 Sfudy of the Soviet Economy 1991, vol. I, Table 4, p.207

Economic Structure

1.3 Turknenistan's economy is highly dependent on the production and processing of energy
resources and cotton. Rich in mineral resources, the republic has an estimated tot of about 4.0 trillion
cubic meters (tam) of non-associated gas which has been identified and 1.1 billion tons of oil reserves.
Total remaining identified reserves of natural 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 h:s large reserves of iodine bromine, sodium
sulphate and various salts. There are also indications of gold and platinum. Turknenisn extracts about
60 billion to 80 billion cubic meters of natural gas a year. Most of it is exported because there are no
domestic faciities for chemical processing of natural gas. The main domestic use of gas is as fuel for
thermal power-generating plants; two thirds of the production from these plans is also exported. The
production of chemicals from other mineral resources is bighly developed and includes the production
of mineral fertilizers, sulfuric acid, ammonia, sulphur, synthetic detergent, sulphate and chi-,de salts,
iodine and bromide iron. Oil is refied at the Krasnovodsk refinery, which has a capacity of 5 million
tons per year.

1.4 Despite its mineral wealth, natural 01gm t NW (101
factors are a major constraint to Turlanenistan's [In percent]
development- Water is scarce, and the country is
remote from markets. The industrial structure, is a
result not only of this resource base, but also of the bimut,, -
former Soviet1Gosplan, with its heavy emphasis on
large plants designed to service the whole former lp

Soviet Union market. In 1991, about a third of
Turlmenistan's industrial production came from 61
textile enterprises, another third from 38 large state A4 

enterprises in chemical, gas, oil-processing and I I
electricity-generation. Figure 1.1

1.5 Industria production contbuted about
a fifth of net material product (NMP) in 1991, and construction about a fourth. But there is a large
volume of unfinished construction, and transport and telecommunications links with the rest of the world
remain weakl
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1.6 Even though Turknenistan has considerable potential for diversification into mineral
resource-based industries, the economy remains predominantly agricultural. In addition to cotton, other
major crops mclude gris, vegeables and fruts. 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 percen 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.

1.7 Exports are dominated by gas, oii 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 machineiy 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).

Table 1.3
Gas and Oil Resrves in Selected Countries

GNP per Ponulaion Cmde oil Proven Crude Oil Gas
capita (mln) Reserves Gas Reserves Reserves

- - - (USs, 1990) (bin bbls) Reserves per Capita per Capita
(tern)

Turkmenisa 1,357 3.7 2.5 1.3 0.68 351
Kazakhsn 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
Indonesia 510 178 8.2 2.6 0.05 15
Norway 22,830 4.2 na 2.3 na 548

Soures: J. Homer, Natural Gas in Deveioping Courie, World Bank Discussion Papers,
Washington D.C., 1993; World Bank staff estimates.

1.8 Turkmenistan's growih rate in the 1980s was high compared with that of other -republics
of the fonner 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
Kazakstan. 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 fonner Soviet Union; and the ammal population growth rate is bigh
(2.5 percent frm 1985 to 1990, and projected at 2.1 percent for 1990 to 1995). The average growth
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in the working-age population was 2.7 percent from 1979 to 1989 and is increasing (compared with
0.4 percent in the former Soviet Union and 0.1 percent in Russia). More than 40 percent of the
population is less than 14 years old compared with 25 percent in the fonrer Soviet Union overall (see
Table 1.4). That will create pressure on the labor market in the future.

Table 1.4
Social Indicators

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

countries countries

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

Life exptancy 65.2 69.6 69.5 65.0 67.0
at birth (yeas), 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
Birth rate (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
(percentage of total population)

- Less than R 75 35.0 5.0 11.1 na na
- R 75-100 22.6 11.0 13.7 n na
- R 100-150 26.2 31.1 na na na
- R 15-200 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 peentage 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, OECD and EBRD, A Study of the SoWet Economy, February 1991, World
Bank, World Development Report 1991 and 1992.
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Economic Performance before 1992

AggEte Demand and Output

1.9 Turkmenistan's
economy, like that of the other NMP

former Soviet Union republics, was au, buss ,.

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 tranport sectors (see Figures
1.2, 1.3 and 1.4). In 1991,
Turkmenisian's economy was less 2

severely affected by disruptions in :
trade and the breakup of the Soviet
Union than were many of the other _ -
republics. N?P declined less than ., ,,, ,, ,s, u,, ,s,,
i pcent i real terms (compared
with 11 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).

NalioDnal Income by Sectors

Figure 1.3
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Fixed Assets
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Exteral 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 persistent deficit before 1991,
but these numbers did not include any shipments of natmal gas, Turkmenistan's principal hard-currency
earner. Before independence, the gas was valued at a domestic USSR price that was a small fraction .nf

the world price, and it was pooled with Russian gas for distribution within Russia and for sale to us
economies of Eastern Europe that were members of the Council for Mutual Economic Association
(CMEA). With the end of the CMEA on 1 Jamuary 1991, trade with the USSR was initiated at world
prices with payment in hard-currency. For 1991, Turkmenista 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 Turknenistan's gas sales to Russia, which is the only
market connected to Turkmenistan by pipeline. Turkmenistan's trade balance with foreign countries
improved substntially in 1991, after 12 billioni 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, Turlkmenistan's intrepublican 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 exwrts.

Price Performance

1.11 Under central planning and the central allocation of real resources, pnces were generally
an accounting tool with little effect on consumption, investment or production decisions. Prices remained
fixed for long periods nt levels unrelated to the pattem of scarcities. The official price index, did not
reflect the "hidden" 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 pnces increased by 173 percent, and wholesale prices by 296 percent,
following the January-April 1991 price reforms in Russia and the acconimodative monetary policy in the
former Soviet Union as a whole. The increasing differential between wholesale and retail inflation was
partally associated with increasing subsidization of consumer goods. -

Fiscal Policy before Independence

1.13 Turkmenistan's fiscal accounts for the second half of the 1980s show a small surplus.
However, the budgets of the 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 USSR was strictly centralized to ensure
conformity with plan objectives and in contrast with a genuine federal fiscal system, in which revenu-
sharing arrangemens between central and local goverments 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 smplify a system of centrally coDntrolled resource allocations by
republics. Most major taxes were to be. shared on the basis of negotiated arngements between 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 Plabned State Budget Revenues of Union Republics,

lly Republic, 199D

Personal nion Other
Turmover Income Enterprise Grants Sburces
Tax Tax Taxes (as a (as a

Total (allocation (allocation (allocation share sbare
Union Revenue and share and share and share of of
Republic (bin ibl) of revenue) of revenue) of revenue) venue) revenue)

All Republics 248.7 82 37.5 57 82 14 6.6 3.5 442
RSFSR 137.5 84 37.7 50 9.2 12 7.6 - 45.5
Turkmenistan 2.3 100 34.8 100 5.2 20 22 30.9 26.9

Note: Consolidated budget of union republics and local soviets of peop$es deputies. Data refer to .adget plan for
1990, unless othrwise noted. Allocadon refers to the proportion of revenue to be retained by union republic from
revenue collected within the republic in a given revenue category. Revenue from profits of union-subordinaed state
entrprises from allocation of profit tax. as shown; 100 percent allocation of tax on labor resources; and 100 percent
of water charges.

Sources: IMP, World Bank, OECD and EBRD, A Shady of ce Soviet Ecorwny, 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 1980s (see Table 1.5), that is, all of the revenues
from these taxes collected on the trritory in Turkmenistan were retained in Turkmenistan's budget.
Therefore, Turkmenistan's financing share on expenditure ems which were financed solely by the union
budget (mcluding defense, justice, internal security, subsidies to the extemal 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 indirect net tansfer from the union to
Turkmenistan's budget!. Capital expenditures were also fully cenxralized 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 investnent funds had to be retunmed to the central government in
Moscow.

1. The following example ilusas die magnitude of these indirect budget transfers. In 1990. direct transes frm
the unimo budget accounted for about 10 percent of GDP. In additon Turkinenistan eceived 20 percent of the pmfit tax of
union-sbordinated ste-enterpnses. Capial expenditre and defense relaed expenditure accounted each for about
14 percent of total expenditure in dte Union budgeL If these expenditure shares are applied to Turkmenista's budget the
direct trnfers and the indirect tansfe-tbe distribtion of the profit tax of union-subordinated entrprses and capial and
defense-rlad ependiur undeaken by dhe Union- amoumted to 25 percent of Turkmenis GNP in 1990.
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Table 1.6
Conoated Gormen Budget, 1985 - 91

Cm mulons 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

- Tumover Tax 779.8 668.8 10.0
- Company Profes Taxi .. 517.5 8.0
- Sales Tat' .. 314.1 4.8
- ficome Tax from CoopsY 92.0 121.7 1.9
- Personal income Tax 166.0 349.3 5.4

Non-tax revemne 1.470.5 3,1062 47.9
- Foreign Economic Activityd .. 10.8 0.2
- State Duties 15.4 33.8 1.1
- Stam Lotery 3.2 2.6 0.1
- Funds from Social Security 1872
- Profits Transfier 3122
- State Bonds 35.6 5.5 0.1
- Fixed Payments .. 1,51.0 23.0
- Other Revenue 916.9 !,503.0 23.2

Union Transfers 728.1 1,409.0 21.7

Totl Expenditue 3.114.0 5.895.6 100.0
National Economye 1,848.2 2,3023 32.5

-Social & Culml 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 9A

Social Securiw 206.8 1,571.7 26.7
Internal Securiy & Admiut 48.8 161.0 2.2
Ote Expenses 54.9 77.6 1.3
Surplus/Deficit (Pere-nt of GDP) 122.4 591.0
Revenues 42.7 44.2

41.1 40.2
Union Transfers 9.6 9.6

Note: Includes il leveh of govcrnmcs. but eeluds tbe busd.acremcy find
a/ inodud isl991
b/lS=zt company ieaotax
c Inome aisg fromm th. sale orgeods inoed wish bardaucy
dl Trasfer from sowned oapis=s fonacdy of the Soviet Uo**
d Not a fiig it= sae bonds iWsued by du fae Soiet Umnio govnm ad sald in Tutmena. The raep divikd
ely bctwm en and Tlbkmea However. dae bonds we she iabily ofde on msing zm s a a tfer fiom s

bIcudig develom (capi qzeudtue nd subside on ccou of pric difitrs
Si Icudes Mpinisy o Emi an 

Sm: Minnk of Ecnoms and Fmm
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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, Turkmenistan also started to pursue its own independent investment,
subsidy and social support policies without consultation with the union government. The government of
Turkmenistan imposed an additional profit transfer from the state-owned Cotton Cooperation and a one-
tme export duty on raw materials.

1.16 Expenditures for the "national economy", - mainly of subsidies to account for price
diffenials and development capital expenditures - amounted to about 12.4 percent of GDP in 1991.
These large subsidies reflected mainly the co ion 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 finds were
administered through extra budgetary accounts such as the pension fund or the Social Insurance Fund.
Trnfers from the unon were 22 percent of total revenue, and the budget for 1991 closed with a surplus
of R591 million (see Table 1.6).

Money and Credit

1.17 Under central planning the Soviet Gosbank did not formulate and implemnut monetary
policies in the sense generally understood in market economies. Credit and cash plans were constructed
as the financial counteiparts 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 no-government sector and the broad monetary aregate M increased threefold.
Currency in circulation increased by 145 percent, compared with a 14 prcet in 1990. The main source
of moneay expansion was the rapid rise in credi to the non-goverment sector, which rose by
195 percent. This outweighed the contractionary impact of government operations on domestic liquidity
and contnrbuted 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 maximum 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 ine rates remained broadly unchanged and all interest rates remained highly
negative in real terms despite the increases. The bulk of credit giren 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
Prminar Summary Monetary Accounts

End .f Period Stock (i billon rubks)

Dec Dec Aug
1991 1992 1993

Central Bani (SCDT)

Assets 4.0 26 189
Net Foreign Assets (NFA) -6.0 -125 316
NFAinhard currenry - -1 699
NFA in rubles -6.0 -124 -383
oiw with Russia -6.0 -125 -325

Net Domestic Assets 9.0 150 -127
Creditt-o Government (net) - 199 -541
Credt to banks 2.0 48 549
Credit to the economy - - 165
Odher ium act h 8.0 96 -300

- Coespondent Accunts -3.0 -99 -197

Liabilidies 4.0 26 189
Currency outside SClT - 3.0 19 108
Resrves 1.0 7 78
Other Deposits - 1 2

Bankin System

Assets 12.0 106 8W
Net Foreign Assets 4.0 50 456
NFA in hard currncy - 173 704
NFA in rubles -6.0 -124 -251
LT Claim on Sberbank USSR 2.0 2 3

Net Domesdc assets 16.0 56 344
Credi to Governmet (net) -1.0 21 --720
Credit to ts economy 10.0 86 12
Other items net v 7.0 -52 -208

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

af Exehds ruble sbifp m Cent Dak of Ruia (CBR).
bh Cowl' of itrbmk las. corpondcnt and Wamozn ad ualasfi ares.
d For SCBTr: racuy rceved *frm CRIl vast holding;

for Mhe bankin Wsya marman enile by SCET less aunaiMaCl bnk vazit hoklding.

Sara= RAF



14 Chapter 1

Developments in 99 and 1993

1.19 Although there are strong indications that Turmenistan was less affiected by the
breakdown of the Soviet Union than the ote former republics, preliminary Goskomnstat data are
inconsistent and many of the indicators are of doubtful reliability. Especially the national ncome
esfimates are contadictory. Therefore, staff estimates of basic economic indicators are liely to be
revised when more reliable data is av. iable. Furthermore, comparisons of economic indicators between
1991 and 1992 have to be undertaken acry caretily as far as the goverments budget is conerned since
the 1992 budget was the first one implemented by the Turknen government and it includes significant
changes in the revenue structure and expenditure responsibilities.

Aggregae Demand and Otu i 

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 NMai Economic Indicators
significant construction activity. With a surplus NMP Grwth

in the consolidatd budget, the government was - griutu -4
able to engage in several investment projects like -4
the construction of the new aiport i Ashkabad. -17.
Agricultural output declined by about 4 percent - -10
because of bad weather and large increases in
input costs, while industrial producdon fell by (% of NMP) 25
about 17 percent becuse of disruptions in
interrepublican trade, shortage of spare parts and Trade Smplus (% of Nmp) 17
iEputs traditionally supplied by other FSU
counies and the inability of most enterprse Govenment Reves (% of NMP)
managers to adatt to chnging cira .- - ding hard-amcry hfnd 25
Estimates set the decline in real NMP at 5 percent - inchidiig hard-currency find 66
for 1992, assuming decline in all sectors except

* constucdon. The decline in total consution Giovime Eediure(% of NMP) 38
was about 7 perce. Imponts fim the former
Soviet Union countries declined less than in other - W (Dec. 1991 ) 1615
countries of the former Soviet Union. - oea Pi (Dec. 1992) 9641

1.21 For 1993, Goskomstat data show Source: Goskomstat
an NM inrease 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 icraing after the low yields in 1992. However, industrial
output has declined by about 10 percent in the first 8 months.

Pce iberalization

1.22 On Jamnary 4, 1992, a presidential decree stipulated that prices of most consmr,
industria, and agriculatual goods in Turkmenistan would be determined according to the market pinciples
of supply and demand beginning January 10, 1992. Gosplan was given the responsibility of reguating,
montoring, and modifying the processes of market price determination and of revaluing the exising stock
of goods. The decree also defined a number of "socially importantC goods whose prices would remain
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controlled. The prices of most of those goods, however, were increased significantly on
Janur 10, 1992. The decree also specified a numer of measures intended to guard agait abuses of
the new price regime.

Reversals in the liber tion of Prices

1.23 On Jaary 17, 1992 the authorities reversed some of the above price liberaliztion
measures. The reversals included lengthenimg the list of products whose prcing is subject to state control
to include grains, fish, cdildren's products, and naur gas sold by intermediaries to households and
providers 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 199111992
interpreted with cauton. Since the indices for
commodity groups are unweighted aages, 1991- 1992'b Average Average Dec

eases in prices of a few goods lead to a 1 Ca: change 1992
lare increase in the overal index, 1991 19
iecive of the weight of these goods. Rza 273 744 113 371 964
Inflation rates will be overestimated if Rtolie 396 8,899 152 2,735 1,615
midicators are used that are derived from ._ - -
mondily data (see Table 1.9). Source: Goskomsat

a/ 1990=100; based on monthly price changes
1.25 Overall, wholesaIc prices bI 1991=100; based on monftly price changes
increased 16 fold from December 1991 to c December 1991=100
December 1992, and average prices for
consmer goods rose more than nmie fold. The wholesale pnce increases were especially high on oil,
chemical, madinery, and food products. Consumr price mflation declined sharply during the year
before regisring about 15 percent in December (see Figure 1.7). Consumer price inflation is lower in
*Turkmenistan than in other countries of the former Soviet Union but wholesale pnce inflation has been
quite dramatic (see figmres 1.8 and 1.9). Consumer prices rose by 364 percent in January-May 1993,
reflectig 200-300 percent increases in many controlled prices in Februay 1993. The difference between
producer and consumer pnce 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 hberalization being less complete in
Turkmenistmn than in Rnssia - most of the prices of basic food and consumer goods are still
administered - and price differentials can be expected to persist, given trasport costs and remaining
trade barriers.

1.26 With the introduction of the new currency in November 1993, the Government liberalized
several prices. Eleven conmodities are still subject to control at subsidized pnces. Another 26
commodities are subject to a review by an antimonopoly commssion, which will negoiate with

ntprises the maximum level of price adjustment. The Government has indicated that the uidmate goal
is full price lberalization, but the timetable is not clear.
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Wages

1.27 The inimum 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 estmated to be nearly 20 percent higher than at ihe end of 1990.

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

Fiscal Deveiopments

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

Public Fiaces in I9

1.30 After the Soviet Union dissolved in 1991, the old revenue-shaing system became
inadequate nd new tax laws had to be intmduced. The budget for 1992 included significant changes in
the stucture 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
mber of goods. But the excise tax on vodka and gasoine were eliminated on August 1, 1992. The

VAT was levied at a rate of 28 pecn. 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 (CM 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 revemn in the 1992 budget was fixed
payments to the budget by the state-owned gas and coton companies; these payments account for
29 percent of total revemnes. These are profit transfers payable to the governent over and above
company income tax and VAT payments. Iirthermore, 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 domest;c prices are well below international prices, the system constituted a
substantil implicit tax on exporters. Furthermore, the ruble amount spent to purchase the hard-curency
earned by enterprises are b-udgetary expenditmues while the hardncy retained was kept in an
extabudgetary 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, 992-1993

Cm miLlons of rubles)

1992 1992 1992 1993
-Budget - -Actual % of Jan-June

ESL Total Actual

RSVENU]E 47,963 64,009 100.0 256,157
Tax 22,351 34.447 53.8 214,268

Vahic-added Tax 14,058 17,400 272 87,836
Gas Corp. 7,856 6,563 10.3
Coton 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
Coton Assoc- 2,285 0 0.0
Oil Corps 0 1.823 2.9
Odier Coopsl
Public Companies 17 7,298 11A.

Excises 1,502 1,187 1.9
Personal Income Tax 1,020 2.985 4.7 7,012
Tax on Raw Material?' .. -. . 49,457

Nonax 25,612 29,562 46.2 41,889
Fixed Paymene 17,354 18,253 28.5

Gas Corp. 13,830 -10,183 15.9
Couon 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 Expenditre 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
Socil 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:
U Raw cotton is exempted from all tuXes.
bt Tax on Raw Materials was introduced in 1993.
l Fixed payment was abolished in 1993.

Source: Ministry of Economics and Finance, Asbkabad 1993 and IMF
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1.32 Initially, the govermment 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 primaily 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, significandy 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.
The actual realized increase in. prices exceeded the budget estimates, and there was a shortfall in real
terms in all major tax revenues. The introduction of new taxes like the VAT in place of the tmuover 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 Febnry 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. Furthermore, 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
overesdmated. 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 Ukaine over gas prices led to a reducdon 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 substantial
increase in nominal expenditures, wbereas 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
unrealitic assuptions regarding inflation and sales and prices of energy exports, substantial revisions
were done already in February. The 1993 budget includes sigAificant 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
22 percent. Essentialy, 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 Turkmenistan'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, because 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
trough the banking system.
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Moneary Policy

1.36 The mechanism for issuing and distributing money in 1992 was essentially unchanged
from that under Soviet central planning. Turkmanistan has very limited control over monetary policy and
inflation outcunes as long as the country remains in the ruble z,ne because inflation will be imported
through the price-exchange rate mechanism. The rate of currency issue by the Central Bank of
Turinenistan 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 Turknenistan obtained its rubles through the debiting of
Turknenistan's settlement account with the Russian Central Bank. Cash was then passed on to
commercial banks for distribution to enterprises to meet wage bills in particular after debiting these
banks' correspondentaccountswiththe TurkmenistanCentral Bank. Aspriceliberalizationhas 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 made on a 10-day basis in late 1992.

1.38 In the early part of 1992, currenc 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; CiH) financial instuments issued by other republic's governments not be cashed in
Turkmenistan; (iii) checks issued outside the country not be honored by the financial institutions;
(iv) banks not transfer their surplus mble resources to the other republics; and, (v) deposits made through
non-cash means of payment could not be withdrawn in the formn 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 Turkmeistan
without restrait, and the comparatively low subsidized prices in Turkmenistan might have attrcted large
amounts of currency into the country for the purchase of goods. The amount of currency inflow was
unknown, however, and more broadly the stock of currency acally 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 Commitee of the Cabinet of Ministers. Once a decision
for credit allocation had been reached, commercial banks were authorized to borrow from the Central
Bank at a refinance rate of 2 percent and on-lend to the appropriate enterprise at 3 percent. Banks may
also borrow at 15 percent from the Central Bank and on-lend at 18 percent to enterpnses or the private
sector that have not been included in the "directed credit" plan. Credit policy was extremdy
acconmodating in early 1993 and access to credit by the Cental Bank at highly negative real interest
rates by state enterprises and agricultural cooperations increased dramatically.

1.40 The increase in currey in ccuaion and the associated increase in enterprise borrowing
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 baning institutions, the inflation has resulted in a
deterioration in their standing as the Govemment has persisted in its policy of providing credit at highly

2. Gosbank Russia has estimated a na migran of cash at O percent of emision.
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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 Turkamenistan and the size of the reserve position at the Central Bank of Russia. These resources
formed the base for domestic credit expansion, since hard currency reserves were sterilized. The Central
Bank of Russia eased its m onetary policy in the second half 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 account for return to the enterpnses that originated the
payment requests.

Introduction of the Manat

1.42 Turkmenistan introduced its own currency, the manat, on November 1, 1993. The inidal
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 made 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 begimning of 1992, to R3,500 on July 1, 1992, which was about 10-15 percent of the intemational
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
Turlanenistan requested.

1.44 Under an agreement with Russia, Turkmestan supplies Russian regions with gas and
receives in return a quota for Russian gas, which is exported on Turkmenistan'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-currea-ny export. Some
1.6 billion cubic meters of it was sold hirough dollar clearing with the former CMEA countries of Central
and Eastern Europe, and 1.08 billion cubic meters was bartered for transmission anri 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
intemational price. Thus, 87 percent of these proceeds were in hard-currency, 13 percent exchanged
tbrough dollar clearing. Hard-currency proceeds for 1992 were about $700 million. Eighty percen of
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the hard-currency proceeds were transferred to the govermnent's spei hard-currency fund with no ruble
compensation. In the filu six months of 1993, hard curency exports to Easter Europe were 5.9 billion
cubic meters at a price of $75 per 1000 cubic meters

Table 1.11
Extenal Trade, 1988-92

1988 1989 1990 1991 1992 (est.)

Hard-Currency Trade Account (mln. 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 balanceS -97 -328 458 1,095 98,700
Inrepublican exports 2389 2,418 2,469 6,731 193,500

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

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

Source: Statistical Office Asfkabad 1992, Trade Division.

1.45 The second major source of hard-currency ear ings is cotton. Before independence,
cotton was shipped from Turkmenistan by the all-union cotton organzation. Turkmenistan received the
Soviet Union domestic price for cotton. After indpendence, cotton was shipped via Agroindustry
Processing, with domestic delivery ents initially maintained basically on the lines of the previous
planned system and with intrrepublican agreements to supply cotton. There has been a substantial
increase in hard-currency exorts since independence. Total exports to the ruble and non-mble 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, mostly with Italy). Prices are determined with reference
to the Liverpool exchange, with a discount base of quality problems with Turkmen 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 lackdng or are not being
supplied via the Interrepublican Trade Agrwrnents. Cotton earnmgs are around $lS0 million per year.
In 1993, Turkmenistan expects to export about 250, 000 tons of coton for hard-curency at a price which
is close to the world market prioe ($1.100 per ton).

1.46 The consolidated current account is expected to be an surplus in 1993 in spite of contnued
inability of some FSU counties to pay for their gas imports from Turkmenistan and increasing arrears.
In hard-currency trade, Turkmenistan reported a surplus of about $280 million until June 1993.
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2.5 To develop Tuk_nist's potential and maximize th raft of retum of investments,
careful economic managemt and rehensive reorms are esstial. Progress an structua and
ssteac refrms would pmvide enepris and individuals with the righ Instuional and market
incetive stuctures and strengthen sutantally the susinablity of the supply response in the oconomy.
The country oould achieve some growth with lile or no economic reforms, by financng i from the high
exPo earnigm ected for the medium term. With slow refonrms however, grwth would be lImited
nuich below Tarkmemistas potnta. The substntial waste which would come about under the exstng
system, would limit the output generated from new mvestmet As the pnrce stm would not play its
role of allocativg scarce resources, swichig into areas of comparative advantage would be constrind,
and efficiency gams from increased domestic competiton would be delayed. - With slow reor,

easingy larger investmet enditures would be required to generate die same outu growth.

2.6 W-ihout significant reforms, he lack of export diversification would leave the economy
tied to the fate of enrg-related earm ngs. The unfortunate cos of such a sat in the
eprnem of some energy-exportn counties are described in Box 2.3. The expence shows tha a
dcline in the price of enery can lead, even in resource-rich counties such as TurkmenIbstan, to serious
long-term problems such as sorg buge and balance-of-payments deficits and decinig grwh While
some of these problems would be in part a result of the classic Dutch Disease,- (see Box 2.1), they
usualy are a diect consequence of an overy vulnerable, undiversified economy.

Economic tspects

2.7 Tur a's reform program was set out in a documnt adopted in January 1991. The
documet included a list of legislative, fiscal and monetary measures, the priiples forpce formation,.
p.ivazzion, the development of indu*ria inructur, and agriculural reform The Goverment has
so far.

- Drafted a five-year investment pla

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

* Rstructred the fiscal system through the intoduction of the VAT, excise taxes
and chage in the taxation of energy and exports.

* Transferred the hard currency fund to the Central Barnk Thne Govement 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 progams in agricuue.

* Inrduced its own curecy, the nmnat, on November 1, 1993.

* Made substal progrsm on monety refom The Govemment's intention is
to follow strict fiscal ad monetary policies to support the new curewy.
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2.5 To develop Turknenistan's potential and maximize the rate of return of invesmns,
careful economic management and comprehensive reforms are essential. Progress on structural and
systematic reforms would provide enterprises and individuals with the right instiudonal and market
incentive stuctures and strengthen substantially the sustainability of the supply response in the economy.
The country could achieve some growth with little or no economic refbrms, by financing it from the high
export eamings expected for the medium term. With slow reforms however, growth would be limited
much below Turkmenistan's potential. The substntial waste which would come about under the existing
systm, 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 reforms, the lack of export diversification would leave the economy
tied to the fate of energy-related earing. The unfortunate consequences of such a situation in the
experience of some energy-eporting countries are described in Box 2.3. The experience shows that a
decline in the price of energy can lead, even in resource-rich countries such as Turlkmenistan, to serious
long-term problems such as soaring budget and balance-of-payments deficits and declining growthL 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 Prospeds

2.7 Turkmenistan's refonn 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,
privatizaon, the development of induiarial infrastructure, and agrcultural reform. The Government has
so far:

* Drafted a five-year investment plan.

e 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 dcanges 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
privatizalion.

* Started pilot privatization programs in agriculture.

* Introduced its own currency, the manat, an November 1, 1993.

* Made substantial progiess on monetary reform. The Government's itention is
to follow strict fiscal and monetary policies to support the new currency.
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* Undertaken a nimber of steps to liberalize the trade regime.

2.8 Overall reforms have so far lagged bebind other countries of the former Soviet Union.
The Government has a five-year plan that includes large investments in infrastrucure and energy to be
financed by both foreign direct invesment and the budget. 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 reversaL3 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
-lberalized several prices. Eleven commodities are still subject to control at subsidized prices. Another.
26 commodities are subject to review by an antimonopoly cmmiion which will negotiate wihm
enterprises the maximum level of price adjustment. The Govermnent has indicated that the ultimate goal
is full price liberalization, but the timetable is not clear.

2.10 The previous industrial structure is still mtact, and there has been very htte privatization;
the private sector has hardly developed. The Goverment plans to undertake privatization in several
stages until 1997, with small-scale privadzation starting in 1994 and medium-scale privatization in fiscal
year 1995196. 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 Suc ul Reform Program

Stabilization

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: Goverment introduced its own currency on
November 1, 1993 since monetary instability in the ruble zne bad serious negative effects on stability.
Maintaining a strong national currency will not only require strong export performance but also
macroeconomic stability. In view of the unceainty surrounding the new currency and the trade
relationships with other FSU countries, tight monetary polcy has to be advanced to control inflation.

2-12 The avai'ability 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 reserve 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 curreny earnings than
accmulating an unreasonably high hard currenw reserve.



26 Chapter 2

Fiscal PoUcy

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.
Teurkmenistan's current savings could finance large investments and budget deficits for some time.

2.14 Expenditures will have to be restructred substantially if the Government wants to support
a reasonable level of public investments 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 priorites 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 contne to be extrmly sensitive to the ability of other FSU
countries to pay for Turkmen gas exports. To make the budget less dependent on revenues from taxes
on gas exports, the tax system should be strenghened, 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 strgthen 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 exmple, transport, telecommunications, electricity and irrigation) to cover,
eventually, the costs of providing these services and adjustng 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 Govermnent 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 investment since the home
country often repatriates profits which results in a transfer from Turmenistan's treasury to the home
contry's treasury.

2.17 For the Ministry of Economics and Finance to exercise filll control over public finances,
budgetary institions and procedures will have to be reexamined at all levels of government. Technical
assistance from the Intenational Monetary Fund has already been received for strengthening fiscal
insfiinos and enhancing the effectiveness of fiscal management. However, current and capital
expenditures have not been reexamined yet. Furthermore, the operation of extabudgetary funds makes
tsparent budgetry management impossible. The channeling of foreign excmange transactions through
an off-budget fund creates great difficulties with the overall aswssment of the budgetary situation. These
difficulties would be eliminated if all extabudgetazy funds, with the possilble exception of the pension
fumd, 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 (financial) grounds, it is understood that
an immediate 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 wi 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 uf the sector. The Government plans to extend all
interest subsidies, transfers, and some lending and grants to enterprises through the budget begining with
fiscal year 1994. which will make the magnitude of the subsidies and transfers more apparent.

Structual and Sectoral Reform Program

2.19 Macroeconomic stability alone will not ensure sustainable growth or generate
employmen The success of the transition to a market economy will also depend on the Government's
wiUlingness 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 El and part mI, and they include:

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

* Liberalization of domestic and foreign trade.

* Enteprise restructuring and privatization.

* Finanial sector reform

* Establishment of an appropriate social safety net that includes unemploymt
nurance.

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

Instiutional 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 mostly 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 virntally every branch of Govermnent.
Turkmenistan 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.

Domesfic and Foreign Trade Policy

2.21 Since early 1993 the Govermment 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
providing altemative sources of commodities to state monopolies. The freedom to export will help
develop the domestic private marketing system. As a stating 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 import-export business. So far, the prerogative of
designated ministries to trade results in intemational 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 gams from permitting competition in the supply of import to
domestic consumers. At present, imports are only allowed via the Ministry of Trade and other authorized
importers. Finally, an intemational 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 contime 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 term. 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
openig up the economy to increased foreign competition.

Entrprise Reform

2.23 Privatization is at the core of the transforation to a market economy. While it is
imortant to start privatzing state-owned enterprises (SOEs) as soon as possible, improving management
of those enterprises that will not be privaized is also needed. The Govemment should start by
elaborating on a comprehensive strategy for privatization. It should also trnsform 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 Govemment should not get
involved into any activities that can be undertaken by the private sector. Furthermore, enterprises should
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only be grated credit to finance their losses conditional on restructuring plans for sectors with excess
capacity or liquidation plans for clearly non viable enterprises.
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Pfivahzation

2.24 Privatzation has been so far negligible in Turkmenistan. To strengthen the basis for and
launch the privatzation process, the main priorities 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, bousing, agricultural and
industrial privaization. The Ministry of : griculture should introduce fleible
lease arangements 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 (covering 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
coverng 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 exisng
legislation affecting foreign and domestic mvestors; and strengthen the capacity to enforce the legal
regime The current regulatory and legislative enviromnent for new private sector investment is
mdimentary and lacks many safeguards. If privatization of both land and state enterprise is to yield
benefits, decision makers need to be assured of the right to retain the retuns 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 environent should apply equally to pivate and public
enterprises. This is curretly not the case. State enterprises should not benefit from preferential credit
extended by the banking system or from direct state subsidies in ma ring and agriculture. Neither
should they be given preferential access to both local and imorted nputs. 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.

Finamcal Sector Reform

2.28 In a market-based economy the financial system helps chanmel savings toward their most
productive use. It also provides the payments systems necessary for carrying out transactions.
International experience shows dtat the financial system is proving to be one of the most serious obstacles
both to sound short-erm 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, mainained for social reasons, with credit programs makes the
application of sound bakidng criteria - or the performance of the banks intermediation function -
viually impossible. These are two separate objectives and one instrument. Overall, reforms must aim
to lberalize and commercialize the fnancial system. This includes a rapid improvement in the
effectiveness of the payments system, restructuring of the main commercial banks, development of a
merchant banking system, restructing of the State Savings Bank, improving the flow of savings, reform
of the legal, accounting and prdential framework, reform and strengtheg of the central bank and
lunan resource development.

2.29 Inerest rates should play a greater role in mobilizing savings and in allocating credit.
Complete liberalizaton of interest rates would be warranted once lendig patterns are driven primarily
by commercial rather than ownership crteria, and when confidence in the ability to withdraw deposits
from the banking system bas 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. Furtiermore, it
should be affordable and conducive to effecdve 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.

2231 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 fiture
seem to be based on the extremely low level of current unemp;oyment 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 implemenion of a ref&rm 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 Turknenista. Workers would then know where the jobs are.
To put this suggestion into operation, however, a computsizd 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 isurance could be financed by either a payroll tax or general revenLues.
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 Goverunent 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 anrangements 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 Turkmengas; and, (iii) the taxation of the foreign operators.
Furthermore, experience shows, that in the absence of a clear policy on the commnercial aspects of gas
production, promotional initiatives in gas-prone territories are unlikely to succeed. The Government
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
cormmercial viability has been determined. 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 monopolies, prces for supplies to specific classes of consumers should cover the
operating cost of Euch provision 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 commnercially viable and can take the
actions necessary to promote this.

Agricultue-

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 fims. State production orders need to be phased out to let
the market workt 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 constaint 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 istitutioal and legal framework is developed and put in place, rapid
privatization of small-scale agro-processing enteprises, input distrbution and retail food outlets can
begin. Furthermore, a sectoral policy should be implemented 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 scenano for Turkmenistan's future development is based on the assumption that the
Govenmsent 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 situation and economic developments are highly uncertain for 1994 and beyond, the figures
in the medium-term scenario should be viewed as simulations of possibie outcomes rather than
projections. They will have to be revised as trends in trade become clearer.

2.42 A fast, comprehensive implimentation of a reform program - such as the one descnbed
above - could have significant effects on the pace of the recovery and reduce the impact of external nsks.
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 opportnities. It would also bring about higher income
per capita and welfare levels for the growing population.

Resoce Manageme

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 maxmi their productivity. Cental to fiture 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 attnrbutable 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 imortant questions aise 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 retum. The second
relates to the rate of savings and imvestment which would be needed to replace asset consumption and
create an altemative source of income substituting for the progressive exhaustion of the depletable asset.

2.44 The first policy decision is therefore to determine the minimm level of gas production
that would be needed to satisfy consumption and investment requirements. The level and composition
of government expenditures have important consequences in a market economy in terms of overall
macroeconomic effects, as well as more microeconomic implications 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 extemal
borrowing. The medium-term effect depended significantly on whether the additional spending was
directed to consumption or investment.
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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
altemative 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 further 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 Govenment would have to determine what
share of those resources to distnbute 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 inmestment
program (see Box 2.2). Another 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.
Fimally, 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
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Box 2.2 (eant.)

and standby prnjccts which are fimuncd onlv wher. additional resomuces are available. Ir is
important to emphasize hcre that 'fimding" includec nor merely capital, but all ctirrat
resources required to complete and operate a priority project. 'Core' programs shoild.
also h concentratdl on htratqgic pmjects and should exclude white elephants even where-
funding is assured;

* I'oor coordination betwcen inacro-analvsis and expenditure planning can also lead to a
lack Or apprecimlion of Ihc impact nf the general policy. Irarnework on hIC success of a
public investment program. Chief r.ongr inappropriale policies are: (i) pricing policies
leading to large subsidies which arc not only a direct strain on the budget hit may also
discourage pmroiction and hence reduce resources; (ii) substantial and unproductivc
overemploymer.t in the public service; (iii) inrcdequate control over the cxpenditures of
local authorities and autonomous agecncies: (iv) public cwnLr4hip nf iTlefricicnt anid loss- .
making caletprises, established witl ithe intention of rcnidying mrket failures or
achieving social objeecives, hut in prac:ice doing neither: and, (v) the gencral incentive
and policy framework: If there is,: in hroad terms, a failurc o encoaurage efficiency
:thmugh economic i-ic6ntives, then this will, oa course, affcct the quality of both public.
ncl private investment. l'nor private investment decisions can in-turn feed back on the
public sector thmugh noti only rower raSourcai hUIt also a sense that the public sector
^muca do cvyrything."

Source: World Bank Discussion Paper; MInnlini'u Public Exoenditurc WOrld Baik 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 investme to keep up energy production at current levels, and reforms
in domestic energy pncing 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, currently proven and probable reserves in undeveloped fields
could be brought into production to offset the declining output from existing producing fields. Production
could be firter augmented by bringing identified possible reserves and newly discovered reserves into
production through intensified exploration efforts. A strong trade performance 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
quicldy from those investment activities which are best undertaken by private enterprises. This would
lead to a significant increase in productivity and output. Ivestment flows associated with foreign direct
investment in the energy sector are expected to prevent a sharper contraction in aggregate mvestment
starting 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 foreign investment. The Government 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 Reform
direct investmnent flows. (constant 1992 prices)

2.49 Reforms that give Projections2.49 Refonms that give ~~~1994 1995 1996 1997-20D0
the enterpnses and consumers the (avg.)
right incentives are the best way (v.
to generate supply response. change)
Early support to private sector Growth Real GDP 2.0 2.0 3.5 3.5
development and enterprise - Agriculture 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, - Energy 0.0 0.0 0.0 0.0
which would, to some extent, - Constuction 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 increasesignificantly Consumtion 2.5 0.0 0.5 2.5
by 1996 and 1997. Small-scale Couimpuonii/Capita -0.5 -3.0 -2.0 0.5

- .... ......... . ~~~~~Investmmet 10.0 10.0 13.0 10.0pnivatization in trade and services
could lead to increases in the Reso 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 he Goverment Source: World Bank Staff estimates.
decides to proceed fast with
reforms in the agricultural sector,
this might also have a positive effect on agriculatual output. Higher economic returns to fanners will
increase agicultural productivity. The increased private control could be expected to have a positive
production response by 1995.

