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The Worldmark Encyclopedia of National Economies
joins the Worldmark family of encyclopedias and attempts
to provide comprehensive overviews of the economic
structure and current climate of 198 countries and terri-
tories. Each signed entry provides key data and analysis
on a country’s economic conditions, their relationship to
social and political trends, and their impact on the lives
of the country’s inhabitants. The goal of this set is to use
plain language to offer intelligent, consistent analysis of
every important economy in the world.

It is our sincere hope that this set will open the
reader’s mind to the fascinating world of international
economics. Contained within this collection are a number
of fascinating stories: of Eastern European nations strug-
gling to adapt to capitalist economic systems in the wake
of the collapse of communism; of Pacific Island nations
threatened with annihilation by the slow and steady rise
of ocean levels; of Asian nations channeling the vast pro-
ductivity of their people into diversified economies; of the
emerging power of the European Union, which dominates
economic life across Europe; of Middle Eastern nations
planning for the disappearance of their primary engine of
economic growth, oil; and many others. To make all this
information both accessible and comparable, each entry
presents information in the same format, allowing read-
ers to easily compare, for example, the balance of trade
between Singapore and Hong Kong, or the political sys-
tems of North and South Korea. Economics has a lan-
guage of its own, and we have highlighted those eco-
nomic terms that may not be familiar to a general reader
and provided definitions in a glossary. Other terms that
are specific to a particular country but are not economic
in nature are defined within parentheses in the text.

This set contains entries on every sovereign nation
in the world, as well as separate entries on large territo-
ries of countries, including: French Guiana, Martinique,
and Guadeloupe; Macau; Puerto Rico; and Taiwan. The
larger dependencies of other countries are highlighted
within the mother country’s entry. For example, the en-
try on Denmark includes a discussion of Greenland, the
United Kingdom includes information on many of its
Crown territories, and the United States entry highlights
the economic conditions in some of its larger territories.
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PREFACE

ENTRY OBJECTIVES

Each entry has two objectives: one, to offer a clear
picture of the economic conditions in a particular coun-
try, and two, to provide statistical information that allows
for comparison between countries. To offer comparable
information, we have used some common sources for the
tables and graphs as well as for individual sections. Even
the most exhaustive sources do not provide information
for every country, however, and thus some entries either
have no data available in certain areas or contain data
that was obtained from an alternate source. In all entries,
we tried to provide the most current data available at the
time. Because collection and evaluation methods differ
among international data gathering agencies such as the
World Bank, United Nations, and International Monetary
Fund, as well as between these agencies and the many
government data collection agencies located in each
country, entries sometimes provide two or more sources
of information. Consequently, the text of an entry may
contain more recent information from a different source
than is provided in a table or graph, though the table or
graph provides information that allows the easiest com-
parison to other entries.

No one source could provide all the information de-
sired for this set, so some sources were substituted when
the main source lacked information for specific countries.
The main sources used included: the World Factbook
2000 and 2001, which provided the common information
on the countries’ gross domestic product (GDP) at pur-
chasing power parity, the division of labor, balance of
trade, chief imports, chief exports, and population, un-
less otherwise noted in the text; the World Bank’s World
Development Indicators, which was a valued source for
information about the infrastructure and consumption
patterns of many countries; the Human Development Re-
port, from the United Nations, which provided GDP per
capita information on many countries; and the Interna-
tional Monetary Fund’s International Financial Statistics
Yearbook, which provided historical records of trade bal-
ances for most countries. Each entry also contains a bib-
liography that lists additional sources that are specific to
that entry.

vii



Preface

ENTRY ORGANIZATION

All entries are organized under 16 specific headings
to make it easy to find needed information quickly and
to compare the conditions in several different countries
easily. (The sole exception is the entry on the Vatican,
whose unique features necessitated the removal of sev-
eral sections.) The sections are as follows:

COUNTRY OVERVIEW. This section includes information
about the size of all land surfaces, describing coastlines
and international boundaries. It also highlights significant
geographical features in the country and the location of
the capital. The size of the country is compared to a U.S.
state or, for smaller countries, to Washington, D.C. Also
included is information on the total population, as well as
other important demographic data concerning ethnicity,
religion, age, and urbanization. Where relevant, this sec-
tion also includes information about internal conflicts, ma-
jor health problems, or significant population policies.

OVERVIEW OF ECONOMY. This overview is meant to
provide an analysis of the country’s overall economic
conditions, mentioning those elements that are deemed
most important to an understanding of the country. It pro-
vides context for the reader to understand the more spe-
cific information available in the other sections.

POLITICS, GOVERNMENT, AND TAXATION. This sec-
tion identifies the structure of the government and dis-
cusses the role the government, political parties, and taxes
play in the economy.

INFRASTRUCTURE, POWER, AND COMMUNICATIONS.
This section offers a description of the roads, railways,
harbors, and telecommunications available in the coun-
try, assesses the modernity of the systems, and provides
information about the country’s plans for improvements.

ECONOMIC SECTORS. This section serves as an overview
for the three more specific sections that follow, provid-
ing a general description of the balance between the coun-
try’s different economic sectors.

AGRICULTURE. This section discusses the agriculture,
fishing, and forestry sectors of the country.

INDUSTRY. This section discusses the industrial sector
of the country, including specific information on min-
ing, manufacturing, and other major industries, where
appropriate.

SERVICES. This section concentrates on major compo-
nents of the diverse services sector, usually focusing on
the tourism and banking or financial sectors and some-
times including descriptions of the retail sector.

INTERNATIONAL TRADE. This section focuses on the
country’s patterns of trade, including the commodities
traded and the historical trading partners.

viii

MONEY. This section offers a brief description of the
changes in inflation and the exchange rates in the coun-
try, and the impact those may have had on the economy.
It also mentions any recent changes in the currency and
the nature and impact of the central banking function.

POVERTY AND WEALTH. This section paints a picture of
the distribution of wealth within the country, often com-
paring life in the country with that in other countries in
the region. It includes governmental efforts to redistrib-
ute wealth or to deal with pressing issues of poverty.

WORKING CONDITIONS. This section describes the
workforce, its ability to unionize, and the effectiveness
of unions within the country. It also often includes in-
formation on wages, significant changes in the workforce
over time, and the existence of protections for workers.

COUNTRY HISTORY AND ECONOMIC DEVELOPMENT.
This section provides a timeline of events that shaped the
country and its economy. The selected events create a
more cohesive picture of the nation than could be de-
scribed in the entries because of their bias toward more
current information.

FUTURE TRENDS. To provide readers with a view to the
future, the entry ends with an analysis of how the eco-
nomic conditions in the country are expected to change
in the near future. It also highlights any significant chal-
lenges the country may face.

DEPENDENCIES. This section discusses any major terri-
tories or colonies and their economies.

BIBLIOGRAPHY. The bibliography at the end of the en-
try lists the sources used to compile the information in
the entry and also includes other materials that may be
of interest to readers wanting more information about the
particular country. Although specific online sources are
cited, many such sources are updated annually and should
be expected to change.

In addition, a data box at the beginning of each en-
try offers helpful economic “quick facts” such as the
country’s capital, monetary unit, chief exports and im-
ports, gross domestic product (GDP), and the balance of
trade. The U.S. Central Intelligence Agency’s World
Factbook (2000 and 2001) was the main source of this
information unless otherwise noted. Each entry also in-
cludes a map that illustrates the location of the country.
Since economic conditions are often affected by geogra-
phy, the map allows readers to see the location of major
cities and landmarks. The map also names bordering
countries to offer readers a visual aid to understand re-
gional conflicts and trading routes.
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COMMENTS

We encourage you to contact us with any comments
or suggestions you may have that will benefit future edi-
tions of this set. We want this set to be a meaningful ad-
dition to your search for information about the world.
Please send your comments and suggestions to: The Ed-
itors, Worldmark Encyclopedia of National Economies,
The Gale Group, 27500 Drake Road, Farmington Hills,
MI 48331. Or, call toll free at 1-800-877-4253.

—Sara Pendergast and Tom Pendergast
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INTRODUCTION

THE POWER OF ECONOMIC
UNDERSTANDING

The economies of the world are becoming increas-
ingly interconnected and interdependent, a fact dramati-
cally illustrated on 2 July 1997 when the Thai govern-
ment decided to allow its currency to “float” according
to market conditions. The result was a significant drop
in the value of the currency and the start of the Asian
economic crisis, a contagion that spread quickly to other
Asian countries such as the Republic of Korea, Indone-
sia, Malaysia, and the Philippines. Before long the epi-
demic reached Brazil and Russia.

In this way, a small economic change in one less-
developed country sent economic shock waves around
the world. Surprisingly, no one predicted this crisis,
though economist Paul Krugman in a prominent 1994
Foreign Affairs article argued that there was no Asian
economic miracle and the kind of growth rates attained
in recent years were not sustainable over the long term.
In such an interconnected global economys, it is impera-
tive to have an understanding of other economies and
economic conditions around the world. Yet that under-
standing is sorely lacking in the American public.

Various studies have shown that both young people
and the public at large have a low level of literacy about
other nations. A survey of 655 high school students in
southeast Ohio indicated that students were least in-
formed in the area of international economic concerns,
and the number of economics majors at the college level
is declining. The economic and geographic illiteracy has
become such a national concern that the U.S. Senate re-
cently passed a resolution calling for a national educa-
tion policy that addresses Americans’ lack of knowledge
of other parts of the world.

The information provided by the media also fre-
quently reflects a distorted understanding of world
economies. During the Asian economic crisis, we often
heard about the collapse of various Asian countries such
as Korea and Thailand. They were indeed suffering a se-
vere crisis, but usually companies, not countries, col-
lapse. The use of the “collapse” language was therefore
misleading. In another example, a distinguished journal-
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ist writing in a prominent East coast newspaper claimed
that Vietnamese women paid more in transportation and
food costs than they were earning while working in a fac-
tory manufacturing Nike shoes. Such a statement, while
well intended in terms of genuine concern for these
women workers, makes no economic sense whatsoever,
and is actually not accurate. The wages of these women
are indeed extremely low by U.S. standards, but such
wages must be viewed in the context of another society,
where the cost of living may be dramatically lower and
where low salaries may be pooled. At other times, a
fact—such as the fact that a minority of the Japanese
workforce enjoys employment for life—is exaggerated to
suggest that the Japanese economy boomed as it did in
the 1980s because of the Japanese policy of life-long em-
ployment. Such generalizing keeps people from under-
standing the complexities of the Japanese economy.

“THINGS ARE NOT WHAT THEY SEEM.” In defense of
this lack of economic understanding, it must be said that
understanding economics is not easy. Paul A. Samuel-
son, author of the classic textbook Economics (1995),
once stated about economics “that things are often not
what at first they seem.” In Japan, for example, many
young women work as office ladies in private companies
as an initial job after completing school. These young
ladies often stay at home with their parents and have few
basic expenses. Over several years they can accumulate
considerable savings, which may be used for travel, over-
seas study, or investing. Thus, as Samuelson noted in his
textbook, actual individual economic welfare is not based
on wages as such, but on the difference between earnings
and expenditures. Wages are not the only measure of the
value of labor: one must also consider purchasing power
and how costs of living vary dramatically from place to
place. Without taking into account purchasing power, we
overestimate economic well-being in high-cost countries
such as Japan and Switzerland and underestimate it in
low-cost countries such as India and Cambodia.

Consider the following examples: The cost of taking
an air-conditioned luxury bus from the Cambodian cap-
ital of Phnom Penh to its major port, Sihanoukville, is
less than $2. The same bus trip of equal distance in Japan
or the United States would cost $50 or more. Similarly,

XV



Introduction

a (subsidized) lunch at a factory producing Nike shoes in
Vietnam may cost the equivalent of 5 U.S. cents in 1998,
while lunch at a student union on a U.S. college campus
may cost $5. Thus a teaching assistant on a U.S. campus
pays 100 times more for lunch than the Vietnamese fac-
tory worker. Who is more “poorly paid” in these situa-
tions? Add to this the reality that in many developing
countries where extended families are common, members
of the family often pool their earnings, which individu-
ally may be quite low. To look only at individual earn-
ings can thus be rather misleading. Such cultural nuances
are important to keep in mind in assessing economic con-
ditions and welfare in other nations.

Various economic puzzles can also create confusion
and misunderstanding. For example, currently the United
States has the highest trade deficit in world history: it im-
ports far more that it exports. Most countries with huge
trade deficits have a weak currency, but the U.S. dollar
has remained strong. Why is this the case? Actually, it is
quite understandable when one knows that the balance of
trade is just one of many factors that determine the value
of a nation’s currency. In truth, demand for the U.S. dol-
lar has remained high. The United States is an attractive
site for foreign investment because of its large and grow-
ing economic market and extremely stable politics. Sec-
ond, the United States has a large tourism sector, draw-
ing people to the country where they exchange their
currency for U.S. dollars. Several years ago, for the first
time ever, there were more Thais coming to the United
States as tourists than those in the United States going to
Thailand. Third, the United States is extremely popular
among international students seeking overseas education.
Economically, a German student who spends three years
studying in the United States benefits the economy in the
same way as a long-term tourist or conventional exports:
that student invests in the U.S. economy. In the acade-
mic year 1999-2000, there were 514,723 international
students in the United States spending approximately
$12.3 billion. Thus, the services provided by U.S. higher
education represent an important “invisible export.”
Fourth, 11 economies are now dollarized, which means
that they use the U.S. currency as their national currency.
Panama is the most well known of these economies and
El Salvador became a dollarized economy on 1 January
2001. Other countries are semi-officially or partially dol-
larized (Cambodia and Vietnam, for example). As the re-
sult of dollarization, it is estimated by the Federal Re-
serve that 55 to 70 percent of all U.S. dollars are held by
foreigners primarily in Latin America and former parts
of the U.S.S.R. Future candidates for dollarization are
Argentina, Brazil, Ecuador, Indonesia, Mexico, and even
Canada. With so many countries using U.S. dollars, de-
mand for the U.S. dollar is increased, adding to its
strength. For all these reasons, the U.S. currency and
economy remained strong despite the persisting large
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trade deficits, which in themselves, according to standard
economic logic, suggest weakness.

SYSTEMS OF CLASSIFICATION. As in other fields, such
as biology and botany, it is important to have a sound
system of classification to understand various national
economies. Unfortunately, the systems commonly used
to describe various national economies are often flawed
by cultural and Eurocentric biases and distortion. After
the end of World War II and the start of the Cold War,
it became common to speak of “developed” and “under-
developed” countries. There were two problems with this
overly simplistic distinction. First, it viewed countries
only in terms of material development. Second, it implied
that a nation was developed or underdeveloped across all
categories. As an example, “underdeveloped” Thailand
has consistently been one of the world’s leading food ex-
porters and among those countries that import the least
amount of food. Similarly, in “developed” Japan there
are both homeless people and institutions to house the el-
derly, while in “underdeveloped” Vietnam there are no
homeless and the elderly are cared for by their families.
Which country is more “developed”?

Later the term “Third World” became popular. This
term was invented by the French demographer Alfred
Sauvy and popularized by the scholar Irving Horowitz in
his volume, Three Worlds of Development. “First World”
referred to rich democracies such as the United States and
the United Kingdom; “Second World” referred to com-
munist countries such as the former U.S.S.R. and former
East Germany. The term “Third World” was used to re-
fer to the poorer nations of Africa, Latin America, and
Asia (with the exception of Japan). But this distinction is
also problematic, for it implies that the “First World” is
superior to the “Third World.” Another common term in-
troduced was modern versus less modern nations. The
Princeton sociologist Marion J. Levy made this distinc-
tion based on a technological definition: more modern na-
tions were those that made greater use of tools and inan-
imate sources of power. Thus, non-Western Japan is quite
modern because of its use of robots and bullet trains.
Over time, however, many people criticized the modern/
non-modern distinction as being culturally biased and im-
plying that all nations had to follow the same path of
progress.

More recently, economists from around the world
have recognized the importance of using a variety of fac-
tors to understand the development of national
economies. Each of these factors should be viewed in
terms of a continuum. For example, no country is either
completely industrial or completely agricultural. The en-
tries in this volume provide the basic data to assess each
national economy on several of these key criteria. One
can determine, for example, the extent to which an econ-
omy is industrial by simply dividing the percentage of
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the economy made up by industry by the percentage made
up by agriculture. Or one can determine how much en-
ergy national economies use to achieve their level of eco-
nomic output and welfare. This provides an important
ecological definition of efficiency, which goes beyond
limited material definitions. This measure allows an es-
timate of how “green” versus “gray” an economy is;
greener economies are those using less energy to achieve
a given level of economic development. One might like
to understand how international an economy is, which
can be done by adding a country’s exports to its imports
and then dividing by GDP. This indicator reveals that
economies such as the Netherlands, Malaysia, Singapore,
and Hong Kong are highly international while the isola-
tionist Democratic People’s Republic of Korea (North
Korea) is far less international.

Another interesting measure of an economy, partic-
ularly relevant in this age of more information-oriented
economies and “the death of distance” (Cairncross 1997),
is the extent to which an economy is digitalized. One mea-
sure of this factor would be the extent to which the pop-
ulation of a given economy has access to the Internet.
Costa Rica, for example, established a national policy that
all its citizens should have free access to the Internet. In
other economies, such as Bhutan, Laos, and North Korea,
access to the Internet is extremely limited. These differ-
ences, of course, relate to what has been termed “the dig-
ital divide.” Another important factor is whether an econ-
omy is people-oriented, that is, whether it aims to provide
the greatest happiness to the greatest number; economist
E.F. Schumacher called this “economics as if people mat-
tered.” The King of Bhutan, for example, has candidly
stated that his goal for his Buddhist nation is not Gross
National Product but instead Gross National Happiness.
Such goals indicate that the level of a country’s economic
development does not necessarily reflect its level of so-
cial welfare and quality of life.

Another important category that helps us understand
economies is the degree to which they can be considered
“transitional.” Transitional economies are those that were
once communist, state-planned economies but that are be-
coming or have become free-market economies. This tran-
sitional process started in China in the late 1970s when
its leader Deng Xiaoping introduced his “four modern-
izations.” Later, Soviet leader Mikhael Gorbachev intro-
duced such reforms, called perestroika, in the former So-
viet Union. With the dissolving of the U.S.S.R. in 1991,
many new transitional economies emerged, including
Belarus, Uzbekistan, Kyrgyzstan, and the Ukraine. Other
countries undergoing transition were Vietnam, Laos,
Cambodia, and Mongolia. These economies can be
grouped into two types: full transitional and partial tran-
sitional. The full transitional economies are shifting both
to free markets and to liberal democracies with free ex-
pression, multiple parties, and open elections. The partial
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transitional economies are changing in the economic
realm, but retaining their original one-party systems. In-
cluded in the latter category are the economies of China,
Vietnam, Laos, and Cuba. This volume provides valuable
current information on the many new transitional
economies emerging from the former Soviet world.

KEY THEMES IN THE WORLD ECONOMY. In looking at
the economies of countries around the globe, a number
of major common themes can be identified. There is in-
creasing economic interdependence and interconnectiv-
ity, as stressed by Thomas Friedman in his recent con-
troversial book about globalization titled The Lexus and
the Olive Tree: Understanding Globalization. For exam-
ple, the People’s Republic of China is now highly de-
pendent on exports to the United States. In turn, U.S.
companies are dependent on the Chinese market: Boeing
is dependent on China for marketing its jet airliners; the
second largest market for Mastercard is now in China;
and Nike is highly dependent on China and other Asian
economies for manufacturing its sports products. Such
deep interdependence augurs well for a peaceful century,
for countries are less likely to attack the countries with
whom they do a vigorous business, even if their politi-
cal and social systems are radically different. In fact, new
threats to peace as reflected in the tragic terrorist attack
of 11 September 2001, primarily relate to long-standing
historical conflicts and grievances.

Conventional political boundaries and borders often
do not well reflect new economic realities and cultural
patterns. Economic regions and region states are becom-
ing more important. The still-emerging power of the Eu-
ropean Union can be gauged by reading the essays of any
of the countries that are currently part of the Union or
hoping to become a part of it in the coming years. This
volume may help readers better understand which nations
are becoming more interconnected and have similar eco-
nomic conditions.

The tension between equity (fairness) and efficiency
is common in nearly all national economies. In some
economies there is more stress on efficiency, while in oth-
ers there is more stress on equity and equality. Thus, as
should be expected, countries differ in the nature of the
equality of their income and wealth distributions. For each
entry in this volume, important data are provided on this
important factor. The geographer David M. Smith has
documented well both national and international inequal-
ities in his data-rich Where the Grass is Greener (1979).

Invisible and informal economies—the interactions
of which are outside regulated economic channels—rep-
resent a growing segment of economic interactions in
some countries. In his controversial but important volume,
The Other Path (1989), the Peruvian economist Hernando
de Soto alerted us to the growing significance of the in-
formal economy. In countries such as Peru, research has
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shown that in some cases individuals prefer work in the
informal to the formal sector because it provides them
with more control over their personal lives. The Thai
economist Pasuk Phongpaichit and her colleagues have
written a fascinating book on Thailand’s substantial in-
visible economy titled Guns, Girls, Gambling, and Ganja
(1998). Thus, official government and international sta-
tistical data reported in this volume often are unable to
take into account such data from the hidden part of
economies.

In an increasingly internationalized economy in
which transnational corporations are highly mobile and
able to move manufacturing overseas quite rapidly, it is
important to distinguish between real foreign direct in-
vestment and portfolio investment. At one point during
Thailand’s impressive economic boom of the late 1980s
and early 1990s, a new Japanese factory was coming on
line every three days. This is foreign direct investment,
involving actual bricks and mortar, and it creates jobs that
extend beyond the actual facility being constructed. In
contrast foreign portfolio investment consists of a foreign
entity buying stocks, bonds, or other financial instruments
in another nation. In our current wired global economy,
such funds can be moved in and out of nations almost in-
stantaneously and have little lasting effect on the eco-
nomic growth of a country. Economies such as Chile and
Malaysia have developed policies to try to combat un-
certainty and related economic instability caused by the
potential of quick withdrawal of portfolio investments.

Some argue that transnational corporations (owned
by individuals all over the world), which have no national
loyalties, represent the most powerful political force in
the world today. Many key transnational corporations
have larger revenues than the entire gross national prod-
ucts of many of the nations included in this volume. This
means that many national economies, especially smaller
ones, lack effective bargaining power in dealing with
large international corporations.

Currently, it is estimated by the International Labor
Office of the United Nations that one-third of the world’s
workforce is currently unemployed or underemployed.
This means that 500 million new jobs need to be created
over the next 10 years. Data on the employment situa-
tion in each economy are presented in this volume. The
creation of these new jobs represents a major challenge
to the world’s economies.

The final and most important theme relates to the ul-
timate potential clash between economy and ecology. To
the extent that various national economies and their peo-
ples show a commitment to become greener and more
environmentally friendly, ultimate ecological crises and
catastrophes can be avoided or minimized. Paul Ray and
Sherry Anderson’s The Cultural Creatives: How 50 Mil-
lion People Are Changing the World (2000) lends cre-
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dence to the view that millions are changing to more en-
vironmentally conscious lifestyles.

In trying to understand the global economy, it is crit-
ically important to have good trend data. In each of the
entries of this volume, there is an emphasis on providing
important economic data over several decades to enable
the reader to assess such patterns. Some trends will have
tremendous importance for the global economy. One phe-
nomenon with extremely important implications for pop-
ulation is the policy of limiting families to only one child
in China’s urban areas. This deliberate social engineering
by the world’s most populous country will have a pow-
erful impact on the global economy of the 21st century.
The global environmental implications are, of course, ex-
tremely positive. Though there is much debate about the
economic, political, and socio-cultural implications of this
one-child policy, overall it will probably give China a
tremendous strategic advantage in terms of the key fac-
tors of human resource development and creativity.

THE POWER OF UNDERSTANDING. By enhancing our
knowledge and understanding of other economies, we
gain the potential for mutual learning and inspiration for
continuous improvement. There is so much that we can
learn from each other. Denmark, for example, is now get-
ting seven percent of its electrical energy from wind en-
ergy. This has obvious relevance to the state of Califor-
nia as it faces a major energy crisis. The Netherlands and
China for a long period have utilized bicycles for basic
transportation. Some argue that the bicycle is the most
efficient “tool” in the world in terms of output and en-
ergy inputs. Many new major highways in Vietnam are
built with exclusive bike paths separated by concrete
walls from the main highway. The Vietnamese have also
developed electric bicycles. The efficient bullet trains of
Japan and France have relevance to other areas such as
coastal China and the coastal United States. Kathmandu
in Nepal has experimented with non-polluting electric
buses. In the tremendous biodiversity of the tropical
forests of Southeast Africa, Latin America, and Africa,
there may be cures for many modern diseases.

We hope to dispel the view that economics is the
boring “dismal science” often written in complex, diffi-
cult language. This four-volume set presents concise, cur-
rent information on all the economies of the world, in-
cluding not only large well-known economies such as the
United States, Germany, and Japan, but also new nations
that have emerged only in recent years, and many micro-
states of which we tend to be extremely uninformed. With
the publication of this volume, we hope to be responsive
to the following call by Professor Mark C. Schug: “The
goal of economic education is to foster in students the
thinking skills and substantial economic knowledge nec-
essary to become effective and participating citizens.” It
is our hope that this set will enhance both economic and
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geographic literacy critically needed in an increasingly
interconnected world.

—Gerald W. Fry, University of Minnesota
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CAPITAL: Tirané.

MONETARY UNIT: Lek (Lk). One lek equals 100
gindarka. There are coins of 5, 10, 20, and 50
gindarka and 1 lek, and notes of 1, 3, 5, 10, 25, 50,
100, and 500 leke.

CHIEF EXPORTS: Textiles, footwear, asphalt,
metals and ores, oil, fruits, tobacco, semiprocessed
goods.

CHIEF IMPORTS: Machinery and equipment, foods,
textiles, chemicals.

GROSS DOMESTIC PRODUCT: US$10.5 billion
(2000 est.).

BALANCE OF TRADE: Exports: US$310 million
(2000 est.). Imports: US$1 billion (2000 est.). [The
CIA World Factbook estimates that exports in 1999
were US$242 million while imports were US$925
million. ]

COUNTRY OVERVIEW

LOCATION AND SIZE. Albania is located in the south-
western part of the Balkan peninsula in southeastern Eu-
rope. It is bordered by the Yugoslav republics of Mon-
tenegro, Serbia, and Macedonia, and by Greece and the
Adriatic and Ionian Seas. Albania has an area of 28,748
square kilometers (11,100 square miles), making it slightly
smaller than Maryland. The capital, Tirané, is situated in
the west-central part of the country near the Adriatic Sea.

POPULATION. The population of Albania was 3,510,484
in July 2001, compared with 2,761,000 in 1981. Popula-
tion density averaged 111 inhabitants per square kilome-
ter (287 per square mile) but nearly two-thirds of the pop-
ulation were concentrated in the west, especially in the
Tirané-Durrés region. Density there reached 300 inhabi-
tants per square kilometer (777 per square mile). In 2001,
the birth rate was 19.01 per 1,000 population while the
death rate equaled 6.5 per 1,000. Albania had one of the
most youthful populations in Europe, with 30 percent be-
low the age of 14 and just 7 percent older than 65. The
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population growth rate in 2000 was comparatively mod-
est, at only 0.88 percent, and the emigration rate stood
at 3.69 per 1,000. Since the collapse of communism in
1989, many Albanians, allowed to travel abroad for the
first time, have left their impoverished country for west-
ern Europe, mostly for Italy, Greece, Switzerland, and
the United States. The emigration rate has declined from
a previous rate of 10.36 in 2000, however.

There are 2 major Albanian ethnic subgroups with dis-
tinct dialects: the Gegs in the north, and the Tosks in the
south. The Gegs account for more than half of the popu-
lation, but the Tosks have been traditionally in control. The
Tosk dialect of Albanian is the official language. Albani-
ans account for 95 percent of the population, Greeks for 3
percent, and Vlachs, Gypsies, and Bulgarians for the other
2 percent. Albania is predominantly rural, with about 59
percent of the population living in the countryside (1999).
The population of the capital—Tirané—is 312,220 (2000);
other cities include Durrés, Elbasan, Shkodér, and Vloré.

OVERVIEW OF ECONOMY

Albania is Europe’s poorest country; its annual
gross domestic product (GDP) per capita was about
US$1,000 in 1997, more than 10 times lower than in
neighboring Greece. Liberated from Turkish domination
in 1912, the country endured periods of anarchy, auto-
cratic rule, and foreign occupation before being taken
over by communists in 1944. Until the collapse of com-
munism in 1989, Albania was ruled in international iso-
lation by a rigid Stalinist regime. All economic activity
was nationalized and the production of consumer
goods and the development of the infrastructure were
neglected while heavy industry was stressed. Since the
collapse of the Soviet Union in 1989, market reforms
have taken a foothold and a privatization program has
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been in place since 1992, when the pro-market Democ-
ratic Party formed a cabinet.

Reforms have been slow, however, and the economy
shaky as a result. Particularly disastrous was the 1997
collapse of several financial pyramid schemes) that
wiped out the life savings of half of the Albanian popu-
lation, causing violent riots. The democratic government
was toppled, and foreign investors fled in panic. The
Kosovo refugee crisis of 1999 dealt another heavy blow.
Albania has been plagued by corruption and inadequate
reporting; the flow of goods crossing the frontiers has re-
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mained largely unknown, and tax collection rates have
been unsatisfactory. Organized crime and the trafficking
of drugs and stolen cars from western Europe are a ma-
jor social problem.

The socialist government, in office since 1997, has
curbed crime, strengthened customs inspections, im-
proved tax collection, and carried on with privatization.
Some 420 comparatively larger enterprises were put on
the market after restructuring, including Albpetrol (oil
and gas and pipelines), Albakri (copper mining), Al-
bkromi (chrome), Telekom Shqiptar, and the Albanian
Mobile Phone Company. Many state-held assets were lig-
uidated. Stable and independent government institutions
were still a dream in 2000, however, although younger
technocrats had been involved in decision-making and
a more informative economic database was created.

In 2000, the Albanian economy grew by 7 percent,
although it started from a low base. The currency was
stable, inflation was only 2 percent (in 1999), and money
transfers from Albanians abroad fueled a house-building
boom. The International Monetary Fund (IMF) cau-
tiously praised the authorities for progress in structural
reform and their commitment to reducing poverty. For-
eign investments in 2000 reached US$143 million (up
from US$43 million in 1999), a Greek-Norwegian con-
sortium bought the first mobile-phone network, a Greek-
British consortium bought the second mobile-phone li-
cense, and corruption diminished.

Poverty is still pervasive and the country is burdened
by a large foreign trade deficit (US$690 million in
2000). Among the government’s concerns are the im-
provement of agriculture and the obsolete road network,
encouraging private enterprise, and liberalizing foreign
trade. The opening up of free trade zones to attract in-
vestors is expected to be supplemented by an improved
legal environment, a financial sector restructuring, and a
strengthening of law and order (safety is still a big con-
cern in Albania). Heavily dependent on foreign economic
aid, in 1997 the country received US$630 million in fi-
nancial support and a US$58 million poverty reduction
and growth facility (loan) from the International Mone-
tary Fund (IMF), the World Bank, and the European
Union (EU). No considerable funding has yet been re-
ceived from the Stability Pact for Southeastern Europe,
a regional initiative backed by the EU and the United
States. Albania has not yet started negotiations to become
a part of the EU, which insists that more substantial re-
forms are needed before talks could start.

POLITICS, GOVERNMENT,
AND TAXATION

Albania is a parliamentary democracy with a uni-
cameral (1-house) 155-member parliament. The presi-
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dent is the head of state, but the prime minister is the ex-
ecutive head of government. The 2 major parties are the
left-of-center Socialists (reformed communists) and the
right-of-center Democratic Party. In the 1997 elections,
the socialists won 101 seats, blaming Sali Berisha, the
first post-communist president, and his democrats for the
financial pyramid scams, economic chaos, rampant cor-
ruption, authoritarianism, and fraud. The socialists,
whose power base lies mostly in the south, formed a
coalition with the center-left social-democrats (8 seats),
the small, predominantly ethnic Greek Human Rights
Party (4 seats), and the smaller centrist Democratic Al-
liance (2 seats). They have a chance of remaining in of-
fice at the election in mid-2001. The democrats, whose
power base is mainly in the north, retained 27 seats in
parliament.

In early 2001, the state’s role in the economy was
diminishing, but the government was still highly cen-
tralized and financial resources were concentrated at the
national level. In an attempt to attract foreign investors,
Albania planned to create free-trade zones and compa-
nies operating in them would be exempt from import du-
ties and a value-added tax (VAT) but not from taxes
on profits. In order to curb the budget deficit, the gov-
ernment nearly doubled the VAT to 20 percent and in-
creased excise taxes in 1997. The tax share of GDP was
set to 22 percent in the 2001 budget, close to the norm
for other economies making the transition from a com-
munist to a market system. Albania had a foreign debt
of US$820 million in 1998, which was not considered
disproportionate.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Albania’s infrastructure is far below the standards of
other European countries. There are 18,000 kilometers
(11,250 miles) of roads, of which 5,400 kilometers (3,355
miles) are paved, and rapid expansion in private car own-
ership (prohibited in communist times) has placed a great

Albania

pressure on the network. Since the Kosovo war in neigh-
boring former Yugoslavia, NATO has rebuilt the Alban-
ian roads it used, and western governments have offered
funding for several construction projects. One of them
runs north-south from the border with Montenegro via
Shkodér, Durrés and Vloré to the Greek frontier (requir-
ing US$94.8 million for its completion). Another runs
east-west from Durrés via Elbasan to the Macedonian
frontier (costing US$155.9 million). Albania has received
US$108 million from the European Investment Bank
(EIB) for completion of the Durrés-Kukés highway and
other segments.

The railroad network has 447 kilometers (277.7
miles) of single track, not connected to the railroads of
any neighboring country and in poor condition. Thirty-
eight kilometers (23.6 miles) of the Durrés-Tirané line
were under renovation in 2000. Two seaports are located
at Durrés and Vloré. Albania’s only international airport,
Rinas, is located outside Tirané and has 1 runway and a
small passenger terminal.

Albania’s power system has 1,670 megawatts (MW)
of installed capacity, of which 1,446 MW is in hy-
dropower plants (the country’s mountainous terrain is fa-
vorable for that type of power) and 224 MW in thermal
plants. A quarter of the energy is lost due to technical in-
adequacies, and blackouts are still frequent. Often, elec-
tricity reaching consumers is not paid for (70 percent of
the clients refused to pay their bills in 1997). A particu-
lar concern is the theft of electricity by bypassing me-
ters. The power utility, Korporata Elektroenergjitike, is
still in state hands but is scheduled for privatization in
2001. A loan of US$30 million from the World Bank,
US$12 million from Exportfinans of Norway, and
US$1.2 million from the Chinese government helped Al-
bania repair its electric grid in 2000.

The telephone system is obsolete, with 42,000 main
lines in 1995 (11,000 telephones in Tirang). In 1992, ri-
oting peasants cut the wire to about 1,000 villages and
used it to build fences. There were 3,100 mobile phones

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets*  subscribers®  Mobile Phones®  Fax Machines®  Computers®  Internet Hosts®  Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Albania 36 217 109 0.0 1 3.6 N/A 0.24 3
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Yugoslavia 107 297 259 N/A 23 1.9 18.8 7.65 80
Macedonia 21 200 250 N/A 15 15 N/A 4.40 30

Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
°Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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in 1999, with coverage limited to the main cities. In 2000,
the privatization of the mobile phone company, Alban-
ian Mobile Communications (AMC), was completed, and
the sale of the fixed-line operator, Albtelekom, was set
for 2001. A consortium of Vodafone (UK) and Panafon
(Greece) won a mobile telephony license in early 2001
for US$38 million.

ECONOMIC SECTORS

Albania’s economy remains predominantly agricul-
tural, and in 1999, the contribution of agriculture to GDP
was 53 percent, up from 32.3 percent in 1989. Industry’s
share slipped from nearly 45 percent in 1989 to 26 per-
cent in 1999, because of the collapse of loss-making state-
run factories and the return of many workers to farming.
The percentage of the population engaged in agriculture
reached one-half by 1997. In 1998, 27 percent of the farms
were engaged in subsistence farming—which means
they did not sell their goods to the market—and only half
used machinery. Prior to 1991, services were underde-
veloped, with virturally no tourism and rudimentary bank-
ing and retail sectors. New service industries such as
tourism and banking started to develop in the 1990s,
mostly with foreign investment, but suffered in the 1997
financial collapse. The shrinking Albanian industry is
based on local natural resources, notably oil, lignite, cop-
per, chromium, limestone, bauxite, and natural gas.

AGRICULTURE

In 1992, peasants took control of formerly collec-
tivized land and livestock. Many collective farms (farms
held by the state and worked by citizens) were looted,
orchards were cut down for firewood, and agricultural

Albania
GDP-COMPOSITION BY SECTOR-1998

Services 21% Agriculture 54%

Industry 25%

SOURCE: CIA World Factbook 2000 [Online].

