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III.1. Balance of Payments Statistics
The following symbols have been used throughout this paper:
… to indicate that data are not available;
—to indicate that the figure is zero or less than half the final digit shown, or that the item does not exist;
–between years or months (e.g., 1991–92 or January-June) to indicate the years or months covered, including the beginning and ending years or months;
/ between years (e.g., 1991/92) to indicate a crop or fiscal (financial) year.
“Billion” means a thousand million.
Minor discrepancies between constituent figures and totals are due to rounding.
The term “country,” as used in this paper, does not in all cases refer to a territorial entity that is a state as understood by international law and practice; the term also covers some territorial entities that are not states, but for which statistical data are maintained and provided internationally on a separate and independent basis.
The Russian Federation (subsequently referred to as Russia) has recently witnessed a turbulent period in terms of political and economic developments: the demise of the former U.S.S.R., the breakup of the Council of Mutual Economic Assistance (CMEA), and the collapse of central planning followed by market reforms.
This paper summarizes Russia’s balance of payments developments in recent years: the initial imbalances and systemic shocks that set the stage for the critical balance of payments difficulties Russia faced in the early 1990s; the lessons from the early phases of Russia’s economic reforms; the choices faced by the Russian Government and support by the international community; and the external debt situation. The existing problems are also relevant for Russia’s ability to achieve external adjustment in the future.
This study, which includes information available until mid-1993, provides information on external developments during this turbulent period when there was a lack of continuity in government officials, institutions, and statistical information in the U.S.S.R. and Russia.
The author is grateful to several colleagues for helpful assistance and comments in preparing this paper, in particular to Jack Boorman, Julian Berengaut, Hans Flickenschild, Martin Gilman, Nancy Happe, Naheed Kirmani, Michael G. Kuhn, Augusto Lopez-Claros, Luis Mendonca, John Odling-Smee, Robert Rennhack, and Thomas A. Wolf. Rachel Hall of the External Relations Department edited the paper for publication and coordinated production. The IMF Graphics Section provided composition and artwork. The opinions expressed in this paper are those of the author and do not necessarily reflect the views of the IMF or of its Executive Directors.
“It was the best of times, it was the worst of times, it was the age of wisdom, it was the age of foolishness, it was the epoch of belief, it was the age of incredibility, it was the season of light, it was the season of darkness, it was the spring of hope, it was the winter of despair, we had everything before us …”
CHARLES DICKENS, A Tale of Two Cities
Russia’s recent economic circumstances have been virtually unprecedented in modern world history because of a confluence of major events.1 First, there was an increase in macroeconomic imbalances and structural problems during the 1980s; second, there were changes in external economic relations, including the breakup of the Council for Mutual Economic Assistance (CMEA); third, the disintegration of the U.S.S.R. during 1990–91 caused severe disruptions in traditional trade and payments links as well as an internal dispute over the division of assets and liabilities of the former U.S.S.R.; and finally, after the collapse of central planning, Russia embarked on major economic reforms in a transition to a market economy. Each of these events would, in itself, have had a powerful impact on the economy. Taken together, they led to a collapse in foreign trade, shortages of imported inputs that aggravated the decline in domestic output, and difficulties in financing the balance of payments and servicing external debt. Because of Russia’s economic size and political importance, systemic changes extended far beyond its borders.
This paper focuses on Russia’s external developments up to mid-1993. It describes the initial macroeconomic imbalances and the three systemic shocks that set the stage for the critical balance of payments difficulties Russia faced in the early 1990s, the interrelationship between domestic and external developments in the early phases of Russia’s reform, and the external debt situation. This analysis also points to external adjustment issues that Russia will face in the future, including the potential for an early reversal of the export decline, and the nature of the external financing and debt problems.
Although the purpose of this paper is to discuss the external developments of Russia, it is necessary first to describe the development of the U.S.S.R., that formally ceased to exist in December 1991,2 and, before then, the developments of the U.S.S.R. and Russia cannot be meaningfully separated. During 1991, particularly after the attempted coup d’etat on August 19–21, 1991, the union government increasingly lost control over the union republics. Therefore, this paper describes first the external developments of the U.S.S.R. until the end of 1991 and subsequently those of Russia. The discontinuity in country coverage also implies a discontinuity in data. Although attempts are made to disentangle the balance of payments of Russia before 1992, this distinction is somewhat artificial because the U.S.S.R. was a closely integrated economy.
The weaknesses in the balance of payments data and previous secrecy surrounding the information have hampered the analysis of external developments and policy decision-making, both in the U.S.S.R. and abroad. In the past, balance of payments information was classified and received only restricted internal distribution. In the event, the balance of payments was never compiled. Only the foreign exchange budget of the plan was put together. The release of information proceeded slowly from July 1990, when the former Soviet Government began to open its books to outside bodies,3 followed by the formal commitment to release economic information after the establishment of Special Association between the U.S.S.R. and the IMF on October 5,1991. Further disclosure of balance of payments information accompanied membership of the IMF in the course of 1992 (Russia on June 1, 1992).4
Existing information suffered from weaknesses relating to the deterioration in enterprise discipline in reporting foreign trade transactions; underreporting to avoid the obligatory foreign exchange repatriation and surrender, and domestic taxation; and changing institutional responsibilities for statistical compilation as agencies of the Russian Federation took over from those of the former U.S.S.R.5 Compilation of new information became necessary because of the breakup of the U.S.S.R. into 15 independent states; the decentralization of foreign exchange transactions in the commercial banking system and at the enterprise level; and the lack of data on services transactions and foreign direct investment flows. Although new statistics have been established in some of these areas, the quality of trade statistics has continued to deteriorate, preventing a meaningful analysis of trade in 1993.
Partly because of the lack of timely and reliable statistics for transactions with the former U.S.S.R. area, the analysis of Russia’s balance of payments from 1992 has typically focused on transactions with the countries outside the area.6 However, transactions both inside and outside the former U.S.S.R. are of great economic importance and are closely interrelated. It would be highly misleading to focus only on the balance of payments with countries outside the former U.S.S.R. This paper therefore covers Russia’s external transactions with all countries.
Section II of this publication describes first the initial macroeconomic and structural problems and then the three systemic shocks separately, although clearly they were interrelated: changing external economic relations; the disintegration of the U.S.S.R.; and the beginning of economic reforms in Russia, with a focus on external sector reforms.7 Section III presents balance of payments developments in the pre-reform period and from early 1992 to mid-1993, when the Russian Government initiated major economic reforms. Section IV discusses the external debt situation. Finally, Section V suggests some conclusions and lessons for the future.
Balance of payments difficulties did not begin with the demise of central planning, the disintegration of the U.S.S.R., and the abolition of the CMEA trade and payments arrangements. The external situation had already deteriorated during the second half of the 1980s, in tandem with the increase in financial imbalances and structural problems.
The trade balance of the U.S.S.R. deteriorated from a surplus of $4 billion in 1985 to a deficit of $5 billion in 1989. This mirrored the increase in the fiscal deficit from 2 percent of GDP in 1985 to 9 percent of GDP in 1988–89. The deterioration in both the fiscal and external accounts reflected, in part, the impact of a terms of trade loss in 1986 (11 percent) and again in 1987 (9 percent) as the world market price of oil declined, having an immediate impact on receipts for exports to industrial countries, and a delayed impact on receipts from the former CMEA countries.8 From 1987, enterprises were also given greater autonomy in the setting of wages and bonuses, which resulted in a sharp increase in the wage bill. However, because enterprises were not subject to a hard budget constraint, monetary growth accelerated and pent-up demand (in the absence of price liberalization) rose. As discussed in Section II, external policies were liberalized in a piecemeal fashion, which led to increased imports, particularly of food and other consumer goods. The increase in imports was a deliberate policy of the Soviet Government to support domestic consumption and, thereby, glasnost and perestroika.
From 1989, oil exports suffered from declining production (Section III), and arms exports continued to fall sharply. To the extent that arms exports had previously been financed by the extension of medium-term credits, however, this did not immediately worsen the overall balance of payments situation, although it had obvious effects on domestic production. On the import side, the lack of domestic agricultural reform and interruptions in the delivery of goods traditionally provided by other states of the former Soviet Union raised import demand for food and food products from the rest of the world.
As a result of the increasing external imbalances, the external debt and debt-service obligations in convertible currencies rose rapidly. The external debt doubled from $31 billion at the end of 1986 to $61 billion at the end of 1990.
The easing of East-West political tensions and, perhaps more important, the escalation of the U.S.S.R.’s economic problems led to major changes in external economic relations from the late 1980s, which, in the short run, were both beneficial and disadvantageous to the U.S.S.R. The abolition of the trade and financing arrangements within the CMEA was accompanied by a collapse in trade. However, it also implied a terms of trade improvement for the U.S.S.R. as implicit price subsidies were eliminated. The U.S.S.R.’s grants and export credits to developing countries in support of arms sales were drastically cut, leading to a sharp fall in exports. Finally, some trade restrictions between the U.S.S.R. and the industrial countries were relaxed.
In the late 1980s, trade with the nine other members of the CMEA9 accounted for roughly 60 percent of the foreign trade of the U.S.S.R. The CMEA bloc formed a trading group characterized by close integration—on planning rather than market principles—and little interaction with the rest of the world. Trade was based on annual trade protocols within five-year agreements. In the past, and particularly since the 1973–74 oil price hike, the U.S.S.R. subsidized the other CMEA countries because the terms of trade between its exports (mainly raw materials such as energy products) and its imports (mainly machinery and equipment) were less favorable to the U.S.S.R. than if world market prices had been applied.10 Following increasing difficulties in fulfilling contractual obligations in the 1980s, the disintegration of trade accelerated from 1990. The impetus came, in part, from market-related reforms in some Eastern European countries. However, the decentralization of the planning and management system in Russia (owing to the center losing control of economic transactions and the regions asserting greater autonomy) and the deliberate diversion of Russia’s exports from the CMEA area to the convertible currency area were also important factors.
Some Eastern European partners argued for transforming the CMEA into a more flexible trading arrangement. In the face of mounting domestic economic problems, however, the Soviet Government stopped subsidizing trade, and the CMEA was abolished at the beginning of 1991. From then on, in principle, all trade was to take place at world market prices and to be settled in convertible currencies. This implied an immediate terms of trade gain for the U.S.S.R. (see Section III). Because the convertible currency reserves were low in all former CMEA member countries, the settlement took place only partially in convertible currencies initially, and, as a transition measure, clearing accounts were established for some critical goods covered by bilateral trade agreements. These agreements, however, proved difficult to implement because neither party was in control of the production and distribution process. For enterprises, trade settled through clearing accounts became an unattractive alternative to trade with the convertible currency area. For the states that turned out to be net creditors (the Eastern European countries in 1990–91 and Russia in 1992), the accumulation of nonconvertible assets was also undesirable. Therefore, during 1991–92, the agreements increasingly lost importance and, in 1993, the Russian Government decided not to renew them.