*2.51 Consueption might 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 will start to grow even to a level where consumption per capita increases.

External Trade 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-currency gas exports, the use of barter trade, the
uacertaintes in interrepublican 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 Turbmenistan'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:t Turklnenistan were not able to attract investments
to develop additional reserves and if there were la& . energy consumption increases due to the provision
of free gas to the population.
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Exports
Table 2.2

2.53 FSU Exports. Turkmenistan - Trade Simulations
In January 1993, the export (millions of US dollars)
pricing basis was revised.
Toward the end of 1992, Prjeions
Turkmenistan linklced tts 1994 1995 1996 1997-2000
pricing strategy explicitly (avg.)
with that adopted by FSU Trade
Gasprom of Russia. Export Exporte 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
Turkmenistan border) at
60 perent of the price of Foreign-Currenc Trade
exportstoareasoutsideofthe Exports 1,100 1,150 1,200 1,400
former Soviet Union, based - Gas 705 705 705 705
on a exC -mge rate of R400 Imports 85D 1,000 1,100 1,500

Trade Balance 250 150 100 -100per dollar, revised quarterly.
Turlmenistan encountered Trde Balance 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 iloxmeters with an
accounts receivable on underlyingtutial exchange rate of R400 per US doUlar.
exports have grown
duramatically since the new Sourc: World Bank staff estmates.
pricing policy has been
implemented. As a result,
trading has been switched largely to a barter basis. Since most of the FSU trade is now through barter
tansactions, valuation of exports and imports under these arrangements is arbitray. The estimates for
trade with these countries would have to change if Tur3cmenistan 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 Uzbeldstan. In addition, it supplied around 25 percent of Ukraine's consumption. 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 FSU countries to Turkmenistan increased
rapidly as the price of gas exports to FSL 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



The Reform Program and the Medium-Term Outlook 39

problem. If this problem cannot be resolved, it would imply that a large proportion of the trade surplus
wit 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 curency
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 demani 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-tem. 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). Also, a normalizatin 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 agricultunl sector should also bave a positive effect on the
trade balance, through higher light industry and agricultual exports to the FSU. This would enable the
country to increase its former Soviet Union-imports to even higher levels and, combmed 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 pnvate 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 Government the possibility to maintain a certain level of well-argeted social
expenditures without the danger of macroecononmic instability.

Slow Reform 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 Governmeunt and government spending r especially for social expenditures - increased more than
revenues. Furthermore, high population growth rates increasingly posed severe social pressure. In
countries like Turlcmenistan, the need for new job opportmuities and higher income, imposes a very high
minimum rate of necessary economic growth.

Box Z.3 .
CuuLtry Experience..

Nigeria: 'Nigeria's response wt thc oil windfall after the first increases in pil prices in .1974 was' to increase...
Govenent spending by niore than die rise in revenues,, financed with external borrowing From the monctary system.

*..:.rhe response. to the seconl oil pricemboorn in 1979 was similar '(arge budget deficits and a connufuiuig overvalualion
* eF.the currency). cxcept that the mix of public spending shifted funher toward 'consumplion. Nigeria failed to offset

the'appreciation or the.currency between .19.74 and 1984 caused by. the large export revenues 1ror i'el;: large preniums.s
Were charged in the paraElel currency market,:and foreign exchangb was rationed. The oil price bdom, together.'widi.

marketing and pricing policies,, disrupted tihe (arm sector, causing a step decline:in the'ptoducLiuii uf traditional'
>cash crops and heavy migratinn.to.the.citis. : ..:..'... . ....

:;. .A telui,'statis.about this oil.exporter is that its per capiti gJoWh rate. which averaged 11' perfLasyear
in: the pcriod l96073 d&clined 2.8 percent a year after the.oil price'increase of Ihe early seventies. Public.sped..
*was lIgely responsible for the decline.;ffetween 1973.and 19K1, public employmt tripid from 0;5 to-lS. million.;
-GiOVDNUUDL expenditure rose fivelold bLuween'1972 and 1974 .and accounted for alimost 80 percerit of tata .oil.
revenue. Public investlicntincreased from 5 pevenL of.GDP.in 1974 o 17 percent in 1977. and atxounted bor more
than half ftotal investbient that year. Tihe budget hined from.surplus to a dficit iveraging 24 percent o retained'
:revenue rom 1975 through 1978 .

*From a broader perspective thc origins of-tigeria's: problems lay iR StuLUrI atreids and policies pursued
since the earli 1970s. Thle shar increases in oil prices in 1973174 '-and againain 1979180 -- dramanically altered
Nigeria's resource position: Gross real national income incrastd by 110 percentin real temns between1.972 and :977
2.ndtien.by. another 17:percent in .1978-40.: Tlh awas df b* public spending. Substantial
investients were niade in physicalathstiucure,. and..terewas.also'Tmajor. growth inaexpenditures in the health, '
education.and social sectorsAhroughout'ihe economy..-Ther*.was' much waste,'with many 'projects being.poorly'
d.esigned and;impleicntul.nThc increasizg oil revenuec cTeated expectationsiiboiit stiil higher --indjpermanent-.revenues. This generated. i rd~~~~~~~ionver abopiitqdcancprmayn

.'rveue. gene in particulat from the mid-1970x' onwari vy:optimistic.development irogra
-dv'eiopment'plan assumed- an:increase in Governinent.capitai spending of*aboutLOO.percetin l979.:In order. l
'financlarge scal- infrastructural projects; tdie Government resorted inthe-early:1980s'to sibstantil international
borrowing: :.:.......... .. ..... ....... 01(0 i i. A .. . . .. .. . e... . .. . .

-A.,.. Ren- ... ' .log t.. 'i , ve v- , . . - ., *- **.
.. .. Algeria ..Adihous) the first F.ive Yr Plan:(19@84) aimed ac ambitious objeives; growh of' GDP at"":

:. 7:1 percent peryear, an8vestmentraof486petcut-ofGDP GDP lyrewonyb4.3 prc3 ntp r annuilreal
.tris .mnd th inves t rate settled at 38 percnt Most of thes shortalls in perforinance were the result of two

'..series of factors. (1);a downturn in theihydrocarhon markerttrend that,made itncmessary, once thc danger of: a.
peraons .slippae in foreignindebtedneis was noted to constii imports that wereessential r maumuaing.a huh

*jro w rati for the indstriaiet!cui and () poor pr..ity'tho u.pparatus : - -*- . -
-Witkplummetng of hydrocarbon prices during thL 985-89 periodthe prjections h to-be irasticaly-

.. iodiied: .unit pce drppd b:t least 4pcen on international markets and triggered in reactions These.
affected the ovem macroecononc equilibriunm in Algeria resulting in a drasti copr sion ot iot, a dow
r,aevision of ine..ixvtiet.upportunities anid a 9ubstantaalweakening of economic growth. The growth of GDP practically
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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
investmenlt and production as the main engine of growth was another common factor behind these
experiences. Furthermore, the lack of export diversification made 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 wil 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
denved 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
Table 2.3

2.66 Under a slow reform E!uIonomic Semario with Slow Reforms
. . ~~~~~(perceoaWge change at conshtm 1991 prices)

scenario, the prospects for substantial (
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

dismptions and contracting consumer Agriculture -2.0 0.0 0.5 2.0
disrptions adcu=gcosmr Industry -5.0 -3.0 -1.5 1.5
demand in the former Soviet Union Constntion 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. Consumpton 05 00 15 2.0
The impact of industrial contraction Consumption per capita -3.0 -2.0 -1.0 -0..5The pactof mustal cntraton Inveacuet 5.0 5.0 6.0 7.0
on aggregaie GNP, however, will be
limited as the sector is very small. In Resource balance
the medium-term, the Government is Expors -2.5 -1.5 -1.5 -1.0
assumed to contne to subsidize loss- InpoiIs 2.0 2.0 2.5 2.5
making enterprises. This should lead

. . ... . . .......... Source: World Bank Staff Estinks -
to smauer declnes in production than
those in other economies in transition.
But without major reforms,
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productivity is expected to continue to fail. Large imvestments will be required to avoid contractions in
industrial output.

2.67 The public investnent projects carrently planned for inmfrastctre and the energy sector
may bring about an increase in constuction activity of about 5 to 7 percent a year. Furthermore, private
investors seeling to use naural resources or cheap ener could keep industi output from coLapsing
in the short rurL 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.
hivestments in the resour-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 Turkmenistan 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
liberalizaion program implies also an unstable relative price stuue 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 vill restrict the funds available for
direct imvestments by the. Govement.

Trade

2.70 The provision of free gas on the domestic market sets the wrong incendves 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,
Turkmenistan's per capita energy consumption is very high. In spite of declining GDP, which would
usually bring about a drop in domestic demand 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 m exports (see table 2.4).

2.71 Furthermore, given current conditions, the prospects for sustained future gas production
at recent levels are poor. Wbile 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 fiuture production is confined to exploitation of total reserves in the already developed fields
plus continued production of associated gai at current levels. This scenario assumes a limited field
development program consistent with the current drilling capacity of the industy. 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 quanfity of gas exports, as few FSU countries are able to afford these
uinreases. Already many FSU counties face major difficulties in paying for their imports.
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2.72 Agricultural
exports may start to increase Table 2A
after 1994, especially exports Turluenistan - Trade Simulatons
of cotton. Improvements in Slow Refonm Scenario
the quality of cotton could ( isofUSS)
help reduce the discount from 1994 1995 1996 1997-200D
the world price that
Turknenistan is currently (avg.)
obliged to accept for its FSU Trade
cotton exports. The receipts Exportsm 2,100 2,000 1,950 1,800
from agriculural exports may -Cas 1,700 1,550 1,450 1,200
vary, 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. Foreign-Currency Trade

Exports 1,l0o 1,150 1,200 1,30t
Implications of EnLergy - Gas 700 700 700 700

rieChanges - - s 8:50 900 1,000 1,300
-'eChng Trade Balance 250 250 100 0

2.73 The nrevious Trade Balance Total 850 550 250 -100
section concluded that
Turkmenistan's export vt Tranport charges for exports to the former Soviet Union and the
revenues are vulnerable to hardc oa are set at R400 per mcm per 100 kilomete with an
changes in international underlying initmi exchange rate of R400 per US dollar.
energy prices or in the export
arrangement with the Russian Soue: World Bank staff estimates.
Gasprom. Simulations of the
impact of a permanent
1$/1000 cubic meters decline below the price levels assumed in the slow-reform scenario suggests that
on average over the period 1994-2000, Turkmenista 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 Turknenistan
has Little leverage over the determnmation of regional gas transmission tars.

Implications for the Fiscal Accounts

2.74 In 1992, Turlknenistan'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 Govermment plans to undertake several investment projects that may easily lead
to substial fiscal deficits. Furthermore, the changes in the tax stucture 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 uncerinty if the Gas

1. In 1992, about 45 percent of tolil revenues were receved from the ps sector which included the VAT, the CIT
and the fixed payment. in 1993, the gas sector is expected to pay 73 pemem of toml revenues whereas 39 percent are fimn
die tax on raw materials.



44 Chapter 2

Corporation will be able to collect the expected revenues. Substantial efforts will be required to maintain
the Govermment's targets for hard-currency reserves as well as to maintain financial stability foflowing
the introduction of the new currency. Furthermore, the continuation of cuTrent 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 Turkmenisza's
fiscal accounts, social Table 2.5:
expenditures are a major item. Simulation of Soial Expenditures
Since the population growdt rate
is very high, total social
expenditures will have to be S
increased substantially inthenext - % of GDP 11.0 1L4 12.3
years if the Government wants to - % of Total Govemment Expenditure 27.7 29.8 32.5
maintain the current level of Social Expenditure
social ecpenditures. If the incl. Unemployment Benefit
Government wanted to improve - % of GDP 11.6 15.3 16.7
the existing low welfare - % pf Total Goverment Expenditue 27.7 38.5 55.6
indicators the budgetary impact
would be even higher. Table 2.4 a/ Social Expditures are aumed to stay constant at a per capita
shows for illustrative purposes basis at the 1992 level.
how social expenditure will b/ Government expeditumes are asumed to grow at the GDP
increase if they are mantined grwth rate-
constant on the per capita level of cl Unemployment benefits are assumed to be paid at the level of
1992. Since GDP growth is the minimum wage in 1992. Furthermore, it is expected in this
likel to be l owth ia scenario that no additional employment is created and the
population growth, the share of workforce will grow by 0.26 million until 1995 and 0.41 milion

until 2000.
social expenditures to GDP and
total Government expendites
will increase over time. High
population growth will also put substantia pressure on the labor markeL It is expected that the work
force will grow from 2 million in 1992 by 0.26 million until 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 m 1992 to about
17 percent in the year 2000.
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EXTERNAL FINANCING

3.1 Turkmenistan could have current accout 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 infatructure could represent a major constraint to
foreign investment and private sector development.

3.2 While Turknenistan would be able to obtain some financial assistance from multilateral
agencies most capital reqirements will need to be sourced from foreign direct investment (FDI) and loans
from international commercial banks. Equity could be a natural finamcing 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 strie the appropriate balance between
equity and borrowing. It would provide some flexibility and maybe even belier 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 famework for FDI, the immediate extenal 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 inmrred 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
caital will require to have an adequate policy fmework in place, induding 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.

: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 retun. Linlking loans to a sound investment program
provides an insurance against retums that are lower than the cost of capital. It can prevent the ype of
crisis that some Latin American countries suffered in the eighties: they borrowed to finance consumption
and, in doing so, faced major debt servicing problems. Cortaining 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.

3.5 Managing external resources is more challengimg in Turkmenistan, however. It goes
beyond articulafting 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 tlis is likely to continue in the foreseeable future, as it stands
it is clearly sub-optimal. Turkmenistan is not being paid by several important trading partners. This
constitutes a potential resource drain which could quicldy build up. Arrears are aleady 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 countries' deficits through
transferrig capital which might never be repaid.
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3.6 The risk factors which could affect Turkmenstan's financing requirements are mosdy
exogenous developments. However, their impact could be minimid 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.

3.7 External fiancing, 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 substuntial assistance in developing the institutional
capability to manage the transition. The inteirational 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 intemational
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 extnal debt was set at
0.7 percent, or about US$420 million, excluding letters of credit On this basis, scheduled debt service
paymens were estmated at US$95 million in 1992, of which US$41 milion 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 Turkmenistan 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
excage for relinquishing most claims on vornner Soviet Union assets. As a result of this agreement,

Boxz3.1: Iterrepublia DebAgreementl .... ~ ... . Debt* *. . ..

... Interrepublican Memorandum of -:Undentding, October: 1991. The Memorandum of
Unden.rta-dimg committed the:sgnatbries.tb:the following::- :

* * To be joindyarnd severally liable for theexteima debt of the former-Soviet Union. h It'is:
gezieraly understood tiat this liability is: to cover aal det obligatiois ccrntrnl by the::
Gbvevarncn of the USSR ousading at the.date of tie M.emorandum of-Unandi.

; .- To designatc. e VneshecoDombalik (VEB) or any usccessor tO be determined as the Debt
Manlager 'wiJ full authority to be sole interiocutor with creditors negotiate and enter into
comminnts an their behalf, and sevice the debt as an asgrit on behalf of the republics.

* Toconhcliue .ai agemnlnt. on the p:iocebes and mechanism for debt service and another
.:.o.otheuiaiciuation in the setledenit of dte debt of die tirZe Baltic St. .
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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.

Lternl flaming

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 refor 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 Turkmemistan is expected to have a substantial trade surplus in the near term,
haid-currency revenues projetions are conservative, given the uncetinty about Turkmenistan's ability
to increase its earnings from gas exports. Those exports depend on an agreement with Russia on the
quota to Western Europe, which the Government canmot direcdy influence in the short term-

3.12 Moreover, the current acc'ount surpluses throughout the nineties will require substantial
investment to sustain crt gas exort levels and develop basic transport and telecommunications
infraructure. The existig 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 bard currency reserve is estimated
at US$500 million in early 1993 (over two months of imports). The simdulations 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 opacity to manage the re-investment of energy related revenues.

3.14 Earings from FSU trade are assumed to be non-convertible and are projected to be
provided as export credits to FSU importers. The surplus withl the FSU countries should be between
US$600 and US$800 milion in the medium term. However, if Turkmenistan continmes to accmulate
large non-interest bearing rears like in 1993, which are not repaid and do not pay any interest, the
financing rqements would inrease by about US$ 100 milion in 1995 and US$500 million by the
year 2000.

3.15 Turkmenistan has no immediate need for official external capital. However, if FSU
balances contiue to be in arrears or uwnconvertible, or a large proportion of gas trade takes place on a
barter basis, Turkmienisan will not be able to self-fiance 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 r cing: Reform Scenariot

min millon U.S. dollars)

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

Lower Upper Lower Upper
Bound Bound

Current Account 600 950 500 700
(-deficit)

Change in Reserves-
(-increase) -400 -660 470 -650

Capital Account 200 290 30 S0
(+net capital export, -net capital import)
Direct Foreign Investment 180 360 460 560
Net Credits: -380 -60 430 -510
(+credit, -oans)

- EXport Loansc -440 -750 -480 -620
- Multilateral 40 60 30 70
-Bilateral 20 40 20 40

Table 32
Medium Term Simulations: Externul Fncing: Slow-Reform Scenario

(m million 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 Reserve?-
(increase) -320 -350 0 0

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

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

Source: Bank Staff Estimates
a/ The ranges indicated above reflect uncertainties around the midpoint of each of the components rather an
alternative policy scenarios. Thus, neither the lower nor upper bounds can be added up to represent an independent
balance of payments scenario.
bI Surpluses in hard-currency are used to build up the hard-currency rsere.
cf It is assumned that surplses 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 Enery 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 wili 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 camnot 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, Turknenistan's current account is expected to be in deficit in the late nineties (see
Table 3.2) since energy exports will decline substantially if 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 external 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. However, while the incentives for
such investnents 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 investment 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
industtry.

-3.18 Government Investment Estimates. The Government's projected 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 prident 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 intemational norms while the pipeline
capacity, at a maximum of 28 bcm, 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 extremely 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 effecive. 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 maintained at recent levels in the medium
term and significantly expanded in the longer term if prospect market conditions permit.
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Possible Fundncig 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
fmancial community. The appropriate mix of financing should be determined on the basis of relative
costs and conditions. The returns from such financing, however, are also linked to the type of financing
that will be chosen. Alternative financing venues include direct foreign investment, project related
financing, suppliers or exports credits, and commercial bank lending.

Private 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 likelv be in
the energy sector. Although some foreign direct investment has already taken place it could be limited,
however, by the lack of transparency in rules and re, lations 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;

* guarante 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 activities; 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
pronoting the country's petroleum potential to foreign investors.

3.22 Foreign Direct Investinent in the EnerM Sector. Turkmenistan has considerable potential
to expand oil and petroleum production and reduce its dependence on gas. The Govermment is engaged
in formulating a revised long-term strategy for addressing the key problems facing the domestic industry.
Central to the energy sector strategy is auracting 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, as well as the terms of access
by third parties to tie 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 rarkets
in the medium to long-term.

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 framework to attract foreign capital are effectively absent. 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 o. 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 = and financial arrangement governing the industry are unclear and
would require some form of codification.

Export and Supplier Credits

3.25 Export and supplier credit 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. Furthermore, the Government will need an overall investment progra. 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 bxstitutions

3.26 Long-term economic growth will depend on the country's policy environment which will
be one factor determiing the quality of inestment 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 relative small relative to the country's needs, the Government could
use agencies like the World Bank to moblUize and to attempt to maximize the benefits from different
extemal 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 economic 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, porffolio 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 Government wants to keep social spending under control, an immediate review of the current
benefit programs is needed to target socal expenditures to the most vulnerable. Other areas that need
immediate attention are training in general economic managcment and assistance in drafting a
comprehensive public investment strategy (see below).

Public Inestment Program

3.28 The Government is curently considering several projects. These investment proposals
involve the use of public funds, by requiring equity contributions on infastructure 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 intenational experience the Government should base
its investnent decisions on careful calculations of the profitabilty of its projects and on an overal public
investment strategy. Private owners calculate the profitability of new investments careflly. Smce in
Turkmenistan investment decisions are made almost wholly in the public sector, it is particularly
importat that similar assessments be made for the projects being considered. Linking loans to a sound
investment program could help prevent the debt crisis that many counties suffered in the eighies.

3.29 A public investment program should have the following characteristics:

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

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

* Projected anmal 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 maximunm foreign borrowing in order to avoid ad hoc criteria and to simplify the management of the
investment program. Such a unit would add sectoral spending plans, match them with resource

1. Specific propoa on Turknenisn's nial assince needs in the surucmra and sectoral rctbrm ar:as are
described in pa IIH and M of this reporL
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availabilities, make progam adjustments to the spending agencies when imbalances appear, and elevate
irreconcilable differences to the competent authority.

Creditworthiness

3.31 Turkmenistan 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 fruitfiul interaction with
multilaterals exists but will only materialize if 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 fute ability of borrowers to service their debt. In the case of sovereign risk,
such ability is largely a function of tacroeconomic mnagement, sructural reform and the exteral
environment-

M ajor Risks and Uncertainties

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 and the industry is restructred.
If the expected restructuning 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 Turkmnimstan and Gasprom of Russia may reduce competition
and raise prices.

External Environment

3.34 Turkmenistan gas export receipts depend heavily on the prices agreed with Russian and
other FSU buyers. They also depend on Turkmenistan's agreed share in the Western European market,
on the pipeline charge, and on movement of Russian intemal 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 bottlenedks 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 difficutt. Its inexperience with direct procurement in market econonies
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 Turkmen economy. Even with its own currency, it will not be able to completely insulate itself
from macroeconomic events in the FSU, given the large proportion of its trade with these countries. In
this connection, the most important external risk may be that the countnes of the FSU continue to trade
in nonconvertible currency and are not able to pay for its imports. It might then be of litte use for
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Turkmenistan to accumulate large arrears of other FSU countries, while rapidly having shrinkng'
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 tansport 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 exernal 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
cormplexity of issues increases, decentrlization of authority will be necessary. Timely and effective
implementation of the structural and sectoral reform program will require a substantial s ng of
institutional capacities. Because the pace of reforms may be constained by the inability of the
administraton to implement policy measures, training to improve the capacity to implemet 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 constaint.



Part I

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 enterpnses also have fadiled 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
restrucuring. Restructuing will include reforms in the ownership and legal structure, financing, staffing,
and technical assets. Same restructuring measures will represent institutional changes. Others will
concern the treatment of existng 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
privatiation, pnvate 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 mgement 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, restucturing of the main commercidal banks, and refonn of the legal, acconting
and prudental framework. Chapter 5 describes the current status of the financial sector and proposes
reforms.

The success of the transition to a market economy will depend on the Goverent's
willingness and ability to implement a comprehensive program of strucunal reforms. Substantia measures
are required in the area of trade policy, given the major role of export earings in ensuing a successful
transition. Chapter 6 descrnbes the current trade system and the changes required to help to begin to reap
some of the considerable gains of foreign trade.

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 7
contains a description of the existng system of social protection, the labor market and the system of
education and taining, and assesses the adjustments that will be required.



CHAPTER 4

PRIVATE. SECTOR DEVELOPUME
AND GOVERNANCE OF STATE ENTERPRISES

4.1 Privarization and private sector development are occurring slowly at the margins of the
economy, while state invulvement 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, directly 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 Government controlled for
several years. No substantive transfer of ownership of agricultural, industrial, or other assets has
occured. 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 privatiaion or other means.

4_2 Performance of state owned enterprses will remain poor as long as ambiguity in the
ownership and inadequate control over SOEs continues Inacdon is likely to result in increased stripping
of assets and declining output Without structural changes in the sector, enterprises contine 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 refonns in general depend to a large
extent on tansforming SOEs into economic entities that respond to market signals.

Strcture of the Industr Sector

4.3 In 1991, Turknenisn'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 Turkmenistan is a large cotton producer, the textile industry has not
been adequately developed. Other industrial activities consist mainly of producing building materials,
fertilizer and chemicals, some electrical equripment 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 industrial 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 mangers all
over the PSU 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 formulated by the Office of the Council of Ministers and the
Ministry of Economics and Finance. The supervision of most industrial and commercial enterpnrses is
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the responsibility of various Ministries. Power generation and gas industries are under the supemsion
of independent concer (holdings).

Table 4.1:
Turloenistan: Output of Selected Industries

1990 1991 Growth Rate 1992
199011991 (Jan-Aug)

Tukmen Mainerls (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 sulae 40.1 22.5 44.9 26.0
Oil Refining (1000 tons) 5,464.2 7,132.2 305 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
Knkwear (million pieces) 11.6 10.5 -9.5 3.9
Hosiery (milion pairs) - 18.5 12.7 -31A 6.5
Askabad Footwear Corp. (1,000 pais) 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 coordinadon and control of industrial activity. In practice this deparment has replaced
the former Gosplan and has the final say on any new industrial project to be fianced 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 Fmance has specalized divisions in charge of
heavy industry (energy, chemicals and mechanical); consumer goods and services; agro-industial
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 geat 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 normaUy financed by their respective SOEs. Govemment 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 depedent of SOE's, which it is supposed to control, thus leading to a
situation where the supervisory Ministry and the SOEs coilude against the best interest of the state.
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Table 4.2:
Number of Workers

Share Average
Nuniber of Number of

of Total Woikers per
Enterprise Workers (%) Enterprise

Total Industy 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 MetalluWr 434 226,07 16.2 52
Wood and Paper Products Duty Pumps (it) 119 4,750 3.4 40
Constuction 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 Pr-Membership Economic Review

Procurement and Distribution

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 carned 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
uncbanged production targets, enterprises concentrated on quantity, leading to quality degradation.

4.10 The worsening quality of the entprses' products is accentuated by the combination 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
organizatons. This keeps the enterpnses from being concerned with the utimate quality of their output,
which night 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 marketng setup and interrelationship between enterprises
in the former Soviet Union has exacerbated the predicament of the SOEs. Until 1989 al input
requirements of various industries were specified and handled by ministries or special organizations based
mainly m Moscow. The production of some enterprises was also distibuted 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 whicb they have not been prepared. They have
to identify-sometimes with much difficultytheir old suppliers or customers. The former often clam
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 determining 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 Turmnenistan: Two-Tier Pice System
under the snpervision of the Ministry of of Seeted ls
Bread Products and, in some cases, the
Ministry of Construction Materials, the
budget of each SOE is prepared by its Item Enterpses Individs
accounting department and approved only Bncs 1 units) 2,500 924-955
by the nnaging director. Contrary to Corugated asbestos sheet 89 46
the past, there is no authority in charge of Cement (ton) 766 578

auditing the enterprises. Although it is Glass (i 2) 47 18
hoped that many enterprises wil be Construction stone (n) - 320 162
prnvatized eventually, in the meantime 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, September 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 nangement 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 mnmber 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-Turklnen 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 Financial 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 bankdng 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, firms:

* 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 totaUy disregard inflation.

* Underestimate amortizton 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.

Accounot

4.16 Beginning in January 1993, enterprises and organizations (besides banks and budget-supported
institutions), including enterprises with foreign investnent, began to use the Plan of Account 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 annual accountmg reports and instructions for their compilation are
being developed. Annual accounting reports are mandatory for enterprises and organizations regardless
of the fims of ownership, includig enterprises with foreign investment. The balance sheet of the
eterprise is compiled using a net balance sheet. Rcstructuring 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 intemal and externl audits. At present structral
internal and extenal audit subdivisions have been set up in the Ministry of Economics and Finance. An
Audit Activity Statute is being prepared.

Investment

4.17 Enterprises ca invest their net profits freely without prior approval of any supervisory
body. Some of the "rich" corporations - gas, power generation, coton processing - have invested their
funds in activities selected by the managing director, without regard to their main line of activity. For
emple, the power-generation company is engaged in food processing-wine, milk and dry fruit - and
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also m 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 financnmg, their projects are prepared in cooperation with the Ministry of Economics and
Finance before being submitted to the Office of the Council of Ministers.

Futur V-iability

4.18 Many SOEs could become economically and financially viable in an open market economy
if the major problems mentioned above were addressed- Core factors of competitiveness are location,
scale, integration, linkges 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 alumin sulfate was destined for water
purification all over the Former Soviet Union. The sulfur that goes into the aluminm sulfate is brought
from a remote southem 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 transortation
costs make it uncompetitive. On the other hand, although Turknenistan has an important gas industry,
no extraction or processing equipment is manufctured m the country. Even though some could be
produced efficiently using exisig local know-how. The coumtry anually produces 650,000 tons of salt,
four fiths of which is exported. But grouwnd table salt is not produced locally and has to be imported
from Armenia.

Private Sector Development

Current Role of the Private Sector

4.19 Litle of Turkmnffistan's economy is in private hands, although there is significant
marginal activity in the agricultural and trding sectors. The Tax Inspectorate's register for July 1992
shows- 8,940 taxable enteprises (including agricultural entites), of which only 2,600 small-scale
enterprises are fully private (mosdy tradig or distribution outlets, home-worker operations, small brick
faories, and the like). There are 14 foreign enterprises (mosdy shops) and 10 joint ventures (mosdy
trading operations, with a few production ventures and I gas exploration agreement). Another 300 shops
and small-scale producdon facilities belong to the semi-state Turknenistan State Cooperative Alliance,
which operates a countrywide barter system in mrual 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 actvity not direcly planned
or monitored by thr state. Around 23 industrial enterprises bave farms, -and many agriciltura
cooperves have, for example, small brickyards, which produce tradable goods for their own
consumption. In estating the size of other unofficial and semi-private activity, some evidence suggests
widespread rigging of entePrise production figures and accounts. It does not appear, however, that most
eterprises systematically engage in unofficial sale or barter either with each other or with entities outside
Turkmenistan.

1. MIistry of Economics and Fnace figures anu bigher, showing 38 joint vets regered by July 1992, and 52 by
September 1992.
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The Regulatory and Legisative Environment

4.21 Despite the legislative changes in late 1993, the regulatory and legislative enviromnent
for new private sector investment still needs improvement. While the court system has undergone
significant reforn, a lot needs to be done for it to be independert of the executive branch of Government.
Historically, Turkmenistan 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 system, 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 atthe oblast level. For registration involving foreigninvestment, oneneeds to seekGovernment
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 finm- 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 Investment, 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 contnbute 30 percent or more of the capital, 100 percent of earnings are tax free
until the original 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 acrrency income from sales abroad can be held in
foreign branches, rather than consolidated with cenpany 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 final example, thLe rate at which foreign
currency investments, or ruble dividends, are exchanged is specified as the Bank of Turkmenistan
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 currntly active. Such compamies generally prefer to sign "special" joint-
ventme agreement 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 wil be preferred.
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Taxation

4.24 Tax matters are handled by te Tax Inspectorate, formed by special decree on 6 January
1992 as an independent body reporting directly to the President. Taxation had previously been a functicon
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 Inspectorate 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 -his 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 Departnent 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 number of exemptions and deductions. This rate
was reduced to. 25 percent in 1993. Collective and state fams, and a list of enterprises with specific
activities, are exempt from the tax but sh6uld 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 Environment

4.27 State. enterprises benefit from cheap credit extended by the banking system and from
direct state subsidies in m c and agriculture. They are given preferential access to both local
and inputs imported by the Government, 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 Turkmenistan's small economy, larger new ventures will almost inevitably either
comprise or compete with domestic monopolies, but neither antimonopoly legislation, nor any instittion
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 Econonics and Finance is instead expected to deal with specifc 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 significandy 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, inport liberalization and retraining of workers before these assets undergo
commercialization and privatation. Most industrial restrucuring 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 is 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 io 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 cuiTently handled, defacto, by the Chamber of Commerce, a
non-governmental "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 investment (for example, state contributions to small mnilk-
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 perfonns miscellaneous services including inspection of imports to avoid disputes over whether items
were supplied.

4.32 The Chamber may tz 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 Entrepreneurs

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.
hterviews 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,
whicih 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 equxity 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
comnunications infrastructure and difficulties with the banking system, which carmot support trade
finance effectively.

Government Program on Privatization

4.36 Little privatization has occurred to date. The Govermnent 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 small 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 ransactions are issued by the President. A set of more detailed laws on agriculture, retail sales,
housing and industrial privatization is currently under preparation.

I3tttonal Arrngeents

4.38 Institutional arrangements to administer the program were completed in July 1992, with
creation of a Mnistry 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 intrest and derive part
of their administrative budgets from enterpnses. In some republics, municipal authorities have prevented
asset sales because they would be forced to assume social and other obligations curentdy 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 Govermnent plans for each asset descrbed
below.

The Program for Privadzation

4.39 The Ministry of Economics and Finance is working with the Economic 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 til 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, distnbution of non-voting stock to
workers and sale of stock to the general public.
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Box 4.1
*urkme'Ib nistan: Draft P-ivatization lPrunun

Summary of Ownership Arrang,ements ror Stale Assels (Seplember 199)
and l IOEF Draft Privaizndon Approach ror Each]

Housing Municipal awthorities (oblasts and di%fricis)
[Give away or sell with 10-year resale restriction]

Shops and Services Municipal authorities where shops arc part of housing blocks

M*inistry or Eonounsi anid Fiimuni, inun.cip3l uaulzhurifii in ca.MZ WhIere lhey
arc separatc

Industrial tuwrpzisca Ministry ur Econunmics aad Finauce
* IMinority hblding given/sold to workers:

State Farms/Cooperadivcs Municipal aulitrifiis: cooleratives own equipment and buildings
[Encourage 10-eiar or longer leases: move lo 'servicc aampany -t- fan-Mers

.slnuclre] ** ..

Land Municipal aulhuriies (oblasts ad districts)
[I and rnnsfur in longer term. Long lcases for industrial site s and agricultural
prnductionu

Natural Resources SecLar MiniisLry of Hcwunoiiics tuid Fiiiance:
* (No privatizarion at present: swnic joint ventures]

lnfrastnucturc Ministry or Econumics and Finaune
(No privad7ation at present: sorm joint ventures]

4.40 Privatizaion schemes using voucbers are not a Government priority. Although such
schemes are difficult to design and administiatively complex, they hold the promise of rapid change in
ownership, even where assets are not very vahlable. They also have the potential of improving the equity
and transparency of asset disposals; increasing the pressure for asset auctions and stimulaing the creation
of intmediate managment companies. The Miistry 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 transplanted.

Houg 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 determined by committees that visited the premises. This process was
administered through "selffinanced" 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, from a total stock of around
125,000.

4.42 A new law for Ashkabad 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 apartments between 5 and 15 years, a special commission visits and values the
prenises. All those with physical disabilities or war veterans were entitled to apartmts 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
will not be ejected if they do not apply to buy their apartment, and they can pass property on to their
children whether it is private or public. Man,y 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 overall maintenance and services at no additional charge to the new owners.
This provision will need to be examined in the fiture as the number of private apartments increases.
There are currendy no plans to privatize -ublic utilities.

Retail Prizaon

4.44 There are 5,477 registered shops in Turkinenistan: 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 Ministry of Bread
Products). Where shops 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 Ashkabldl 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 Ukraine. More than 7,000 people are involved in
the distribution system countywide, with 2,500 people in the food sector alone in Ashkabad. Seventy
staff in the Ministry of Trade "monitor" these organizations.

Privatization Prospects

;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 enterprises. Shops wiU be divided by each committee into three categories:

* Fewer than five staff, where they are given free to empioyees.
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* 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 1 to 2 years.

Medium- and large-Scale Fterurise Prvaization

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 mangement; 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 sale.

Enterprise Managers' Response to Privaization

4.48 Visits to industrial and agricultural enterprises demonstrated differing levels of
understanding and enthusiasm for the privatization process. Managers already expording to the CIS or
elwhere generally appeared less concerned over Ministry support and were more aggressive in their
plans. Others, dependent on state-supported prices and mputs 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 Turknenistan.

-Support Services for Privatzation

4.49 Privatization reuhires an active professional services sector to provide accounting, legal
and consulting support. There are very few finns that exist in these areas in Ashkabad. Although some
Turkmens have expressed an interest in setting them up, growth will be slow and will lag behind demand.
Furthermore, substantial tmining will be required to develop adequate services in these areas. Sice
similar problems exist m 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.

Faincing Private Sector Development and Privatzation

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 banidng system. The latter is not currendy 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, ut this source is quite limited. Foreign investnent, 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.
Turkmienistan's economy is not thought to be large enough to support a fiull ntock exchange, although
regional possibilities may exist in the long term.

The Social Impact of Privaization

4.51 Turkmnenistan 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 wiUl nevertheless be required 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 d6wn-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 fanners to diversify. New, more labor-intensive technologies may also be introduced.

Enterprises and Public Expediure

4.53 Enterprises in many formerly socialist economies, provide a number of services for their
employees and their fanilies which are typically thought of as falling into the govermnent's jurisdiction.
Some construct and support hospitals, undertake the construction and maintenance of housing, build and
run kindergartens and preschools, make voluntary donations towards the financing of public tranport
systems and local -governments extrabudgetary finds. In the case of some larger enterprises, capital
expenditnues by public enterprises have been extended to other areas such as roads and water lines.
However, structual change and the prvatizaton process will require that enterprises disencumber
themselves of these non-production related responsibilities, and make it necessary for the public sector
t 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.

Transparency of the Privatization 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. Intensive exposure to case studies from other republics,
combined with a good choice of pilot transactions, should reduce the risks.

Development of the Pri on Program

4.55 To develop a privatizatioxrprogram and lawuch the privatization process the main
priorities are:

* A review of the Government'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 fully incorporated, and the accounting and other implications understood.
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Existing legislation has to be redefined, and n sm and impleen
legislation adopted.

S Instiutional planng to ensure that the Mnistry of Economics and Finance
devolves functions and authority where apprpriate, along with clear definition
of a lead agency for each type of prvatzaton, development of its own work and
resourcing program1 including training, and development of a database of
enterprises both to monitor progress and to provide information for investors.

* Rarch of fiscal incentives for invesme offered elsewhere, including the
level and structure sf tax relief offered and special arangens for natural
resources.

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

* Examination of curent investment promotion arrangements and the set up of a
"one-stop" agency-

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

* Requirement for all entrises to beome defined corporate entities.

* Distribution to enterprises of a circular describing how to prepare transformation
and privatizadon documens for the Ministry of Economics and Finance-

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

4.56 A rapid expansion of the sihall-scale privation program, with definition of targets
covering most of the retail and service sector is critical. A stategy for each state asset is described in
Box 4.2. Small-scale privatzation can be key signal for transformation. Not only can the privatization
of smaller enterprises be accomplished relatively quicldy, but the failure to embark upon small-scale
privatizadon before oC:er stages of reform, can have a negative impact on the overall success of the
reform program.
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Box 4.2
Suggeited Strategy For Each State Asset.

Ilousing . * Devolve to municipal authorities. with monitoring role. Seek relaxation in 10-i.
; yr: resal-e and renting/subleting ruies

Shops and Services * -Devolve Lo: numiicipal atlioritiesi for auction where possible
* RestIucturing/privatization of tucr&ingwholesale

Industial Enterprises * Introduce corporatization program bv set dte
*. S Commence pilot privatization program (4 enterprises)

* EBnoura.tge botLum-up' privauizatioxn of viable enrprises
* Propose "financial monitoring' relationship for non-viable enterprises
* Study possibility es vouchers

&E Farms. .
CDoperadves * Assist Ministry of Agriculture o: i dauce flexible lease amangcments

* Devis method of separating riuninpal functions, senice company and
ind* enden farmers ..