Albania
LABOR FORCE-BY OCCUPATION

Industry & Services 50%

Agriculture 50%

TOTAL LABOR FORCE 1.692 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1994 est.
Total includes 352,000 emigrant workers and 261,000
domestically unemployed.

output collapsed by almost half. Much of the irrigation
works and greenhouses of the communist regime were
looted. Under private ownership, agriculture picked up
and by 1995, production was above the 1990 level. Se-
rious problems facing farmers are the lack of technology
and the tiny size of land holdings. In 1999, 42 percent of
farms used animal and manpower alone. Self-sufficiency,
forced on farmers by the communist prohibition of pri-
vate trade, is high. In 1999, 48.5 percent of farm house-
holds bought no outside food. International lenders, such
as the World Bank, the EU, and the U.S. Agency for In-
ternational Development (USAID), have financed repairs
and drainage projects, but the consolidation of small farm
plots into larger and more efficient units has been slow.
Albania imports basic foods (worth Lk3.8 billion in 1999,
up from Lk3.7 billion in 1998), yet agriculture provides
the livelihood for the majority of the population. Crops
include wheat, corn, olives, sugar beets, cotton, sunflower
seeds, tobacco, potatoes, and fruits. The livestock popu-
lation was estimated in the early 1990s as including some
500,000 cattle, 1 million sheep, and 170,000 pigs.

INDUSTRY

Mining, metallurgy, food processing, textiles, lum-
ber, and cement were among the leading industries in Al-
bania under the communist regime, when heavy industry
was a priority and some factories were capable of ex-
porting. Until 1961, most equipment was supplied by the
Soviet Union and then by China until 1978. After 1989,
the sector declined due to the lack of new technology and
financing and the dilapidated condition of the factories.

Worldmark Encyclopedia of National Economies



In the 1990s, plants and equipment were destroyed and
sold for scrap, or fell into disuse, unable to compete
with cheaper imports that came with trade liberaliza-
tion. A revival of chromium, steel, and cement indus-
tries came with the increase of foreign investments in
2000. Some new equipment was purchased in the West
for a cigarette-making plant in Durrés and for a manu-
facture of underwear in Korcé. Construction, especially
in housing, was the main factor for investment growth.

Mining is a large (but shrinking) sector of the econ-
omy, given the rich deposits of bauxite, chromium,
nickel, iron, copper ores, and petroleum. The export of
raw materials is crucial for foreign exchange earnings. In
the 1980s, Albania ranked third worldwide in chromium
ore production. Output plunged 3 times to 157,000 tons
in 1997, because of the weakening of domestic demand
in addition to the closing down of loss-making industries,
the lack of capital, high costs, problems with the elec-
tricity supply, and the economic chaos of 1997. Albania’s
output of copper was reduced from 1 million tons per
year in the late 1980s to 25,000 tons in 1997. Iron-nickel
mining collapsed in the early 1990s with the closing down
of the steel works of Elbasan, its main client, but was re-
vived in 2000 due to Turkish involvement at the plant.
Coal and petroleum output and petroleum refineries pro-
duction have also declined in the 1990s due to their in-
adequate technology.

SERVICES

Albania’s banking system under communism was
state-run and underdeveloped. By the early 1990s, the 3
major state banks were cash-strapped due to irrecover-
able loans to loss-making industries. Since then, almost
all banks (except the largest one, the Savings Bank) have
been privatized, most in the form of joint ventures with
foreign partners, including the Italian Albanian Bank
(IAB), the Arab Albanian Islamic Bank (AAIB), and the
Dardania Bank (DB). The sector has been plagued by a
lack of capitalization and a lack of experience and tech-
nology. Little long-term investment credit is available,
and debt collection is uncertain. The 1997 financial pyra-
mids collapse annihilated US$1 billion in savings and
only US$50 million seemed recoverable by 2000. To re-
lieve the situation, the Bank of Albania (the central bank)
imposed restrictions on banks (including credit limits and
minimum interest rates) that additionally contracted the
credit market. Albanians became extremely cautious in
depositing money in the banks, and private sector in-
vestment started to rely on financing through family,
friends, and partners. Larger companies transferred funds
abroad and Albanian banks came to rely on short-term
deposits and lending to selected customers for short-term
trade financing. The privatization of the remaining state-
owned bank, the Savings Bank (SB), was delayed in 2000
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due to improperly audited accounts and was rescheduled
for June 2001.

Albania’s tourist industry is in an embryonic stage.
There are few foreign visitors to its picturesque Mediter-
ranean shore because of the lack of adequate infrastruc-
ture and fears for personal safety. A few modern hotels
appeared in 2000, backed by foreign investment, but rev-
enues were weak. With the privatization of retail busi-
nesses in the early 1990s, the sector was characterized
by a large number of small family retailers. The quality
of service was still rather poor because of the low house-
hold income and the subsistence farming of the majority
of the rural population. In 1999 and 2000, the retail and
hotel industry had a modest boom due to the presence of
foreign troops involved in the Kosovo war.

INTERNATIONAL TRADE

Albania depends on imports for most of its con-
sumption. It was not able to produce enough exports to
offset its large trade deficit of US$814 million in 1999,
a huge sum for the size of the economy. This trade deficit
may create serious problems for Albania in the near fu-
ture. A major contribution to offsetting the deficit are
money transfers from Albanians abroad, which grew from
US$324 million in 1999 to US$531 million in 2000. Raw
material exports are also crucial but gradually shrinking.
Exports are declining, particularly in minerals, contribut-
ing only 8 percent of domestic exports in the last quarter
of 1999, down from 45 percent in 1998. Re-exports of
goods processed in Albania for manufacturers abroad in-
creased mostly in textiles and footwear but also in elec-
trical appliances, foods, and metal products. In the last
quarter of 1999, they contributed 70 percent of total ex-
ports, a 29 percent increase from the last quarter of 1998.
Exports by the tobacco industry were down by almost a
third in 1999 from 1998, and other agricultural exports
were hit by drought. The EU countries are Albania’s chief
trading partners, notably neighboring Italy and Greece,
partly due to subcontracting for Italian and Greek manu-
facturers drawn by cheap local labor. Other significant
trading partners include Germany, Turkey, Bulgaria,
Macedonia, and the United States. Albania joined the
World Trade Organization (WTO) in 2000 and is com-
mitted to trade liberalization and reducing tariffs on im-
ports. In 1999, the EU promised Albania preferred trade
status and reduced some tariffs on Albanian exports.

MONEY

After the economic collapse of 1997, the monetary
policy of the Bank of Albania was tightened and the reg-
ulation of the financial sector was improved. The cur-
rency was stabilized and kept under control. The ex-
change rate of the lek shifted from 179.06 per US$1 in
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Exchange rates: Albania

leke per US$1

Dec 2000 146.08
2000 143.71
1999 137.69
1998 150.63
1997 148.93
1996 104.50

Note: Leke is the plural of lek.
SOURCE: CIA World Factbook 2001 [ONLINE].

1997 to almost 140 per dollar in 2001. New legislation
included a law on bank deposit insurance and the setting
up of a credit information bureau, an investment advi-
sory office, a mediation office for commercial disputes,
and an agency for the execution of bankruptcy and other
related court decisions. Nevertheless, banking is not ef-
ficient, and the economy is still cash-driven. There is no
formal equities market in the country as the Tirané Stock
Exchange (scheduled for privatization) is trading in Al-
banian treasury bills only.

POVERTY AND WEALTH

Poverty in Albania is widespread due to limited job
opportunities, low income, and limited access to basic ser-
vices such as education, health, water, and sewerage. Un-
der the communist regime, employment was almost to-
tal, and the government provided some livelihood for
nearly everyone. In the 1990s, the collapse of the state-
run farms and industrial enterprises, unemployment, or-
ganized crime, and corruption generated widespread new
poverty along with numerous illicit fortunes. Many fam-
ilies came to rely on transfers from family members
abroad as 25 percent of working-age Albanians emi-
grated, only a fifth of them legally. More than 17 percent
of the population lived under the poverty line in 2000,
and 90 percent of the poor live in rural areas. Sixty per-

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Albania N/A 916 915 842 795
United States 19,364 21,529 23,200 25,363 29,683
Greece 8,302 9,645 10,005 10,735 12,069
Macedonia N/A N/A N/A N/A 1,349
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

cent of those heading poor households are self-employed
in subsistence farming. The situation is worse in the north,
where many rural families own less than 0.5 hectares. In
Tirané, there were about 800 street children in 2000 and
child laborers numbered between 35,000-50,000 as need
forced them to leave school early. Drug abuse, prostitu-
tion, trafficking in women, and child abuse have all in-
creased with the economic hardship of the 1990s.

WORKING CONDITIONS

The Albanian labor force numbered 1.692 million
(including 352,000 emigrants and 261,000 unemployed)
in 2000. The private sector had between 900,000 and
1,000,000 workers, mostly in agriculture and small shops
and enterprises. The unemployment rate was 18.2 per-
cent in 2000, but unemployment in the rural regions, par-
ticularly in subsistence farming, was not reflected in this
figure. Minimum wages are US$50 per month, insuffi-
cient to provide a decent standard of living. Many Al-
banians work with outdated technology and without ad-
equate safety regulations. Workplace conditions are
generally poor and often dangerous. The workweek is
48 hours, but hours are set by individual or collective
agreement. Under the communist regime, unions were
government-controlled and independent unions only
emerged in 1991. The Independent Confederation of
Trade Unions, with an estimated 127,000 members, was
formed as an umbrella group for most branch unions.

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care” Education® Transport & Communications Other
Albania 62 3 13 3 10 5 4
United States 13 9 9 4 6 8 51
Serbia N/A N/A N/A N/A N/A N/A N/A
Macedonia 33 5 15 6 9 9 23

Worldmark Encyclopedia of National Economies



The Confederation of Trade Unions represents school,
petroleum, postal, and telecommunications workers and
has 80,000 members. Union membership declined after
1997 because of the expansion of the private sector (few
of its workers have unions). Labor disputes have been
often confrontational and passionate.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

168 B.C. Romans take over Illyria (comprising most of
present-day Albania).

1000s A.D. Illyria becomes known as Albania; feudal
agriculture develops and Adriatic cities become centers
of commerce.

1388. Ottoman Turks invade Albania and subdue it by
the early 16th century.

1500s. The Ottomans convert many formerly Christian
Albanians to Islam. The feudal economy remains un-
changed into the 20th century.

1878. Albanian nationalism grows and the Prizren
League is organized in the present-day Kosovo
province of Serbia to work for national independence.

1912. Albania is liberated from the Ottomans. The Eu-
ropean powers recognize its independence but leave
nearly half of the ethnic Albanians outside its borders.

1919. U.S. President Woodrow Wilson vetoes the par-
tition of Albania among its neighbors following the end
of World War I.

1925. Albania is taken over by a dictatorship and grad-
ually turns into an Italian protectorate.

1939. Italian troops occupy Albania at the start of
World War II.

1944. Albanian communists take over and impose
Stalinist economic rules, which last until the collapse
of the Soviet Union in 1989.

1990. A multi-party system is allowed as thousands of
Albanians try to escape the country by fleeing to for-
eign embassies in Tirané.

1991. The first multi-party elections are won by the re-
formed communists, while the opposition Democratic
Party wins 75 seats in the Assembly. Massive labor un-
rest topples the government.

1992. Elections are won by the democrats, and eco-
nomic reforms and liberalization gain momentum.
Elections in 1996 leave the cabinet in office but the op-
position voices fraud accusations.

1997. The collapse of pyramid schemes causes violent
riots. The government is toppled and the socialists (re-
formed communists) return to power in early elections.
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1999. More than 400,000 Albanian refugees from
Kosovo flood into Albania.

2000. Albania joins the World Trade Organization.

FUTURE TRENDS

With its economy reviving from the collapse of 1997,
Albania remains essentially a developing country requir-
ing heavy investment for its modernization. Without sig-
nificant progress in coping with crime and weak state in-
stitutions, its internal stability is not yet guaranteed.
Reforms are needed to enforce democracy and develop
favorable conditions for foreign investment. Albania has
strong potential for growth due to its youthful population
and the large number of guest workers, many of whom
may return with capital and know-how once domestic
conditions improve. Proximity to Italy and Greece, abun-
dant natural resources, and potential tourist attractions are
additional factors that may encourage development. EU
membership is not yet an issue for Albania, but with the
accession of Balkan neighbors, its chances will grow.

The Socialist Party is expected to stay in power af-
ter the election in 2001 and GDP is likely to keep its
growth rate of 7 percent driven by the privatization of
power, the Savings Bank, hotels, and other government
assets. Inflation will be low and unemployment will grad-
ually decline, but many Albanians will continue to sup-
port their families by working abroad. Import dependency
will diminish as domestic industry slowly picks up and
the development of tourism and increasing money trans-
fers may alleviate the trade deficit situation. However,
Albania will remain dependent on international aid for
the foreseeable future.

DEPENDENCIES

Albania has no territories or colonies.
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CAPITAL: Andorra la Vella.

MONETARY UNIT: No local currency; French and
Spanish currencies are both used in the country.
Both Spain and France, along with 9 other members
of the European Union (EU), are in the process of
changing over from their national currencies to the
single currency of the EU, the euro, for all
transactions. This transition will be completed with
the introduction of euro coins and bills in January
2002.

CHIEF EXPORTS: Tobacco products, furniture.
CHIEF IMPORTS: Consumer goods, food, electricity.
GROSS DOMESTIC PRODUCT: US$1.2 billion
(purchasing power parity, 1996 est.).

BALANCE OF TRADE: Exports: US$58 million
(f.0.b., 1998 est.). Imports: US$1.077 billion (c.i.f.,
1998 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Andorra, a tiny landlocked prin-
cipality in southwestern Europe, is situated in the east-
ern Pyrenees Mountains, bordered on the north and east
by France and on the south and west by Spain. It com-
prises a region of 7 narrow valleys and the adjacent peaks
reaching heights of more than 2,700 meters (about 8,860
feet) above sea level. Also named the Valleys of Andorra,
the country has an area of only 468 square kilometers
(181 square miles), about 2.5 times the size of Wash-
ington, D.C., or about half the size of New York City.
The capital is Andorra la Vella (Andorra of the Valley),
with a population of 21,985 in 1996.

POPULATION. The population of Andorra was estimated
at 66,824 in July 2000, up from 64,716 in 1998. Although
mountainous, the country is densely populated, with an
overall density of 138 persons per square kilometer (358
per square mile). The population, however, is unevenly
distributed, and is concentrated in the 7 urbanized valleys
that form the country’s parishes (political districts): An-
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ANDORRA

Principality of Andorra
Principat d’Andorra

dorra la Vella, Canillo, Encamp, La Massana, Escaldes-
Engordany, Ordino, and Sant Julia de Loria. Andorra has
a slow population growth rate of 1.22 percent, fueled by
a birth rate of 10.58 births per 1,000 population, a death
rate of 5.27 deaths per 1,000 population, and a high net
immigration rate of 6.9 migrants per 1,000 population
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Andorra

(all according to 2000 estimates). The Andorrans have a
very high life expectancy at birth, standing at 83.46 years
for the total population (80.56 for men and 86.56 for
women). This is attributed partly to the pleasant moun-
tainous climate, and partly to the prosperous economy
and sufficient health care provisions in the country. The
population is aging, as in much of the rest of Europe,
with 15 percent of the Andorrans younger than 15 years,
72 percent between 15 and 64 years, and 13 percent 65
years or older.

Native Andorrans, curiously enough, represent a mi-
nority (only about 33 percent of the population) in their
own country; they are Catalan in their culture and lan-
guage. The official language of the principality is also
Catalan, a romance language, spoken also by more than
6 million people in the regions of French and Spanish
Catalonia (in southwestern France and northeastern and
eastern Spain and the Balearic islands in the Mediter-
ranean). More people of Andorran descent live outside
the country (particularly in France) than in their home
country, because historically, as in many similar soci-
eties with very limited land supply, land ownership has
been strictly passed on to the oldest heirs while the rest
often have had to seek their fortunes elsewhere. Span-
ish, French, and Portuguese immigrants (both working
people and entrepreneurs) make up the majority of the
population of the principality, and the Spanish, French,
and Portuguese languages are widely spoken. Spaniards
(Catalan-speaking or not) form the largest single ethnic
group in the country with 43 percent; Portuguese con-
stitute 11 percent and French 7 percent. Roman Catholi-
cism is not only the predominant religion but also the re-
ligion of the state, unlike most European countries that
strictly separate the church from the state. For example,
only Roman Catholics are permitted to marry in the coun-
try, and all public records pertaining to issues such as
birth, death, and family status are still kept by the church.
Pilgrimages to the shrine of the Andorran patron saint,
the Lady of Meritxell, are very popular among believ-
ers. The education law requires school attendance for
children up to age 16 and a system of French, Spanish,
and Andorran lay (secular) schools provides education
up to the secondary level. Schools are built and main-
tained by the Andorran government but salaries for teach-
ers are paid for the most part by France or Spain. About
half of the Andorran children attend the French primary
schools, and the rest attend Spanish or Andorran ones,
which suggests that the role of the French language in
the country’s culture, communication, and business life
will grow in the future.

OVERVIEW OF ECONOMY

Due to its small size and isolated mountainous loca-
tion, Andorra has preserved its political independence
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over the years. But these factors also contributed to its
economic and developmental impoverishment before
World War II. The economy historically has been based
on pastoral farming, the processing of tobacco and tim-
ber, and the smuggling of goods (mainly tobacco) into
the neighboring regions of France and Spain. Over the
last 4 or 5 decades of the 20th century, however, the prin-
cipality has achieved considerable prosperity. This has
been mostly due to its status as a tax-free port, the rapid
development of tourism in Europe, the dramatic eco-
nomic progress of its large neighbors France and Spain,
and the European integration processes. Many investors
and immigrants, both legal and illegal, are now attracted
to its thriving economy and its lack of income taxes.

Tourism has been developing at a high rate since the
mid-1950s and now dominates the principality’s eco-
nomic life. The extensive winter ski facilities, the cool
summer climate, and the availability of inexpensive goods
in the stores attract numerous tourists to Andorra’s hum-
ming summer and winter resorts. With about 270 hotels
and 400 restaurants, as well as many shops, the tourist in-
dustry provides a livelihood to a growing portion of the
domestic and immigrant labor force.

Trade in consumer products is also very active,
mostly in imported manufactured items, which, because
of their duty-free prices, are considerably cheaper than
in other European countries. Partly due to this, smuggling
in the country, once a major livelihood, is still wide-
spread. Duty-free status and the price differences between
Andorra and its neighbor countries, however, are seen as
a serious problem by the European Union (EU) and have
had a very significant stake in the debate concerning the
principality’s relationship with the union. Andorra is a
member of the EU customs union and is treated as an EU
member for trade in manufactured goods (for which there
are no tariffs), yet its duty-free shopping status gives it
an edge over EU member states. However, the country’s
comparative advantage in duty-free shopping has been
negatively affected as the economies of neighboring
France and Spain have been liberalized and opened up
over the 1990s, resulting in lower tariffs and a wider
choice of consumer items.

Negotiations on maintaining Andorra’s duty-free sta-
tus and developing its trade links with the EU began in
1987, soon after neighboring Spain was admitted to the
union. A difficult agreement, in effect since July 1991,
has set some duty-free quotas and placed limits on cer-
tain goods such as tobacco, alcoholic beverages, and
dairy products. But as of 2001, Andorra was still allowed
to maintain its price differences from other EU countries,
and visitors could still enjoy limited duty-free al-
lowances. By creating a modern legal framework, how-
ever, the 1993 constitution has allowed Andorra to begin
the needed shift from an economic model substantially
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based on duty-free shopping to one relying largely on in-
ternational banking and finance.

Andorra’s gross domestic product (GDP) for 1998
was worth US$1.2 billion, with tourism providing by far
the principal component (roughly 80 percent). GDP per
capita was a healthy US$18,000 in 1996.

POLITICS, GOVERNMENT,
AND TAXATION

Independent since 1278, for more than 7 centuries An-
dorra has been ruled jointly by the leader (the king, later
the president) of France and by Spain’s Roman Catholic
bishop of the diocese of Urgel, who were acknowledged
as “co-princes.” Andorra’s government, however, had no
clear-cut division of powers into executive, legislative, and
judiciary, as in most other (and virtually all democratic)
states, until the late 20th century. Only in 1993 did An-
dorran voters approve their first written constitution, trans-
ferring all power to the parliamentary principality and pro-
claiming a sovereign parliamentary democracy. The
constitution defined for the first time the rights and oblig-
ations of the citizens and the functions and specific terms
of the separate legislative, executive, and judicial branches
of the government.

The co-princes remained officially Andorra’s heads
of state, and they serve coequally, with limited powers
and without the right to a veto over government acts.
Presently, the co-princes are Jacques Chirac, the president
of France, and Monseigneur Juan Marti, the bishop of
Urgel. Naturally, they do not participate in person in the
government’s deliberations but are represented by dele-
gates. As co-princes of Andorra, the president and the
bishop maintain formally their supreme authority to ap-
prove international treaties with France and Spain, as well
as all those state acts that deal with important internal se-
curity, defense, Andorran territory, diplomatic represen-
tation, and judicial or penal cooperation. Although the in-
stitution of the co-princes is viewed by many liberals as
a medieval anachronism, the majority of the people of An-
dorra still regard them as an important symbolic element
of their historical traditions and a practical way to medi-
ate and balance the influence of both France and Spain.
It is also worth mentioning that, until 1993, the princi-
pality of Andorra paid every other year, as the medieval
treaties stipulated, a tribute worth US$2 to the French
president and US$8 to the Spanish bishop. The bishop
was additionally entitled to receive a contribution con-
sisting of 6 hams, 6 cheeses, and a dozen live chickens.

The Andorran legislature is the General Council
(founded in 1419), which has 28 members, elected to 4-
year terms. There is universal suffrage in Andorra, with
citizens over the age of 18 having the right to vote. At
least one representative from each of the 7 parishes must
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be present for the General Council to meet. Historically,
within the General Council, 4 deputies from each of the
7 parishes have been included in the representation. This
arrangement lets the smaller parishes, who have fewer
than 400 voters, be represented by the same number of
delegates as the larger ones that have more than 2,500
voters. To correct this imbalance, the new constitution
included a provision that introduced a modification of the
process of electing the Council members; under this new
arrangement, half of the delegates were to be selected by
the traditional system by parishes and the other half
elected from nationwide lists.

The executive power is vested in the Executive
Council, headed by a president (in Catalan, the cap de
govern, or head of government) who is chosen by the
General Council and then formally appointed by the co-
princes. The president appoints the other executive mem-
bers of the council.

In the judiciary, civil cases are heard in the first in-
stance by batlles (4-judge courts), with 2 judges each ap-
pointed by a co-prince. Appeals are heard by the one-
judge Court of Appeals. The highest judicial body is the
5-member Superior Council of Justice. The Tribunal of
Courts in Andorra la Vella hear all criminal cases. An-
dorra has no standing armed forces and only a small do-
mestic professional police brigade. All able men pos-
sessing firearms serve without compensation in the
reserve army, unique in treating all its men as officers.
The army’s principal responsibility is to carry the An-
dorran flag at official ceremonies; it has not fought a bat-
tle for more than 700 years.

Andorra’s young democracy is in the process of re-
defining its political party system. In recent years, 3 out
of the 5 parties that dominated the political scene have
dissolved. The former Liberal Union (UL) is reshaping
itself and changing its name to the Andorran Liberal Party
(PLA), intending to offer a political umbrella to small
parties and groups that have not yet consolidated. The
currently ruling party is the PLA, led by the cap de gov-
ern, Marc Forne. The Social Democratic Party (PSD) at-
tracts groups previously aligned with socialist ideals, and
the third major party is the National Andorran Coalition
(CAN). Given the number of parties and Andorra’s size,
no one party controls the General Council; therefore, leg-
islative majorities arise through coalitions.

The fundamental impetus for the recent political
transformation was a recommendation by the Council of
Europe in 1990 that if Andorra wished to attain full in-
tegration in the European Union (EU), it should adopt a
modern constitution which guarantees the rights of those
living and working there. A Tripartite Commission made
up of representatives of the co-princes, the General Coun-
cil, and the Executive Council drafted the 1993 constitu-
tion. Since its adoption, the government has continued to
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address many other long-awaited reforms. In addition to
legalizing political parties and trade unions for the first
time, freedom of religion and assembly also have been
guaranteed.

Since its sovereignty was established with the 1993
constitution, Andorra has become an active member of
the international community. In 1993, it established its
first diplomatic mission to the United Nations in New
York, and in 1995, it established diplomatic relations with
the United States. Andorra also has expanded relations
with other nations and is a full member of many inter-
national organizations, such as the United Nations (UN),
the United Nations Educational, Scientific and Cultural
Organization (UNESCO), the International Telecommu-
nications Union (ITU), and the Organization for Security
and Cooperation in Europe (OSCE). Since 1991, Andorra
has a trade agreement with the EU.

The Andorran government collects revenue through
the sale of postage stamps and a very small number of
local taxes.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Landlocked, mountainous Andorra has no railroads,
harbors, or airports, but possesses a good road system
and three-fourths of its nearly 270 kilometers (169 miles)
of roads are paved. The country is rich in hydroelectric
power and the power plant at Les Escaldes, with a ca-
pacity of 26.5 megawatts, provides 116 million kilowatt
hours annually (1998), or about 40 percent of Andorra’s
electricity, while Spain and France provide the rest.

Andorra has a modern telecommunications system
with microwave radio relay connections between the ex-
changes and land line circuits to France and Spain. There

were 31,980 main telephone lines in use and 8,618 cel-
lular phones in 1997. Andorra had 15 FM radio broad-
cast stations in 1998 but no local TV broadcasting sta-
tions, French and Spanish broadcasting and cable TV
being widely available.

ECONOMIC SECTORS

Andorra’s natural resources include iron and lead de-
posits, marble quarries, forests of pine and birch, hy-
dropower resources, strips of fertile land in the valleys,
and extensive pastures on the mountain slopes. But the
economy is mostly influenced by the excellent skiing ar-
eas, the pleasant climate, and the crossroads location of
the country. Nearly four-fifths of the GDP in 1998 was
generated in the tourist and other related service sectors;
about one-fifth was generated in industry, including con-
struction and mining; and just about 1 percent in agri-
culture. The labor force was distributed by occupation as
follows: agriculture, 1 percent; industry, 21 percent; ser-
vices, 72 percent; and other sectors, 6 percent (1998 es-
timates). The most important industries included tourism
(particularly skiing), cattle raising, timber, tobacco grow-
ing, banking, and retail. Before World War II, most fam-
ilies made their living off farming, tobacco and timber
processing, and smuggling, but since the 1950s tourism
has been the bulwark of economic progress. With the
gradual dismantling of Andorra’s duty-free shopping ad-
vantages in the course of EU liberalization, the economy
will become gradually more dependent on banking and
finance services.

AGRICULTURE

Andorra’s territory is ill-suited for agriculture, com-
prising mostly rugged mountains traversed by narrow val-

Communications

Internet

shortwave 1

2Data is for 1997 unless otherwise noted.
®Data is for 1998 unless otherwise noted.
“Data is for 2000 unless otherwise noted.

SOURCE: CIA World Factbook 2001 [Online].

Telephones, Radio Service Internet
Country Telephones® Mobhile/Cellular® Stations® Radios® TV Stations® Televisions® Providers® Users®
Andorra 32,946 (1998) 14,117 (1998) AM 0; FM 15; 16,000 0 27,000 1 5,000
shortwave 0
United States 194 M 69.209 M (1998) AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
France 34.86 M (1998) 11.078 M (1998) AM 41; FM about 3,500; 55.3 M 584 (1995) 34.8 M 62 9M
shortwave 2
Spain 17.336 M (1999) 8.394 M (1999) AM 208; FM 715; 131 M 224 (1995) 16.2 M 56 46M
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LABOR FORCE-BY OCCUPATION

Other 6%

Agriculture 1%

Industry 21%

Services 72%

TOTAL LABOR FORCE N/A

SOURCE: CIA World Factbook 2001 [Online]. Data for 1998 est.
Percent distribution for 1998.

leys with scarce arable land making up only 2-3 percent
of the total area. Pasture lands suitable for sheep grazing
cover about 45 percent of the territory, mostly the lower
mountain slopes, and forests cover approximately 35 per-
cent of the land. Agriculture, nevertheless, was the core
of the Andorran economy until the boom in tourist activ-
ities in the 1950s. Sheep raising has usually been the prin-
cipal agricultural activity, but tobacco growing, although
limited, has been more lucrative, especially given the
long-time Andorran tradition of smuggling tobacco prod-
ucts into the neighboring regions of France and Spain.
Apart from the timber-related activities, agriculture prod-
ucts currently include small quantities of tobacco, rye,
wheat, barley, oats, vegetables, and sheep products. Most
food has to be imported from France and Spain.

INDUSTRY

In addition to traditional local handicrafts, manufac-
turing in the principality includes cigars, cigarettes, tim-
ber processing, and furniture for the domestic and export
markets. Raw materials such as timber and iron and lead
ore are also produced, and mining and construction are
important sources of revenue and employment. However,
construction is still unable to provide adequate housing
at affordable prices for many of the families that migrated
to Andorra over the last several decades. Given its rela-
tive size, Andorran industry is not able to play a signif-
icant role in European markets; however, it provides
livelihoods for the local people, additional income for the
economy, and also caters to the needs of the larger tourist
and retail sectors.
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SERVICES

Tourism, the powerhouse of Andorra’s tiny but pros-
perous economy, accounts for roughly 80 percent of
GDP. An estimated 9 million tourists (more than one-
fifth of the number of visitors to Spain) visit the princi-
pality annually, attracted by its resorts, good ski facili-
ties, pleasant summer climate, mineral waters, and
duty-free shops. The small but vital banking sector—in-
tegrated with both the French and Spanish banking sys-
tems but maintaining its tax haven status—contributes
substantially to the economy. In the mid- to late-1990s,
the Andorran government passed a series of laws to
strengthen the banking sector and deter activities such as
money laundering. Retail trade is thriving, particularly
in imported manufactured goods, notwithstanding the
problems issuing from current EU liberalization and the
substantial lowering of tariffs in competing neighboring
countries that have diminished Andorra’s advantages as
a duty-free shopping area. The retail sector is comprised
mostly of small privately-held stores.

INTERNATIONAL TRADE

International commerce is crucial to Andorra’s oth-
erwise isolated economy. In 1998 the country exported
US$58 million worth of goods and services, while im-
porting US$1.077 billion. This massive trade deficit is
made up for largely by the booming tourist economy. As
is to be expected given its tight integration with France
and Spain, these countries are its dominant trading part-
ners. The majority of the country’s exports, 58 percent,
went to Spain in 1998, while France received 34 percent.
Imports in that year originated mostly from Spain (48
percent) and France (35 percent).

MONEY

Andorra has a traditional budget surplus, with rev-
enues of US$385 million and expenditures of US$342
million, including capital expenditures, as estimated in

Exchange rates: Andorra

euros per US$1

Jan 2001 1.0659
2000 1.0854
1999 0.9386
1998 N/A
1997 N/A
1996 N/A

Note: Prior to 1999 currency was in French francs and Spanish pesetas per
US dollar.

SOURCE: CIA World Factbook 2001 [ONLINE].
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1997. The units of currency are both the Spanish peseta
and the French franc. Both Spain and France, along with
9 other members of the EU, are in the process of chang-
ing over from their national currencies to the single cur-
rency of the EU, the euro, for all transactions. The euro
started to be used in 1999, initially only for electronic
bank transfers and accounting purposes. Euro coins and
bills are planned to be issued in 2002, when the peseta
and the franc will cease to be legal currency. The EU
members have established the European Central Bank
(ECB) in Frankfurt, Germany, responsible for all EU
monetary policies. Since 1999, control over Spanish and
French monetary issues, including interest rates and reg-
ulating the money supply, has been transferred to the ECB.

POVERTY AND WEALTH

Before World War II, Andorra was still living to a
large extent in the ways it had known since the Middle
Ages. Most of its people were rather poor and lived off
small-scale farming, sheep breeding, and smuggling.
Even now, many families still continue to live in the old
farmhouses, and life still focuses on the family and the
Roman Catholic Church. International tourism and Eu-
ropean integration since the 1950s thoroughly modern-
ized the country within several decades and most An-
dorrans have turned from agriculture to family hotels and
restaurants, store-keeping, and various other tourism-
related services. Currently, with an affluent service-based
economy and a low inflation rate of 1.62 percent in
1998, Andorrans enjoy very good and comparatively eq-
uitable living standards and very high life expectancy.
No extreme cases of poverty or very large private for-
tunes are currently known. Due to the high number of
working immigrants, attracted over the past several
decades mostly by jobs in the services industry, housing
in Andorra is now probably the most acute social issue.
Although many locals still live in their traditional family
houses, housing is currently scarce; the construction sec-
tor is not yet in a position to address the challenge ade-
quately, and the tiny real estate market in Andorra re-
mains highly speculative.

GDP per Capita (US$)

Country 1996 1997 1998 1999 2000
Andorra 18,000 N/A N/A N/A N/A
United States 28,600 30,200 31,500 33,900 36,200
France 20,900 22,700 22,600 23,300 24,400
Spain 15300 16400 16500 17,300 18,000

Note: Data are estimates.

SOURCE: Handbook of the Nations, 17th, 18th, 19th and 20th
editions for 1996, 1997, 1998 and 1999 data; CIA World
Factbook 2001 [Online] for 2000 data.
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WORKING CONDITIONS

The labor force in Andorra included 30,787 salaried
employees in 1998, and the unemployment rate was very
close to zero. Trade unions were legalized for the first
time only after 1993, and modern social institutions are
still in the early phases of development. But the most sig-
nificant labor-related issue recently has probably been the
re-qualification for Andorran citizenship, a major chal-
lenge in a country where still only 13,000 people (20 per-
cent of the population) are legal citizens. Citizenship is-
sues are economically very important because the law
allows non-citizens to own no more than a 33 percent
share of a company, even if it is a small business. Citi-
zenship problems generate major troubles for the enter-
prising immigrants forming by far the most dynamic eco-
nomic group in the country. Only after residing in
Andorra for 20 years are they entitled to possess full own-
ership of a business. A draft law aimed at reducing the
required years from 20 to 10 is currently being debated.
In 1995, a new, more liberal citizenship law was passed,
but Andorran nationality nevertheless remains very hard
to acquire. Only Andorrans can transmit it to their chil-
dren, birth on Andorran soil does not confer it automat-
ically, and dual citizenship is prohibited. Lawful perma-
nent residents in Andorra may be naturalized only after
25 years of residency, and their children may opt for cit-
izenship at 18 only if they have resided all of their lives
in the country.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

803. Andorra is given independence by the emperor
Charlemagne, who names it a “March state,” or buffer
state created to keep the Muslim Moors of Spain from
advancing into Christian France.

1278. Andorra comes under the joint suzerainty of
France and Spain through the Catalan bishops of Urgel
and of the counts of Foix of France. Throughout the
Middle Ages and modern times up to World War 11,
Andorra remains outside the mainstream of European
history, with limited ties to countries other than France
and Spain. The economy is limited to small farm agri-
culture and forestry and is helped by smuggling.

1607. The head of the French state and the bishop of
Urgel are established as the co-princes of Andorra.

1950s. International tourism starts to grow with the
emergence of post-World War II western European
welfare societies, the growing income and leisure time
of the Europeans, and the increasing attractiveness of
both neighboring France and Spain as two of the
world’s top tourist destinations. Tourism revenues, for-
eign investment, and the rapid development of tourist
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infrastructure profoundly change the way of life in
the course of a single generation and attract for the first
time in the country’s history many immigrants, lured
by the opportunities for business and jobs offered by
the economic boom.

1970. Women receive the right to vote.
1987. Andorra starts trade talks with the EU.

1993. Andorra adopts its first constitution and is ad-
mitted to the United Nations.

FUTURE TRENDS

The Andorran economy is now very closely related
to those of France and Spain and is dependent on the
overall trends in the EU. Despite positive recent changes
in the economy, related to the increasing role of modern
services, it is likely that Andorra will, at least over the
next few years, continue to confront a number of prob-
lems arising from the large influx of foreigners and the
need to develop modern social institutions.

In addition to questions of Andorran nationality and
immigration, the country’s priorities will include ad-
dressing housing scarcities and the tough real estate mar-
ket, reinvigorating international tourism, and renegotiat-
ing its trade relationship with the EU.
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The results of Andorra’s polls so far have indicated
that the people generally support reform initiatives and
believe that the country has to integrate into the EU in
order to preserve and develop its economic prosperity. It
is likely that it will be successful in shifting from duty-
free shopping to finance and other services as the second
major economic sector and revenue source.

DEPENDENCIES

Andorra has no territories or colonies.
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CAPITAL: Yerevan.

MONETARY UNIT: Armenian Dram (AMD). One
dram equals 100 luma. Coins are in denominations
of 1 dram and 50 and 20 luma. Paper currency is
printed in denominations of AMDI10, 25, 50, 100,
200, 1,000, and 5,000.

CHIEF EXPORTS: Diamonds, scrap metal, ma-
chinery and equipment, cognac, and copper ore.
CHIEF IMPORTS: Natural gas, petroleum, tobacco
products, foodstuffs, and diamonds.

GROSS DOMESTIC PRODUCT: US$9.9 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$240 million
(1999 est.). Imports: US$782 million (1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Armenia is located in the south-
west Caucasus Region, neighboring on Georgia and
Azerbaijan to the north, Iran and Turkey to the south, and
a separate province of Azerbaijan in the southeast. The
total area of the country is 29,800 square kilometers
(11,505 square miles), making it about the size of Mary-
land. The nation’s capital is Yerevan, with a population
of 1.5 million.