For the U.S.S.R., the abolition of the CMEA implied an estimated 40–45 percent improvement in the terms of trade with the other CMEA countries (Section III).11 However, the volume of both exports and imports collapsed, so that the U.S.S.R. could not take full advantage of this terms of trade improvement. The collapse was a result of a confluence of events: the decentralization of trade and changes in the settlement system; the sharp fall in domestic output and investment, and the fall in both supply and demand factors in the U.S.S.R. and Eastern Europe (although trade and output declines were clearly interrelated). The tight foreign exchange constraints of Soviet enterprises also played a role, because imports had to be financed from retained foreign exchange. From accounting for around 60 percent of the U.S.S.R.’s total trade in the second half of the 1980s, the former CMEA dropped to less than one-fifth of Russia’s trade with the area outside the former U.S.S.R. in 1992 (Chart 1). After the abolition of the CMEA system, the U.S.S.R. was left with a net creditor position with the former CMEA countries as a whole, in particular Cuba, Viet Nam, and Mongolia, but with a net debtor position with respect to some Eastern European countries (Section IV).
Chart 1. Russia’s Trade with Countries Outside the Former U.S.S.R.
(In billions of U.S. dollars)
Source: Goskomstat.
The Soviet Government also reduced its financial support for the developing world. During the 1980s, in particular, the U.S.S.R. had extended sizable export credits to developing countries, mainly to finance arms exports (Chart 2). As a result, the U.S.S.R. had accumulated large claims on developing countries. It is likely that the resulting export performance misled policymakers about the underlying weaknesses in the U.S.S.R.’s external position as the country was accumulating claims on developing countries that nominally more than offset the growing indebtedness to other countries, but turned out to be largely illiquid. As the U.S.S.R. encountered serious balance of payments difficulties of its own and as most of the debtor countries proved unable to repay their debt, the Soviet Government largely stopped extending new export credits. This policy was continued by the Russian Government from the end of 1991. This was reflected in the balance of payments both in a sharp reduction of exports and in related export credits.
Chart 2. Arms Exports and Claims on Developing Countries by the Former U.S.S.R.1
(In billions of U.S. dollars)2
Sources: U.S. Congressional Research Service (1993); Vneshekonombank; and IMF staff estimates.
1 The data refer to the U.S.S.R. for 1986–91 and most arms exports are believed to have come from Russia. External claims on other countries also refer to claims of the U.S.S.R.; those claims have been taken over by Russia to the extent that Russia has concluded zero-option (debt for asset) agreements with individual states of the former U.S.S.R.
2 For illustration, both the exports and claims have been converted into U.S. dollars using the official exchange rate of the former Gosbank since this exchange rate was used to convert total external trade from rubles into U.S. dollars for the period 1986–90.
3The data for end-1990 are IMF staff estimates; for 1992, the data refer to end-June 1992.
Changes in external economic relations led to a relaxation of trade restrictions. To assist the integration of the former U.S.S.R. states into the world economy, industrial countries began relaxing trade restrictions on goods of a sensitive nature, including high-tech goods, exported to the U.S.S.R. For instance, in the context of the 17-nation Coordinating Committee on Multilateral Export Controls (COCOM), export restrictions, including those on the export of telecommunications equipment, were eased in 1991 and 1992 (Appendix I, Table A1).
Some progress has been made in gaining improved access to Western markets for Russia’s exports. For example, Russia has now been granted most-favored-nation (MFN) status by most Organization for Economic Cooperation and Development (OECD) countries; also, the European Community (EC), together with a few other countries, has granted Russia Generalized System of Preferences (GSP) eligibility for a range of goods. How-ever, Russian exports continue to face serious constraints in Western markets. These partly reflect Russia’s export mix, as well as nontariff barriers (faced also by many developing countries) such as import prohibitions on live animals and meat products; quotas on exports of textiles, steel, and steel products; and minimum import prices for fish and fish products. Moreover, Russia’s exports to the EC effectively face higher than average tariffs with regard to their competitors (for example, Eastern Europe and European Free Trade Association (EFTA) countries) as the latter enjoy preferences in the EC market. Finally, Russian exports are particularly vulnerable to antidumping or countervailing duties imposed by industrial countries; the incidence of these is rising (for example, on aluminum, uranium, and fertilizer).
In conclusion, Russia’s exports are likely to have been impeded by trade restrictions, imposed by other countries, that were motivated by several concerns, including competition, dumping, health, and security. The next crucial test of cooperation will occur when Russia abolishes its quantitative export restrictions, which cover 70 percent of its exports. The need for improving access for Russian products to international markets, including membership of the General Agreement on Tariffs and Trade (GATT), was recognized by the Group of Seven countries in their statement of April 15, 1993.12 Russia formally applied for GATT membership in June 1993.
The disintegration of trade and financial relations among the states of the former U.S.S.R. created a further shock. The Soviet economy was characterized by a high degree of specialization and by close integration among the 15 former republics, partly for strategic and self-sufficiency reasons. Thus interstate trade (at domestic prices) averaged 70 to 75 percent of the Soviet republics’ trade prior to independence.13 The economy also had an integrated infrastructure.
From 1988, trade began to suffer as economic problems intensified and the autonomy of the republics increased. During 1990–91, the republics began to erect trade barriers against each other. For instance, Russia encountered trade restrictions on imports of food and consumer goods, particularly from republics that sought early independence. Similarly, Russia imposed restrictions on some of its exports. These restrictions were partly justified by the differing degrees of financial stabilization, especially from 1991 onward, and differing speeds of price liberalization that led to arbitrage among the republics. In addition, by 1990 a large monetary overhang had accumulated in the economy so that enterprises were reluctant to accept rubles and pushed for barter or compensation deals. Nevertheless, central planning continued to largely determine interstate trade through the first half of 1991. From then on, and particularly after the failed coup d’etat in August 1991, the republics no longer respected the directives of the union bodies.
To prevent a collapse of trade in the resulting organizational vacuum, and in the face of increasing trade restrictions, bilateral trade agreements at the government level were concluded among the republics in the second half of 1991, which covered trade in so-called strategic goods for 1992. These comprised—for Russia—exports of energy products, timber, and other raw materials, and imports of food, consumer goods, and machinery. Compliance with these agreements, however, was poor on both sides. In Russia, enterprises were no longer obliged to fulfill the agreements, and the Government lost effective control over trade. In some of the other states, highly unstable political situations also adversely affected trade. As a result, in 1993, the scope of the agreements concluded by Russia was limited to 17 groups of strategic commodities (and only part of trade in these commodities). Direct enterprise trade was expected to account for up to three-quarters of Russia’s interstate trade in 1993, meaning that the decentralization of foreign trade had been achieved to a large extent, even in interstate trade.
From 1992, following Russia’s independence, interstate trade was also affected by the Russian Government’s decision to sharply reduce the implicit net price subsidies to states of the former Soviet Union. The reduction in real resource transfers was, in the first instance, to take place through a reduction in Russia’s exports rather than in its imports. Therefore, trade agreements in 1992 were based on trade volumes consistent with a reduction in Russia’s trade surplus from $22 billion in 1991 to $4–5 billion in 1992, measured at world market prices. However, the governments had difficulties controlling the volume of interstate trade in 1992 and both export and import volume tumbled. Therefore, although subsidies were reduced, the trade surplus at world market prices is estimated to have been larger ($14 billion) than initially intended by the Russian Government (Section III).
Although the Russian Government also tried to reduce subsidies by raising the price of energy products and other raw materials to world market prices—according to information from the Russian side—the terms of trade may have actually initially changed to Russian disadvantage in 1991 and 1992,14 because other states of the former U.S.S.R. raised the prices of the goods they supplied to world market prices more rapidly than Russia. Toward the end of 1992, with energy prices rising quickly, this is likely to have changed. However, the lack of accurate trade data resulting from the breakdown of the previous reporting system and the virtual nonexistence of customs borders (except with the Baltic states) make it difficult to estimate changes in the terms of trade and volume of trade. Based on information from the Russian authorities, it seems likely that by the end of 1992 the implicit subsidies provided by Russia had been reduced mainly by the reduced volume of trade rather than by changes in the terms of trade.
The lack of policy coordination among the states also contributed to increasing economic disintegration. In particular, the lack of monetary coordination resulted in competing credit expansion, accelerating inflation, and a loss of confidence in the ruble. After July 1992, the Russian Government and Central Bank of the Russian Federation (CBR) tried to regain control over the money supply by restricting automatic access to CBR credit, but the restrictions on capital flows resulted in different values for non-cash rubles.
The settlement system also deteriorated after the dissolution of the U.S.S.R. From early 1992, with a view to maintaining control over the payments transactions, the Russian authorities instructed that all settlements be cleared through the central banks of each state. This centralization, by itself, slowed down settlement. During 1992 and the first half of 1993, commercial banks in Russia were still not in a position freely to open correspondent accounts with banks in the other states of the ruble area. As a result, barter transactions and compensation deals, with the associated inefficiencies, gained in importance. Cross-border inter-enterprise arrears also became an important source of finance.
The introduction of national currencies by other states of the former U.S.S.R. (including the Baltic states, Ukraine, and the Kyrgyz Republic in 1992) did not solve the problem of financing their trade with Russia because they had current account deficits with Russia but no convertible currency reserves for settlement. Therefore, the rest of the former Soviet Union remained dependent on the Russian Government or the CBR’s willingness to extend credit to these states since commercial bank relations were still in an embryonic stage.
The Russian authorities faced a policy dilemma in early 1993. On the one hand, Russia’s own balance of payments problems and its need to contain inflation argued against continuing to subsidize and lend to the other states of the former U.S.S.R. (ruble and nonruble area), although, on the other hand, Russia had an economic (and political) interest in preventing a further collapse in trade and financial relations with these states because of the close specialization and integration of their economies.
The third major shock was the dismantlement of central planning and the introduction of market-related reforms. The U.S.S.R. had begun reforms in the late 1980s, but a major change took place in Russia from 1992.
The liberalization of the foreign exchange and trade system in the U.S.S.R. began in the late 1980s. Although trade and capital transactions had been determined in the context of the annual foreign exchange plan under the central planning system, from 1987 exporters were allowed to retain part of their foreign exchange earnings and use them, within certain limits, for imports, mainly of consumer goods. In 1987, the Government also began giving trading rights to entities other than state foreign trade organizations; further decentralization followed in 1989, particularly for exports of manufactured products. So-called differentiated foreign exchange coefficients were introduced in 1987 to make enterprises more sensitive to changes in exchange rates. Foreign exchange auctions were established from the end of 1989, although they were of little significance until 1992. In 1989, the foreign exchange monopoly of the Vneshekonombank (VEB) was terminated, and licensed commercial banks were allowed to deal in foreign exchange. The VEB, however, remained dominant in such operations until 1991 when foreign exchange transactions were diversified through the banking system.