Inloducc competition into supply of inQuts and marketing of outputs

Land * Ned for &ransparam program
. Move to irrigated land sales foowing progrcss on steps above
* Rk->commend outright sale or long Eases from municipal authorities fer

industrial developments

- Nattral Resource *. Bring so:ne assets intojoijntventurcs

Infrastructure wlehEncourag teponei rawayl utilitis w scll off non:core acq:ts
: ' '. ', - S Encourage managemeiit contrauts

4.57 The principal privaization 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 setfing rules and establishing an approval process, while adopting
a "bottom up" approach that allows the enterprises themselves to put together their privatizationplans 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 fom outside buyers -
or, more typically, enterprise employees - some FSU countries, such as Kazakhstan and Kyrgyz
Republic, are considering more centrlizd state initiatives in the future. It is clear that regardless of the
approach, there is a need for transparent rules and regulations goveming the process.
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Box 43
Privatiation Experience;

Snfl-scale Privatizanion: The most common metiod for privitizing small -SOEs is. .
auctions. Kazakbstan,xKyrgyz Republic, Larvia, lithmaniaEstoni Georgiaa andRussi h chosen sme-
typ of organized bidding prss as e primy od of divesti e s e e sector.T
magjority have optedfor cash actions, butstalowthe. use ofoterinsrumient s: we. Tsd:ni
m .i is highly effcient .and provides capitalofo the local sellin gove .agecyn. Some other widelv
used methods fir priva e ises among the FSU rubli incde divestment by competitve

-bdding, tender offers, or leasig.:

d Althoug msoft FSUd rblics a eased p of state propey to the private se or -
3.:some with.:opuon:sto-.buy- the-use [of leases predominates. m the republics with .te more conservative
- f prvatization: prdgras.. Irijr a:i of the leases have ben made toemployees and labor collectives. he.:
process of tendei6ffers.orc& petidv:bidding is more cumbersome and timeconmgthan other methods, -
fpaicularly whebadbon te. st atactive, social and economic offer. as wel. as on price. In addition,
po-entia vestor m eom io d whe the is im .aren compatible wih profit
max.-.imiztion. nFor exampfr,new:owne:rsmay:& berequired-to- cnti ing operations for apnumber off-
sYears as opposedib immediately convertng to.a more profitable business- In Kyr..z Republic, for example.
te ev. ti of tender offers that ae ebased:on restrictive -social and economic plas has slowed Cie pace of

.>,. S . _ -* 

s-S;- scoxTh Privatizatiow. pivatizarion of- medium and large SOEs has-preseged a greater-
challen.ge ib -The FSU repubLics. The common-approach has been to corporatize the large enteprises into joint

s ck .wcompanies. heafter, the decision remains as to whether.-o dispose of these enterprises case-by-case:
j im pr mivaization) or en se (voucher privatization) to the general public. The commrcial
pnv -ton approach can consist of compeive sales of shares, either by' action orby tender, to scategic

f:~ ~ ~ ~ ~ ~~~~~~~~~~~~~~~o -o .X rcial:;:-p:r-v - -a -io- 
I-mvestors. oremployee-mnaent buy-outts. -The traditiOnal aidvantage bf com .privaiizaiion is that

K: iptrovie better corworate.governance hdroughiownership concentraion and that it raises capital for the;-...
sovernment. Itt drawbacks' are- tlist ( it ' e.. bepa. s f sld on : a ceby e
* u basis: eaned,(ii) irrugesa limited m er of..inv.estors and- excudes the general populatn. :Russia .

. pt an nnovaived ipiizaionwithcas--case-auctions that are oaniz rd it
cmmrni enterprise prparation. nl ost repilics, larger.SOEs arc generallyprivaized cas-by-cse due to:.
the etensive ...-. prep n ta Rt they refuire. .. .. .

-.-.. ;-.Mass Privarzadon: Mass primatizaion schemes are:alsobeing wide adoted in order -to spD up: , , , i , , , ~~~~~~~~~~~~9:4ey .f. . y .. :U;.:;P .x:.2::: :. :i::.f.
heprocessof vetmEnt-and- dtomote wideped paiciptionrou distributioi of:vucer to the

,ff*i5plton". RIssia,eine Laii-i, Lithuania and Georgiahav.e all devised soro,e form of voucher scheme-
,:g ~~~~~~~~~~~~~~~~~~1. ist .:.*:f.- -. ib... .:ad real :--- : .. ... :.-r-thi ass priuztion Eprograms.:! •i a&Rsi ndLtuaaaeadvances inpoirouuer -. er4b -i .R . ublict h .emde r

*thi :voichprogra: There a aimportandisinctions between the two..'-
.stmtegis,thowe .aegeFirst, nthe Rt an vouchersall sVh ve -idetica: lc values of;0i,000 rubles, while

uania -voucher citizs' age brkets.: dy,Rssianvoucer are fl
wada- bl6 for ash:or .t.tr: ; whl Luanian v h are n6 . Fiay, R s gones- throught
lazg.-*th V.fld gxpnve. process"of pi.tin'g.nd diraibutinisYoucheanph sl fobrmat, whileLithuania'
simplycredis. he. ividu savings account with .valueof .the he L.: ..
*S~.-2xf.s . ... AS=,
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:Dox 4J (eout.)......

In addition, Russia and Lithuania bave differmt.auction i . or acquiring inres in large. .
: ..SOEs. lnRiissza all bids are madc through tne ILc of vouchers, while iii.Lithinii auctiOns, bidders must
...uses combination of vouchers and a cash quota to bid for sharek. Kaziakbsin is opting fori slightly different

method Jof mass privaazation .shares of zediun and lari SOEs .will be giien.tO investmect funds and the:.
.publicwiill bi giveena i Pivin Coupons to invest in them.

::..:In designng amithod'to in.orpoiate vouchers ina am urivatizidon. scheme, a number. of factors.
:...i wereM ood iWcludingthe-number of SOBs to be privacited. using v6Lchers; lhe pemage of t

shiarates to bie offeried thro h votzdiers;.tc streigth of ehe banking system; the rale of iiflation; anid especialLy
*the level of.:public support.. T`ese.andoDter fiictor were used.to determine: .(iwhetber:to :hve vouchers

\ withdrwithoi.. face value: (ii) whctcr.or not..to.ake:vouchess tadable,. and, (iii):howvto.distribue the
.vou.ch whether fin a.physical forrror through savibgs accounts The designers were. also concerned that..

voucrs would beparofa brooderping ofreatii e&ctive and.equitale ownerip; andthereforegave
..pn onty-to thc following ctena: - ...... ........... 

.. -* A-I....rninistratitV simplicily. .

* * . *-*-*-'Spid andiseci:ity- of distribution ...
... .. . .. :.M.g . f s iIabI biddingstsoon ostubion of voucers is

- .~~~ 2t:M.IEii.lnres o(merprier .. :.:>.... . ..~.. ..s > *-f - *- - -- 'i6 pubi o a pt * .ss-. - bdig-s-so as; c. .. comp..ete . . .. .... 

.. . ... sRussi hias ilso enphasuizedthcuseofinvcssmenz fuiids to aetas financigl intermcdiaries, but has-
.hoseaaissefeapproach to theirddeveopmmit..jBy Mairh1993 300 fuindshave emerged andicsered .:
.with the stae iivestment nds :can be an effeive w;j to concentratowncrship imd provid effective

-govenMance of enterprises- : These .f also reduce tbe nsk erxposieof iidi,idul'. investors throiigh
diLvcrsifficon .-:

. .. . . . ... . .* :* .*. : ,.e

S_ourTer Soo IaE Robert Jlaali, - Ja ml.:Sighir, Ptivatizadii intbe Republics of the Fomier Soviet:.
TihjfoiuP -r ibCwr iiltInjitrial ResU1LS:World.Bmnk;2 Wahington, D.C.,.Jwine.1993i .... :.

i' *i----H o *... ...... ..;.. . * : . .: -
... .......

Goverace of State Entelrises

4.58 Privatization has proven to be a complex and time-consuming process. And given. the
large number of SOEs, no matter how successful the process of privatizaion is, it is likely that many
SOEs will remain in state hands at least temporarly. Thus, improving the performance of the remaining
SOEs both durng the tansitional period and in the long run is vital. Whie the Government should
privatize the SOB 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
exteat of authority and the level of responsibility of the management varies widely fom one enterprise
to another. Paradoxically the Government, on the one hand, interferes in what should normally be witin
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the competence of the management (price and volume of production) and, on the oter hand, neglects its
duties as shareholder and manifests total disinterest in the way the SOEs are managed.

4.60 It is crucial that managemrent 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 term strategic issues
and oversight of management performance.

* Substantial operational autonomy and incentives for enterprise management.

* A hard budget constraint.

Ownership Reform in the Tranition

4.61 At present, the Government is the principal - or the only - sbareholder in the enterprises
but does not exercise shareholder functions Therefore, it is most important that the Goverment 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
mirnistries and concerns. The shares of SOEs that will not be immediately privaized 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 privatization of firms and the supervision of firms that remain
state owned.

The Hard Budget Constraint

4.62 Enterprises, whatever their Jwnership, respond only to market signals and to the pressure
of competition if the owners hold managers truly responsible for the financial 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 to 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 efficien 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.

Management

4-65 A central factor in the poor performance of SOEs has been the absence on the part of
those making the fuidament 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 function 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 expenenced managers is likely to be one of the
most serious bottlenecks to rapid improvet in enterprise performance.

Accountin

4.66 The existing system of enterprise accounting needs to be revised to meet the requirements
of a market economy. The publication of financial accounts, incorporating a proper valuation of assets
and liabilities, would begin early in the transition. Accounts should be audited (externally and intemally)
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 understading 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 modem, market-based criteria.

iSquidation and Bankruptc

4.68 Without the threat of liquidation and bankiruptcy, even the best-designed management
system may fail to harden the budget constraint. In a market economy insolvent or illiquid enterprises
would be restuctured or liquidated by their owners or their creditors unless they are considered
economically viable. It is therefore imiportant 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-maldng enterprises. Many of them might
become viable after restructuring. Those considered not to have any chance of survival in a competitive
enviromment should be graduaUy 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
tine and be accompanied by a phased program of lay-offs of their employees and sale of their assets.
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CHAPTER 5

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
maintaing financial stability. A common practice is that financial institutions cave in to pressure from
state entxpr5ses for increased lending and thus undermi monetary policy. Such practices, which would
institutionalize hyperiflation, tireaten long-term 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, heip Turkmenistan authorities exercise monetary restraint while developing an efficient
structure of financial intermediaries as quickly as possible.

Tnrknbeistu Fiancial System under Central Planning and the 1988 Reforms

5.2 Until independence the, Turlanenistan 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 centrml
planing 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 Turim nistan and other Central Asian republics, although the mix of finacial 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 allocation of resources:

* The collection of tax revenues and financial resources from individuals,
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 tp cental plan dirives.

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

5.5 In early 1988 the Soviet authorities established a two-tier bankng system. The central
feature of the reforms was the separation of the commercial banking operations from the Gosbanlc,
estblishment of 3 new commercial banks from a segmntation 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
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structure established at the time of the 1988 reforms, widt the ree main state commercial banks being
the regional successors of the three Soviet-wide organizations. They were comrerted into joint stock
bank whose shareholders were specific Govermient Ministries and large enterprises in 1990.

The Current Strubch of FEnacial Insfitutions in TurLmenistan

5-6 The financial system in Turknenistn consists of a central bank, two spedalized state
banks and seventeen commercial bans. Apart frm the tbree state commercial banks only the
Senegatbank is of any significance. There is also a state insurance company (Gosstrakh).

The Bank of Turkm n (Gosbank)

5.7 Under the newly established banking laws issued m 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 banldng systenL 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 banls role
from that of a regional branch of Gosbank to that of a national central bank smce most of the particular
functions were camed out by Moscow or, alternatively, did not exis. under cental planning.

The Savings Bank (Sberbank)

5.8 The Savings Bank collect 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 lfmited personal lending portfolio but remains a net provider of
funds to the banking system. Prior to independence the surplus savings of Sberbank were htansfrred
from, Moscow to Gosbank and then channeled back according to central plan directives. As a result, by
the begiming 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 Govermnent 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 with
4.7 billion rubles of customer deposits) has clearly created financial difficulties for a bank that has
vitualy 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 bas also guaranuteed its deposits and has promised
to provide the bank with R2.5 billion.)
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.... .~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~.....
Box S.1.

CenI.trC l Bai- Current Status

The central bank (Gosba.k) is charged with supcrviory responsibilitics ovcr the baiingys b
has no appropriate legl or acounting framework in which to function. Of great importance"isa iof 
:isupervisory experienc,. and.lack of£humn -resources- The supervisory.role is also undermined':byclear.
directives transmitted :o the central bank to assist in'tak extension of credit to priority sectors ctbrak the
Gosbank's own pudential nouns. Currently the Gosbank conforns to.the fivc.pnpdential rules issued -for
entire Soviet baking s'systm in 1990 that require banks, for example, to nmaitain a capital-to-deosit aiito
of 5 pecen:t Thcse regulaions are far. too lax for application to anking* conditions during tranitio

The central bank also has a key role in deceloping the payments sstm. Delays in paYments -v4 ..-
.acoording to rhe.accou-ts-of all thecornnerctal bankers inzerviiwed, incrcased dramatically since thebreak-u
of the Soviet Union, despite the intoduction of local regional settlement ccnters whosc rolc waos t
:ichic dearing.. lhe central bank has a dear role in coordinating activity in this arca, hut it appearsh tma
:-ianks.are now going their own way in the areas of payments and automation; this might lead to considerable
.pfoblerms of coherence..: ..

ThicState.Bankig Law placs on thc bank the responsibility, of ensuring thal an annual credit plan
is presented to the President of Turkmenistan for appkoval; Howevcr, in actual practice, because: ofrthe:b
>levcl .of inflation;, the central bank's active managment of policy: appears to have been liito
d: distribuion of cash Lo enterprises according to their. needs after adjustments have been made fr inflahicuL
Ivtlmss apppas at his.stage thar no d . piledcn:dit pn is in place.,although there is evidence of edirectiv.s
.saying diat:sppo foi priorily sectors is to-be maintained at-the cxpcs of oLhers. partccrl:spprt tfwpio idfte xeseo.thr..atcu.l .hepriat
sector. M a onsequence staffwithin the.central bank are utlerthc cbnflicring pressures of udesd

..in fcdoIrexercising moneiy restraint:and responding it the demand for distress borrowg byee

Th . new:suielbaiiki, lawa fhas.no&cstablislied a, clear %separation between the new functions fihe
:.centra bnkand its role: as a quasi-:fisca agent of the. govqrnmnt. M cexample of Ehe conti role as

p;-tacnalunder.central planning.is.the request that the bank create.capital fiindsto inance certain commercial
an iiquami -governmenta activities. This.mixingtof roles makes the cmergence: of a central bank which can
-wAik with the necsary. de of antomy difict.

.* .on ifiut

Agroprembank

5.10 Agroprombank, by virtue of the size of its balance sheet, is the largest bank in
Turlenisan (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 enteprises and Government deposits,
but mainly loans from other banks and predomrinntly from the Gosbank The lending of this institution
is direted to collective farms, the agricultural processing industry and the imgation 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: Turkmeiuitan Banking System (Selected Balance Sheet Items)
(millons of rubles)

Deposits LIending Capital Capital Ratioe
(enterprises, (enterprises, (%)
organizations, organizations,
dividuals) individuals)

Dec 91 Jun 92 Dec 91 Junl92 Dec 91 Jun9 2 Dec 91 Jun 92

Investbank 734 3,524 1,316 12,298 81 296 6.2% 2.4%
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%
Gosbanc 26 319 11 44 5 43 45.5% 97.7%
Senegabnk 229 476 386 1,190 45 42 11.7% 35%
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

at CapilLcnig
Sources: Central Bank, Asbkabad 1992

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

The Industry Bank vestbank)

5.12 The Industry Bank serves the industial 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 ten-fold to R12.3 billion (see Table 5.1). The
vast majority of this lending was short term with a three-month maturty profile; it was essentially being
done to meet enteprises' 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 appled as far as large state enterprises are
concerned. According to bank sources, their priority is to help "productive" manufcng industry
rather than less socially beneficial trade-related enteprises. The bank receives funds from Gosbank
currently at 15 percent and, like other bancs, is obliged to on-lend these to state enterpises 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 investnent fund 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.

Social Bank (Euxrkmeubank)

5.14 The Turkmnenbank 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 commercial banks, it has been transformed into ajoint 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 bad increased nine-fold to R9.2 billion. This increase had clearly been
accomplished only through considerable incteases in funds received from the Gosbank. Again, capital
resources stnding 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 forein currency accounts of some major enterprises. Having a foreign
exchange license allows it to conduct foreign trade acivities through correspondent banks on behalf of
its clients. It is also placing considerable emphasis on the development of automation with some success
already havig been adhieved through a network of microprocessors linkig the branches of the bank by
telephone lines, allowg more efficient balance sheet and payments management-

The State Foreign Trade Bank (Vnesheconombank)

5.16 The Vnesheconombank was developed from the Turkmenistan 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 Turkmenistan.

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

* To disburse intergovernmental hard currency loans or grants such as those already
arranged fm 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 Government of Turkimnistan clearly has considerable aspirations for this institution
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 R500 million in 1993. However, there are clear difficulties this
institution might face in atempting to combme commercial and central banking functions. There is also
the question of division of powers with the central bank referred to above.
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Other Commercial 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 enterpses. It is clear that
prudential norms are more strictly applied to the new commercial banks than to the state specialized and
commercial banks. Neverdteless, these new banks have an important advantage over the state commercial
banks in that they have more diversified lending portfolios and cerainly in the case of Senegat and
Gasbank, more diversified ownership structures.

Bankg Sector Trend

5.19 The period of high inflation and the deliberate policy of subsidization followed by the
Government has resulted in a real cbange in the relationship of the agricultural and industrial sectors to
the banking system. These changes are reflected in the balance sheets of both the Investhank and the
Agroponbank, which over the fist half of 1992 became much more dependent on funds from the central
bank to finance their leadings 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 sources
of financial support from the govemment. Clearly this enhanced role of the bans as providers of finance
to enterprises must be taken into account in the design of a financial restucturing program-

Fhincial Sector Reform

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

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

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

* A bank accounting system based on interatonal standards should be introduced
to provide transparency in the assessment of institutions for bank managers,
Government policynakers and potential investors (see Box 5.4). This is
partcularly important to attract foreign capital and banks.

* A prudential framework should be developed that, while conforming to
interational standards in terms of scope and consistency with the new accoundng
system, should set prudenti norms in a realistic manner to provide a safety set
that will evolve with the necessary restucturmg of the banlkng system.

* The bankig system's staff must acqire the skldls needed to assess the risk-
reward trade-off between different proposals to ensure an appropriate flow of
funds for both short-term working capital requirements of entzrprises and long-
term investment projects.

* A vigorous strategy must be pursued both inside the commercial and state banik
drad through the educational system to augment greatly the trained human
resources available for developing the financial system.
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* A legal framework must be put in place that, while providing an operating
environment consistent wit 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 formulaing the law, the option
of licensing institutons to provide a narrow spectrum of services (e.g.,
payments services and commercial banldng, 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 priorty of mintining effective
control.

* All subsidies should be recognized as such diety in the budget, and the ad hoc
use of the baning systen should be phased out to ensure that commercia
assessment of lending projects becomes the predominant crterion for resource
allocation.

Bank Lading

5.21 At the heart of the reform problem is the Peed to develop an institutional contxt whereby
the lendig skils of commercial bankers cairbe developed in a controlled manner so that their evoluion
does not undermine macroecononic stabiity. Experience has shown in other post-socialist societies that
semi-autonomous state comnercial banks with no lending skdlls and the interconnection among banks,
entepnses and government agencies as clients and sbareholders represent a weak point, as far as the
imposition of conditions of monetary restraint is concered, as long as ownership relationships remain
unchanged.

5.22 What is possible to achieve in Turkrcnistan must conform to a finacial sector reforn
program. In particular it is clear that in the absence of significant privazation of state enterprises, the
tbree major banks - Agroponbank, Investbank and Turkmenbank - should be placed under especiay
firm controi zs far as their lending decisions are concerned. There are considerable dangers for
macroeconomic stability if such banks were to be given unlimited discretion, considerimg 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 prudentil 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 rmances it is certin
that an overhasty recapitalization of banks f-m the levels indicated above would pose significant 'moral
hazard" problems, since it may create an expectaton of future bail-outs if necessary and inbibit
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 bans in the first phase through high levels of obligatory reserves. These should oe
remunerated but should exclude Government securities. As the banking, accounting and lending contols
of the banks and property relationsbips are slowly transformed, prudential capital limits can become much
more important as instruments of conl.
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Commercializaton and Restr of the Ma Commerdial Banks

5.25 The need to reduce the reliance on credit from the centrl bank is fundamental to
increasing the commercial orientation of Turmenisans banks. This dependency has inreased
dramatically in 1992 and undemines the developmeat of risk-manement skills, particularly given the
weakness of their capital base. Since such credit is only available if directed to specific sectors at fixed
and limted margins that do not reflect the full balance sheet costs, the distibution of such credits requires
that they should be cross subsidized by commercial credits. It is thus essntial that subsidies are adjusted
as quickly as possible to reflect costs fully. As stabiizaton policies begin to take effect the banks must
move toward providing the majority of thir lending at real rates reflecting the risls and rewards of teir
projects. Nevertheless, over the short term and in the absence of transformation in the ownershbp
structure of idustry, the quality of the loan decisions is likely to be poor. Thefore, prudential
requirements, particlardy credit controls on banks should be very severe. This clearly has implications
for the supply of credit to a nascent prive secr that may have to depend on the development of smaller
but well-supervised banks.

5.26 The transfomation of lnvestnk, A ak and Turkmenbank into prvate
commercia bans is bound to be a long, drawn-out process that involves the development of new
accounting and operting systems as well as the development of a wide range of technical skills. It is also
-ikely that the first two institutions at least will have to be separated into muple componns because

of their sectoral domimance. Fundameal restucturig of the mam commercial bans does not at this
stage appear to be feasible given the necessity of mainta g coherece m te bankig system while
essential technical impovs in e payms ysem are effected. At the same time, the likely slow
pace of enterprse privatton would appear to a preclude changes m the ownership strucre of banks
Nevertheless, some measures coiud be taken now with a view to easing the path of fundamental
restructurig and owneship change m the future and providig a better basis for *mrli tbhe
relatonships between bank m and clients. As has been suggeted, the Govenmen's policy
of suppressig iterest rates dung the penod of hyp ion. has effectively decapitazed the bank,
and this process will conmue until m nomic stabilization is achieveL If the banks are to play any
autonomous role m credit decisions, then their capital resources must be significantly augmented. To
achieve this, banks must be given fleibility to ncrease the spreads on lending; they must be saed
for the full cost of prefential lending, and their obligation to pay dividends to enutprise shareholders
should be waived. These three actions should improve the banks' flow of retentions and tus ther capial
position, but they must clearly be sulem by other ilization measures.

5.27 The current low level of capital of the banks has some advantages in that it may allow
the goverment to buy out the enterprise shaes (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 reationships with clients and ensure compliance wt prdential noms
better than if clients are also majorty shareholders. Direct ownership would also provide a better base
for the fiudamental restuctuing and changes in ownership structure that will be required over the longr
tenin

Development of Mermnt Banki Subsidiaries

5.28 A key problem is allocation of fimds to effective long-tem investent projects on the
basis of market-ased decision making. This skill must be developed in Turkmenistan Our suggestion
is that development finance depatments should be set up im the Investbank, TurkMeIbank, Agoponbank
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and Vnesheconombank with a focus on long-term investenmt 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 an interest in both agricultural and industrial
enterprises. Basic to the development of these long-term finance divisions would be the allocation of a
fimd (denominated 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 banling skills.

5.29 The construction of the departments must be established from the outset as interi stages
to ward the development of fully capitalized merchant banldng subsidiaries of each of the banks. While
the precise range of services offered by these institutions requires much further discussion, they would
cerinly 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 Turlanenistn 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 fiance departents. 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 Turkmenistani 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 enhane 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 term 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 exisL In particular the Turkmenbank links all its branches thIough a network of
microprocessors using existing telecommunications channels and has the possibility of sealing through
a single settlement center in Ashkabad rather then through the regional network of centers. The baek's
offer of providmg 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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Reuuring the State Savin Bank and Improvig the Flow of Savin

5.32 A particular area of concern has been the disastrous erosion of persomal savinp through
high iflation. This erosion of personal wealth has shaken confidence in the banking system. This
confidence must be rebuilt as a matter of urgency if Turlamenistan is to build a banking system capable
of mobilizing significant resources for financial imerm ion and investment. The importance is
exacerbated by the absence of other finacial intermediares (the rapid emergence of a significant stock
market is highly unlikely). Two immediate steps must be taken: restrictions mst be removed an the
interest rates paid to depositors, and the asset side of the Sberbank balance sheet must be restructured to
remove the non performing 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 commercial banks), the state guarantee on deposits and the restriction that
codmmrcial banks camot 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 Govennent 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
competitive 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. Altermatively, Sberbank could concentrate and
develop expertise in the key area of home mortgage finance. The development of lending instrruents
whose rates were linked to inflation would enhance the bank's ability to pay attractive rates to depositors.

Reform of the Legal, Accounting and Prdential Framework

5.35 While the r g of domestic financial institutions will necessarilybe a long process
in Tr st he 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 operatg 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
wifth 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 starring point and objectives. It is important in this area that both the International Monetary
Fund aad the World Bank assist the republics in obtaining access to this work.

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

5.37 The new baning legslation is not fully compatible with a movement toward a market
economy. In particular, the central banking law assigns functions to the central bank that are still closely
related to a central pinning mecbanism. 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. SimiLrly, 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 banks (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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5.38 The bankdng law allows banks obtaining a banking license to be involved in a wiede range
of services far beyond basic commercial banking. But in the absence of the basic commercial banking
skills, it is unwis to extend banks' operadng agenda so far. A narrowing of the scope of the basic
banling license will not only correctly focus bank management on the development of fundamental
lending skills, but will al. o 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
atempts to conduct relationships between banks and clients at an " arm's length". An alternative to the
current formulation in the banking legislation may thus be to exclude investment banldng activity from
the basic banking cbarter and place such activity under separate regulatory control. The suggested
developmen finance subsidiaries of the main commercial banks may be the correct vehicles to divelop
wider banling services and shareholding.relationships under separate but -strict regulatory control with
limits on risk defined by evolving risk-management experience.
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Reform and Strengthening of the Centra Bank

5.39 The central bank has a particularly important role in the reforn of the financial system
since it must both improve and supervise established financial practice and more particularly, be an agent
for change in a number of key areas, for example, banking supervision, the management of monetary
policy and the development of the payments system.

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

The banking supervision departnent must be endowed with sufficient authority
to ensure compliance with the regulations, including an appropriately high entry
threshold for new banks. It is also 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 practice. But the rules need to be transformed into detailed
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, will 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 prudential responsibility, be the agent and instigator for the
introduction of a new accounting plan.

* It is important for banking supervisors to ensure that prudential norms be set
realistically. In particular, rules limiting industry concentations for the main
state commercial banks can becom more stringent (indeed current norms are
broken by all banks) only if the fumdamental restructuring and pnvatization of
banks indicated above is accomplished and also some of the major industial
concentrations (such as Gasprom) are broken up. At the same time it will take
time for the banking system itself to evolve financing mechanisms, such as loans
syndications that will allow the dilution of concentrations. Thus, for now,
bankng supervision may only be able to limit further 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 han 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 atuactive
vehicles for foreign technical assistance and joint ventures.

* The development of a banldng supervision capability wil 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 systms. This will require an efficient recruitment and training
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program, which will in turn require foreign assistance. The new supcrvisors 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 instituton
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 fatmework within which to conduct
monetary policy is a priorty. The derivation of this ramework will require a more comprehensive
identification 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. Attbtintg some of the
central baniks external funcdon 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
insntunnnts, and the training of staff for this task should begin now.

5.42 The central bak 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 interim stage. The goal is to have
the banks handle their own back-office processing of docments and Oike the Turknenbank today)
conduct their affairs with the central bank tbrough a single correspondent account and a single settlement
center probably run by the banks themselves. The cental bank will have to ensure that during the period
of rapid change the techical parameters of the payments system are adequately defined to ensure
compatibility between each bank's internal system, and make sure that conl is exercised over payments
system risk. Again, m this area, tbreign assistance will be required, and staff will need to be prepaed.

Hnnan 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 that there are only approximately 5,000 staff employed within the
Turkmenistan banking system, and this will need to be significanty augmented in both quantity and
quality to allow the necessary growth in the banking system, particularly since many of the staff are
currenty doing low-level clerical work Priorty must dtrefore be given to setting up a local baker's
association and an associated banking school (perhaps affiliated with, say, a Tu'rks instintion) with the
immediate task of developing core material in the local language for the taining of bankers. A major
contribution could be made to the deVelOpment of the banling system if perhaps 20 -high fliers" could
be now identified and sent for a year of intensive intemuships in banks abroad before reurning to the
major financial institutions.
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FOREIGN TRADE

6.1 Alhough Turkmnisn's foreign trade potenial is affected by serious extemal
icr ries, de articulation of a tade system will have an important i min its succes in the world
economy. A lberal foreign trade regime cold facili the transition to a market economy. Import
capetition would impose discipline on domstic markes that are in general less than competiive by
virtie of the past c on of production. Wbhtr inTeational trade plays this faitating role
depends to a large extent on thc policies adopted toward the foreign ansactions of domesdc entrises.
The lie aon of foreig tade is part of a broader domestic transition to a dralized market
economy m which the bdeavor of entprises, rather than Government decisions, detrmies the
conditions under which e ises buy and seDll domestically and abroa

Trade Polies

62 Before Tukenistaine cin October 1991, trade was conducted and organized
as part of the overal economic plan specified by and directed from Moscow. Since Trade
has been decentalzed, under the independet barter tasactions of mnistrie aad state eneprises and
the disc y spending of retained bard-aiTcey earnngs. But the mninsttris and entpises are
subject to export quotas or lceg requirements fr_om dte Minises of Fiance and Economy.

63 T nstan has It the system of centralized sta tAding. In the beginning, fte
Turkmenistan Committe for Foreign Enomic Conections negofiad trade a& s with
sDv . of oher repblcs and with nterprises i countries outside the rble zoDne principally via
barter of coton Th committee was disbanded in August 1992. Trade is now conducted by agencies
closely tied to the GoverCnent, govment ministries, and st-owned enterprises.

Policies Relating to the Ruble Zone

6.4 While e ce prded the opportmity for a new beginng m ite trade and
paymns regime. in many ways the institutional structure adopd ec old Soviet type trade
regime T enistan remained a member of the ruble Zone. Since fil converlity of de ruble to
doDars was not in place, international trade has taken place in segmented market on a bard-cuency
basis, ad in rubles.

6.5 The Governments prominent mle in rible-zone trade preempted market forces. Trade
occured gh gotiated i blican agreeme. rkn maintaid a ruble account (the
~correspondentaccount-) in Moscow, for all tade with Rsia Smce mid-1992 tussia had agreed to
a prvision of a credit celn in this account. Similar reglated nible clearing beween
Turkmenistand the other states of the ruble zone. This mecbanism constiutd ruble clearing, however,
and did not permit m11tilateral clearing of paynts imbaanc.

1. Whi t is no foma mwmouiag of pprises e _dir of bard acuewy holins remed monirg
inhbks di we of die uiWhd hard curngcy for dcumpion lrpose1.
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FOREIGN TRADE

6.1 Although Turkmenistan's foreign trade potential is affected by serious exnal
uncertinties, the articulation of a trade system will have an important influence in its success in the world
economy. A liberal foreigln 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 inernational trade plays this fcilitating 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 decntralized 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 Policies

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

6.3 Turkmenistan has kept the systm of centralized state tading. In the beginning, the
Turenistan Committee for Foreign Economic Connections negotiated trade agreements with
governments of other republics and with enterprises in countries outside the ruble zone, principally via
barter of comtoL The committee was disbanded in August 1992. Trade is now conducted by agencies
closely tied to the Goverment, government ministries, and stateowned enterprises.

Policies Reating to the Ruble Zone

6.4 While independence provided the opportnity for a new begi in the trade and
payments regime, in many ways the institutional structure adopted reflects the old Soviet type trade
regime. Turkmenistan remained a member of the ruble zone. Since fill convertbility of the mble to
dollars was not in place, interational trade has taken place in segmented markets on a hard-currency
basis, and in rubles.

6.5 The Government's prominent role in ruble-zone trade preempted market forces. Trade
occured through negotiated interrepublican agreements. Tukmnenistan maintained a ruble account (the
"correspondent account") in Moscow, for all tade with Russia. Sice mid-1992 Russia had agreed to
a provision of a credit ceiling in this account. Similr arrgements regulated ruble clearing between
Turkmenistan and the other states of the ruble zone. This mechanism constitnted ruble clearing, however,
and did not permit multilateral clearing of paymens imbala.

1. While there is no formal monitoring of enteprises' expenditue of bard currency holdings, refomed monitoring
inhibits the use of the reained hard currency for consumption purposes.
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Export Polcies

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), Turknenistan's case was exceptional because interpublican
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 that provide a strategic bargainng advantage to Russia in designating shares of Russian and
Turlnen gas for hard-currency sale. Cotton, Turkmenistan's other important export, is not subject to
the same transportation logistics and strategic considerations as nantal gas.

6.7 Before 1993, exporting firms could keep bewe 20 and 50 percent of their hard-
currency earings. They had to surrender the remainder to the Government at ardficially 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 Excbange Food Fund'
of the Government.

6.8 There is substantial barter trade in Turkmenistan's dominant non-energy export
cmmodity, cotton, by state enterprises and ministries. Cotton, in effect serves the role of foreign
exchage 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 subject to controls. This control is exercised
through the allocation of both ruble balances and hard-currency balances. Not all hard-currenc eanings
had to be surrendered to the special govermnent fimd; some 20 to 50 percent of foreign exchange
earings were left to the discretionary use of the entprises 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 ministnes 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
earnings. Under the conditions of the ruble trade mechanismn, agents were potentially regulated on all
of their ruble-zone import transactions. Since most prices were still highly subsidized in Turkmenistan
non-controlled ruble trade would have led to outflows of goods into other republics i.e. neighboring
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countries will be indirecdy subsidized by Turkmenist'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. TFree imports,"
(not state orders) are conducted by the responsible ministries or entexprises using their own hard-currency
earings. At the same time, balanced bilaterl trade agreemes 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 allocates 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.l1 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
Tukmenistan, 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
Turkinenistan can make on its own, however, to help it begin to reap some of the considerable gains of
foreign trade.

Recmennnldatons

Movement to World Market Prices

6.12 A liberal trade regme 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 intenational prices is cushioned by the exchange rate- Policies are needed first
to bring infladon under control and move the exchange rate closer to the purchasing power panty for
tradable goods.

MuiWateral Clering

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 multilatal clearing is a way of economizing on international reserves.

Enteprise Autonomy and ILternational 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
transition 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 participate in intemational trade,
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without the intrmediaion of government agencies. The private sector has not yet emerged in
Turkinenistan, however, becase the transition from the old economic system has not proceeded far
enough. Enterprises do have some autonomy in the conduct of trade as far as they can retain part of their
hard-currency earnings.



CHAPTER 7

THE LABOR MARKET AND SOCIAL INFRASTRUCTURE

7.1 The legacy of the former Soviet Union in the newly independent countis is not only a
particular political and economic structure but also a particular type of welfare state. In Turknenista
this old system has not been replaced by a new system yet. ff the Government embarks on a transition
to a market economy, the welfare system will need to. be changed substantially.1

7.2 Social indicators show Turknenistan to be one of the least-developed countries in the
Former Soviet Union. However, Turkmenistan has a low level of unemployment and an expensive
syr .in of social security provision. An extensive system of cash benefits makes payments to more than
halt the pop * tion. However, these social measures are not well targeted at those most in need, and
eligi'bility requirements for benefits are low.

7.3 Since there is much more of an underlying poverty problem in Turklmenistan 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
government starts to reform the economy. A transition to a market economy, therefore, requires
restructuring of the s- 'ial protection system. Furthermore, the profile of those in need might change as
income differentials . - ieasing.

7.4 In considering an appropriate strategy for the future, whcther for the short term or for
te - -g term, it is necessaiy to establish -certain requirements that labor policies and social safety
pi -d;mrs should fulfill. Apart from the objectives of efficiency and affordability, the benefit system as
a whole should prevent individuals and families from falling ito 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 socidal 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 exmination of labor market issues and unemployment insurance.

o An analysis of the traning 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 safey net system after the inoduction of the new
currency in November 1993. These plans include anging the sture of dhe pension fimd, incorporatig all cash
benefi in the tax base, increasing salaries for teachers substantially, minducing a new law on the social ntsurance fend
and. adopting a new law on the minimum wage. Refoms implemented by November 1993 have been taken ino account in
this chapter. However, since most of the refonn proposals were at an initial planning stage when the report was finalized,
they have not been inclde.
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The Social Safety Net

Penson Fund

7.6 The pension fand has two main areas of ependitures: 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 contnrbution equal to
80.5 percent of the total payroll contribution of 37 percent The enterprise rate is 26 percent for state
fams and cooperatives. However, because the pension fund's expenditnres 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 fimd 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.

Pensons

7.7 As in the other former Soviet Union oountries, the normal retirement age is 60 for men
and 55 for women. However, persons in "hazardous ocuations" can retire five or ten years early.
There is also a large numiber of survivor pensioners (about 80,000) who receive benefits on the basis of
deceased spouses' eamings. In 1992, there were about 350,000 retirement and survivor beneficiaries.
Life expectancy at retirement 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 increase 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 minim
and a maximum. In Septeniber 1993 the minimum was R9,600 per month and the maxim= was
R50,400. Benefits are based on the average monthly eamings for the highest two consecutive years of
the last 10 years before retirement or the highest five consecudve years overall. There are also significant
longevity premiums and awards for meritorious services (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 spedal group (for examples, war veterans, doctors and teachers in villages
and rural areas). About 13 percent of old-age pensioners work.

7.9 Unlike in other republics, the pension system is indexed to the mninimum wage, and both
are periodically adjusted for inflation. When the minimum wage is revised, the minimum pension is
adjusted by the same percentage. Adjustnents occurred in March 1991 (from R70 to R135), January
1992 (to R350), July 1992 (to R750), October 1992 (to Rl,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 changes
in the cost of a market basket for households.

DisabDily Beefits

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 wit 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
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annualy and reach 100 percent in 1996. Tile disictons between categories 1 and 2 are not important
for cash benefit calculations since both are awarded benefits equal to 100 percent of average monthly
enings. 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 Pesion Fund: Pmniums.

Thc acntal-monthly payment to a person fromn the pension fu-nd can differ significantly from the amount
suggested by th basic calculation formula. For persons with more years of.service than themiinimum
number (25 for men and 20 for women), 1 percent is added for each year above the minimum to dxc basic
replacement rTe of 55 percent. As much as 20 percentage points can be added to the replacement rate
under this pxovision (up to 75 p . For men with 45 years of continuous service at rctirement there
i also a10 percent addidon to the monthly paymen Continuous service is defined as having no break in
*-eaings of :rere thahnone montn. Trime spent in technical school, training, -unihesity acid militAry. service
is consideir:d the same as employment for this calculation. For wometT:thc continuous service requirement
is 40 years. The redrement paymeat can be increased in recognition of meutorious service to the
TuiImen -state. .For retirees with.depeidents, an amount equa to half of the minimum penin is added (a-
single addition regardless of the number of dependents). All of the additional, payme are
multiplicative.. 

