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Bulgaria

In Bulgaria's first non-Communist government since World War II, Prime Minister Filip Dimitrov proved to be a forceful advocate of the country's ambitious economic reform program-taking over an across-the-board attack on the country's command-economy institutions in 1991 that made exemplary progress.

The most striking aspect of Bulgaria's economic reforms is its privatization program, which succeeded in breaking up the largest state enterprises and transferring their assets to joint stock companies in April 1992. A new privatization law allowed foreign and domestic investors to purchase shares in the companies.

Land reform has experienced slower progress. A law passed in early-1991 provided for the return of agricultural land to former owners, but applications were submitted by only 250,000 out of approximately 2.5 to 4 million private land owners in Bulgaria prior to collectivization. The Bulgarian Socialist (ex-Communist) Party opposes the law, and is working to thwart the dismantling of collective farms.

Dimitrov's emphasis in the reform package was on foreign investment. At a mere $74 million for 1991, Bulgaria ranked near the bottom of East European countries in terms of attracting foreign capital. The reforms put a high priority on attracting such investment, and removed most of the financial and export regulations for foreign investors, including laws restricting both repatriation of profits and property rights guarantees. Such investment is crucial, especially for exporting firms, since the domestic market in Bulgaria is relatively small. Foreign investors, though, are skeptical about the country's commitment to privatizing and modernizing export industries.

Industrial output has plummeted after the collapse of Bulgaria's major export markets-the Soviet Union and other East European countries. The country witnessed a decline in industrial output of 23 percent during the third quarter of 1992, putting Bulgaria at the lowest level of industrial output among the East European economies.

Unemployment registered at 14 percent in the same time period, and is expected to reach 22 percent by the end of 1992.

Despite the gloomy statistics there are bright spots in the Bulgarian economy. The country's tough austerity measures and strict control over the money supply have stabilized the leva, and the country is in a much better position to renegotiate its debts with foreign creditors and with international financial institutions.

The privatization and land reform programs, while unable to tackle large state-owned enterprises, have resulted in a fast-growing entrepreneurial sector, as former owners of homes expropriated in the Communist era have reclaimed their dwellings and have become shopkeepers.

Dimitrov's program has not come without costs, however. In October 1992, Bulgaria's first non-Communist government lost a vote of confidence, engineered by the other major party in the ruling coalition-the Movement for Rights and Freedoms, a party representing Bulgaria's ethnic Turks. Among the reasons for their disapproval were the tight austerity measures, which had their worst effect in the overwhelmingly Turkish regions in the southern part of the country.

Czechoslovakia

Of course, the single-most important event affecting the country's economy-indeed, the entire country-is the split of Slovakia from the Federation, to take effect on 1 January 1993. While the influence of Slovak nationalism weighed heavily in the republic's decision to depart from Czechoslovakia's federal structure/ the repercussions of economic reforms issued from Prague made the Slovakian decision that much easier.

Czechoslovakia's economic reforms, formulated by then-Finance Minister Vaclav Klaus, gave the country a heavy dose of shock therapy, similar to Poland's program, liberalizing 95 percent of prices immediately. Inflation climbed to 54 percent, while wages dropped 19-20 percent.

However, the most notable success of Czechoslovakia's reforms is its large-scale privatization program. Unlike the recent turnout in Russia, 75 percent of eligible buyers purchased privatization vouchers, thereby moving the bulk of the country's state enterprises into private hands. Czechoslovakia's private sector remains small, however, comprising only about 7 percent of the country's economic output.

With its more diversified economy, the Czech Lands were able to weather the vagaries of shock therapy, but only barely; the shock therapy program was subsequently moderated. In the Slovak Republic, it was a different story altogether. With one third of Czechoslovakia's population and land, the Slovak Republic was hit particularly hard by Prague's stabilization and reform program. Price controls on intermediate goods, the mainstay of Slovakia's economy, kept profits low for enterprises in the republic. The sudden disappearance of Czechoslovakia's export markets in the Soviet Union and other East European countries had a devastating impact on the country's economy. But, perhaps the biggest industrial loser was the country's arms industry, which is situated primarily in Slovakia. Unemployment reached levels of 12 percent in Slovakia, compared with 4 percent in the Czech Lands.

The adverse effects of Prague's shock therapy undoubtedly played into the hand of Slovak politician Vladimir Meciar, who initially advocated a slower pace of stabilization and economic restructuring to account for the greater heavy-industry orientation of the Slovakian economy. Meciar stands for more state intervention in any economic reform program, favoring subsidies to heavy industry during the transition.

During the June 1992 federal elections, Meciar integrated differences in reform approaches with an appeal to nationalist sentiments, arguing that the economic reforms coming out of Prague were meant to crush Slovakia's economy and way of life. The appeal worked, with Meciar becoming Slovakia's prime minister. After some heated discussions with Klaus, who became the Czech prime minister, it became clear that the two republics could no longer mesh their separate visions of further economic reform. In a way, the two approaches seem to be determined by dint of geography-with Klaus and the Czech Lands looking to the West, and Meciar and Slovakia finding a role model in Russia.