The liberalization measures were implemented in a piecemeal fashion in the context of continued price controls and increasing financial destabilization. Instead of promoting the traded goods sector, liberalization contributed to boosting the effective demand for imports, without stimulating exports. As a result, the liberalization measures contributed to the growing external disequilibrium and to the increase in external debt (Section III).
During October-November 1991, while Russia was becoming an independent country, new policymakers took office who were strong advocates of market-related reforms. The economic reforms that began in 1992 represented the beginning of the transformation of the Russian economy to a market economy. One of the great successes of the reform effort was the introduction of ruble convertibility for residents’ current transactions. The elimination of numerous multiple foreign exchange rates and the virtual unification of the exchange market by August 1992 was completed in November 1992 with a new foreign exchange law. This supplemented the domestic price liberalization that occurred from early 1992 and thus provided the basis for the establishment of new domestic price relations.
Less progress was made in trade liberalization, particularly for exports.15 The motivation for maintaining quantitative controls was partly to keep domestic prices of important raw materials well below world market prices. For energy products, domestic prices (converted at the market exchange rate) were raised from 2 percent to about 25 percent of world market prices in the second half of 1992. For many other products, raw material prices were about 60 percent of world market prices in early 1993. Because of the large price differences, however, official regulations were circum-vented to the detriment of foreign exchange repatriation and surrender, and domestic tax collection. Attempts to control foreign exchange transactions during 1992 and the early part of 1993 proved largely futile, partly because of the lack of economic incentives to hold ruble denominated assets, as well as the economic and political risks. Besides holding down domestic prices, the quota restrictions on exports also served to ensure the supply of goods to the domestic market. Another step backward from trade liberalization was the introduction of so-called centralized exports in 1993, which implied government purchases of goods from domestic producers for export. This measure, which further taxed exporters, was primarily a result of the lack of financial stabilization and appropriate interest rates.
The import regime was partly liberalized in 1992. Licensing requirements were virtually abolished and a relatively low import tariff was introduced inmid-1992. The only major exception to a market system was the large share of centralized imports, which accounted for more than 40 percent of total imports from outside the former U.S.S.R. in 1992. Centralized imports were financed mainly by external credits from foreign governments but also by the use of official foreign exchange reserves. Imports were distributed at highly subsidized prices to enterprises during 1992 as enterprises paid, on average, only 5 to 10 percent of the import value in domestic currency, thereby allowing for an inefficient allocation of imports. It is questionable whether there would have been demand for these particular imports without the heavy use of subsidies. The centralized import scheme was administered according to the principles of central planning: the administration estimated the domestic requirements of goods by enterprises, sectors, and regions and made import and distribution decisions accordingly. The centralized import scheme was scaled down in 1993, and import subsidies were sharply reduced from mid-1993.
Despite the substantial improvement in competitiveness that accompanied the unification of the exchange system and the floating rate regime, the balance of payments did not fully benefit for several reasons. First, the experience of other countries has shown that exchange liberalization needs to be supported by trade liberalization in order to permit the expansion of the traded goods sector relative to the nontraded goods sector. Exports did not fully benefit from the increase in competitiveness between 1991 and 1992 because of quantitative restrictions and the reintroduction of government exports in 1993 for key commodities; furthermore, the composition and level of imports were distorted by the centralized allocation and high subsidization of a large proportion of them. Second, domestic policies did not support the exchange rate policy. Financial policies remained loose and interest rates sharply negative in real terms, which gave rise to capital outflows (see Section III). The absence of a sharp increase in interest rates to market levels and a hard budget constraint on enterprises are also likely to have prevented destocking from taking place, which could have boosted exports. The question that faced Russian policymakers in 1993 was whether to permit a faster liberalization of exports at the expense of an immediate increase in domestic raw material prices, but to the benefit of exports in the short term, and improved resource allocation and growth in the longer term.
External developments in recent years can be illustrated by the net savings balance with regard to the rest of the world (Table 1). The balance on goods and nonfactor services reflects, by definition, the difference between gross national savings and investment. Although there are estimates of this balance in relation to the rest of the world, the estimate for states of the former U.S.S.R. is incomplete since there is no information on services. Moreover, the conversion from rubles to U.S. dollars is subject to great uncertainties because of the changes in the exchange system during the period 1990–92.16 Two alternative methods are presented for converting transactions in rubles into dollars: (i) actual exchange rates during 1990–92 and (ii) purchasing power parity exchange rates with 1991–92 as the base period.17 Because the two conversion methods give widely different results, the figures should be interpreted with great caution.
Table 1. Net Savings Balance
(In billions of U.S. dollars)
Sources: Russian authorities; and IMF staff estimates.
1 Converted at actual exchange rates. For a description of the calculation, see Appendix III.
The external balance shows that during 1990–92 Russia had a surplus on the balance of goods and nonfactor services, indicating that Russia had excess savings that it used to finance the rest of the world. Because the Government had negative savings, the household and enterprise sectors had large positive savings. Before price liberalization in 1992, this partly represents “forced” savings (in the form of bank deposits) resulting from shortages of goods at officially fixed prices. The positive savings balance, however, declined substantially from 1990 to 1992. The decline amounted to $5 billion between 1990 and 1992 for the rest of the world and $11 billion, or virtually no change, for the rest of the former U.S.S.R., depending on the conversion method used. The decline in savings mirrored the increase in government dissavings because fiscal imbalances rose substantially during this period.
The change in the savings balance substantially understates the decline in real transfers (on a net basis) that has taken place from Russia to the rest of the world. Russia also has benefited from an improvement in the terms of trade because of the decline in Russia’s implicit price subsidies to former members of the CMEA and the former Soviet republics (Appendix III). The measurement of these price subsidies is subject to great uncertainty because the goods were often tailored to particular specifications with no equivalence in the world market. According to rough IMF staff estimates, if world market prices had been applied to 1990 trade flows, the terms of trade would have been 35 to 40 percent higher with respect to the other union republics and 40 to 45 percent higher relative to the CMEA states. Price subsidies are estimated at $18 billion for the CMEA countries and $40 billion for the other republics. Such calculations ignore the price elasticity of the demand for goods and therefore overstate what would have been the actual trade surplus if world market prices had applied. The price subsidies were generally abolished in 1991 with respect to the other former CMEA countries. However, Russia continued to provide implicit, albeit declining, price subsidies to the other states of the former U.S.S.R.
Although Russia had a net positive savings balance with the rest of the world during 1990–92, it had a large external financing requirement, primarily because of very large debt-service obligations. During 1990–91, this led to a depletion of reserves and an accumulation of external payments arrears. In 1992, the financing requirement rose further as the trade and services balance deteriorated and capital outflows increased. In addition, official reserves needed replenishment. The reasons for the deterioration in the net savings balance and the external debt are described in greater detail below.
The increasing macroeconomic imbalances and structural problems (Chart 3) during the second half of the 1980s, as described above, left the U.S.S.R. with a rising external debt. During the second half of the 1980s, the U.S.S.R. had borrowed $2–3 billion annually in medium- and long-term loans including international bond issues from all creditor groups (that is, official creditors, commercial banks, and uninsured suppliers). As the financing requirement rose and lack of credit-worthiness constrained the possibilities for raising additional medium-term and long-term financing, the Soviet Government stepped up its short-term borrowing. About half of the debt owed to commercial banks and one-third of total external debt in convertible currencies was short-term debt at the end of 1989 ($18 billion). With an increase in the economic and political risk, commercial banks and suppliers became less inclined to extend loans that were not insured by creditor governments or official export credit agencies to the U.S.S.R., and a rollover of the short-term debt became increasingly difficult. This created a bunching of debt service obligations from 1990 (Tables 2 and A11).
Chart 3. Russia’s Production and Exports of Energy to Countries Outside the Former U.S.S.R.
Sources: Goskomstat; IMF, International Financial Statistics; and IMF staff estimates.
1 World market price.
Table 2. Balance of Payments (Excluding Transactions with Countries of the Former U.S.S.R.)
(In billions of U.S. dollars)
Sources: CIS Goskomstat and Goskomstat of the Russian Federation; Central Bank of Russia; Vneshekonombank; and IMF staff estimates.
1 The balance of payments for Russia for 1990–91 is derived from that for the U.S.S.R. The trade data are based on statistics of the Goskomstat (all military exports of the U.S.S.R. have been allocated to Russia, which accounted for perhaps only four-fifths of the total of such exports). Russia’s share in total trade has been used to derive its share in transportation. For debt-service obligations, 61 percent has been used. The allocation of grants and credits by republics is not economically meaningful but the 61 percent has been used. Any balance is allocated to the interrepublican residual. 2 includes imports of $2.9 billion that, according to the CIS Goskomstat, could not be allocated among the 15 republics.
The Government mobilized several sources of exceptional financing. In 1990, to refinance emerging arrears to foreign suppliers, the U.S.S.R. obtained a large credit (DM 5 billion) from German banks (most of which was guaranteed by the German Government) and several bilateral credits from other governments. Further foreign exchange was raised through the collateral of future diamond exports ($1 billion). The Government also stepped up gold sales and swaps from both current production and reserves. However, the renewal of gold swaps became increasingly difficult as commercial banks became concerned about the ownership of the gold reserves, and foreign banking supervisory agencies tightened the provisioning requirements. In 1990, the U.S.S.R. ran up a sizable debt in transferable rubles with Eastern European CMEA partners. Foreign exchange reserves were used to finance the balance of payments and they declined sharply from August 1989. Despite the exceptional efforts by the Soviet Government to finance the balance of payments, external arrears on import payments rose to $4–5 billion by the end of 1991 on obligations other than those of, or guaranteed by, the VEB. The VEB, however, remained current on debt-service obligations on its own debt or debt it had guaranteed until October 1991.
The size of debt-service obligations and the large share of short-term debt were the key factors behind the liquidity crisis in 1990–91; actual debt-service payments were nevertheless sizable in both 1990 and 1991 (Table 3).
Gold and foreign exchange reserves were virtually exhausted (Chart 4) because most of the short-term debt to commercial banks was repaid. External debt was serviced at the expense of a severe compression of imports, which created shortages of essential inputs for the oil and agricultural sectors and several branches of light industry.
(In billions of U.S. dollars)
Sources: Wolf (1992); and Hernández-Catá (1993).
1 For 1986–91, the reserves figures apply to the U.S.S.R.
2Valued at market prices.