To illustrate the potcr.tial effect of this pymamiding, codnsider a mIIle retiree whose high five-yea arnings
average is R2,000 per month;- The 55 perent rpiment rate would jield-a monthly award of R.llW.
Howcecr; with 45 years of oDntinuous service the -basic replacemntl rae would be 75 (not 55) percent,.
and 10 pent would be added for continuous serice:. Ad to this- a20:percent bonus for serviCe-to:the.:
state and a dependent's benefit. Combinig all of these factors, the R,l100 basic award would actually
lead to a moily paymnent or R2,355, an amount that exceeds the R2,000 per month pre retirement
average , ,. ................... : . .

Children's Alowances

7.11 There are 7 categones 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 minimm child allowance was R110 per month and was paid to
families where there was no pensioner. The maxi=mm of R270 per month was paid to children under
guarianship or trusteeship and to certain other chldren. 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 dtose younger than 6).



104 Chapter 7

7.12 There are also maternal allowances for non working mothers. The montily 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.

-- -- - - -

=Socil In..rance Payments

Sick Leve. Thee paymnts aremade -aordiugto a sidingscale. that depends- 6uYears ofwar
ep erience (fr ajob).- w f_ iaf ieienceence r-eceive 60- percenrof teix previous
monthlyeningthosewithvetoeight-yearsree perct. amh diose widt more hneightyears:.
xec&eit oo :Nrce&L HEo-wever,persons with t or more children receive 100.percent of earnins regardless

of seniority. Theflrst three days of animal sick leave amd automatically,.while longer leae reqire.
:: ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ... --- ---f: .S: . : '..-. _: :>f ,: :.:, : : : :f :? '' 

; fthat -evdencefo ilness be suppliedf by a medical auhority A peson may receive up ofur- months of-sick.
.leavein a .year-:for a shigle sicknsad five :moatshor all illnesses. When-an illness:extends pas four moants
the person is examined by a medical panel for-an invalidity (permanent disability) deterrmination-. AAvrage sik
lev usage is abot eight days pe person pr year, s ,'*,,; -'-';**- ' . se S o225 .-=- 2.,' f, , ' .,, . .. .. . ."' ... : ' S L 

Maternity Leave. his can' be received f o ys in uncomplicated births fo 154 days fi.
- multiple births and 160 days for complicate bih w rceives fill salay.: EigibitWyex :-.from

.70 days befre the birth io 70 (or more) davs after dte birth The currnt 1i40-day eligibiliy- pcri-is-an -:-
-increase from 100 days duriRg dhe So%iet period. Minisry of Social Protcion-officals indicated the increasec

- to 140-davs was done wardy-to reduce infant niortality.

-Birth lowances." Tbes are one-time payments to mothers, made-arthe time of the birh. As of
Septmber 19922 the alwnewas. R680 per child.

Bui l- Fee.. This is a payment made to families after providing a- receipt from. th Iocal Zarhs (Vital--
Sta;.ics) office that verifies the death.

i Sanatorium and Rest Home Expense These services are available to.cmployees and family
icmbersafter a determination made by a medical exper pmnel;. trade unions-administer sanatoia

three-rest homes. Payments arm also niade to individuals who cutcr enterprise-operatdc rest lhomes.-

-: -- Pioneer Camps. Tbese are summer camps for certain children. Expenses for attendance a pad y
-the fnd.

Work-Iginries. Compensaticn .or..worlc mjuries is paid as a .wage continution, thatis the.workiers
- actual wage at the time .o the accident, regardless of vworker senioity. Aflter m g the payment to- l.-
- wodier,.the-fund is reimbursed y the employer. -Thus th fuxd administrs payments, but.the payvmens do. o.

actually reduce the find balance: as do the other paymentis. Rather thy arce directly financed by th-*wage fund -
.:a hentrprise. TdUiiO representaes indicated tie fund paid out R178 billion in 1991 (exclusive of

pa- pyments on collective farms). Becauise-te emplyer tax rau fbr- collcurve farms is 26 percent, not 37- -

percent,.ihey..are subsidized.both by.this fund and by the pension iund.- Trade union.oSifcials-indicaxtdhe
subsiW4 represenTed more- than half of social insurance expenditures associated with statef. - . .-. --- - - . , . .. :, ' . - . , . - . .. :fa m ..- . ..
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Social 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 tpes of payments (see Box 7.2), but sick leave and maternity leave account for
70 percent of expenditures from the Social Insurance Fund.

Payment to Studens

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
R1,560 in September 1993. Additionally there are payments for school lunches. AUl student stipends
are tied to the minimum wage.

Recommendations

Social Protection

7.15 Given the need to limit budgetary outlays for social expenditures and to protect the living
standards of the poor at the same time, the main focus of reforms must be on efficiency in spending. It
is expected that a market-oriented price system will lead to i-ncreases in the relative price of many wage
goods, including most agriculural 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 taWget population. It is necessary that
data on the living standards based on the minimum 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 number of different methods can ensure social protection in the transition period.
However, attempts to compensate households fully for all adjustments in prces would exacerbate
iation. 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-ldnd benefts may
have the advantage of shielding consumers from price increases.

- Box 7.3
Household Consumption Basket

ror purposcs of-minimum wag-dce ion there is a household market baskct wita
cxpcndituem weights taken from airiodic survey of household expcnditures.. Thc survcey ahks questions
n 1336 reas of cxpenditures. About 50 percent of the cxpcnditure wcights arc associated with food.

*epditurcs. 30 pecwnat withnon food cxpendius and 20 prcent'with scrvices. Monthly pricc
statistics are gathered for each detailed expenditure category and are calculated as weighted averags of
state-controlled and market prices. These average prices are then applied to the expenditure weight to
arrive at a average price (cost) of the market basket for a family. ibe food items in the baske have.. .
weights set by an assessm6nt of the basic caloric intake needed for adequate nutriton.

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 cuttig of expenditures that night 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 longerterm 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 folly reflected in the budget.

7.21 The current system of cash benefits for retrement and child-maternity allowances is
complex. The benefit detmination for the individual applicant is obtained from a table of monthly
benefits for child and materity 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, cbild
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.

Soal Ins e Fund

7.23 A number of the functions of this fund could be amalgamaed with the provision of
allowances, in particular the provision of the birth grant and work-inury allowances. Furtrore, some
benefits could be reduced, like the length of matemity leave (paid at full salary) from 140 days to 100
days (its lenogth 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 eliminated.

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

Cash Benefi

7.25 At present, cash benefits in Turknenistan 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 nanrow income distnlbution 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 minimum wage changes (as it appears it will on a quarterly basis for the near
future) the percentage incrase in carh benefits should not be allowed to follow in lock step with
minimum wage changes. The example of the child-maternal allowances increases of mid-1992
(30 percent incrases rather than the 114 percent increases of the mimum wage) could be applied to
pension benefits as well. Selective benefit reductions and underindexation can both be applied to reduce
real expendiures 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 oter
uses of time.
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7.26 All cash benefits represent a part of the taxable income and should therefore be taxed.
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 be 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 Turknenistan, it is important to
initiate steps leading to appropriate social security a3rangements. If nothing is done now, the scope for
long-term reforms becomes more limited. 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 through 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 important, a
contributing unemployment insurance system requires years of fud accumulation 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 agriculural share of total employment is unusually high. In 1990, 37 percent of workers were
employed in agriculture (state collective farms and cooperatives). Industrial employment accounted for
only 15 percent of non agricultuiral employment 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 factor 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 nonagiculural state iector 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 percent. Sixty -oe 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 areas such as elementary, secondary and higher education
and health protection. All of the latter occupations have below-average pay as indicated below.

2. It is imporant in this respect dtat tie minima consumption level is exempted from the personal income tax.
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7.31 Official unemployment in Turkmenistan has remained low, averaging 37,000 in 1991.
During January - June 1993, 8,040 persons were registered as seekdng jobs at local employment offices.
At present, open unemployment is concentrated among highly skilled employees from ministries and
scientific institutes where staffing is being reduced.

7.32 There were 8,606 vacancies on average during the first six months of 1993: 7,855 for
workers and 751 for employees (or 9.7 percent white-collar listings). On average about half of registered
job applicants found jobs during the first six months of 1993. The January-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 Turkimenistan Starting in 1990 measurable
nmnbers of Russians and other non-Turkmen ethnic groups have emigrated. The five principal

destinations have been Russia, Ukraine, Kazakhstan, Azerbaijan and Armenia. Many of these people are
urban residents with high educational qualifications who have traditionally held sc3dor jobs in
Turkmemstan. The out-migration suggests a strong need for training. The gross numbers involved in
imnigration and emigration between these fle destiations combined and Turlunenistan were as follows:
emigrants in 1990. 25,097; immigrants in 1990, 15,669; emigrants in 1991, 21,193; and, inmigrants 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 agricultual employment. In both years more than
half of the net emigration involved working-age adults between the ages of 30 and retirment age (60 for
men and 55 for women). Net immigration, in contrast, has largely involved Turkmen refugees from
southern CIS repblics. During the first eight months of 1992, 556 ethnic Turknen families (2,300
people) immigrated to Turkmenistan.

Unemployment Compensation

7.34 Turkmenistan has a proposed unemployme insurance law that authorizes 50 percent
wage replacement for up to six months. It is to apply to the non agricultural sector and to be financed
by part of the proceeds of the proposed 2 percent payroll tax on employes. To date nothing has been
done to implement this program. Questions associated with intake procedures, verification of previous
earnings (the basis for cash benefits), work search requirements and so forth, hax i yet to be addressed.

7.35 Currenly, the local labor offices administer the payment of severance pay when workers'
jobs are terminated. Turkmen labor law requires employers to give two months' notice of an impending
job termination. After the trmination, 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 third month, however, the local employment office has to indicate that it
cannot find a job for the person. Severance payments equal the person's monthly salary.

Wages

7.36 The average monthly wages of agricultural workers were similar to those of industrial
workers until 1991 (see Table 7.1). At the end of 1990, for example, the economy wide average was
R243.7 per month, whereas it was 245.8 for those on state collective farms and 288.7 for workers on



110 Chapter 7

cooperatives. Thus the average for agriculture (R275) actally exceeded the inustial average R265).
However, in 1992 wages in agriutlture declined considerably compared with the average wage. Few
industry averages are also considerably above average: railway tansport, waterway ansport,
constructon, science and technology, finance and state insurance and public adminsation includig
economic bodies and budget organions (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, cure and fine arts.

Table 7.1: Relative Wage by Sector 1980-92

Sector 1980 1985 1988 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
Transportation 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
Infomaton 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
Culure 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
Banking/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

SoDicc Nadonal Economy Stas&cl Yearbook - 1990 for mondlby wages im Rubles, 1991 and 1992 data Stiic Office,
Asbkd 1993, staff estimate

7.37 Establishing the level of the minimum wage and its periodic adjustment is cental to the
macro-level price-wage feedback link in the inflation process. Periodic presidential decrees on the
minimum effectively determine how much of the recent price inflation feeds back into money wages and
cash transfer payments. Money wage detmination in Turknenistan can be descrbed 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 onr te
change in the minmum wage (R9,600 per month in September 1993). The minimum wage is set by
presidental decree. The process of seting the mininum wage draws upon advice of a committee with
representatives from several ministries. A key technical element in this detrmination is a calculation of
the cbange in the cost of living as refleoted in a minimum market basket of consumer expendiures.

7.38 T'he second level of wage determination involves bargaining between trade unions and
enterprises at the industry level (there are about 25 sectors). For profitable sectors the agreed minim
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. Again, there is the
possibility that the enterprise mini m 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 Educktional System i Turlousanistau -

in Turkinenistanms educational systm each sdent attends primary andcon sool at least through the
eigd grade. Significant percenages attend high schooL; (grades 9 and 10) while others paiipate in specilized
%aing Frr job prep n Teciical cubing, of workieis and eWployees .akes pliace im"neie 90 nstitutions that
oiffen counsrs of differing lengths. AdditinnalLy tiereare nine sworal tchnical ind polytduical institutions and the
Univrssiky of Ashkabad vilh four-vear. programs leading to bach:ior's degrees and siu-year. master's degrees. Three
main divisions of the.educaional system are: 1) pe schools and clemenary aiil secdar sciios. 2) specialized.
secondary schools and higher educational institutions and 3) institutions for specialized teical taining of workers
ard.employces.

Pre schiols Children agd 1-3 attendtreches. and dtose ago 3-7 attend kinderns Throughout
Turkiienistim then are L1.600 pri schools wibh a total enrofment of abrut 220,000 inl199ZC.PFrom po tion

tistics it appears Abe peischool enrollment covens about one 1ourth of childrn aged 1-.- .Bwe 1984 ad 1991
dhe country, expemented with a system .acreby childreni aged 6 entcredtdirtz grade. .This discontinued in
1992 in favor of slarZ irhst grade ai age 7 as bad been thc]practz prior w 1984.:":-

Elemeilur-Secondurv. Turbmistan bas 1,730 elementary and seco-dary schools with' a total enrollment
of 831;000.in 1991492.. In this ednically diverse countrythe schoolb differintij pelan of in c.-
Turkmna. taught iall schools, is the primary language in some 1,355 schools. Predominant lgungesin the other
scliools are as folows: mixed language (Turkmen and Russian) 123: Russiani 407;:Uzbek 88; and Kazakh i38.; The
majority of schools (77 percent) are in rral areas. Prininry school is couskiered:toexted fromgade I to grade 3:
whie scooglary scihool extends fromn grade 4 to grade 10.

Speciled Secondary Schwols. Thre are 36 seconudrycscdilws w it i sp d curricula emphasizing
*: ubjects such-as rt,chemist and opics rdencat to the Ministry vwith which the are assciated. G.raduates oten.
atred histititins. of higher eduation. SWdenLc usually enter these schools af theed.idof theeighth grade for a four:
ye: course f-stdy or aftcr the tenth grade.fur a two-year curriculum. Durigdhe.past:school year about 40,000
atended schools for workers,:and about 12.00I atnded schools for junior engineers-and other employee-:
* spec ciiaOoins. Secondarv schoof exiends thirough grade 8 for all students. Aliout 90 pe eave the sclhool systcm
feir.pride8 (roiLv age .15) for work or attendajice at special technical sdoi.-Abouf :9percent attenid te

siimica! sdwis, .whe rougy ll perct go whiigh schools (gradles 9zndl O).. The latier are oftenmspecialized -
bo thdwat can lead to college degrees .

* instlutioms ef Hiher Educatin. Nine institution of higher elustheUniversit of Asbkabad
setnd it the Inp of the educational systn. With total enrIment of about 5O,000 (day s-ndpesplus-panr-iie and
night smucints), tihse institutionspvie specializedmrining, for many of thejtp'wpk-olrjos- Other institutes
cover fields suc as miir.e. Jalgiiges. cwtur&; music andI the nanonal ectnomy.- Early in 192 these institutions
weie nved:froii eiMinityof Education. Highti edcation is headeday :rCnbcilof Recos, created min
Septruier 1992. WhWIh substitutes for a Minstry. The chair of ihis cooncis si ith.i Cabinet of Ministers. Each
instite is divided mto several faculties- Faculty training ws rhceied mailte Unvesity of Ashkabad, hut
some proportion of-aclity have &grees or have-takm course from universities in Moscow :ilSL Petersburg.
Ther is no inponant represenution-of non-CIS training in these institutes. Facultypiy is modem: abouit R6,000 per..

- , .. : . ... : 5 's S S , -;. ...f .~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~.. . .. ..
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7.40 The basic strucuare of wages is heavily influenced by a cross-classification of worker
occupations and physical exertion levels that specifies the mninimum wage appropriate for each cell. The
Ministr, of Labor issues this "skill-exertion" matrix as a booldet that is distributed to each enterprise and
to trade union representatives. The wage scales in the booklet change when the national miimum wage
changes.

Colective BarWning

7.41 The iructu of collective bargaining is not yet well established. This is partly due to
the absence of an independent trade union movement in Turkmenistan. 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. Colleetive bargaining between labor and management is not really
feasible in Turkmenistan at present because enterprise managers and union leaders both are so closely tied
to the existng institutions of Government.

oIAtittiona l

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
antcipated hat 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 (mcluding protection of hree broad classes: women, youth and invalids),
minimmm wage determination and the setting of wage premiums for hazardous occupations. The main
fuction to be reserved for the successor to the Ministry of Labor, the State Corporation on Training of
Speiabsts, is the direction and coordinadon of job training and retraining. This state corporation will
refer workers to one of 90 or so trining insfitutions. The institutions have recently been removed from
the Ministry of Education and are curevntyitonomous.

Recommendations

State Empoyment

7.43 State employment will have to deline significanly. 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.
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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 m 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 Turkmenstan Then workers would know where
to migrate to find employment. To put this suggestion to operation, however, a computerized system is
needed to makejob availability knownoutside of local laborrmarkets. Another important issue is training
and retaining. The administrative constints on labor mobility are high. The system of internal
passports, which is in place due to intemal secrty reasons, the lack of affordable housing and the
overspecialization and rigid educational system, all contnbute to these constraints and should be changed.

Unmployment pensation

7.47 Unemployment insurance codd 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
unemploymet insurance and the new ta 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 accmulate sufficient fimds to make it effective. Meanwhile, it
would senre as a useful anti-inflationary device.

Traning 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 operatng under an assumption of economic planning that will
not exist in the futre. With the restructuring of the economy will come a very large demand for traig
and retraining progrms 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 opportmities for workers to adapt to the new economic
circumstances.

Eleetary 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 cbanges are largely
determined by two institutions located in Ashkabad: the Pedagogical institute and the Central Institute
for Retraining. Currently under consideration are te adoption of Western (Latin) script and ability
tacking of students starting in grade 1.

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

* High birth rate creates a continuing 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 Enterpnses were building and nnng lkndergartens 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 ILstitutions

7.52 Students are recruited into the technical institutions through a special local commission.
At the Polytechnical Institute, for example, the applicant to acceptance ratio had been about five in past
years, but it dropped to two in 1992. This cold be one indication of the general softening of the libor
market in the past two years. Applications would tend to fal 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 vanes 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 Turknenistan has about 90 technical colleges whose main function is to train blue-collar
workers. Students usually enroll following completion of the eighth grade. The course of study is beig
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shortened to two years from three years. Graduates who pass a qualfication exam are guaranteed ajob
requiring their speciization in a state enterprise. These same institutions also offer shorter courses of
instruction for experienced workers who are to learn new sklls.

7.56 Training programs for individual workers are to be selected in consultation with the local
employment office and the prospect ve 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 successfily.

7.57 The new trning corporation is to be financed with part of the proceeds from a payroU
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 bigher ucation are to
place greater emphasis on vocational preparation than in the past. Training for several speializations
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 Considertion should be given to establishing a taining fund, financed jointly by
employers and a direct budgetary contnbution. Employer contribution would oe reduced to the extent
that companies provide their own training of workert An area of concem 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 training to be
conducted in Turkmenistan in Turlknen 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
Government include a substantial increase in teachers' salaries relative to other sectors. Apart from
training for the potentially unemployed, there is a broader, though related, issue of skills taining in the
area of public administation, emtrepreneurship and small business development, development of the
infrastructure for professional senrices, and the financial sector. Training in areas of finance and
management is very important, mcluding such areas as modem methods of accountig (as an aid to

managerial decisions ratler 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 Turkenistan provides free health care and the sector is now in serious financia
difficulty. The share of the Govemment 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 restructring and reform in the
financing arrangements of the sector.
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7.62 Health care in Turkmenistan was previously directed by the Ninistry of Health of the
former USSR Drugs, were provided by the Moscow Cental Planning Pharmacy depot upon the request
of the of phanracy of the Turkmenistan Health Ministry. This practice has now been stopped, and the
Ministry of Health needs to procure directy from producers. Many of the drugs used in Turkmenistan
came from Poland, East Germany, Hungary and Czehoslovakia, and now require hard curency for their
purchase. The Directorate of Pharmacy is investigating various procueament possibilities. In 1991 it
purchased 700 types of pharmceuticals from Japan on a trial basis. The Directorate should also work
to negotiate individual contracts with pharnaceutical plants throughout the former Soviet Union.

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

7.64 Another legacy of the former USSR is the sysem of Sanitation and Epidemiology
Departments, which are distinct from hospitals. IThey 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, immunintion and health education.

7.65 There is an a supply of medical persomel in Turkmenistan, but there is a lacc
of qualfied personnel in the more remote or rurl areas. There are 335 hospitals and 597 polyclinics and
mobile hospitals in Turmnenistan. The number 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 10,0D0 population).

Health Ildicators
Table 7.2

7.66 Although mortality data reflect Infant Mortality Rates, 1990
underreporting and methodological differecces, it would
seem that mortality rates and life expectancy in Turkmenistan 43.6
Turkmenistan are at best near the level of low-middle- Asabad City 33.6
inCome countries. tnfa mortality has been rising. In Balkanskya Oblast 34.8
1970, the infant mortality rate was 46.1 per 1,000 live Asbkabad 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 infant mortality rates from
region to region with the mortality rate rising in rural
areas and with distance from the capital city. Recalculaion of 1986 data suggest that rates may have been
as high as 103 per 1000, for rual Turlknenisa (see Table 7.2).

7.67 The Government has historic,ally endorsed a pronatalist position and still encourages large
families. The average number of children per woman (total fertily 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 increaied 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 shortage of oral rehydration salts, previously imported from the USSR
and Fmland, is a real problem. The Government 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 Turkmenistan have no indoor plumbing,
running water or central heat.3 The incidence of water bome diseases follows a seasonal cycle, with
many children being stncken in the warm summer months. The incidence of tuberculosis is very high,
particularly in children. Breelosis is also widespread in rural areas. According to the health
auitorities, the two diseases are related mainly to animal diseases, and a specific program on animal
immunization is needed. Acute respiraory infections and pneumonia increase rapidly during winter, and
children are particularly affected.

Pharmaceutical and Equipmeu±

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 only R32.2 million out of a required R58.1 million were received. The esimated
amount for 1992 is R69.8 million.

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

3. Of al new housing built in 1985, only 28 percent was equipped with a sewage system, nnning water and central
heating. Nineteen percent had only partial provision of these amenities, and 53 percent bad 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 fumctioning
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 infiusion
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 stanardization. Health buildings
also need repairs, and new buildings are not well constructed.

Health Care Reform

7.76 Turkmenistan 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 indstry 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 diffiult to participate in such a system.

Recommendations

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.

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

* 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 crxe safety net. Currently, health services are
financed mainly from local budgets. Responsibilities for important soial services should not be given
to local authorities withouit an assured means of funding the services. The central Governument should
have responsibility for maintaining the safety net during the transition period. With local governments
depending on highly unstable income sources, the central Government needs to ensure the provision of
social services.
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Partm

Sectoral Reforms

Part m 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 infiascture 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 agicultural 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 refonn is important to create accountable and
responsive agents. It should entail restrucluring 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.

Energy (Chapter 9): While increasmg the value of gas exports to exsting markets should
be the main priority in the sector, in the longer term, investmnents in the diversification of trasport
options to enter new export markets is an appropriate objective. However, the economic viability of such
imvestments needs to be carefully weighed by the Government before any commitments 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 ener prices fudly reflect their cost of supply or, where
the resource is traded in world or regional markets, their export value.

Teleconunuication (Chater 10): Turkmenistanf'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 mainenancre and operation of the exisng network and the expansion of the higher revenue
genrating internationa services.

Environment (Chapter 11): A major reform of environental policies and institutions is
required concurrently with economic 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 envromenal protection are price reform, privatization and the establishment of a
competitive industrial structure. It will be important to establish the mechanism needed for the
development and implementtion of environental policy measures including an adequate monitoring
system, effective standard setting and enforcement procedures. Pollution fees and f ines will help finance
administative costs. User charges can helpxfimd fiture environmental investments.
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AGRICULTURE

8.1 Half the ption of Turkmmistan lives in rural areas with most of the activity
concentrated in the irrigated oases along the Kara Kum Canal, the Amu Darya and other rivers. The
re g 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, Turlnenistan 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 climate would also allow a large variety of other crops
to be grown. Turkmenistan now has the opportunity 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
employmet.

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, ofwhich only 1.23 million hectres is amble (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 qualiy. Furthermore, the high
degree of agricultral specialization among the different counries of the former Soviet Union left the
economy heavily dependert on food imports and security of food imports remains a principal concer.
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 Turkmemstan 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 production 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 hectare, the only move toward privatization has been
to develop leasing schemes for land on some of the state and collective farm to individuals.

8.5 The sector's problems camot 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
restructuring of the agricultural econony 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:

0 Macroeconomic stabilization and greater integration with world markets which
should include price liberalization and the termination of state orders,
demnonopolization of trade and gradual removal of non tariff trade barriers to
foreign trade in agricultural products. Without a suitable macroeconomnic policy
in place, investments in agriculture 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,
information 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 companies, private individual farms or true
cooperative farms with full legal and tradeable rights of property ownership.

8.7 In inplementing a structral 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 prices all at once; whether to permit private land and property ownership 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:

3 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, elime 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 adjustments shoulld 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 wefl as
other state enterprises. This action should be accompanied by liftng all
restrictions on where state and collective fams and entea:rises 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 tc -etain 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 firms must have the means to enforce contracts fairly, be freely allowed to
enter into 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 full 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 privaizing larger
enterprises.

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

- Restructring of State and Collective farms by separating out unicipal and
govermenal functions from cummercial operations. The commercial operations
cm 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 still the lUME7

dominanteconomicsector, accounting Grossain gr At hurltrmrl Proametlta

for 38 percent of the net material fill
product (NMP) in 1991. Agriculture 311m

and construction are the only two
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
NW of 3.0 percent for the same l

period. The crop sector accounts for _ lst.l rar A,rrcmttmrs crepe

approximately two-thirds of the gross _ cotte
value of output of the agricultura -" sara

sector. Cotton contrbutes three-
fourths of the gross value of crop Figure 8.1
production or about one half the gross
value for all agricultaual 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 witl likely increase more than output prices. Current
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price levels are considerably below international prices, which means that substantial adjustment will be
reqired before the economy will be integrated into the international marketplace.

Improving Efficiency and Incresing Output from Existing Resources

8.12 There is substantial room for mcreasing agricultural output from existing crops in the
short run by using improved crop varieties, on-farm 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 genet!c 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 mage-
ment practices. WLthin 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 restructming of cattle 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 comparative advantage lies and how the state
ivestock sector should be privatized.

Irigation and Water Man ent

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 acurent irrigated area of about 1.3 million hectares
is dependent upon the Kara Kum canal, which stretches over 1,000 kIlometers 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 undertakdng, the diversion of water for irrigation in Uzbekistan and Turlkmenistan 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 currently divided
between the Ministry of Irrigation and the Irrigation Institute. The Ministry of Irrigation (MOD) is
responsible for allocating water among users and for opetng and maintaig the Kara Kum 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 mainains pumping stations for high-
lift irrigation projects. These o ions are responsible for managing water delivery to the collective
and state fanrs, other economic enterprises and municipalities. Once water is delivered to these entities,
it becomes their responsibility. Thus the colective and state fanns 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 mnicipalities 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 collective 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 delivenes to farms and fields and maintain and operate the secondary
caml 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 personmel. 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 Ministy 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 may be introduced for the next cropping
season. If charges are established, this will be a very positive step for improving water efficiency. 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 tecbniques such as sprinlder and drip systems, are
quite expensive ($2,000 to 3000 per hectare). 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 inakes,
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-fanr water management and changes in the
cropping pattem.

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 currently approved and proposed projects be reviewed to see that they meet
the economic and environmental criteria of a market economy and are consistent with long-term water
needs.

Supply of Agricultural Inputs

8.20 The input distnrbution structure reflects the policy of the former Soviet Union for highly
centralized, interdependent and specialized production. Thus, Turkinenistn is dependent on outside
sources to supply ahnost 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 primary responsibility for the supply of all
agricultural inputs to the state and collective farms and the rest of agricultural sector. TSS is not within
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the Ministry of Agriculture but supervised by the Cabinet of Ministers. TSS handles fertilizer and
agricultural chemical sales and application. Most pesticides areImported, but some agricultural chemicals
are exported. TSS is considering the feasibility of manufacturing more of its own pesticides and
cbemicals Pesticide management seems reasonably well controlled because it is the responsibility of this
single speciai service. For example, TSS has confiscated all banned pesticides. TSS decides on levels
of imports, which fertilizer and pesticides should be used and, based on the availabiity of ferdlizer,
allocates supplies to state and collective farms and other enterprises.

Ferdlizer

8.21 Compared with Western agricultural practices, avcr-age 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 fertilizatLon fo, 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 California 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 P.O 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:

* 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 determine whether these rates are economic-I'. State and collective farm managers and
Ministry of Agriculture officials indicated that fertilizer was now being used more carefully and more
organic ferdlizers are being used because of the higher cost of chemical fertilizers.

Agricultural Chemicals (Pestiddes, Herbiddes, Defoliants, 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 agricultunal chemicals, there will condnue 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 ago-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 Cetral Asia, indludg
Turkmeisa, 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 Westem research institutions with similar
agronomic conditions. The goal would be to review and compare existing research results, develop
updated methodology that incorporates economic and enviromnental 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 cotton-picldng machines, that is, one tractor for every 26 hetares
and one cotton-picking machine for every 48 hectares. Until 1989, Turlmenistan was receiving almost
7,500 new tractors of all types per year. Tins nunber 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 smistics on the number of machines delivered since 1985, more than half of the tractor fleet
is less fhan 10 years old.

8.27 The situtmion is sinilar for cotton-picking machines. However, there is considerable
dissatisfaction with the cotton-picling 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,
n large discounts for Central Asian machine-picked cotton in world markets. As a result, the
Government instituted a policy in 1992 to encourage hand pikdng 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 coUective 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 machinexy is from the former Soviet Union, it is energy inefficient and is
larger than mav 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 a joint-venmre plant with Kubota to mamnfacture tractors and spare parts for farm machinery.
However, careful study should be given to this proposal since the Turkmemstan 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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2. The Liverpool price for Central Asian long staple cotton was $.5911b or $1 ,300 per ton in Septemnber 1992. The cotton
marketing board indicated the avenge 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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8.30 Key to roving efficiency in the farm machinery area is developing an independent
dealer and service network that maintains adequate repair facilities and supplies of spare parts. Becau
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
maciey services. Even inmost developing countries there are usually a large number of private repair
facilides, many that can fabricate otherwise unavailable parts.

Agrkultiral Fimance

8.31 Agroprombank, with 53 branches, provides the largest share of agrcultural lending in
Turmnenistn Agroprom shareholders include tie Ministry of Agiculture, state agricultural processing
enterprises and state and collecdve farms. Agroprom's main liabilities include deposits of agricultural
enterprises, Government deposits and lending from banks (predminatly from the Gosbank). The
lending of this institution is directed to state and collective farms, to the agricultural processing industry
and to support irrigation works.

8.32 Because of Turknenistan's continuing policy of subsidizing agriculture, Agroprombank
charges rates that, m many cases, are lower than those charged to other enterprises, particularly those
of commercial bans. A special credit line has recently been introduced 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 lendig increased from R27.5 billion to
1R33.8 billion, while the capital base of the bank rose only marginally.

8.33 As privatizaon occurs, means 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 fims. In the future, as the number of private farmers increases, the rural banking
system wil have to change if it is to serve the needs of independent producers.

Research

8.34 Agricultral research is carred out under the Turkrienistan Academy of Science by the
Desert Institte in Karam 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. T.here
are ten institutes, seven experimental stations, six experimental fiars and eight orchards. In the past
agicultural research was financed from budgetary allocations that came mostly from the former Soviet
Union, with some contnlbution from republic levels, state and collective farms and sales of agricltural
products. Replacement of funding from the Soviet Union level has been difficult. Most scientists had
few hinkages with other countries and only limited access to foreign scientific literature.

8.35 Most agricultral research has been directed toward the large state and collective farms
and was geared toward obtaining maximum output, pardcularly 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 funding is now limited. After
funding, the main problems faced by the Agricultural Academy in transformig itself into a modern
research institution are:

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

* RetraMng of existing research personnel.
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* Training new specialists.

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

'lraport

8.36 Because of Turkmenistan's remoteness to major markets, the availability of transportation
is critical for the competitiveness of its agriculture. Turkmenistn'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 ran 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 counodities.

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 former 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 stiml 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, distnbutors and consumers is long-haul road transport.
These low-cost road transportation services are provided by many independent trucking and service firms.
Improvements 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 Turknenistan 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 trucldng enterprises, auctions off excess inventories 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 turking enterprises and the spinning off of the transportation
units of various Mfinistries, 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 purease 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 space 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 fuits, vegetables and other goods, although prices are usualy higher fian 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 farms to sell above quota production and obtain needed materials.

TIURKIIENI STAN
Percent Of Plsnned 3tate Purchaumc of Agricultural Commodities In 19S2
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Figure 8.2

8.41 The development of a modem consuner-onented marketing system will require service-
onented marketing, distribution firMs linked by modem communications and information 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 disbution will remain under state control. Privatizaion 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 fiamework that provides for food safetq, standardization and quality
control, and support services such as market information, food inspection, financial services, training and
tecnical assistance.

Dzcx 8.2: The TurkmcmCoopetive Alliance .f. ..... :,
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8.42 Farmers markets are playing an increasing role in the marketing and distribution area,
and suprt should be given to expanding their role. In this regard, consideration should be given to
convertng the National Market in Ashkhabad into a modem wholesale market. The National Market is
cely loe near both the main highway and the rail line. There is also undeveloped space tat can
be used to expand te market area, improve access roads and build unloading docks, warehouses and cold
storage facilities. The first step is to undertakce a preliminary design and feasibility study of the area. LU
a wholesale market proves feasible, then fiancing froa variety of sources should be possible. Some

improvement, such as better access and expansion of the market area, could be u rtake while plans
are beig developed.
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Agro-Processing Griuti I' lttill Pritts 1111-12 jtpttulkr
Hut Imnutzl

8.43 There are only a limited number i I

of agro-processing plants, and except for cotton
ginning, the processing technology is relatively
unsophisticated. Only a limited number of ht

processed food products of modest quality are
produced, and losses of fresh fruits and vegetables 
are high because of poor handling and lack of
cold-storage facilities. Quality is also a problem. an llu111

8.44 A substantial potental exists for
developing the agro-processing industry in _ _
Turkmenistan because of the variety of Yittdli 011
agricultural crops that could be grown. However,
because of the iocation of Turkmenistan and
similar climatic conditions in other Central Asian
Republics, potenti areas for mvestment need to
be carefully evaluated m terms of markets and
altemative suppliers. Since the states of the
former Soviet Union are likely to be the major 1 guWe 8.3
market for Turkmnenistan 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 number of investments are being considered by the Govermnent 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
mivestment 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
Turkmenistan's comparative advantage producing subtropical agricmltural products in competition with
other Central Asian republics.

Inentive Framework

The Case for Price Liberaliation

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 procuremnt 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
agro-industry would most likely continue. If the Government 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
Prices In StateSlhops Or Selected Cs""edlLles - September 1352
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Figure 8.4
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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 conunodities 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 Turkmen 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 Centrl 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 betwoen 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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Decline in the Input Terms of Trade

8.51 Following the partial price liberalization early in 1992, food prices remained much more
constrained 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 price increases in October, 1992.
Prices for fertilizer and chemficals 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 a-.der 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 anid 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 intemational 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 TURRENISTAN
transport and purchased inputs. For grapes, GrnLt Ilafiriimla PrIest 1511112
Turkmenistan should emerge as a low-cost Times scrsm
producer. Grapes use relatively low levels of 211
purchased inputs and have high productivity
levels. lispill

8.54 As for the livestock sector, sheep
raising will be least affected since it uses few
purchased inputs other than veternary medicines. rAhi.
Poultry production, which is already unprofitpble, Yuietiltlei

will be most affected, since production is highly bless

dependet+ o-n good location, purchased inputs and "Un"*

energy. Dairy and beef production will likely Ptties

continue because of the inclusion of legumes in h.* .

the crop rotation and use of family labor.
However, higher feed grain and energy costs will
raise expenses and reduce profits, particularly for Uris
marginal producers. - it

Tradie CAstes Rite,l

8.55 Turmcime n is a large net
exporter of agricultral cc.modities if exports are Figue 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 intemational market, this would have netted Turkmenistan $300 niillion dollars.
Turlaneistan 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, T urkinenistan
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 Goverment 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 Agriculural trade is constrained by barriers on both the inport 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 international market,
developing good transportation fcilities and linkages through Russia, Ukraine, Kazakhstan, Uzbelistan
or neighboring countries and developing iternational marketing experience. Regaiimg the market share
for fresh fruits and vegetables will require developing new marketing channels to the other countries of
the ;,ormer Soviet Union, reducing shipping losses and improving marketing. Developing markets will
require products that meet inernational standards, are low cost and are either easily transported or have
high value. Imports are constMained by the lack of access to foreign exchange, import controls and price
contros, lack of infonnation on availability and cost of foreign goods and high tranWortation costs.
Domestic prices are still much lower than international prices for both exported and imported
commodities.
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Land Reform and Privatation

8.57 The transition from a centralized command economy to a market-driven economy requires
a continuous decentralization of decision maldng from the central planners to independent finms 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 Government. 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 risk investing time and capital into an
economic activity, there must be secure, tradable rights for that activity. If the ownership of property
is not allowed, leases must 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, manufactuing and distribution sectors.

Agricultural Privatization

8.58 The Ministry of Agriculture is preparing two supplementary laws on agricultural
privafization to complement the general privatizafion law passed in early 1992. The first concerns
privatizatike of state farms and cooperatives and the second, the purchase of individual land plots by
farmers.'

8.59 State fmland is currently owned and controlled by the oblasts. Collective farmland is
leased by the oblast to the collective, who has no rights to sell it. Ownership of both will apparently
shortly be transferred to the Ministry of Economics and Finance as described above. However, new
legislation is expected to grant most of those living on the land a "private" 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 Options 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 farmers 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
farms are leasing cotton land.

8.61 The intention is that for a mamber (possibly 15 percent) of the 150 state farms
Government will retain a controlling interest to prevent shortages.4 The remainder will have the option
of prvatizing fully, as described below. All forms of destatization wil be voluntary. In the first stage,
farm workers need to purchase the farm assets (buildings and machinery, but not land) from the state.
Valuation will be conducted by taking the original value; mins depreciation, of the assets. Original
value should not include reinvested profits (which are considered as already belonging to the workers).

3. The first law is largely complete, and the second around 25% complete, with two Ministry officials working on them
since April 1992. and apparendy consulting widely with fanners themselves.

4. Examnples given were cotton seed production, which only two fanns specialize in, and poultry.
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A certain pertage (10 to 30 percent) of this residual value is given to the employees at no charge. The
more profitable the farm, the less is distrbuted 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 employees, unless the state wants to retain
majority control, in which case only a minority share is offered for sale.

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

Box 8i3:
: .ati.tion of Agriculturl A&.i

'Draft Options for Fium Organpiation

Option 1: U-nion of leaseholders Paving a Fixed Shar of out

.:This option mains the basic structure of he cooprative, n by.an aasodadion o.flessoldcr" elected
by th firmers. Each frmer is given an individual lease on his or her land; for a minimum of 10 years,
wFith an unspecified -riht to buf- at some future point. Thirty peicen of the farmn6s produce is gives
o the state fam as: a ease pavment, which also covers the union's stare land taxes. The :remainig

.70erine:of prod c an be sold .privately. or to the state farm. Paynts for Value AddedTaxes,
servtces such a:s' uw of tnim mitarhi -and inps such as: fertilizer and irrigation are the responsibility
ofea. : : t..a.

Ontion 11: Union of Le teholders Sellinp Produce Collectivel.

Under this. arrganegti all U: d paportionl of each firner's output: is sold to the: ement
- ..company.i*hich is esdimaed:to be sufficieat to cover theico ssof a lcntirally providtd services. The

armer is fiee to market ainy produciioa in excess of the agreed-upon sbare however he wisies. lhe:
company tden markets theprodc rceieved, and at yuar.end, the:iimianagemant presets all fnnerrs :iti
an account of th year td divides up any.profits. . Bid: fazncr is responsible for jaying a mx on the land
he or she is usnigdinictly to dhe.tax insprorate.