POPULATION. The total population of Armenia was es-
timated at 3,344,336 people in July 2000. According to
the United Nations’ Human Development Report, the to-
tal population of Armenia in 1993 was estimated at 3.7
million people. Hence the population has dropped since
1993 by more than 350,000 people, or about 10 percent.
This decline is the result of a low fertility rate and wide-
scale immigration (there are 4.23 migrants per every
1,000 members of the population). Life expectancy at
birth for the total population is 66.4 years (61.98 for males
and 71.04 for females). The total fertility rate is 1.47 chil-
dren born per woman, which is below the replacement
level, with 10.97 births per 1,000 members of the popu-
lation. (Replacement level is a term that refers to the num-
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Republic of Armenia
Hayastani Hanrapetut ’Yun

ber of children a couple must have to replace only them-
selves. Thus, a man and woman would have 2 children
to achieve replacement level. If a society has an overall
replacement level of 2, then it has a stable population,
neither growing nor shrinking. When women in a society
typically have fewer than 2 children on average, this can
be a sign of a shrinking population over time.) The infant
mortality rate is 41.48 deaths per 1,000 live births.

Ethnic Armenians comprise 93 percent of the popu-
lation. Other ethnic groups include the Azeris at 3 per-
cent, Russians at 2 percent, and Kurds at 2 percent. Al-
most 96 percent of the nation’s population speak
Armenian. Russian is the second most common language,
although only 2 percent of the population uses it as their
primary form of communication. Orthodox Christianity
is the most popular religion. The population density is
137 people per square kilometer (355 per square mile).
About 31 percent of the population lives in rural areas
and 69 percent in urban areas.

OVERVIEW OF ECONOMY

In 1920, Armenia was incorporated into what was
then the Soviet Union. While it was under Soviet con-
trol, an effort began in the 1960s to industrialize the na-
tion. From its previous state of minimal industrial de-
velopment, Armenia became a significant manufacturing
center, supplying machine tools, textiles, and various
manufactured goods to the other Soviet Republics. In re-
turn, Armenia received raw materials and energy from
these republics. Since independence in 1991, however,
many large agro-industrial complexes were divided into
small-scale agricultural units. New investments and new
technologies are necessary for the healthy development
of the agricultural sector. The government has given a
high priority to privatization of the industrial sector, al-
though the speed of privatization in this sector is slower
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than that in the agricultural sector. For food, Armenia re-
lies partially on imports, and it possesses only small min-
eral deposits (mainly gold and bauxite).

The county experienced a severe economic decline
in the beginning of the 1990s, due to a devastating 1988
earthquake, the conflict with Azerbaijan over the
Nagorno-Karabakh region (see below), and the disinte-
gration of the Soviet system. In 1994, with assistance
from the International Monetary Fund (IMF), the Ar-
menian government introduced an economic reform pro-
gram which resulted in increased economic performance
during the 1995-99 period. Inflation was reduced from
a staggering 1,885 percent in 1994 to a mere 2.5 percent
in 1999. In 1998, about 200 medium and large-scale en-
terprises and about 600 small enterprises were privatized.
Thus far, 74 percent of the country’s large and medium
enterprises and 64 percent of the small enterprises have
been privatized. As a result of economic restructuring
and privatization, Armenia’s economy has grown since
1994. In 1999, the nation’s gross domestic product
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(GDP) grew by 5 percent. GDP per capita has also in-
creased to US$2,900 in 1999 from only US$459 in 1994.

Armenia had no foreign debt when it gained inde-
pendence from the Soviet Union in 1991. At that time, it
signed an agreement with Russia that relieved Armenia
of any obligations related to the former Soviet Union’s
external debt. In exchange, Armenia could not claim any
of the Soviet Union’s external assets. However, after in-
dependence the nation ran up a significant foreign debt.
By 1998, Armenia’s total outstanding external debt was
US$827.8 million, or 53.9 percent of its GDP. The nation
also has a significant trade deficit: in 1999, it imported
US$542 million more in goods than it exported.

External factors have both harmed and helped the
Armenian economy. The longstanding ethnic conflict
with Azerbaijan over possession of the Nagorno-
Karabakh region—an Armenian-dominated region that
lies wholly within Azerbaijan—has hurt the economy in
a variety of ways, creating internal instability and clos-
ing the Azerbaijani markets to Armenian goods (Azer-
baijan used to be Armenia’s largest trade partner). The
conflict also led Turkey, which supports Azerbaijan, to
impose a trade embargo. However, Armenia has been
the recipient of substantial foreign aid. In 2000, the
World Bank granted Armenia US$45 million to reduce
the government’s budget deficit. The Bank has also
granted Armenia US$30 million for economic aid. The
country on average has received over US$200 million
per year since the mid-1990s.

POLITICS, GOVERNMENT,
AND TAXATION

Armenia is a parliamentary republic. The govern-
ment consists of the executive branch, a legislative
branch, and a judicial branch headed by the Supreme
Court. The 3 main institutions of the executive branch
are the chief of state, the head of government, and the
cabinet. Since March 30, 1998, the chief of state has
been President Robert Kocharian, elected by popular
vote for a 5-year term and winning with a vote of 59
percent. Since November 3, 1999, the head of govern-
ment has been Prime Minister Aram Sarkisyan. The pres-
ident appoints the prime minister (usually the leader of
the largest political party in the parliament) who in turn
appoints the cabinet members. The legislative branch is
the unicameral (one-chamber) National Assembly (Az-
gayin Zhoghov). The Assembly consists of 131 mem-
bers who are elected for 4-year terms.

In 1999, the Armenian government’s revenues were
US$360 million, but its expenditures were US$566 mil-
lion. In an effort to reduce its deficit, the government has
cut spending and received aid from the World Bank. In
1999, the government spent US$75 million on military
expenditures, or about 4 percent of GDP. Payments on
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Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets® subscribers®  Mobile Phones*  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Armenia 23 224 218 04 2 0.1 4.2 1.85 30
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Turkey 111 180 286 9.2 53 17 232 8.06 1,500
Georgia N/A 555 473 2.8 1 N/A N/A 1.59 20

Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.

the debt are a major drain on the governmental resources.
In 1999, the government spent US$108 million on pay-
ments on the debt.

Personal income taxes range from O to 30 percent
depending on income, and corporate taxes also range up
to 30 percent. Banks and insurance companies are
charged a 45 percent tax rate.

In 1996, Armenia signed a trade agreement with the
European Union (EU). The main benefit of this agree-
ment has been increased foreign aid from the EU. The
government has sought other trade agreements, but the
ongoing conflict in Nagorno-Karabakh has created un-
certainty about the Armenian economy and prevented
significant foreign investment.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Armenia’s infrastructure needs substantial im-
provement. Much of the nation’s roadways and railways
were built during the Soviet period and are in need of re-
pair and renovation. The length of the railway system in
1995, excluding industrial lines, was 825 kilometers (512
miles). Armenia had 15,998 kilometers (9,942 miles) of
roads in 1998, of which 7,567 kilometers (4,702 miles)
were expressways. All major roads were paved. Pipelines
for natural gas in 1991 were 900 kilometers (560 miles)
long. Armenia does not have any ports or harbors. There
are 12 airports in Armenia (5 with paved runways), but
only 10 are in service. Armenian Airlines, the national
air carrier, operates service to a variety of international
destinations including, Moscow, Paris, Athens, Amster-
dam, Frankfurt, and Tehran.

In 1995, of Armenia’s total production of electric en-
ergy, 60 percent was from gas-fired plants, 34 percent
was hydroelectric, and 5 percent was atomic. By 1998
these rates had changed to 25 percent thermal, 49 per-
cent hydro, and 26 percent atomic. The total production
of electrical energy in that same period was 5.6 million
kilowatt hours (kWh), according to the IMF.

Worldmark Encyclopedia of National Economies

The nation has approximately 650,000 telephones,
which gives it a telephone density of 17.7 phones per 100
people. This is relatively low when compared with West-
ern European nations. For instance, Belgium has a tele-
phone density of 50 per 100 people. However, the Ger-
man company Siemens is engaged in a US$100 million
project to upgrade the nation’s telephone system with
fiber optic and digital telephone systems. About 90 per-
cent of the nation’s telecommunications system is now
privately-owned. Mobile phone use is increasing with
20,000 mobile units in use in 1998. Use of the Internet
is also on the rise with the number of Internet service
providers increasing from 1 in 1999 to 7 in 2000. The
United States has provided US$1 million to Armenia to
supply Internet service for schools.

ECONOMIC SECTORS

Unlike most industrialized and economically devel-
oped nations where services and industry dominate the

Armenia
GDP-COMPOSITION BY SECTOR-1999 est.

Services 35% Agriculture 40%

Industry 25%

SOURCE: CIA World Factbook 2000 [Online].
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Armenia
LABOR FORCE-BY OCCUPATION

Agriculture 55%

Services 25%

Industry 20%

TOTAL LABOR FORCE 1.5 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999.
Percent distribution for 1999 est.

economy, in Armenia agriculture is the main employer
and largest source of GDP. According to the World De-
velopment report 2000/2001, the total labor force in
1999 was 1.5 million people, of which 55 percent were
employed in agriculture, 25 percent in services, and 20
percent in industry. In 1999, agriculture accounted for 40
percent of GDP, industry 25 percent of GDP, and ser-
vices 35 percent of GDP.

AGRICULTURE

Among the nations that made up the former Soviet
Union, Armenia was the first to privatize agricultural
lands. It broke up the large Soviet-style farms and real-
located the land to small, independent farmers. However,
only 17 percent of the country’s land is suitable for farm-
ing, which severely limits agricultural production. The
nation has numerous vineyards and is a major producer
of wine and cognac. In 1998 the World Bank provided
US$15 million to establish a fund to furnish loans for
small farmers.

Despite the limitations of this sector, agriculture pro-
vides the largest source of income for Armenia. Agri-
cultural exports totaled US$15.4 million in 1998, or about
34 percent of all of the country’s exports. The most sig-
nificant exports were alcoholic beverages, various fruit
juices, calf skins, and processed tomatoes. In 1998, the
nation had to import US$297.7 million in agricultural
products. In all, 70 percent of all food consumed in Ar-
menia was imported in 1999. The main imports were
eggs, sugar, flour, and processed foods.
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A variety of crops are cultivated including barley,
corn, potatoes, and wheat. In 1999, the total volume of
crops produced amounted to 715,400 metric tons. This
tally included 425,000 metric tons of potatoes, 220,000
metric tons of wheat, 65,000 metric tons of barley, and
5,200 metric tons of corn. The main livestock products
were chicken, beef, and pork. In 1999, total agricultural
production declined by 4.2 percent.

INDUSTRY

Industry in Armenia has traditionally been based on
mining and the manufacture of goods such as textiles,
electric motors, tires, chemicals, trucks, machine tools,
and some consumer appliances (mainly washing ma-
chines). The contribution of industry to the economy fell
from 46.5 percent in 1991 to 25 percent in 1999. In 1999
alone, industrial production declined by 2 percent. This
decline has been the result of a lack of new investment
(because of political uncertainty) and because many of
the industrial markets in the former Soviet Union closed
due to lack of demand.

MINING. Armenia possesses the second-largest reserves
of copper in the world. Other important reserves are
molybdenum, zinc, gold, silver, construction stones
(mainly granite and marble), and other materials such as
betonite, bauxite, perlite, zeolite, and diatomite. In the
19th century, industrial metallurgical mining started in
the Alaverdy and Zangezur regions, and during Soviet
times these activities increased enormously. In the 1980s,
25 percent of the Soviet molybdenum was supplied by
Armenia. In 1991 the mining industry collapsed due to
deteriorating conditions in the mines and declines in de-
mand. In 1996, the mining industry started to recover,
with production rising 32 percent in the period from
1996-99. From January to June 2000, it rose an addi-
tional 16 percent.

After food processing and jewelry and diamond pro-
cessing, Armenia’s mining sector was the third-largest
industrial sector and the third-largest exporter. Accord-
ing to the Armenian government, exports of minerals and
non-precious metals totaled roughly 23 percent of exports
in 1995. Although the mining sector does relatively well,
its production and export are well below its potential. The
government has prepared a program to increase mining
and metal production and to export more semi-finished
products because of their higher value added. The ma-
jor copper-molybdenum companies and the gold com-
pany are not yet privatized.

MANUFACTURING. Armenia was the leading chemical
producer in the Caucasus in the 1970s, producing syn-
thetic rubber, latex, acids, various glues, and special films
mainly for the military sector. In the 1980s the chemical
industry employed 24,200 people and accounted for 6.6

Worldmark Encyclopedia of National Economies



percent of the industrial production. The collapse of the
Soviet Union, the energy crisis of 1992-93, and the war
with Azerbaijan decreased the volume of production by
more than 50 percent. In 1999, Armenia imported 6 times
as many chemical products and materials as it produced
itself. The main chemical export product is rubber, com-
prising 82 percent of total chemical exports, of which 93
percent went to states of the former Soviet Union. Ac-
cording to expert Jocelyne Decaye, the main weaknesses
of Armenia’s chemical industry are “high dependence on
imported raw materials, obsolete technologies and old
production lines, logistical difficulties related to Arme-
nia’s location, overstaffing and high costs for transports
and electricity.”

Armenia’s light industry sector was well developed
in the 1980s, when it had 115,000 employees and ac-
counted for 25 percent of total industrial production. In
the 1990s, however, the share of light industry in the to-
tal industrial production declined to under 2 percent. Tex-
tile and clothing production make up the most significant
activities in this sector.

In 1999, the food processing industry accounted for
39 percent of total industrial output and 61 percent of to-
tal manufacturing output. In the 1980s, food processing
accounted for only 18 percent of Armenia’s total indus-
trial production. The first 5 years of the 1990s saw a rise
of nearly 70 percent. The major food products are wine
and brandy, with such products as vegetables, fruits, to-
bacco, potatoes, cotton, grains, and teas making up the
rest. Less than 10 percent of the total production is ex-
ported (US$16 million in 1999).

SERVICES

The value of services to the Armenian economy in-
creased as a percentage of GDP from 31 percent in 1990
to 35 percent in 1999. The main segments of the service
sector include tourism and financial services. Many com-
mon Western services do not exist in Armenia. For in-
stance, there are no fast food or retail chains.

TOURISM. During the first 5 years of independence, the
tourist industry declined, but since 1996, this trend has
reversed itself. Since 1996, the number of tourists has
more than tripled but remains low compared to the 1980s
(about 21,000 visitors in 1999, including business
tourism). The share of tourism as a percentage of GDP
was 1.7 percent in 1999. The tourism infrastructure needs
substantial development and modernization to keep this
industry growing.

FINANCIAL SERVICES. During the Soviet period, the
State Insurance Company provided mandatory insurance
for all citizens. The responsibility to regulate the insur-
ance market now rests in the hands of the Ministry of Fi-
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nance. The Ministry of Finance provides licenses for in-
surance companies, and in 2001 some 65 private and state
companies were registered. As of 2001, a legal frame-
work concerning the insurance market was still being
developed. Domestic and international companies are
treated equally under Armenian law.

The banking system accounts for about 10 percent
of GDP. In 1999, there were 31 commercial banks. The
main foreign banks are Mellat Bank of Iran and Midland
Bank of the United Kingdom. Only Midland Bank has
established Automated Teller Machines (ATMs), and
only a limited number of businesses in the major cities
can accept credit cards as a form of payment. The total
capital of all commercial banks in Armenia is US$60 mil-
lion. The largest private bank is HSBC Armenia Bank
with assets of US$9 million.

INTERNATIONAL TRADE

Armenia has maintained a trade deficit since inde-
pendence in 1991. According to the CIA World Factbook,
Armenia exported US$240 million in 1999, an increase
of almost 5 percent compared to 1998. The country has
also diversified its trading partners and now trades with
an increasing number of Western nations. Armenia im-
ported US$782 million in 1999, a decrease of about 6.5
percent compared to 1998, but still 3 times the amount
of 1993. Until the nation’s economy recovers, this deficit
will continue.

Belgium is Armenia’s largest export partner, im-
porting a total value of US$84 million, followed by Rus-
sia and Iran, both of which imported US$34 million in
1999. In fourth place was the United States, importing
US$16 million, and in fifth came Georgia with US$11
million. Most of the Armenian exports, US$127 million,
went to industrial countries, and US$97 million went to
developing countries, according to the IMF.

Armenia’s main import partner was Russia, ac-
counting for US$181 million in 1999. Second came the
United States, exporting US$86 million in 1999. The

Trade (expressed in millions of US$): Armenia

Exports Imports

1994 215 393
1995 270 673
1996 290 855
1997 232 892
1998 223 895
1999 232 799
SOURCE: United Nations. Monthly Bulletin of Statistics

(September 2000).
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Exchange rates: Armenia

dram per US$1

Feb 2001 554.29
2000 539.53
1999 535.06
1998 504.92
1997 490.85
1996 414.04

SOURCE: CIA World Factbook 2001 [ONLINE].

United States was followed by Belgium, which exported
US$85 million, then Iran with US$78 million, and in fifth
was the United Kingdom, exporting US$67 million. Of
Armenia’s total imports, US$368 million came from in-
dustrial countries and US$451 million came from devel-
oping countries, according to the IMF’s Direction of
Trade Statistical Yearbook 2000.

MONEY

The value of the dram has declined significantly
since the 1990s. In 1995, 405.91 drams equaled US$1.
However, by 2000 it took 539.53 drams to equal US$1.
This decline is the result of the continuing weaknesses in
the Armenian economy.

In 1993, the Yerevan Stock Exchange (YSE) was es-
tablished, which was followed by the establishment of 3
smaller exchanges. However, the total value of these 4
exchanges was only US$1.67 million in 1999.

POVERTY AND WEALTH

Officially, 45 percent of the population is considered
to be poor, but unofficial estimates place the figure as
high as 55 percent. Although poverty is mostly urban (59
percent), the incidence of extreme poverty is higher in
rural than in urban areas. Rural poverty is expected to
worsen as a result of people leaving rural areas for the

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Armenia N/A N/A N/A 1,541 892
United States 19,364 21,529 23,200 25,363 29,683
Turkey 1,898 1,959 2,197 2,589 3,167
Georgia 1,788 2,366 2,813 2,115 703
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

cities. State expenditures on social infrastructure and
product subsidies dropped drastically following inde-
pendence from the Soviet Union in 1991, thus hurting
the ability of the poor to meet basic needs. Since people
make very low wages, food comprises about 67 percent
of household expenditures. In 1996, the Ministry of Sta-
tistics and the World Bank found that the poor repre-
sented 55 percent of the total population, while the ex-
tremely poor constituted 28 percent. The only good news
is that there has been a significant decrease in the pro-
portion of the extremely poor, which is probably due to
programs designed to help this sector.

Out of 580,000 pensioners (retired people receiving
pensions) in Armenia, 223,000 are old age or retired pen-
sioners, of which 186,402 are identified as needy and in-
cluded in the system of family allowances. Pensions re-
main exceedingly low, with the average monthly pension
worth US$7.5 and average family allowance at US$12.
Without assistance from their families, many pensioners
would face the most severe poverty.

WORKING CONDITIONS

In 1994, according to the IMF, 1,488,000 Armeni-
ans were employed and 106,000 were unemployed, re-
sulting in an actual labor force of 1,594,000 people. The
figures for 1998 give a different picture, with the num-
ber of total employed persons decreasing to 1,351,000,

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Armenia 52 3 18 3 15 4 5
United States 13 9 9 4 6 8 51
Turkey 45 7 18 6 5 2 16
Georgia 33 4 13 2 4 8 36
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and a total of 139,000 unemployed, resulting in an actual
labor force of 1,492,000 people. Although official fig-
ures state that the unemployment rate was 9.3 percent in
1998, unofficial estimates place the rate as high as 20
percent. In the state sector, 794,000 people had jobs in
1994, and in the private sector 694,000 people were em-
ployed. By 1998, 441,000 people were employed in the
state sector, and 912,000 in the private sector, reflecting
a major decrease in government payrolls.

According to the constitution, employees have the
right to join and form trade unions and to form associa-
tions, although members of the armed forces and law en-
forcement agencies are forbidden to do so.

The minimum monthly wage in 1994 was AMD1,851,
although by the second quarter of 1999 it had risen to
AMDS5,000. Forced and bonded labor is forbidden in Ar-
menia, and for children the minimum working age is 16
years, although with the permission of a medical com-
mission and the relevant union board, children may work
from the age of 14. The standard legal work week is 41
hours, and with such a low minimum wage, most people
have to take multiple jobs to support themselves and their
families.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

c. 900 B.C. A number of small kingdoms are estab-
lished in what becomes Armenia.

66 B.C. Armenia is conquered by the Romans.

1080-1269. During Armenia’s “Silver Age,” Armenia
gains independence from Byzantium and there is a
flowering of Armenian culture and the arts.

1375. Armenia is conquered by the Turks.
1639. Armenia is divided between Persia and Turkey.

1828. Eastern areas of Armenia are conquered by
Russia.

1902. The Tiflis-Alexandropol-Yerevan railway is
completed, dramatically increasing trade.

1915. During the Armenian Genocide, an estimated 1
million Armenians were killed by the Ottoman Turks.

1918. Armenia becomes an independent nation follow-
ing the collapse of the Ottoman Empire at the end of
World War I (1914-1918).

1918-1920. War occurs between Armenia and Turkey.
1922. Armenia is incorporated into the Soviet Union.
1923. The predominately Armenian region of

Nagorno-Karabakh is transferred to Azerbaijan.
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1950s. The Soviets undertake a broad effort to indus-
trialize Armenia.

1988. An earthquake in Armenia results in the deaths
of an estimated 25,000 people.

1991. Armenia gains independence from the Soviet
Union after a nation-wide referendum.

1994. Azerbaijan and Armenia go to war over
Nagorno-Karabakh. Economic conditions deteriorate
and inflation exceeds 1,800 percent.

1995. A new constitution is adopted.
1996. Armenia signs a trade agreement with the EU.

1999. Prime Minister Vazgen Sarkissyan and other
government leaders are assassinated.

2000. Armenia’s request for admission to the Council
of Europe is approved.

FUTURE TRENDS

A major impediment to Armenia’s economic growth
is its lack of infrastructure. Antiquated equipment has not
been upgraded because of a lack of funds, and as a re-
sult many sectors of the economy are neither productive
nor competitive. Most privatization efforts resulted in
sales to people with connections who usually lacked ei-
ther the commitment or the capacity to streamline oper-
ations. Industrial output is still low, and there is a lack
of foreign investment. Armenia’s imports exceed its ex-
ports by a 3-to-1 margin.

Although there are objective reasons for the failure
of the Armenian economy, the widespread perception of
corruption at every level of society seriously hampers the
government’s ability to attract foreign investment. The
lack of confidence in the government has also created
widespread political apathy among the population.

Furthermore, the high level of unemployment and
seeming lack of hope in the country’s future has created
an emigration crisis. Although reliable statistics are hard
to come by, the consensus among most observers is that
hundreds of thousands of people have emigrated, with no
indication that the exodus will abate anytime soon.

DEPENDENCIES

Armenia has no territories or colonies.
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CAPITAL: Vienna.

MONETARY UNIT: Austrian schilling (ATS). One
Austrian schilling equals 100 groschen. There are
20, 50, 100, 500, 1,000, and 5,000 schilling notes,
and 1, 5, 10, 20, and 50 schilling coins. There are
also 10 and 50 groschen coins. In January 1999
Austria introduced the new European currency, the
euro, for all electronic transactions. One euro had a
fixed rate of 13.7603 Austrian schillings. It is
planned that by 2002, euro bills and coins will
replace the currencies in all European Union (EU)
countries, including Austria.

CHIEF EXPORTS: Machinery and equipment, paper
and paperboard, metal goods, chemicals, iron and
steel, textiles, and foodstuffs.

CHIEF IMPORTS: Machinery and equipment,
chemicals, metal goods, oil and oil products, and
foodstuffs.

GROSS DOMESTIC PRODUCT: US$190.6 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$62.9 billion

(1999 est.). Imports: US$69.9 billion (1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Austria is a landlocked country
situated in southern Central Europe. Slightly smaller than
Maine, it occupies a territory of approximately 84,000
square kilometers (32,000 square miles), which includes
much of the mountainous territory of the eastern Alps
and the Danube region. From east to west, Austria
stretches to 580 kilometers (360 miles) and 294 kilome-
ters (183 miles) from south to north. In total, the coun-
try has 2,708 kilometers (1,682 miles) of borders. It
shares borders with 8 European countries: Germany (820
kilometers), the Czech Republic (469 kilometers), Italy
(430 kilometers), Slovenia (330 kilometers), Hungary
(354 kilometers), Switzerland (167 kilometers), Slovakia
(103 kilometers), and Liechtenstein (35 kilometers).
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Republic of Austria
Republik Osterreich

Austria is a federal state comprised of 9 provinces:
Burgenland, Carinthia, Lower Austria, Salzburg, Styria,
Tyrol, Upper Austria, Vorarlberg, and Vienna. The ma-
jor cities of Austria and their populations are Vienna
(1.64 million), Graz (237,810), Linz (203,044), Salzburg
(143,978) and Innsbruck (118,112).

Austria has always been a junction for communica-
tion, trade, and cultural exchange in Europe. The capi-
tal, Vienna, located on both banks of the Danube River,
in the northeast of the country near Slovakia and Hun-
gary, was once the political and economic center of the
Austro-Hungarian Empire (1867-1918). It is now the
headquarters to some of world’s most important organi-
zations, such as the International Atomic Energy Agency
(IAEA) and the United Nations Industrial Development
Organization (UNIDO). Other international organiza-
tions based in Vienna include the Organization for Pe-
troleum Exporting Countries (OPEC) and its Fund for
International Development and the International Institute
for Applied Systems Analysis (ITASA).

POPULATION. Austria has a population of 8,139,299
(July 2000 est.). The country is highly urbanized and
densely populated, with 651 people per square kilometer
(251 per square mile). Nearly two-thirds of the people
live in urban areas. About 4.0 million are male and 4.2
million (51.5 percent) are female. Due to improved health
conditions and a low birthrate, Austria has experienced
the rapid growth of its elderly population. Average life
expectancy for those born in 2000 was 73.9 year for males
and 80.2 years for females. About 21 percent of the pop-
ulation was under 18 years old. If current trends continue,
by 2030, the number of children under 18 will drop to
only 17 percent. The fertility rate is an estimated 9.9 per
1,000 people, and infant mortality is 6.7 per 1,000 live
births. An estimated 99 percent of Austrians age 15 and
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older can read and write, and there is 1 teacher for every
11 pupils.

ETHNICITY. Approximately 98 percent of the population
is German. The remainder of the population is divided
among a number of ethnic groups, including the Neo-
Latins, Slavs, Magyars, Croats, Hungarians, Romany,
Sinti, Czechs, and Slovaks. Burgenland province is home
to a number of Croats and Hungarians. The majority of
Austrian Slovenes live in the Gail, Rosen, and Jaun val-
leys of southern Carinthia and in some villages in the
southern part of Styria. Romany and Sinti live mostly in
Burgenland and to some extent in Vienna. Many Czechs
and Slovaks also reside in Vienna and in Lower Austria,
particularly in the Marchfeld and Tullnerfeld regions. The
country receives refugees from a variety of nationalities,
many of whom are from the former Yugoslavia.

RELIGION. Roman Catholics constitute 78 percent of the
Austrian population; a further 5 percent are Protestant,
and most of them belong to the Augsburg confession.
About 4.5 percent of the population belongs to various
other religious groups, while another 9 percent are non-
denominational, and the remaining 3.5 percent of the peo-
ple do not belong to any religion. Every young person
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over the age of 14 can freely choose his or her religion
according to Austrian law. Religious education in Aus-
trian schools is not restricted to the Roman Catholic con-
fession, but most schools are Roman Catholic.

OVERVIEW OF ECONOMY

Austria has a small, yet open, economy with exports
of goods and services accounting for 47 percent of the
gross domestic product (GDP). In the past 2 decades
Austria has enjoyed higher economic growth and lower
unemployment than many European countries. The re-
cession in the early 1990s led to a downward trend in
annual GDP growth, from 4.2 percent in 1990 to 0.4 per-
cent in 1994. Since 1995, however, due to positive mer-
chandise export and investment activities brought about
by membership in the European Union, the economy has
experienced fairly constant growth, with annual GDP
growth rates for 1998, 1999, and 2000 of 3.3 percent, 2.8
percent, and 2.7 percent respectively.

The country has a strong economic infrastructure
with well developed industry, banking, transportation,
services, and commercial facilities. Most of Austria’s in-
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dustrial and commercial enterprises are small. However,
there are a number of large industrial enterprises em-
ploying thousands of people, mainly in iron and steel
works and chemical plants. Overall, industry accounted
for an estimated 32 percent of gross domestic product in
1998, with an average growth rate of nearly 3 percent.
Though forming a relatively small component of the
GDP—1.3 percent in 1998—agriculture also plays a vi-
tal role in Austria. Austrian farmers provide about 80 per-
cent of the domestic food requirements of the country
and contribute to export earnings with processed food
items. Farms in Austria, like those of other mountainous
European countries, are small and fragmented, with pro-
duction being relatively expensive. Since Austria became
a member of the EU in 1995, its agricultural sector has
been undergoing reforms to comply with the EU’s com-
mon agricultural policy.

Export growth was very strong during 2000. Trade
with other EU countries accounts for nearly two-thirds
of Austria’s total imports and exports. Approximately 35
percent of the total exports went to Germany and 10 per-
cent went to Italy. Austria’s location is of immense im-
portance for its economic growth. Vienna is one of three
capitals forming a strategic Central European triangle.
Slovakia’s capital, Bratislava, and Hungary’s capital,
Budapest, are within short distances to Vienna. Expand-
ing trade and investment in the emerging markets of
Central and Eastern Europe continues to be a major ele-
ment of Austrian economic activity. Exports to that re-
gion increased significantly since 1989, reaching an es-
timated 17 percent of Austrian exports by 1998. Austrian
firms have sizable investments in—and continue to move
labor-intensive, low-tech production to—the region. Al-
though the Austrian government and businesses support
the European Union’s plans to offer membership to sev-
eral East European countries, they insist that the candi-
dates meet EU economic standards before accession.
They have also favored a transition period for the free
movement of labor and services to prevent severe com-
petition in the Austrian labor market during accession.

For many years, the government and its state-owned
industries played a primary role in the Austrian economy.
Many of the country’s largest firms were nationalized
after World War II to protect them from Soviet takeover
as war reparations. These included all oil production and
refining, the largest commercial banks, and the principal
companies in river and air transportation, railroad equip-
ment, electric machinery and appliances, mining, iron,
steel, and chemical manufacturing, and natural gas and
electric power production. Although the government re-
tains substantial control over the economy, many of these
enterprises were privatized in the 1980s and 1990s.
Through privatization efforts including the 1996-1998
budget consolidation programs and austerity measures,
Austria brought its total public sector deficit down to 2.1
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percent of GDP in 1999 and public debt to 63.1 percent
of GDP in 1998. After the formation of a new govern-
ment in February 2000, Austria promoted further eco-
nomic liberalization, privatization, reform of the welfare
system, and abolition of the system of political patron-
age (where those in political power protect and support
certain businesses). An opinion poll published at the end
of May 2000 showed that 43 percent of Austrians were
in favor of these reforms, and 23 percent were against.

Membership in the EU has brought economic bene-
fits and challenges. An influx of foreign investors, for
example, have been attracted by Austria’s access to the
single European market. Austria also has made progress
in increasing its international competitiveness. Since
Austria is a member of the European Monetary Union
(EMU), its economy is closely integrated with other EU
member countries, especially Germany. Although econ-
omists have generally agreed that the economic effects
of the EMU on Austria, such as the use of a common
currency, have been and will be positive, support for the
EU in late-2000 fell to an all-time low. According to a
poll by the national newspaper Die Presse, on 27 Octo-
ber 2000, only 34 percent of Austrians thought that their
country has benefited from EU membership; the figure
was 45 percent in autumn of 1999. Some Austrians have
asked for their country’s complete withdrawal from the
EU. It is not likely that such initiatives will get very far,
however, with the Austrian chancellor having attacked
the idea of withdrawal as a “betrayal of the European
idea.”

POLITICS, GOVERNMENT,
AND TAXATION

Austria has a well-developed market economy and a
federal republic form of government; the state has his-
torically played a large role in the economy, though that
role decreased dramatically at the end of the 20th cen-
tury. Governed by 2 major parties, the Social Democrats
(SPO) and the conservative People’s Party (OVP), Aus-
tria has enjoyed political stability and economic growth
since 1945. The SPO, which garnered 33 percent of the
votes in the 1999 national legislative elections, tradi-
tionally draws its constituency and much of its strength
from the urban and industrial areas. In the past, the SPO
has advocated heavy state involvement in strategic in-
dustries, the extension of social security benefits, and a
full-employment policy. In the mid-1980s, the party
shifted more toward the advocacy of free market eco-
nomics and the balancing of the federal budget. The
OVP’s traditional constituency has been among farmers,
large and small businesses, and lay Catholic groups. Its
center of strength is rural Austria. The OVP has also ad-
vocated conservative financial policies and privatization
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of previously nationalized industries. The OVP received
27 percent of the votes in the 1999 election.

The major opposition to both parties during the late
1990s and early 2000s elections was the populist right-
of-center Freedom Movement Party, headed by the con-
troversial Jorg Haider, characterized as an ultranational-
ist (one who supports the nation at any cost), and a
xenophobe (one who fears foreigners). Haider made sev-
eral strong remarks praising Nazi policies. The rise of the
Freedom Movement Party—from 5 percent of the votes
in the 1983 election to 27 percent in 1999—was credited
to voters who were disappointed by the employment op-
portunities in Austria. A system known as Proporz, sup-
ported by the ruling parties, distributed most top jobs in
state business and public service to members of those par-
ties. After the fall of the Iron Curtain in November 1989,
when the U.S.S.R. started to loosen its control on the bor-
ders of its Eastern satellites, cheap and skilled labor came
into Austria from Poland, Czechoslovakia, Hungary, and
Slovenia. Many Austrian workers lost their jobs to the
immigrants who were willing to work for lower pay and
fewer benefits. In addition, many farmers were dissatis-
fied over the EU agrarian policy put into place after 1995,
which lowered prices for agricultural products. In addi-
tion, the lack of professional chances in the civil service
and in many other state institutions due to the EU bud-
get criteria aroused the dissatisfaction of many young
people who were seeking traditionally secure government
jobs. Haider’s Freedom Movement Party, which was
against immigration and interference from the European
Union, won increasing support.

In February 2000 the conservative People’s Party,
which wanted to establish an effective and legitimate
government that would enjoy the support of Parliament,
formed a coalition with the Freedom Party. Nearly 54
percent of the electorate voted for the new federal gov-
ernment. The European Union condemned Austria’s new
coalition, froze diplomatic contacts, and imposed sanc-
tions, accusing Haider of being a racist, xenophobe, and
Nazi sympathizer. Austria criticized the European Union
for interfering in a democratically elected government.
Demonstrations in Austria and throughout Europe fol-
lowed. Haider did not join the government, and in Feb-
ruary 2000 he resigned from the Freedom Movement
Party to concentrate on his role as governor of the
Carinthia province. In September 2000, the European
Union lifted sanctions against Austria. Haider was ex-
pected to wield influence from the sidelines, however.

Austria’s federal structure of government involves a
high degree of decentralization with the executive and
legislative functions shared between the Federation (fed-
eral government) and the Linder (provinces). The Lin-
der play a significant role in federal legislation, having
independent regional legislations which cooperate with
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the Federation in the execution of the federal legislation.
According to the constitution of 1920, the head of the
country is the president, who is elected by popular vote
every 6 years and who represents Austria in its interna-
tional relations and serves as commander-in-chief of the
armed forces. Thomas Klestil, who was elected on 8 July
1992, was elected to a second term on 19 April 1998,
with 63 percent of votes. The president is limited to 2
consecutive terms or a total of 12 years in office. Presi-
dential elections are scheduled for the spring of 2004.
The president appoints the head of the government, a fed-
eral chancellor, who appoints others to the executive
branch. With the chancellor’s recommendation, the pres-
ident appoints the ministers. The president also appoints
judges. After 4 February 2000, chancellor Wolfgang
Schuessel of the OVP headed Austria’s government.

The constitution of Austria provides for a distinct
division of power among the executive, the legislative,
and the judicial branches of government. Executive au-
thority is vested in the federal government composed of
the federal chancellor, a vice-chancellor, and other min-
isters. Legislative authority is vested in the bicameral
(2-chambered) Federal Assembly composed of the Na-
tionalrat (National Council or lower chamber) and the
Bundesrat (Federal Council or upper chamber). Legisla-
tive authority is concentrated in the 183 members of the
Nationalrat who are elected by direct popular vote for 4-
year terms according to proportional representation.
The Bundesrat consists of 64 members elected by the
legislatures of the 9 provinces for 4- or 6-year terms,
also according to proportional representation, with each
province guaranteed at least 3 representatives. The Bun-
desrat reviews legislation passed by the Nationalrat and
can send legislation back for reconsideration, but the Na-
tionalrat need only pass the legislation a second time to
override a veto. Furthermore, the Bundesrat can only ini-
tiate legislation by way of the government. The 2 cham-
bers meeting as the Federal Assembly can propose a
national referendum, if needed. The highest courts of
Austria’s independent judiciary are the Constitutional
Court, which has jurisdiction over constitutional matters;
the Administrative Court, which handles bureaucratic
disputes; and the Supreme Court, which deals with civil
and criminal cases. All cases initiated in the Adminis-
trative and Supreme Courts can be appealed to the Con-
stitutional Court. The president appoints justices of all
3 courts for specific terms.