The immediate financing needs for 1991 were not known to the outside world, in part because of the reluctance of the former Soviet authorities to reveal the balance of payments and reserves data. The appropriate form of assistance depended, in part, on the extent to which the U.S.S.R. was suffering from a short-term liquidity crisis or a longer-term balance of payments problem. The outlook for the balance of payments was clouded with uncertainty because the economic policies had yet to be defined. During 1990–91, uncertainties also prevailed concerning the future of the U.S.S.R., the size of its economic space, the distribution of inter- national reserves among the union republics, foreign exchange flows, and external debt-service obligations. The seriousness of the balance of payments situation might have been underestimated because of a lack of understanding of the forces and economic consequences of the breakup of the U.S.S.R.
The Soviet Government did not request a rescheduling of its debt-service obligations from external creditors during 1990 and the first half of 1991, but instead sought untied financial assistance to overcome what was considered a liquidity crisis. Such assistance, apart from the above-mentioned refinancing operations, did not materialize from the industrial countries (Appendix IV).18
Those against debt rescheduling argued that the U.S.S.R. had an excellent payment record; external debt-service obligations in 1990 were not sizable in relation to total Soviet export earnings; the experience of other countries, including those in Latin America, had shown the difficulties of emerging from repeated rescheduling; and rescheduling also has implications for private inflows. At the same time, however, there were also compelling arguments for rescheduling: dealing with the debt-service problem through new private inflows without creditor government guarantees was unrealistic in the short term because of the high political and economic risks; also, if debt rescheduling was generally anticipated by creditors, it should come sooner rather than later to avoid a negative impact on new official inflows.19 However, it was not until October 1991 that the Soviet Government requested debt relief. By that time, a serious balance of payments crisis had developed. Thus, when Russia became an independent country in December 1991, and subsequently embarked on the reform program, it was already in a critical balance of payments situation.
During 1990–91, trade and financial relations between the union republics became increasingly complex because of the growing ethnic, social, and political tensions. Despite declining oil production, Russia only slightly decreased its energy exports to the other union republics (Table 4). Increasingly, however, trade was hampered by barriers between the individual states, which limited Russia’s imports of food and other consumer goods. Trade is estimated to have fallen by about 15 percent in volume terms during 1991, roughly in line with the estimated decline in output in the U.S.S.R. The specialization of the different republics, including the high degree of monopolization, made output highly vulnerable to interruption in traditional trade links.
Table 4. Energy Balance
Sources: Goskomstat; Ministry of Fuel and Energy; and IMF staff estimates.
1 Consumption has been derived as a residual of domestic production plus imports minus exports, thus implicitly assuming no change in stocks.
2 There is some uncertainty in relation to the values for 1990 and 1991; in particular some official data show larger export numbers.
There is no information on the flow of funds through the commercial banks and enterprises. Such flows, in any case, would provide only an incomplete picture of the financial relations within the U.S.S.R., which also encompassed resource transfers and income redistribution among the republics through taxation and budgetary expenditure. During 1990–91, almost all trade was settled in rubles, and barter transactions were of minor importance although they were already on the rise.
In early 1992, at the beginning of the Russian reform program, an important question for the Russian Government and the international community was the outlook for the balance of payments and the need for external financial assistance. There were several uncertainties. First, although the reform policies of the Russian Government were described in general terms in a Memorandum of Economic Policies of the Russian Government presented to the IMF in March 1992, much of the quantification of the macroeconomic framework was missing. In particular, monetary targets and relations with the other ruble area states remained unclear. Second, external relations with the other states of the former U.S.S.R., in terms of both the volume of trade, the terms of trade, and the financial relations were uncertain, which influenced the financing requirement in convertible currencies. For example, it was unclear whether Russia would charge domestic or higher prices on its exports to the other states. It was also possible that exports of oil and other raw materials and imports (including food) could be substituted between the former Soviet Union and the rest of the world, thus the balance of payments with the two areas had to be projected together.
In light of the preceding sharp import decline, discussions between IMF staff and the Russian authorities gave particular attention to projecting the import level that would promote a resumption of economic growth. Imports of food and medicine were also emphasized for humanitarian reasons and to ensure social support for the economic reforms. A microeconomic approach to determining the needs of individual sectors based on the import coefficients of 1990 (that is, before the import collapse), however, could not be used if market forces were to determine imports. In addition, there was no historical experience of price and income elasticities. The breakup of the U.S.S.R. also had unpredictable effects on Russia’s need for imports from outside the former Soviet Union. A sharp decline in imports from the former U.S.S.R., for example, might result in higher import demand from the rest of the world. In the end, imports were projected to increase by 10 percent in U.S. dollar terms compared with 1991, which was believed to allow for adequate food and medical supplies in addition to critical imports for restructuring purposes. Based on balance of payments projections agreed between the Russian authorities and IMF staff, the major creditor countries announced a financing package of $24 billion in April 1992 (see Appendix IV for details).
The 1992 balance of payments outcome differed significantly from projections: exports and imports were lower; the total net financing available was broadly the same as originally assumed but the composition was different; capital outflows and the negative errors and omissions were much higher than projected (Table 2). The outturn in each of these areas illustrates the close correlation between economic policies and external developments and the importance of the appropriate form and terms of financial assistance.
Exports outside the former U.S.S.R. amounted to $40 billion, some $9 billion lower than projected (Table 2).20 Energy exports were slightly higher than initially projected despite lower domestic production, because exports were diverted from other former republics. However, nonenergy exports had been substantially overestimated. There were several reasons. Russia’s quantitative restrictions on nonenergy exports were not removed by mid-1992 as initially envisaged. Therefore, exporters could not take advantage of the real effective depreciation that took place between 1991 and 1992. The continued decline in arms exports—for which no official information was made available—might also have been underestimated. Another important factor was the underrecording of trade. Quantitative restrictions on exports, heavy export taxation,21 and the existence of large price differentials between domestic and world market prices for raw materials are likely to have encouraged illegal export transactions. Such exports are likely to have been primarily nonenergy products, which the authorities found more difficult to control than energy products that were transported mainly through pipelines that could be monitored. Another loophole was exports to third countries through states of the former U.S.S.R., some of which have reported large exports of raw materials that were not available in those states. It is generally believed that these reflect transit trade originating from Russia that might not have been captured in Russian statistics.
Box 1. Balance of Payments Statistics
After the breakup of the former U.S.S.R. into 15 independent states, it became necessary to compile a balance of payments for Russia for transactions with all foreign countries, including the other states of the former U.S.S.R. The statistical difficulties associated with the discontinuity in data cannot be overestimated. It has proved difficult to separate the external transactions of the former U.S.S.R. with the outside world by the individual 15 states. Statistics for transactions between the former states often did not exist except for trade. These difficulties were compounded by the necessity to establish new statistics following the transition from a centrally planned to a market economy. For instance, it became necessary to establish statistics for banking flows and services transactions. Moreover, the reporting discipline of enterprises deteriorated drastically so that even the value of the existing statistics declined.
Estimates of the balance of payments of Russia with the outside world before 1992 should be interpreted as a broad approximation because the U.S.S.R. was an integrated economy until the end of 1991, and a meaningful separation of transactions by region is not possible. Although there are estimates for Russia’s share of the total merchandise trade of the U.S.S.R., there is no information on its share of ser-vices. Moreover, the calculation of its share in capital, debt service, and reserves is arbitrary. As an approximation, Russia’s share has been estimated on the basis of its share of external debt-service obligations established in the context of dividing up these obligations. Using a formula based on exports and imports in convertible currencies, national income, and population, Russia’s share was 61 percent of the total for the U.S.S.R. Although new reporting systems were established after 1992 that served to fill existing gaps in information (e.g., of services and bank flows), the trade statistics have become increasingly unreliable, as may be confirmed by a comparison with partner country data. This has made it difficult to analyze past external developments and also to establish a reliable basis for balance of payments projections for the future.
The recording of transactions between Russia and the other states of the former U.S.S.R. in 1992 and 1993 was even more handicapped than transactions with the rest of the world. A new reporting system for merchandise trade had been established that produced data that were incomplete in terms of coverage and suffered from enterprises failing to adhere to the reporting requirement. Moreover, for imports of industrial and intermediate goods, the Goskomstat relied on information provided by the other states, which was partly different in coverage and partly available with only a long delay, if at all. Transit trade was not recorded. There was no recording of services transactions. The banks were required only in late 1992 to report separately their assets and liabilities with regard to the other states of the former Soviet Union. The balances of each of the states with the CBR were the closest approximation to the overall balance of Russia, but they were only reliable if no net payments in convertible currencies took place or barter transactions were in balance.
In 1992, imports dropped by 18 percent in U.S. dollar terms compared with the year before or by slightly more in real terms than real GDP (Chart 5). At $36 billion they were some $13 billion lower than initially projected. The recorded decline might have overstated the actual decrease because of unofficial imports. The ability of a declining economy to absorb an increasing amount of imports might have been overestimated, particularly since domestic investment continued to fall. The decline in export receipts and capital outflows also diminished the supply of foreign exchange for imports. In addition, the sharp real effective depreciation of the ruble compared to the year before probably dampened import demand. Large exporters, mainly of oil and gas, chose to accumulate large foreign exchange deposits instead of selling foreign exchange to the interbank market or using them for imports. The composition of imports is also likely to have reflected the grant element of government imports rather than an efficient allocation. Although agricultural imports stabilized the food situation, they might also have slowed down the pace of domestic agricultural reform. The import of certain investment goods was so heavily subsidized that domestic substitutes became noncompetitive. Other goods, such as railway cars, might not have been imported at all in the absence of heavy subsidies.
Chart 5. Imports and NMP (GDP)1
Sources: Goskomstat; and IMF staff estimates.
1 For 1986–89, the chart refers to the U.S.S.R. and for 1990–92, to Russia. The chart presents imports from countries outside the former U.S.S.R.
2Net material product (NMP) until 1990 and gross domestic product from 1991.
Although the $31 billion financing available in 1992 (as described in Appendix IV), was close to the amount initially promised—$24 billion plus deferral of principal payments of $7 billion—the composition was rather different (Table 5). Bilateral creditors extended increased assistance that was not conditional on policy performance whereas assistance from multilateral organizations was lower because it was linked to the implementation of policy reforms. While arrears on external debtservice payments might not have significantly slowed down bilateral disbursements in 1992 (although they did in early 1993), bilateral official creditors began securitized lending through escrow accounts tied to future export receipts to guarantee debt-service payments. The new commitments made to Russia in 1992 had average maturities of only three years, which partly reflected the heavy reliance on external financing for imports of food and other consumer goods.
Table 5. Financial Assistance to Russia in 1992
(in billions of U.S. dollars)
Sources: Press release of U.S. administration of April 2, 1992; Russian authorities; and IMF staff estimates.