Option _1I: Sarate Leaseholders .

:This a ngent ebles leaseholder. to conduct -beir tax dcalings with the sate.direcdy and to pa for
or supply sr ownservices (thiismilL appeal-particularly to manibinery owners).: This appears to be thE
most, radical form'of privatizatioii. but nay be. subject to a number of practical problems (some mtenl-
provision of n'nicipul' type infrastucture and social services, and some cental purchasing of outputs.

.:scem ievitabic in the short anid indiunt crm). -
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Reorganizion of Farm Services

8.63 After both state farms and cooperatives have transformed thiemselves into joint stock
companies in this way, the next stage will be to create a separate farm-management services company,
which sells inputs and markets output. Details of current thinking on the altenmatives 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 farmers. Although this
appeared acceptable to officials in principle, the mechanisms for such sales, and other preparatory work
(including a definitive survey of farm 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 enviromnental 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, investnents 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, elimiating 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 cotraint 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 wil 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 collectirve 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 interational cotton exchange. Finally, consideration
should be given to setting up an intnational commodity exchange covering a broad range of
commodities in cooperation with other Central Asian countries.

8.67 The nxt priority is developing the institutions and legal famnework 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. Nonedeless some land has apparenty been sold on a 99-year lease for indusliat 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 TranDsition

8.68 Turknenistan, 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 agricultire 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 GoverLments.. This will
require laws establishing local governmental units, decisions on how governing bodies will be formed,
identilfiation 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
provided by these farms.

Role of the inistry of Agriculture

8.69 Another problem Turkmenistan faces is developing a functional Ministry of Agriculture
from a number of disparate entities chat 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 Gospian would pass information
to the central government, the cental government did not feel obligated to follow these recommendations.
The Turiaenistan Ministry of Agriculture was formed from three earlier ministies 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 taining 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 reforms; 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.

LIog-Rum 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 opporuities
develop in the rest of the economy. This change wil require production adjustnents to less labor-
intensive crops and livestock activities, unless imgrant labor is usedc The largest restructuring will likely
occur in the livestock and poultry sectors. Livestock production will become more specialized,
particuly the dairy industry. Sheep raising will reqire the fewest adjustments and, with imprved
management, will remain profitable. Tne poultry industry will require major restructuring and will not
likely survive in its presen 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, modem tanning and wool processing
facilities, cotton texffiles, and modem dairy and milk-processing facilities.

Box 8.4
Technical Assistauice RaoD -dations.
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CHAPIER 9

ENERGY

9.1 Turknenistan 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 Turkanenistan 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 tride 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 Turlknenistan supplies

oimg 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 Turkmenistan'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- curreny
revenues. In 1992, the natral gas subsector is estimated to have contributed R22 billion to Goverment
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 direcfly to the Government. Other sources of
fiscal revenues were comparatively small.

9.5 - The prospects for the nanural 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 cballenges
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
county's natural 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 recognizes
that foreign investors will play a crucial role in developing this potential by providing capital for
exploration and development and by introducing new tecbnology. A satisfactory legal and fiscal

1. Assuming an average exchange rate of US$1 = R267 for transactions through 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
changred 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 investment 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 determined. It would seem wise for the Government as far as possible to seek 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. 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 existng 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 cental 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 negotiatng 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 strengdten the
profitability of sector enterprises to avoid the prture loss of sector capacity. In the interim, given the
backlog of work that needs to be undertbk, these remedial investments should have priorit 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 consistently 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 full production potential of the system to one driven by an aggressive objective
to maximze unit prices and total revenue from gas exports. There was a serious dispute with the
UTkraine when it refused 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 exporj 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: Level and Composition

9.11 Turkhnenistan ranks high in the world in the potential occurrence of natural gas. Total
indicative resources of natural gas have been estimated at about 14 trillion cubic meters (tca) based on
the analysis of the country's geologic structures. As of January 1, 1993, a total of about 4.0 tern of non-
associated gas had been identified in the country tdrough exploration activities. Currently, total remaining
identified reserves of natural gas amount to 2.7 tam following the cunulative production of 1.3 tam 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 tem or about 15 years of production at current production levels are
assessed by Turkmengeologia (the GCovernment's geological agency) as capable of being produced on an
economic basis (i.e proven and probable).2 The balance of remaining reserves are awaitirg 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 distnbuted amongst 122 relatively small fields.

Constaints on Futore Gas Production
Historic saS Product ion

9.12 There are two key potential
constraints on future gas production capacity:
(i) the tecbnical capacity of the domestic gas
producing industry to appraise and develop
reserves on an efficient basis; (ii) the financial '

and techiical 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 meters) . . . t . , l . , l * I

can sustain production at recent levels untl T

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 annum.
Compounding the problem of low productivity, the local industry does not have, at present, the requisite
equipment or experience to drill in the high-pressure zones charateristic of most of the recent additions
to identified reserves.

914 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 bilion cubic
meters. This deterioration in reserves replacement reflects an end to the period of easy gas discoveries

2. In the system of reserves classification of Turkmnenisuan and the FSU, these reserves are trnmed Category A, B, and
Cl reserves.
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in Turanenistan. 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 exploratioh. The technology and know-how for effective exploration
in such conditions is not generally available ir. the former Soviet Union. If this trend of poor reserves
replacement continues, the industry wil be effectively liquidated within the next 30 years.

The Prospects for Futue Gas Production

9.15 Assuming tat no significant policy or management actions are taken to improve the
sector's operating performance, a likely fxture 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
Amu Darya basin, the base of the country's non-associated gas production? 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 billion 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 histead of allowing the depletion of existing producing fields and of its production
capacity, Turkmenistan has the option of bringing into production currendy proven and probable reserves
in the other smaller developed fields. However, this will not make a material difference to the
sustainability of exportable outpvt in the medium term. Total gas production would decline to about
60 bcm 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 further augmented by brnng 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 reseves 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 nahural 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 irvestments 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 nantml gas production emanates currendy from associated gas fields in the westerm part of die country;
produlcton from this source is projected to amount to no more than 4 billion cubic meters a year. The production profile excludes
dhe potential for greater production as a result of actal gas production that was significandy lower than te production potential
in 1992.
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Gas Production Potential
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Figure 9 .2

Government Cas Sector Development Strategy

9.18 The Govenmen recognizes the impending crisis in the country's gas production potential
and is engaged currently in formulat a revised long-term strategy for addressing the key underlying
issues facing the domestic industry. Central to the evolvig strategy is a large emphasis in attracting
foreign technology and capital to relieve the key potentidal constaints on gas production capacity. This
strategy would need to address effectively four areas in order to set the basis for achieving its main
objective: (i) the establishment of a clear and comprehensive legal, contractual and taxation framework
to assure potential investors of a stable operaing and commercial climate 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 activities; (iii) the arraugements for pricing and marketing gas and the terms of access
by third parties to the exisig gas transmission network within the country; and, (iv) the Governent's
stegy for addressing the key export market nsks in the short-team and for establishing alterative
infrastruure access to export markets in the medium to long-term. The extensive experence of the
World Ban 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 jroduction, promotional initiatives in gas-prone territories are unlikely
to succeed.

9.19 Based on a revised strategy for development of the gas sector, the Governmuent expects
gas production to be progressively expanded to about 210 bam per annum by 2006. This is a very high
case scenario and would require all the key elemrents 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 Turkmenistan's competitive
advantage in such markets. The implicit export market demand is very optimistic. Currently, the market
for natural gas in Europe is estimnated at about 350 bcm, of which Turlanenistan 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. Turknenistan'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 financial constraints on gas production capacity, gas production could be mnaintained
at recent levels in the medium tenr and significantly expanded in the longer term if prospective market
conditions permit.

Gas Exports

9.20 No meaningful data on export patterns are available for the period prior to Turlcmenistan'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 Turlrnenistan gas exports were assigned to
Uzbekistan, which was self-sufficient in gas.

9.21 Turkmenistan started negotiating 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 Turknenistan accounted for about 27 percent of all gas exports by regional producers.
More inportant, 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,
Turknenistan supplied about 25 percent of the Ukaaine'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 sbare of 11 percent of regional natural gas production in 1991
and confomis 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.
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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 producirng republics. Using this basis would give Turlanenistan 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
Turklmenistan's allocation. Thus, in the short to medium term, the prospects are limited for increasing
exports (notional or actual) outside of the system. Turkrnenistan 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 Turkmnenistan regional gas exports is the possible inpact of
developments in the Russian domestic gas ruarket 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 (bWm). 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 demand for Turknenistan 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 Turlanenistan 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, Turknenistan may well be able to improve the prospects for
changing the allocation or limiting declines in its export mnarket 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 Turlknenistan expectations as to the direction of future prices. At the
beginning of 1992, export prices to countries outside of the fonner Soviet Union were set at US$75 per
i million cubic meters fob Uzghorod on the Ukrainian-Slovakia border. Reflecting the underlying
allocation of ex-CMEA markets to Turkmnenistan, 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 meters 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 Turkmnenistan 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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927 In January 1993, the export pricing basis was revised. Export prices to the former Soviet
Union rePublics were again set on a unifonn basis (at the Turkinenistan border) at 60 percet 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 subjec-t 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 fonner Soviet Union and
outside the former Soviet Union with settlement in convertible currency. The original goal of the
Govemrnent 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 toward the former Soviet Union republics, in particular, Ukraine. Turkmenistan was able
to speed up the rate of adjustment of its prices by linldng 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 by the price of close energy substitutes,
mostly heavy fuel oil or various grades of gas oil. The prices of these substitutes are in turn detenrined
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 nmarkets 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
and protecting the competitiveness of its gas implies accepting different prices at the Turkmenistan border
for different republics depending on transport costs and domestic market c'aditions. This should apply
as long as the revenue earned at the border is greater than the economic value of gas.

Gas Pricing Issues

9.30 Turkmenistan has already encountered significant problems in implemnenting 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 Turlkmenistan. 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 accounts 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 regime 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
review is primarily technical. Until detailed 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 altemative 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 te 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 potential 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 currently obtained in the former Soviet Union. Since
these markets are likely to be substitutional given gas production constraints in the medium term, the
Govermment 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 Govenmnent'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
prelininary 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 retums to this project are significandy less than should be
expected from a capital-intensive investment in a highly cyclical industry. In particular, even if the
natural gas input is 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 fonner Soviet Union.

9.35 Themamnfacture of polyethylene is an establishedprocess, 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 arangements 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 deternined. 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 distribution network was restricted by
lack of funds 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 thisexpansion 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 predominmtly by the household sector particularly in rural areas where it is a
primary 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 incremental 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 would 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). hportant 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 potential energy requirements in rural settlements, the appropnate
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 utilizadon study.

Investment Needs

9.38 Capital expenditures related to gas production and transmission 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-tenn 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
Govermnent 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 former 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 scenano, 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 biUlion 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 financed
with significant exterml investor participation.

9.40 In the medium to long termt, he realization of the potential for the sector to be the motor
for the rapid tansformation 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 cmcial to mobilizing the magnitude of external financig that would be
required to implement these investments.

The Oil Sector
Oil Reserves and Production Potential

9.41 Turkrnenistan has substantial, if latent, oil production potential. Proven and probable oil
reserves are estimated 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 Reflecfing 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 fiom
112 million tons in the period 1981-86 to 47 million tons in 1987-92. However, in contrast with the
natural gas industry, the production potential 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 fiancming needs. More typical ratios are in the range of 12 to 20. In the
case of Turkmenistan, the high R-P ratio prinarily 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. Turkinenistan 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 anmum 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
Turklenistan 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).

Historic Oil Production
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9.45 Present oil production is characterized by extrenely 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 R1.4 billion in profits before drilling
operations, or the equivalence of US$0.50 per barrel of oil produced. In contrast with the recent past,
Turinenistan 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.

Strengthenng Sector Performance

9.48 In the short run, the Government would need to adxress the industry's underlying lack
of financial resources for essential maintenance activities in order stemming the declining trend in
production. The Govermnent 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 R15i000 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 e 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 atracting foreign -apital,
the institutional structures and legal and financial 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 Government
and the long-term economic interest of the country. One of the best ways to eliminate this conflict of
interest is for the mangement of all promotional work to revert to the Govermet. 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 Goveniment, 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 petrolewn 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 contingenit 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
performance of the iree joint ventures based on analysis of liniited but publicly available financial and
geological information is summarized in Table 9.1.

9.51 0 i 1
production from existing Table 9.1
discovered fields is expected Incremental Production by Joint-Venture (JV)
to be more dtan doubled by Pojcts
1996. Total domestic crude
production will then be equal 1994 1996 1998 2000 2005
to about 190,000 barrels per Production (mln 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 SOce: 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 vahlation 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 sbare 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 retums (post-tax returns to their minum required
investments, including signature bonuses, are esfimated at 40 percent and 60 percent, significantly greater
than prospective returns for much higher risk petrolem 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 Turlaneneft or in the
Govenunent 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 fbr 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 importer in the medium term.

Power Sector

Structure and Operations

9.56 Turkmenistan 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 Kazkhstan, 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 54 perceat
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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Ficial Viabiity

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 Turknmenistan 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 international rates.
Tariffs for households, which were pegged at RO.08 per kilowatt hour throughout 1992, have been
signifcantly 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 effcct 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 will 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 requirenents. 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 commnitted 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, tQis investment cannot be supported by anticipated growth in
load in the domestic market where electricity demand fell substantially for the first time in 1992 and is
not expected (based on the macroeconomic 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 planming on rationalizing its power system to reduce and ultimately eliminate
the need for imports. The Government should consider deferring the project until its viability as a least-
cost source of needed power can be established.

9.60 Another investmnent 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.

Ener 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 kilogramsOE/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 Unlike in almost all other republics of the former Soviet Union, overall energy demand
in Turkmenistan continued to grow during 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 Governnenlt price control policies and pos-ible expansion of supply, notably the
addition of connections to the gas grid, energy demand is not expected to decline in the medium tern
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. Unconstrained growth in demand can only be satisfied by these sectors
through either significant Governent subsidies to expand capacity or reductions in their exports and
large operational subsidies to stay viable.

Energy Prices and Taxation

Pricing

9.63 Turkmenistan has maintained a system of highly centralized control of all domestic energy
prices coupled with the administrative allocation of oil products. While prices are set to allow enterprises
to cover their operating costs and be nominally profitable, the level of profitability on domestic operations
is not large enough to allow for adequate maintenance expenditures and replacement investments. The
operating performance of key sector entities with predominantly domestic sales and little or no access to
foreign exchange has been deteriorating, and there is a substantial 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 enterprise operating costs, enoDurage the cross subsidization and
continuation of non viable activities, particularly in the absence of competition or regulatory monitoring
of efficiency. This is reinforced by Govermnent 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 ii 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 distinction 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 infrastructure that would be economically inefficient to duplicate. In the case of
Turkmenistan, 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, 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 remam
commercially viable and can take the actions necessary to promote this.
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9.65 The Government's recently implemented directive that the main natural monopolies in the
sector-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 mairdy on the position that, given
the country's large natural gas potential, the value of the marginal quantities of gas involved is negligible.
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 Turlanenistan 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
imnplementation of the distribution system expansion currently under way and assumning 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) tde 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 sho 1 be
provided directly 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 adjustri4nt
of prices over a short, defined period to import price levels. Initial 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 accbmpanied by the removal cf 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 competitive basis; competition would ensure that efficiency and profit margins in domestic
distribution activities are at reasonable rates. This goal can be achieved by restructuring petroleum
product distribution into smaller competing wholesale and retail distribution units, the operation of which
may be franchised or fully privatized.

Table 9.2:
Turkmenistan: Domestic Enery Prices

1991 Nov 1992 August 93 Est. Economic
value#

Crude oil (Rlton)
Producer 70 2,000 22,000 94,000

Refined oil Products (R/ton)"'
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

Natural gas (R/1000 cubic meters)
Industry 34 235 770 16,000
Residential 50- 150 free -

Electricity (R1000 Kwh)
Industry (<750 Kva) 40 250 8,000 14,200
Residential 40 80 120 --

at Estimates as of August 1993.
b/ Ex-refinery; excluding any excise taxes.

Source: Data provided by Turkmengas, Goskomnefteproduct, Turkmencnergo, World Bank staff estimates.
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9.68 As long as export prices fo; 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 Goverunent
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 Turknengas, 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 Turknengas'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 Turlkmengas is relatively light. However, the level of the royalty (22 percent) could prove
to be severely distortionary at certain output or price ranges and could 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 Government 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 interationally. Such taxation should still follow the
principle that the Government'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 fmance
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 future yield from such
a tax.
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TELECOMMUNICATIONS

10.1 A well-functioning telecommunications system is crucial to Turkinenistan's economic
development. The country's distance 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. 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 subscribeis, 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 intemational destinations outside the former Soviet Union.

turrent Status

Institutional Set up

10.3 The sector is now fully owned and operated by the state. The Ministry of
Communications (MOC.) is the monopoly provider of all telecommunication services. The MOC is
responsible for strategic planning, policy, regulation and operational functions. It has accountability for
local, long-distance and international telephone, telex, telegraph, mobile and data communication services.
In addition, MOC has responsibility for postal 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 international basis. These include the Ashkabad city network, which provides local
services in Ashkabad and five regional enterprises; Velajat, which replaced the previous oblast
organization and which provides local services outside 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 IIdquarters'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 telecownmunications staff per
1,000 comnected 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 Iues

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 staff 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 Turlanenistan, 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 Government's 1992 budget allocation to MOC is too low. It amounts 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 dte telecommunications sector as well as its operations from
intemally 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 Govermnent 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 Goverrnental subscribers, while 70 percent are connected
to residential 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 comected 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 via Moscow. There are two
circuits from Ashkabad to Bakl, 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 faecilities via Intelsat IBS to
Ankra, 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 UCK
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 Govenmuent agencies. These include Aeroflot, the gas
enterprise, railways, Ministry of Water Resources and the power enterprise (QUA]).

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 Ashlabad.
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 Tl' and radio progran 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 opertes a mobile radio service based on the Soviet ALTAI system with one
exchange and one base station in Ashkabad. The area covers Ashkabad with a diameter of 30 to 40 ln
the capacity is 300 channels in a 300 megahertz frequency band.

Performance

Te ical

10.14 The local, long-distance and international networks are not operating satisfactorily. The
local and long-distance (with the former Soviet Union) networks need constant mainenance. 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 liniited circuit capacity in Moscow. No fault statistics are available. During recent years 12,000 to
17,000 new lines were conmected 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 contiues 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
unliniited 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 51,500 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 availabre. 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
billing. Bills for long-distance and international calls are produced monthly. A disconnection policy for
non paying subscribers is in use.

Constaint to Sectoral Development

10.18 The development of teleconmmunications is constrained by the sector's inadequate
structure, and finances and by a shortage of skilled staff.

Inadequate Stuture

10.19 The structure of the telecommunications sector is an improved version of the structure
inherited from the forner Soviet Union. In the summer of 1992, several steps were taken to restucture
the sector. Radio and TV broadcasting services were moved to a state comnmittee. In 1993
telecommunications and postal services were separated. A new telecommunications law is currently under
prparation.

10.20 These are steps in the right direction, but they should become part of a comprehensive
and clearly defined sector-restructuring progEam 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 fiancing 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 financial position,
takdng into account the following issues:

* Resource mobilization policy.

* Tariff structure and levels charged for services.

* Revenue sharing (inter connect agreements with other 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 Turlanenistan's economy, the telecommunications
sector is short of staff with the skills needed in the new environment. This staff shortage includes
accountants, financial analysts, commercial 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
b'e developed, the sector-restructuring 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
restructuring and a short-term investment strategy are presented below.

Sector Restrcuring

10.25 The main elements of the sector-restructuring program 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
enviroranent for achieving them, controlled by appropriate legislation and managed by appropriate
entities, that should lead to Turanenistan achieving those goals. This sector policy should cover the
following areas:

* Clearly defined and, quantified 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.

i0.28 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 telecoummunications sector needs to be put on a sound and independent legal footing.
The MOC is expected to present to the Govermnent its proposals for new legislation shortly.
Telecommunications should be treated in separate legislation, rather than in a general public utility law.

10.30 The teleconmmnications law should establish the responsibilities, duties and functions of
MfOC and the telecommunications operators. The law should also specify a comprehensive franework
for licensing for the following reasons:

* 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 telecoumnunications operations.

Operations

10.31 To promote efficiency, operational activities will need to be restructured to be autonomous
and along more conmmercial 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 and 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 performed 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, commnercial, 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 dearly 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 fiancial statements, including an income statement, a funds
statement and a balance sheet, and have its accounts audited by a firm of
iternational standing.

* Establish capabilities and procedures for international traffic agreements and
settlements.

* 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,
fmance, management, operations and maintenance management, procurement and
contract administration) to build the corporation's institutional capacity and
ensure sustainabilityof 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 Govermnent's financial burden.

* Managing operations more efficiently.

* Establishing effective separation between Govemment 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
telecomimmunications 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 Ventures

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:

* Evolution of policy and regulation.

* Technical systens, 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-terrn unbalanced
comnitments.

Short-Tnm Ilvestment 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-terrn 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: (I) continued maintenance and
operation of the existing network to avoid any major disruptions in services and to eliminate major
bottlenecks, and (2) expansion of intemational 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 'oviet Union will be improved after
completing the final testing of the DMS-100/200 exchange and Intelsat lBS earth station. In the
beginning the system provides intational circuit capacity to Ankara, 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 PIT and other major correspondents how to route outgoing and incoming traffic
via Ankara in addition to Moscow. Arrangements should be made to route inteknational 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 international 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 condnue with its efforts to establish direct CS circuits from the
KVARTS exchange to Tehran, Iran. The MOC may also want to start negotiations with Turkey, Iran,
Uzbeldstan, Kazakhstan and Azerbaijan about the technical possibilities of routing traffic via their
facilities to and from international 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 international
telex exchange with 100 to 200 terminals. Direct circuits can be established to Turkey via the above-
mentioned satellite system and to Iran via the terrestrial network. To provide both national and
inerational 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
replacement 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 ordering
a new System 12 exchange in the same building, subject to price, financing and technical considerations.
Celular mobile services could be provided. by a joint veniture interfacing with the MOC's fixed network
for intemational traffic as well as traffic to and from the local fixed network.

Box 10.1
Technical AssAlance

.... To fcialitate ilstitutionni reform and development of-new setor policy,.regulation-and
: :operational ar-angements, it. is essential that a counprebensive technical assistanceMplan be implemented.
The pr:yogram.shbuld have two main components: manpowerAdevelopment and consultant-serVies..
,Pmvidinl funding for such a program should be considered a priority.

. ...Manpower development would concentrate on developing skifls require hto t the
I C..reuilatory and. policy functions as well asthe inteinal restructuring ofithe Ministry jand the o.eratin

'entities The elementofthe power delopment ... pr.oguram s hould include:

* ' ' * :Limiued.formni training abroad for some staff in key. technical areas.

*-* :! On-the-job trhimng. thrugh working with consultants'.

T:he.offering of courses in Turkmunistantoibi organizd and conducted by foreign and;
local- Erair.ers' : ' :

S. * -* .Establishmnent of an effective twinning arrangement :for in-service ring, and
exchange of professional knowledge and e ri en .'n . ." i '

With Teferenec to the twinning arrange t,. a number of Turklccnistan's tclccommunications
stiff .Would travel to and .work within a 'sisterlcommLunications organization in another country.

:- 7Teise stiff inmnbers should be ruired to teabh their colleagues on the subject. of their assignment
'.i&when they return to Thurkienistan.,...Staff from the:.sister"::organization will .work with MOC's .staff,
i.teah.the:and. provide ihe iecessary support in carying out: the various fun6dons.: The organization
,:.- sicced sbould.bc:operaiing more efficiently.and.effectively.than.MOC.in an.envirooment sharing at-.:
-<s ,least, some' of tihe; techinical; economic l scaChIditiSof rst;'.;:.. the.. economicand'social :chnr-d'ctristics of Turkinenstan.'

Consuf ;Xlting usistaui is required in preparing,ithe ne itelecommunications law; prprin :
amp.lementing a regulator.yframnework; developing a tariff policy and dctermining.sound tariff structure
and4level;: deloping ade ate ing andfi'nancial managCeeL-,syst and procedures,s .d'clepwgywcedurc forin:mterational traffic ageemens and settements and developing a..

e. sagmet information sy.sntem ,.. ;.:, v.... y.... .,i- *- - * . . * . ..e.m-:I:::.*.. .. ::. :*.-......**-...sys. -* 
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ENVIRONMENT

11.1 Turkmenistan's environmental 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 environmental implications. At the top of the
priority list of environmental 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 enviromnentally unsustainable agricultural 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 additional pressure on
the natural resource base and especially on the limited water resources. In Turknenistan 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 drincing, economic activities and waste disposal are expected as a
consequence of population growth and land-use patterns.

Current Status

Water Pollution

11.3 Water is very scarce in this arid country--Turkmenistan has very limited groundwater
resources-and water pollution is severe. Currently, cotton irrigation requires 12 cubic meters of water
per hectare. Using modem 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, a decreased flow of the
republic's principal water source, the Amu Darya River, and degradation of the Aral Sea.
Turkmenistan's drinking water is highly contaminated with runoff from the cotton fields. Water tested
in wells in the Tashauz Province showed sulfite levels 50 times higher than normal, chlorides 40 times
higher, calcium 17 times higher and magnesium 10 times higher. Vegetables grown near the cotton fields
have levitate nitrite levels, and pesticide residue is even showing up in breastmilk.

11.4 The Turkmen part of the Caspian Sea and the corresponding coastal zone are still
relatively free of significant envirownental problems except for pollution risks from offshore oil
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platforms. However, better coordination and active parcicipation 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

11.5 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 environmental 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. Turknenistan's Government intends to allocate Rl billion for the pre-Aral area, to install
pipelines for drinking water and provide social assistance for the people. The priorities 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 PoUution

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 transpori 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 petro-chemicals and the natural gas industry.

Protted AreatWildlife

11.8 Flora and fauna arc 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 operating budget in 1990 was only
R1,475,000.

Energy Efficiency

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 amounted 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). The 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 income of the population and relative weafness
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 Inputs

11.10 As noted, agricultural
envirounental issues focus primarily on use of Emerat Consumutlon per Cept'
agriculturl chemicals and to a more limited
extent on untreated or inadequately treated liquid d-E
wastes from livestock operations. Agrocheinical
soil inspection has indicated that about one third
of the soil and two third of the plants contain
pesticides. A number of pesticides are used,
notably 7000 PY magnesium chloride as a cptton
defoliant (12 kgtha), Targa-Super for fungus
control, thiodan and chlorophos and parathion-
methyl, a highly hazardous pesticide if applied by Va

inexperienced applicators. Defoliant application
rates have decreased by shifting from airborne
application to ground-based tractor application,
and fThiher decreases are anticipated by _

developing shorter duration cotton varieties that Figure 11.1
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 numnber of state fanms 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 fertlizers).

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 outdated or banned materials.
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. Currently,
those materials are buried in a concrete bunker near Tashauz (within the Aral Sea region). There is no
routine monitoring program at the site, although it is claimed to be fenced and guarded. It is also claimed
that the location is seismically stable. Pesticide management seems reasonably well controlled because
it is the single responsibility of a special service. Previously all 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 trustworthy as residue work can easily be corrupted 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 contamination of the ground
water that is the source of drinking water for the population. The major cause of death in infimts 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 Environental Protection was crated in
July 1992. It integrated the former State Committees for Environmental Protection, for Forestry and
Pasture and the Hydrometereological Departnent. It includes six departments:

* Environmental Protection.

* Protection of Flora and Fauna.

* Forestry.

* Hydrometeorology.

* Administrative Plamning.

The Department for Environmental Protection has two divisions, one in charge of control and inspctdon
and one for ecological expertise. The chief priority of the ministry is an adequate supply of poable
water.

11.14 The Hydronimeteorology Departmt is in charge of monitoring the air, the surfice waters
and radioactivity; underground waters are monitored by the Ministry of Geology. There are laboratories
at all oblast offices, for climatic analysis and enviomental pollution. The data produced ae provided
to interested ministries and research institutions to support their activities, as the Ministry of Enviromnent
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 n and
shortage of equipment, instruments and supplies caused by serious budget constraints followmg the
termination of funding from Moscow. Most technical staff are unfamiliar with the manner in which
enviromnental 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 cntch les
costly policy or simple technical interventions.

Enlironmental Fund

11.16 All the former republics recently created Environmental Funds to be replenished through
fines and fees for the use of natral resources. Sources of income include fees for allowed discharges
of wastes and fines for violations of the nrture protection regulations. Funds were settled for five
regions, in a total of about Ri.2 million. Thgre is a need to increase the fines and the cotollmonicoring
system as a way to avoid violations of the established norms.
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Environmental Policy

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 sysems used in the
Former Soviet Union. Many of these standards appear to be overly strict and are therefore evremely
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. Enviromnenal permits are required to obtain funding for projects.
About 60 percent of projects are refised at the first analysis. There are some difficulties in implementing
this policy, given the lack of human resources. In Turlunenistan, 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
manamgement and with the collection of fees and fines for the use of natural resources. The common
problems include the following

* Obsolete laboratories and field equipment.

3 Lack of chemnical reagents.

* Inadecli-ate 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, dtrough the pressures of mass media and the demands of non-governmental
organizations. 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 environmental
pollution, to introduce waste-free, pollution-free technologies, to build treatment 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 Arl Sea itself is impossible, but saving
water is possi-ole.

Recommendations

11.21 It is vital not to see economic development and environmental protection as mutually
exclusive policy objectives. The chalenge is to find ways in which enviromnental considerations can be
factored into a broader reform process, to find ways of promoting economic efficiency and environmental
policy goals at the same time. A radical reform of the economy provides good opportunities for pursuing
economic and environmental objectives at the same time. In many cases the mechanisms responsible for
inzfficiency and wastage are also responsible for pollution. These include central planning based on
quanitative producton targets, a pnCrwn system that subsidizes the use of energy and raw materials and
lack of any ixcentive to use clean technologies. From the policy perspective, market-based reforms of
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these policies and practices can help achieve enviromnental 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 efficiency and environmental
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 environment 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 environmental problems; indeed, left to themselves, market forces will generate their own kind of
problems. A major reforn of enviromnental policies and institutions is required concurrently with
economic reforms. Economic reform is a necessary but not sufficient condition for environmental
improvement. Steps to reform environmental institutions and 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
differentiation 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

0 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
will help finance administrative costs. User charges on enviromental 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 critical 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 initiatives.

- Elaborating and implementing a conservaion strategy in conjunction with the
privatization of land.
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11.26 In the industrial sector emphasis should be placed on those processes tat can be
redesigiled at little or no cost in order to achieve efficiency and waste and pollution reduction. Before
specific recummendations for pollution control can be made, 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 shuting certain facilities down. If it is the latter,
pollution problems in large measure would be resolved as a part of economic restructuring when the
indusial facility is closed.

11.27 Policies regarding chemicals must be developed and properly implemened. It is vastly
cheaper to eliminate banmed 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.
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ARAL SEA ISSUES

Backgrounld:' The Aral Sea lies between Kazakbstan and Uzbekistan in a vast geological
depression in the Kyzylkum and Karakwn deserts. In 1960, the Aral Sea was the fourth largest inland
lake in the world. Since then, however, it has shrunk significandy because of nearly total cutoff of river
inflow from the Amu 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 kni to 37,000
km'.. The salinity of the sea had increased to 2.8 times its 1960 level.

The Anl Sea basin extends over 690,000 kcm2, including the republics of Kazakhstan,
Kyrghyzstan, Tajikistan, Turkmenistan and ULzbekdstan. 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 Kyrghyzscan. It runs across small portions of Tajilistan and
Uzbekistan and through the Kazakh provinces of Chimkent and KzyI-Orda.

The total population of the Aral basin is estimated at 35 million based on the 1989 census.
Uzbekistan, with 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
increase 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 distinctive ecological zones: the mountaisW, the deserts, and the
Ant with its deltas. The Tian Shan and Pamir mountains in the south and southwest are charactized
by high altitudes (with peas yover 7000 m) and by high moisture coefficients, with average anual
precipitation ranging from 800 to 1600 mm. The mountains host large foret reserves and some national
parks. In their foothills and valleys, soil and temperature conditions are favorable for agriculture. The
lowland deserts of Karakum and Kyzylkum cover most of the basin area, and are characterized by low
precipitation (under 100 mm/year) and high ?.vaporation rates. Both the rivers' banks and deltas and the
Mal Sea islands are dcaactized by a variety of vegetation and wildlife resources. For example, the
Barsakelmes Island, in the main part of the Anl Sea, is a natural reserve for endangered species such 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.

Issue

The main issues relating to the Aral Sea basin area are the following: the reduction of
the sea, the destruction of its aquatic ecosystem, the lowering of soil quality in the Aral Sea Basin,

For reference, the iues sunrounding theAral Sea Basin have been studied by a number of individuals
and or on, in particular, UNEP has produced the Diagnostic Study for the Development of an Action
Plam for the Ara Sea which was issued in July 1992. This report presents a comprehensive analysis of the
cuses of the Aal Sea crisis and provides a basis for elaboration and analysis of the strategies for fure
activities for mitigating the ecological disaster.
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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.

'!,be causes as well as the regional effects of the Aral Sea shrinkage can be enumern$ed.
Inefficient irrigation practices coupled with heavy chemical applications, cultivation of cotton and rice,
and inappropriate development policies are among the 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. Environmental experts, scientists,
engineers and economists from all over the world have joined their counterparts from the FSU. Their
findings have been presented in several publications during the past decade and discussed in many
international seminars. Recently, in June 1992, the Stockholm Enviromnent 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 lavel of 41 square kdlometers to 9 square kilometers by the
2015 and that the sea would turn into several small residual bnne lakes.

The United Nations Enviromnent 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 environment, 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 Cie

Despite a decade of studies by national and international experts a viable plan for
addressing the Aral Sea problems has not been formulated. 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 Tte following categories of acdon:

(a) Actions proposed to increase the inflows to the Aral Sea (4 major projects and
programs);

2 This assessment is based on numemus reports written by exrs and on the findings of the AMl Sea
Rconnaissance Mission which visited the Aral Sea basin in September 1992.
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(b) Actions proposed to save a part of the water currently 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 right in the Aral Sea Basin across off the Central Asia
and Kazakhstan (4 major projects and programs);

The technical, econoniic, 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 how 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 divertig the rivers flowing north to the
Arctic Sea, or transfeing water from the taspian Sea, for increasing the inflows to the Aral Sea is
quesonable. Aside from their huge costs, these schemes could mnvolve 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) And Sea and Aml Sea related issues; (b) regional issues; and, (c) development issues that should
receive high priority although not directly related to the Ara Sea problems.

A. Aral Sea and Aral Sea Related Issues

(i) There are differences in views and uncertanty on the extent of the existing and
fiutre adverse effects of the Aral Sea. The problems appear more manageable
than what previous reports mdicated.

(ii) The proposals to divert water from outside the basin (from the Arctic nvers 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.

(i v) The available information indicates that it is not possible to restore the Sea to its
pre-disaster conditions. However, 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 bome 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 Turkmenistan. Improving the living
conditions and environment of the people in this area should receive high
priority. The suggestions made in some reports to shift the most severely
affected population appear unrea!istic. The people need development assistance,
not migration assistancz.

B. Regional lIues

(i) The Agreement signed on February 15, 1992 between the Aral Sea Basin
Republics, and the Protocol and Resolutions established during April-August,
1992 for cooperation on management, utilization and protection of water
resources, and for joint measures for solution of the Arml Sea problems are
commendable. Preliminary review, however, indicates that they are not adequate
enough to constitute binding legal treaties. Some subdued complaints about the
fairness of allocations are already simmering and other riparian (China,
Afghanistan, and Iran) have not been consulted yet. It is advisable to improve
thse agnents to internationally accpted stndards to avoid possible conflicts
in the future.

(ii) The Republics have established an Inter-ministerial Committee and two River
Basin Commissions'C(VOs) 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 effectiveness 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 mnagement of water resources. both
quantity and quality, and for short and long term, was stressed at some meetn.
Given the scarcity of water resources, increasing demands, and the fact that the
river flows have been almost fully diverted for rrigation and other purpeses at
present, the need and importance of developing strategies for comprehensive
management of the water resources should be underscored.

(iv) The high caliber of researchers and scientists of research instiutes and academies
of scences dealing with water resources, ecology and pollution control is
impressive. However, there a contiuing depletion of talent due to the lack of
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fimds, advanced equipment and fcilities, and career developmmnt opportunities.
These problems require urgent attention.

(v) The Central Asian Research Institute 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 to provide research support to
the BVOs should be considered as a high priority.

C. Develdo t Issues-

The Republics' concens with their country-specific development issues and the high
priority they altach to water supply and sanitation, health, ecology, popuafion, salinity and waocrlogging,
draiag, pollution control and food self-sufficiency programs in their respective countries is
overwbelming. These programs should receive high priority for exteral assistance.-
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TABLE 1-1: TlJURMdENLTAN - POPULATION AND EMLYNMET - SUMMARY TABLE

1980 1985 1986 1987 128 1989 1990 1991 102

Totd Population 2,864 3,225 3,309 3,395 3,477 3,565 3,657 3,750 3,846

Mldes 1,407 1,585 1,627 1,671 1,757 1,803 1,805 1,850 1,897
Females 1,457 1,640 1.682 1,765 1,808 1,854 1,852 1,900 1,949.

UJrban 1,345 1,473 1.510 1,546 1,575 1,607 1,650 1,690 1,718
Rura 1,519 1,752 1,799 1,849 1,902 1,958 2.006 2,061 2,128

Total 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 Population a 1,351 1,553 1,598 1,645 1.685 1,728 1,778 1,833 1,890
Above WordngAges 42 44 43 43 42 41 59 65 70

Total Employed Populatin 1.140 1,338 1.36B 1,407 1.445 1,492 *1,545 1,571 1.573
State Sector 750 857 879 898 914 918 926 920 886
Leased Enterpries ...

Joint-Stock Companies .. -.
Economic Associon s.

Joint Venturs ...

Colecdve Farms 276 325 322 324 327 334 355 357 373
Cooperativesbl .. 1 2 16 33 49 59

Klnividual aborActivities 1 1 2 2 2 2 2
Privat Agriculture 113 155 166 183 197 221 229 243 252
Odier ... ... ... ... I

at Working g incldes women aged 16-54 and men aged 16-59.
b/Icluding consmer cooperives.

S : Goskoms.
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TABLE 1-2: TRKMENISTAN - EMPLOYMENT BY SECTOR, ANNUAL AVERAGE

(in thousands)

1985 1986 1987 1988 1989 1990 1991 1992

Material Sphere 1,008 1,024 1,051 1,072 1,109 1,146 1,174 1,186

Agricuture including forestry 541 550 570 592 622 647 666 695
Agricutur excluding forestry 539 548 568: 590 620 645 664 693
Foresty 2 2 2 2 2 2 2 2

Industry, total 280 286 293 289 309 321 327 318
Industry, other 150 153 157 158 160 166 159 154
Construction 130 133 136 131 149 154 168 164

Other, matrial sphcre 187 188 188 191 178 178 181 173
Transportation ofgoods 1/ 77 76 75 77 65 63 63 56
Maintenance of roads . .
Communication servicing materal prod.
Wholesale trade - .
Retail Trade and catering .
MateialS -upply -.

Procurement _. . ..