The federal government is responsible for develop-
ing and implementing the domestic and foreign policies
of Austria and sets economic policy in consultation with
what is known as the social partnership, consisting of the
representative bodies of businesses, farmers, and labor.
Designed to minimize social unrest, this consensual ap-
proach has come under criticism for slowing the pace of
economic reforms, particularly in inflexible labor and
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product markets. With an increasing number of decisions
being made at the EU level, the influence of the social
partnership has declined significantly. The government
no longer has majority ownership in companies such as
OMV (oil and gas), Voest (steel and plant engineering)
and Elin (electrical machinery and equipment). Subsidy
programs have also been scaled back to conform to EU
regulations.

In 1997, the government completed an ambitious
10-year privatization program, which included the pri-
vatization of steel, aluminum, petroleum, engineering,
banking, and other entities. The sale of the Postal Sav-
ings Bank and the Austrian Tobacco Company were un-
derway in 2001. Furthermore, the federal railroads were
excluded from federal budget accounts, and the newly
reorganized Post und Telekom Austria (PTA) (postal and
communications company) was divested as a private cor-
poration and was required by law to list its shares on the
stock market. Another focus of economic policy was em-
ployment creation. Austria has been one of the foremost
supporters of the EU’s national employment plans,
which place strong emphasis on training and education,
removal of bureaucratic hurdles, more labor flexibility,
and a favorable climate for business start-ups. While
some of these plans have been implemented, the gov-
ernment has failed to completely do away with the gov-
erning parties’ special relationships with business and
labor representatives.

The major source of government revenue comes from
taxes. The corporate income and capital gains tax rate is
34 percent. A withholding tax of 25 percent applies to
dividends, except for those paid to Austrian companies,
and interest. A 20 percent tax rate applies to royalties.
Only the Austrian-source income of non-resident compa-
nies is subject to taxation. When Austria joined the Eu-
ropean Union, the government was forced to accelerate
structural reforms and to liberalize its economy. Most non-
tariff barriers to merchandise trade were removed, and
cross-border capital movements were fully liberalized.

The 1996-97 economic program enabled the gov-
ernment to cut the federal deficit to 3.7 percent of gross
domestic product in 1996, and to 2.6 percent in 1997.
Because of this program, which included tax increases,
the share of total taxes in gross domestic product reached
a high of 44.8 percent in 1997. In 2000 the government
cut taxes. The tax reform was expected to reduce the bur-
den on taxpayers by approximately US$2.2 billion by
2003. These reforms included greater tax privileges for
old age, a decrease in marginal tax rates, and an increase
in the standard tax credit from US$592 to US$817 per
year. These measures will ease the burden on the tax-
payer by between US$268 and US$469 a year. About
two-thirds of the entire reduction of the tax burden will
benefit people earning monthly incomes of less than
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ATS23,000 (US$1,540). Through these measures, the tax
burden on the majority of incomes is expected to be low-
ered in real terms.

Regarding the taxation of enterprises, the 2000 tax
reform package contained 2 new provisions: Interest pay-
ments on personal equity will be taken into considera-
tion for taxation purposes, and a tax allowance of
US$335,000 will be introduced for inheritance (gift) tax
in the case of enterprise transfers. Moreover, the research
contribution and apprenticeship allowance will be in-
creased. Private provision for old age will be promoted.
In addition, regarding the taxation of capital gains from
the disposal of securities, the retention period will be pro-
longed from 1 year to 2 years.

Relative to the gross domestic product, this tax re-
form is more comprehensive than the previous ones im-
plemented in 1989 and 1994. The main emphasis of the
reform is on easing the tax burden on private consump-
tion. Consumer demand is expected to continue to increase
by a cumulative 1.8 percent per year in real terms by 2005.
Since direct incentives for investors are extremely mod-
est, investments are not expected to grow significantly.
Higher domestic demand, which also results in higher im-
ports, is expected to only modestly contribute to the
growth of GDP by 2005. The labor market is thought to
be able to absorb another 9,300 employees. Price increases
are expected to be insignificant at 0.2 percent.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

A distinctive feature of the Austrian energy sector is
its diversified sources of supply. In 2000, the total pri-
mary energy supply included liquid fuels (38 percent),
natural gas (24 percent), hydropower (13 percent), other
renewable resources (13 percent) and coal (12 percent).
Nuclear power is legally banned, following a referendum
on the subject in 1978. The renewable resources share in
Austria’s energy supply increased from 16 percent in
1973 to 26 percent in 2000. The government plans to
completely liberalize the electricity market by 2003.
Preparations are also under way to open up the natural
gas market.

For decades, the telecommunications industry was a
monopoly in Austria, with the state-owned Post and Tele-
com Austria (PTA) being the only national supplier of
networks and telecommunication services. Because of
EU liberalization directives, the government enforced
legislation to open the telecom and energy sectors to com-
petition. The Austrian telecommunications sector now
exhibits much liberalization, though high interconnection
fees are still a problem. Austria has a highly developed
telecommunications system with 4 million telephones,
27 radio stations, 47 television stations, and 4 satellite
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Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets®  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Austria 296 753 516 139.1 282 N/A 2334 252.01 1,840
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Germany 311 948 580 2145 170 73.1 304.7 173.96 14,400
Hungary 186 689 437 146.5 105 17.7 58.9 93.13 600

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http:/www.isc.org) and are per 10,000 people.

ground stations. Radio, television, telephone, and tele-
graph systems were all state monopolies until the broad-
casting system was converted into a joint-stock company
in 1957. The Austrian Broadcasting Company operates 3
radio and 2 television stations nationwide. Telephone and
telegraph communications are directed by the Austrian
postal and telecommunications service. More than 20
daily newspapers are published. Daily newspaper circu-
lation averages more than 3.7 million. Influential dailies
include Die Presse (published in Vienna) and Salzburger
Nachrichten (published in Salzburg).

Austria has an excellent network of transportation
and communication; due to its strategic location and rel-
ative political neutrality, Austria has established itself as
a broker and an international place of encounter among
nations. This role is exemplified by the countless sum-
mit meetings and conferences which the country hosts
every year. Austria is also anticipating the increasing im-
portance of its transport sector as an essential European
communications hub. A factor of the growing importance
of the transportation web is the growing European en-
ergy transit network (the transport of oil, natural gas and
electricity), much of it passing through Austria.

A landlocked and mountainous country, Austria de-
pends on roads and rail passage for a major share of its
foreign trade. In the transportation segment, it has 200,000
kilometers (124,000 miles) of roads and 6,028 kilometers
(3,744 miles) of railroads, of which about 5,388 kilome-
ters (3,347 miles) are state owned and 640 kilometers (398
miles) privately owned. Furthermore, more than 350 kilo-
meters (217 miles) of inland waterways carry approxi-
mately one-fifth of the country’s total trade. The main
river ports are Linz, Vienna, Salzburg, Graz, Klagenfurt,
and Innsbruck. The Danube River, the only navigable wa-
terway with barges carrying up to 1,800 tons, is an im-
portant connection between the North Sea, Germany, and
the Black Sea. In terms of air connection, Austria has 55
civil airports, 20 with paved runways. The main interna-
tional airport is Schwechat located in southeast Vienna.
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International flights are available from the airports in
Graz, Innsbruck, Klagenfurt, Linz, and Salzburg.

ECONOMIC SECTORS

Austria is one of the wealthiest and most stable of
the EU member countries. It has a free market economy
with a strong emphasis on social factors favoring the eco-
nomically less privileged and providing conditions for
equitable wages and pricing. Service, industry, and agri-
culture are the 3 major sectors of the Austrian economy.
The foremost products are foodstuffs, luxury commodi-
ties, mechanical engineering, steel, chemicals, and vehi-
cles. Within the vehicle sector, the production of engines
and transmissions is the most important, accounting for
an export quota of more than 90 percent. Austria manu-
factures as many as 800,000 engines per year for major
car manufacturers. In the electronic engineering field,
Austria is known for its production of customized elec-

Austria

GDP-COMPOSITION BY SECTOR-1998 est. .
Agriculture 1.3%

Industry 32.4%

Services 66.3%

SOURCE: CIA World Factbook 2000 [Online].

Worldmark Encyclopedia of National Economies



Austria

LABOR FORCE-BY OCCUPATION Agriculture &

Forestry 3%

Services 68%
Industry &
Crafts 29%

TOTAL LABOR FORCE 3.7 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999.
Percent distribution for 1999 est.

tronics products such as microprocessors and integrated
circuits for airbags, ABS braking systems, and compo-
nents for Airbus airliners and for high-speed trains.

Approximately 3 percent of all Austrians work in
agriculture and forestry. In 1998 that sector accounted for
1.3 percent of Austria’s gross domestic product. Al-
though about 41 percent of Austria’s total area is thought
to be suitable for agriculture, currently about 18 percent
of the surface area is actually covered by farmland. An-
other 27 percent of the country’s area is considered as
grassland and nearly half (47 percent) is woods and
forests. With its 20,000 organic farmers, Austria occu-
pies a leading position in Europe in the branch of organic
agriculture.

In 1998, Austrian industry (commodities manufac-
turing, energy, and mining) accounted for 32.4 percent
of the GDP and employed 29 percent of the workforce.
In the field of raw materials and energy generation, Aus-
tria possesses ample resources. It has major deposits of
iron ore and non-ferrous metals. It also has its own re-
sources of oil and natural gas and is the EU’s number-
one generator of hydroelectric power. However, the con-
stant growth of the industrial sector necessitates a
significant amount of supplementary imports. This is also
true of fuels and energy and of the electricity which gen-
erates industry.

There are an unusually high number of medium-size
enterprises in Austria’s commercial industrial sector. Aus-
trian industry covers practically every branch of manu-
facturing starting from basic goods to the labor-intensive
production of finished goods. Plant construction (encom-
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passing the planning, delivery, and assembly of industrial
facilities) is among the most important industries of the
country. Plant construction and electronics sectors are
strongly export-oriented. Another export-oriented sector
is Austria’s handicrafts, famous worldwide for, among
other things, costume jewelry, ceramics, and glassware.

AGRICULTURE

The agriculturally productive land of Austria covers
28.1 million hectares (69.5 million acres), or 94 percent
of the total area. The provinces having the largest pro-
portion of arable land are in the southern parts of the
country. The total value of agricultural exports in 2000
was US$2.85 billion and that of imports was US$4.56
billion. A large amount of agricultural exports go to
neighboring Italy.

FARMING. Austrian farms, like those of other West Eu-
ropean mountainous countries, are small and fragmented.
Their products are relatively expensive, with an emphasis
on cash crops. Although Austrian farmers provide about
80 percent of domestic food requirements of the country,
the agricultural contribution to the gross domestic prod-
uct has declined since 1950. The principal agricultural
products are wheat, rye, oats, barley, corn, potatoes, sugar
beets, and cattle turnips. Besides these principal crops,
other crops of considerable magnitude are: buckwheat,
flax, tobacco, fuller’s thistle, and cabbage. The principal
garden products are kitchen vegetables and fruit, of which
large quantities are exported. The best fruit districts are in
Upper Austria and Styria. The primary meat products are
beef and veal, chicken, duck, game, goose, horse, lamb,
pork, rabbit, and turkey. The most valuable agricultural
exports in 2000 were non-alcoholic beverages, chocolate
products, beef, pastry, and processed fruit. Large quanti-
ties of wheat and maize are imported, much of it from
neighboring Hungary. Important exports are barley, oats,
milk, beef, and pork.

FOREST PRODUCTS. Forests occupy just over one-third
of the productive area of Austria or 98,000 square kilo-
meters (38,000 square miles). As much as 85 percent of
all Austrian forests are dominated by tall timber, such
as oak, pine, beech, ash, elm, and spruce, which are im-
portant in the paper and pulp industry and in building
construction. In 2000 about 17 million cubic meters
(590 million cubic feet) of round wood was cut. A com-
prehensive reforestation and conservation program has
been in progress since the early 1950s to compensate
for damage inflicted during WWII and for postwar over-
cutting of forest trees. Economic development in 1998
and the opening towards the EU market have also af-
fected forestry. Although the number of employees and
production decreased slightly, investments in forestry
increased.
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FISHERIES. The fisheries of Austria are very extensive.
The numerous rivers of Austria swarm with a great va-
riety of fish. The lake fisheries are largely developed and
employ about 4,000 vessels and over 16,000 fishermen.
Fishing for sport in the mountain streams is popular and
constitutes a large source of income. However, most table
fish are imported.

INDUSTRY

The essential industries in Austria are construction,
machinery, vehicles and parts, food processing, chemi-
cals, lumber and wood processing, paper and paperboard,
communications equipment, energy production, and min-
ing. Austria has favorable conditions for industrial ac-
tivity, including a very well developed infrastructure, a
rich source of raw material, and a skilled, moderately ex-
pensive labor force. Industrial output in 2000 (including
energy production) grew by an estimated 6.8 percent over
the previous year. The biggest growth rate, 11.1 percent,
was recorded for capital goods, while production of con-
sumer goods expanded by 2.6 percent.

MANUFACTURING. The Austrian manufacturing indus-
try consists of a few large organizations, most of which
operate under government control, and a great number
of small and medium-size production units. Manufac-
turing remains focused on medium-technology sectors
producing intermediate and capital goods, much of it
bound as exports to neighboring Germany. Due to its
well-established export markets, the manufacturing sec-
tor has a relatively low level of research and develop-
ment expenditure, at 1.6 percent of gross domestic prod-
uct in 1999, as compared to the EU average of 1.9
percent. The principal manufacturing products are tex-
tiles, metals, alcoholic beverages, leather, paper, sugar,
glass, porcelain, earthenware, chemicals, and scientific
and musical instruments. Because of the traditional pop-
ularity of Austrian wood, glass, textile, and ceramic
handicrafts, many establishments produce such goods.
The principal industrial products are pig iron, crude steel,
rolled steel, motor vehicles, cement, fertilizers, paper,
and cotton, woolen, and synthetic yarns and fabrics. An-
nual production of crude steel totaled about 3.95 million
metric tons in 2000. The textile industry in all its
branches (cotton, woolen, linen, silk, flax, and hemp) is
a historic industry and is mostly concentrated in the
southern part of the country.

MINING AND ENERGY. The annual production of prin-
cipal minerals in 2000 included lignite coal (1.8 million
metric tons), iron ore (1.6 million metric tons), crude oil
(1.2 million metric tons), magnetite (1.0 million metric
tons), salt (702,000 metric tons), and zinc ore (16,450
metric tons). Other substances commercially mined in-
cluded copper, lead, antimony, bauxite, tungsten, and
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natural gas. Austria has numerous hydroelectric installa-
tions, which together produce nearly two-thirds of the
country’s electrical output. More than 51 billion kWh of
electricity are generated each year.

SERVICES

Austria has an advanced industrial economy with a
significant service sector. The service sector contributes
more than 66 percent of the gross domestic product and
employs 68 percent of the population. There is a substan-
tial amount of foreign investment in the service sector. For-
eign interests control most of the large computer-servicing
firms, whereas tourism is in the hands of local interests.
Management consultancy has also come to play a larger
role in the Austrian economy, especially given Austria’s
role as a link between Eastern and Western Europe.

TOURISM. Because of its wealth of cultural and recre-
ational facilities—including historical sites and winter and
summer resorts in the spectacular mountains—Austria has
a large tourism industry, which acts as a major earner of
foreign exchange. More than 8 percent of Austrians are
employed in the tourism industry. Tourism is based on
the services of traditional agriculture in the Alpine region
of Austria, where tourists appreciate the cultural landscape
safeguarded by farmers. As many as 17,000 farmers an-
nually rent private rooms to holiday-makers. In 1998, this
category accounted for about 15 million overnight stays
out of the total 111 million overnight stays in Austria.
Austria’s major cities are also a major attraction, for they
boast some of the most impressive architecture in Europe
and are known for the quality of their theatre, music, and
museum art. According to the World Tourism Organiza-
tion, Austria had 16.7 million visitors in 1997 and these
visitors spent US$12.4 billion in the country. Increasingly,
however, Austria has experienced a decline in the num-
bers of overnight stays due to its high prices compared to
Eastern European countries.

FINANCIAL SERVICES. The contribution of the financial
services sector to gross domestic product amounted to 6.3
percent in 2000. It employed some 110,000 people, or
3.6 percent of the workforce. The sector grew by 4.1 per-
cent per year over the 1996-2000 period. Austrians’
propensity to save, at about 25 percent of gross domes-
tic product, has contributed to the success of the finan-
cial services. Austria’s domestic savings to GDP ratio in
1999, according to the World Bank, was more than Ger-
many’s 23 percent or the United States’ 15 percent. With
about 1,000 banks, Austria has more than twice as many
banks as neighboring Switzerland. Central and Eastern
Europe comprise one area where Austria’s banks have a
competitive lead over European rivals. Raiffeisen Zen-
tralbank has 2,500 staff and 80 branches in Central Eu-
rope and Bank Austria has 100,000 personal customers
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in the region. In addition to its presence in Western Eu-
rope, Austrian bank exposure abroad is also found in
neighboring Hungary and the Czech Republic. Bank Aus-
tria has also been active in Russia.

RETAIL. At the turn of the 21st century Austria was un-
dergoing a major shift in the nature of its retail estab-
lishments from a system based on small, locally-owned
shops to one based on larger franchises and foreign-owned
chains. EU membership has brought the entrance of large
grocery, clothing, and household goods stores to the coun-
try, often driving family-owned businesses out of busi-
ness. Small shops and boutiques once made up nearly 90
percent of the retail sector, but that number began shrink-
ing in 1995. By 1999 large shopping centers and malls
accounted for 12 percent of retail sales, and 33 new malls
were in development in 2001. German retail chains rep-
resent the dominant foreign presence in the retail sector.

Franchising is a small but growing factor in the Aus-
trian economy. Experts estimate that it accounts for about
US$830 million in annual sales or just over 2 percent of
total retail sales (compared to almost 50 percent in the
United States). Current growth in the franchise market of
Austria is around 10 percent annually. About 1 in 3 fran-
chise systems operating in the country is of local origin.
The top foreign participant in the Austrian franchising
economy is Germany, with around 20 percent of the fran-
chise systems, followed by the United States, with about
5 percent of all the systems.

INTERNATIONAL TRADE

Austria’s economy is dependent on foreign trade and
closely linked to the economies of other EU countries,
particularly Germany. Austria trades with some 150
countries, with the European Union accounting for about
two-thirds of the total. Beside a variety of goods, Aus-
tria exports money in the form of investments. It is a ma-
jor investor in the former Eastern European countries,
with some 40 percent of all direct foreign investments in
that part of the world coming from Austria. Another im-
portant branch of Austria’s foreign trade sector is transit
trade for goods and services traveling east and west across
Europe.

Austrian exporters sold merchandise worth US$65.6
billion in 2000, up from US$62.9 billion in 1999. In 2000,
Austria’s international trade continued to grow. The trade
balance deficit dropped from 8.4 percent to 5.6 percent
of the export volume, reaching its lowest level since 1945.
The sound economic situation in Central and Eastern Eu-
rope, the booming economy in the United States, and the
moderate economic development in the European Union,
as well as the favorable exchange rate were the main
contributing factors. What grew strongest was foreign
trade with the Eastern European countries and the United
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Trade (expressed in billions of US$): Austria

Exports Imports
1975 7.519 9.394
1980 17.489 24.444
1985 17.239 20.986
1990 41.265 49.146
1995 57.642 66.386
1998 62.767 68.277

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

States. Exports to Eastern Europe rose 23 percent in 2000
and imports 29 percent, while exports to North America
increased by about one-third. Exports to the European
Union rose 12 percent, while imports grew by 10 per-
cent. Exports to Asia climbed by almost one-fifth in 2000,
while those to Latin America showed a modest rise of
9 percent.

EU countries absorb the majority of Austrian exports
and provide the majority of imports. In 1999, EU coun-
tries purchased 65 percent of Austria’s exports, with Ger-
many taking 36 percent, Italy 9 percent, and France 5
percent. Switzerland and Hungary each purchased 5 per-
cent of Austria’s exports. In 1999, 70 percent of all im-
ports came from EU countries, with Germany providing
42 percent, Italy 8 percent, and France 5 percent. The
United States is Austria’s largest non-European trading
partner, taking 4.5 percent of Austrian exports and pro-
viding 5 percent of its imports. Although the accession
of Austria to the European Union has brought stiffer com-
petition from European producers, U.S. exports to Aus-
tria increased considerably in the mid to late 1990s. Some
U.S. exporters, particularly those in the data processing
hardware and semiconductor sectors, are confronted with
higher customs tariffs and regulations. Others have ben-
efited from lower EU tariffs.

The EU ban on beef imports from cattle treated with
hormones severely restricted U.S. exports of beef to Aus-
tria. Despite a World Trade Organization decision that
the ban was inconsistent with the rules of international
trade, the European Union did not lift the ban. Further-
more, the European Union ruled out the possibility of im-
porting U.S. poultry or products containing poultry. The
import of genetically modified food—what some Euro-
peans call “Frankenstein food”—with the United States
being the primary producer, was also banned. Austria
went even further than its EU partners: Novartis corn and
Monsanto BT corn, for example, which were major ge-
netically modified foods approved by the European Com-
mission, were banned imports in Austria.
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Exchange rates: Austria

euros per US$1

Jan 2001 1.0659
2000 1.0854
1999 0.9386
1998 12.379
1997 12.204
1996 10.587

Note: Amounts prior to 1999 are based on Austrian schillings per US dollar.

SOURCE: CIA World Factbook 2001 [ONLINE].

MONEY

Austria has pursued moderate, stable, long-term fis-
cal and monetary policies. Throughout the decade, the
money supply was constantly growing, as well as Austria’s
exports, imports, government revenue and spending, gross
domestic product, and income. The Austrian currency, the
schilling, is strong and convertible. Once called the alpine
dollar, the Austrian schilling has become one of the most
stable currencies in the world. The Austrian schilling de-
preciated against the dollar in 1996 and 1997 but was sta-
ble against most European currencies. With the decision
on the European Monetary Union in place, fluctuations of
the schilling against the currencies of the other 10 Euro-
pean Monetary Union participants were minimal during
the remainder of 1998. The dollar continued to strengthen
against the schilling during the first half of 1998 and 1999
parallel to its rise against the Euro.

In 1999, Austria adopted the euro, the common cur-
rency of the European Union, at a fixed conversion rate of
ATS13.76 to Eurol. At the same time, Austria surrendered
its sovereign power to formulate monetary policy to the
European Central Bank (ECB), in line with other EU mem-
ber states participating in the European Monetary Union.
Austria’s central bank, the Osterreichische National Bank
(ANB), is a full participant in the European System of Cen-
tral Banks. The government successfully met all conver-
gence criteria due to austerity measures implemented in
1996-97 and is pursuing a policy of further reducing the
fiscal deficit and the public debt. The ECB’s focus on
maintaining price stability in formulating exchange rate
and monetary policies is viewed by the ANB as a contin-
uation of the hard schilling policy the ANB pursued since
1981. By fixing the Austrian schilling to the German mark,
the government successfully kept inflation under control
and promoted stable economic growth.

POVERTY AND WEALTH

The World Bank ranks Austria seventh in the world
in terms of annual per capita income. The annual gross
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GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Austria 18,857 22,200 23,828 27,261 30,869
United States 19,364 21,529 23,200 25,363 29,683
Germany N/A N/A N/A N/A 31,141
Hungary 3,581 4,199 4,637 4,857 4,920
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

domestic product per capita is estimated to have sur-
passed US$30,000 by the late-1990s. Living standards
are very high, and due to socialist policies of the federal
government, the incidence of poverty is minimal. In 2000,
the mean unemployment rate stood at 7.1 percent, and
the mean gross monthly income was US$1,922.

There is no legally mandated minimum wage in Aus-
tria. Instead, minimum wage scales are set in annual col-
lective bargaining agreements between employers and
employee organizations. Workers whose incomes fall be-
low the poverty line are eligible for social welfare ben-
efits. Over half of the workforce works a maximum of
about 38.5 hours per week, a result of collective bar-
gaining agreements. The Labor Inspectorate ensures the
effective protection of workers by requiring companies
to meet Austria’s extensive occupational health and
safety standards. The Austrian system of social insurance
is comprehensive, including sickness, disability, acci-
dent, old-age, and unemployment benefits; allowances
for families with children; and rent aid. The program is
financed by compulsory employer and employee contri-
butions. Health insurance and some other types of insur-
ance are voluntary for individuals who are self-employed.
Health conditions and facilities in Austria are considered
excellent.

Distribution of Income or Consumption by Percentage
Share: Austria

Lowest 10% 4.4
Lowest 20% 104
Second 20% 14.8
Third 20% 18.5
Fourth 20% 22.9
Highest 20% 33.3
Highest 10% 19.3

Survey year: 1987

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
bIncludes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Austria 20 10 1 4 9 9 38
United States 13 9 9 4 6 8 51
Germany 14 6 7 2 10 7 53
Hungary 25 5 17 6 20 12 15

WORKING CONDITIONS

Austria was ranked number-one in the World Com-
petitiveness Report of 1999 for quality of life, providing
high-performance infrastructure and rapidly falling
telecommunications and energy costs. It also has one of
the best records of price stability in the world. Corporate
tax rates are one of the lowest among leading industrial
nations.

There is a strong labor movement in Austria. The
Austrian workforce is 3.7 million, 40 percent being fe-
males. About 45 percent of the total Austrian labor force
belongs to the 14 unions that make up the Austrian Trade
Union Federation. Membership in unions is voluntary,
but all wage earners are required by law to join their re-
spective chambers of labor. Guarantees in the Austrian
constitution governing freedom of association cover the
rights of workers to join unions and engage in union ac-
tivities. The Austrian Trade Union Federation (OGB)
comprises constituent unions with a total membership of
about 1.5 million. Since 1945, the OGB has pursued a
moderate, consensus-oriented wage policy, cooperating
with industry, agriculture, and the government on a broad
range of social and economic issues in what is known as
Austria’s social partnership.

Compared to other EU member states, Austria has
the third lowest unemployment rate, with only the Nether-
lands and Luxembourg providing better job opportunities.
(The European Union’s average unemployment rate was
8.5 percent by the end of 2000.) In addition, Austria prides
herself on having the lowest youth unemployment rate in
Europe. In the past, both the federal government and the
state governments spent billions of schillings to provide
vocational training to those who left school at the end of
compulsory education and to help others achieve sec-
ondary school qualifications. Now that more companies
are willing to take on apprentices, the government has de-
cided to restructure its vocational programs.

At a time of prosperity for the Austrian economy,
however, the country received unexpectedly poor ratings
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from the Union of Industrial and Employers’ Confeder-
ations of Europe (UNICE). It sharply criticized Austria
for underfunding research and development. The organi-
zation also pointed out that Austria had far too few highly
trained information technology personnel. UNICE ex-
pected a shortage of 13,000 qualified information tech-
nology workers.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1918. Austro-Hungarian empire collapses at the end of
World War I, and the Republic of Austria is formed.

1922. Austria receives a loan from the League of Na-
tions, pledging to remain independent for 20 years.

1930s. Dictatorship of Engelbert Dollfuss occurs.

1934. In February civil war breaks out, and the Social-
ist Party is outlawed.

1934. A coup d’etat by the National Socialists fails in
July, and Dollfuss is assassinated by the Nazis.

1938. Austria is incorporated into Germany’s Third
Reich.

1945. In April Soviet troops liberate the eastern part of
Austria, including Vienna. Austria is divided.

1945. Under the Potsdam agreements, the Soviets take
control of German assets in their zone of occupation.

1955. All occupation forces are withdrawn, and Aus-
tria becomes free and independent.

1955. The Nationalrat enacts the Federal Constitu-
tional Law, declaring the country’s permanent neutral-
ity. Austria becomes a member of the United Nations.

1979. Austria gains a permanent seat in the United
Nations.

1972. Austria signs a free trade agreement with the
European Community, abolishing all industrial tariffs.
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1995. Austria becomes a full member of the European
Union, together with Finland and Sweden.

1995. Austria joins NATO’s Partnership for Peace
program.

FUTURE TRENDS

Forecasts for economic growth in 2001 have been
positive. A double-digit growth rate is expected in in-
dustrial output, retail trade has grown by 5 percent, and
tourism is booming. Gross domestic product is likely to
advance by 3.1 percent rather than the predicted 2.8 per-
cent. Interest rates will rise slightly but remain low. De-
mand for Austrian goods is up, and this makes for full
order books in the country’s exporting industries. In ad-
dition to increased sales abroad, recent tax breaks are be-
ing used by private households for additional consumer
spending rather than stocking up their savings accounts.
Business confidence is buoyant given the competitive po-
sition of Austria’s industry, strong foreign investment,
and good export opportunities. Inflation is expected to
remain lower than the EU average. The challenges that
face the Austrian economy in the future will be securing
the greatest possible congruence of its economic policy
with common EU policies, most notably in the fields of
trade, agriculture, regional development, taxation, and
monetary policy.

On the agricultural side, Austria’s organic farming and
food industry may serve as an example to the world as an
alternative to genetically modified food and hormone-
treated cattle and poultry. With its ban on imports of ge-
netically modified food, mostly produced in North Amer-
ica, and the outbreak of mad cow disease in Europe and
foot-and-mouth disease worldwide, the already well-
established organic farming of Austria is expected to con-
tinue to grow, generating record profits. Austria also faces
social challenges of containing its right wing nationalists,
as manifested by the ultranationalist Freedom Movement
Party, and upholding the rights of thousands of non-ethnic
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Austrian and non-European immigrants who now compose
an increasingly larger part of Austrian society.

DEPENDENCIES

Austria has no territories or colonies.
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CAPITAL: Minsk.

MONETARY UNIT: The Belarusian ruble (BR)
became the official currency in May 1992. New
bank notes introduced in 2000 include 1, 5, 10, 20,
50, 100, 500, 1,000 and 5,000 ruble notes. The
currency contains no coins. As of February 2001,
BR1,244 equaled US$1.

CHIEF EXPORTS: Machinery, transport equipment,
chemicals, metals, textiles, foodstuffs.

CHIEF IMPORTS: Fuel, natural gas, industrial raw
materials, cotton fiber, sugar, foodstuffs.

GROSS DOMESTIC PRODUCT: US$55.2 billion
(1999 est.).

BALANCE OF TRADE: Exports: US$5.95 billion
(2000). Imports: US$6.55 billion (2000).

COUNTRY OVERVIEW

LOCATION AND SIZE. Belarus is a landlocked state in
Eastern Europe bordering Poland, Lithuania, and Latvia
to the west; Ukraine to the south; and Russia to the east
and north. It has a total border of 3,100 kilometers (1,900
miles), with almost one-third of its border (960 kilome-
ters, or 600 miles) touching Russia. Slightly smaller than
the state of Kansas, Belarus covers an area of 208,000
square kilometers (80,000 square miles). Belarus is di-
vided into 6 oblastsi (provinces). The cities of Minsk,
Gomel, Brest, Vitsyebsk, Grodno, and Mogilev are the
capital cities of these oblastsi.

Belarus is the smallest of 3 Slavic republics (with
Russia and Ukraine) that were once part of the Soviet
Union. These Slavic republics, along with 12 other re-
gions, gained their independence from the Soviet Union
in 1991.

POPULATION. The population of Belarus was estimated
at 10.4 million in July 2000, with almost 75 percent liv-
ing in urban areas. The population of the city of Minsk
alone was estimated at 1.67 million in July 2000. The
number of people living in Belarus peaked in 1993 and
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Republic of Belarus
Respublika Byelarus

has been declining at an average annual rate of 0.5 per-
cent. It is estimated that by 2015 the population will fall
to 9.8 million. The negative population growth rate is
partly due to a falling life expectancy (68 years; 62 years
for males and 74 for females), a low fertility rate, and
emigration. Belarusians are marrying at an older age and
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having fewer children. Low fertility combined with in-
creased emigration has resulted in an older population.
In 1960, for example, 32 percent of the population was
considered “young” and 14 percent was considered “old.”
The corresponding figures for 1996 were 23 percent and
21 percent.

Ethnic Belarusians make up more than 77 percent of
the country’s population. Russians, many of whom were
migrants to Belarus while it was still part of the Soviet
Union (1917-91), form the second largest ethnic group
(13 percent). The remainder of the population are Poles
(4 percent), Ukrainians (3 percent), and Jews (1 percent),
with a small number of Latvians, Lithuanians, and Tar-
tars (0.1 percent). Before World War 11, Jews constituted
the second largest ethnic group in the country.

Belarusians emigrate from their country for eco-
nomic, military, political, and religious reasons. Some es-
timates put the number of Belarusians living abroad at
between 3 to 3.5 million. The United States is one of the
principal countries of Belarusian emigration. Since 1946,
more than 500,000 Belarusians have emigrated to the
United States, many fleeing a country devastated by
World War II (1939-45).

Both Belarusian and Russian are official languages.
The Belarusian language is an East Slavic language,
closely related to Russian and Ukrainian. Like many of
the Slavic languages, Belarusian uses the Cyrillic alpha-
bet. Most Belarusians who profess a religion adhere to
the Eastern Orthodox Church. There is, however, a siz-
able minority of Roman Catholics, and the Eastern-rite
(Uniate) church is experiencing a revival after centuries
of persecution under Eastern Orthodox-dominated Tsarist
Russia and atheistic (not subscribing to any religion)
Soviet rule.

OVERVIEW OF ECONOMY

The breakup of the USSR (Union of Soviet Social-
ist Republics) in 1991 had a negative impact on Belarus.
Although the majority of the former Soviet republics
quickly shifted their economies toward the free market
system, Belarus was among the slowest to open up its
economy. International financial institutions, such as the
World Bank, International Monetary Fund (IMF), and the
European Bank for Reconstruction and Development
(EBRD) assisted the country with credits and special eco-
nomic development projects. Although their efforts re-
sulted in some positive outcomes, they also increased Be-
larus’s international debt. Whereas in 1991 the country
was practically debt-free, in 2000 Belarus owed nearly
US$800 million to foreign banks and government bodies.

Agriculture and industry are the largest sectors of Be-
larus’s economy, making up 13 percent and 34 percent
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of GDP in 2000, respectively. Wheat, rye, oats, potatoes,
flax, hemp, and sugar beets are the primary agricultural
products. Dairy and beef cows, pigs, and chickens are also
raised. The main industrial items produced in Belarus are
tractors, trucks, earth movers, metal-cutting machine
tools, agricultural equipment, motorcycles, chemicals,
fertilizer, textiles, and some consumer goods. Peat, the
country’s most valuable mineral resource, is used for fuel
and fertilizer and in the chemical industry. Belarus also
has significant deposits of clay, sand, chalk, dolomite,
phosphor, and rock and potassium salt. Forests cover one-
third of the country’s territory and the lumber industry is
economically important as a result. Having only small re-
serves of petroleum and natural gas of its own, Belarus
imports most of its oil and gas, mainly from neighboring
Russia. It also imports large quantities of grain. The main
export items are machinery and household items.

The Chernobyl nuclear power plant accident that
took place on 26 April 1986 in Ukraine released massive
amounts of radiation, contaminating large amounts of
agricultural land in Belarus. An estimated 150,000 in-
habitants had to move, and many people needed medical
help. Chernobyl caused the government to take more than
23 percent of the country’s agricultural land and 20 per-
cent of forest land out of production. Economic output
declined for several years after the accident, but revived
somewhat in the late 1990s. The economic revival was
due to several factors, including improved production
techniques, better relations with foreign countries, and
the introduction of privatization.

Under the socialist system of the Soviet Union, Be-
larus’s economy was merely part of the national econ-
omy of the Soviet Union. After winning independence
from the Soviet Union in 1991, Belarus moved very
slowly on free market reforms, keeping its basic eco-
nomic reliance on Russia. Some reforms were imple-
mented between 1991 and 1994, but they did not last long
enough to make an impression. When Alexander Grig-
orjevich Lukashenka became president in 1994, many of
these free market economic reforms were reversed. The
government reintroduced price controls (an enforced
price on an item) on at least 26 basic goods and services.
Currency exchange regulations were re-imposed, and pri-
vatization was halted. The government subsidized busi-
nesses and farms. About half of all enterprises remained
in state hands in 2000. Structural reform has been slower
than in most other Commonwealth of Independent
States (the CIS is made up of 12 republics of the former
Soviet Union, not including the 3 Baltic countries of
Latvia, Lithuania, and Estonia).

Russia remains Belarus’s main trading partner, ac-
counting for more than 50 percent of Belarus’s foreign
trade. Belarus has made several attempts at economic and
political re-integration with Russia. Belarus seeks to use
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the Russian ruble as its currency by 2005, and hopes to
see a common Russia-Belarus currency by 2008. Other
major trading partners are Ukraine, Poland, and Germany.