1 Grants and loans. Since the details of the $24 billion package were never announced, the composition of the actual disbursements might differ from the original package. For example, the package apparently excluded housing grants from Germany, which were part of the actual disbursements ($1.1 billion).
2 External assistance, excluding technical assistance, amounted to $1 billion from the IMF, $1 million from the World Bank, and $8 million from the EBRD.
3 The $24 billion package assumed rescheduling or deferral of interest on pre-cutoff medium- and long-term debt. Although this was not granted in 1992, the corresponding interest obligations were not paid, which is reflected in arrears accumulation. Official bilateral creditors agreed in April 1993 to a more comprehensive rescheduling of interest falling due in 1992.
Foreign direct investment contributed only to a small extent to the financing—net inflows are estimated at only $0.7 billion—because the legal framework was still unclear and the economic and political risks remained high (Section III).
Capital outflows through Russian commercial banks amounted to nearly $6 billion because Russian banks placed abroad the counterpart to Russian enterprises’ foreign exchange deposits with them (Chart 6).22 Foreign exchange deposits have increased from a relatively insignificant share to more than half of the total money supply in Russia in early 1993. The return on ruble-denominated assets relative to the market terms offered on the foreign exchange deposits promoted ruble substitution, and the valuation effect resulting from the rapid depreciation of the exchange rate also raised the share of foreign exchange deposits in the money supply. Foreign exchange deposits of enterprises that were held with the VEB were frozen at the end of 1991 and enterprises needed to build up new working balances of foreign exchange.
Chart 6. Foreign Assets and Foreign Exchange Deposits
Sources: Central Bank of the Russian Federation; Goskomstat; IMF, International Financial Statistics; and IMF staff calculations.
1 Foreign currency deposits of residents with commercial banks in Russia, excluding official foreign exchange holdings of the Russian Government and CBR with domestic banks.
2 Three-month LIBOR deposit rates deflated by the monthly change in consumer prices in the United States.
3 Interbank auction rate deflated by the monthly change in consumer prices.
Large negative errors and omissions were recorded ($8 billion). By nature, it is impossible to know the source of these outflows, which might represent both current and capital transactions and might also reflect transactions with states of the former U.S.S.R.23 It would therefore be incorrect to interpret the total of $8 billion, in addition to the already identified $6 billion, as capital outflows. One possible explanation for the errors and omissions is that imports have been underrecorded, possibly to avoid import tariffs. Another possibility is that export proceeds were not repatriated to the Russian banking system but kept in banks abroad. To the extent that both export and import transactions were not recorded, this would not show up in errors and omissions.
Russia’s trade with the rest of the former U.S.S.R. is estimated to have contracted by nearly 30 percent in volume terms, greatly exceeding the decline in domestic output. In 1991, the countries outside the former U.S.S.R. bore the burden of the decline in exports of oil and oil products (38 percent compared to 12 percent for the former U.S.S.R.), but in 1992—after the breakup of the U.S.S.R.—exports dropped by 35 percent to states of the former U.S.S.R. compared with only 7 percent to other states (Table 4). Lack of imported raw materials, including cotton, and specific inputs are reported to have aggravated the output decline in Russia. The recorded trade surplus of Russia amounted to about Rub 0.3 trillion, or $1.5 billion (converted at the interbank market rate) (Table A5). Russian enterprises are also estimated to have accumulated liabilities of a similar magnitude in the form of overdue payments (i.e., capital inflow). The overall balance of payments is estimated at around Rub 1 trillion ($5 billion), which is the financing provided by the CBR to the central banks of the other former Soviet states.24 An unexplained positive item of Rub 0.4 trillion ($2 billion) might partly indicate capital inflows to Russia to obtain access to the foreign exchange market or take advantage of the higher interest rates prevailing in Russia.25 The risk caused by the introduction of national currencies in certain states of the former U.S.S.R. and uncertainties about the future of the foreign exchange regime, including restrictions on capital movements, might also have led to capital inflows to Russia. Other explanations include services transactions, for which information is missing, as well as transit trade with the rest of the world.26
Although no interest or repayment terms were established on CBR lending to the other former Soviet states in 1992 or the first quarter of 1993, agreements have been concluded subsequently on the terms of the outstanding loans. The loans have been converted into government loans denominated in U.S. dollars with market-related interest rates in most cases (LIBOR plus a spread) and repayment terms averaging about five years. By mid-1993, agreements had been reached with nine former republics for a total of $4.7 billion. If these agreements are honored, the related debt-service obligations could contribute to a strengthening of the balance of payments position of Russia.
The trends in Russia’s trade and the reasons for its recent collapse provide some insight into the macroeconomic and structural problems of adjustment. In particular, an increase in energy exports will require substantial investment in new fields, pipeline repairs, and progress in domestic energy conservation, which will depend, in part, on appropriate pricing policies, a clear legal framework, and taxation policies. Arms exports have plunged to a record low and although some recovery cannot be precluded, it seems unlikely that previous levels, which were tied to the provision of substantial export financing, will be reached. Nonenergy raw materials might have major export potential if quantitative restrictions on exports are lifted. However, foreign countries’ willingness to open their markets is uncertain.
From 1990, Russia suffered declines in all its major exports, including oil, gold, arms, and machinery and equipment. In 1990, oil and oil products accounted for one-third of Russia’s total exports outside the former U.S.S.R.; in terms of volume, they were slightly smaller than Russia’s oil exports to the other republics. Energy exports, particularly natural gas, accounted for nearly half of Russia’s export proceeds. After peaking in 1988 at 569 million tons (Chart 3), oil production has declined steadily, to only 393 million tons in 1992, or 69 percent of its previous peak level. This decline was attributed partly to a lack of oil field equipment and spare parts, and to pipelines in disrepair. However, for years current production had been maintained through the exploitation of new large fields using water flooding, which boosts short-term production at the expense of longer-term production.27
Since both the former U.S.S.R. and Russian Governments followed the policy of protecting the domestic supply, exports were adjusted in line with the decline in production. Exports dropped by more than 40 percent between 1990 to 1992 and by 55 percent from the 1988 peak level, thereby exceeding the decline in domestic output. Domestic consumption—which is apparent consumption calculated as the residual between production plus imports minus exports—did not decline in tandem with general demand in the economy, partly because of declining relative energy prices and partly because environmental measures to reduce the use of nuclear power led to the substitution of oil (and natural gas). Consumption might also include some element of stockbuilding in the expectation of future price increases. Exports of natural gas were broadly maintained from 1990, but domestic production stagnated. Although there is great potential for foreign direct investment in the energy sector, so far it has been limited, partly because of problems in clarifying the legal framework.
Gold production peaked in 1989 before declining by a cumulative one-fourth through 1991, according to the Russian authorities. An increase in illegal transactions might also have played a role in the recorded decline. In 1991, Russia produced 156 tons and in 1992, 146 tons. Production has been adversely affected by the lack of investment in the gold mines, partly reflecting low gold prices to domestic producers. Since May 1992, in an effort to boost gold production, first the Government and subsequently the CBR began to purchase gold at world market prices converted at the interbank market exchange rate. More recently, gold production has reportedly suffered from shortages of fuel and an exodus of workers because of low salaries.
Traditionally, gold exports took place when the country needed foreign exchange. Thus, in the mid-1980s when the U.S.S.R. suffered a decline in the terms of trade following the drop in oil prices, gold sales were boosted. Similarly, from 1989 to 1991, heavy gold sales took place from both current production and reserves, largely exhausting the official reserves of the U.S.S.R. As a consequence, the scope for further gold sales diminished and sales declined significantly in 1992.
Arms exports are estimated to have accounted for a significant share of the U.S.S.R.’s total exports during the 1980s, although no official figures have been released.28 Based on the U.S. Congressional Research Service (CRS) Report for Congress, the U.S.S.R.’s arms deliveries amounted to nearly $13 billion in 1990;29 the Stockholm International Peace Research Institute (SIPRI) estimated them at $10 billion.30 Both sources report that arms exports were much higher during the late 1980s. Such exports were mainly supported by export credits (Chart 2). However, as many of the importing countries experienced payment difficulties and failed to honor their debt-service obligations to the U.S.S.R., arms exports were cut. Deliveries of conventional weapons to other CMEA partners and certain developing countries (including Ethiopia, Iraq, and Syria) declined sharply in 1989 and arms supplies were eliminated to Afghanistan, Angola, and the Democratic People’s Republic of Korea from 1991. In 1992, arms exports were estimated by Russian sources31 at about $3 billion and by the CRS Report for Congress at only $2.3 billion.32 Russia has suffered, in part, from arms embargoes on Libya, Iraq, and states of the former Yugoslavia—countries that previously were able to pay for arms deliveries. Russia’s share of the international arms market is reported to have fallen from 39 percent in 1989 to 17 percent in 1992,33 because of fierce competition, including in the aircraft market.
Recorded imports declined sharply in 1991 and 1992. The cumulative decline amounted to 49 percent in U.S. dollar terms. The decline was particularly sharp for imports from the former CMEA countries (84 percent), partly reflecting price declines during the transition to world market prices. For instance, for some goods the prices declined by 40 to 50 percent.34 There are major uncertainties as to the volume decline in imports, but it is estimated at 30 to 35 percent during 1990–92, thereby exceeding the decline in real GDP during the same period (26 percent). There are indications that the lack of some essential imports was a contributing factor to the decline in real GDP in 1991, when imports dropped significantly. The lack of inputs adversely affected production in the oil sector, lack of imported fertilizer reduced agricultural output, and shortages of key inputs had an important impact on several branches of light industry, including the tire and furniture industries. Moreover, the breakup of the U.S.S.R. meant that certain supplies that had previously been available from other republics—e.g., food from Ukraine, cotton from Uzbekistan, and oil pipes from Azerbaijan—dropped in volume terms, in part because of trade restrictions but also because of restructuring and, in some cases, domestic unrest in the newly independent states.
Although Russia has a rich agricultural endowment, it is heavily dependent on food imports (Table A7)35 and was the largest food importer of the union republics. Food imports rose as a share of total imports from about 15 percent of imports in 1990 to 27 percent in 1992 (Table A8). Low domestic prices, a poor distribution network, slow progress in land reform, and domestic price subsidies have slowed the restructuring of agricultural production and raised import demand. Centralized (government) imports of agricultural products and substantial import subsidies have also been a major impediment to restructuring and output growth in the agro-industrial sector. Many of these imports are sold in domestic markets at prices well below those charged by domestic producers, thus discouraging domestic production of grain while supporting an artificially high level of livestock. This is an area where there is a major potential for import substitution.