While barter agreements with the Commonwealth of Independent States have attenuated the impact of market disruption in Czechoslovakia, the country has pinned its hopes on its association agreement with the European Community. The agreement sets a timetable for gradual removal of the EC's barriers to Czechoslovakia's exports; barriers to " sensitive" goods, such as coal and agricultural products, will take longer to remove.

Hungary

It is indeed ironic that Hungary-a country that began its economic reforms one year prior to the collapse of its Communist regime-has had such a difficult time restructuring its economy. Despite the early initiative in transferring state-owned firms to the private sector, progress to date has been agonizingly slow.

The reforms have been bogged down in wrangling over the extent of foreign participation and over the issues of asset valuation and property rights. Officials have also been dragging their feet in privatizing agricultural land. To speed up the process, Prime Minister Jozsef Antall appointed a privatization chief in early-1992.

The only forceful action the government has taken is in enacting a tough bankruptcy law, which in effect establishes a time frame inefficient state enterprises can operate within a hard budget constraint or else shut down. In the country's financial sector, the ongoing debate over foreign participation in bank ownership has stalled reform of Hungary's financial institutions.

The most activity in Hungary's reform package has been witnessed in trade and price liberalization. Over 90 percent of prices for both producers and consumers are now set by the market, though industry still receives some government subsidies. An equal amount of progress is seen in liberalizing foreign trade, with convertibility of the forint established for businesses.

Hungary's loss of its traditional markets in the Soviet Union and the rest of Eastern Europe has led to an overall contraction of the economy, with declines in industrial output at around 20 percent. While the downturn has affected practically all sectors of the economy, the hardest-hit were Hungary's metallurgy and machine-building sectors-the most antiquated of the country's industries.

The unfavorable data on Hungary's economy obscures the presence of a growing private sector, which could amount to more than one-third of the country's economic activity, according to some estimates. A high savings rate among Hungarians suggests growing incomes from entrepreneurial activity.

Hungary attracts the majority of foreign investment in the region. Most of the investment comes from the United States, followed by Germany. In 1991, over 5,600 joint ventures were formed in Hungary-as many in that year alone as in the period 1977-1990.

Hungary is counting on export-led growth, and reorientation of the country's trade away from countries in the disbanded Council for Mutual Economic Assistance (CMEA) has definitely hurt it in the short term. However, Hungary's association agreement with the European Community will provide duty-free access to major West European markets. In addition, the country's exports are bound to improve in quality due to import liberalization policies and relaxation of restrictions on direct foreign investment.

With the goal of bringing inflation down to 20 percent by the end of 1992, Hungary's economic officials intend to continue with their tight monetary and fiscal policies. While unemployment may bit 13 percent by the end of the year, there is no significant opposition to the government's reform policies.

Poland

Poland's January 1990 " Big Bang" experiment with economic " shock therapy" reforms was arguably the most dramatic demonstration of the country's resolve to right its ailing economy with strict austerity policies prescribed by Harvard economist Jeffrey Sachs and the International Monetary Fund.

Shock therapy, in the Polish experience, consists of radical price liberalization, abolishing subsidies to state-owned industries, and attempting to slash the country's burgeoning budget deficit through tight monetary policies.

The resulting economic downturn in 1991 was probably the most severe reaction to economic reforms among the East European economies, and was a testament to Poland's commitment to extensive and thorough reforms. The country's recession that year provided ample evidence that Poland was undergoing a painful economic transformation. The country's gross domestic product fell by 8 percent in 1991, following a decline of 12 percent the previous year. Industrial production plummeted 39 percent during 1990-91. Unemployment doubled in one year, reaching the current figure of 13.5 percent; the figure in some regions of the country went as high as 20 percent.

After two years of austerity and severe economic stagnation, Poland's reforms now show some signs of paying off. Recent economic indicators point to a surprising turnaround in the economy's leading sectors. Fueling the country's economic recovery is a thriving private sector as well as some early success in restructuring the country's export industries.

Poland's booming private sector has proved to be the country's bright spot in its arduous transition to a free market economy. Activity in this sector, concentrated primarily in retail goods and services, accounted for 24 percent of the country's industrial output in 1991.

Poland has also managed to reorient its trade to the West-away from moribund Soviet and East European markets, which at one time commanded 40 percent of Poland's industrial output; the figure now is 18 percent and falling. The West now receives 80 percent of Poland's exports-over $15 billion worth at the end of 1992.

Industrial losers are typically those whose sales were dependent on Soviet bloc markets. While chemicals, metallurgy, food processing, and communications held up relatively well, textiles, transportation, electronics, and electrical engineering suffered the most.

Poland has placed a high premium on keeping trade balanced, including an ongoing devaluation of the zloty. The country's association agreement with the European Community will also give Poland preferential access to West European markets.

Poland's larger industries are still state-owned, but the government plans to privatize these in 1993. The government faces its greatest challenge, though, in its plans to restructure the backbone of the country's economy: the huge and costly coal and steel industries. Over the course of the next decade, Poland's government plans to eliminate well over half of the steel industry's 80,000-member workforce; plans also call for cutting production in half, to 10 million tons. Restructuring Poland's coal mining industry will require the government to lay off 180,000 of the country's 330,000 miners-not an easy task/ considering recent strikes at mines employing close to 100,000 miners who are worried over their uncertain future as the government seeks to shut down many inefficient mines.