POLITICS, GOVERNMENT,
AND TAXATION

There are 3 governmental branches in Belarus: the
executive, including the president, prime minister, and
council of ministers; the legislative, consisting of parlia-
ment; and the judicial, or the Supreme Court. Belarus has
a president as the head of the state, who serves a 5-year
term. The president appoints the prime minister, who is
the head of the government. A bicameral (2-house) par-
liament consists of the 64-seat Council of the Republic
and the 110-seat Chamber of Representatives. Judicial
power in Belarus is in the hands of courts. The Consti-
tutional Court exercises control over constitutionality
(determination of legal validity based on the constitu-
tion) of acts and decrees. Administratively, the country
is divided into 6 oblasts (administrative divisions). Lo-
cal administration and decision making are carried out
primarily by the Soviets of Deputies. There are several
registered political parties: the Belarusian Popular Front,
Party of Popular Accord, Union of Belarusian Entrepre-
neurs, Belarusian Party of Communists, Belarus Peasant
Party, Belarusian Socialist Party, Social Democrat Party,
Agrarian Party of Belarus, and United Democratic Party
of Belarus.

President Lukashenka consolidated his power through
a highly controversial election held in 1994. Based on the
results of this vote, the Constitutional Court lost its inde-
pendence, and the democratically elected parliament was
abolished and replaced by presidential appointees. Presi-
dent Lukashenka used his increased power to suppress the
freedoms of speech, press, association, and assembly. He
also eliminated the system of checks and balances over
the executive branch. In 1996 Lukashenka extended his
term, which should have ended in 1999, to 2001.

Belarus

Taxes are the primary source of government revenue.
The taxation system of Belarus includes national and lo-
cal taxes as well as other types of taxes and duties. Na-
tional taxes are collected throughout the country and
transferred to the national budget and extra-budgetary
state funds. Local taxes are levied only within respective
administrative and territorial units and transferred to lo-
cal budgets. Belarus signed international agreements on
avoiding double taxation with a number of countries. The
country took steps to liberalize taxation and customs reg-
ulations, granting some benefits to investors in the 1990s.
Belarusian laws allow foreign entities to make direct pri-
vate investments in the Belarusian economy through the
creation of joint ventures with as much as 100 percent
participation of foreign capital.

From 1993 to 1999, investments in Belarus totaled
US$697 million, a low figure compared to other former
Soviet countries. The bulk of foreign investment came
from Gazprom (Russia’s state-owned gas company). The
Yamal pipeline project funded by Gazprom will export
natural gas to Western Europe via Belarus. Western in-
vestors in Belarus include the Coca-Cola company, which
has been building a US$50 million plant in the capital city
of Minsk, and Ford Motor Company, which holds a 51
percent stake in a truck assembly plant outside of Minsk.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Belarus has an extensive though aging infrastruc-
ture, which is badly in need of investment for repair and
maintenance. A network of over 5,488 kilometers (3,409
miles) of railways and 52,131 kilometers (32,380 miles)
of primary and secondary roads serve the country. About
11 percent of all roads are unpaved. The railways are used
to transport both people and goods, and are in moderate
use by international transit linking Western and Eastern
Europe. Furthermore, the country has a large and widely
used canal and river system, with 1 port at Mazyr. Nearly
5 percent of the former Soviet Union’s fleet of ships are

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets® subscribers®  Mobile Phones*  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1999 1999
Belarus 174 296 314 N/A 1.9 N/A 0.77 50
United States 215 2,146 847 2443 78.4 458.6 1,508.77 74,100
Russia 105 418 420 78.5 04 40.6 13.06 2,700
Ukraine 54 884 490 15.7 0.0 13.8 4.56 200

Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
“Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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in Belarus. There are 118 large and small airports, few
of which meet international standards. Only 36 airports
have paved runways.

Belarus remains highly dependent on imported en-
ergy and has made little progress toward diversifying its
exports and entering new markets. Many energy con-
sumers, such as households, businesses, and even gov-
ernment offices, have not been able to pay their utility
bills. Energy debt, mostly for natural gas, stood at more
than US$250 million in May 2000. The government at-
tempted to pay its debts by bartering and through agree-
ments directly with Russia and Lithuania. Even though
the large majority of electricity and fuel is imported, there
is some domestic production of energy. In 2000 Belarus
produced 25 billion kilowatts (kWh) of electric power,
1.8 million tons of gasoline, 3,500 tons of diesel fuel, and
5.6 million tons of industrial fuel oil.

Telecommunications services in Belarus are inade-
quate for both public and business use. Hundreds of thou-
sands of applications from household telephones remain
unsatisfied. Some investment on international connec-
tions and businesses has taken place, much of it in Minsk.
There were 296 radios per 1,000 people in 1997, and 314
televisions per 1,000 people in 1998. A domestic cellu-
lar telephone system operated in Minsk, but only 1 per-
son out of 1,000 owned a cellular phone in 1998. By
2000, the country had 9 Internet service providers. How-
ever, the number of personal computers in the country
was very low.

ECONOMIC SECTORS

More than half of the economy of Belarus is owned
and operated by the state. The government’s insistence
on maintaining a centrally planned socialist economy and
encouraging private and foreign investment has not been
successful. Belarus’s economic progress has fallen be-
hind neighboring countries, many of which have adopted
free market economic practices. Yet Belarus has a high
capacity for progress. It has a relatively educated and
skilled labor force (4.44 million in 1999) and it is situ-
ated in a strategic location of Europe. Industrial produc-
tion (34 percent of GDP) dominated the economy in
1999, employing 28.9 percent of the workforce, but ser-
vices employed almost half of the total workforce.

The lack of a free market system and human rights
violations, such as the arrest of peaceful political activists
and the control of radio and television stations, has dis-
couraged substantial amounts of foreign investment. The
country is short of foreign exchange reserves and has a
relatively high inflation rate (more than 150 percent per
year for 1998 and 1999). By March 2000, Belarus had
not reached many of the economic goals through which
it could receive additional International Monetary Fund
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Belarus
GDP-COMPOSITION BY SECTOR-1998 est.

Agriculture 23%
Services 49%

Industry 28%

SOURCE: CIA World Factbook 2000 [Online].

aid. The government has been looking toward Russia for
increased economic cooperation, such as increased trade,
foreign investment, and an eventual unified currency.

AGRICULTURE

Agriculture accounted for 23 percent of the coun-
try’s 1998 GDP and employed nearly 650,000 people, or
more than 17 percent of the labor force in 1999. The ma-
jority of agriculture is conducted on state-owned lands
and farms. Private farms, however, are much more effi-
cient than state farms. Private farms produce an estimated
40 percent of agricultural output, even though they con-
stitute a mere 15 percent of all agricultural lands. The
primary food crops produced by Belarusian agriculture
are barley, corn, potatoes, sugar beets, and wheat. Meat
products include beef, veal, chicken, lamb, and pork. The
most profitable agricultural exports in 2000 were butter,
alcoholic beverages, condensed milk, beef, and cheese.
The total value of agricultural exports in 2000 was
US$377 million, while the value of agricultural imports
was US$911 million.

Independence for Belarus, as in many of the former
Soviet republics, brought economic hardships and food
shortages. Between 1990 and 1998, total agricultural pro-
duction was reduced by 29 percent, and in collective and
state farms, production was reduced by 44 percent. Pro-
duction of grains and pulses in 1998 was 69 percent of
that of 1990, potatoes 88 percent, meat 57 percent, and
milk 70 percent. Animal husbandry also saw a reduction:
the average yield of milk per cow in government farms
fell by 23 percent from 1990 to 1998. The nutritional
value of the average daily ration shrank by 14 percent
during that period. Due to the poor economic situation,
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the per capita annual consumption of meat decreased by
14 kg (19 percent), milk by 59 kg (19 percent), and eggs
by 57 units (18 percent).

Production of grains in 1998 was 4,475,000 tons.
This provided less than half of the minimal grain re-
quirements for the country. Grain yields fell by 31 per-
cent during the period of 1990-98. Land sown to grain
also fell by 4 percent. As a result of the grain shortage,
Belarus was forced to purchase and import grain from
abroad. Russia was a major source of grain imports for
Belarus, making up 44 percent of all grain imports in
1998. Imports of grain from Ukraine constituted another
30 percent of the whole. Ukraine was also a major
provider of corn to Belarus. To encourage the domestic
production of wheat, the government offered an artifi-
cially high price for wheat to farmers.

Belarus requires no less than 350,000 tons of sugar
per year, but the capacity of internal sugar factories is
only 150,000 tons per year. Since internal sugar beet pro-
duction covers only about 44 percent of the country’s
needs, the rest is provided by imports. Belarus purchases
the majority of its sugar from the Ukraine. During 1998
a total of 476,000 tons of sugar was both produced and
imported, leading to an accumulation of sugar reserves
and to the export of excess sugar to other CIS countries,
mainly Russia. The sugar beet growing areas are located
in the Brest, Grodno, and Minsk oblasts, where the 4 main
sugar factories are located. The crop takes only 0.7 per-
cent of total farmland in the country. In accordance with
state sugar program, the development of the sugar in-
dustry aims to increase sugar beet production, increase
the production capacity of the 4 sugar factories, and re-
duce energy and raw material expenses.

Vegetable oil is produced locally and sold to Rus-
sia, and it is imported from the Ukraine. Production ca-
pacities of the fat and oil industry meet the domestic mar-
ket demand for vegetable oil, margarine, mayonnaise, and
soap, as well as allow for the export of some finished
products. The fields devoted to rape (a type of herb with
oily seeds used to make canola oil) were increased from
88,000 hectares in 1998 to 150,000 hectares in 2000. The
total sowing area under oilseeds was still 16 percent less
than what it was in 1990. In order to solve the problem
of domestic vegetable oil needs, to expand the growth of
oilseeds and to increase the efficiency of oilseed pro-
duction, the government supplied farms with quality
seeds, mineral fertilizers, pesticides, and specialized har-
vesting machinery. Furthermore, it strengthened the ma-
terial and technical base for seed processing and drying.
An increase of the domestic production of vegetable oil
was also induced by the rapid rise of the price for im-
ported oils and oilseeds. In 1998 the price of vegetable
oil was US$1,161 per ton as compared to US$823 per
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ton in 1995. The largest volume of vegetable oil export
was recorded in 1998 at 11,300 tons.

INDUSTRY

Industry plays a leading role in the economy of Be-
larus, responsible for 34 percent of its GDP. It includes
more than 100 sectors and 2,000 enterprises, many of
which are fully self-supporting, and employs nearly 1
million people (26 percent of the Belarusian labor
force). Before the breakup of the Soviet Union, much
of Belarus’s industry was geared toward making mili-
tary machinery. After independence, the country faced
the challenges of changing from military to peacetime
production, modernizing factories, and cleaning up in-
dustrial pollution left by old factories.

MANUFACTURING. The main industrial products in-
clude metal cutting tools, trucks, earth movers, motorcy-
cles, bicycles, television sets, radios, refrigerators, and
chemical fibers. In addition, tires, timber, paper, board,
textiles, and clothing are produced. Agricultural machin-
ery is one of the specialties of Belarusian industry. Ba-
sic agricultural machinery produced in Belarus includes
tractors, harvesters, fertilizers, and equipment for live-
stock-raising farms. Engineering and metalworking
plants account for as much as 25 percent of the indus-
trial output. The automotive industry specializes in the
production of heavy-duty trucks. The Minsk tractor plant
produces tractors, tractor engines, and spare parts. In
2000 alone, 26,500 tractors were produced. The electri-
cal engineering industry produces alternating current mo-
tors, power transformers, electric bulbs, and cable prod-
ucts. In addition, computer-aided control systems, clocks,
watches, cameras, and electrical measuring and process
monitoring instruments are produced. Furthermore, road
building machines, building and reclamation machines,
roller bearings, passenger elevators, gas cookers, and
equipment for the food industry are also produced. In
2000, exported manufactured goods included 7,800
trucks, 26,100 tractors, 3,200 metal-cutting machine
tools, 505,100 refrigerators, 161,000 television sets, and
120,000 bicycles.

CHEMICAL AND PETROCHEMICALS. The chemical and
petrochemical industries are well-developed. There are
large complexes for the production of mineral fertilizers,
tires, artificial fibers, and filament. In 2000 they produced
502,000 tons of nitrogen fertilizers, 2.8 million tons of
potash fertilizers, 51.7 million tons of phosphate fertiliz-
ers, 209,000 tons of artificial fiber and filament, and 1.3
million tires for motor vehicles and farm machinery. The
state dominates the chemical and petrochemical sector of
industry, owning 73 percent of production. In 2000, 1 mil-
lion tires, 2.6 million tons of potash fertilizers, and
161,400 tons of artificial fiber and filament were exported.
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SERVICES

TOURISM. Belarus has fewer visits by tourists than its
neighbors, but the numbers are increasing. In 1997, a re-
ported 250,000 tourists visited Belarus, an increase of 36
percent from 1994. Tourists spent US$25 million in 1997.
There are several reasons behind the low number of vis-
itors to Belarus. There are few historic assets on which
to build a tourist industry. Many of the country’s historic
buildings were destroyed during World War II. Minsk
was completely flattened and is now characterized by
grim Stalinist architecture (Stalin was the former dicta-
tor of the USSR) and high-rise buildings. In addition, as
opposed to most Eastern European and Baltic countries
that have dropped visa (government approval to enter a
country) requirements for most visitors, Belarus requires
visas for most tourists. The potential for increased
tourism in Belarus is still favorable because it is consid-
ered a good candidate for ecotourism. Ecotourism could
generate urgently needed revenue, create jobs, and help
conserve the natural environment. The Ministry of Sports
and Tourism and Ministry of Natural Resources and En-
vironmental Protection have looked into establishing na-
tional parks and protected territories and monuments to
stimulate an increase in tourism.

FINANCIAL SERVICES. After independence in 1991, the
Gosbank (state bank) of the USSR was converted into
the National Bank of Belarus (NBB). The specialized
Soviet banks, including Sherbank, Agroprombank, Prom-
stroibank, and Vnesheconombank, were turned into com-
mercial banks offering corresponding specialized ser-
vices. By mid-2000, Belagroprombank and Belarusbank
together accounted for 51 percent of all Belarusian bank-
ing sector assets. There are 22 locally owned and joint
venture banks. The largest joint venture bank was the
Russian Mossbusinessbank. By mid-2000, the banking
system of the republic, with a total of 28 banks, held an
estimated BR1.5 trillion worth of assets (approximately
US$1.6 billion). As a percentage of GDP, this made Be-
larus one of the lowest among the CIS countries. Assets
in local currency accounted for 43 percent of total bank-
ing assets. Among the problems with the banking sector
was a relatively high rate of lending to government en-
terprises (constituting 47 percent of all lending), consid-
ered to be economically unwise.

INTERNATIONAL TRADE

Foreign trade turnover totaled US$12.5 billion in
2000, nearly the same as the previous year, but down 20
percent from 1998. Exports accounted for an estimated
US$5.95 billion and imports US$6.55 billion. Some 60
percent of Belarus’s international trade and 85 percent of
its trade with the CIS were with Russia, making that coun-
try its main trading partner. Half of the trade with Rus-
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Trade (expressed in millions of US$): Belarus

Exports Imports
1994 2510 3066
1995 4706 5562
1996 5652 6938
1997 7300 8688
1998 7070 8548
1999 5922 6664

SOURCE: United Nations. Monthly Bulletin of Statistics
(September 2000).

sia was in the form of barter deals. After the Russian fi-
nancial crisis of August 1998, however, Belarusian ex-
ports to Russia shrank by about 17 percent and imports
from Russia fell by 19 percent. Other CIS trading part-
ners of Belarus were the Ukraine (11 percent of CIS
trade), Kazakhstan (1.4 percent of CIS trade), and
Moldova and Uzbekistan (1 percent each of CIS trade).

Main exports include vehicles (16 percent of total
value of exports), machinery (13 percent), chemicals (13
percent), textiles (12 percent), and metal-ware (9 per-
cent). In 1990, special priority was given to the devel-
opment of bilateral links with various Russian regions.
Exports to Russia in 1999 were 7 times higher than to
any other country. Agricultural exports to Russia were
primarily meat (12 percent of total), dairy products (21
percent), and eggs (7 percent). Nearly 90 percent of Be-
larusian meat and dairy exports went to Russia, in addi-
tion to 50 percent of potato, fruit, and vegetable exports.
Exports to non-CIS countries decreased from 30 percent
in early 1990 to less than 12 percent in 2000. Food and
agricultural exports have increased, while machinery ex-
ports have decreased. Agricultural goods made up 8.2
percent of total trade in 2000 compared to 6.6 percent in
1996. Exports of meat products increased by 40 percent
from 1996 to 2000, dairy products by 60 percent, eggs
by more than 250 percent, and margarine by 440 percent.

Principal imports are energy (25 percent of total im-
ports), machinery and equipment (16 percent), metals (13
percent), and food (11 percent). The main share (more
than 50 percent) of food and agricultural imports comes
from non-CIS countries. Another 25 to 30 percent of such
products are imported from Russia. In 1997 the volume
of agricultural imports was the highest it had been in
years, at US$1.12 billion, and the average annual import
of agricultural commodities during 1996-2000 was
equivalent to US$929.3 million. The import structure
changed after 1991 with some traditionally exported
items such as meat, animal fats, and margarine being im-
ported from abroad.
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Belarus has had a trade deficit since 1995. The trade
balance with Russia, however, has traditionally been pos-
itive. Exports to Russia exceeded imports by more than
200 percent in 2000. In the same year, the trade deficit
with non-CIS countries amounted to US$433 million.
During the 1996-2000 period, goods supplied by non-
CIS countries were cheaper than items imported from
Russia, except dairy products and grain. Vegetables,
fruits, vegetable oil, margarine, and pasta imported from
non-CIS countries were more than 200 percent cheaper;
tea and candies were over 500 percent cheaper; meat
products were 50 percent cheaper; fish was 30 percent
cheaper; and sugar was 40 percent less expensive.

MONEY

Annual inflation in Belarus, as measured by changes
in consumer price inflation, or CPI, has been very high
during the 1990s. It stood at 294 percent by the end of
1999. There were several reasons behind the inflationary
pressure on the economy. The 1998 Russian monetary
crisis had a negative effect on the Belarusian ruble due
to the dependence of the Belarusian economy on Russia.
Government subsidies to several sectors of the economy
(such as agriculture and housing) supported bad lending
practices, poor weather conditions caused low agricul-
tural production, and the government’s periodic expan-
sion of the money supply caused a devaluation of the
Belarusian ruble.

In February 1993 Belarus set up the Inter-Bank Cur-
rency Exchange which is the main trading forum of the
legal currency market. Trades are performed in 4 main
currencies: the U.S. dollar, the German mark, the Russ-
ian ruble, and the Ukrainian grivna. The Russian finan-
cial crisis of 1998 forced the Belarusian ruble to depre-
ciate against the Russian ruble and the U.S. dollar. In
April 2000 the exchange rate stood at BR435 to US$1.
The depreciation of the Belarusian currency continued to
accelerate in the following months, reaching a whopping
BR1,247 to US$1 by mid-February 2001.

Exchange rates: Belarus

Belarusian rubles per US$1

2000 1,180
Dec 1999 730,000
Jan 1999 139,000
1998 46,080
1997 25,964
1996 15,500

Note: On January 1, 2000, the national currency was redenominated at one
new ruble to 2,000 old rubles.

SOURCE: CIA World Factbook 2001 [ONLINE].

Belarus

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Belarus N/A N/A N/A 2,761 2,198
United States 19,364 21,529 23,200 25,363 29,683
Russia 2,555 3,654 3,463 3,668 2,138
Ukraine N/A N/A N/A 1,979 837
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

POVERTY AND WEALTH

For most Belarusians, independence compromised
their economic and physical welfare. Environmental
problems, the loss of life savings, and the continued ef-
fects of the Chernobyl nuclear disaster undermined the
health of the population. Compared to other East Euro-
pean and former Soviet republic nations, the income of
Belarusians lagged behind. The GDP per capita of Be-
larus declined from US$2,761 in 1990 to US$2,198 in
1998, while per capita GDP in Russia and Poland in-
creased by over US$1,000 during the decade (based on
the 1995 exchange rate).

Though many of the former Soviet republics and East
European countries worked to change from socialist, cen-
trally planned economies to free market economies,
Belarus was not anxious to follow that route; as a con-
sequence, the economy was left behind the other former
Soviet states.

The life expectancy of Belarusians, which in the mid-
1970s stood at 71.5 years, was estimated at 68.0 years in
2000. The mortality rate increased from 10.7 in 1990 to
13.0 in 1998. Men had a life expectancy of only 61.8
years, while women were expected to live 74.5 years.
Approximately 22 percent of the population lives below
the poverty line.

Distribution of Income or Consumption by Percentage
Share: Belarus

Lowest 10% 5.1
Lowest 20% 11.4
Second 20% 15.2
Third 20% 18.2
Fourth 20% 21.9
Highest 20% 33.3
Highest 10% 20.0

Survey year: 1998

Note: This information refers to expenditure shares by percentiles of the
population and is ranked by per capita expenditure.

SOURCE: 2000 World Development Indicators [CD-ROM].
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Belarus 36 7 15 7 10 1 14
United States 13 9 9 4 6 8 51
Russia 28 11 16 7 15 8 16
Ukraine 34 5 16 6 4 14 22

WORKING CONDITIONS

The official unemployment rate in the country was
reported at 2.1 percent in 2000. However, the reporting
of the unemployment rate in former Soviet republics is
generally considered inaccurate. Many people are offi-
cially employed at state-owned enterprises, and are re-
ported as such, yet in reality are unemployed or working
part-time in the informal sector of the economy, selling
agricultural produce in the local market or working at
other small businesses.

In 2000, the Belarusian economy had 4.5 million
workers, 60 percent of whom were reportedly employed
in state-owned enterprises. This number may be higher,
since the so-called Joint Stock companies, which were
formerly state-owned and employed more than 270,000
people in 2000, were still functioning with government
assistance. Less than 400,000 people, or only about 9 per-
cent of the workforce, worked in private businesses.

A rural-urban age gap has also emerged. Many of
the young job-seekers migrate to larger urban areas. This
has led to a high concentration of older people in the rural
areas. Older people make up as much as 35 percent of
the population of rural villages. The combination of neg-
ative rural population growth, an aging society, and the
state-run economy, with the emigration of many of the
professionals to western countries, has led to an unhappy
environment for the Belarusian worker.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1919. A Soviet regime is established in Belarus.
1922. Belarus becomes a member of the USSR.

1923. The forced mass collectivization of agricultural
lands begins.

1944. After 4 years of occupation by Nazi Germany,
Minsk is recaptured by the Soviet Army.
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1986. The Chernobyl nuclear power station accident in
Ukraine leaks radiation into Belarus.

1990. Belarus declares state sovereignty from the USSR.

1991. Belarus declares independence. Belarus, along
with Russia and Ukraine, forms the CIS.

1994. Russia and Belarus announce a monetary union,
which is abandoned by Russia a year later. Alexander
Lukashenka is elected as the first president of indepen-
dent Belarus.

1995. Belarus joins NATO’s Partnership for Peace
Program.

1995. Russia and Belarus allow the free movement of
certain goods across their border.

1996. The last nuclear weapon left over from the So-
viet-era is removed from Belarusian territory.

1997. Russia and Belarus sign the Act of Union,
which envisions the union of the 2 countries.

FUTURE TRENDS

The parliamentary election of October 2000 showed
that President Lukashenka would keep his grip on the
country by making sure that his opponents remained out
of power. This continued to damage the legitimacy of his
administration. President Lukashenka is expected to con-
tinue to dominate the political scene in the future, and he
is almost assured of re-election. The opposition will re-
main weak, owing to consistent pressure from the ad-
ministration and a lack of media access. However, the
suppression of the opposition before the presidential elec-
tion would damage relations with Western countries and
international lending agencies.

The Belarusian leadership has had limited vision
when attempting to tackle the country’s economic prob-
lems. While its neighbors to the west (Poland, Lithuania,
and Latvia) have long endorsed free market programs of
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economic reform, with overwhelming success, Belarus
has stubbornly stood by a plan of economic union with
Russia at a time when Russia has been facing economic
uncertainty and political instability. Some polls have in-
dicated that a large segment of the Belarusian population
believes in the supremacy of the state and continues to
expect a communist-like state to look after their well-
being. The hard grip of the former communists on power,
and an aging society with an unsure attitude towards mar-
ket reforms, are likely to contribute to the maintenance
of the status quo in Belarus, with continuing economic
hardship and political repression.

DEPENDENCIES

Belarus has no territories or colonies.
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CAPITAL: Brussels.

MONETARY UNIT: Belgian franc (BEF). One franc
is equal to 100 centimes. However, the centimes
denominations are no longer used. The Belgian
franc is exchangeable on an equal basis with the
Luxembourg franc. In 1999, Belgium began using
the euro, the common currency of the European
Union. The franc is set at a fixed exchange rate of
40.3399 per euro. The euro will replace all local
currencies within the EU in 2002.

CHIEF EXPORTS: Machinery and equipment,
chemicals, diamonds, metals and metal products.
CHIEF IMPORTS: Machinery and equipment,
chemicals, metals and metal products.

GROSS DOMESTIC PRODUCT: US$259.2 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$181.4 billion
(f.o.b., 2000). Imports: US$166 billion (c.i.f.,
2000).

COUNTRY OVERVIEW

LOCATION AND SIZE. Belgium is a nation located in
Western Europe. It is between the Netherlands to the
north, Germany and Luxembourg to the east, France to
the south, and the North Sea to the west. Belgium is about
the size of Maryland, has an area of 30,510 square kilo-
meters (11,780 square miles) and includes 280 square
kilometers (108 square miles) of inland waterways. It has
66 kilometers (41 miles) of coastline and its borders to-
tal 1,385 kilometers (861 miles). Belgium shares 620
kilometers (385 miles) with France, 167 kilometers (103
miles) with Germany, 148 kilometers (92 miles) with
Luxembourg, and 450 kilometers (280 miles) with the
Netherlands. The nation also claims an exclusive fishing
zone that extends 68 kilometers (42 miles) into the North
Sea. Belgium is the traditional crossroads of Europe and
its capital, Brussels, also serves as the capital of the Eu-
ropean Union (EU). Brussels also serves as the head-
quarters of the North Atlantic Treaty Organization
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Kingdom of Belgium
Royaume de Belgique
Koninkrijk Belgié

(NATO) and the Western European Union (WEU). Brus-
sels is located in the middle of the country and has a pop-
ulation of 954,460. It is one of the largest cities in Bel-
gium. In contrast, Antwerp, Belgium’s second largest city
has a population of 447,632 and is located in the north-
ern area of the nation. Lastly, Ghent, Belgium’s third
largest city has a population of 224,074 and is in the
northwest.

POPULATION. In July 2000, it was estimated that Bel-
gium had a population of 10,241,506. The population
growth rate is estimated at a low 0.18 percent. The fer-
tility rate is estimated at 1.61 children born per woman
and the birth rate consists of 10.91 births per 1,000 peo-
ple. The death rate is 10.13 deaths per 1,000.

Like many advanced industrialized countries, Bel-
gium’s population is aging and 16 percent of the inhabi-
tants are over the age of 65, while only 18 percent are be-
tween the ages of 0 and 14. The life expectancy for men
is 74.47 years and 81.3 years for women. A majority of
Belgians now live in urban areas and, as people from both
the rural areas and immigrants settle in the cities, this
trend is growing rapidly. The population density of Bel-
gium is second only to the Netherlands in Europe.

The nation has 3 major ethnic communities: the
Flemish, the Walloons, and the German-speakers. The
Flemish make up about 58 percent of the population and
speak a form of Dutch known as Flemish. The Flemish
are concentrated in the northern regions of the nation.
The Walloons speak French and mainly live in the south-
ern areas of Belgium. About 31 percent of Belgians are
Walloons. German-speakers are the third major group
and they mainly reside in the east around the city of
Liege. German-speakers comprise about 1 percent of the
population. There are also numerous other ethnic minor-
ity groups in the country. Brussels alone has 19 different

47



Belgium

North
Knokke
Sea Zeebrugge o
Oostende
(Oste BM
< rugge
AN

{

p— 1 . Mechelen
Leuven L4
operige o Hasselt
Brussels GERMANY
s¢ - S
La Loyviere { Mev>> 2 ‘(\P‘\\«@« ABotmnge
— ®Namur o 2,277 R
FRAN E ke N @ 694 m.
c W Charleroi ) o&/ Malmédy
L \ /
N
. A s ‘
LA,
4 77
ef o5 S
% Belgium;
ok’ i
.o : :" v

BELGIUM

25 50 Miles
L |

25 50 Kilometers

bilingual communities. Many of these other groups are
from North Africa and the Middle East, particularly
Turkey. There is also a significant Italian population.
Since World War II, higher birth rates among the nation’s
foreign-born population have increased faster than that
of native Belgians. The majority of new immigrants from
the Mediterranean region tend to settle in the industrial
areas of the Walloons—Brussels and Antwerp. There is
a low migration rate of 0.98 per 1,000. Although a small
number of recent Belgium immigrants return to their
countries of origin each year, most emigrants go to na-
tions within the EU or the United States.

Conflicts between the Flemish and the Walloons
have traditionally divided Belgian society. Throughout
most of the 19th and early 20th centuries, the French-
speaking population dominated the region. However, the
Flemish eventually gained reform, obtained regional au-
tonomy, and then established Flanders as a unilingual re-
gion. The 1970 constitution created 3 autonomous polit-
ical regions: Flanders, Wallonia, and Brussels. In 1984,
the German community of Liege was also granted its own
legislative assembly and began controlling its own edu-
cational and cultural matters. Disputes between the 2
groups continue and have led to numerous political com-
promises, including a new constitution in 1993, which
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changed Belgium from a unitary state (a country in which
the central government has the most political power) to
a federal system (a country in which the central govern-
ment and regional governments collaboratively share
power to a certain degree).

OVERVIEW OF ECONOMY

Belgium has a well-developed free market economy,
based on both industrial and service sectors. It is heav-
ily dependent on international trade and most of its eco-
nomic sectors are geared toward exporting products. The
nation’s exports are equivalent to almost two-thirds of its
GNP. On a per capita basis, Belgium exports twice as
much as Germany and 5 times as much as Japan. In 1999,
the nation ranked number 11 among the world’s top ex-
porters. In spite of its small size, Belgium’s economy has
consistently placed among the top 20 economies of the
world and remains strong. The kingdom’s exports have
given it an account surplus that is the sixth largest among
the highly developed economies of the world.

For most of its history, Belgium’s economy was
based on the nation’s manufacturing capabilities. The
country was the first in continental Europe to undergo
the Industrial Revolution, and through the 19th century
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it was a major steel producer. Large coal deposits helped
fuel the industrialization. At the same time, agriculture
began to decline. This decline was even more pronounced
after World War II, and by 2000, agriculture only ac-
counted for a small percentage of the economy. Cur-
rently, agriculture is concentrated in West Flanders,
Liege, and Eastern Namur. In the post-World War II era,
heavy manufacturing and mining declined. However,
there was significant growth in the service sector, and the
country switched from heavy production to light manu-
facturing and began producing finished products instead
of steel, textiles, and raw materials. Belgium imports ba-
sic or intermediary goods, adds value to them through
advanced manufacturing and then exports the finished
products. With the exception of its remaining coal re-
sources, Belgium has no significant natural resources.

Belgium’s economic strength is based on its geo-
graphic position at the crossroads of Western Europe, its
highly skilled and educated workforce, and its participa-
tion in the EU. During its industrial period, Belgium de-
veloped a highly efficient and capable transportation in-
frastructure that included roads, ports, canals, and rail
links. The multilingual nature of the workforce and its
industriousness has made the workforce one of the most
productive in the world.

The oil crisis of the 1970s and economic restruc-
turing led to a series of prolonged recessions. The
1980-82 recession was particularly severe and resulted
in massive unemployment. Personal and consumer debt
soared, as did the nation’s deficit. Meanwhile, the king-
dom’s main economic activity shifted northward into
Flanders. In 1990, the government linked the Belgian
franc to the German mark through interest rates. This
spurred a period of economic growth. In 1992-93, an-
other recession plagued Belgian history. During this pe-
riod, the kingdom’s real GDP declined by 1.7 percent.
Foreign investments have provided new capital and funds
for businesses and have consistently helped maintain the
economy. Consequently, the government has consistently
implemented programs to encourage foreign investment.
Since Brussels is the capital of the EU, many multina-
tional firms have relocated to the city so they can be near
the bureaucracy and regional body’s government seat.

There are major regional differences in the king-
dom’s economy. In the former industrial and agricultural
areas of the countryside, unemployment rates tend to be
higher. However, in the newer urban centers (where the
service economy is dominant), unemployment rates are
lower. For instance, in Wallonia and Brussels, unem-
ployment rates are 2 to 3 times higher than in Flanders.
Nevertheless, overall national unemployment rates con-
tinue to be lower than the EU average. In addition, wage
levels are among the highest in Europe. In 1993, in an
effort to give the regions greater flexibility to deal with
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economic problems, each region was given broad eco-
nomic powers to control trade, industrial development,
and environmental regulation. Each region has also en-
deavored to attract foreign investment, often to the detri-
ment of other regions.

The government has also engaged in initiatives to
privatize many companies that were formally owned by
the state. Ongoing efforts are underway to privatize 2 of
the largest remaining companies: Sabena (the national
airline) and Belgacom (the main communications com-
pany). Since 1993, successive governments have priva-
tized some 280 billion Belgian francs worth of business.

The kingdom has few energy sources. Consequently,
it must import a substantial amount of fossil fuel (which
provides 42.48 percent of Belgium’s total energy needs).
The country has a well-developed nuclear industry that
provides more than half of Belgium’s energy needs (in
1998, some 55.72 percent of total energy usage). The re-
maining energy needs are met by a limited number of hy-
droelectric and coal plants.

As the profitability of many industries declined in
the post-World War II era, the government attempted to
support them in order to maintain employment. Among
the strategies used were subsidizing certain industries,
mainly steel and textile companies. In addition, the gov-
ernment reduced interest rates and offered tax incentives
and bonuses to attract foreign businesses. All of these
measures helped maintain the economy by preventing
massive unemployment, but they also led to drastic gov-
ernment deficits in the 1970s and 1980s. The government
was then forced to borrow funds from international
sources in order to maintain their imports and to continue
social welfare programs. By the 1990s, successive gov-
ernments diligently worked to reduce the debt. In fact,
they even shifted from foreign to domestic sources in un-
derwriting their debts. In 1999, Belgium’s external debt
was $28.3 billion or about 10 percent of the nation’s to-
tal debt. Belgium is a net contributor of foreign aid. In
1997, the kingdom provided $764 million in foreign
assistance.

Belgium was one of the founding members of the Eu-
ropean Community (later the EU), and has been one of
the foremost proponents of regional economic integration.
In 2000, 80 percent of Belgium’s trade was with other
members of the EU. Membership in the EU was the cul-
mination of longstanding national support for economic
cooperation. For instance, in 1921, Belgium joined with
Luxembourg to form the Belgian-Luxembourg Economic
Union (BLEU). This economic union provides for an in-
terchangeable currency and it established a joint customs
union. Belgium and Luxembourg have also joined with
the Netherlands to form the BENELUX customs union.
This organization oversaw cross-border trade between the
3 nations. Belgium is also a member of the Organization
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for Economic Cooperation and Development (OECD), an
organization of the world’s most highly developed in-
dustrialized democracies.

Belgium has supported the main economic initiatives
of the EU, including the elimination of trade barriers,
such as tariffs, between the organization’s 15 member
states. The EU also coordinates the external trade of its
member states. In 1999, Belgium was one of the found-
ing members of the European Monetary Union (EMU).
EMU will replace the national currencies of its members
with a single currency, the euro. This is designed to fur-
ther ease trade among the nations that adopt the euro by
eliminating currency fluctuations.

POLITICS, GOVERNMENT,
AND TAXATION

Belgium is a constitutional monarchy based on
heredity. After political reforms in the 20th century, the
monarch’s role is now largely ceremonial and symbolic.
The monarch’s main political function is to appoint the
prime minister following elections or the resignation of
the government. In this often-divided country, the sover-
eign is a unifying symbol and plays an important role.
The current king, Albert II, succeeded his brother Bau-
douin who died in 1993.

The executive branch of the Belgian government
consists of the king, prime minister and cabinet. The num-
ber of cabinet ministers is limited to 15. By an unwrit-
ten rule, there is usually a rough balance between Flem-
ish and French-speaking ministers in the cabinet. The
kingdom’s parliament is bicameral (it consists of 2
chambers). The upper house is the Senate and consists of
71 members—40 of whom are elected directly by the
people; the 3 linguistic communities indirectly elect the
other 31. The lower house is the Chamber of Deputies
and has 150 directly elected members. Representatives in
both houses serve 4-year terms. Citizens are required to
vote in national elections. Elections are relatively short,
usually with only a month of campaigning.

There are no national parties in Belgium. Instead the
political parties are divided among the major linguistic
groups. As a result, governments are usually by coalition
(a government composed of members of several differ-
ent political parties).

As a result of the 1993 constitutional revisions, Bel-
gium changed from a unitary government into a federal
system. There are now 3 levels of government: national,
regional, and linguistic community. Including the na-
tional government in Brussels, there are now 6 different
authoritative bodies. Flanders has a single 124-member
assembly which represents the region and Flemish-
language speakers. Wallonia has 2 assemblies, one
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75-member chamber for the region and a 94-member
chamber for all French-speakers. Finally, the Brussels re-
gion has a 75-member body and the German-speakers
have a 25-member assembly.

The government’s multi-layered structure means that
each governmental body has considerable freedom over
their region’s economic activities. The regions and com-
munities have jurisdiction over transportation, public
works, education, housing, zoning, and industrial and
economic policy. Regional governments also coordinate
foreign trade with the national government. Of the total
government spending, 40 percent is controlled by re-
gional and community governments. These funds are pro-
vided through a system of revenue sharing with the na-
tional government. These governments also have the
ability to levy additional taxes and borrow money.