Foreign direct investment in Russia has been relatively small so far. Although 6,000 joint ventures were registered at the end of 1992, the number actually in operation was much smaller. Moreover, most of the joint ventures are very small, and they are mainly concentrated in trade, services, and counseling. In addition, there is also some investment in the energy sector, ferrous metals, timber, and chemicals.
Despite its vast potential, foreign direct investment has so far made only a small contribution to both foreign financing and technology transfer. There are several reasons: the unstable macroeconomic and political situation; the lack of clarity with regard to laws; regulations and investment procedure, including those that relate to the competence of central versus regional bodies; the distortions in the tax system; and the restrictions on the ownership and use of land. Foreign investment is guided by a foreign investment law introduced by the Russian Government in July 1991. However, there have been continuous proposals for changes in the law.
The considerable risks associated with investment in Russia have raised the demand for insurance for foreign investors. Russia is a member of the Multilateral Investment Guarantee Agency (MIGA)—part of the World Bank Group—which offers investment insurance to mitigate political risk and provides promotional and advisory services to assist member countries to attract and retain foreign direct investment. Several foreign governments have also offered insurance coverage for investors of their respective countries operating in Russia.
To evaluate Russia’s present external position, it is necessary to take into account that Russia is both a major debtor and creditor to the outside world. Russia has external debt in both convertible currencies and nonconvertible currencies; primarily, the debt in convertible currencies is to industrial countries and that in nonconvertible currencies is especially to Eastern Europe. Its claims include those of the former U.S.S.R. on developing countries and the newly agreed government claims on the other former Soviet states denominated in U.S. dollars (Section III). Thus, the outlook for the balance of payments of Russia needs to take into account debt-service payments and receipts from all these sources, subject to an evaluation of nonrepayment risk.
The external debt in convertible currencies of the U.S.S.R. rose sharply from the mid-1980s with an increase in external imbalances from $31 billion at the end of 1986 to $55 billion at the end of 1989. The accumulation of debt, however, accelerated during 1990–92 and outstanding debt reached $78 billion at the end of 1992 (Table 6). An increasing share of outstanding debt has been to official creditors or those officially insured (more than half of medium- and long-term debt outstanding at the end of 1992). In recent years, the rise in external debt has taken place in tandem with a sharp fall in exports so that the debt-service obligations have risen substantially in relation to export proceeds (Chart 7 and Table A11). Thus, the total debt-service obligations of the debt of the former Soviet Union and the new debt of Russia rose from 29 percent of Russia’s exports to countries outside the former Soviet Union in 1990 to 39 percent in 1992. Although the debt-service ratio is sizable, it is below that in some reforming countries in Eastern Europe and several in Latin America. Because balance of payments transactions with the former republics are beginning to be settled in convertible currencies (rather than in rubles), and given the scope for trade diversion between the former Soviet Union and the rest of the world, debt-service obligations should be evaluated against total export earnings with regard to both areas.
Table 6. External Debt in Convertible Currencies
(In billions of U.S. dollars; end of period)
Sources: Ministry of Finance of the U.S.S.R.; Vneshekonombank; and IMF staff estimates.
1 Before 1991, total external debt excludes outstanding letters of credit because of lack of information. At the end of 1992, Russia had additional liabilities to the IMF of $1 billion.
Chart 7. External Debt of the Former U.S.S.R. and Exports
(In billions of U.S. dollars)
Sources: Vneshekonombank; Goskomstat.
1Excluding debt originally in nonconvertible currencies, such as debt to Eastern Europe.
In addition, the U.S.S.R. had gross external liabilities denominated in transferable rubles to the former CMEA countries amounting to Rub 19 billion at the end of 1991, including Rub 7 billion to Poland, Rub 6 billion to Germany, and Rub 2 billion to both Czechoslovakia and Hungary. Agreements have been reached about the exchange rate to be used for conversion of the balances from transferable rubles into convertible currencies and, to some extent, the terms and means of settlement with only a few countries, including the Czech Republic, the Slovak Republic, and Hungary. Russia also has obligations to provide natural gas to several Eastern European countries as part of the Yamburg agreement relating to a natural gas pipeline project.
The claims on developing countries that were associated with the extension of export credits by the U.S.S.R. amounted to about Rub 90 billion at the end of 1991. A major outstanding question concerns the appropriate exchange rate to be used for the conversion of these assets into convertible currencies. So far, the Russian authorities have insisted on using the former official exchange rate of the Gosbank of the U.S.S.R., which was defined in terms of a basket of six currencies. Thus converted, the value of the assets would be the equivalent of $162 billion at the end of 1991. Many of the debtor countries, however, have had balance of payments problems and are therefore not currently servicing their debt to the former Soviet Union.36 Although the Russian Government has held discussions with several debtor countries on the exchange rate to be used and the future debt-service schedule, by mid-1993 agreement had been reached with only a few countries, including India and Jordan.
The question about the responsibility for the external debt of the former Soviet Union and the division of external claims greatly complicated the relations between external creditors and the former Soviet states, on the one hand, and among the states, on the other. Relations with external creditors were clarified temporarily with the signing of the Memorandum of Understanding in October 1991 between representatives of the union republics and the Group of Seven countries. A new phase was reached at the rescheduling agreement with official creditors in April 1993, when Russia declared itself responsible for the entire former Soviet debt. The internal division of debt-service responsibilities among the former Soviet states and of the external assets of the former U.S.S.R. remained largely unsettled by mid-1993. An internal agreement in this regard was signed in December 1991 but remained inoperative. It was subsequently replaced by bilateral agreements between Russia and some of the other states.
At the London Summit of the Group of Seven countries in July 1991, President Gorbachev urgently requested financial assistance from Western governments because of the imminent balance of payments crisis. In responding to this request, external creditors were concerned about clarifying the legal responsibility for the old debt of the U.S.S.R. because of unresolved constitutional questions. All 15 union republics had declared either independence or the sovereignty of their laws over those of the union. In addition, several republics’ governments had also declared that they would no longer be responsible for new commitments of financial assistance made by the union government and contested the authority of the union bodies to take these decisions on behalf of all the former republics.37 In the absence of a clear legal framework, however, creditors were not willing to enter new commitments or disburse from existing commitments.
In the course of 1991, the external debt questions were discussed on several occasions by the governments of the republics in connection with the broader issue of the coordination of economic policies and the future of the union. Disagreements centered around the criteria for dividing the responsibilities for the debt and the very different capacities of the republics to service it. In addition, they discussed the scope for committing new credits jointly, in particular food credits, the future role of the VEB in making new commitments and debt-service payments, and mechanisms for mobilizing foreign exchange. Most republics also emphasized that the question of external debt could not be divorced from that of external assets. They argued over the size of the assets—the liquid foreign exchange holdings, gold, other precious metals, embassies and other real estate abroad—and they also held unrealistic expectations about the extent to which the external claims, which nominally exceeded external debt, could be mobilized to service or cancel out against debt. This was an important consideration behind their willingness to recognize responsibility for the outstanding debt of the former Soviet Union.
In October and November, 1991, the prime ministers (or their designates) of 12 republics of the former U.S.S.R. met with representatives of the Group of Seven countries.38 In the end, the representatives of 8 republics (all except Azerbaijan, Georgia, Ukraine, and Uzbekistan) signed the Memorandum of Understanding (MOU): (i) to be jointly and severally responsible for the existing external debt;39 (ii) to designate the VEB, or its legal successor, as the debt manager; and (iii) to conclude an agreement for servicing the debt, on a joint and several basis. Subsequently during 1992, Georgia and Ukraine also signed the MOU.
The republics also undertook to put in place appropriate macroeconomic policies, which would address, in particular, fiscal deficits, public expenditure, monetary growth, price liberalization, and the exchange rate. They also agreed that they would seek to maintain free interstate trade. The signatories intended, “in full consultation with the IMF, to adopt and implement during the first quarter of 1992 comprehensive and ambitious macroeconomic and structural adjustment programs taking into account the recommendations of the IMF.”40 The unusual character of this commitment should be interpreted against the background of the status of the republics’ relations with the Fund. The U.S.S.R. was not a member of the Fund but only had Special Association; at the time, there were no formal, bilateral relations with the individual republics, although such relations were possible under the Special Association.
On this basis, the Group of Seven representatives offered a financial package consisting of a deferral of principal payments on medium- and long-term debt contracted before January 1, 1991 and covering maturities falling due up to the end of 1992, with a review date of March 31, 1992, the maintenance of open short-term credit lines by export credit agencies, and a possible emergency financing in the form of a gold swap of up to $1 billion.41
The deferral of debt was implemented in January 1992 between the representatives of 17 governments meeting as the Group of Creditor Countries of the former U.S.S.R. and its Successors and representatives of the Interstate Council on Supervision of Foreign Debt Servicing and of Utilization of Assets and of the VEB.42 Commercial banks agreed on December 16, 1991 to deferral on comparable terms, in the first instance for principal obligations for the first quarter of 1992. By March 1992, the Russian Government had formulated a reform program for market reforms. During 1992, several meetings were held with the official creditors and the commercial banks, which granted deferral on principal payments due on medium-and long-term debt contracted before the cutoff date (January 1, 1991) on a quarterly basis. No formal rescheduling took place during 1992, however, as agreement could not be reached about the terms of and the legal framework for the rescheduling.
Box 2. Relations with the IMF
Although the U.S.S.R. was one of the founders of the IMF (it was represented at the Bretton Woods Conference in 1944), it never became a member of the IMF. After proposing closer economic and political integration between the U.S.S.R. and the rest of the world in the late 1980s, contacts were also established to international organizations. Initial steps were taken after the July 1990 Houston Economic Summit of the Group of Seven countries (see footnote 3), when the Soviet Government provided economic information to the IMF, World Bank, EBRD, OECD, and the European Commission. Subsequently, a special arrangement of collaboration with the IMF (and the World Bank)—the so-called Special Association—was established on October 5, 1991. This allowed the IMF to conduct “reviews of the economy and economic policies …, similar to the consultations conducted by the Fund with its members under Article IV of its Articles of Agreement; …” and the IMF staff “to monitor the implementation of the authorities’ economic reform program and to prepare related reports.” In turn, the Union government was obliged to provide economic information to the IMF. Following the establishment of the Special Association, the contacts between the IMF and the U.S.S.R. intensified as the Fund staff provided assistance in the form of policy advice and technical assistance.
After the dissolution of the U.S.S.R., the Executive Board of the IMF decided in January 1992 that the cooperation with the states of the former U.S.S.R. should continue for the period until the 1992 Annual Meetings, including arrangements for the assessment of policies with respect to each of the states. In January 1992, the President of Russia applied for membership in the IMF (and the World Bank) and Russia became a member of the Fund on June 1 of the same year. During the same month, Russia also joined the World Bank.