Information and computing services . .. .
Other branches of material production 110 112 113 114 113 115 118 117

Nommaterial Sphere 329 344 356 373 383 397 397 387
T ransportation .. . . . . . . .
Communication .. .-. . . . . .
Housing and municipal sevices 32 35 35 36 38 38 37 38
Health care, socid semty,
physicalcultureandsports 64 67 71 77 81 86 87 82

Education, culture and art 135 141 149 159 168 176 182 172
Science and scientific services Z7 26 Z7 27 28 28 23 21
Cedit - .
Insurance . . .
Private nonprofit institutions

serving households - -

Other 72 75 74 74 68 69 68 74

Total Employment 1,338 1,368 1,407 1,445 1,492 1,542 1,571 1,573

1/ Incdes Communkaton

Souce GoskomnsWa.
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TABLE 1-lA- TURPMENISTAN - PERCENTAGE DISTRIBUTION OF EMPLOYMET BY SECTOR

(in percent)

1985 1986 1987 1988 1989 1990 1991 1992

Material Sphere 753 749 74.7 742 743 743 74.8 75.4

Agriclure including forestry 40.4 402 40.5 4L0 4L7 419 42.4 442
Agriculture acluding forestry 403 40.1 40.4 40.8 41.6 41.8 423 44.1
Forestay 0.2 01 0.1 0.1 0.1 0.1 0.1 0.1

Industry, total 209 20.9 20.8 20.0 20.7 20D 20.8 20.2
Industry, other 112 112 112 109 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 14D 13.7 13.4 13.2 119 115 11.5 11.0
Transportation of goods I/ S8 5.6 53 53 43 4.1 4.0 3.6
Maintenanc of roads .. .. .. _ _ _ _
Communication servcing material prod ..

Wholesale trade ..

Retail Trade and catering - - .. .. .
Matal Supply - .. .. - .. .. ..

Procurement _ .. .. .. _ . . .

Iformation and computing serices . .. .. .. .. ..
other branches of material production 8.2 82 8.0 7.9 7.6 75 7-5 7.4

Nonmaterial Sphere 24.6 25.1 253 25.8 25.7 25.8 252 24.6
Trauisportation
C ommunication .. .. .. .. .. ...

Housing, public utilities & persona senic 2A 2.6 2.5 2.5 25 2.5 2.4 2.4
Health care, social security,
physcaculatre and spot 4.8 4.9 5.0 53 5.5 5.6 5.5 52

Education, culure and art 10.1 103 10.6 1.0 112 1L4 1L6 109
Scence and scentific sevices 2.0 1.9 19 1.9 1.8 1.8 1.5 13
Credit 
Insurance .. .. ..

Private nonprofit instituions
serving households .. .. .. . .. .. ..

Other 5.4 5.5 53 5.1 46 4.5 43 4.7

Total Employment 1D00 1100.0 100.0 110.0 100.0 100.0 100.0 110.0

Sowrc Tabk 1-2
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TABLE 1-3: TURKMENTAN - WORKERS & EMPLOYEES IN STATE SECTOR, 1352

(mpercent)

Mata Sphere

Agriculture including forestry
Agriclue excluding forey 87.1 12.9
Forestry 80.2 19.8

Inusotty, towU
Industry, other 82S 17.5
Construton 82.4 17.6

Oer, mM Rim
Transortaton of goods 82.1 17.9
Maintenance of roads
Communication servicing maei production 75.0 25.0
Wholesale and Retail Trade 79.1 20.9
Matia Supply
Prcrment
Infomadon and computing services 25.2 74.8
Other brnches of material poduction 60.8 39.2

Nonmaterial Sphere
Transportation
Communication
Homing 80.3 19.7
Publc utiities mud pesnal seri
Health cae, social security,
physical culture 33.5 66.5

Education 25.5 74.5
Cutue and art 30.5 69.5
Sience and scietfic services 41.1 58.9
Credit and social insrAnc 14.7 85.3
General administation and defese 22.4 77.6
Private nonprofit ilnsdtutions

serving houseolds

Ode, medal and nonnuteria -

Totdal 63.7 36.3

Some-: Gomst.
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TABLLE 1i IIIRKrICEN NI - LABOR FOCE PARUCIPAON RUAE

Age GCn
Total 0-15 16-19 20-24 25-29 30-34 35-39 4044 45-49 50-54 55, 6 amES

191 Vas

Total Popuation (thous) 3,5 1,505 290 326 322 253 185 1C6 109 114 97 84 132
Employed (thous.) 1,430 0 126 260 280 225- 168 97 98 87 55 22 12
Labor Fowe ParL (%) 40.6% 0.0% 434A% 791% 87.0% 88M% 901% 91.5% M9S9% 763% 56.7% 2622% 9.1%

Population(thcs) 1,735 760 150 161 158 124 90 53 54 56 46 37 46
Eployed (thous.) 788 0 66 137 153 122 89 52 53 53 41 1S 7
Labor Force ParL (%) 45A% 0.0% 44.0% 85.1% 96.8% 98.4% 9899% 9819% 9S.1% 94.6% 89.1% 405% 1S296

Populaion (hous) 1,758 74S 140 165 164 129 95 53 55 58 51 47 86
Employed (tbou) 642 0 60 123 17 103 79 4S 45 34 14 7 S
Lab Force FParL (%) 35.9% 0.0% 429% 74.5%' 77.4% 798% 832% 84.9% 81.8% SL6% 27M5% 149% SA%

Total Pbpulation (thws) 2,765 1,Z9 261 262 200 120 120 130 111 102 65 S2 123
Employed (thous.) 1,138 1 133 229 186 113 114 123 103 84 33 11 8
Iabor Foc ParL(5) 412%6 0.1% Sl% S7.49% 93.096 942% 950% 94.6% 92.8% 32.4% 58% 2L2% 65%

Populato (thous.) 13S9 613 133 130 99 61 61 66 55 48 25 2D 48
Employed (thous.) S99 1 68 117 97 60 60 65 54 44 21 7 5
Labor Foz ParLt (%) 44.1% 0.2% SU1% 90.0% 98.0% 984% 98.49% 91.5% 982% 91.7% 84.0% 350% 1Q94%

Females:
PFoplaton(thous.) 1,406 606 128 132 101 59 59 64 56 54 40 32 75
Employed (us.) 539 0 65 112 89 53 54 so 49 40 22 4 3
Labor For Part. (%) 383% .0% 50.8% 84.8% 8.1% 89.8% 9L5% 90.6% 875% 74.1% 31.0% 125% 4.0%

Soww Gbs_s
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TABLE 2-1: TURKMLDAN - GROSS SOCIAL RODUCT, MATERIAL BMW, AND NATIONAL INCOME, BY SlICTORS

1985 .1986 1987 1988 1989 1990 I991 1992

(cumn pnces, miions of rubles)
Total Nadonal Economy:

Gross Social Product 8.891 9,30S 9.819 10,307 10534 11,381 29.739 461.714
Marial 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 nput 3,029 3,181 3,216 3,414 3,543 3,705 13,130 .
Nation IncomneProduced 1,128 1,255 1,274 1,233 1.099 833 2,14 .

Consuon:c'o
Gross Socia Product 1,489 1,659 1.766 1.886 1,704 1,t08 3,946
Mateial Bnpt 816 ' 828 920 919 829 858 1,722
Naioal Inwome Produced 673 831 846 968 875 95D 2,225

Agricultur
Gross Social Product 2,326 2,274 2,557 2,627 2,922 3,491 7,212
MaeKiril lput 685 709 771 786 828 943 1,532
Natona Income Produced 1,641 1,565 1,786 1,841 2.094 2,548 5,680 .

Transpor. and Communicadons:
Gross Social Product 449 465 550 640 672 864 1,481 .
NMateriInput 260 272 315 345 363 413 666 
Nafioa Inxcne Produced 189 192 235 296 309 451 815 . .

Other Secor of Material Sphere:
Gross Social Product 470 472 456 506 594 679 1,455
Matria Input 106 117 127 126 143 140 390 .

Nationa Income Produced 364 355 329 380 451 539 1,065 .

(1 983pices, p Uions of ubs) @revwos year's prces, mions ofntbls
Tota Nationl Ecoomy:

Gross SOcia Product 9,013 9,412 9,796 10,492 9,939 10,869 11,992
Maeial Input 4.897 5.112 5,324 5,545 5,601 5,956 6,921
Nationa Income Produced 4,116 4,300 4,472 4,947 4,M39 4,913 5,071

Industry:
Gros 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 .

Nationa Income Produced 1,5 96 1,368 1,396 1,013 848 853 . .
Constrcton:

Gross Social Product 1,492 1,671 1,726 1,831 1,647 1.733 1.783
Mateia Iput 805 827 919 888 822 843 778
Naional Income Produced 687 844 307 943 824 890 1,005

Agriculture:
Gross Socid Product 2,357 2,315 2,429 2,638 2.635 3,123 3,334 .

MatriaInput 670 694 722 754 789 880 1,225 ..

Natinal Income Produced 1,687 1,620 1,707 1,885 1.846 2,244 2,109 .

Transport and Communications:
Gros Socia Product 449 465 550 640 662 854 1,091 .

Material Input 260 272 315 345 360 413 490 .

Nadonal incomeProduced 189 192 236 296 302 441 601
Oil Sers of Mati Sphere:

Gross Social Product 451 463 481 553 544 629 708
Maeria Inmput 103 117 127 126 140 138 204 .

National Iome Produced 348 346 354 428 403 490 504

1/ fwcuJe. depreciio

Sorce: GosmuL
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TABLE 2-2: TIJR UNISFAN - NATIONAL INCOME ACCOUNTS, BY SECTORS

1985 1986 1987 1988 1989 1990 1991 1992

(current pnces milons of rnbles)

Grass Social 8,891 9,35 9,819 10,307 10,534 11,381 29,739 461,714

Material Input (mci. Depreciation) 4,896 5,107 5,349 5,590 5,706 6,059 17,440 180,183

National Income of Matrial Sphere 3,995 4,198 4,470 4,718 4,828 5,321 12,299 281,531
of which:
wus, 1,128 1,255 1,274 1,233 1,099 833 2,514

Construction 673 831 846 968 875 950 2;25.
Agricudlre 1,641 1,565 1,786 1.841 2,094 2,548 5,680
Transport and Conications 189 192 235 296 309 451 81S
Othr Sectors of Material Sphere 364 355 329 380 451 539 1,065

Nationd Income of Non-Material Sphere 1,363 1,456 1,722 1,915 3,145 23,932

Busines Trips, Non-MaL Services and Losses .. .. 585 553 594 672 2.212 23,818

Totl Nationl Incmen 1J -- -- 5.248 5,621 5,955 6,564 13,232 281,645

Depreciaion 2/ .. . 1,163 1,190 1.226 1,173 1,434 2,568

GrsMs Naonal Poduct . .. 6,326 6,710 7,117 7,582 14,666 284,213

f(198 pices, milMlons of rubles @preousyeor'spplce milons of rubl

Gross Soca Product 9,013 9,412 9,796 10,492 9,989 10,869 11,992

Matrial Inpus 4,897 5,112 5,324 5.545 5,601 5,956 6,921

National xcxnce of Mai Sphere 4,116 4,300 4,472 4,947 4,389 4,913 5,071
of Wwhcir

-ndusy 1,205 1,296 1368 1.396 1,013 848 853
Cnsruction 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 Coumimncadons 189 192 236 296 302 441 601
Other Sectors of Madal Sphere 348 346 354 428 403 490 504

Nation Ixncme of Non-Material Sphere

National Income of MaLt&Non-MaLSphere

Businss Trips Non-Mat. Services and Losses

Total National income It

Depreciatio 21

Gross National Product

1/ According to the UN System of Naional Accowuts.
2/ Only Mata Shre; NonzMaerid alrady incude depreciton.

Source: Goskomsr.
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ABLE 2-3: - NATIONAL INCOME USED

1985 1986 1987 1988 1989 1990 1991 1992

(cra t pc, mlio of rubles)

National Income Produced 3,995 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 S,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

Savin 1,471 1,477 1,277 1,210 1,360 1,188 6,694
Increase in Fied Assets 1/ 814 988 781 824 743 685 -

Change in Inentories 657 489 496 386 617 503 -

Difference (Pruced-Consumed -607 -636 -261 -92 446 -184 -1,549
Losses 2/ 127 145 199 158 l98 788 -

Trade Balamce -734 -781 460 -250 -644 -9

- (1983 pnces mons of mbles) (pv yew'spics, mios of mbks)

National Incme Produced 4,116 4,300 4,472 4.947 4,389 4,913 5,071

National 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 wbich
Personal Consumption 2,758 2,988 3,022 3,102 3,345 3,328 3,712 .

Sa 1,489 1,488 1,244 1,003 1,232 878 1,237
lncreaseinFmixdAssets 841 959 741 760 698 518 550
Change i Invemtories 648 529 503 243 534 359 687

Difference (Produced-Consumed) (522) (588) (234) 391 (669) 179 (620)
Losses
Trade Balance .. .. . .. _ .

1/ Incuding &eso
2/ For 1990 includs banig item.

Sou GoskomLt
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TABLE 2-4: TURKMZNISTA -NATIONAL INCOME USED

1985 18 1987 1988 1989 1990 1991 1992

fm percen of Natnd lncome Produce4 aumntpices)

Nafiona Incomc Produced 100.0 100.0 1001) 100.0 lD0.0 100.0 100.0

National Iucome Used 1152 115.1 105.8 1019 1092 103A 11Z6 
Consumption 78.4 80.0 773 763 811 81.1 582

of which
Personal Colsumption 686 702 675 66.8 71. 70.7 518 

Savings 36.8 352 28.6 25.7 282 22:3 54A
kIcreaseiumridAvtts 1/ 20.A 23.5 17.5 175 15.4 129 -

Chauge in Tnvent& - 16.4 11.6 Ifl 82 128 9A _

Difference Produced-Consumz, I) (152) (15.1) (5.8) (19) (92) (3.4) (126)
Losses 32 35 45 33 4.1 14.8
Trade Balance (12.4) (18.6) (103) (53) (133) (183) -

(peage cange at compwablepnces) 2/

National Income Produced . 4.5 4.0 10.6 -7.0 1.8 4.7

Nationa Incme Used - 5.4 -3.7 -32 52 -102 3A
Consumption - 7.9 L8 2.6 . 6.3 -L5 32

of which
Personal Consumption .. 8.3 1.1 2.6 6.2 -2.9 -1.4

Savi- .. 0.0 -16A -19A 1.8 -35.4 42
Inaease m Fed Assets .. 14.0 -22.7 2.6 -152 -30.2 -19.7
Chang in lnventorics .. -183 -4.9 -5L6 38.2 -41.7 36.7

Difference (Produced-Consumed) -

Losses
Trade Balance

I/ lclufg lvestock
7

Sourc Goskomstat
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TBhEI 2-&; TURKmENIT - NET mATERJAL PRODUcAT CuRENT PRICES

(miioar of mibles)

1985 1986 1987 1988 1989 19590 1991 1992

By 1min Orgin:

Agriculture including bretry 1.641 1.56 1.736 1.841 2.094 2.548 5.,6.
Agriculture excluding forestry

lnxus.zotal 1t 1.801 2.086 2.120 2.201 1,974 1.783 4.739
ldusty, otber 1,128 1255 1,274 1.233 1,099 833 2.514

Cansuucion 673 831 846 968 375 9SO 2,2

Olher 553 547 S64 676 760 991 1,181
Trnpot_ n of pods 2/ 189 192 23S 296 309 4S1 31S
Maiamnaem.. of road. .. .. ..

holesaleta .. .. .. ..

Relde acang .. .. . .. . ..
R teia cpp -. -- -- -- -. -- - .

Mb= supply-- 
Pro .... .. .. .. ..

Infmation and compuat ser. ...
Other branchs of materia production 364 355 - 329 380 451 539 1,065

NetMateial Product 3.995 4,198 4.470 4.718 4328 5,321 12,299 251,831

By Expendit Category:

Conutptt 3.131 3.357 3.454 3.599 3,914 4.317 7.1S4
coamunpion of popula 2.740 2,947 3.015 3.149 3,426 3,764 6,370
Socill consmption 391 411 -439 450 488 554 784

Invesnren(accnvulaon 1,471 1,477 1,277 1,210 1,360 1,188 6,694
Fied capitl 814 983 781 324 743 685 ..
Changes in invcntories and other 657 489 496 386 617 503

lns 31 127 145 199 158 198 788 .

Net exports -734 -781 -460 -250 -544 -92 ..

1/ Aeades nnowr rme and mares wile-added iam nvawn gas sector
21 Trisponsiioi and CGIwdIcaROL
31 For 1990 incddes balnng ieomL

Sores: GosmwsL.
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TABLE 2-5k TURKDMISTAN - DISIBUON OF Nl MATZRLAL PRODUCrAT CURRENU PRICES

(inperce nt)

1985 1986 1987 1988 1989 1990 1991 1992

By Indusrial Origin:

Agriculture incluing foresty 41.1 37.3 399 39.0 43A 47.9 462
Agriclbim eaxudiog fomsy .. .. .. ..

Forestry . . . .. . . .

Industry, total it 45.1 49.7 47A 46.7 40.9 33.5 3815
ndustmy, olher 282 299 28.5 26.1 22.8 15.7 20A4
Constrctio 16.8 19.8 13.9 20.5 13.1 179 18.1

0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 13.3 13.0 12.6 14.3 15.7 18.6 15.3
Transpoadn of goods 21 4.7 4.6 5.3 6.3 6. I.5 6.6
Maiienance of roads ..

Conmmicatiou servicing naterial producti .. .. . .

Wholesale trde ..

Retail de and catring .. .. '.
Mateia supp .. .. s...l.
Procuremnat
Jibnfaion and coputing services ..

O branrches of marial production 9.1 *.5 7A 8.1 9A 10.1 8.7

Net Materi Product 100.0 100.0 100.0 I00.0 100.0 100.0 100.0

By Expenditue categoy:

Consuptin 73.4 30.0 773 763 81.1 81.1 582
Consuqption of population .. .. .. .. .

Social comwnption .. .. .. .. ..

ivestmnt (accumulation) 36.8 3S.2 2.6 25.7 28.2 22.3 4.A
Fixed capita ., .. .. .. .

Changes in inventoris and otder .. .. .. ..

L -sses 32 3.5 4.5 3.3 4.1 14.8

Net exports -18A -18.6 -10.3 -5.3 -13.3 -13.3

Sa7rt Table 2-S.



206 Statisia Appendix

TSLBE 24S: TURMENISIA - NEl MATERIAL PRODUCr T CONSTANT PICES 1/

(miAions of rbes)

1985 1986 1987 1988 1989 1990 1991 1992

(1983prca. CUw of rble) Coe year's pricas. sb of ruble)
By Idustrial Origin:

Agriculture inchudi foMety 1.687 1,620 1.707 1,8S5 1.846 2244 2.109
Agicaltre exchlding forery..
Fortry

Industy. tot 2/ 1,891 2,141 2.175 2,339 1,337 1,738 1,858
Indutry. oedr 1205 176 1.368 136 1,013 an 853
C _ndo 687 844 - 807 943 824 890 l.OUS

Otber 537 539 590 723 705 932 1.104
Transportain ofgoods 31 189 192 236 296 302 441 601
Mainace of rads .. ..r
Commu on eviing mmnai pmductu .. ..

Wholesal trde .. .. ..

Retill trade and ca.te ..

Maer supply .. ..

Pwrn .. ..
Info n and coputng servces.
Oher branch. of matra production 348 346 354 428 403 490 504

NetMaerial Product 4.116 4.300 4.472 4,947 4,339 4.913 5.071

By EBiOue Category:

Consumption 3.149 3,399 3.462 3S53 3,E25 3,356 4,455
Conmueption of population 2.758 2,98S 3,022 3,102 3.345 3,329 3,712
Socidal comwapion 391 411 440 451 480 528 743

Invesn (acultio) 1.489 1,488 1,244 1.003 1,232 879 1.237
Fiued capital 841 959 741 760 698 519 550
Chages in invwenoris and slier 648 529 503 243 534 359 637

Lases and discrepancy 41 -522 -5S8 -234 391 -669 179 -620

Net cupors .. .. .. ...

1/ For 1985-88 h 1983 pRice for 1989-91 inprrevsyear'sp,ices.
21/ fdg rumnowerta
3/ Tra,yortat and Commwfaion
41 Ir is the diferenc bawhem Nional hcme P raced ant Nadot l cow Used

S .Goin=
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TABLE 24 TIJRKMENISTAN - Ngr MATRIAL PRODUCr AT CONSMANT PRICES - GROWIH RATES

(in penxna)

1986 1987 1988 1999 1990 1991 1992

By Idubal Origin:

Agrilture indluding foresry 4.0% 5.4% I0A% 03% 7.2% -17.2%
Agriculture Cedt4ing s.. ...
Fwrestq. . ...y. ^

Industy, toNW 13.2% 1.6% 7.5% -16.5% -12.0% 42%
Indusry, other 7.6% 5.6% 2.0% -17.9% -22.8% 2A%
Con5truction 23.0% -44% 16.9% -14.8% 1.6% 5.8%

Other 0.3% 9.4% 22.7% 4A4% 225% 11.5%
Tmanorma ofgoods 1.9% 22.5% 25.4% 2.3% 42.9% 33.1%
Maimnena of roas... ......
Communicadonumiicing materi production
Wholem.c trade
Retail tade and caering .. ..
Maera sippb .. .. .. .....Prawnamipl

Infomation and compudng srvices
Otber branhdsof matuerproductiot -0.5% 2.2% 20.9% 6.0% 8.6% 46.6%

NetMatial Product 4.5% 4.0% 10.6% -7.0% 1.8% -4.7%

]BY Expelndiuec Caugar

-pdtm 7.9% 1.8% 2.6% 63% -1.5% 3.2%
Coummnpt ofpopulation 8.3% 1.1% 2.6% 6.2% -2.9% -1.4l
Social ca.umapdan 3.1% 7.0% 235% 6.8% 83% 342%

anienne(accumlation) 0.0% -16.4% -19.4% 1.S% -35.4% 42%
Funed wits 14.0% -22.7% 2.6% -15.2% -302% -19.7%

Sowre: Tabk 26.
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TABLE 2WB& TuRKmENISrAN - NEr MA AL ODUCr IMPuIC RCE DEFlAXoRS i/

1985 1986 1987 1988 1989 1990 1991 1992

By Industrial Origin:

Agriculture induding Resuy 97.3 96.6 104.6 97.7 113.4 113.6 269.3
Agriculture :cxduding foesy .. . .
Fbresny

idusgy, total 952 97A 97.5 94.1 107A 102.6 255.1
LiAstry. odtr 93.6 96.8 93.1 88.3 10S. 98.2 294.9 .
Construction 98.0 98.4 104.8 12.6 106.2 106.8 221.3

Oier 103.0 101.6 9S.7 93.4 107.8 106.3 170.3
Tran"spoation of goods 100.0 100.0 99.9 100.0 102.2 102.3 135.8
Mainenance of rads .. ..

Communicadon servicing material producti .. .. .. .. ..

WhlKese trade .. .. .. .. ..

Retail rade nd catering .. .. .. ..

Mateial supply .. .. .. .. .. .. .. ..

P .. .. .. .....

InRmadon an comitseces .. .. .. ..

Othubrcbes ofnraterial producin 104.6 102.5 92.9 88.9 1120 110.0 211A

Nt Marial Produact 97.1 97.6 99.9 95.4 110.0 108.3 242.5

BY ExpAnditr Categor:

Consumption 99.4 98.8 99.8 1013 1023 112.0 160.6
Conmption of papdation 99.3 98.6 . 99.1 1015 102.4 113.1 171.6
Socidal conumpdon 100.0 99.9. 99.7 99.7 101.5 104.8 105.5

Iwnstn (amlatido) 98.8 99.2 1M02. 120.6 110.4 135.3 5412
Fixed capital 96.8 103.0 105A 108.4 106.4 132.2

1/ Forl798588& 1983=100; for 1989-91, pavi year 100.

Sources: Tables2-5and2-6.



Stafisfiral Appeni 209

TABLE 240 TIRENIS4 -NEr MATERIAL PRODU1E - GROWIH RATES OF PCE DEFIATORS

(in perc0nt)

1986 2987 1988 1989 1990 1991 1992

By Indwlrial Origin:

Agriclure Incnding foratr.y -0.7 3.3 -6.6 16.1 0.1 137.1
Ag lture excludbng forestry .. .. .. ..

Industy, tal 2.3 0.0 -3.5 14.2 -45 14S.6
idustry. other 3A -33 -5.2 22.S -9.5 200.3
Conructon 0.5 6.5 -2.1 3.5 0.6 1072

ailer -. 4 -5.1 -2.3 15.3 -13 6.1.
TrmporfgDonofgods 0.0 .0.1 0.1 2.Z 0.1 32.7
Mainteance of roads .. .. .. ..

Coutmunicauio ervidng mateial production .. .. .. ..
Wholenle tade
Retil tade ad cateing .. .. .. ..

Maei apply
Prcur_s .. .. .. .. ..

Ilbmdo and wcomut services
Otherbrancbuofnlprduction -2.0 -9A 4.3 259 -1.3 92.2

Not Maleri Product 0.6 2.4 -4.6 15.4 -I.S 1239

By ExpenAiae Category:

Consumptin -0.7 1.O 13 1.0 9A 43A
Conmption orpopulaia -0.7 12 1.8 0S 10.4 51.7
Soci-a consumption 0.1 .02 0.1 1.8 3.2 0.7

Invesun (anmvltioao OA 3A 17 43.5 22.6 300.0
Fixed capital 6.4 23 23 -1.9 24.2

imam. Tabls 2.6D.
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TABLE 2-7: TURKMENISTAN - GROSS NATIONAL PRODUCT

(in millions of cunmut nules)

1987 1988 i989 1990 1991 1992

MATERL SPERE:
1.Gross Social Product 9,819 10,307 10,579 11,381 29,739 461,714

Zntermediate Consumption 4,856 5,053 5,183 5,714 18,218 201,434
2.1. Material Inputs 1/ 4,272 4,501 4,589 5,042 16,006 177,61S
22. Business Trips 52 59 52 59 99 310
23. Household-Municipal Services 64 48 61 62 109 363
2.4. Socio-Cultural Services 2/ 59 75 64 93 545 16,852
2.5. Deductions of Enterprises

for Goelogical Research 201 201 201 201 205 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 Sevces 6 7 8 9 10
Z9. Losses 199 158 198 237 1,234 4,501

3.Value Added (1-2) 4,963 S,254 5,396 5,67 11,521 260,281

NON-MATERAL 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 Sodal Securiy 71 77 89 98 644 5,240
1.3. Profit 10 10 28 30 30 590
I.A Payment for Non-mateial Services,

includingBusinesTrips 37 40 46 52 58 31,908
1.5. Materialnputs 1/ 308 309 342 401 684 14,612
1.6. Depreciation 191 191 248 257 216 219
1.7. Depreciation of lndMidual Housing 29 34 41 49 57 67
1.8. Other Expnses 48 48 48 50 50 351

2. Itermediate Consumption 346 . 350 388 453 741 46,519
2.1. Payment for Non-Material Services

and BusinessTrips 37 40 46 52 57 31,908
22 Mateial Inputs 308 309 342 401 684 14,612

3. Value Added (1-2) 1,363 1,456 1,722 1,91S 3,145 23,932

Gro National 1rod 6,326 6,710 7,117 7,582 14,666 284,213
of which

Mateial Sphere 4,963 5,254 5,396 5,667 11,S21 260,281
Non-Material Sphere 1,363 1,456 1,722 1,915 3,145 23,932

I/ Euding depredation but incuding no-depnciared valu-
2/ Eduton, Public Hal, Socid Scauity

Sow= Gotmst
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TABLE 3-1: TURKMENISTAN - BALANCE OF PAYMENT

rin nmilon of ntble)

Interrenbk smacdion Itraaou wifJorcSn cowi
_~~~~~J8 _98 18 90 19 97 18 19S9 1990 1991

Trade balancc -269 -97 -328 -48 1,095 -208 -187 -348 -3 -197
Exports 2,327 2,389 2,418 2,469 .6,731 120 5 241 172 1,105
Imports 2,596 2,486 2,746 2,927 5,636 328 432 589 685 1,32

SeMrices, net _ _ _ -172 .422 .. - -77 -144
Transportation _ _ _ -166 -415 -57 -97
Trdw _ .. 6 -8 _ _ -1 -
Intcreat _ - 19 -47
Other _ .. .-

Net public sector transfes _ _ _ 600 2,-

Current account balan
Induding tsfers _ _ _ -30 2,894 .. - -590 -341
Exduding flusters _ - - -630 673 _- - -590 -341

Capital ameount _ _ - -1,062 447 - - - 18 61)
Debt transctions (net) 1/ _ _ _ - - - _ - 18 60
Disbursements -_- - _ 59 -57

Amorxiation - - _ - - 44 1W
Repayment from abroad _ - _ - - . _ 3 4

Intexpublican capita tansactions - _ -1,062 -447
Inflows _ _ _ _ _ .. _ _ _

Outflos 2/ _ - - -1,062 -447 .. .. _ -

Erns and omssions 5- _ 542 113 86 22

Overall balnmce _ _ -S49 2,561 .. .. - .-47 -259

Fimancing 5 49 -2,561 4. .. 487 259

Net foreign assets of the banking syste _ _ 549 -2,561 .. .. .. 462 265
Areas 1- _ - - .. _ _ 24 -10
Debt deferral 1/ 4 4

I/In he case of rrmactions wihfrign couwries, figurs wer paed by applying urkmni 's share in extnal dWt
roflowsfor the USSR as a whole. Ths share was denrmw in Mc cua of te nerrepubicas agreeam on da meradebt
of dte USSR i November1991.

21 OWsLw reflects inrase i h Sne Boa of Tadsa caMr an th USAS Gosban

Source: Goom t Gbat GapMaWimy of YFance ad iM staffesaes.
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TABLE 3-2: TURKMENISTAN - EXCEANGE RATES

biles per U.S. DoUar)

1987 1988 19819 1990 1991 1992

Official Exchange Rate 0.6328 0.6080 0.6274 0.5856 0.5819

AuctionMIFCE Rate 11 n.a. na. 8.9 19A 54.6 268.7

Russian ederatson
1991 1992

Nominal

Januay 25.3 204.3
Februay 34.0 175.8
March 36.1 152.8
April 32.9 152.8
May 38.1 122.3
June 40.7 125.3
July 52A 143.3
August 52.0 169.7
September 55.2 2252e
Otober 62.2 353.8
November 105.6 426.9
December 169.7 414.6

Anua Avene 58.7 222

1/ WeightedAverage.

Srces: World Bank staff esaats.



TABLE 3-3: TURKMENISTAN - TOTAL EXPORTS BY COMMODITY GROUPS AT DOMM IC PRICES

(milions of current rub(eji

Interrepubllc Extrarepublic Total Trade
1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992 1987 1988 1989 1S990 1991 1992

INDUSTRY 2,1U1.3 2,245.9 2,197.4 2,271.7 6,334.5 96,290.0 118.2 213.0 228.5 163.7 1,078.7 115,136.0 2,306.5 2,453.9 2,425.9 2,435.4 7,413.2 212,126.0

POWER 64.7 58.9 69.6 67,0 151.5 6,780.0 0.0 0.0 0.0 0.0 0.0 .. 64.7 51.9 69.6 67.0 151.5 6,780.0

OILANDCAS 742.6 750.6 743,0 695,1 2,562.8 77,549.0 0.0 0.0 2.1 9.3 445.0 115,E05.0 742.6 750.6 745.1 705.1 3,007.3 193,354.0

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 0,0 0,0 0.0 0.0

OTHER FUEL 0.0 0.0 0.0 0.0 0.0 Q.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 MEUTALLURGY 3,3 3.3 3.4 3.4 7,3 7830 0.0 0.0 0.0 0.0 0.0 0.0 3.3 3.3 3.4 3.4 7.3 71.0

NON-FERROUS MEIALLURGY 6,3 5.2 5.2 5.9 4.J 25.0 0.0 0.0 0.0 p.l 0.1 0.0 6.3 5.2 5.2 6.0 4.2 ,5.0

CHEMICALAPETROLEUM 139.6 150.4 151.5 146.7 400.0 2,751.0 1.5 1.5 O.3 6.7 34.7 5.0 141.1 151.9 152.3 153.4. 434.7 2,7S6,0

MACHINERY AND METAL WORKS 43.7 44.2 38.5 35.3 90.0 545.0 O.S O.3 0.9 1.6 5.2 0.0 44.2 45,0 39.4 36.9 95.2 5450

SAWMILL& LUMBER INDUSTRY 0.3 0.3 0.3 0.3 0.5 12.0 0.0 0.0 0.0 0,0 0,0 0.0 0.3 0.3 0.3 0.3 0.5 12.0

BUILDING MATERIALS 23.2 20.9 24.1 21.2 50.0 653.0 0.4 0.5 0,1 0,0 1.2 12.0 23.6 21.4 24.2 28.2 51.2 665.0

UGHTINDUSTRY 1,074.1 1,116.1 1,076.0 1,082.5 2,767.3 1.615.2 112.7 206.6 223.1 133,9 576,0 14.0 1,116.6 1,322.7 1,299.1 1.221.4 3,143.3 1,d6.2

FOOD PRODUC1ION 89.1 9S,3 S5.1 205.9 300.0 6.211.3 3.1 3.6 1.5 7.1 16.5 39.1 92.9 98.9 86.6 213.0 316.5 6,250.4

OTHER INDUSMES 0.7 0.7 0.7 0.7 1.0 0.5 0.0 0,0 0.0 0,0 0,0 0.0 0.7 0.7 0.7 0.7 1.0 0.5

AGRICULTURE 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

OlniER MATERIAL PRODUCTION 5.8 6.1 93.2 73.7 80.0 24,354.0 0.0 10.0 7.5 4.7 0.0 20,413.0 5.8 16.1 101.0 75.4 80.0 44,772.0 C

TOTAL 2,327.3 2,319.2 2,418.2 2,469.0 6,784.5 120,644.0 130,2 245.0 241.2 171.9 1,120.6 136,347.0 2.447.5 2,634.2 2.659.4 2,640.9 7,905.1 2S6,991.0

Memto Ilawn:
SharetoToITarade 95.1% 90.7% 90.9% 93.5% S5,1% 46.9% 4.9% 9.3% 9.1%. 6.5% 14.2% 53.1% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Eehange RAle Uud
(Rubk pcr US$) .. ., .. .. .. I60 ,, ,, ,, ,, ,, 150

Sourcet: Ceskontat. ,
. # tS~~~~~~~~~~~~~~~~~~~~~~~~~~-

. .~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~u



TABLE 3-4: TURKMEN1STAN - TOTAL IMPORTS BY COMMODITY GROUPS AT DOMESTIC PRICES

(mililons of curreni rubles)

CA

Interrepubllc Extrarepubllc Total Trade
1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992

INDUSTRY 2,529.4 2,457.0 2,611.5 2,693.1 4,246.3 65,454,1 324.6 389.8 5338. 625.2 S10.2 7,207.1 2,554.0 2.846.8 3,150.3 3,318.3 5,056.5 72.661,9

POWER 1.6 8,9 9.6 10.0 15,7 139.6 0.0 0.0 0.0 0.0 0.0 ., 5.6 8.9 9.6 10.0 15.7 139.6

OIL AND GAS 100.2 100,2 100.0 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 15.1 220.4 0.0 0.0 0.0 0.0 "O.0 .. 6.9 6.6 6.6 5.3 15.1 220.4
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 00 0.0 0.0 0.0 0.0

FERROUS METALLURGY 105.9 107.0 83.9 105.S 166.6 2,S69.0 9.S 8,3 1I,5 7.3 9.9 23.0 115.7 115.3 102.4 113.1 175.5 2,J92.0

RON-FERROUS METALLUROY 5.3 9.4 , 9.5 9.1 14.3 3,560.0 0,0 0.0 0,1 0.1 0.1, . 5.3 9.4 9.6 9.2 14.4 3,560.0

CHEMICAL k PETROLEUM 182.2 200.1 209.4 202.6 319.7 2,50,6 1.1 8.7 21.0 26.6 34.7 1,777.0 190.3 208.5 230.4 229.2 354.4 4,255.6

MIACHINERYANDMEIfALWORKS 4 935.1 921.6 949.4 95.1 2,509.1 17,903.S 11.3 21.3 92.6 119.5 154.7 2,433.0 946.4 946.9 1,042.0 1,078.3 1,663.5 20,341.5

YAWMILL.ALUMBR INDUSTRY 119.6 103.1 124.9 96.7 252.2 997. 5 29.0 25.7 12.1 9.2 15.6 . 145.6 123.5 237.0 105.9 163.8 997.5
NUILINO MA1TRIALS 54,0 53.5 54.2 50.2 79.0 915.9 3.0 4.2 4.8 5.9 3.0 ,. 57.0 57.7 59.0 56.1 57.0 915.9

LIGHT INDUSTRY 466.8 39f.5 4S3.3 550.7 866.1 6,412.7 136.4 595.6 243.3 254.5 330.0 340.4 603.2 590.7 696.6 805.2 1,196.3 7,123.1

FOOD PRODUCTION 436.9 433.9 477.9 444.7 699.9 15,S92.0 123.7 122.1 243.9 115.1 240.0 2,126.7 560,6 556.7 625.5 629.8 939.9 15,013.7

OTHER INDUSTRIES 107.9 113,. 132.1 179.9 23.1 .. 3.3 3.2 2,5 17.0 2.2 .. 111.2 116.3 135.3 196.9 305.3 0.0

AGRICULTURE 66.7 21.2 33.6 132.1 207.7 14,033.0 3.7 42.4 50.7 60.1 73.3 2,660.1 70.4 70,6 84.3 192.2 286.0 16,698.1

OTHERt MATEIALPRODUCTIC4 0.3 0, ".3 97.9 154,1 91i.l 0.0 O.0 0.0 0.0 0.0 ,, 0.5 0.1 9.15 97.9 154.1 915.7

TOTAL 2,596.9 2,456.0 2,743.9 2,923.1 4,60.1 . 0,408.5 325.3 432.2 . 559.5 68S.3 lU5 10,914,5 2,925.2 2,918.2 3,333.4 3.608,4 5,496,6 91,323.0

*Man* [mms:
5uIo Toga17Th& 38.5% 85.2% S2.3% tl.0% 33.8% I1.0% 11.2% 14.t% 17.7% 19,0% 16.2% 12,0% ,00,0% 100,0% 100.0% 100,0% 100.0% I00.0SEzhsaq Rua Uad

"I pa US$)

Sources; Gokomnuat.