Following the economic recessions of the 1980s and
1990s, the government attempted to stimulate the econ-
omy by implementing various programs. Initially, they
tried to protect declining industries by subsidizing them.
For those workers that lost their jobs because of cutbacks,
generous social benefits were maintained. They also tried
to attract foreign businesses and capital. However, in
1994, these efforts led to a massive national debt that
exceeded the kingdom’s GDP by over 137 percent. In
1992, the government attempted to reduce its debt by im-
plementing various economic policies. Unfortunately,
this task proved to be quite difficult because they did not
meet EMU’s official requirements (which called for a
debt-to-GDP ratio of 60 percent). Nevertheless, Belgium
was admitted in the first round of the monetary union. Its
2000 budget projected a deficit of 1.1 percent and a re-
duction of the national debt so that it equaled 112 per-
cent of the kingdom’s GDP.

In order to reduce this debt, the national government
implemented various strategies. First, it privatized a num-
ber of industries. Since 1993, the government has priva-
tized 280 billion Belgian francs worth of companies, and
is expanding this process. For instance, in 1997, it pri-
vatized some 35 billion francs worth of assets, but in
1998, it increased its privatization campaign to 45 billion
francs. Second, it has cut government spending. Some
programs have been shifted to the regional governments,
while others have been scaled-back. Third, the govern-
ment has reformed the tax structure. The top rate on in-
dividuals is 55 percent, but companies, including foreign
corporations, pay only 39 percent. However, small com-
panies only pay between 29 and 37 percent. There are no
taxes on capital gains and taxes on interest income are
15 percent. Foreign companies are attracted to special
corporate tax breaks on corporate centers, such as call
centers. Still, Belgium has the third highest taxes among
the OECD nations.
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The government utilizes various tactics to promote
certain consumer behaviors and economic activities. For
example, they utilize government-guaranteed mortgage
loans to encourage home construction and building. They
have projects that help immigrant workers build low-
income housing. They have implemented special taxes,
known as ecotaxes, designed to encourage consumers to
purchase environmentally friendly products. In addition,
they have implemented a number of programs to enhance
foreign trade and also offer companies direct subsidies.
Lastly, they provide funds for participation in trade fairs
and the development of market research.

The government maintains price controls on prod-
ucts and services such as energy, rents, and pharmaceu-
ticals. Pharmaceutical price restrictions have hurt com-
petition and prevented foreign companies from entering
the Belgian market. In addition, some U.S. firms such as
Toys ‘R’ Us and McDonald’s have had considerable
problems in obtaining permits and licenses for new op-
erations. Furthermore, the government-owned telecom-
munications company, Belgacom, requires new compa-
nies to pay relatively high fees in order to offer services
to Belgian consumers. In spite of problems in the
telecommunications sector, it is one of the fastest grow-
ing components of the Belgian economy. In order to pro-
mote the sector, the government continues to auction li-
censes for new mobile phone providers and to promote
the use of the wireless Internet.

One of the more significant problems with the econ-
omy is that of procurement. Foreign companies have
had difficulties competing with Belgian firms that are of-
ten given preferential treatment. Specific complaints in-
clude the failure of the government to issue public noti-
fication when it calls for bids on procurement and poor
enforcement of rules.

Continuing government support for economic inte-
gration with the EU will further spur Belgian’s economy.
As trade barriers continue to be dismantled among mem-
bers of the EU, Belgium should be able to expand its ex-
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ports and enhance its role as a port of entry for goods
coming into the region. Although the majority of Bel-
gium’s trade is with its EU partners, the kingdom con-
ducts a significant amount of trade with the United States.
In 1999, it was the ninth largest trading partner of the
United States and imported some $11.9 billion in Amer-
ican services and goods.

Of special concern to the Belgian government are en-
vironmental problems. Centuries of industrialization have
resulted in widespread pollution. Soil contamination and
groundwater pollution exist at many former industrial
sites. Steel production wastes have contaminated the
Meuse River, a major source of drinking water. Other
rivers are contaminated by pollution from agricultural
practices, mainly fertilizers. Industrial air pollution has
created significant amounts of acid rain, both within Bel-
gium and in neighboring countries. There has been a
steady increase in greenhouse gas emissions, including
coal, natural gas, and petroleum emissions. From 1995 to
1999, there was a 12 percent increase in these pollutants.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Belgium has an excellent infrastructure of roads, wa-
terways, ports, and airports. The kingdom has 145,850
kilometers (90,631 miles) of roads that includes 117,701
kilometers (10,999 miles) of paved highways and 1,682
kilometers (1,045 miles) of expressways. In 1997, some
395,505,000 tons of goods were transported across Bel-
gium’s roads. The kingdom is the only nation in West-
ern Europe that has an average of 50 km (31 miles) of
roadways for every 1,000 square kilometers (386 miles).
Brussels is the heart of a dense highway network that ex-
tends beyond the borders of the kingdom to major desti-
nations such as Paris, Amsterdam, and London (via the
tunnel under the English Channel). There are 3,437 kilo-
meters (2,136 miles) of rail lines, the majority of which
are electrified. In 1997, the railways transported approx-
imately 60,696,000 tons of products. There are 2,043

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets® subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Belgium 160 793 510 367.3 173 18.7 286.0 266.90 1,400
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Germany 311 948 580 2145 170 73.1 304.7 173.96 14,400
France 218 937 601 27.5 188 47.4 207.8 110.64 5,370

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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kilometers (1,270 miles) of waterways, of which 1,528
kilometers (950 miles) are in regular commercial use
for the transport of goods. In 1997, there were some
106,978,000 tons of goods shipped across the nation’s in-
land waterways. Finally, there is an extensive network of
pipelines. There are 161 kilometers (100 miles) of crude
oil pipelines, 1,167 kilometers (725 miles) of lines for
petroleum products, and over 3,300 kilometers (2,051
miles) of natural gas pipelines. These pipelines trans-
ported 96,540,000 tons of fossil fuels in 1993.

Belgium’s extensive transportation network and ge-
ographic position have enhanced its role as the major
point of destination for goods entering Western Europe.
The kingdom has 42 airports and a heliport. In 1995,
535,000 tons of goods were shipped via air. The gov-
ernment and the private carrier, SwissAir, jointly own
Sabena, the national airline. There is also a low-cost air
carrier, Citybird, which provides no-frills inexpensive
fares. The international airport at Brussels has become
the hub for several major U.S. air carriers. Antwerp is
Europe’s second largest port facility and is the center of
the international diamond trade. The seaports handled
some 157,413,000 tons of products in 1995. Ghent and
Zeebrugge are also major seaports. Meanwhile, Brussels
and Liege are major river ports. In fact, Liege is the third
busiest river port in Europe. The Albert Canal can han-
dle river barges of up to 2,000 tons, while other canals
easily accommodate barges of up to 1,350 tons. The king-
dom has 22 medium to large merchant marine fleets that
include 7 cargo ships, 7 petroleum tankers, and 8 chem-
ical tankers. Combined, these fleets have a combined
gross tonnage of 35,075 tons.

Belgians have an average of 427 automobiles per
1,000 inhabitants. The telephone system is highly devel-
oped and advanced. There is also an extensive nation-
wide system of cellular phones and 3.7 million mobile
phones currently in use. Mobile phone usage is increas-
ing at a rate of 20 percent per year. The kingdom also
has 3 earth satellite stations. The Internet has gained in
popularity and there are 51 Internet service providers in
the nation. Approximately 1 million families use the
Internet and 30 percent frequently purchase goods and
services online. By 2004, e-commerce is expected to
exceed $13.8 billion per year. In relation to the telecom-
munications industry, the government is in the third year
of a privatization plan. Currently, there are 41 telecom
operators besides the national carrier, Belgacom.

Electrical power production exceeds 78.7 billion
kilowatts. Nuclear plants supply the majority of power
(some 55 percent). Coal provides 12 percent of the king-
dom’s energy needs. Most of this coal is mined within
the country. The nation meets 42 percent of its electrical
needs through imported fossil fuels. Some 26.7 percent
of these imports are natural gas. The majority of these
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natural gas supplies are imported from Algeria, the
Netherlands, and Norway. The government has adopted
a $9 billion program to provide for the modernization and
maintenance of the nation’s power system. Deregulation
is also a priority of this program. Since Electrabel con-
trols 84 percent of the energy market, new companies
face significant obstacles while trying to enter this mar-
ket. Although renewable energy sources, such as solar
and wind power, currently only contribute about 0.17
percent of the nation’s energy needs, the government con-
tinues to promote them.

ECONOMIC SECTORS

Belgium is located in one of the most industrialized
areas of the world. Its unique geographic location and
port structure make it ideally suited as a point for goods
to enter Western Europe. The economy remains depen-
dent on trade and any global market disruptions impact
Belgium. Nonetheless, the nation’s foreign trade bolsters
its economy and helps it rank among the world’s top
economies. Unemployment remains a problem for the
economy. The nation has made significant progress in
unemployment. In 1984, it declined from a high of 14.3
percent. In the 1990s, the nationwide unemployment rate
averaged between 8 and 9 percent, with the lowest rate,
4 percent, in Flanders, and the highest rate, 16 percent,
in Wallonia.

Since the last century, Belgium’s agriculture has been
in decline and currently only accounts for around 2 per-
cent of the kingdom’s GDP. Agriculture is concentrated in
the northern areas of Flanders. The nation is self-sufficient
in a variety of farm products, including various dairy

Belgium
GDP-COMPOSITION BY SECTOR-1999 est.
Agriculture 1.4%

Industry 27%

Services 71.6%

SOURCE: CIA World Factbook 2000 [Online].
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LABOR FORCE-BY OCCUPATION Agriculture 2%

Services 73% Industry 25%

TOTAL LABOR FORCE 4.34 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999.
Percent distribution for 1999 est.

goods, and exports some vegetables and meats. Fishing
has also declined over the past decades and currently most
of the catch is consumed within the kingdom.

In the post-World War II era, industry has become
less important for the national economy. In contrast, the
service sector continues to gain in prominence. Most of
the kingdom’s natural mineral resources have been ex-
hausted. Steel and textile production have significantly
declined. The remaining industry produces finished prod-
ucts from reprocessed materials. After the industrial
transformation during the 1970s, a number of new in-
dustries emerged, including chemicals, refining, metals
and machinery, food processing, and pharmaceuticals.
Even newer industries such as automobile manufacturing
have faced significant obstacles. Belgium has emerged
as the center of the international diamond trade. Tradi-
tional manufacturing remains concentrated in Wallonia,
while the newer industries tend to be located in Flanders.

As with most of the OECD nations, the service sec-
tor dominates the Belgian economy. In fact, service sec-
tor jobs now account for 73 percent of the nation’s em-
ployment. In addition, the service sector is also the main
area of growth for the kingdom. Retail businesses and
tourism increasingly account for a larger percentage of
the nation’s GDP, while financial services continue to ex-
pand and attract foreign investment.

Belgium is the home to a number of international
corporations and has outlets or subsidiaries of many
multinational companies such as Ford, Volvo, and Re-
nault. In fact, some sectors of the Belgian economy have
come to be dominated by foreign firms. For instance, U.S.
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software manufacturers now control some 40 percent of
the Belgian market while companies such as Compagq,
Dell, and IBM dominate the personal computer market.

AGRICULTURE

The kingdom’s agricultural sector has been declin-
ing for some time. Currently, only about 2 percent of the
population is employed in agriculture and it accounts for
just under the same percentage of the nation’s GDP. The
main areas of the country under cultivation are in the
northern region of Flanders; however, small farms exist
throughout Belgium. Some 39 percent of the nation’s ter-
ritory is used for some type of agriculture, including the
production of forest products. Approximately 1 percent
of the land is used for permanent crops.

There are 2 main trends in Belgian agriculture. The
first is the disappearance of the small family farm. Farm-
ing is increasingly dominated by large agribusinesses.
Over the past 3 decades, the number of small farms has
decreased by 80 percent. The second major trend is the
expanding output of the sector. New technologies and
scientific crop research have combined to produce greater
yields. Therefore, even if farmers’ total acreage declines,
they are still producing more. Between 1995 and 1999,
crop production increased by 9 percent.

Agriculture in Belgium is mainly divided between
crop production and raising livestock. The nation’s main
crops include barley, corn, potatoes, sugar beets, wheat,
and assorted fruits and vegetables. Sugar beets, potatoes,
and barley are the main staples. In 1999, the country pro-
duced 6.15 million metric tons of sugar beets, 2.7 mil-
lion metric tons of potatoes, and 1.63 million tons of
wheat. The country is self-sufficient in sugar, and ex-
ports certain vegetables and fruits. About 35 percent of
Belgium’s farms are engaged in crop production. Bel-
gium also re-exports a number of fruits. For instance,
bananas are imported into Belgium from the Caribbean
and then exported throughout Europe. The nation also
imports raw crops, processes them, and then exports them
as prepared foods.

Stock farming or livestock production dominates
Belgian agriculture. It accounts for 65 percent of the na-
tion’s farms. A variety of livestock is raised, including
beef, veal, poultry, lamb, pork, and turkey. In 1997, there
were 3.1 million head of cattle and 7.3 million pigs on
Belgian farms. The beef industry is still recovering from
a dioxin scare in 1999. Cattle were accidentally given
feed that was contaminated with the cancer-causing
chemical dioxin. This led to numerous recalls and vari-
ous countries around the world banned the import of Bel-
gian beef.
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There is also a significant dairy industry and Bel-
gium is self-sufficient in eggs, butter, and milk. In 1997,
the nation produced 3.2 million tons of milk, 3.97 mil-
lion eggs, and 175,000 tons of butter. Belgium also pro-
duces a variety of specialty cheeses. Currently, fishing is
mainly done for domestic consumption. In 2000, the na-
tion exported $193 million worth of fish, but it imported
$833 million worth. The majority of imported fish came
from the United States and included lobster, salmon, and
prepared seafood meals.

While the nation is a net importer of wood products,
it does have a significant timber industry. In 2000, the
timber industry was worth $9.9 billion. Total exports
were $991 million while imports were $3.5 billion. The
United States supplied some 50 percent of Belgium’s
softwood and plywood needs.

INDUSTRY

Belgium’s traditional industries face a number of
challenges. Historically, the main industries were con-
centrated in the French-speaking areas of Wallonia. How-
ever, since the 1970s, the principal areas of industrial
growth have been in Flanders. Newer light industries and
more sophisticated technologies have replaced the older
and labor-intensive manufacturing systems. Between
Antwerp and Brussels, a new corridor of industries
emerged. The majority of these were less labor-intensive
and required more skilled workers. The principal indus-
tries that have fueled this growth have been the petro-
chemical and refining sectors. Nonetheless, the remaining
industries tend to be highly advanced and technologically
sophisticated. Light manufacturing and refining increas-
ingly dominate the industrial sector. The entire industrial
sector accounted for 26 percent of GDP in 2000.

STEEL AND PRECIOUS MINERALS. From the 1800s
through the 1960s, steel making was the heart of the na-
tion’s industry. By the end of the 1960s, Belgian steel
manufacturers became less competitive when foreign
companies began producing steel for less by using cheap
labor and less expensive resources. The twin oil crises of
the 1970s further undermined the industry by reducing
the worldwide demand for steel. In order to preserve jobs,
the government tried to protect steel manufacturers by
subsidizing the industry.

The high cost of labor continued to impair the com-
petitiveness of these and other industries. Industry also
suffers from excess capacity and continued high fuel
prices. These factors have led car manufacturers such as
Ford and Renault to cut production in Belgium and shift
factories elsewhere. The government has also made con-
siderable attempts to restructure its remaining industrial
base. The main thrusts of these efforts have been tax in-
centives for both domestic and foreign companies in ex-
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change for industry investments. It has also offered in-
centives for investments in new technologies and the cre-
ation of new manufacturing methods.

The steel and plastics industries continue to decline.
Since 1990, steel, iron, and coke production has declined
by 20 percent. Nonetheless, about 1,000 companies re-
main in this industry that employs 52,000 people. Bel-
gium remains the eighteenth largest steel producer in the
world. In 1999, the sector produced 11 million tons of
crude steel and had revenues of 260 billion Belgian francs
of which 45 percent came from exports. This was a 4 per-
cent decline from the previous year. The primary plastic
products include parts for automobile construction and
for engineering projects.

Europe’s largest electrolyte copper, zinc, and lead
refineries are located in Belgium. The nonferrous metals
industry includes: base metals such as aluminum, cop-
per, zinc, lead, and tin; precious metals such as gold, sil-
ver, and platinum; and rare or special metals such as ger-
manium, cobalt, and indium. The metals industry
employs some 8,600 people. Its exports were worth 127
billion Belgian francs in 1999. New industrial invest-
ments totaled 2.6 billion Belgian francs in 1999 and at-
tempted to reduce production costs. The kingdom is also
a major producer of limestone, dolomite, various syn-
thetic materials, and construction materials such as mar-
ble and concrete. There is also a significant mineral sec-
tor that is focused on the refining of imported minerals
such as copper, zinc, and diamonds.

Antwerp is the center of the world’s diamond trade.
The diamond industry employs some 30,000 people and
represents 6.4 percent of the nation’s exports. In total, 9
out of 10 rough diamonds and 1 out of 2 cut diamonds
pass through Antwerp. The diamond sector represents
one area of industrial growth. The sector experienced an
average growth rate of 6 percent in the 1990s. There are
400 companies engaged in trading rough-cut diamonds,
and 700 companies engaged in trading cut diamonds. In
1998, the industry’s exports were worth 369 billion Bel-
gian francs.

Glassmaking remains a profitable and expanding in-
dustry. It employs some 12,000 people and in 1998, its
output was 1.5 million tons of glass. This generated rev-
enues of 100 billion Belgian francs. The industry’s ex-
ports go mainly to other European countries (some 85
percent of glass exports). In Belgium, glass production
was 3 times that of consumption and Belgian workers
have among the highest levels of productivity. In 1980,
Belgian glass workers produced 55 kg (Ibs) of glass per
hour; by 1999 that output had increased to 109 kg (Ibs)
per hour.

CHEMICALS. Belgium’s chemical industry is highly di-
verse and efficient. From 1985 to 1999, the sector has
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grown by an average of 3.5 percent per year. It is the sec-
ond largest industrial sector in the nation. The industry
is geared for foreign trade and some 80 percent of its
products are exported (75 percent of these exports went
to EU nations). In 1999, chemicals accounted for 23.5
percent of the kingdom’s total exports and were worth
1.574 trillion Belgian francs. In an effort to remain com-
petitive, the chemical industry invested approximately 50
percent of its profits in research and the development of
new products and manufacturing techniques. In 1999,
there were 97,167 people employed by chemical compa-
nies, which represents an 8.4 percent increase since 1985.
Chemicals and pharmaceutical products are now Bel-
gium’s top exports.

TRANSPORT. Transport equipment is one of the strongest
remaining industrial sectors in Belgium. This sector in-
cludes the automotive industry, shipbuilding, railway and
tram construction, bicycles, and the aeronautical and
aerospace industry. Although Belgium does not have its
own national automotive manufacturers, it has a large
number of international companies. Ford, General Mo-
tors, Opel, Renault, Volkswagen, and Volvo have plants
in Belgium. In 1999, the nation produced 1.3 million cars.
It also produces specialty vehicles including vans, trucks,
buses, and minibuses. Of the vehicles manufactured in
Belgium, 95 percent are exported. The main markets are
France, Germany, and the United Kingdom. The auto-
motive industry also produces a variety of specialty parts
for cars. The industry specializes in “just in time” (JIT)
manufacturing which involves producing products to be
used immediately upon receipt. This process eliminates
the need to stockpile items in warehouses.

Belgium no longer builds large sea-going vessels,
but its shipyards still build smaller coastal and river craft.
In addition, there are a number of firms that are capable
of repairing and refitting larger ships. Companies also
produce a variety of specialty products for marine use.
Belgium invests considerable sums in aerospace. The
government works with other European nations such as
France and Germany on projects such as Airbus jet air-
craft and the Ariane rocket.

TEXTILES. The textile sector employs over 42,500 peo-
ple in 1,320 textile factories. Belgium is now the largest
carpet exporter in the world. Textile revenues accounted
for 250 billion Belgian francs. Unlike many of the other
traditional industries, Belgium’s textile manufacturers
have been able to adjust to changes in the global market.
Belgium is also noted for its quality leather products.
There have been widespread consolidations and ad-
vancements in manufacturing techniques. As a result, the
textile sector remains one of Belgium’s largest industrial
employers.

ELECTRONICS. Belgium produces a wide range of elec-
tronics equipment that includes both consumer and busi-
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ness products. This sector of the economy employs
49,000 people in 300 companies. These businesses pro-
duced products worth more than 300 billion Belgian
francs. Two-thirds of the kingdom’s electronic products
are exported. The majority, 75 percent, goes to other
members of the EU, while the remaining exports are di-
vided among the United States, Eastern Europe, and Asia.
Medical and hospital electronics are a major part of this
sector. The electronics sector is the largest investor in the
economy’s infrastructure and research and development.
The sector annually invests some 30 billion Belgian francs
of which 60 percent is in research and development.

FURNITURE. Furniture manufacturing has a long and dis-
tinguished tradition in Belgium. Adaptability and quality
reputation are its keys to continued success. Increased
mechanization and automation have helped contain costs
and kept the industry competitive. It has strong exports
to Germany and the United Kingdom and has recently
enjoyed dramatic growth in the Netherlands. The sector
has also aggressively targeted the markets in Eastern Eu-
rope. Belgium furniture exports have increased by 57 per-
cent and have grown by a phenomenal 79 percent to Rus-
sia itself. In 1998, the industry had revenues of 1.89
billion euros that included 1.13 billion euros in exports.

CONSTRUCTION. The construction industry in Belgium
encompasses 2 different broad areas. The majority of ac-
tivity is centered on the construction of new buildings
and homes. There is also a considerable market in the
restoration of older dwellings. Brick is the preferred
building material and most homes are custom built. On
average, only 10 percent of homes built are prefabricated.
In 1998, residential construction accounted for 46 per-
cent of new contracts, business construction accounted
for 41 percent, and 13 percent of new contracts were in
civil engineering. In 1997, Belgium’s construction com-
panies had revenues of 1 trillion Belgian francs. Belgian
companies also carried out a number of projects abroad,
mainly in developing nations. In 1998, total revenues
from these projects were 88 billion Belgian francs. Gov-
ernment plans to eliminate slums and provide housing for
low-income Belgians have significantly helped the con-
struction industry grow.

SERVICES

The service sector is the largest area of the Belgian
economy, accounting for 72.6 percent of GDP in 2000.
It is well developed and diversified. Because of its geo-
graphic position as the gateway to Europe and the gov-
ernment’s efforts to attract foreign banking and financial
companies, Belgium is now the eighth-largest financial
center in the world. In 1999, there were 130 different
banking companies in Belgium. Of these, 81 were Bel-
gian and 39 were foreign-owned. The majority of the
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foreign-owned banks were from EU nations (23 of the
39). The implementation of EMU will make it even eas-
ier for foreign banks to establish a presence in Belgium
as the members of the EU begin to use the common cur-
rency. The Belgian government encourages foreign banks
to establish a presence in the kingdom. For instance, the
government allows foreign banks to operate as either sub-
sidiaries under Belgian law or to operate under the laws
of the nation in which their parent bank is licensed.

FINANCIAL SERVICES. The financial sector has 3 main
subdivisions: commercial banks, public credit institu-
tions, and private savings banks. However, the divisions
between these 3 types of institutions became less notice-
able in the 1990s. There have been a substantial number
of mergers across these fields. For instance, in 1999 the
international banking corporation Dexia merged its Bel-
gian and French subsidiaries to create a banking group
worth $11 billion. Belgium’s Banking Commission su-
pervises private banks, finance companies, and the over-
sight of mutual funds. Investments in the country’s fi-
nancial sector ballooned from $55 billion in 1996 to $300
billion in 1999.

The 3 main trading banks in Belgium are the Fortis
Bank, Brussels Bank Lambert, and KBC. Fortis has a
workforce of some 40,000 and 3,000 branches. It services
some 7 million customers in Belgium, Luxembourg, and
the Netherlands, and is one of the leading banks in north-
western Europe. Brussels Bank Lambert has 900 tradi-
tional branches and 500 automated teller machines. It is
the twelfth largest bank in Europe. KBC is the nation’s
third largest bank and is also one of the largest insurance
companies. It has 1,500 bank employees, 500 insurance
brokers, and 8,000 other brokers. This multinational bank
has branches in 30 different nations. The fourth and fifth
largest banks in Belgium are foreign-owned. Number-
four is Dexier, a joint Belgian-French multinational, and
number-five is Morgan Guaranty Trust of New York (a
subsidiary of J. P. Morgan & Company). Other major in-
ternational banks in Belgium are Citibank, Bank of Amer-
ica, and Chase Manhattan Bank.

In 2000, the EU enacted new rules that allow insur-
ance brokers to operate in any other EU state as long as
they are registered in their home nation. For instance, Bel-
gian insurance companies will be able to set up offices in
Germany or France without having to be licensed in that
nation. This offers a variety of advantages to Belgian
companies. For instance, 60 to 70 percent of the insur-
ance bought by Belgian consumers was non-life (includ-
ing car or home insurance). In contrast, in other EU states,
non-life insurance typically accounts for some 20 percent
of the market. Hence, Belgian insurance companies see
these new markets as sources of great opportunities.

TOURISM. The main centers of the Belgian tourist in-
dustry are the country’s coastal region and the Ardennes.
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The coastline has 65 resorts and numerous beaches. Most
are designed for family-oriented vacations and draw
tourists from France, the United Kingdom, and the
Netherlands. Situated in the southeast of Belgium, the
Ardennes forest is one of the few unspoiled natural areas
in Western Europe. The area attracts campers and day-
trippers. It is known for hiking, fishing, canoeing and
kayaking, and mountaineering in the spring and summer
months. In the winter, tourists engage in both downbhill
and cross-country skiing.

The total value of tourism in Belgium is $11.425 bil-
lion. Of this total, Belgians traveling within the country
spent $4.9 billion. The United States is the number-one
destination for Belgians traveling abroad. In 1999, some
257,000 Belgians visited the United States and spent
$652 million.

RETAIL. Retailers in Belgium have rebounded from a pe-
riod of stagnation in the early 1990s. Consumer spend-
ing has been increasing at a rate of 2.5 percent over the
past few years and is expected to grow in the near future.
Unlike many other markets in the EU or North America,
independent companies still make up a large proportion
of the retail market. For instance, although 78.5 percent
of fashion merchandisers are independent, chain outlets
control 16.7 percent of the market. The remaining 4.8
percent is in the hands of large department stores and
supermarkets.

In 1999, there were 52,807 restaurants in Belgium.
The largest chain is the Quick hamburger restaurant
group that has 105 shops. The number-two chain is the
U.S.-owned McDonald’s. Other American chains such as
Pizza Hut and Chi Chi’s also hold significant market
shares. Sales at foreign-owned restaurants were 10.45 bil-
lion Belgian francs while sales at locally owned stores
were 7.53 billion Belgian francs.

INTERNATIONAL TRADE

Belgium’s economy is dependent on international
trade. From year-to-year, foreign trade accounts for ap-
proximately 70 percent of the nation’s economy. This
makes Belgium particularly sensitive to disruptions in
global trade. Recessions or other economic problems
around the world often cause reciprocal problems in Bel-
gium’s economy. Fortunately, the kingdom has a variety
of trade partners so that problems in one export market
are mitigated by export diversity. For instance, since
companies were able to shift exports to other markets,
Asia’s economic problems in the late 1990s had little sig-
nificant impact on Belgium.

The nation’s main trade partners are in the EU. In
fact, in 1998 some 76 percent of Belgium’s exports went
to nations in the EU. In that year, the main export mar-

Worldmark Encyclopedia of National Economies



ket for Belgian goods was Germany (19 percent), fol-
lowed closely by France (18 percent), the Netherlands
(12 percent), and the United Kingdom (10 percent). Most
of Belgium’s imports also came from the EU that pro-
vided 71 percent of the kingdom’s imported products.
Germany was the main exporter to Belgium and provided
18 percent of goods, while the Netherlands provided 17
percent, France 14 percent, and the United Kingdom 9
percent. Total foreign investment in Belgium is $68.1
billion. The Netherlands is the principal source of for-
eign investment (21.9 percent), followed by Germany
(17.1 percent), France (16 percent), and the United States
(11 percent).

The United States is a major trading partner of Bel-
gium. The kingdom is the ninth largest trading partner of
the United States. In 1999, the United States exported
$11.3 billion to Belgium. About half of Belgium’s im-
ports from the United States are processed and re-exported
to other markets. The kingdom is home to 1,300 U.S.
companies. American investment in Belgium totals $18.9
billion. The majority of this investment is concentrated
manufacturing ($8.969 billion), services ($5.262 billion),
and wholesaling ($2.716 billion). Belgium also has sig-
nificant investments in the United States that total $6.7
billion. The majority of these investments are in manu-
facturing ($2.6 billion), petroleum ($1.265 billion), and
retail ($882 million).

Goods and products from EU nations enter Belgium
without any tariffs or duties. However, goods from na-
tions outside of the EU face import duties and a value-
added tax (VAT). Depending on the product, these taxes
amount to an average of 5-6 percent of the total value of
the product. Consequently, many goods from outside of
the EU face a price disadvantage.

Since Belgium is home to the headquarters of the
EU and over 100 international organizations, it has a
unique perspective on world trade and global markets. It
also has significant influence on trade. Since it joined
the European Community (now EU), Belgium has sup-
ported free trade and advocated measures that lower tar-
iffs and reduce other barriers to the free movement of
goods and services, labor, and capital within Europe.
Belgium and Luxembourg also continue to be econom-
ically linked through BLEU. Despite its membership in
the EU and BLEU, Belgium has bilateral trade agree-
ments with 29 different nations. It has separate invest-
ment accords with Poland and Russia. It also has treaties
with Bulgaria, Cuba, Liberia, Mauritania, and Thailand.
Under the auspices of BLEU, it has jointly signed with
Luxembourg. Many of these agreements have yet to be
fully implemented.

Besides the national trade agreements, each of the 3
regions has the authority to grant financial incentives and
other inducements to attract foreign goods and services.
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Among the tactics used are loan or interest rebates if the
project is financed, financing by the regional government,
and tax breaks for foreign companies.

MONEY

Through BLEU, Belgium and Luxembourg linked
their currencies in 1921. Although the Belgian franc has
declined in relation to the U.S. dollar, it has maintained
its value against major European currencies. In 1995, 1
U.S. dollar was equal to 29.48 francs, but by 1999, 1 dol-
lar equaled 34.77 francs. In 1999, Belgium joined the
EMU that created a single currency, the euro, for all of
the EU nations. The euro is fixed at a rate of 40.3399
francs per euro. Since its introduction, the euro has been
weak against the dollar. In 2000, 1 U.S. dollar equaled
0.9867 euros (when the euro was introduced it was equal
to $1.1789). The euro was only used in non-cash forms
(such as electronic payments and transfers) until January
of 2002, when euro coins and notes were issued and na-
tional currencies were phased out.

The Belgian National Bank acts as the state bank. It
prints and issues the nation’s currency and acts as the
lender of last resort in certain credit operations. The bank
also manages monetary policy by controlling interest
rates. The Banking Commission oversees the operations
of the nation’s banks while the Finance Ministry regu-
lates credit institutions.

In September of 2000, the Brussels stock exchange
merged with the exchanges of Amsterdam and the Paris
Bourse exchange to form Euronext. The new stock ex-
change is the first truly transnational exchange that
combines stock, derivative, and commodity trading. The
new exchange lists 1,861 different companies and has a
value of 1.1 trillion euros. The merger will streamline
trading and reduce transaction costs. It will also save
approximately 50 million euros per year. The exchange
also increases the transparency of stocks and gives in-
vestors greater cost comparisons. The stock-trading com-
ponent of Euronext is divided into 3 broad areas: blue

Exchange rates: Belgium
euros per US$1
Jan 2001 1.0659
2000 1.0854
1999 0.9386
1998 36.229
1997 35.774
1996 30.962
Note: Amounts prior to 1999 are in Belgian francs per US dollar.
SOURCE: CIA World Factbook 2001 [ONLINE].
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GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Belgium 18,620 21,653 22,417 25,744 28,790
United States 19,364 21,529 23,200 25,363 29,683
Germany N/A N/A N/A N/A 31,141
France 18,730 21,374 22,510 25,624 27,975
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

chip traditional industrial companies, high tech stocks,
and traditional securities. The new multinational ex-
change is actively seeking further integration and con-
solidation and may merge or absorb additional national
exchanges.

In order to become a member of EMU, Belgium had
to maintain low inflation. The government took steps that
kept inflation low—as low as | percent in 1999. Low
prices on imported goods are likely to aid efforts to keep
inflation low for the foreseeable future.

POVERTY AND WEALTH

Belgium, like many Western European nations, en-
joys a high standard of living and a high per capita in-
come. Each year the United Nations ranks the world’s
countries in its Human Development Report. Belgium
consistently ranks among the top nations in its human
development index that measures the quality of life in
countries. In the 2000 report, the UN ranked Belgium
number-seven—just behind Switzerland and ahead of
the Netherlands. Its per capita income was $28,790. Bel-
gium ranked 8th out of 191 countries in terms of per
capita income.

There are extremes of wealth and poverty in Bel-
gium. However, the nation’s generous social welfare pro-
grams prevent abject poverty. Only 3.7 percent of the
population falls into the lowest 10 percent of income lev-

Distribution of Income or Consumption by Percentage
Share: Belgium

Lowest 10% 3.7
Lowest 20% 95
Second 20% 14.6
Third 20% 18.4
Fourth 20% 23.0
Highest 20% 34.5
Highest 10% 20.2

Survey year: 1992

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

els while 20.2 percent of the households are in the top
10 percentile.

The nation’s social welfare programs are extensive.
There are 5 main elements to the Belgian social welfare
system: family allowance, unemployment insurance, re-
tirement, medical benefits, and a program that provides
salary in the event of illness. Employers contribute the
equivalent of 35 percent of a worker’s pay to the social
welfare system and workers contribute 13 percent of their
pay. Many companies also offer supplemental retirement
and medical programs. Almost all Belgians are covered
by medical insurance. Payments to medical providers
were $12.97 billion in 1999. Belgium ranked thirteenth
among the 24 OECD nations and fifth among the 15 EU
nations. Each region has special councils that provide
public assistance and aid to the poor. The National Hous-
ing Society provides low-income housing for the poor
and immigrants. The Society is also in charge of elimi-
nating slums and revitalizing urban neighborhoods.

Belgium’s educational system is among the best in
Europe. Freedom of education is a constitutional right in
Belgium. Both public and private schools exist, but the
government subsidizes private schools since the legal
system abolished fees in 1958. Children must attend

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
aExcludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Belgium 17 6 8 3 1 7 57
United States 13 9 9 4 6 8 51
Germany 14 6 7 2 10 7 53
France 22 7 9 3 8 12 40
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school between the ages of 6 and 18. The nation has 7
universities (4 that teach in French and 3 that teach in
Flemish). There are also a number of specialized and
technical schools.

WORKING CONDITIONS

Belgium’s workforce is highly skilled, educated,
and productive. Belgian workers are the most produc-
tive in the EU. The workforce is well paid and has both
generous employer and government benefits. However,
there are wide regional differences in wages, unem-
ployment, and quality of life. Generally, conditions are
better in Flanders and the German-speaking areas than
in the French-speaking areas.

The nation’s educational system is designed to pre-
pare workers for entry into the workforce. From the age
of 15 onward, children may work part-time while they
attend school. In addition, industrial apprenticeship pro-
grams are available for students between the ages of 16
and 18. There is also vocational training available for
both students and adults. The national government and
regional governments offer a variety of incentives for re-
training workers. These initiatives are designed to reduce
the national social security burden.

There are laws against forced labor. The minimum
age for a person to begin working is 15. Since education
is mandatory until age 18, students may only work part-
time during the school year. Youths may work full-time
during school vacation periods. Both the national and re-
gional governments aggressively enforce child labor
laws.

In 1999, the government revised its legislation on
equal opportunity in the workplace. The new laws out-
lawed sexual harassment, and continued the ban on gen-
der discrimination in hiring, working conditions, wages,
and termination. Equal treatment of men and women is
guaranteed by the constitution. In 1999, legislation was
passed requiring that women make up one-third of all
candidates running for office. Economic inequities be-
tween men and women continue. For instance, the female
unemployment rate was 10.9 percent in 1998, while the
male unemployment rate was 6.7 percent. In addition,
women only earn 84 percent of the salary that men earn
in the same professions.

The constitution guarantees the right of workers to
organize and to collective bargaining. Union membership
is high and 63 percent of workers belong to unions. In
addition, 90 percent of workers are covered by collective
bargaining agreements. National laws limit wage in-
creases to 5.9 percent per year. Special labor courts over-
see disputes between workers and businesses. Although
Belgian unions often have links to political parties, they
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are independent of the government. While there have
been several significant strikes in the past decade, in-
cluding those by teachers, railway workers and air traf-
fic controllers, these disputes were settled peacefully.