On December 8, 1991, eight states (somewhat different from the signatories of the MOU—Table 7) agreed on the criteria for determining the share of debt of each of the states of the former Soviet Union. The share of each country was based on four indicators (population, national income, and exports and imports in convertible currencies during 1986–90). The signatories were committed to deposit foreign exchange with the VEB to service external debt. An Interstate Committee for Managing the External Debt and Assets was established with members of the signatory countries. In the event, the agreement never functioned as intended. Only Russia deposited foreign exchange with the VEB. Few of the states, besides Russia, sent representatives to the Interstate Committee’s meetings, thereby impeding both the resolution of issues with foreign creditors and negotiations with foreign governments indebted to the former Soviet Union.
Table 7. Agreements on External Debt and Assets of the Former U.S.S.R.: Status by end-June 1993
1 Signed at meeting with Group of Seven representatives recognizing joint and several responsibility for the debt of the former U.S.S.R. Georgia and Ukraine signed the MOU in 1992.
2 Defined the shares of debt-service payments and assets and established the Interstate Committee on Managing External Debt and Assets of the former U.S.S.R.
3 Bilateral agreements between Russia and the other states of the former U.S.S.R., whereby Russia takes over the debt-service responsibilities of the state concerned in exchange for the other state giving up its claim on the external assets of the former U.S.S.R.
4 Protocols signed in November 1992 and, for Ukraine, in March 1993 that gave Russia the right to negotiate with external creditors on the debt of the former U.S.S.R. and to manage its assets on behalf of the other states of the former U.S.S.R. The protocols were expected to be followed by bilateral agreements, including the zero option.
During 1992, it became clear that the interstate agreement did not work as intended and that it would be difficult to reach joint decisions. As a consequence, the Russian Government proposed the so-called zero option to each of the other states, which implied that Russia would take over the responsibility for servicing the external debt of the former Soviet Union if the other states would agree to transfer their share of the external claims of the former Soviet Union to Russia. The delay in concluding these agreements was one of the major factors for the delay in reaching agreement with official creditors on a rescheduling. Since Russia concluded only a few of the zero options agreements in 1992, in March 1993 it also concluded protocols with other countries, including Ukraine, which allowed Russia to manage external assets and act on behalf of the other states and thereby to proceed with the rescheduling agreement. By the end of June 1993, zero options agreements had been signed with only four countries (i.e., Belarus, Turkmenistan, Uzbekistan, and the Kyrgyz Republic) (Table 7). The Interstate Committee was dissolved in November 1992.
In early April 1993, Russia agreed with its official creditors on a rescheduling of the debt of the former U.S.S.R. based on a declaration from the Russian Government that it would be responsible for the debt-service obligations.43 This was a milestone as external creditors now considered the MOU as inoperative with respect to their own claims concerning the debts defined in the Russian declaration and would not seek payment of such claims from other successor states that had entered into bilateral agreements with Russia. The rescheduling agreement did not prejudge the outcome of the bilateral agreements between Russia and the other states of the former Soviet Union.
The MOU had served the purpose of allowing external creditors to proceed with commitments and disbursements of financial assistance to all the signatories of the MOU in a transition period when the responsibilities of the individual states were ill-defined. At the same time, it proved impossible in practice to implement the joint and several responsibility, given the widely different external situation of the states and the coordination of external debt policies it forced upon states that were in the process of dissolution.
The balance of payments position of Russia has been subject to extensive public debate. Views have ranged from optimism about the great potential of the Russian economy and the scope for a quick payoff of the substantial financial assistance made to spur economic growth and external adjustment, given the rich natural endowment and highly educated labor force, to pessimism about the possibilities for introducing market reforms and the depth of the macroeconomic and structural problems. This paper has stressed the highly complex character of the external situation and the extreme uncertainties that surround its outlook: the unprecedented and multifaceted changes in the economic system, the domestic political uncertainties, and—not the least—those concerning Russia’s relations with the other states of the former Soviet Union.
Russia’s balance of payments difficulties did not begin with the reform process or the demise of the former U.S.S.R. External problems had accumulated in the U.S.S.R. because of growing macro-economic imbalances and structural problems. In some sense, a classical balance of payments crisis had occurred: large fiscal deficits had emerged during the second half of the 1980s; price distortions and a lack of efficient investment had slowed economic growth; the heavy reliance on military exports supported by export credits—which may have given Soviet policymakers the illusion that the external situation was stronger than it proved to be—could not continue; and a non-market-determined price structure did not promote agriculture and therefore led to heavy reliance on agricultural imports for a country that had been an exporter of agricultural products. Piecemeal trade liberalization, which was not supported by price and exchange rate liberalization or domestic stabilization policies, only aggravated the external problems. External adjustment was postponed to boost domestic consumption in support of glasnost and perestroika at the expense of a sharp buildup of external debt. Before the U.S.S.R. ceased to exist, external foreign exchange and gold reserves were almost exhausted, in part because of a bunching of debt-service payments and large net repayment of short-term debt to the commercial banks. Debt-service difficulties interrupted access to international capital markets and led to the cessation of private inflows, thereby limiting financing to official or official-guaranteed loans from abroad. At the same time, the channeling of these official loans through the Government maintained the central apparatus of import allocation to enterprises at subsidized prices.
The balance of payments developments in Russia during the early reform period, from the beginning of 1992 to mid-1993 following the collapse in central planning, showed the close correlation between economic policies and external developments. While the market-related policy reforms were clearly more comprehensive than in the past, some key policy measures were not taken. In particular, exports suffered from the maintenance of quantitative restrictions, which prevented the beneficial impact of the floating, unified exchange system from fully materializing. The level and distribution of imports was, to a large extent, determined by government decisions, while enterprises that had foreign exchange chose to build up large foreign exchange deposits with domestic banks, partly because of a lack of confidence in the financial policies. The maintenance of sharply negative real interest rates on ruble-denominated assets was also a critical factor behind large capital outflows.
Although financial assistance from bilateral sources continued to be disbursed, it was largely on relatively short-term maturities, which led to a sharp increase in the debt-service burden for the immediate future. The maturity structure partly reflected the commodity composition of related imports, including the large share of food products. Moreover, the particular form of tied credits that was available might not always have matched the demand for imports. Debt-servicing difficulties also led creditors to insist on collateral for new loans in the form of escrow accounts, with potentially serious macroeconomic and structural implications, including the segmentation of international reserves, the undermining of a domestic foreign exchange market, and less stringent project selection by both creditors and debtors.
The Memorandum of Understanding with external creditors was signed in a period when the U.S.S.R. was breaking apart and the responsibilities for external debt were not settled. By recognizing the responsibility for the debt of the former U.S.S.R., it helped maintain the flow of financing in a transition period after the breakup of the former U.S.S.R. However, it also proved difficult to implement in practice given the uneven external economic situation of the various states and the difficulties they had in reaching joint decisions. The rescheduling agreement with official creditors of April 1993 and the declaration by Russia of responsibility for the debt repayment provided the basis for regularizing the payment situation with external creditors. Bilateral relations between Russia and the other states concerning the debt and assets of the former U.S.S.R. remained to be settled.
Given the collapse in exports and the substantial increase in external debt on unfavorable maturities, Russia’s debt burden remains substantial. Russia’s external prospects and its debt-service situation should be evaluated on the basis of Russia’s export potential. Russia’s external situation also depends on the ability of the other states of the former Soviet Union and the developing countries to service their debt to Russia and any future lending from Russia. The evaluation of Russia’s external prospects, however, continues to be hampered by the poor quality of data. Major gaps in information, including on trade developments, have deteriorated further in 1993 so as to make a meaningful analysis of the external situation difficult.
External developments show the importance of the consistent implementation of economic reform, including a liberal trade regime. Russia’s ability to take advantage of an expansion of the traded goods sector will also depend on the willingness of its partner countries to prevent new protectionist trade measures and to relax existing ones. Economic reform, including the restructuring of large state enterprises, would be facilitated by financial assistance. The terms of such assistance will be crucial. Given the size of the debt burden, non-debt creating flows in the form of foreign direct investment will also have an important role to play as a means of financing, besides the transfer of new technology.
Table A1. Trade Liberalization Measures Taken by Selected Industrial Countries and the European Community1
Sources: EC Commission, European Report, various issues; GATT; and initial sources.
1 For simplicity, references in this Appendix are to the former U.S.S.R. since many of the measures span a period before and after the dissolution of the U.S.S.R.
Table A2. Restrictive Trade Measures Taken by Selected Industrial Countries and the European Community
For several years prior to the dissolution of the CMEA in 1991, the U.S.S.R. provided large implicit price subsidies, on a net basis, to the former CMEA member countries through the terms of trade between the energy products and other raw materials it exported and the manufactured and other products it imported. Similarly, within the former U.S.S.R., Russia has subsidized the other states through the price system. The calculation of total resource transfers that took place among the states, however, is more complicated and comprises not only trade but financial transfers, including those that took place through the union government budget.1
CMEA Trade
The estimate of implicit trade subsidies of the U.S.S.R. in 1990—the last year of the existence of the CMEA—indicates the difference between trade that took place in 1990 valued at world market prices and actual prices. It is thus a measurement of the opportunity cost for the U.S.S.R. of trade with the former CMEA countries. It does not imply that the trade surplus would have been higher by that amount with regard to CMEA countries because trade volumes are assumed to be constant. In reality, traded goods are likely to be price elastic. Trade might have been diverted, however, to other countries depending on market conditions and transportation or other constraints.
The estimate for the implicit price subsidies for 1990 is based on the actual changes in traded goods prices that took place between 1990 and 1991 between the U.S.S.R. and the former CMEA countries. It is based on information provided by the CIS Goskomstat on the value and volume of trade (at 1986 constant prices), which was checked against partial information available from Eastern European partner countries. Based on this information, the terms of trade of the U.S.S.R. improved by 42 percent between 1990 and 1991 against former CMEA countries, which—by definition—is equivalent to a terms of trade deterioration of 30 percent of the CMEA countries against the U.S.S.R.2
If the prices obtained for trade in 1991 are applied to the 1990 volume of the U.S.S.R.’s total exports and imports with the CMEA area, including the former German Democratic Republic (G.D.R.), the trade balance of the U.S.S.R. would improve by Rub 10–11 billion, which converted at the then official exchange rate (Rub 0.5856 per U.S. dollar) gives roughly $18 billion. The estimate should be considered only an approximation of the broad order of magnitude. Moreover, since the volume of trade dropped sharply between 1990 and 1991, the U.S.S.R. did not fully benefit from the improvement in the terms of trade.3
Trade in the Former U.S.S.R.