TABLE 34A: TURKMEMSTAN - RESOURCE BALANCE' BY COMMODITY GROUPS AT DOMESTIC PRICES

nItrd'rcpubllc RgiraapudlEc Total Trade
1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992

IUDUtY .341.1 .211.1 .414.1 421.4 2,08.2 30,825.2 -206.4 -176.8 -310.3 460, 268.5 108628.9 (548) (3a) (724) (U3) 2,357 139.46
POWEIR 56.1 50.0 60.0 57.0 135.8 6.640.4 0.0 0. 0.0 0,0 0.0 0.0 56 s0 60 57 136 6.640
OIL ANDGAS 642.4 .4 643.0 616.3 2,438.0 63,513.4 0.0 0.0 2.1 9,3 445.0 115,8030 642 650 645 626 2,13 179.3156
COAL0 -. 9 -6.6 -6.6 .5.3 -15.1 .220.4 0.0 0.0 0.0 0.0 0.0 0.0 (7) (m (5) (15) (220)
OTNIER 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
PPROUS METALLURGY -102.6 *103.7 .10.5 -102.4 *159.3 -2,791.0 .9.8 *3.3 .1.5 .7.3 .*.9 .23.0 (112) (112) (99) (110) (168) (2,814)
NON-FIlROUS IAUTALLUROY 1.0 .4.2 .4.3 .3.2 .10.2 .3,535.0 0.0 0.0 *0.1 0.0 0.0 0.0 1 (4) (4) (3) (10) (3,53,5)
CHEMICAL & PlfROLEUI 42.6 49.7 *57.9 *55.9 50.3 242.4 *6.6 *7.2 -20,2 -19.9 0.0 -1,77.u (49) (57) (78) (76) 80 (3,530)
MACHINERY AND METAL WORKS -391.4 *81I.4 -910.9 .923.5 -1.,419.1 *17,353.5 .10.8 .20.5 .91.7 *117.9 *149.5 -2,438.0 (902) (902) (1,003) (1,041) (1,59) (19,797)
SAWMILL& LUMBER INDUSTRY .119.3 *102.8 -124.6 -96.4 -151.7 91.5 *29.0 -25.7 -12.1 *9.2 -11.6 0.0 (14) (129) (137) (106) (163) (m6)
BUILDING MATERILS *30.8 .32.6 -30.1 -22.0 *29.0 -262.9 -2.6 -3.7 *4.7 *5.9 -5.3 12.0 . (33) (36) 35) (28) (36) (253)
Ltlfr INDUSrRY 607.3 723.0 622.7 531.1 13,9.5 .4,727.S -23.7 11.0 .20.2 *115.6 246.0 -V2.4 . 54 732 603 416 2,147 (5,54)
FOOD PRODUCTION .347.1 *331.6 *392.8 -2338. 399.9 .9.680.7 *120.6 -119.2 -142.4 *178,0 *223.5 -2,037.5 (468) (428) (535) (417) (623) (31,7I )
OTHIRINDUSMES -107.2 *112.9 -132.1 *179.2 -282.1 0.5 *33 *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 .14,033.0 -1.7 .20.4 45.8 *566 .36.3 *2,660.1 65 39 43 (65) 126 (16.6983 (
OTHEiR MATERIAL PRODUCTION 5.0 5.3 -5.6 -24.2 -74.1 21,433,3 0.0 10.0 7,1 4,7 0.0 20,413.0 S 15 2 (20) (74). 43,3S o

TOTAL *269.6 -96.8 -325.7 454.1 2,176.4 40,235.5 -208.1 -187.2 *348.3 -513.4 232.1 125,432.5 (473) (234) (674) (9U) 2,409 165.668 t

:s
Mem Sb to Tot Trade $6,4% 34.1% 48.3% 46.9% 90.4% 24.3% 43.6% 65.9% 51.7% 53.1% 9,6% 75.7% 100,0X 100.0% 100.0% 100,0% 300.0% 100,0%

Sorces: rables 3-3 and 3-4,
I-'

LA



TABLE 3-Si TURKMENJSTAN - TiOTAL EXPORTS BY COMMODITY GROUPS AT FOREIGN TRADEZ PRICES t

(mulUion of ciurtnt rubles)

lrdnnpubilc ~ ~ ~ ~ ~~~~~~~~EFIrarepaubtle Total Trade3
1987 1988 1989 109 J991 1992 1987 1988 1989 1990 1991 1P92 1987 1988 ?989 1990 1991 1992a

INDIJSTRY.. . 2,330.4 2445.9 . ... .. 113.2 101.9 3. . . . ,443.6 2,754.8

POWER .. . 105.5 200.5 , . . . 0.0 0,0 . ... .. 105.1 200.5

GIL ANDA .. . 1,474.3 14659.3 . ... .. 3.4 21.0 . .. , .. 1,477.7 1,612.3
Oa ria.. *. 0.0 . . Ol01 00Rdrmd INdrA 376.3 ~~500.9 . ... .. 3.4 23.0 . ... .. 379.7 523.9Gap PrSIa , 5,094.0 1,158.4 . ... .. 0.0 0.0 . .. 1,098.0 1,151.4

ODAL. , . 0.0 0.0 . ... .. 0.0 0.0 .. . . .. 0,0 0.0

OTHE FUaEL . 0.0 0.0 . .. .. 0.0 0.0 . ,.. .. 0,0 0.0 .

FERROUS METALLURGY . .. 3.4 3.4 .. . . . 0.0 .0.IO... , 3.4 3.6

NON.FLIREOIS MEFALUROY * . . . , , 0.0 0.2 .. . . . . 0.1

CHEWICALA PETROLEUM ,. , 30.7 255.5 . . . . 0.5 5.3 . . . .. 151.2 157.5

WMAaNYAND MEAL WORI . . 40,0 34.4 . . , . 0.6 2.5 . ... .. 40.6 38.4

SAWMILL&ALUMBERINDUSMRY . , 0.3 .0.2 . ... .. 0.0 0,0 . .,. .. 0.3 0.2

BUILDING MATERIALS . ., 24.4 30.6 . ,.. .. 0.2 0.0 . ... .. 24.5 30.6

uiam INDUSTY ,.9.2.s 5412. .. .,, , 105.2 75.0 .. ... . 606 612

FWDa'vaoou No . 0 .9 111,7 . ... .. 0.5 3,6 . .. , , 3;A 55

OTERINUUTEEI , . 0.7 0.5 . ... .. 0.0 0.0 . ... .. 0.1 0.5

AORICIJLTURB , . 41.5 44.4 .. . . . .K 0.7 . .. , .42,3 45.5

OTHIEh MATERIAL PRODUCTION4 ., . 94.5 5.1 . ... .. 9.5 446 .. . . . 04.6 57.7

ITrAL . .. 2,466.1 2,773.4 1. . . , 23.31 114.1 , . .. 2,510.5 25157.6

Mu.. IN=
U.,,i wTtaITra ,, ,. .21 96.0% . .. .. 4.31 4.0% 1. , 00.0% 500101 100.01 100.01 100.0% 500.01Euhg.Ran tied

(RtbIaper USS)., . .. . ., .,. ...

Sources: Ge*oimua,.



TABLE 3-4: TUJRIMENISTAN - TOTAL-IMPORTS BY COMMODITY GROUPS AT FORRIGN TRADE PRICES

(mdillmion f current rahtleaJ

1987 1988 I1989 1990 1991 1992 1987 '1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992

INDUEMY 3... 2480.5 2,256.31 . . . , 235.6 239.4 . ... . 2,716,3 2,316,2

POWER . .. 14.5 15.0 . ... ., 0,0 0.0 I. . . . 4.s 135.0

OILNMD aAS .. .. 162.0 176.6 . ... .. 0,0 0.0 . ... .. 162.0 176.6OBftohsa .. .. ~~~~ ~~~~ ~~~0.0 0.0 , ,.. .. 0.0 0.0 . ... .. 0.0 0.0Ri~~~hc~~~aca .. .. I~~~~~~62.0 176.6 . ,.. .. 0.0 0,0 . .. , ., 162.0 176.6
oas pr.Jdu . 0.0 0.0 o,.., . 0.0 . ., 0.0 0.0

COAL. . .. 6.0 5.0 , .. 0.0 0.0 . ,,, , 6.0 5,0 I 

UTHER FUEL . . 0.0 0.0 .* .,, , 0,0 0.0 . . , ., 0.0 0.0

FERROUSMET.LLUNOY 0. . 1.1 122.4 .. . , 23,3 9.7 . ... . 114.9 132.1
N0t4FE*OUS MErALLLIROY . .. 14.7 15.2 . .0.2 0.2 . . , . 14.3 15,3

CHE1ICAL a EThOLBUM 1. . 60.2 161.1 . . 14.2 19.0 . . . .. 174.4 137.31

MACHINEtY AND METAL WORKS . .. 1.427.4 1,191.7 .. . ,73.4 35.0 . . . .. 1.500.3 IX26.7

SAWM1LL AWLM3ERtINDUSTRY . .. 71.2 63.3 * , 6.6 5,2 7 . . .. 71.3 69.0

UUILDINO MATERIALS ,. . 2.4 42.2 . ,.,1.3 2.2 .. . . . 4,2 41.4

UaHTIrNvUSru . 109.9 161.5 .. . . 9.2 64.6 . . . .. 209.1 226.1

FooD PRoDucTImt .. D.2A. 173.4 .. , , , 554 66.5 * *., ., 256.3 247.9

OTHER INDUSTRIES . .. 129.7 114.2 ., .1,3 5.1 . .,, . 131.0 119,3

AORICULTrURE .. . 15.1 69.7 . .*35.6 46.4 . .. .. 51.4 116,1

072151t MATERIAL PRODUCTION .. .. 990 111.5 .. . .0,0 0.0 .. . . . 9.0 111.5

TOTAL. ** , ,595.3 2,433.0 .. , ~271.4 305.6 . . . . 2,361.7 2,74.3,

sun ioTOW Tndi . . 90.51 68.91 .,. . 955% 11.11 .. 1 00,01 200.01 100.0% 100,0% 100.0% 100.01

SuEs:W U Uosedut*

MAIN per US$)~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~.



TABLE 3-EAM TURKMENISTAN - RESOURCE BALANCE BY COMMODITY GROUPS AT FOREIGN TRADE PRICES

(milioan] Of curre'nt rubles) 0

Irnerrepeablc Ezxlrar.publlc Towia Trade
1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992

INDUSTrRY.. . .150.1 339.1 .. . . . 122.6 -ISO's .. .. . .272.7 231,6

POWER . .. 90,6 83.5 . .. .. 0.0 0.0 , ... . 90.6 35.5
OIL ANDGAl . . 1,312.3 1,483.7 . .. .. 3.4 .23.0 . ... .. 1,315.7 1,505.7Oil Products , . 0.0 0.0 . .. .. 0.0 0.0 * ., .. 0.0 0.0RsNloM Product . . 214.3 324.3 . .. .. 3.4 23.0~ , . . . 217.7 347.3Gas Pcoducu 1. . ,098.0 1,158.4 .,. . 0.0 0,0 1. . . . .091,0 1,153.4

COAL , .6.0 -5.0 . . .. 0.0 0.0 . .. .. .6.0 .5.0

OTHER FUEL . .. 0.0 0.0 . . . .. 0.0 0.0 , . . 0.0 0.0

NON-PERRaUS ME3TALLURGY -. . 6.6 -5.3 .. . . , I4 0.3 , ,1. . -6.7 .5.2

CHIEMICAL A PTRMOLEUM ,. .. 9.5 .17.0 . . .. -33.7 .13.7 .. . . . 23.2 -30.7

MACHINERY AND MLETAL WORKS .. ... 31337.4 '3353 . . . , 72.3 .83.2 -1. . .. ,460.2 1.1238.3

SAWMILL A LUMBER INDUMTY ,,.70.9 .63,6 . . .. -6.6 .5.2 . . . .. .775S .68.13
BUJLVI4IO MWATERIALS . . .21.0 .12.6 .. . . . 1.7 .2.2 . . . . .29.7 .14.8
LIGHT INDUSTY , . 342,6 379,7 . ,. .. 41.9 10.4 . . . . . 39135 390.1

FOOD PRODUCTION . , -370.5 -67.17 . . . . .54.9 .4A.9 .. . . . 22354 -132.6

OTMER INDUSTRIES . . .1 29.0 .3133.7 -1,,.. .. 3 *5. I .. . 1 .. 30.3 .3388.
AGIUCUMTUPB 33.. 257 -25.3 . ,. . -34.8 -45,7 , .. . .9.3 .73.0
OTHER MATERIAL PRODUCTION .. . 4.2 .28.4 . .. .. 9.5 4.6 . .* .. 5.6 .23.3

TOTAL .. 1238.6 335.4 .. , . . 147.6 -191,6 , .. .. -276,2 1143.13

Mauo: Shar to Tota Tuud. . . 46.6% 233.2% .. . . .. 3.4% .133.2% .. . 00.0% 300.0% 300.0% 300.0% 300.0% 300.0%

Soureas: Tables 3.5 and 3.6.
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TABLE 3-7: TURJCMENISAN -GEOGRAPHCAL DISTRIUTIN OF INTERRtEPULIC ntRADE AT DOMESTC PRCES

EXPORTS IMPORrs
1987 1988 1989 199 1.991 19.92 1957 1939 1919 1990 199) 1992

fMd/ass Of arrest nd/e

TOTAL TRIIADEH 2,327.321,389.2 2,418.2 .2,469.0 6.784 .5 120,644.0 2,596.3 2,486.0 2,746.1 23927.4 4,6051I 30409.5

Armcnia 2. . . . . 2791.4 .. . . . . 341.2
Azerbaija . . . . . 4.676.0 .. . . . .6.812.2

9BpsM 4BL8 53.5 50.1 50.8 139.5 2,311.1 100.5 110.7 103.1 104.7 164.7 3,315.7

E.uoia 1 1 55.4 61.1 56.9 57.7 153.5 2,351.9 80.4 38.6 32.5 03.7 131.9
Geafgia .. . . . . 8,123.4 . .

Xazakbstua 61.3 67.5 62.9 63.8 175.2 9,829.5 112.7 123.5 115.1 116.8 154.1 9,519.2

Kyrgyzuan .. . . . . 3.689593. . . . 1,126.6

Liuanria 2/ . . . . . .. . .

Moklova .. . . . . 6969.1 .. . , . . 37.6
Russia 1,179.4 1,30.0 1,211.6 1,219.7 3,377.9 24,159.9 1, 172.6~ 1,2913 1,20.7 1,221.7 1,925. 2.201.6
Tajbisims. .. . .. . 7,516.0 .. . . . .3.440.3

UkrAmin 174.4 193.2 180.1 182.8 502.1 21.10135 435.3 483.0 450.1 456.8 719,9 3,687.4
Utckiutan 658.2 72S53 675.9 686.0 I,114.4 20,469.2 159.5 175.7 163.7 166.1 261.7 6,493.4

fPerenutage Skara to Totat Trade)

TOTAL TRADE 100.0O 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Asmmb. . .a. . 2.3 .. . . . . 0.4
Azubaija . . . . . 3.9 .. . ; . . 8.5
Beim= 2.1 2.2 2.1 2.1 2.1 1.9 3.9 4.5 3.8 3.6 3.6 4.1

Esionia I/ 2.4 2.6 2.4 2.3 2.3 2.4 3.1 3.6 3.0 2.9 2.9
Gwrgia .. .. .. .. .. ~~~~~~~~~~~6.7 . . .

ICsakstan 2.6 2.5 2.6 2.6" 2.6 8.1 4.3 5.0 4.2 4.0 4.0 11.8'

Kyrgzfn . . . . . 3.1 .. . . . . 1.4

Lidanuia 2I . . . . . .. .

Moldova .. . . . . 5.5 . . . - 0.0
Russia 50.7 54.4 50.1 49.3 49.8 20.1 45.2. 52.0 43.8' 41.7 41.8 35.1
Tajkian . . .. .. . 63 . -5 . . 4.3

Ukrain 7.5 &I 7.4 7.4 7.4 1735 16.9 19.4 16.4 15.6 15.6 4.6
Uzbekista 28.3 30.4 28.0 V7.5 27.8 17.0 6.1 7.1 6.0 5.7 5.7 LI

Stassdeul Disreanc . .. . . . , . . .

ii Ewes/a, Lana% and L/tlwwu s
21 Ijdc/deda &inEoIWL

Sourer. G&ma*n
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TABL3E 5-1: TURIOKENISrAN CONSOLIDATED GOVERNMENT BUDGEr 1J

(in millions of current nrubles)

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
Turnover Tax 21 583 576 593 619 711 780 669
Value-added Tax 3/ .. .. .. .. .. .. .. 17,400
Conpany Profits Tax .. .. .. .. .. 518 12,568
Excise Tax31 .. .. .. .3 1 .. .. 1,187
Sales Tax 4/ .. .. .. .. .. .. 314
Profit Tax fiom Cooperatives5J 44 51 48 46 71 92 122 307
Personal Income Tax 199 207' 215 230 260 166 349 2,985

Non-tax Revenue 607 712 744 896 802 1,471 3,106 29,562
Foreign EcononUc Activity 6/ .. .. .. .. .. .. 11 56
State Duties 9 9 10 10 9 15 34
SmteLonery 3 3 3 3 3 3 3
Funds fom Sodal Security 104 116 126 140 172 187
Ptofit Transfers 7/ 233 257 283 322 259 312 - .
Fixed Payments 8/ *! *- .. .. .. .. 1,551 18,253
Odher Revenue 240 295 295 397 330 917 1,503 11,253
State Bonds 91 17 32 28 24 28 36 6

Union Transfers 197 240 245 364 460 728 1,409

Total Expenfiture 1,542 1,703 1,767 2,052 2,222 3,114 5,896 92,665

National EFconomy 10/ 732 813 701 955 1,033 1,848 2,302 58,059
Social and Cultura- 723 785 863 966 1,039 1,162 3,355 26,396

Of which:
Education and Science 431 467 518 573 602 655 14159 13,423
Health, Physical Education 156 171 186 220 246 283 556 6,297
Social Security 119 131 141 155 173 207 1,572 5,256

Inemna Security and Administraion II/ 31 31 31 32 30 49 161 4,409
Other Exenditure 55 73 172 99 119 55 78 3,801

Surplus/Deficit 88 83 79 103 82 122 591 -28,656

/I/ cludes aU levcL of government, but e=xies the hard-currency fund.
2/ Abolished in 1992
3/ Adopted in 1992.
4/ Introduced in 1991, aboLihed in 1992.
5/ Same as cowany income tar.
6/ Income arngfiom the sate of goods unpoled with hard currency.
7/ Trasersfrom sate-owned enpises friwmerly of time Union).
8/ TrWers rquredfrom the state-owned gas and coJton corportons.
9/ Not afuiancig tern: sne bonds were issued by efoner JSSR government and sold hn Tu*mniwm

The receipts were divided venly between the Union and TulAnemstan. However, these bonds wem the labdiy
of the Union goverment making Tl*mesra's share. a trntferfrim th Union.

IO Including development (capital) ecenditure, wad subsidies on account ofpnce diffentis.
IllIncludes police, administion, and defense since 1992.

Source: Minsy Of Econondcs and Fiance.
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TABLE 5-2: TUREMEISTAN - CONSOLIDATED GOVERNMENT BUDGET I/

(prentage shares)

I985 1M6 1987 198 198 1990 1991 1992

(pA e SUM Of te! renu)

Total Reenue 100.0 100.0 100.0 1004) 100.0 1001 100.0 100.0

Tax Revenue 50.7 46.7 46.4 415 45S2 32.1 30A 53.8
Tumover Tax 2/ 35.8 323 32.1 28.7 30.9 24.1 103 -
Value-added Tax 3/ - - 272
Company Profits Tax .. .. .. .. .. .. 8.0 19.6
Exise Tax 3/ 9 .. .. .. .. ..
Sales Tax4/ . .. .. .. .. _ 4.8
Profit Taxfrom Cooperatm 5/ 27 29 2.6 2.1 3.1 2.8 1O 05
Personal Income Tax 12 116 1L7 10.7 113 5.1 5.4 4.7

Non-tax Revenue 372 399 403 41.6 34.8 45.4 479 462
Foreign EconomicActiity 6/ .. - - 02 01
State Duties 0.5 0.5 0.5 0.5 0.4 0.5 0.5
StateLottery 0:2 0.2 02 01 0.1 0.1 0.0
Funds firom Socid Secumit 6.4 65 6.8 6.5 75 58 _
Profit Transfers 7/ 143 14.4 153 149 11.2 9.6 2
Fixed Paymens 8/ . - - - - .239 285
Other Revenue 14.7 165 16.0 1.4- 143 28.3 232 17.6
State Bonds 9/ LO iL8 L5 Li 1.2 1.1 01

Union Tranes 21 13.4 133 16.9 20.0 22.5 212

(perentae share Of totala qdi)

Total Expenditure 1004) 1O.00 10D.0 10W.0 100.0 100.0 100.0 100.0

Nationa Ewcoomy 10/ 47.5 ' 47.7 39.7 46.5 46.5 59.4 39.1 62.7
Sodal and Culural 469 461 489 47.1 46.8 373 569 285

of which:
Education and Science 28.0 27.4 293 279 Z7.1 210 19.7 145
Healt, Physical Educato 10.1 I.O 10.5 10.7 111 91 9.4 6.8
Social Security 7.7 7.7 8. 7.6 7.8 6.6 26.7 5.7

Internal Scurity anAd stration 2.0 L8 L7 15 14 1.6 2.7 4.8
Oiler Exenditure 3.6 4.3 9.7 4.8 5.4 1.8 1.3 4.1

Sourc Tabkl 5-
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TABLE 53: TUIRMENISTAN - CONSOLIDATED GOVERNMENT BUDGEr 1/

(in peret of GDP)

1985 1986 1987 1988 2I 1990 1991 2992

Total Revenue .. 29 321 32.4 42.7 442 22L5

Tax Rcvenue _131 13.3 14.6 13.7 13A 12.1
Tumover Tax 2/ . 9.5 9.2 10.0 103 4.6
Value-added Tax 3/ .. .. .. 61
Company Profit Tax .. - 3.5 4A
Excise Tax 3/ . 0.4
Sales Tax 4/ .. 21
Profit Tax from Coopeaives 5/ .- 0.8 0.7 1.0 12 0.8 01
Personal Income Tax .. - 35 3A 3.7 2:2 24 11

Non-taxRevenue .. .. 119 133 113 19A 212 1OA
Foig Econonmc Acty 6/ .. .. - _ .. 0.1 0.0
StateDuties - _ 02 0.1 01 02 02
State Lotty - . 0.0 0.0 0.0 0.0 0.0 .

Funds from Socil Scurity _ . 20 21 2.4 25 -

ProfitTransfers/ 7 _ 45 4.8 3.6 4.1 - -

FIxed Payments 8 - .. 10.6 6.4
Other Revenue . .. 4.7 5.9 4.6 121 102 '4.0
State Bonds 9/ .. O 0.4 0.4 0.5 0.0 -

Union Transfers .. 39 5 65 9.6 9.6

Total Exe nditure .. - 283 30.6 312 41. 402 326

Nadad Economy 10/ . - 112 142 145 24.4 15.7 20.4
Socidal and Cultkral .. 13.8 14A 14.6 153 229 93

of whichl
Education and Scince _ - 83 85 85 &6 79 4.7
Heal, Physial Educaion - 3.0 33 35 3.7 3.8 2.2
SocialSecuity - 23 23 2.4 2.7 10.7 18

InternalSecurityand Administatonfl .. - 0.5 0.5 0.4 0.6 Li L6
Other Epndie - 28 15 1.7 0.7 05 1.3

Surplus/Deficit .. - 1.3 L5 11 16 4.0 -10.1

Memorandum emsi
GNP (crrt prices) 1/ 6,236 6,710 7,17 7,5 14,666 284,213

1/ GArPfor 1992 was ucmateA

Sour= Tabl 5-L
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TABLE 6-1: TIIRKENISTAN - MONErARY SURVEY, 19896P11