National law sets a 40-hour workweek and mandates
overtime pay for work beyond 40 hours per week and for
more than 8 hours a day. In addition, each workweek
must include a 24-hour rest period. However, many
agreements between unions and companies have separate
agreements that lower the workweek to either 35 or 38
hours per week. The minimum wage for workers over the
age of 21 is $1,228 per month. Workers under the age of
21 are paid on a graduated scale. Workers who are 18
years old must be paid 82 percent of the minimum wage,
19 year olds must be paid 88 percent, and 20 year olds
must be paid 94 percent. There are strong safety laws and
many of these regulations are supplemented by collec-
tive bargaining agreements. Although companies with
more than 50 employees must have health and safety
committees made up of both management and workers,
the Ministry of Labor oversees workplace laws.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

500-200 B.C. The area that is now Belgium is settled
by a Celtic tribe, the Belgae (who gave their name to
the region).

57 B.C. Julius Caesar begins conquering Belgium. The
province comes to be known as Gallia Belgae. For the
next 400 years, the area prospers under Roman control.

400 A.D. As Rome declines, the Franks gain control of
the territory.

431. The Franks establish the Merovingian dynasty in
Belgium.

466-511. Reign of Clovis I. During his reign, the last
Roman territories in Gaul are captured and the kingdom
is expanded to include areas of France and Germany.
The Belgian people are converted to Christianity.

751. Pepin III deposes the Merovingians and starts the
Carolingian dynasty.

768. Charlemagne succeeds his father, Pepin III.
Charlemagne expands the empire to include all of
Western Europe, and the king is crowned Emperor of
the West by the Pope in 800. During his reign, orga-
nized trade begins along Belgium’s rivers. After his
death, the empire declines.

843. The Treaty of Verdun divides the empire among
3 of Charlemagne’s sons. The western areas of Bel-
gium come under France’s control, while the eastern
territories are controlled under the Middle Kingdom
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of Lothair. Ultimately, Germans control the eastern
territories.

867. In order to protect people from Norse raids,
walled cities are created. The first of these is Ghent,
followed by Bruges and Ypres.

977. Brussels is founded by Charles, the Duke of
Lorraine.

1000. As the Norse raids subside, trade dramatically
expands. This period is the golden age of Flanders.
Merchants import wool from England that is woven
into fine cloths and tapestries. Flemish cities become
populous and wealthy.

1300. Because of their wealth, Ghent, Bruges, and
Ypres gain virtual independence from the aristocracy.
A civic culture flourishes. This independence is con-
firmed by the defeat of the French nobles in the Battle
of the Golden Spurs.

1329. Aristocratic control is re-established and the in-
dependence of the Flemish cities is revoked.

1337-1453. There is a Hundred Years War between
France and England. The English support their trade al-
lies, the Flemish, in their continuing efforts to gain au-
tonomy from France.

1384. Flanders comes under the control of Philip the
Bold, Duke of Burgundy.

1419-1467. Philip the Good reigns. The Burgundian
Empire in Belgium expands and includes the southeast-
ern areas of Brussels, Liege, and Namur. Trade, arts,
and culture expand. Prominent artists include Van
Eyck, Rubens, and Van Dyck.

1490s. The canals around Bruges fill with silt and
trade shifts further north to Antwerp.

1519-1713. Religious conflicts between the Protestant
areas of Flanders and Catholics, led by Philip II of
Spain, lead to the occupation of Belgium by Spain.

1648. The Protestant United Provinces of the North
gain independence from Spain and become the Nether-
lands. The center of trade shifts from Antwerp and
Ghent to Amsterdam. Meanwhile in order to avoid high
labor costs and taxation, textile mills increasingly move
from the urban areas to the countryside.

1719-1794. Austria occupies Belgium according to the
terms of the Treaty of Utrecht. A revolt in 1790 leads
to the establishment of the United States of Belgium,
but Austrian control is soon re-established. During this
period, landowners begin to mine various products,
mainly coal and iron ore.

1795. France occupies Belgium and institutes a variety
of civil reforms that serve as the foundation of the
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modern Belgian government. Encouraged by the
French, industrialization begins during this period. By
the turn of the century, factories with more than 100
employees become common. Ghent, home to numerous
cotton mills, becomes the textile center of the country.
Mining also continues to spread, especially in the
French-speaking areas and in Liege.

1815. Belgium becomes part of the Netherlands by the
Congress of Vienna. Dutch becomes the official lan-
guage and William I of the Netherlands adopts a vari-
ety of programs to encourage industrialization in the
south. However, the industrialization exacerbated the
regional differences in the nation as the agrarian North
sought free trade, while the industrialized South sought
tariffs and other trade protections.

1831. Belgium gains independence from the Nether-
lands. Leopold of Saxe-Coburg becomes the Belgian
king. Industrialization continues to sweep across the
nation.

1835. The Banque du Belgique is founded. It provides
financing for industry and serves as the model for simi-
lar banks in Germany, England, and France.

1844-46. Famine in Flanders leads to widespread eco-
nomic problems and marks the final decline of the tra-
ditional linen industry. These combined problems
slowed the economic development of the region well
into the twentieth century.

1850. The National Bank of Belgium is formed.

1885. Congo becomes a personal possession of
Leopold II.

1886. Worker unrest, which began in Liege, spreads
throughout the nation. The government harshly sup-
presses this unrest, but it results in worker housing and
wages reform.

1908. The Congo is annexed as a colony of Belgium.

1914. Germany invades Belgium at the start of World
War 1. During the war, some 20 percent of the nation’s
wealth is lost or destroyed.

1918. Universal suffrage is enacted.

1921. The Belgium-Luxembourg Economic Union
(BLEU) is formed.

1930. Flanders and Wallonia become legally unilingual.

1940. During World War II, Germany invades Bel-
gium and the Netherlands.

1944. Belgium joins the Benelux Economic Union,
formed between Belgium, the Netherlands, and the
Grand Duchy of Luxembourg.

1949. The nation joins NATO.
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1952. Belgium joins the European Coal and Steel
Community.

1957. Belgium is one of the founding members of the
European Community.

1960. The Congo gains independence.

1961. Massive strikes lead to the creation of a perma-
nent linguistic barrier between Flanders and Wallonia,
while the Brussels region is officially bilingual.

1962. Rwanda and Burundi are granted independence.

1971. Flanders and Wallonia are granted cultural au-
tonomy.

1973. The worldwide oil crisis initiates a period of
deep industrial decline, which is exacerbated by the
second oil crisis in 1979.

1989. A revised constitution grants greater autonomy
to Flanders and Wallonia, and Brussels is granted the
status of a region.

1993. King Baudouin dies and is succeeded by his
brother, King Albert II.

1999. The kingdom joins EMU.

FUTURE TRENDS

Belgium is well positioned to continue its economic
growth well into the 21st century. Its export-driven econ-
omy has created a trade surplus that will continue for
the foreseeable future. In addition, Belgium’s geographic
position and its infrastructure indicate that the country
will continuously serve as a point of entry for goods and
services going into Europe. The introduction of the sin-
gle European currency in 1999 will continue to make it
easier for Belgian firms to trade within the EU.

While the 370 million people of the EU create one
of the biggest commercial markets in the world, Bel-
gium’s dependence on intra-EU trade makes it vulnera-
ble to economic slowdowns in the region. However, Bel-
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gium’s trade with North America, namely the United
States, continues to grow and may serve as a means to
partially offset economic downturns in the EU.

Domestically, Belgium faces a variety of problems.
Continuing tension between the Dutch- and French-
speaking populations has led to the division of the nation
into semi-autonomous regions that compete with one an-
other for economic growth and investment. In addition,
the unemployment rate remains stubbornly high, al-
though it is lower than the EU average. Because of the
high unemployment rate, the government is forced to
maintain a high level of social welfare programs.

DEPENDENCIES

Belgium has no territories or colonies.
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BOSNIA AND
HERZEGOVINA

CAPITAL: Sarajevo.

MONETARY UNIT: Marka (KM). One convertible
marka equals 100 convertible pfenniga.

CHIEF EXPORTS: Manufactured goods, metals
(aluminum, lead, zinc, steel), wood products,
electricity, fruit and tobacco.

CHIEF IMPORTS: Fuel, machinery, transportation
equipment, manufactured products, chemicals, and
food.

GROSS DOMESTIC PRODUCT: US$6.5 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$950 million
(f.0.b., 2000 est.). Imports: US$2.45 billion (f.o0.b.,
2000 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Bosnia and Herzegovina is in
southeastern Europe. It is bound on the north and west
by Croatia, the southwest by Croatia and the Adriatic Sea,
and on the east by Yugoslavia (Serbia and Montenegro).
The country has an area of 51,129 square kilometers
(19,741 square miles), which is slightly smaller than West
Virginia, and has a tiny coastline of 20 kilometers (13
miles). The capital, Sarajevo, is in the east-central part
of the country, and other prominent cities include Zenica,
Banja Luka, Mostar, and Tuzla.

POPULATION. The population of Bosnia and Herzegov-
ina was estimated at 3,922,205 in July 2001; however,
this estimation may include significant errors because of
the dislocations and ethnic cleansing from the Bosnian
civil war (1992-95). In contrast, the country had a pop-
ulation of 4,364,574, according to the 1991 census. The
civil war caused hundreds of thousands of casualties and
forced many others to flee. By 1998, the population had
decreased by an estimated 1 million people.

With an estimated birth rate of 12.86 and death rate
of 7.99 per 1,000 inhabitants, Bosnia (the shortened name
for the whole country) has an estimated population
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growth rate of 1.38 percent. The population is young,
with 20 percent below the age of 14 and just 9 percent
over 65. Bosnia’s population density in 1998 was esti-
mated at 66 people per square kilometer (170 per square
mile). In 1997, 42 percent of the population lived in ur-
ban areas.

Bosnia’s major ethnic groups are Muslims (Bosni-
aks), Serbs, and Croats. The Serbs are traditionally Or-
thodox Christians, and the Croats are Roman Catholics.
Muslims are descendants of former Christian Slavs who
converted to Islam during the 15th and 16th centuries
(under Ottoman rule). In 1991, the population consisted
of 44 percent Muslims, 31 percent Serbs, and 17 percent
Croats. In 1995, the population consisted of 40 percent
Muslims, 38 percent Serbs, and 22 percent Croats. Events
leading to this population change include the immigra-
tion of approximately 200,000 ethnic Serbs from Croatia
and the deaths of about 7.4 percent of the pre-war Muslim
population and 7.1 percent of the pre-war Serb popula-
tion during the savage civil war. Bosnia and Herzegov-
ina’s populations of Serbs, Croats, and Muslims will likely
embroil the country in struggles with its more powerful
neighboring republics. Bosnian Serbs, for example, may
continue to push for annexation to a “Greater Serbia.”

OVERVIEW OF ECONOMY

Prior to becoming independent in 1992, Bosnia and
Herzegovina was the second poorest republic in the for-
mer Socialist Federal Republic of Yugoslavia. Before the
inter-ethnic war (1992-95), the economy was devoted to
mining, forestry, agriculture, light and heavy manufac-
turing, and particularly armaments. Unlike many Eastern
European countries, Bosnia and Herzegovina’s farmland
was never collectivized by the communist regime. Agri-
culture was insufficiently developed, and the country

63



Bosnia and Herzegovina

- 1
BOSNIA & HERZEGOVINA
w E
0 25 50 Miles
. CROATIA - - -
S
0 25 50 Kilometers —
/ \$\m‘/ﬂ Slavonski
Klad ° Brod M
adu a Meduvode Bodanska >
Gradi ka Srbac /Bosan;klj\' N
NS ~ Bros .
Derventa / Slatina'~ =
/ Ljubija .\ Prijedor D ° il N
f . ~ '
. Bihac ~* Bosanska §.‘r Brcko o _— ﬁ /
Krupa Ban]a Slatina S 2 N~ {
Lukae ) ® 2 | Bijeljina . N
C‘ Sanski ® ° G i ’7/
Most Jagare Doboj . racanica (‘L
Kulen 9 \ 7z,
\g Vakuf Teslic ¢ .
S& \ Grapska Donja .
3 k. o lLOznica
,!1% - % Tuzla (
\ e )
Drvar Barevo ° f Zavidovici Zvornik.‘
. J -
Kaldrma Jajce Q/ [ Dy,
J %
o L Travnik &Zenica )
) - hd § y Vlasenica
~ ° \ are Srebrenica
1 Cardak - ° N\
Bugojno & \ Han Pijesak o >
& " [
*? Visoko ® Semizovac o
- Sarajevo
@ 5 v Livno ® Jahorina ~
) ( . \ A 6276ft.
A ) v » Jablanicko ‘ 1913 m.
S § Ny Duvno Jezero
(QO \ ‘ o ® Jablanica F/m,, \ Gorazde |
= . \ |~ Bu ko ‘ ) *{
( Blato / Z At
§ Marlna — S Y I
\ L= > pllt (\ %,
b y,}f\/L\ - N Foca K
Q5 : o Posus]e - ~— (
. = — )i
\"\\ S Li tica g ran(:| o Potoci Kosman .\
o (j Mostar.\ A Velez |
N 0 ft. |
= \‘ Sogsm | .
- : St
) > 2386 m.
S V7 ?’ iy
02 S
f 0 S
; 2 ) - \§ F’”z,.
d 1 Y —
s f{ﬁt ("\» ) ~
L ““Kés\a\}&q YUGOSLAVIAA
rzegovin p/
\ "‘m,_/*; {
: i Sea A \
\
9
|

heavily imported food, while its military industry was
overstressed. The breakup of old Yugoslavia, the disrup-
tion of traditional markets and economic links, and the
savage civil war caused industrial and agricultural output
to plummet by four-fifths by 1995. Since 1996, production
has recovered somewhat; however, the gross domestic
product (GDP) remains far below its pre-war level.

By the time the civil war broke out in Bosnia and
Herzegovina, the inflation rate was about 120 percent.
During the war, inflation skyrocketed to over 1,000 per-
cent. Unemployment was about 30 percent when the war
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began, but by 1995, it rose to 75 percent. All sectors of
the economy were badly hurt, and 45 percent of indus-
trial plants and 75 percent of the oil refineries were in-
capacitated.

When the war ended in 1995, the country was united
under a federal government but split into 2 legal entities:
the Federation of Bosnia and Herzegovina and the Re-
publika Srpska (The Serb Republic). The end of fighting
made some recovery possible, especially in construction,
trade, services, and traditional light industries. The divi-
sion between the Federation and the Serb Republic
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proved to be a significant obstacle to reconstruction. The
Serb Republic included most of the agricultural land and
mineral deposits. In contrast, most heavy industry and
power plants were within the Federation. This division
made the most basic economic functions, such as the dis-
tribution of electricity, dependent on good cooperation
between the once warring entities.

Economic data on each of Bosnia’s 2 units are of lit-
tle use because they do not reflect the black market, and
national-level statistics are not published. The country’s
external debt was estimated at US$3.2 billion in 2000
and US$1.2 billion of international aid is now being
pledged to help the country’s finances. Bosnia also re-
ceives substantial reconstruction assistance and humani-
tarian aid from the international community.

POLITICS, GOVERNMENT,
AND TAXATION

In 1990, Bosnia and Herzegovina seceded from Yu-
goslavia (which further dissolved into Slovenia, Croatia,
Macedonia, and a new Federal Republic of Yugoslavia
comprised of Serbia and Montenegro). The newly inde-
pendent Bosnia and Herzegovina could not maintain co-
operation between 3 of its ethnic groups: the Serbs
wanted to unite with Serbia, the Croats wanted to unite
with Croatia, and the Muslims wanted Bosnia and Herze-
govina to unite as an independent state. The differing
opinions sparked a bloody civil war.

Between 1992 and 1995, the 2 areas of Bosnia and
Herzegovina were almost devastated by inter-ethnic car-
nage that stunned the world. International mediation ef-
forts helped bring about the Dayton accord, which ended
the civil war in 1995 by dividing the country into 2 eth-
nic entities: the Federation of Bosnia and Herzegovina
and the Serb Republic. The government established has
been labeled an “emerging democracy.”

The country has a federal government and 2 admin-
istrative divisions: the Bosniak/Croat-led Federation of
Bosnia and Herzegovina and the Bosnian Serb-led Serb
Republic. (There is also a self-governing administrative
unit called Brcko, which is under the authority of the sov-
ereignty of Bosnia and Herzegovina but is not a part of
the Federation or the Serb Republic.)

The presidency of Bosnia and Herzegovina is held
by 3 officials (1 Bosnian Muslim, 1 Croat, and 1 Serb),
who are elected to a 4-year term and rotate the chair-
manship of the presidency every 8 months. Both the Fed-
eration and the Serb Republic elect presidents of their
own administrative entities. The country is still estab-
lishing laws for voting and terms of the legislature, which
has been created as a national bicameral Parliamentary
Assembly. The Federation also has a bicameral legisla-
ture, and the Serb Republic is served by its own National
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Assembly. The judiciary system is similarly split between
federal and administrative jurisdiction. There is a Con-
stitutional Court heading the federal judiciary, and the
entities have their own supreme courts and a number of
lower courts. (In 2000, the Constitutional Court of Bosnia
and Herzegovina ruled that the new governmental struc-
ture of Bosnia and Herzegovina had undermined the
country’s ethnic base and should be changed to reflect
the multi-ethnic character of the country.)

Bosnia’s political life is still highly fragmented and
organized strictly along ethnic lines. These political par-
ties include the Croatian Democratic Union; the New
Croatian Initiative; the Party of Democratic Action; the
Party for Bosnia and Herzegovina; the Social Democra-
tic Party; the Democratic Socialist Party of Republika
Srpska; the Party of Democratic Progress; the Party of
Independent Social Democrats; the Serb Democratic
Party; the Serbian People’s Alliance; the Serbian Radi-
cal Party of Republika Srpska; and the Socialist Party of
Republika Srpska. In 2000, the Muslim Party of Demo-
cratic Action, the Serb Democratic Party, and the Croa-
tian Democratic Union again won the general election.
These major parties were previously influential in lead-
ing major ethnic groups in the civil war.

The government plays a large role in the economy.
Although 90 percent of businesses are private, the largest
conglomerates remain state-owned. Corrupt leaders often
arbitrarily apply taxes and regulations, and the black mar-
ket is a significant economic factor. Privatization legis-
lation exists, but disposing of state assets is slow and of-
ten receives much resistance. This situation is particularly
prevalent in the utilities sector that is entirely controlled
by party oligarchs. In mass privatization, free company
vouchers or privatization funds shares are distributed to
the public. Foreign investors are attracted to cash privati-
zation because it generates fresh foreign currency inflows
and brings western technology to important companies.
However, due to lack of interest, results to this tender have
been modest. Between May 1999 and September 2000,
more than 1,000 small enterprises were listed for privati-
zation; however, only 200 were sold during this time.

In 2002 a comprehensive tax administration reform
is expected to create a more business-friendly environ-
ment and to attract foreign investment. But foreign in-
vestment relies on continued political stability. The im-
plementation of democratic governments in neighboring
nations is expected to improve privatization efforts within
Bosnia and Herzegovina and to limit the risk of renewed
political instability.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

The country’s infrastructure, including highways,
railroads, and communication networks were severely
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Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets® subscribers® Mobile Phones® Fax Machines® Computers® Internet Hosts" Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Bosnia & Herzegovina 152 248 4 N/A 7 N/A N/A 1.38 4
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Yugoslavia 107 297 259 N/A 23 19 18.8 7.65 80
Croatia 115 336 272 N/A 41 1.2 111.6 25.94 200

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http:/www.isc.org) and are per 10,000 people.

damaged by the war. In 1991, Bosnia had 21,168 kilo-
meters (13,154 miles) of highways, half of which were
paved. The war destroyed 35 percent of these highways
and 40 percent of their bridges. The railroads had 1,000
kilometers (600 miles) of track, three-quarters electri-
fied, and damage to the system was estimated at US$1
billion. Sarajevo’s international airport was destroyed in
the fighting. From 1995 to 1998, more than US$1 bil-
lion in foreign aid was provided to rebuild the infra-
structure, and much is being done to reconnect the
telecommunications networks. A US$20 million loan
from the European Bank for Reconstruction and Devel-
opment should aid in this process; however, ethnic di-
visions have hampered reconstruction. Guiding and im-
plementing projects through conflicting local interests,
jurisdictions, price structures, and corruption schemes is
complex and often time consuming.

Electricity is produced in coal burning (32 percent)
and hydroelectric (68 percent) plants. Because of the war,
electricity-generating capacity declined by four-fifths.
Most hydroelectric plants are in the Croat-controlled area.
Therefore, close cooperation across Muslim- and Serb-
held territory is essential for power distribution. Elec-
tricity prices vary substantially, with the Serb Republic
subsidizing them heavily within its area. Hydropower Ty-
rol (Austria) is investing US$6 million in the Federation’s
4 hydroelectric facilities.

ECONOMIC SECTORS

The distribution of the labor force and the contri-
bution of the economy’s different sectors have been dif-
ficult to estimate because of the internal conflicts in
Bosnia and Herzegovina. Labor force information is
limited to that estimated in 1990, when 48 percent of the
labor force was employed in industry and 11 percent in
agriculture. By 1996, the GDP contribution was divided
as follows: 19 percent in agriculture, 23 percent in in-
dustry and utilities, and 58 percent in services. The war
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caused the leading industries—particularly armaments—
to suffer greatly, and the disruption of economic links
between the units, sanctioned by the Dayton accord, fur-
ther decreased the economy’s viability.

AGRICULTURE

As a part of the former Yugoslavia’s socialist
regime, agriculture was in private hands. Unlike other
Eastern European countries, farms were small and inef-
ficient. The republic has been, and still is, a net importer
of food, relying on foreign supply for more than half of
its food. The mountainous and rugged terrain is much
less suitable for agriculture than Croatia and Serbia. Still
the agriculture sector has traditionally produced wheat,
corn, fruits, vegetables, tobacco, and livestock. The war
and ethnic cleansing obliterated many Bosnian farms and
severely affected the production of tobacco, the princi-
pal cash crop.

Bosnia & Herzegovina
GDP-COMPOSITION BY SECTOR-1996 est.

Agriculture 19%
Services 58%

Industry 23%

SOURCE: CIA World Factbook 2000 [Online].
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INDUSTRY

Under socialism, Bosnia specialized in mineral prod-
ucts; metals (steel, lead, zinc, aluminum); timber; manu-
factured goods (furniture, domestic appliances, and
leather goods); and accounted for 40 percent of the for-
mer Yugoslavia’s military production. Like Serbia and
Montenegro, the industry wanted to counter unemploy-
ment and employed more workers than it really needed.
Traditionally, the industrial bases were divided: heavy in-
dustry was in the Federation, and light industry was in
the Serb Republic.

Most of the country’s industry was damaged by the
war, and in late 1995, manufacturing dropped to one-
tenth of the pre-war level. Although destruction between
regions varied, companies suffered because of disrupted
supplier and buyer links. Given the low base, post-war
industrial recovery was notable; however, it was limited
to metal and wood processing, food, beverages, textiles,
and clothing. Most factories are still operating at a frac-
tion of their capacity.

In 1999, food processing accounted for 14 percent
of the Federation’s manufacturing production, metals for
13.4 percent, and wood processing for 5.4 percent. Re-
covery was much slower in engineering, chemicals, and
pharmaceuticals. The Unis Vogosca company in the Fed-
eration and Germany’s Volkswagen set up a joint ven-
ture to assemble Skoda cars, but had disappointing re-
sults. During this year, the Federation also established a
consortium to manufacture tractors and other agricultural
machinery. Construction grew, driven by housing recon-
struction, and in 1999, Germany’s Heidelberger Zement
acquired a 51 percent stake in one of the cement plants,
Kakanj. Consumer goods represent about 30 percent of
total manufacturing output.

The government does not pursue a specific industrial
policy. Trade is liberalized, there is no particular policy
for protecting local companies, and domestic producers
are exposed to foreign competition. Foreign investors are
cautious in investing, donors favor the private sector,
and large state-owned enterprises find it difficult to restart
work because of lack of capital, technology, and exten-
sive markets.

SERVICES

As in the former Yugoslavia, banks in the Federa-
tion and the Serb Republic are still too numerous, small,
and undercapitalized. The political units have reached an
agreement to allow Federation banks to operate in the
Serb Republic as local ones. However, this arrangement
may only add to the already over-banked sector. Although
bank consolidation is needed for the gradual emergence
of a sound banking system that will fuel investment and
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consumer spending and reinvigorate the economy, the
government is more actively concerned with bank priva-
tization.

Tourism has suffered from destruction and the gen-
eral feeling of political instability. However, it has been
recorded that domestic tourist visits have increased to the
tiny Herzegovinian stretch of the Adriatic coast, and the
number of lakeside resorts and foreign tourists has also
increased. Before the war, Bosnia tourism was not as sig-
nificant for the economy as in Croatia and Slovenia.
However, it was given impetus as Sarajevo hosted the
1984 Winter Olympics and became internationally well
known for its mountain resorts and colorful multicultural
atmosphere. However, many tourist attractions were de-
stroyed in the shelling of the city during the war.

Retail was well developed and to a large extent pri-
vatized before the war. It has since contracted because of
the declining demand. The black market is still an im-
portant player in the economy. In contrast to Slovenia
and Macedonia, foreign investment is limited.

INTERNATIONAL TRADE

In 1990, Bosnia imported US$1.9 billion worth of
fuel, machinery, transportation equipment, manufactured
products, chemicals, and food. It exported about US$2.1
billion worth of manufactured products, machinery, and
raw materials. The war almost wiped out Bosnian for-
eign trade. As the economy was destroyed, Yugoslavia
and Croatia imposed blockades and cut supply routes. In
1996, imports still totaled about US$1.9 billion, but ex-
ports were down to US$171 million. In 2000, exports
grew to US$950 million, and imports remained much
higher at US$2.45 billion.

From 1996 to 2000, the scope of the trade deficit
amounted to well over US$1 billion yearly. This amount
is huge for the size of the economy. Because of Bosnia’s
need to import vital commodities such as fuel, equipment,
and food out of the limited international credit available,
it is more heavily dependent on foreign aid from donor
countries and international organizations than other for-
mer Yugoslav republics.

Metals and wood products were the most important
components of Bosnia’s exports in 2000, while electric-
ity exports declined during and after the war. The EU ac-
counted for 39 percent of the Federation exports in 2000
and leading trade partners included Croatia, Switzerland,
Italy, and Germany (for the Federation), and Yugoslavia,
Italy, Slovenia, and Hungary (for the Serb Republic).

MONEY

After the ethnic leaders failed to agree on a new cur-
rency, the UN introduced in 1998 a new currency, the
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Exchange rates: Bosnia

marka per US$1

Jan 2001 2.086
2000 2.124
1999 1.837
1998 1.760
1997 1.734
1996 0.015

SOURCE: CIA World Factbook 2001 [ONLINE].

convertible mark. The convertible mark was fixed to the
German mark. It gained acceptance, and the Central
Bank of Bosnia and Herzegovina increased its reserves.
Yugoslav dinars still circulate in the Serb Republic, and the
Croatian kuna is used in the Croat areas of the Federation.

The government is still hoping to increase its capi-
talization by pressing for the privatization of the numer-
ous small commercial banks. Raiffeisen Zentralbank
Oesterreich, an Austrian bank, recently acquired many
banks, including the Market Banka. The Austrian bank
has also submitted privatization papers to the government
bank privatization unit. It is not clear whether this will
attract foreign attention, because the banking sector is
weak and the economy is being reconstructed slowly.

POVERTY AND WEALTH

Before 1991, Bosnians, like most Yugoslavs, en-
joyed a modestly prosperous life under the socialist gov-
ernments, and Sarajevo citizens were proud hosts of the
1984 Winter Olympics. However, the war and the col-
lapse of the economy ruined living standards. While av-
erage incomes sharply declined, prices of goods soared,
particularly on the black market. Health, education, and
welfare slipped into disaster. Physical survival was the
only agenda for many Bosnians during the atrocities.
While poverty grew, warlords, corrupt politicians, and of-

GDP per Capita (US$)

Country 1996 1997 1998 1999 2000
Bosnia & Herzegovina N/A 1,690 1,720 1,770 1,700
United States 28,600 30,200 31,500 33,900 36,200
Yugoslavia N/A 2,280 2,300 1,800 2,300
Croatia 4300 4,500 5,100 5,100 5,800

Note: Data are estimates.

SOURCE: Handbook of the Nations, 17th, 18th, 19th and 20th
editions for 1996, 1997, 1998 and 1999 data; CIA World
Factbook 2001 [Online] for 2000 data.
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ficials made fortunes off looting and smuggling, and this
caused an attitude of widespread resignation. After the
war, the power of the party oligarchies remained almost
unchallenged and was perpetuated by the country’s
highly complex ethnic-based political structure. Ethnic
party elites still control much of the economy and oppose
privatization in the most lucrative sectors such as energy.

WORKING CONDITIONS

In 1999, unemployment was estimated at 40 percent.
Employees were irregularly paid their wages which pro-
voked waves of strikes in both the Federation and the
Serb Republic. When paid, the average monthly wage in
the more affluent Federation was US$194 in mid-2000,
up by 8.4 percent from 1999, and inflation remained low.
Wages and prices varied significantly by region. In the
Federation, an average net wage in March 2000 bought
52kg of butter; in January 1998, 37 kg. In the Serb Re-
public, the March 2000 average net wage bought 26.6 kg
of butter, in December 1998, 14.5 kg.

The limited scope of recovery has resulted in mod-
est job generation, with most growth occurring in the pub-
lic administration. The World Bank (WB) announced a
US$15 million program to re-deploy unemployed ex-
soldiers and insists that current labor laws and regula-
tions, a legacy from the old socialist system, are now
inappropriate. The WB provides generous severance
payments for employees and keeps unpaid workers on
waiting lists rather than laying them off. However some
believe this will burden the companies, blur unemploy-
ment numbers, and impair labor mobility.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

6TH-7TH CENTURY A.D. Slavic tribes, including Serbs
and Croats, settle in the present territory of Bosnia and
Herzegovina.

958. The name Bosnia is used to denote the land. Most
Slavic inhabitants belong to the Roman Catholic Church.

1180. Ban (a feudal title of nobility) Kulin creates an
independent Bosnian state, and feudal agrarian economy
develops.

1326. Ban Stephen Kotromanic unites Bosnia and
Hum, which later becomes Herzegovina.

1463-83. Bosnia and Herzegovina are conquered by
the Ottoman Empire, and large numbers of Christians
are converted to Islam. Predominant Muslim feudal
lords rule over a poor and Christian peasantry.

1878. After the European Congress at Berlin, the
country is taken over by Austria-Hungary, but Muslims
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and Orthodox Christians resist occupation. The new
regime promotes modern economic development.

1908. Austria-Hungary officially annexes Bosnia.

1914. Austria-Hungary starts World War I by declar-
ing war on Serbia; most Bosnian Serbs, Croats, and
Muslims remain loyal to Austria-Hungary.

1918. After World War I, Bosnia becomes part of the
new Kingdom of Serbs, Croats, and Slovenes (renamed
Yugoslavia in 1929); the economy suffers from the loss
of Austro-Hungarian markets.

1941. Yugoslavia breaks up during World War II, and
Nazi Germany makes Bosnia part of the Independent
State of Croatia.

1945. Germany is defeated, and Bosnia joins socialist
Yugoslavia as a constituent republic.

1945-80. Yugoslavia develops a socialist economy.

1980. Communist dictator Josip Broz Tito dies, and
the socialist economy of Yugoslavia begins to decline.
Serb nationalism begins to rise, and non-Serbs grow
dissatisfied with the Federation.

1990. In a multiparty parliamentary election in Bosnia
and Herzegovina, the Muslim Party of Democratic Ac-
tion, led by Alija Izetbegovic, wins 34 percent of the
seats; the Serbian Democratic Party, led by Radovan
Karadzic, takes 30 percent; and the Croatian Democra-
tic Union gets 18 percent. Izetbegovic becomes presi-
dent of a 7-member tri-national presidency.

1991. Bosnia and Herzegovina declares independence
from Yugoslavia, which is confirmed by a referendum
in 1992. Bosnian Serbs, led by Karadzic and backed by
neighboring Serbia and the pro-Serb Yugoslav army,
start an armed offensive aimed at forming a greater
Serbia and thus cause the bloody Bosnian civil war.

1994. Muslims and Croats create a Muslim-Croat
Federation.

1995. In Dayton, Ohio, the warring parties sign a
peace agreement, and Bosnia and Herzegovina is di-
vided between the Federation of Bosnia and Herzegov-
ina and a Serb Republic. A NATO-led peacekeeping
force (IFOR) of 60,000 is deployed to implement the
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agreement, and an international high representative is
appointed.

1996. A Stabilization Force (SFOR) of 19,000 (as of
late 2000) troops—to prevent new inter-ethnic hostili-
ties—succeeds IFOR.

FUTURE TRENDS

In Bosnia and Herzegovina, economic reform is at
the core of the international community’s strategy. Over
the next few years, the government will accentuate tax
reform, improve the tax administration system, aid fi-
nancial sector reform and encourage privatization. Labor
regulations and the pension system will also be thor-
oughly restructured. Foreign investment will be en-
couraged, but future support from international financial
institutions will be dependent on the success of the re-
forms. In the long term, it is hoped that reconstruction,
reform, and EU integration will bring more peace and
prosperity to what is considered to be Europe’s most trou-
bled land after World War II.

DEPENDENCIES

Bosnia and Herzegovina has no territories or
colonies.
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CAPITAL: Sofia.

MONETARY UNIT: Lev (plural Leva). One lev
equals 100 stotinki. There are coins of 1, 2, 5, 10,
20 and 50 stotinki.

CHIEF EXPORTS: Machinery and equipment;
metals, minerals, and fuels; chemicals and plastics;
food, tobacco, and clothing.

CHIEF IMPORTS: Fuels, minerals, and raw
materials; machinery and equipment; metals and
ores; chemicals and plastics; food and textiles.
GROSS DOMESTIC PRODUCT: US$48 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$4.8 billion
(f.0.b., 2000 est.). Imports: US$5.9 billion (f.o0.b.,
2000 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. The Republic of Bulgaria shares
its borders with 5 other countries in southeastern Europe
and has a coastline on the Black Sea. Romania lies to the
north, Turkey to the southeast, Greece to the south, the
former Yugoslav Republic of Macedonia to the south-
west, and Serbia (with Montenegro part of the Federal
Republic of Yugoslavia) to the west. The eastern coast-
line on the Black Sea is 354 kilometers (220 miles) long,
and the total area of the country is 110,910 square kilo-
meters (42,823 square miles), making it slightly larger
than the state of Tennessee. The capital, Sofia, is situated
at the foot of the Balkan and Vitosha Mountains in west-
ern Bulgaria; other principal cities are Plovdiv in south-
central Bulgaria, the coastal cities of Varna and Burgas,
and Ruse on the Danube River.

POPULATION. The Bulgarian population recorded in the
1985 census was 8,948,649, but by July 2000, largely due
to emigration, the population was estimated to have de-
creased to 7,796,694. In 2000, the birth rate stood at 8.06
and the death rate at 14.63 per 1,000 population, but this
downward trend should be halted as the economy im-
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Republic of Bulgaria
Republika Bulgaria

proves, emigrants return, and the country joins the Euro-
pean Union (EU) in 2007. By 2010, the population is pro-
jected to reach 7.26 million. Population density is about
70 persons per square kilometer (181 per square mile).

Ethnic Bulgarians account for 85 percent of the pop-
ulation, Turks 9 percent, and Roma (Gypsies) 3.7 per-
cent. Other small, miscellaneous groups round out the to-
tal. Bulgarian, a Slavic language with a written tradition
dating back to the 9th century, is the principal language,
with other languages spoken corresponding to the ethnic
breakdown. Religions include Orthodox Christian (83
percent), Muslim (13 percent), and Roman Catholic (1.5
percent), with Jewish, Protestant, and other groups mak-
ing up the rest. The population of Bulgaria is aging, with
16 percent below the age of 14 and 16 percent older than
65. The median age is expected to increase from 37.5
years in 1995 to nearly 41 in 2005. A majority of the
population, 69 percent, lives in urban areas, and Sofia
and its suburbs are home to the largest number.

Prior to 1989, the government encouraged popula-
tion growth by providing maternity benefits, free health
care, affordable pre-school day care, and reasonably
adequate pensions. Emigration was negligible due to
government restrictions on travel. Since then, however,
deteriorating living standards, the opening of the econ-
omy, and freedom to travel have generated emigration,
mostly of young people, to Western Europe and North
America, and of ethnic Turks to their neighboring home-
land. Many of the latter, however, return or maintain
households in both countries.

OVERVIEW OF ECONOMY

Until 1944, Bulgaria was a predominantly agricultural
country. Under the socialist regime introduced after World
War II, industry and infrastructure were nationalized and
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operated in line with central government economic plan-
ning. Most farming was collectivized (organized into
government-run units), and the development of heavy in-
dustry was made a priority. From the 1970s until 1989,
Bulgaria enjoyed one of the most prosperous economies
in Eastern Europe, with good health, education, and living
standards. Considered by many to be the “Red Silicon
Valley” (denoting its role as the communist equivalent
of the U.S. technology breeding ground), it became the
sixth nation to fly in space.