For 1990, the calculation of Russia’s implicit subsidies of trade with the other republics is based on interrepublican trade data in domestic prices provided by the Goskomstat. To derive the relationships between the interrepublican and world market prices, it has been assumed that those are equal to the ratios between the domestic and world market prices that were calculated for trade in convertible currencies with the outside world. Such coefficients were provided by the Goskomstat for 15 major sectors (Table A3). The ratios therefore exclude the impact of CMEA trade prices, which were different from world market prices before 1991. The difference between the interrepublican trade at world market prices and domestic prices is considered the implicit price subsidy. These estimates are highly uncertain, partly because the composition of exports in convertible currencies within each of the major sectors might be different from that of deliveries to the other parts of the U.S.S.R.
Table A3. Russia’s Interrepublican Trade at Domestic and World Market Prices in 1990
Sources: Goskomstat; and IMF staff calculations.
1 Based on relations between domestic prices and actual prices obtained in the U.S.S.R.’s trade with the convertible currency area.
2 The share of GDP is somewhat misleading because GDP does not reflect the impact of the change in the terms of trade to world market prices.
Another question is how to convert the price subsidy from rubles into U.S. dollars. In this paper, the official exchange rate prevailing in 1990 has been used although the rate was probably appreciated in real effective terms compared to a market determined equilibrium rate.
For 1991 and 1992, the estimates are based on calculations made by the Russian authorities. For 1991, in principle, the same method was applied as for 1990, namely the application of coefficients based on actual prices obtained in trade with countries outside the former U.S.S.R. For 1992, world market prices were used for energy exports and imports. For non-energy goods, the Russian authorities estimated that prices were about half of world market prices on both the export and import side.
In general, the estimates of world market prices are highly uncertain because many of the goods traded among the states of the former U.S.S.R. were not traded with countries outside the area. Moreover, comprehensive trade statistics were lacking for 1991 and 1992 for interstate trade. The exact extent of price subsidization between the states has also been subject to great dispute among the states and estimates might vary depending on the source. As a result, the estimates should be interpreted with great caution.
Financial Assistance in 1992
During 1990–1991, the Government of the U.S.S.R. repeatedly requested financial assistance from Western governments. Until the signing of the Memorandum of Understanding with Group of Seven countries in October 1991 and the associated coordinated financial assistance, creditor governments responded on a case-by-case basis by insuring additional exports from their countries to the U.S.S.R., by refinancing arrears owed to suppliers of the creditor countries, and—to a limited extent—by extending untied financial assistance.
At the beginning of 1992, the international community was faced with the urgent decision concerning how to provide financial assistance to support Russia’s commitment to market reforms. It was clear that external support for the unprecedented economic transformation process was needed, particularly since Russia was facing a severe balance of payments crisis with declining exports, import compression, large debt-service obligations, depleted foreign exchange reserves, and increasing external arrears.
The outlook for the balance of payments was extremely uncertain, partly because the economic policies for 1992 and beyond had not yet been defined and the relations with the other states of the former U.S.S.R. remained unclear. In the past, lending to the U.S.S.R. had been primarily extended by private markets, sources that could no longer be tapped. Financial assistance extended to the U.S.S.R. during 1990–91 had an exceptional character, which had been agreed at the highest political levels.
On the Russian side, problems also existed in clarifying which government institutions were responsible for guaranteeing new debt on behalf of the Russian Government and coordinating the request for assistance. For instance, there were difficulties in clarifying the status of the Vneshekonombank, which had previously been the sole borrower on behalf of the Soviet Government, but had become illiquid following the exhaustion of the official foreign exchange reserves.
Against this background, a $24 billion financial package to Russia was announced by President Bush and Chancellor Kohl in early April 1993. The total financial assistance to Russia was in fact larger than the announced figure because the package excluded deferral of principal payments of $7.2 billion that had already been granted (subject to certain conditions) in December 1991 by commercial banks and in January 1992 by official creditors. While the package had been put together by the Group of Seven countries, it also included disbursements from other bilateral official creditors, the European Community, the World Bank, the EBRD, and the IMF. The only detail that was revealed to the outside world and to the Russian authorities was the breakdown by creditor group (Table 5). The distribution among individual creditors and the kind of assistance that was available were never clarified. It appeared, however, that for bilateral creditors it comprised mainly disbursements from existing commitments made to the former U.S.S.R., which could be reallocated to Russia. The assistance from international organizations comprised new assistance that would be conditional on the agreement and implementation of economic reform. The package also foresaw a stabilization fund of $6 billion in support of a pegged ruble exchange rate. This fund was to be financed by the activation of the General Arrangements to Borrow (GAB) in combination with a stand-by arrangement with the IMF. Similarly, support from the World Bank also depended on agreements on specific projects and sectoral policies.
In the end, disbursements from bilateral creditors (and the EC) were larger than projected (Table 5). Such disbursements were largely unconditional and also continued despite the continued accumulation of debt-service arrears. Although no agreement was concluded on debt relief in the form of a deferral of interest, the delays in reaching an agreement are unlikely to have significantly slowed down disbursements during 1992, although external arrears were an obstacle to disbursements in early 1993. In the meantime, the interest obligations were largely unpaid and resulted in an accumulation of arrears.
Table A4. Financial Assistance to Russia Announced in 1993
(In billions of U.S. dollars)
Sources: Chairman’s Statement of the Group of Seven Joint Ministerial Meeting and the Following Meeting with Russian Ministers of April 15, 1993; Tokyo Summit Economic Declaration of July 9, 1993; and IMF press statements.
1 Includes technical assistance.
2 The projections cover calendar year 1993 and exclude technical assistance.
3 World Bank import rehabilitation loan of $0.6 billion approved in August 1992 and oil sector loan of $0.5 billion approved in June 1993.
4 New commitments, including $0.5 billion in cofinancing of oil sector loans.
5 A new fund was to be established by the EBRD half financed by its own funds to promote Russian small- and medium-sized enterprises; other
6 Half was committed by the Executive Board of the IMF in June 1993.
7 The figure refers to the maximum potential commitment, beginning from October 1993.
8 Excluding $1.6 billion of the principal covered by the 1992 debt deferral from official creditors, which is included in the $15 billion that was part of the $43 billion package.
Disbursements from multilateral creditors were delayed and the stabilization fund not activated, largely because the Russian authorities did not pursue macroeconomic policies that supported the stabilization of the ruble exchange rate. In mid-1992, the Russian Government agreed with the IMF to follow a three-step approach that would involve a first credit tranche arrangement, followed by an upper credit tranche arrangement and finally activation of the stabilization fund. The necessary preparations on the creditor side were made for activation of the GAB, including the agreement of the GAB contributors to activate the GAB for this particular purpose. In the end, however, the financial policies pursued by the Russian authorities were more expansionary than agreed under the first credit tranche arrangement and it proved impossible to stabilize the exchange rate. As a result, the stabilization fund was not activated.
Although the World Bank began negotiating loans in support of the agricultural and energy sectors, these were not completed in 1992. In August 1992, the Bank Board approved a $600 million Rehabilitation Loan for private sector and critical government imports. However, it did not become effective until December 1992, because of unsettled issues between the Russian authorities and the Bank concerning the loan agreement. In addition, administrative problems on the Russian side in identifying eligible imports on behalf of the Government and securing appropriate documentation from the Central Bank of Russia slowed disbursements.
Financial Assistance in 1993
In April 1993, the Group of Seven countries announced a package of assistance for 1993 amounting to $43 billion (Table A4). This figure was not directly comparable to the $24 billion. It included a mixture of commitments and disbursements; part of the assistance would be disbursed after 1993. It also included technical assistance.1 Moreover, it excluded certain categories of financial assistance such as grants from bilateral creditors and possible rescheduling by the commercial banks and uninsured foreign suppliers. In terms of presentation, this package was more specific on the possible contributions by international organizations subject to policy conditionality. The country breakdown and specific elements of bilateral assistance in the form of export credits were not indicated.
The balance of payments projections in the program supported by the IMF under the systemic transformation facility (STF) that was approved by the Executive Board of the IMF in June 1993, included financial assistance that also totaled $43 billion but with a different composition and according to a different concept, i.e., the balance of payments concept. The program assumptions were based on projected disbursements rather than commitments; they excluded technical assistance and were based on existing commitments rather than possible future commitments from the World Bank and the IMF, as is common practice in program formulation.
At the July 1993 Summit of the Group of Seven countries in Tokyo, it was announced that $3 billion would be provided over an 18-month period up to the end of 1994 in support of privatization and restructuring (Table A4). It does not seem that this financing was additional to the $43 billion already announced. It comprised $0.5 billion in grants in the form of technical assistance and $1 billion in export credits from the Group of Seven and the European Community, and $1.5 billion from international organizations. Part of the support was for regional governments affected by the privatization of large firms that would shed their social services functions.
Table A5. Russia’s Balance of Payments with States of the Former U.S.S.R.
Sources: Goskomstat; Central Bank of the Russian Federation; State Committee on Economic and Financial Relations with CIS States; and IMF staff estimates and projections.
1 Excluding currency issue.
Table A6. Russia’s Trade with Countries Outside the Former U.S.S.R.
Source: CIS Goskomstat
1 Bulgaria, Cuba, former Czechoslovakia, Hungary, Mongolia, Poland, Romania, and Viet Nam.
2 Humanitarian assistance.
Table A7. Imports of Agricultural Products from Outside the Former U.S.S.R.
Sources: CIS Goskomstat; Goskomstat of the Russian Federation; and U.S. Department of Agriculture.
1 Because of reporting difficulties, the estimates for 1991 are likely to be incomplete.
2 ln thousand tons.
3 In addition to the categories above, this estimate also includes additional beverages, tapioca, oil seeds, and oil seed meals.
Table A8. Trade Outside the Former U.S.S.R. by Product Group
Sources: Goskomstat of the Russian Federation; and IMF staff estimates.
1 First nine months; 1992 data is not directly comparable with data for 1990–91, because of the change from the material product system to the harmonized system of classification.
Table A9. Exports of Selected Products to States of the Former U.S.S.R.
Sources: Goskomstat; and IMF staff estimates.
1 Billions of rubles.
2 Volume in million tons.
3 Volume in billion cubic meters.
4 IMF staff estimate.
5 Volume in million units.
6 Volume in million cubic meters.
7 Volume in thousand tons.
8 Volume in thousand units.
9 Volume in million meters.
Table A10. Imports of Selected Products from States of the Former U.S.S.R.
Source: Goskomstat.
1 Billions of rubles.
2 Volume in million tons.
3 Volume in billion cubic meters.
4 Volume in thousand units.
5 Volume in thousand tons.
6 Volume in million units.
7 Volume in million pairs.
Table A11. External Debt-Service Obligations in Convertible Currencies of the Former U.S.S.R.
Sources: Vneshekonombank; and IMF staff estimates.
1 In 1992. including interest on arrears and on the 1992 deferral.
2 Merchandise exports.
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