Poland has had uneven success in attracting foreign investment, most of which has gone into the country's auto industry. Warsaw has provided foreign automobile manufacturers several major incentives to open assembly plants in the country, including a very liberal foreign investment law passed in July 1991, as well as a 35-percent tariff on auto imports to protect domestic producers. In so doing, the government has secured several major deals with foreign car makers. Among them is an agreement with Fiat, which has promised to invest $2 billion over five years, and a $75-million deal with General Motors.

While these deals are impressive, the government cannot yet promise a haven for much-needed capital since foreign investors are still hesitant to negotiate deals with a country still plagued by political instability, disputes over property rights, and excessive bureaucratic red tape (including onerous job protection clauses inserted into draft contracts). Foreign investors are also concerned about the country's recent labor unrest-not only among the country's miners, but also among autoworkers protesting proposed layoffs in the Fiat deal.

Indeed, Polish citizens' resolve in enduring the government's harsh economic reforms seems to have weakened of late, the most telling example of which was the country's October 1991 parliamentary elections. Practically every segment of Polish society seemed to have a political party competing in the elections, including the " Polish Party of the Friends of Beer." However, practically all of the parties campaigned on anti-austerity platforms, and the resulting 29-party legislature has made the government's attempt to piece together acceptable draft laws advancing further economic reforms extremely difficult. 

Romania

Despite the violent end of the Ceausescu regime and Romanians' repudiation of the Communist government's Stalinist economic policies, state intervention in the country's economy has been difficult to shake off. In fact, Romania's economy can be characterized as the one undergoing the fewest significant reforms within Eastern Europe.

Meanwhile, the economy continues its steady decline, as the country tries to cope with a current account crisis and periodic energy shortages. The latter have forced successive waves of layoffs, plant shutdowns, and a shorter work week, all contributing to plummeting worker productivity. In 1991, gross domestic product fell 13 percent.

To be sure, Romanians stand out among citizens of other East European countries in the overwhelming lack of support for moving toward a market economy. One symbolic manifestation of public discontent over government attempts to throw off costly benefits of the command economy are the periodic visits of coal miners to Bucharest. Their last visit brought to the capital city violent protests over Prime Minister Petre Roman and his quasi-reformist government's plans to follow through with restructuring Romania's inefficient economy.

Roman's subsequent ouster served as a warning to other government reformers that the country as a whole had little tolerance for encountering anything hinting at rapid " shock therapy" reforms or the sort of austerity measures neighboring countries were experiencing in their quest to improve their economies.

The new government, formed under Prime Minister Nicolae Vacaroiu, an economist who is considered a technocrat, seems committed to maintaining the slow, deliberate pace of reform, but being careful not to alienate key sectors of Romanian society that would be adversely affected by any restructuring. " The continuity of Romania's reform can be achieved only at a bearable social cost," the new prime minister is fond of saying, emphasizing the word " bearable." 

Nevertheless, post-Ceausescu Romania has witnessed some attempts at economic reform. More goods are on the shelves, and store queues are shorter; but after two years of reform, only less than 5 percent of state assets are in private hands as of mid-1992. Legislation aimed at privatizing the country's thousands of large state-owned enterprises through a new National Agency for Privatization has not been carried out due to political instability, the government's limited resources, and the specter of widespread unemployment.

Prices for most goods and services were liberalized, and ceilings raised on many others, in April 1991; months later, subsidies were cut for basic foods. However, key items in the Romanian economy remain subsidized, including housing and household heating fuel and electricity.

The most progress in reforming the country's economy, however, is in Romania's trade, to which private sector activity has contributed 21.5 percent of exports and 27.4 percent of imports in early 1992-up from 7.1 and 5.6 percent, respectively, two years earlier. Importers must struggle with a dearth of hard currency, however, after the government attempted to unify its exchange rates in November 1991.

Overall, the country's main export sectors are expected to post further declines under the country's inchoate reforms.

Once an overwhelmingly agrarian country, Romania's agricultural sector has little hope in improving its productivity. A land reform bill has been passed; but local councils are slow to break up state farms, and only a fraction of agricultural land has been turned over to private farmers. Those farmers who do acquire their own land tides, though, must struggle with shortages of fertilizer, fuels, and seeds, since state farms are given priority by the state supply system. Uncertainty over land titles and low state prices for agricultural goods have encouraged the country's farmers to reduce plantings and to withhold produce from the market. As long as this situation continues, the country cannot rely on the food surpluses required to encourage exports and private markets. Currently, agricultural exports are negligible compared to years past, forcing the use of scarce hard currency for importing crops.

Romania's once-thriving oil industry, which financed Ceausescu's crash industrial development program in the mid-1960s, has depleted its reserves. The country became a net oil importer in the late-1970s, but now it must import almost one-third of its energy requirements at subsidized exchange rates.

Other key industries exist largely on subsidies, which may have to be phased out or cut altogether if the country expects further loans from the International Monetary Fund.
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