Absolute Cba-iges Canges
- ~~~199 199 19Z1989I 9 19991 198-9 199-9

(at milon of rabis) Cin mWis of rubles) fm percent)

Net extemal claims 21 3,780 2,768 5,064 (1,012) 2,295 -26.8 82.9

Net Jomestic asset 1,706 4,044 13,261 2,285 9,271 133.9 232.3
Net credit to government (net) .. 360 21 .. 85) .. -33.1
Credit to the economy 2,950 3,240 9,548 290 6,308 9.8 195.3
Other item (net) .. 444 3,692 .. 3,248 .- 731.5

Broad money (M2) 5,486 6,759 18,325 1,273 1166 23.2 171.1
Currency in circulation 1,604 1,823 4,471 219 2,648 13.6 145.3
Deposis 3.881 4.936 13,854 1,055 8,918 27.2 180.2

Memorandum items:
Narrow money (Ml) 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 deposis ratio 0.41 0.37 0.32
Velocity of broad money 1.6 1.5 1.5

I/ Data refer to January I oftaejbllowing year. -

21 hlucksjbreogn change held by dihe Govenent This iem also nhadta certam rgbk cbims
and abiiies i Turlanisto vra-vis other rpubis of thejfie USSR

Source: BFM, 1992 State Bauk of Tm sm
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TABLE 7-1: TURCMSENISFAN -AGRICULTURAL PRODUCrION

(in nullions of ntbles, current pices)

1985 1986 1987 198 1989 1990 1991 1992

Total Gross Agricutural 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
Pobttoes 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
Sugprbets 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 Perduction 541.5 538.7 598.3 612.3 683.6 866.3 1,590.0 14,063.0
Livestock 279.0 277.4 308.1 315.3 352.0 446.1 738.7 6,791.0
Cattle 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
Poultiy 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
Egs 21.7 21.5 24.0 24.5 21.3 34.3 71.1 359.0
wool 87.1 91.9 100.7 100.7 109.5 141.5 382.2 1,465.0

Agriculture Services .. .. .. .. ... .. .. 

Material Input 684.5 709.3 771.4 786.2 827.8 943.1 1,514.8 12,545.0
of which:
Crop Production 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 Prwduct 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 1,528.9 1,749.9 2,091.5 4,564.0 35,081.0
Anima Production 258.3 244.5 240.7 281.9 343.8 477.'; 1,084.4 10,169.0

Source: Goskomstat.
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TABLE 7-2: TUR]KNEM ISTAN - AGRICULTURAL PRODUCTION

(m millions of 1983 rubks)

1985 1986 1987 1983 1989 1990 1991 1992

Tota Gross Agricultnal Production 2,357.0 2,314.5 2,429.2 2,638.1 2,647.8 2,832.6 2,71317 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
Potaoes 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
Fnmts (without grmpes) 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
COMon 1,161.8 1,086.6 1,210.2 1,337.4 1,408.9 1,519.3 1,392.3 1,126.0
Sugrbects 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

Livestok Poducdon 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
Potdlty 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

Mateia Inplts 669.7 694.3 721.9 753.6 788.6 879.6 1,073.2 958.0
of which:

Crop Producdon 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 1,022.0
Animal Prodution 546.7 453.7 518.5 531.5 532.4 534.2 570.0 5m.0

Source: Gos _m os.
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TABLE 7-3: TURKMENISTAN - AGRICULTURAL PRODUCTION, BY TYPE OF FARM

(in nuiions of 1983 rubIes)

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 2,5822
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 809.3 111.1 794.4 818.4 821.3 832.5 848.6 858A

Total Public Sector 1,901.2 1,850.7 1,979.1 2,1883 2,204.8 2,375.3 2,240.1 1,9473

Collective Farms 1,501.7 1,44t8 1,546.7 1,700.7 1,759.9 1,906.4 1,790.9 1,528.3
Crop Production 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 2635
Livestock Production 124.4 119.3 121.0 138.3 137.9 128.6 123.2 125.5

Other State Enterprises 45.9 71.4 47.4 51.6 47.4 35.5 34.0 30.0
Crop Production 29.4 53.2 33.2 40.7 34.0 20.6 20.0 7A4
Livestock Production 16.5 18.2 14.2 10.9 13.4 14.9 14.0 22.6

Individua 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.A

Source: Gozkomswr.
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TABLE 7t TURKMENISIAN - MAIN INDICATORS OF AGRICULTURAL FARMS

Gillcfaub Sbt Fas Oir ri Pm
19 9 0 Tau ( ) (m ma) (ae 6.) Pbcs Fuss

Nunwrdm .. 361 136

Drone . imEaT 1983 ms) 2S833 1.906 433 36 457

Fid CS$S (mi nM .. ...

PMfo irnanMs .. r5 IIS 115

Nuanbcrtlcu.auldafhruu .. -3 7

Pm*.d ksm)
Grain 449.1 321A 10146 21. 4.6

Cau(aau4 1.4572 1,2949 169L 0.1

PaStS 35.1 .2 2. _ 24.
Vegencs 407.1 2T2.3 56.0 4. 1 74.0
Watsiala 314.7 21'4.7 63.3 I&O 187
Mea 104.3 3.2 1lao 14.1 430
ak 435.5 1439 36.7 6. 237.1
Em (.1iD) 327.6 123.2 85.1 7.6 196.7

Cade(dausl laSs 1293 2SS.1 57.9 63.1 4532
Cols 331.1 726 15.4 5.1 233.D

:> 26iS '52.4 6Q6 47.6 4.2
Skcpt. os 5.481.1 2166.7 1391.1 212.9 1,650.4
Palty 7.3903 2,7929 1,A3.4 234 2,499.2

Cdac t6m Slatl Fanns odor Y*tme Prinlc
1991 Tal (k-tao -(51 (5-) (SWe h ) Flats Faa

Ntumbrfnfas .. 369 137

Gras Oadp.tminfilIM 18 les) 2,714 1,791 415 34 473.5

F-ct CiCpl Wm m s) -...s)

Pit (mi mxI) .. 1,26. 248

Numbertln.4aafisms 19 4 10 4

PrtM -h -a)
Grain 516.6 374.1 .. .. 4.5 .

C wmo(zaw) 1,432,8 1,267.9 164.8 a.

PMMe 30.3 6.2 .. .. 23A.
VCBlesa 338.4 263.4 .. .. 792
Watanela-
Meat 99.5 279 15.3 1I.S 44.5
M3k 4582 157.2 443 6.4 250.3
Em (fI) 300.0 1155 72S 5.0 107

Cade (dmasS hiem) 89.6 26D.4 5'49 625 53,5 0.3
cow 360.2 -72.B 14.7 5.2 267.4 0.1

pip 259.A 4 60.0 412 6.0
Srep gais 5599J3 217L0 1,3789 267.7 177636
PsAzy 7,790.9 2,85.6 1948.3 229.5 27615
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TART 74: TUlRMENISrAN- MA INDICATORS OF AGRICULTURAL FARMS, comtiua

Cailctdvc frm Sae Farm Gor Pivate Privac
1992 TOW Oats) (sbmv) c a) P

Number of .. m3 147 .

Grs 004101 eaiE 193 nWM) 2.482 1.52S 389 30 534.3 11

fxd Cai (milo ) .. .. ..

Profit s(om& a) .. 6, 2.229

r oFllossiml fans _m 25 16

P (dlsm us)
Grain 636.9 55D5 IS2.6 143 1935 I.

Cmam (mw) 130.0 1,149.6 149.2 1.1 0.1
Fbi
Parse 39. 7.8 0.7 0.1 30.9 t.
Vegmbim 319.7 204.8 30.9 2.2 8D1.8 1.
flaslan 213.1 130.9 42.7 6.4 33.1 1/
Mcat - -97.9 24.6 14.7 72 51.3 0.1
342k 471.1 150.6 32.5 5.6 2a3 0.Q
Egg Owls-) 29e 104.0 6 QS 4.5 122.7

CatRe (tln. bads) I.4,.1 266.6 61.3 563 61518 1.1
cows 416.0 73.0 14.7 4.9 322.9 0.5

Pip 212.0 119.5 52.6 32.9 6.6 0.1
Stee, Egas 6.25.0 2.363 I,S1112 1.214.7 2.175.4 0.4
Pmhry 639645 2113.9 1.696.0 194.3 2.9603 

Coueve &aIms St Fr OdOS Privte Prdia
1993 TOMal (koes) (soum) (e fis) Pnts Frss

SNberef 1r

GmO (millio 19S3 ubla)

P Cr (iim u....

Number of los-smkksg farms. 

Thshto dmobsud nos)

wrAn

smauna
Flax

Vcgtbn
Wmne
Mat

Egp(SUO) .. 

CaEk (asd bi0.

Pigs. .

9. gm
Paky

I/I Jdulmdpnvaefamwrw

&nure Goaten
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TABLE 7-& TrJflIdENIflN-PRODUCUION AND AVERfLGE YIEDOF MAJORAGRICULTTJRAL CR015

1980 1915 191 1987 1986 1919 1920 19.91 1992

ProudS (thoumds.m f ton)

Gain- Oa.weIgu - - ~~~~ ~~~~ ~~~293 321 40 379 449 517 '737

YJlrnbcat - - 89 93 92 56 130 195 3S0
Spngubca - - - - ... .11 7

Rye ..- - - -- - - S
corn .. - 98 95 159 140 1IN 326 159

Spdwbiq. - - -1 9 ..s l.. -27I

Rktc 38 45 S; 45 dl 54 64
Ra - - -. - . .-- 

Comons w) ... 318 .7 L341 1.3 1.45? 1,433 in3)

Cottlefi-er, 334 33D 410 m o3r 43o a

5m -. - -. 

VqeflIa .. .. ~~~~ ~~~~ ~~~~ ~~334 354 372 414 411 388 321

Fruit ~ ~ ~ ~ - 191 201 2US 166 216 223 174
Oqiprn ..- 52 35 165 126 139 167 i
Odha' .. 47 so42 47 56 49

Cam {sllpsutgwrSop) - -..-. 

Awrug yiel (raftta p- hbedi)

Gmin
vrsruae .. 179 37.1 20.6 21.2 23.6 19.0 19A4
WSbrIshs .. 15.0 34.7 15. 154 2. 8.5 7.3

Rye* ..-. - - .. 9 .. It
Cm. .. 253 21.0 32.8 3237 31.0 33.3 364
-Wbrn wh.y ... 37 34.9 15.4 17.4 21.0 1939 2D.5
Spril6buley ..- .- . .- 6 33.7

Rihe 249 25.3 2&-t 2LS 26.0 213 23.0

Com (oW) ... 17.S 28.1 21.1 21.1 23.4 23.3 23.0
Cmom fiber 5.~~~~~~4 6.0 6. 63 7.0

hits. .. .. ~~~~ ~ ~~~~~ ~~~~69.0 11.0 1IOD0 91.0 7Xi 96.0 93.3

VeguSla la;.14. 122. 124. 136.0 111.0 141.0 114.7

Exul
Grpe . . 89.5 732 Du 72.5 3.8 £3.1 59.7

owwr ~~~~ ~ ~~~~~30.8 30.4 312 28.4 32. 339 31.1

Cam (S3p .S pcerdsl... . ....

Hay~ 
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TABILE 8-1: TUEKMENISTAN - GROSS INDUlrRIAL PRODUCTION BY SECTOR 11

(w m=il Of Current rubls)

1980 1985 1986 1987 1988 1989 1990 1991 1992

AU Industiy 3,033 3.983 4;205 4,326 4,525 4,645- 4,799 14,703 186,798

Heavy Industry 1,263 1,880 1.973 2,059 2.047 2,060 2,081 6.544 126,599

FuC- EDUgy Industry 740 1,138 1,190 1,207 1,196 1,243 t,239 4,931 107,932
Electricy 103 170 211 218 212 2442 250 ' 565 8,736
FIue I dustIy 638 969 978 990 984 1,001 989 4,366 99,196

Metalurgy 5 6 6 6 7 8 9 16 184

Machikey 37 47 51 52 53 58 58 115 1,365

Chemical and Peutroxmicul 113 154 175 202 207 201 204 404 5.720

Forestry/Wood Products 33 56 64 68 65 67 64 95 531

ConstucziDn Mareias 177 259 269 286 293 272 285 583 7,130

Oiier Production 158 219 218 238 227 211 223 400 3,737

ight 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

lodting 126 171 185 188 212 222 235 462 2,221
Leaher and Shoe 60 66 56 54 46 47 48 122 675

Food Industry 417 543 538 592 632 679 690 2.087 23,680
Foodprocssing 172 225 213 249 272 292 303 690 8,612
Mat and aiiyprodits 120 159 165 174 155 192 196 876 7,397
Fish 27 36 31 38 32 39 34 57 397
Flour, groes and fodder 98 123 129 131 144 157 157 464 7,274

I/ Data inudes intermeoate inpust.

Source: C*msOBaEL



Statistical Appendix 231

TABLE 32: R - INDUSUAL PRODUCION BY SEIOR 1/

(in milions of 1982 nabks)

1980 1985 1986 7987 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 7,013 2,084 2,19 2,1 2,202 2,6 ,350 1,884

Fuel- Energy Industry 1,145 1,26 1,300 1,334 1 1,373 1,362 1,454 1,1;2
Electlicity 121 192 215 229 224 253 258 269 265
Fuald Idustry 1,024 1,076 1,085 1,105 1,101 1,121 11 1,186 899

Metallu 5 6 6 6 8 8 8 9 7

Machinery 40 48 51 52 53 58 58 65 59

Chemsicl and Perochmica 130 154 175 203 207 201 204 194 126

ForcstryJWood POducs 40 57 65 69 67 67 63 65 62

consucfio Materials 191 26D 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' 1,64. 1,88 1,908 20M 2,096 24181
Textiles 1,317 1,328 1,460 1,439 1,575 1,637 1,748 1;7 1,858
Clothing 121 171 186 192 217 225 237 258 270
- lhaerandShoe 74 66 56 54 46 47 48 53 57

Food Industry 439 570 560 603 643 686 714 756 765
Food processming 187 255 234 261 281 300 329 359 348
Meat and dairy products 120 157 164 173 153 191 194 194 205
Fisk 33 35 34 39 37 39 34 32 39
Flour, groats and fodder 99 123 128 131 142 157 157 175 178

I/ Data includes intediar e iu.

Souc GCskmnsta
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TABLE 8-3: TURKMNISTAN - ELECRICIfTY 1ODUCIION AND CONSUMPION

(i milons of kmh)

1980 1985 1986 1987 198 1989 1990 1991

Producti 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 .. .. .. .. ..

Impors 563 807 888 944 979 1,058 1,113 1,132
of which: Inaerrpublic

Toal Supply 7,275 11,794 13,284 14,211 13.870 15,566 15,724 16,086

Domestic Consumption 5,707 7,375 8,076 8,331 8,535 9,264 9,653 9,587
of which:

Indusry 1,903 2,464 2,703 2,896 3,402 3,865 3,733 3,657
Consrucdon 205 211 222 188 201 218 247 233
Agricuture 855 1,297 1,405 1,467 1.610 1,643 1,817 1,853
Transpot . 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

M>lunicipal - 677 879 897 951 947 987 1,020 1,036
Odher 407 477 507 50B 506 533 555 541

Losses 783 957 1,005 1,085 1,072 1,209 1,238 1,322

EWxprs 1,568 4,419 5,208 5,880 5,335 6,302 6,071 6,499
of which: ne..rrepub.ic -. ..

Tota Uses 7,275 11,794 13,284 14,211 13,870 15,566 15,724 16,086

Sorcee: Ener Balance ofNadiona Economy.
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TABLE 94A: TURMNENJSTAN - DEVELOPMENTS IN WHOLESALE AND RETAIL PRICES

ANNUAL 1980 1985 1986 1987 1988 1989 1990 1991 1992

pre4ouyear - 10
1. Wholesale prices -Toal .. .. .. .. .. .. 100.0 310.9 1094.3

Elece-eergy .. .. .. .. .. .. 100.0 210.9 530.5
Fuel . .. .. .. .. .. .. 100.0 447.8 1651.1
Ferrus Metallur- .. .. .. .. .. .. 100.0
Non-ferous Metallurgy .. .. .. .. .. .. 100.0
aCemuical .. .. .. .. .. .. 100.0 252.5 2690.7
Petro-chenical .. .. . .. .. .. 100.0 210.0 1239.9
Machine Bildng .. .. .. .. .. 100.0 194.6 3983.2
Forcstry, Wood & Paper .. .. .. .. .. .. 100.0 194.7 1042.0
Cosmmction Materials .. .. .. .. .. .. 100.0 217.3 944.9
Glass Industy .. .. .. .. .. .. 100.0 195.3 1731.8
Light lnduty .. .. . .. .. .. 100.0 293.8 598.0
Food Bndusy .. .. .. .. .. .. 100.0 225.6 1131.8
Meat bnustry .. .. .. .. .. ... 100.0 423.1 1664.3
Dairy ny .. .. .. .. .. .. 100.0 316.6 95! 2
Grain Pocessing .. . - .. .. .. .. 100.0 214.5 1432.3

2. Consuner prices -Total .. .. .. .. .. . .. 100.0 931.3
Aggregated goods .. .. .. .. .. .. .. 100.0 979.4
Foodproduc .. .. .. .. .. .. 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 J.'L Feb. Mar. Apr. Mtry Je Jly Aug.- Sept. Oct. Nov. Dec.

Oame neA of e preceting yar - 100)
1. Wholcsale prices-Total 2532 250.3 2Z7.6 259.9 289.1 292.7 295.6 300.2 343.0 363.3 443.1 412.6

Elec_o-energy 190.8 190.6 202.B 237.5 244.9 244.9 230.9 203.0 199.0 20D.0 193.9 187.3
Fael 406.6 406.6 411.4 411.4 411.4 412.0 412.9 413.1 410.5 411.5 632.9 632.9
Ferous Metallurgy
Non-ferrous Metlury .. .. .. .. .. .. ..
Chemical 17L0 170.6 181.2 168.9 169.3 173.0 176.7 176.7 171.0 175.0 83Z.3 414.8
Petro-c al 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 Bilding 161.7 162.1 162.6 186A 192.6 211.5 207.4 215.2 188.9 183.4 193.5 270.0
Foresy, Wood & Paper 1612 175.8 179.9 2034A 194.1 185.3 190.3 180.1 175.0 2143 204.8 272.1
Constuction Materials 211.5 196.5 2075 209.2 209.4 216.5 237.4 221.7 221.1 220.4 220.S 235.3
Glass ndustry 194.7 192.3 194.3 200.6 VQ.1 193.5 193.7 192.0 192.0 198.9 199.6 199.4
Light Industry 226.3 223.4 166.1 194.0 261.1 265.5 263.7 276.3 3763 434.1 435.6 402.9
Fwod Ibdusay 187.0 137.7 172.2 223.5 224.3 233.8 235.1 246.1 268.5 248.4 237.5 238.2
Mea Industry 100.4 1M.1 10.1 444.5 439.0 4443 552.8 567.8 582.5 578.1 575.0 589.6
Dairy Idusy 98.8 98.6 98.4 417.5 434.3 432.4 390.6 378.3 361.1 358.0 357.8 369.3
Grain Procesing 2643 223.0 229.5 240.3 238.0 238.4 23712 240.8 236.2 143.4 143.9 139.1

2. Consmmer prices1/ .. .. .. .. .. .. .. .. .. 200.5
Aggrgated Goods .. .. .. .. . .. .. .. . .. 226.0 201.6

rF odu 232.6 185.3
Non-fod products 222.9 210.5
Paid Services .. .. .. .. .. .. .. .. .. 177.0

11 NA caladwutoS the mmKE ES of the p necedyag rpwwere made wi Now ber .1991. fcost)
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TABLE 9-lA: TURKLENISTAN - DEVELOPMENTS IN WHOLESALE AND RETAIL PRICES, cootinued

1992 1992 1992 1992 1992 1992 1992 1992 1992 1992 2992 1992
MONTHLY JAo Feb. Mar. Apr. May June July Aug. SqtL Oct Nov. Dec.

(same monh of the precedIng year = 200)
L Wholesalc prces -Total 740.8 769.7 647.5 775.7 807.9 764.0 820.5 1119.1 160L3 1666.6 1610.1 161S.0

Elcco-nrg 900.9 3483 4401 376.2 365.0 3449 454.6 454.8 78.0 701.6 893.0 898.1
Fucl 829.7 8833 9972F 1053.9 899.4 1833 100.6 18611 34372 31182 2352.9 2487.6
Fcrrous Metaflurvr . - - - - - - .

Non-ferrous Metallu. -
Chemical L167.7 21111 215.4 3015.0 31202 2932.2 2941.8 332L0 39722 36572 1S43.1 21S1.
Petro-cheniical 738.1 738.1 11953 1265.2 12359 1282.6 1249.6 11763 1171A 1410.9 1665.6 1749.2
Machine Building 3206 84S.6 30482 2265.0 38931 34242 4001.6 4497.5 4945A 11306.; 749LS 1757.6
Forestry, Wood & Papcr SS.7 5S5.7 7254 719.6 9323 107440 1016.0 997.6 204.2 1067.7 1727.6 19328
Consuction Materials 318.6 565.8 596.9 6292 6715 669.0 885.0 10653 132.0 133 16463 16282
Glass Industry 68L2 1L361 13675 1538.9 15Q6 17669 1830. 19990 2007.0 20453 242D9 2424.9
!rht Industry S1B. 587.1 611.3 50269 533.5 509.4 527 S168 452.7 6074 8479 896.1
Food Industry 747.4 68056 6535 568.3 654.0 403.9 7935 14882 164L2 1656.0 21511 2144.2
Mcat Industry 22954 2Z5Z.2 22342 1016.3 1045.1 10911 491.7 4735 22456 -218S.7 2443.7 2203.6
Dairy Industry 14595 11525 11072 280.1 266.7 267.1 2985 322.7 1514.8 1476.0 15717 17935
Grain Ncc!nsing 5092 5761 5588 557.1 5633 543.6 546.1 15223 2022.0 2L5BD 3708.4 3925.2

2. Consumcrprices -Total - - - _ _ - _ - - - - -
Aggeated Goods 6632 67S5 73LO 478.1 515.1 545.0 6S69 781. 846.7 8945 9Z7.7 964.1
Food products 6325 67L2 692.6 43L8 4754 483.9 557.1 699.9 837.6 9017 80A 9265
Non-food products 61n9 67BO 756.0 534.7 560.6 6242 801 885.8 856.0 8874 981.1 1006.0
Paid Servecs - 291.1 3922 378.4 3864 4124 3765 5672 50.6 7907 779.6 8g13

1993 1993 1993 1993 1993 1993 1993 1993 1993 1993 1993 1993
MONTHLY JonL Feb. Mar. Apr. May June J Aug. Sept. Oct. NAv. Dec.

&me muonh of the preeding year = 100)
L Wholesaek pr - Total 16723 1411D0 1324 13003 14303 21782 23911 1680.1 125L8 19152 181O -

Lceztro-c- 5951L7 11751 115375 1353.1 124.7 1891.1 33289 33294 2174.7 1404.0 1338.3
Fuel 9l18.5 2053. 1717. 1499.6 1917.4 3212.0 28334 1693.8 1499.0 15123 17631 -

Ferrous Metallurgy - -_ - -_ _ _ , -
Non-fewous Metallur- - - - - -_ _
Chemical 11293 S66.7 541.7 8053 61h6 7194 728.8 179.6 677.7 642.1 1533.1 _
Peto-chmical 224-0 1854 1732 359.7 4472 5304 805.1 350.1 85.8 15280 14284 -
Machine Building 8743.9 104533 43512 9417.7 853.2 11665 1204.0 1842 7S17.9 7641 14102 _
Forestry, Wood & Paper 16395 1597.8 30941 2334.7 15251 1851B 14683 18272 13892 2378.7 33819 -
Construction Materials 1578.6 711.3 11474 111Z9 11795 138 1721.5 1485.6 1400.2 1440.0 42415
Glass Industry 397.0 351. 451A 406.1 4053 417.0 4261 728.4 728A 7052 1114A -
Light Industry 492.2 428.0 597.7 645.7 6553 6313 64319 694.9 708.0 3518.6 1450.8 -
Food Industry 7379 12673 11053 11425 116B.1 837.6 20187 1160.0 760.0 7733 43545 -

Meat Industy 9889 5931 1514.1 1668.7 1706 17399 4964.7 52413 9965 967.0 14261 -
Dairy Industry 6232 5741 615.6 1816.0 18919 16822 66345 8170 22162 16501 1320.7 -
Graim Processing 15472 1643.1 1640.4 1617.6 1620.6 4810.0 5726.1 1754.2 1516.8 14935 1099 

2. Consumer prices _ - _- .. - - - - - -
Agregated Goods _ _ .. .. _ - -_ .. _ _
Food products
Non-food p-ducts
Paid Services _ _ .. .. _ .. _ _ _ _ -

Sources: sGomsuS.
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TABLE 9-1B: TURKMENISTAN -DEVELOPMENTS IN WHOLESALE AND RETAIL PRICES

ANNUAL 1980 1985 2986 1987 1988 1989 I990 1991 1992

- rlsso~~~~(190- 100)
1. Wholesle prices -Total .. .. . D .. .. IW.0 310.9 1094.3

Elera-nergy .. .. . .. .. . 100.0 210.9 580.5
Fuel .. . .. .. .. .. 100. 447.8 1651.1
Ferrous Meallurgy -. .. . .. .. .. 1W.D0
Nan-ferrous Metallurgy .. I. .. . o.
Chenical .. .. .. .. .. .. 100.0 252. 2690.7
Pureochemical _ _ _ .. .. I.0 21D.0 1239.9
Machine Building .. .. . .. .. .. 100.0 194.6 39332
Foresty. Wod & Paper .. .. .. .. . 10.0 194.7 1042.0
Cosmton MaeriWs .. .. .. .. .. . 100.0 2173 944.9
Gass Industry .. . . . .. .. 100.0 1953 17311
Ligh undustry .. .. .. .. .. .. 100.0 293.8 598.0
Food Iuw .. .. .. .. .. .. 100.0 225.6 1131.3
Mess Industry .. .. . .. .. . 100.0 423.1 1664.3
Daiiy Indusy .. .. . 100.0 316.6 959.2
Grain Procsi .. .. .. .. .. .. 100.0 214.5 1432.5

2. Coasinerprices -Toni .. .. . . .. - . .. 100.0 931.3
Aggegateu goods .. .- .. 9. .. .. .. IW.o 979.4 
Food products . . . .. .. .. .. 100.0 906.6
Non-hbod produc . . . .. .. .. 100.0 1064.9

Paid service: .. .. .. . .. .. .. 100.0 609.6

1991 1991 199Z 199) 199) 1991 I991 1991 1991 1991 1991 1991
MONTHLY JanL Feb. ar- Apr. May Jan Juy AS1g. SqL OCr. NOV. Der-

-previou moc- 100)
1. Wholesle prices - Toml 1722 101.0 101.6 t27.A 99.6 1012 104.1 102-1 115.6 102.0 137.7 101.1

Eleltr-enr 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 4000 100.0 10.2 100.0 101.7 100.4 100.0 196.4 100.0
F'=rous Malhrgy .. . .. .. .. .. .. .. .. .. .. ..
Noners Metlum .. .. . .. .. . .. ..
ChniIcal 171.0 99.6 106.0 99.0 99.8 I10. 101.6 100.0 99.6 100.1 471.6 114A4
Petro-chemical 210.0 100l0 100.0 100. 100.0 100.0 100.0 100.0 100.0 1000 100.0 100.0
MachineBuilding 133.4 99.3 99.8 1003 102.0 1093 98.3 112.0 86.4 98.7 102.4 130.1
Foresuy, Wood Ic Paper 153.3 163.9 97.4 111.8 96.7 9S.6 107.4 101.4 82.4 114.3 *'4.6 113.8
C onsuuuiohMareials 197.4 9869 101.0 99.9 100.5 105.8 102.7 102.1 995 10Z.8 1013 1D9.6
Glass fIlustry 1495 100.6 991 103.2 99.4 100.9 100.6 1013 100.0 104.5 99.5 101.3
Lightlodusuy 228.2 100.9 1023. 123.4 98.6 100.S g9 102.S 137.2 104.1 10. 98.6
Food Industry 18335 1005 987 122.8 101.3 101.4 100.3 103.0 100.4 99.8 98.7 100.4
Mcat hsszy - 993 101.2 99.1 441.4 1M.1 99.6 222.0 1003 100.8 100.5 99.1 102.9
Dairy Ind-sry 9S.7 99.4 99.5 424.8 101.1 100.3 91.6 97.6 100.9 IDI.5 99.8 99.3
GrainProcessing 130.1 97.8 103.2 102.2 983 97.2 995 101.1 993 983 101.0 98.4

2. Consrner prices 103.1 106.9 106.1 165.4 110. 110.2 99.2 100.0 101.1 103.4 1025 101.6
A agrcgsted G-oods 105.6 103S7 109.1 173.1 111.1 99.9 100.0 995 103.8 1L0 102.7 104.9
Food producs 101.3 1062 104.3 152.7 101.2 99.3 93.3 96.8 100.9 102.4 103.1 105.9
Nom-rod producm 108.3 1103 112.3 138.4 1183 1003 101.0 1012 105.7 101.9 102.5 1043
Paid Servics 102.9 104.9 109.1 1?.5 101.1 101.6 100.9 100.8 100.9 10S 102.1 101.9

(cas p
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TABLE 9-ilk- TURKNMENXSTAN - DEVELOPMENT IN WHOLESALE AND RETAIL PRICES, continued

1921902 1992 1992j 1.992 1992 1992 1992 1992 1IM 1992 1992
MONTHLY Jan. Feb. Mar. Apr may Jame fidy Aug. SepL Off. Nov. Dec-

ereWuias mfonth - 10)
1. Wholeale Pr~ices-Total 375.9 167.2 129.3 t01.2 136-8 102.8 121.9 151.5 168.7 130.8 177.3 106.6

Electro.energy 475.7 100.0 131.4 100.9 100.1 97A 100.6 100.1 173.3 91.2 100.0 101.4
Fluel 612.4 107.2 117.2 100.1 90.6 99.9 107.4 247.7 269A4 92.8 100.1 101.9
Ferrous Memihurgy .. . . . . -. -. .

Non-rerrous Meallurgy.. . .. . .. - .. .

ChemIcal 5924 17835 109.7 145.3 99.8 96.5 1017.6 119.1 116.3 111.9 97.6 - 110.5
Fetro.cbeamical 735.1 100.0 100.0 100.0 100.0 100.8 100. 102.7 99.7 120.6 106.9 105.0
Machinr Building 243.3 149.3 1556.0 98.2 2525.6 -100.0 103.6 151.9 90.8 287.1 85.9 117.0
Forestry. Wood & Paper 240.2 110.8 148.1 128.4 99.6 104.1 100.0 100.0 126.4 102. 193.0 137.4
ConsruntwdoMabcrials 190.9 286.2 114.1 107.2 109.4 111.5 12635 130.0 136.0 102.2 122.2 109.3
Gla ss ldusay 519.6 16735 120.0 113.3 100.7 109A 1O5.7 106.9 100.6 104.3 122.9 10135
Ught rnduuary 255.8 20835 105.7 9535 104.2 305.1 105.6 100.2 105.2 165.8 258.7 108.0
Food loustry 4322 105.6 113.3 100.3 160.0 100.0 12il4 22123 167.3 102.7 1233 103.6
Meat Industry 395.3 99.6 97.5 101.7 103.9 103.2 100.0 116.9 463.0 109.8 106.3 99.0
Daiy Industry 393.7 82.8 97.3 106.5 100.9 100.0 101.6 100.0 478.2 99.0 106.0 103.8
GrainProcessing 352. 114.4 300.3 102.9 100.0 .99.6 10012 259.9 170.2 102.5 171.4 106.9

2. Consmer prices 2810.7 117.9 106.3 107.3 107.1 101.6 101.5 124.6 108.9 104.9 109.0 114.7
AggreptJed Goods 210.1 117.3 106.7 107.5 105.8 103.7 302.0 120.6 109.0 104.6 109.0 114.5
Food products 281.0 102.4 105.4 10141 102.8 96.0 LOQA4 1455 111.4 105.8 104.5 111.8
Non-hood product 277.4 137.3 110.5 111.6 130.0 110.3 305.0 105.1 106.3 103.5 113.9 118.0
Paid Services 278.5 125.8 101.9 105.0 122.9 107.2 99.2 145.3 106.9 119.7 11145 108.1

1993 1993 1.993 1993 1.993 1993 1993 1993 1993 1993 1993 1993
MONTHLY .Tan. Feb. Mar. Apr. May June .Fely Aug. Sgip: Oct. PA'O. Dec.

@revous Month - 00)
1. Wholesale prices - Tota 299.1 182.9 165.0 134.7 119.0 141.3 130.7 108.9 102.8 164.9 20323

Hluezro-eoergy 154.8 100.1 802. 128.4 92.6 102.0 175.9 100.0 108.9 106.4 101.7
Fuald 516.1 238.6 97.4 146.8 135.3 159.5 117.1 108.9 101.4 94.9 163.5
Fencu Metallurgy . . -. . . . . .

Non-ferous Metallurg . . . .

Chemtical 152.6 1183 104.9 142.0 111.6 124.0 103.2 116.3 102.5 105.7. 402.5
Perro.chemical 123.7 1093 100.0 213.4 156GA 115.3 151.8 105.5 100.0 214.3 100.0
M;achine Building 160.2 106.5 109.5 166.7 109.0 150.3 106.6 135.0 90.1 176.1 154-3
Forcsr. Wood &Paper 108.6 . 114.5 369.2 103.1 194.3 127.4 86.0 129.3 100.0 203.4 166.0
ConstuctIon Materials 13923 123.0 208.5 111l4 1183. 163.3 165.3 122.2 107.5 105.3 402.2
Glass Industry 101.2 1515 157.& 101.0 100.3 114.1 106.4 171.7 100.0 100.0 175.7
Light Indusay 106.5 130.6 137.4 127.4 104.4 103.3 100.9 105.9 104.4 354.9 163.6
Food bIdusu.y 148.9 239.7 154.0 111.2 119.3 120.8 169.7 1IO.4 106.6 103.0 746.4
Meat Industry 101.4 100.9 263.9 100.4 10445 102.4 287.3 101.2 96.1 103.6 151.9
Dairy Industy 92.1 103.9 304.9 315.7 103.6 93.0 409.4 100.! 101.0 106.0 84.0
Grain Proxessing .112.3 195.9 100.9 '101.3 100.2 288.3 122.3 99.4 100.6 100.3 113.2

2. Consumer prices 114.6 241.3 115.1 128.0 114.0 155.8 .15.4 116.0 121.7 127.7
Aggregated Goods .11435 227.4 113.0 115.7 115A 149.0 1163 115.1 124.3 127.9
Food products 105.2 233.3 112.1 115.9 115.2 150.8 1093 113.6 111.6 121.8
NotSfod product 123.2 219.4 113.9 115.6 115.6 147.3 122.3 116.4 135.8 132.4
Paid Services 117.0 343.8 128.8 235.7 101.6 240.0 109.3 121.7 105.1 125.7

Source:. Goshomluat



TABLE 9-2A: TURKMENISTAN - INDICES OF RETAIL PRICES BY GROUPS OF GOODS, continued

ANNUAL 1) MONTHLY 1993 2)
1990 1991 1992 Jan. Feb. Mar. Apr. May June July Au Sept. Oct. Nov. Dec.

AIll Gocls 104.2 200.5 1402.3 112.5 230.6 112.1 115.7 115.4 141.5 116.7 114.6 123.4 125.9

Food 102.8 155.7 1034.9 l06.6 236.5 111.7 116.0 114.8 153.4 109.7 113.2 107.2 113.7
Meat and Fowl 109.7 261.3 1054.1 104.4 180.8 10815 105.3 120.1 221.5 109.5 113.4 111.1 108.8
Fish 100.3 243.4 1 I13.0 1538.4 172.6 423.9 1I1.a 138.9 124.4 113.2 168.2 120.3 135.5
Butter 100.0 233.5 706.2 100.0 250.0 100.0 100.0 100.0 200.0 100.0 100.0 104.2 100.0
Vegetable Oil 200.6 163.3 271.2 100.0 333.3 100.0 100,0 100.0 350.0 100.0 100.0 100.0 100.0
Margarine and Margarine Go 100.4 272.7 1314.1 113.0 100.0 100.0 119.2 100.0 109.7 100.0 120.3 100.0 200.0
Milk an Milk Goods 100.1 167.1 521.6 200.0 351.0 100.0 100.0 202.4 211.6 102.2 200.0 100.0 121.2
Egs 100.1 232.2 781.0 128.6 114.4 108.7 103.6 103.4 108.3 107.7 141.0 197.1 133,3
Sugar 100.0 223.4 665.1 200.0 266.7 200.0 100.0 200.0 200.0 100.0 100.0 100.0 100.0
Confectioncry 101.2 213.1 1916.3 125.2 158.4 106.7 150.7 136.9 116.3 103.4 106.8 113.9 123,3
Flour .. .. . 10D.0 443.3 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Natural Tea 102.0 1E.7 404.1 100.0 134.0 102.5 200.4 102.6 158.2 102.0 100.9 107.6 109.9
Dread and Bread Products 200.1 13.0 491.4 105.4 235.8 100.0 103.0 101.7 102.7 157.3 100.0 100.8 100.0
Potato . 131,3 317.5 1061,3 209.2 211.0 146.3 241.7 1 251.6 110.4 101.6 163.9 112.9 157.4
Vegetables 129.7 242.1 995.3 100.3 116.7 2234 177,2 152.8 98.6 93.6 140.0 138.0 119.7

Non-Food Goods 105.5 213.7 1687.9 123.6 222.5 112.5 115.4 116.0 144.1 122.9 115.9 135.0 131.7
CottonFabrif 109.9 281.1 1124.1 112.3 158.2 109.9 107.2 120.9 133.0 116.6 223.4 103.7 124.5
Woolen FabrIc 20S.0 252.8 906.6 141.9 122.6 101.8 109.6 103.9 133.4 102.6 105.1 I21.3 119.6
Silk 110.3 213.9 969.1 116.8 120.4 107.7 109.7 110.5 132.7 102.7 113.7 121.6 118.3
Clothes and Underwear 103.9 259.2 1141.5 119.1 127.3 116.5 129.9 113.3 136.7 117.4 120.7 139.2 133.4
Furs an Pur Gods * 101.3 261.3 962.1 104.1 125.0 114.3 106,11 208,2 100.0 431.3 100.0 100.0 120.7

Head-D*esss 100.8 181.0 959.3 103.4 122.9 109.1 140.1 112.7 137.4 110.9 127.1 105.9 100.3
Krit Wear 103.5 2U.1 936.5 112,2 139.3 120.3 112.3 121.5 141.2 156.4 113.1 142.4 152.1
Stckings, Socks 103.4 228.5 1088.2 112.0 177.4 112.7 126.0 106.0 112.1 112.7 107.2 151.5 174.6
Leather Footwear 106.7 238.1 652.3 114.0 128,7 125.2 124.6 125.2 144.1 112.1 144.4 136.5 132.7
Rubber Footwer 104.8 227.5 946.9 198.0 246.5 107.3 104,6 100.2 110.0 128.5 105.7 110.7 130.8
Synthetic Detergents 101.9 192.5 1739.9 106.2 122.5 100.7 100.0 100.4 295,6 126.5 126.3 110.5 236.0
PerfUme and Cosmnetics 107.4 214.3 845.0 137.2 146.6 109.2 112.4 109.3 112.1 124.9 127.2 127.1 115.8
Haberdashery 102.1 194.5 834.4 106.0 122.3 115.1 116.9 115.6 215.2 217.1 140.8 132.7 143.4
Thread 113.9 176.1 1227.8 .. .. .. .. .. .. .. .. ..
Tobacco and Cigarettes 100.3 186.6 1093.6 103.2 182.7 102.5 106.7 104.4 228.5 107.3 104.7 162.0 133.8
Exerise ' Books 99.8 324.2 3095.6 200.0 200.0 124.7 200.0 100.0 200.0 100.0 178.3 246.3 166.4
Printed Mater 107.7 196.0 794.1 110.2 177.2 142.1 108.1 106.7 162.7 107.9 119.2 119.2 115.0
Sports Goods 100.3 190.6 1038.6 150.4 107.8 105.3 113.0 101.2 121.6 102.4 100.1 10.5 100.3 .
Radio loods 101.5 174.7 1034,2 101.7 261.8 112.7 105.5 112.5 106.9 226.9 104.5 166.4 111.1
Musiclnruments 102.2 185.9 1170.4 119.9 116.7 108.6 105.3 102.6 104.5 228.3 151.4 104.2 100.3
Furniture 105.0 216.4 1359.3 129.3 217.4 107.3 133.9 211.0 131.3 131.6 135.0 168.4 104.2
China Ware wl Falenec 110.9 216.4 2143.7 137.2 122.6 113.2 100.2 102.2 209.3 145.3 110.2 162.3 111.9
Bicyclesa d Motorcycles . 107.7 197.7 1538.8 120.0 299.3 110.2 133.1 101.4 109.5 103.8 159.0 172.9 107.8

1) ANNUAL: Preceding year - 100.
2) MONThLY: Preceding mwnth - 100. Jnuary 1993 blinked to December 1992.

Source: State Staistical Commitee.



TADLE 9-231 TURKMIENSTAN - INDICES OF RETAIL PRICES DY GROUPS OF GOODS, continued

CO

ANNUAL 3) MONTHLY 3992 2) QUARTERLY 39933)
1992 Jan. Feb. Mar. Apr. Maty Jwae Jldy Aug. Sept. Oct. Nov. Dec. 1 11 lii IV

AU Goods 1402.3 550.9 1035.2 113.6 1169.9 995.2 1402.1 1345.6 13330.4 1465.4 1820.2 . .. 709.8 3035.2 1312.1 .P

Food 1024.9 469.0 6302 741.8 t006.6 921.3 5369.8 1414.3 5249.4 1225.8 1571.0 . .. 625.6 2060.4 1280.2
Meat arndFawl 1049.6 1153.7 525.1 583.2 553.1 607.7 3291.5 3234.6 1220.7 1291.5 1168,6 . .. 411.5 937.2 3353.4
Flab 1188.0 188.1 738.6 2453.4 2162.6 2352.7 2971,6 3680.0 3576.4 4740.0 6348.5 - .. 1187.6 3572.5 4422.6
Duller 702.6 333.3 333.2 320.0 315.5 315.5 631.6 631.6 500.0 520.5 495.0 .. . 263.0 423.1 540.7
Vegetable Oil 271.2 507.1 357.1 346.0 346.0 277.0 969.5 1075.5 1135.2 1166.7 1166.7 . .. 270.5 507.9 3130.4
Margarine and Margarine GJo 1334.1 260.0 260.0 54.0 64.0 342.1 14911 349.0 1800.7 117V.0 1187.0 . .. 114.5 9135 1246.5
Milk and Milk Goods 522.4 582.8 562.4 549.1 539.9 533.4 70735 753.7 477.0 424.1 644.3 . .. 3tj 6 596.1 457.2
Eggs 774.1 803.6 172.9 B83.6 177.7 953.2 1030.4 1315.3 1441.5 2235.5 2559.5 .. . 71.6 944.3 3615.3
Sugar 665.1 168,9 459.8 391.8 450.5 475.6 953.1 920.5 520.6 533.3 533.3 .. . 267.6 684.7 604.0
Con!cctioncry 1916.3 513,2 1217.1 3255.2 3532.5 2042.3 2578.5 2634.0 2364.! 2539.7 3384.6 1. . 037.0 2239.9 25 17.2
Natural Tea 404.1 245.3 483.8 3474.0 1190.6 512.7 791.1 691.9 661.5 693.6 701.3 1. . 419.2 8657 684.4
Bread andflreadFProducts 491.4 322.0 491.4 516.7 615.2 831.9 3316.7 2695.7 3053.5 2346.7 2i48.6 . .. 497.5 1016.6 2391.6
Potato 1027.5 479.9 516.0 588. 3613.1 3736.2 2390.5 3403.4 3140.2 2070.5 2430.6 . .. 805.7 2109A 2920.11
Vegetables 87438 155.6 138.8 3085.1 1568.4 1407.7 3109.9 1033.1 3073.6 3564.8 4449.7 . .. 933.5 3539.6 2715.1

Non-Food Goods 1687.9 662.9 1595.5 3040.9 1339.6 3068.9 1431.5 32.85.5 1401.2 1642.3 39M.1 I . . 929.3 1023.2 335735
Cotton Fabric 1114.1 693.2 322.9 321.3 253.2 324.5 346.5 413.4 556.6 684.1 662.0 . .. 720.3 667.5 637.0
Woolen Fabric 906.6 1022,5 532.0 413.5 526.6 4564 598.3 378.7 965.0 809.6 879.3 . .. 569.4 707.6 906.7.
Silk 969.1 409.1 410.7 749.9 5404 449.5 685.4 6684 601.9 682.6 507.6 . .. 710.3 559.5 650.0
Clothes and Underwear 1141.5 469.6 640.9 744.3 766.3 63584 987,0 938.7 3001.4 1139.4 1313.0 . .. 650.4 293.5 3032.4
Furs and Fur Goads 961.1 565.5 1250.0 3359.6 95.7 2429,4 1306.5 4370.1 9763.5 9763.5 5929.5S . . 654.6 242617 30740.5
Head-Dresse 959.3 4304 292.9 260.6 444.4 453.5 637.7 597.9 823.2 795.3 452.4 . .. 499.4 532.5 530.1
Knit Wear 936.5 353.3 435.3 1002.3 735.9 693.6 967.5 953.1 934.7 1003.6 1442.2 .. . 536.3 827.3 946.2
Stockinpa, Socks 1088.2 996.5 1372.0 427.4 567.3 546.3 656.7 963.9 607.3 506.0 3623.2 u... 15. 553 .9 591.0
Loather Footwear 652.3 360.4 454.7 1,036.2 3089.3 3203.3 5667.5 3543.3 2083.2 2183.3 2W487 . . 931.5 '1321.0 5130.2* Rubber Footwear ~~~~~~946.9 887.5 537.4 417.5 926.3 99.2 3947.0 79235 903.5 932.2 3438 . . 633.9 3062.7 8813

* ~~~~Synthetic Detergents 1739.9 503.2 556.4 539.6 272.9 322.5 689.5 659.4 794.3 719.9 3999.8 . .. 55916 453.4 775.7
Psrfiim VW Cosmugcs 845.0 1289.5 764.1 936.0 853.5 89.7 3023.4 334.5 934.3 1595. 3181.4A. . 943.7 3203.3 1240.5
Haberdashery 834.4 543.3 793.5 563.3 993.3 910.4 13537.2 989.2 1320.6 5656.2 1564.31 . . 640.4 1274.6 1411.2
Thread 1227.8 536.3 1082,3 3231.3 3464.6 '1132.1 3464.6 658,7 655.7 310.2 956.7 81.. 37.9 71334 912.
Tobacco mad Cigaremtes 9098.6 595.5 564.0 167.9 511.1 829.9 871,3 976.2 960.2 3362.3 2106.0. . .. 695.3 583.2 lilt.6
ExurcLse- Books 1634.1 3034.5 1133.1 925.0 423.7 204.7 136.0 173.7 396.6 303.3 747.0 . .. 1056.7 287.3 223.6
Printed Matter 794.1 336.1 563.6 556.5 509. 552.3 701.7 587.6 665.2 .766.3 839.5 .. . 539.7 575.5 684.7
Sports Goods 1039.6 214.7 330.7 439.6 1317.5 1037.9 2000.0 2304.0 3306.6 3022.2 4526.9 . .. 375.5 2692.0 2913.9
Radio Goods 10.43.1 1418.0 645.4 191.2 1451.7 1475.9 1640.3 1693. 2042.3 2020. 1799.0 . .. 941.1 1233.6 1539.0
Muskp Instruments 11704 565.3 3944.4 952.3 1002.2 793.3 605. 762.3 3043.3 34201. 3420.3 ... 8 62.0 951.6 1414.3
Buirrilar 1359.8 490.9 1207.0 2341.8 1348.2 2617.0 2482.1 2487.5 327535 3962.6 4793.5 .. . 55. 1 1703.4 325.2
China Ware and Falence 2143.7 3489.0 3725.3 1432.7 3029.2 3015.9 3540.6 3452.5 3634.3 3134.1 3772.9 . .. 1436.3 1059.2 2623.5
Bl cyca and Molar cles 1555.8 626.5 31902.4 3179.0 2255.9 586.7 1024.0 699.5 3099.3 174035 3529.9 . .. 919.4 998.4 3345.3

I) ANNUAL: 1991=-100.
2) MOAI7i.Y: Same month of she preceding year =100.

3) QIUARTERL Y. Sane quanler of the preceding year -100.

Source: State Statlstical Committee.
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TABLE 9-3: TURMENISAN - AVERAGE MONTY WAGES, BY SECTORS

(in cUwmR mbles)

1987 1988 1989 1990 1991 19

Total 198.4 208.4 2213 243.7 4143 3,982.8

Material Sector 210.0 223.0 240.0 266.0 5325 4,4922

orwhich:
Industry 2126 228.0 2415 264.9 488.4 5,405.8

Electric Energy 237.9 273.1 296.9 367.1 711.0 8,238.9
Fuel Ihdustzy 291.6 336.0 355.0 387.0 787.0 8,600.0
Chemicl and Petrochenical 255.6 283.0 300.0 305.0 559.0 5,670A
Madhino.Building 214.0 230D 242.0 263.0 412.0 4,264.2
Wood Processing and Paper 216.0 216. 2319 252.5 406.0 4,323.0
Constmucion Materials 241.0 250.0 268.0 291.9 479.0 5,502.7
Light 179.0 189.0 201.0 2203 364.0 4,402.4
Textics -1942 207.1 225.1 253A 4372 4,817 B
Clothing 149.0 160.0 168.0 178.0 262.0
Leather, Fur and Shoe 201.0 199.0 200.0 207.0 373.0

Food Industy 199.0 209.0 219.0 234.0 372.0 4,628.6
Food Processing 191.0 199.0 203A 218.0 333.0
Meat and Dairy 176.7 191.0 216.0 2210 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 S,914lB

Construcdon 264.4 287.7 291.9 3149 534.5 4,671.6
Agiculure 19.L3 208$ 242.4 274.6 418.9 4,002.0
Transport 2242 236.9 2499 282.4 494.1 4,590.6
Conununications 178.8 205.7 223.0 243.1 466.8 4,342.8
Trade, Material-Technical Supply 152.7 1536 174.4 205.7 348.4 3,487.1
Information-Computer Services 1532 1609 -9Zf6 2098 369.0 3,657.4
Other 126.5 124.6 128A 50.3 309.1 3,335.2

Non-Material Sector 180.0 - 185.0 192.0 205.0 238.6 3,230.2

of which-
Housing-Communmal 1595 170.4 182.4 196.4 326.9 3,081.1
Health Care, Physical Culture
and Social Security 141.7 1433 148.8 1645 324.3 2647-4

Education 185.9 185.6 1855 188.8 293.1 2,924.1
Culture 1/ 130.4 1192 1292 1532 278.0 2,730.0
Art 1/ 1S03 1545 155.1 182.6 3035S
Science and Science Services 2352 265.6 297.6 3195 374.4 4,469.4
Baning and Social Lnsrance 1712 174.1 195.7 321.0 845.5 6,348.2
Adminisbraion 176.1 184.6 213.7 305.8 460.4 4,422.7

1/ Forl992 Czdusr andArt

Sowcvc Goskomsat
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TABLE 10-1: TURKMVEN1STAN - MONETARY INCOMES AND EXPENDrrURES OF THE POPULATION

(in millions of current rubles)

1985 1986 1987 1988 1989 2990 1991 1992

INCOM

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 77A 100.7 124.7 271.3 2,321.0
Money wage payment by collecdves 661.9 646.9 591.1 675.0 740.3 928.8 1,678.6 22,670.9
Income from sale of hnm products 194.7 189.1 208.3 219.3 295.3' 341.9 977.7 5,855.6
Pension and allowances 1/ 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 Icome 7 14.2 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 collectve farms 11.5 15.0 28.5 30.5 39.D 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 vozuntary payments 292.4 304.8 319.0 349.0 393.5 456.2 609.8 4,227.2
Savings and loans 101.0 16D.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 -46.1 109.3

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 less expenditures 385.5 228.9 280.9 290.3 340.8 440.9 2,452.0 38,953.6

Source: Goskomstat.



Statistical Appendix 241

TABIE 11-1: TLUIKR ENISTrAN - CAPrrAL INVESTMENTS BY STATE ENTERPRISES AND ORGANIZATIO NS

(in miions of nsbLs)

1987 1988 1989 1990 1991 1992

(1984 prices) (1991 prices) (current prices)

Total 1,694 1.675 1,678 2,450 3,491 41,120
of which: -

Industry 757 818 731 999 1.263 11.872
Agriculture 366 301 297 514 897 12,477
Constuction 21 41 53 22 13 440
Transport and Communications 152 139 134 170 152 2,335

of which
Communicatios 22 25 Is 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
Healdh Ptotection and

SDCial Maintnance 33 29 32 51 104 1.003
Public Education 100 68 80 137 250 2.596
Cultm and Art 11 8 10 20 36 252

Source: GoskomsEu.
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TABLE 11-2: TURKMENISTAN - CHANGE IN STCKS DY TYPE AND ECONOMIC SECrOR

(in mions of currentbks)

1990 1991

Totl Chane 5 6 9

of which:

By Type:
Raw Materials 2,35L8
Unfinished Production and Semiproducts 343 1,353.7
Finmhed Produdion, Goods 355.4 2,66L4

By Sector
124.8 26U

Ind-say 205.8 2,949
constuct 922 1,376.4
Transport acd 42 45.6
Trade and Catring -1tS2 415.9
Other 233.7 1,318O

Saoc Goskomst
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TABLE 11-3: TUPRMENISTAN - CAPITAL INVESTMN FOR UNFINSHED CONSTRUCTION

r(a mions of nbfr)

1987 1988 1989 1990 1991 1992

(1984prices) (curren rices)

Total 1,5587 1.683.3 t927A 1,969.6 2,892.3 20,777.0

Capital hwesment for Unfinited
Constrction in percent of Total
Capital nvesne () 103.0 108.0 125.0 116.0 83.0 50.5

of which:
by 101.0 114.0 139.0 134.0 1003 60.9

Agriculture 134.0 153.0 183.0 143.0 85.5 52.9
For..s..i.
Constraion 191.0 109.0 82.0 21.0 60.7 64.8
Transpor and Communications 80.0 71.0 92.0 85.0 77.3 45.3

of which
Comimuicarions -82.0 .. .. 66.0 101.2 62.1

TABLE 11-3A: lURMEAN - AP INVESTM FOR UNFINSHED CONSTRUCTION

Cm milioms of currnt rubles)

1991 1992

Matrial Sphere 2,212.1 15,449.1

Industry 1266.5 7,235.0
Construction 7.9 285.2
Agriculture 767.3 6,600.6

Transort 86.9 939.8
Communications 30.7 118.2
Otber 52.8 283.0

Non-Material Sphere 680.2 5,327.9

Housing and Municpal Semrices 438.8 3,630.0
PubLic Headh, Social Seuity 87.9 708.1
Physical Culte and Turinsm
Educaion 84.3 567.6
Cutu=e and Art 34.9 239.7
Odter 34.3 182.5

Sowre.- Goskoat.
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TABLE 11-4: TURKMENISTAN - CONSThUC1nON INE STMENT

ri nmillons of rubie)

1980 1985 1986 1987 1988 1989 1990 1991 1992

(arices as of January 1. 1991) (curn prices)

Construction Invesunent 1,915 2,517 2,579 2,681 2,847 2,882 3,150 4,318 51.067

of which:

State Constction 1,536 2,037 2,132 2,237 2,283 2,5 2,464 3,491 41,120
Coopemtives, Collective Farms,

Consumer Unions 248 306 288 263 312 366 406 444 3,661
Social Ofnizations 1 5 2 2 4 8 6 1.
Private Construction 130 169 157 179 248 254 274 382 6.286
Maintenance and Service .

Oilie .. .. .. ...-.. ..

(curret prices)

Gross Producrt of Constmcion 964 1.489 1,659 1,766 1,886 1,704 1,808 3,946 48,101
Material Production 411 677 686 762 760 677 726 1,593
Depreciation 101 139- 142 158 159 152 132 129
Net Material Production 452 673 831 846 968 S75 950 *2,225

Gross Product of Constrwuion 964 1,489 1,659 1.766 1.886 1.704 1,808 3.946 48,101
of which:

State Construction 832 1,254 1,381 1.483 1,544 1,324 1,387 2,966 35,248
Cooperatives and Collective Fanns 106 155 171 163 178 197 228 S79 5,989
Private Congruction 26 80 108 119 164 183 193 401 6.864

Sowre: Goskomsat.
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