The socialist economy, however, was dependent on
the imports of subsidized Soviet fuels (some re-exported
to obtain hard currency) and the extensive but straight-
forward Soviet (and other socialist) markets for most ex-
ports of machinery, computers and peripherals, clothing,
tobacco, beverages, and food. With the disintegration of
the Soviet Union in 1989, the Yugoslav wars of the
1990s, economic sanctions, and the Persian Gulf crisis
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of 1990-91, Bulgaria lost many of its markets, its cheap
energy sources, and hard currency revenues. As a result,
living standards declined significantly in the 1990s. Bul-
garia has become a poor European country and, like most
its neighbors and near-neighbors, except Poland and
Slovenia, it is a long way from improving on its 1989
real level of output. The Yugoslav wars interrupted both
road and river (the Danube) trade routes to Western Eu-
rope and hurt the economy, but the Stability Pact, a re-
gional initiative for economic development, democrati-
zation, and security devised in the late 1990s and backed
by the United States and the EU, should facilitate future
recovery.

Despite these many problems, Bulgaria earned a rep-
utation for economic and political stability during the
1990s. The government followed a slow but sure path to-
wards a market economy and expanded its commercial
ties with Western Europe and the United States. The
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European Union (EU) currently accounts for 52 percent
of its exports and nearly half of its imports, and the United
States is among the top foreign investors. Bulgaria as-
pires to join the North Atlantic Treaty Organization
(NATO) in the first decade of the 21st century and is on
course to join the EU.

In 1997, the government imposed tight monetary
policies and strict financial discipline, stabilizing the
banking system and cutting government spending. Triple-
digit inflation gave way to moderate price increases, but
growth and foreign investment have remained low. On-
going market reforms include privatization or liquida-
tion of state-owned enterprises and liberalization of agri-
culture and the creation of a land market. Privatization is
seen as the only efficient way to restructure the econ-
omy, create jobs, and introduce new technology. It is also
crucial for attracting foreign investment, stopping the
slide in output, increasing exports, and generating cash
for current needs. But the government has been criti-
cized for relying heavily on controversial management-
employee buyouts for smaller enterprises. New social
policy measures include reforming social insurance and
addressing the issues of crime and corruption.

The external debt—estimated at over $10.4 billion
in 2000 and accumulated as a result of foreign trade
deficits throughout the 1980s—is considered high but not
unduly so. Although the balance of payments situation
had stabilized by 2000, the debt has caused a negative
long-term impact on economic growth and living stan-
dards. Another problem arises from the depreciation of
the euro (the common currency of the EU), since most
revenue is measured in euros while the debt is calculated
mostly in dollars. There are attempts to encourage debt-
for-equity swaps (transforming bank debt into foreign
direct investment) which, along with the expected
growth over the next few years, might alleviate the debt
burden.

POLITICS, GOVERNMENT,
AND TAXATION

In 1990, communist rule in Bulgaria gave way to a
multiparty parliamentary democracy, with executive
power vested in the Council of Ministers. Although po-
litical life has been active, Bulgaria has sound policies
regarding minorities and is regarded as an oasis of sta-
bility in the tinderbox of the Balkans. In the 1997 par-
liamentary elections, the United Democratic Forces, an
alliance of the reformist Union of Democratic Forces
(SDS) and the People’s Union, won 137 of 240 National
Assembly seats. The Bulgarian Socialist Party (BSP), re-
formed communists, was reduced to 58 seats, which re-
flected the BSP responsibility for the 1996-97 financial
meltdown, from which the SDS was perceived as a de-
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liverer. The remaining seats were shared between the
Movement for Rights and Freedoms (MRF); a centrist,
predominantly ethnic Turkish party; the Euroleft; and the
Business Block. The Bulgarian Agrarian People’s Union
and the Democratic Party form the People’s Union coali-
tion. The local elections in 1999 gave the BSP control
over most local governments and signaled decreasing
SDS popularity due to persistent economic hardship and
corruption charges. All major parties currently support
market reforms and membership in the EU and NATO.
During the 1999 Kosovo crisis, the government cooper-
ated fully with NATO.

The government aims to privatize all state-owned
firms except for utilities, strategic railroads, natural gas,
postal services, education and sciences, environmental
protection, geology, and cartography. The law requires
that the state retain at least a 51 percent interest in mer-
chant shipping and passenger fleets, major ports and air-
ports, transport, and highway construction companies. By
June 1999, about 40 percent of state enterprises had been
privatized, while the public sector accounted for 36 per-
cent of the GDP. The private sector contributed 25-30
percent of the GDP in 1995; 35-40 percent in 1996; ap-
proximately 65 percent in 1997 and 1998, and 64 percent
in 1999, and is expected to increase further.

Privatization processes were particularly dynamic in
1999 and 2000, with priority given to tourism, food pro-
cessing, agriculture, heavy industry, engineering, textiles,
and construction materials. The privatization program is
being carried out through capital market offerings, mass
privatization, and cash deals. The offerings on the capi-
tal market (through corporate stocks and bonds sales) are
insignificant, and the local stock exchange is still in its
infancy. In the mass privatization program, all citizens
and company employees were made eligible to receive
free vouchers for company (or privatization fund) shares.
More significant for foreign investors is cash privatiza-
tion, which allows investors to buy smaller enterprises
from central government ministries, larger ones from the
privatization agency, or municipal assets from local gov-
ernment. The privatization agency hires foreign consul-
tancy firms to assess the value of important enterprises
and to advise on marketing, but the process has often
been described as slow and challenging. Potential in-
vestors have been frustrated by the difficulties of invest-
ing, and others are unhappy with inflexible procedures.
Complex criteria for determining which buyers are eligi-
ble to invest has caused concern about corruption.

Taxes are a major source of government revenue.
Personal income tax rates are progressive, from 20 per-
cent to 40 percent. The profit tax rate is 20 percent for
large firms and 15 percent for small firms. Value-added
tax (VAT) is levied at a rate of 20 percent. All firms pay
10 percent on profits in municipal tax. Investors in high
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unemployment areas get a 10 percent reduction on gov-
ernment profit tax. The tax system is still perceived by
many as unfriendly to business, and tax cuts are being
debated within the government.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Bulgaria’s transportation infrastructure includes rail-
roads, with 3,979 kilometers (2,472 miles) of track in use,
and about 36,724 kilometers (22,819 miles) of paved
roads, although some of these are unsatisfactory. There
are only about 250 kilometers (160 miles) of 4-lane high-
way. Back in the 1980s, Somat, the state trucking com-
pany, was among the largest in Europe. However, polit-
ical troubles involving Serbia made the road route to
Western Europe across Serbian territory problematic. The
result was greater traffic via Romania across the only ex-
isting bridge with a ferry crossing on the Danube. Bul-
garia recognized the need for a second bridge, but mixed
signals from Romania have held up the project. However,
the reopening of traffic through Yugoslavia following the
ousting of Yugoslav leader Slobodan Milosevic in 2000
may rule out bridge construction.

Bulgaria has many highway projects under con-
struction, notably portions of the Trans-European motor-
way connecting Budapest, Hungary, with Athens,
Greece, via Sofia, and with Istanbul, Turkey, via eastern
Bulgaria. International investors and the state budget are
the main sources for financing road network improve-
ments. Completion and modernization of portions of the
Trakia, Cherno More, and Hemus expressways are being
given out to contractors, and there are plans for a north-
south tunnel under Mount Shipka.

The Danube River is an important artery, and much
of the freight traffic uses the Black Sea. There is a size-
able merchant marine fleet operated by the Navibulgar
shipping company. Two major seaports and east-west
transport corridor gateways, in Varna and Burgas, are

planned for rehabilitation. Balkan, the national airline,
serves major cities and international destinations, although
it has suffered after its recent sale to the Israeli Zeevi group
in a questionable privatization deal. Smaller airlines also
operate, and 3 major international airports, in Sofia,
Varna, and Burgas, are currently undergoing moderniza-
tion. There are 129 airports with paved runways.

Bulgaria’s energy sector is state-owned and derives
most of its output from thermal plants burning fossil fu-
els, mostly coal and natural gas (52 percent), nuclear
plants (41 percent), and hydroelectric facilities (7 per-
cent). Newer units of the Kozloduy nuclear plant will be
upgraded under a contract between the National Electric
Company and the U.S. company, Westinghouse. Bulgaria
exports energy, primarily to Turkey and Yugoslavia. The
country produced 38.423 billion kilowatt hours (kWh) of
energy in 1998, a slight decrease from the previous year,
and electricity consumption stood at 35.493 billion kWh.
Studies to determine the feasibility of oil pipelines car-
rying oil from the Caspian Sea through Bulgaria to the
Greek Aegean Sea coast or the Albanian Adriatic Sea
coast could bring future opportunities for expansion.
There are extensive networks of pipelines carrying nat-
ural gas throughout the country.

Bulgaria has the highest penetration of telephone ser-
vice in Eastern Europe, at 38.47 percent. The network is
operated by the state-owned Bulgarian Telecommunica-
tions Company (BTC). In 1998, it replaced antiquated
facilities with up-to-date equipment and connected major
cities with digital exchanges, satellite ground stations,
fiber-optic lines, and digital microwave networks in a
$300 million project funded by international investors.
Residential telephone development will reach EU stan-
dards by 2008. There is analog cellular telephone net-
work operated by the Mobifon company, created as a
joint venture between Cable & Wireless (49 percent),
BTC (39 percent), and the Bulgarian company Radio
Electronic Systems (12 percent). The Bulgarian com-
pany, Mobiltel, operates a digital cellular telephone net-

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers  Radios TV Sets® subscribers®  Mobile Phones®  Fax Machines®  Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Bulgaria 257 543 398 28.8 15 N/A N/A 11.89 235
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Russia 105 418 420 785 5 04 40.6 13.06 2,700
Romania 300 319 233 119.2 29 N/A 10.2 9.01 600

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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work, and the country has many small, unregulated, In-
ternet service providers. Privatization of 51 percent of the
BTC, worth more than $500 million, will be the largest
privatization deal in Bulgaria, and was being prepared in
2001, while the Greek telecommunications company,
OTE, was granted a license for a second national digital
cellular phone network.

ECONOMIC SECTORS

Since the late 1980s, manufacturing, mining, trans-
port, construction, and agriculture have been declining in
Bulgaria, while the service sector has been growing, par-
ticularly in retail business and finance. Energy, commu-
nications, and tourism have also become high-profile if
turbulent industries. The World Factbook estimated that
by 2000 agriculture accounted for 15 percent of gross
domestic product (GDP), industry 29 percent, and ser-
vices 56 percent. Estimates for the division of the labor
force were from 1998, when 26 percent of the labor force
was employed by the agriculture sector, 31 percent by the
industry sector, and 43 percent by the services sector.

Much of Bulgaria’s earlier economic strength lay in
heavy industry powered, until the early 1990s, by subsi-
dized energy from the Soviet Union. With the collapse
of centrally planned Eastern European economies, man-
ufacturing suffered a downturn. Major state-owned
chemical, oil-refining, and metallurgical plants were tar-
geted for privatization and examined to determine
whether they could compete effectively in international
markets. The largest privatization deal in heavy industry
was the sale of the Sodi Devnia chemical plant to the
Belgian company, Solvey, in 1999 for $160 million.
Many other major assets, including oil refineries and

Bulgaria
GDP-COMPOSITION BY SECTOR-1999 est.

Agriculture 21%

Services 50%

Industry 29%

SOURCE: CIA World Factbook 2000 [Online].
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chemical, metallurgical, and cement plants were priva-
tized, while some were reduced to a shambles.

Food processing, textiles and apparel, and other
consumer goods manufacturers have performed com-
paratively better, often attracting investment from
renowned companies such as Kraft Jacobs Suchard or
Danone. Future growth looks probable in light industry,
led by electronics, textiles, and food processing. A small
percentage of new private companies are involved in
manufacturing. Private sector growth is greatest in the
construction and food industries, maintenance and repair
of electronic tools and equipment, household appliances,
and automobiles.

AGRICULTURE

Bulgaria is renowned for sheep’s milk cheese, ori-
ental tobacco, wine, rose attar (used in perfumery),
vegetables, fruit, medicinal herbs, and, particularly, nat-
ural yogurt. The temperate climate, abundant arable land,
and soil conditions support the farming of both livestock
and crops (grains, oil seeds, sugar beets, vegetables,
grapes, fruit), but the country was affected by drought in
the late 1990s and into 2000. Tobacco is among the
most important of Bulgaria’s crops, contributing nearly
20 percent to the value of agricultural goods. The prin-
cipal timber areas are in the Rila, Rhodope, and Balkan
Mountains. The fishing industry, which in the 1980s
operated a large ocean fleet, is currently depressed. All
told, the agricultural sector was estimated to account for
21 percent of the GDP in 1999 and to employ 26 percent
of the workforce. Although estimations for the labor force
were not available, the percentage of the GDP the sector
contributed dropped slightly by 2000 to 15 percent.

Although historically a surplus food producer, Bul-
garian agriculture was facing a downturn at the turn of
the century. Cropland, livestock population, and yields
were declining (limited use of fertilizers, however, has
led to cleaner rivers and sea water). Animal feed is im-
ported and its shortage has led to distress slaughtering,
the killing of livestock in the face of a shortage of feed.
The price of agricultural goods is not rising in line with
inflation. Imported subsidized vegetables, fruit, dairy
products, and meat from the EU adversely affect local
producers. Restitution of collective farmland to private
owners has been complicated and considerable collective
farm assets were lost in the process. New private hold-
ings are too small and can only be serviced with techni-
cal equipment or irrigated if their owners band together,
but such efforts are proving slow to develop.

Price liberalization should encourage more output,
especially as income gradually rises. Agriculture has the
potential to make Bulgaria again basically self-sufficient
in grains, and prospects are excellent for further increases
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in hard currency earnings from wine and dairy products,
particularly cheese.

INDUSTRY

Before 1989, heavy industry dominated the Bulgar-
ian economy. Metallurgy was largely dependent on iron
ore imports, while locally mined copper, zinc, and lead
ores were smelted in Bulgaria. The chemical industry pro-
duced fuels, plastics, rubbers, soda ash, and fertilizers.
Engineering was well developed, especially in the pro-
duction of electrical equipment, electric and motor trucks,
heavy machinery, machine tools, electronics, and ship-
building. Since the transition to a market economy, with
a few exceptions that have attracted major foreign in-
vestment or serve sizeable international demand, the re-
maining heavy industry companies have struggled under
management-employee privatization schemes. By 1999
industry contributed 29 percent to the GDP and employed
31 percent of the workforce. More recent labor force es-
timations were not available, but the percentage of GDP
the sector contributed by 2000 remained the same.

Computer and software industries grew spectacularly
in the 1980s, but, since then, many hi-tech players have
been severely hit. DZU, a modern data storage equipment
manufacturer in 1989, later leased out its production fa-
cilities to dubious firms that made Bulgaria the world’s
second largest producer of pirated compact discs (CDs).
A government crackdown then all but ruined DZU, whose
chances of survival currently lie with Hungary’s
Videoton, which acquired it for a nominal price. At best,
it will function as a cheap assembly plant, but other com-
panies will not even be this lucky. Bulgaria lost more
than 50,000 computer programmers and engineers to de-
veloped countries over the 1990s, and this drain on a
skilled workforce showed no sign of slowing down.

Textiles, the oldest industry in Bulgaria, together
with apparel, leather goods, and footwear manufacturers,
use largely domestic raw materials. The manufacture of
building materials—cement, bricks, and glass—is well
established. Pharmaceuticals and beauty products, food
processing, including wine and other beverages, and to-
bacco processing, were once major revenue sources and
show prospects for future growth.

Industries whose market prospects show promise in
the 21st century include the manufacture of electrical
equipment; telecommunications equipment and services;
computers, software, and information technology; med-
ical equipment; automotive parts and service equipment;
agricultural equipment; building materials; chemicals;
and, to some extent, metallurgy. All these enterprises,
however, require massive restructuring and investment
for their revitalization.
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SERVICES

The service sector, generating approximately half of
Bulgaria’s GDP in 1999 and employing 43 percent of the
workforce, continues to experience the highest growth of
any sector. Most private sector activity involves some
form of trade or retail, and financial services such as in-
surance and lending, health-care services, and tourism are
well regarded by private companies.

FINANCIAL SERVICES. With the breakup of the rigid so-
cialist banking system, the 1990s witnessed expansion of
the banking and financial services sector. In 1996, how-
ever, many state-owned and some private banks collapsed
under the burden of bad debts accumulated by state fac-
tories that had become obsolete and by the now infamous
“credit millionaires.” In 1997, the government focused on
achieving stabilization and financial discipline, forcing
the banks to avoid new lending and to maintain very high
liquidity rates (a measure of how much cash is kept on
hand). Bulgaria’s low inflation is accompanied by low
interest rates, but the level of lending is a third of that in
most central European countries and is a major barrier to
investment. The economy is heavily reliant on cash pay-
ments, which is detrimental to efficiency and conducive
to corruption and tax evasion. Savings have been declin-
ing since 1999 due to generally low income levels.

The government is privatizing remaining state banks,
and there were plans to sell in 2001 the largest, Bulbank,
to a consortium made up of UniCredito (Italy) and Al-
lianz (Germany), and the Bulgarian State Savings Bank.
The large Post Bank was sold in 1998 to a consortium of
Greek banks and AIG (U.S.), which also bought a stake
in the United Bulgarian Bank in 1999. Most hard-won
loans are now going to private companies. Consumer
credit is developing, although slowly, with banks actively
encouraging car and home loans to the tune of $400 mil-
lion. Credit card companies have also started operations
in this formerly virgin market.

TOURISM. Tourism plays a significant but not crucial
role in the economy. While its competitors, Spain,
Greece, and Turkey, have the advantage of aggressive
and expensive marketing campaigns and decades of ex-
posure to the market, Bulgaria has been unable to capi-
talize on its popular image as a land with a rich folklore
tradition. The country offers extensive beach resorts
along the Black Sea coast, several alpine skiing resorts
in the Vitosha, Rila, Pirin, and Rhodope Mountains, and
natural mineral water health spas. Nevertheless, the num-
ber of Western tourists fell by a third between 1994 and
1996, and the total revenue from the tourist industry in
1996 was $669 million. Attracted by low prices, cultural
similarities, the lack of visa formalities, and a Russian-
friendly population, former Soviet nationals spent 130
percent more overnight stays in Bulgaria in 1996 than in
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1985, and 63 percent more than in 1993. Former East
Germans are also frequent visitors. In 1996, overnight
stays by Russians and Germans were around 2 million
each, but the number of British and Scandinavian visi-
tors is low. Poles, Czechs, Slovaks and Hungarians,
among the top tourists to Bulgaria in the 1980s, now pre-
fer other destinations. Foreign-acquired tourist hotels on
the coast are mainly Russian-owned, while others have
been leased to tour operators such as Germany’s Neck-
ermann who carry out renovation. However, it is 5-star
business hotels that most attract foreign investors.

RETAIL. Growing quickly during the 1990s, the retail sec-
tor was energized by the privatization of state and mu-
nicipality-owned stores, the emergence of many small
private firms, and the import of cheap foreign consumer
goods. Major foreign retailers, such as the German Metro,
the Turkish Koc Holding, and others from Austria and
France, began developing a network of large hypermar-
kets. The choice of goods has widened impressively, but
low-income Bulgarians are generally reluctant or unable
to pay more for better-looking products, often leaving
consumers reliant on traditional domestic suppliers. The
lower price of subsidized agricultural goods from the EU
make them popular with buyers but detrimental to local
producers. Direct and network marketing, which became
popular in Eastern Europe after Oriflame (Sweden) made
a success of it, is taking root, but only gradually, due to
low levels of disposable income.

INTERNATIONAL TRADE

As a consequence of the foreign debt incurred in
the late 1980s, Bulgaria suffered from declining markets
and negative trade balances during the early 1990s. Al-
though dependent on imports as heavily as ever, Bul-
garia showed improvement after 1994 as the lev weak-
ened, making exports more affordable in foreign
markets; trade with former Soviet republics was revived,
and trade with the EU increased. However, after 1997,
the Yugoslav embargo, together with the government’s
restrictive policies aimed at financial stabilization,

Trade (expressed in billions of US$): Bulgaria

Exports Imports
1975 N/A 5.949
1980 N/A N/A
1985 13.339 13.657
1990 4.822 4.710
1995 5.354 5.657
1998 4.300 4.979

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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brought a downturn in the balance of trade. In 1998, ex-
ports of goods stood at $4.293 billion and imports at
$4.609 billion, generating a current account deficit of
$316 million. This trade deficit mushroomed to $1.5 bil-
lion in 1999, when Bulgaria imported $5.3 billion in
goods while exporting just $3.8 billion.

An accumulating trade deficit would badly affect
Bulgaria’s ability to meet its financial obligations in the
future, but June 2000 was the tenth month in succession
to see an increase in exports. Exports for that month
reached $393.6 million, an increase of 21.8 percent over
1999, attributed to the recovery of EU economies in gen-
eral and the rise in the international price of Bulgarian
exports. Exports to the United Kingdom (UK) rose by 40
percent, due to the strong pound against the weak euro,
which is linked to the lev. Export to other Organization
for Economic Cooperation and Development (OECD)
countries rose by almost 45 percent, with most going to
Turkey. Exports to Balkan countries, mainly Serbia and
Macedonia, boomed after the Kosovo war in 1999, but
those to other member countries of the Central European
Free Trade Agreement (CEFTA) rose by less than 6 per-
cent and those to the former Soviet Union fell by 17 per-
cent, with exports to Russia falling by one-third.

Imports increased by 23 percent over the previous
year, to $511.2 million in June 2000. Over 50 percent of
the rise was due to higher oil prices. Imports of indus-
trial raw materials rose by more than 8 percent and im-
ports associated with the recovering metallurgical sector
grew, while those required by the food sector fell. In-
vestment also rose in 2000, but the greatest growth, 56
percent, was in energy, mainly imported from Russia.
The EU is now the main supplier of consumer and in-
vestment goods to Bulgaria. Imports from Balkan coun-
tries expanded impressively a year after the Kosovo war.

A fairly active trade-show calendar attracts firms
from many countries. Major export commodities in-
cluded textiles, clothing and footwear; base metals and
metal products; minerals and fuels; food, beverages, and
tobacco; machinery and equipment; chemicals and plas-
tics; furniture and household appliances. Italy accounted
for 14 percent of exports in 1998. Germany (10 percent),
Greece (9 percent), Turkey (8 percent), and Russia (5 per-
cent) were other major partners. Together, EU countries
accounted for 52 percent of exports.

Major import commodities included fuels, minerals,
and raw materials; metals and ores; textiles and apparel;
machinery and equipment; automobiles; chemicals and
plastics; and food. Major import partners were Russia,
accounting for more than 20 percent of all imports in
1998, Germany (15 percent), Italy (9 percent), Greece (6
percent), France (5 percent), and the United States (4 per-
cent). Together, EU countries accounted for more than
48 percent of imports.
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MONEY

The Bulgarian National Bank (BNB) is the bank of
issue. It controls government funds and state-owned en-
terprises. All banks were nationalized in 1947, but since
1990, private banks have been established and interna-
tional banks allowed to enter the market. The banking
sector has been consolidated, and complete privatization
of the remaining state-owned commercial banks was ex-
pected by 2001.

The Bulgarian currency plunged dramatically in late
1996 and early 1997, reaching a low of approximately
3,000 leva per US$1. Many banks that had extended loans
to failing concerns, both state-owned and private, were
forced into insolvency. By early 1997, most banking in-
stitutions were bankrupt or had closed doors to deposi-
tors. The new government that took office in May of 1997
committed itself to stringent financial and structural poli-
cies for dealing with this drastic situation and received
the encouragement of backing from international finan-
cial institutions.

Since July 1997, as required by the International
Monetary Fund (IMF), the Bulgarian government has
been operating under the control of a currency board.
This body rules that the BNB must hold hard currency
reserves in leva to cover circulation and banking reserves.
Further, the currency board dictates that the BNB cannot
refinance commercial banks except in an emergency and
restricts the government’s freedom to take on new finan-
cial liabilities or provide sovereign guarantees. The lev
was tied to the German mark and later to the euro at a
fixed rate, and in 1999 the currency was redenominated
(new bills and coins were issued and the exchange rate
was fixed at 1 lev to 1 German mark).

Under IMF conditions for strict financial discipline,
the government was pledged to close loss-making enter-
prises and speed privatization, bank reform, and restruc-
turing. It issued an isolation list of loss-making state en-
terprises, that is, companies denied access to commercial

Exchange rates: Bulgaria

leva (Lv) per US$1

Jan 2001 2.0848
2000 2.1233
1999 1.8364
1998 1,760.36
1997 1,681.88
1996 177.89

Note: On July 5, 1999, the lev was redenominated; the post-July 5, 1999
lev is equal to 1,000 of the pre-July 5, 1999 lev.

SOURCE: CIA World Factbook 2001 [ONLINE].

credit unless they privatize. These accounted for half of
the public sector, but by 1999 the government succeeded
in privatizing, or beginning liquidation of, all such com-
panies. In the early 1990s, there were 30—40 virtually un-
regulated stock markets in Bulgaria, most of whose listed
firms turned out to be dealing in pyramid schemes. A
national stock exchange opened in October 1997, but
daily turnover has seldom been more than $200,000, and
rarely exceeded $1 million, even in 1998.

POVERTY AND WEALTH

Before 1989, Bulgaria was arguably a land of eco-
nomic equality. Almost no private initiative was allowed,
but the vast majority of the population was employed by
the state, and large government funds were allocated to
free health care, free higher education, maternity and dis-
ability benefits, and pensions. Most Bulgarians owned
their houses, and many had small country “villas” and
motor cars. Traditionally, even the poorest Bulgarians,
the ethnic Roma, held jobs, received social security pay-
ments, and enjoyed a decent standard of living, particu-
larly in rural areas. The only exceptions to this modest
yet guaranteed standard of living were the nomenklatura
and the informal economy players, whose privileges in-
flamed discontent among the population.

The market reforms of the 1990s created both new
poverty and new wealth. Unemployment, hitherto almost
unknown, skyrocketed, inflation all but wiped out most
social benefits, and the cooperative farms that were the
livelihood of many formerly landless villagers were dis-
banded. Many entrepreneurs, corrupt politicians and of-
ficials, and mobsters amassed spectacular fortunes, which
most people resented. Restitution of urban real estate, and
particularly of farmland and woodland, was controver-
sial and failed to generate much wealth. Mass privatiza-
tion also failed in this respect.

For all its problems, Bulgaria was in 1995 still more
egalitarian than neighboring Greece or the wealthy
United States. The poorest 20 percent were responsible
for 8.5 percent of the nation’s consumption (compared to
7.5 percent in Greece and 5.2 percent in the United

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Bulgaria N/A 1,329 1,553 1,716 1,372
United States 19,364 21,529 23,200 25,363 29,683
Russia 2,555 3,654 3,463 3,668 2,138
Romania 1,201 1,643 1,872 1,576 1,310
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Gonsumption by Percentage
Share: Bulgaria

Lowest 10% 34
Lowest 20% 8.5
Second 20% 13.8
Third 20% 17.9
Fourth 20% 22.7
Highest 20% 37.0
Highest 10% 225

Survey year: 1995

Note: This information refers to expenditure shares by percentiles of the
population and is ranked by per capita expenditure.

SOURCE: 2000 World Development Indicators [CD-ROM].

States), while the wealthiest 20 percent consumed 37 per-
cent (40.3 percent in Greece, 46.4 percent in the United
States). Bulgaria’s Gini index—which rates a country’s
level of equality with 1 representing perfect equality and
100 representing perfect inequality—was 28.3 in 1995,
while Greece’s was 32.7, and the United States’ was 40.8.
Polarization increased between 1995 and 2000, but it is
believed that economic growth over the next decade and
the accession to the EU will gradually increase living
standards for all Bulgarians.

By 2001 most of the population was enduring hard-
ship. The growth of wages and pensions lagged behind
the index of consumer prices and unemployment is offi-
cially estimated at 15 percent, although it is believed to
be much higher. The prospects for many small businesses
seem bleak, due to the unavailability of loans, weak de-
mand, crime, and corruption. Agriculture is struggling to
provide a sustainable livelihood for small farmers. While
many professionals and business owners make a good
living, thousands of Bulgarians can afford only the bare
necessities. Numerous chronically ill people suffer from
an inadequate supply of life-supporting medicines, and
many children, particularly those of Roma families, are
unable to attend school because of the growing cost of
textbooks and clothing. Many people who live in small

Bulgaria

towns and villages with high unemployment rates, as well
as single parents, pensioners, persons in state social
homes, disabled people, and others face considerable per-
sonal distress.

According to the United Nations Development Pro-
gramme (UNDP), Bulgaria is currently behind Hungary
and Poland, but ahead of neighboring Turkey and Ro-
mania, in terms of its human development index. In 1998,
Bulgaria still had a smaller population per physician and
per hospital bed than the EU average, but health-care
spending per head was much lower. Food constituted 33.1
percent of household spending (but was believed to be
rising), while the EU average was 14.1 percent. Cars in
use per 1,000 population were 219.9 for Bulgaria and
399.7 for the EU. Houses with piped water constituted
83.4 percent of households in Bulgaria and 99 percent in
the EU, and houses with flush toilets were 57.7 percent
in Bulgaria against 96.3 percent in the EU.

WORKING CONDITIONS

Bulgaria is a party to all relevant major universal as
well as regional legal instruments, such as the Interna-
tional Covenant on Economic, Social and Cultural
Rights, the Convention on the Elimination of Discrimi-
nation Against Women, and the Convention on the Rights
of the Child. It is also a signatory to treaties on the right
to equal compensation and collective bargaining and
against employment discrimination. Market reforms,
though, made Bulgarians aware of unemployment and job
insecurity problems. Before 1989, the economy was
plagued by the sustained labor deficit for blue-collar
workers, but labor disputes were virtually non-existent
since the Communist Party supervised trade unions. Nev-
ertheless, over the decades after World War II, working
conditions improved in both urban and rural areas with
the introduction of new technology and progressive leg-
islation and the development of health-care and social-
security systems. At the same time, safety at work and
environmental protection, particularly in the mining,
energy, and chemical industries, were often inadequate.

Household Consumption in PPP Terms
Country All food Clothing and footwear Fuel and power” Health care® Education® Transport & Communications Other

Bulgaria 30 6 17 8 11 5 23
United States 13 9 9 4 6 8 51
Russia 28 1 16 7 15 8 16
Romania 36 7 9 3 20 9 16
Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
bIncludes government and private expenditures.
SOURCE: World Bank. World Development Indicators 2000.
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Bulgaria did not develop independent labor unions as
such before democratic reforms took root. The only ex-
ception was the Podkrepa Labor Confederacy, now one of
the major national unions. Along with the Confederacy of
Independent Syndicates of Bulgaria and other groups, the
Podkrepa participates in collective bargaining, and the
unions’ role is growing as many Bulgarians face unem-
ployment and deteriorating working conditions. Conditions
are notably bad in clothing sweatshops set up by foreign
investors in rural areas severely afflicted by unemployment.
Women have traditionally participated on an equal footing
in the economy but are now suffering heavily from unem-
ployment, job-related stress, and unsafe labor conditions.
Over the 1990s, hundreds of thousands of educated young
Bulgarians left the country, and it is expected that the forth-
coming waiver of visa requirements for most EU countries
will encourage others to seek short-term employment. EU
membership is likely to intensify the mobility of workers
between countries until a balance is reached.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

550 A.D. Slavs settle into present-day Bulgarian (then
Byzantine) lands, comprising the ancient Roman
provinces of Moesia, Thrace, and Macedonia.

681. Khan Asparuh founds the first Bulgarian state as
a union between Slavs and newcomer Bulgars, militant
people from the steppes of the northern Caucasus. They
are to be assimilated by the Slavs but leave their name
and statehood tradition to the nation.

863. Bulgaria converts to Christianity under Prince
Boris I and embraces Byzantine civilization as a feudal
agrarian economy takes root.

893. The Cyrillic alphabet and Old Bulgarian (Slavonic)
are adopted as the official language (instead of Greek).

893-927. The territory expands under Prince (later
Tsar) Simeon. A rich medieval culture spreads its influ-
ence to other Slavs in Serbia, Walachia, Kievan Rus,
and later Muscovy.

927. Bulgarian rulers recognize the title of tsar (em-
peror); Bulgarian Orthodox Church is elevated to pa-
triarchy.

1018. The First Bulgarian Empire is violently subdued
by Byzantium.

1185. The brothers, Asen and Peter, take over an up-
rising to liberate the Bulgarian lands and restore the
state known as the Second Bulgarian Empire.

1230. There is territorial and commercial expansion
under Tsar Ivan Asen II. Bulgaria becomes a major
grain supplier to Byzantium, actively trading with
Venice, Genoa, and Ragusa (Dubrovnik).
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1371. Commercial and cultural development accompa-
nies political crisis under Tsar Ivan Alexander. Bul-
garia is divided into several lesser kingdoms and prin-
cipalities.

1396. Bulgaria is violently conquered by the rising Ot-
toman Empire and remains under its rule for nearly
500 years.

1762-1876. A national revival develops new Bulgarian
culture and pride. Agriculture and home industries thrive,
benefitting from large Ottoman markets. Merchants and
industrialists emerge and benefit the economy. The na-
tional liberation movement gains momentum.

1871. An independent Bulgarian church is restored.
1876. There are mass uprisings against Ottoman rule.

1878. Bulgaria is liberated from Ottoman rule as an
outcome of the 1877-78 Russo-Turkish war.

1879. The first Bulgarian constitution establishes a
democracy, modeled after the Belgian constitution.

1885. North and South Bulgaria unite after being sepa-
rated since 1878 by the European powers. A sizable
ethnic Bulgarian population remains under the Ottoman
Empire.

1887-12. Democratic statehood develops as well as a
market economy that remains largely agrarian and a
national culture.

1903. There are mass uprisings of Bulgarians in the
Ottoman lands (Macedonia and Adrianople area).

1912-18. Bulgaria participates in the Balkan Wars and
World War I, which is aimed at liberating ethnic Bul-
garians outside Bulgaria’s borders. The war ends in de-
feat and brings an influx of refugees.

1923-41. Political life is troubled by violence as
democracy gives way to bitter partisanship and is fi-
nally supplanted by a pro-Nazi Germany regime. The
economy grows with the influence of German in-
vestors.

1944-56. Communist rule takes over. Central eco-
nomic planning is introduced, focusing on heavy indus-
tries, and farms are collectivized. Economic coopera-
tion with the Socialist bloc develops.

1946. Bulgaria is proclaimed a people’s republic.
1955. Bulgaria joins the United Nations.

1956-80. Bulgaria exhausts the extensive socialist
growth model and reaches stagnation.

1985-89. Economic and political crisis occurs as per-
estroika unfolds in the Soviet Union. The Bulgarian
regime desperately seeks methods of market reform,
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while cracking down on dissenters and the Turkish
minority.

1989. Communist leader Todor Zhivkov resigns as the
transition to multiparty democracy and a market econ-
omy begins. Bulgaria shifts its loyalties to the EU and
NATO.

1991. A new democratic constitution of the Republic
of Bulgaria is adopted, and elections bring the re-
formist Union of Democratic Forces (UDF) to power.

1995. Bulgaria is admitted as an associate member of
the EU and applies for full membership.

1997. IMF-sponsored program for financial stabiliza-
tion is implemented by the second UDF government.

1998. Effective IMF membership is established.

1999. Negotiations for full membership of the EU get
underway.

FUTURE TRENDS

Bulgaria’s economic policy after 2000 will be de-
termined by the success of its preparations for EU mem-
bership. The EU opinion on its progress is favorable, but
negotiations will become more difficult as they move
from administrative to economic issues, such as the re-
structuring of the energy sector and agriculture. Bul-
garia’s market economy and its competitiveness within
the single European market still require significant fur-
ther improvement. Public expenditure will focus on in-
vestment in roads, natural gas, electricity, agriculture, and
the environment. The government claims investment of
some $9 billion is enough to fuel growth over the next
years, but, all too optimistically, it relies on the private
sector to provide most of the funds.
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With Bulgarian privatization completed by the end
of 2001, the IMF envisages strong annual growth of 4
percent to 5 percent over the next several years and sin-
gle-digit inflation. However, slow and allegedly corrupt
privatization processes are a potential obstacle to eco-
nomic transformation, and corruption charges combined
with insufficient growth, unemployment, poverty, and
deteriorating health care and education, could bring about
a change of government in 2001. This outcome would
not mean any long-term changes in policy.

The end of Slobodan Milosevic’s government in
Serbia could prove beneficial by decreasing the risk of
war on Bulgaria’s borders. The reopening of land routes
and river traffic on the Danube will facilitate trade with
the EU, Bulgaria’s largest export market, whose growth
will have a positive impact on the economy.

DEPENDENCIES

Bulgaria has no territories or colonies.
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CAPITAL: Zagreb.

MONETARY UNIT: Croatian Kuna (HrK). One kuna
equals 100 lipas. There are coins of 1, 5, 10, 20,
and 50 lipas and 1, 2 and 5 kuna. There are notes
of 5, 10, 20, 50, 100, 200, 500, 1000, and 2000
kunas.

CHIEF EXPORTS: Textiles, chemicals, foodstuffs,
fuels.

CHIEF IMPORTS: Machinery, transport and electri-
cal equipment, chemicals, fuels and lubricants,
foodstuffs.

GROSS DOMESTIC PRODUCT: US$24.9 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$4.3 billion
(f.o.b., 1999). Imports: US$7.8 billion (c.i.f.,
1999).

COUNTRY OVERVIEW

LOCATION AND SIZE. The Republic of Croatia is lo-
cated in southeastern Europe, with a long coastline on the
Adriatic Sea to the south, and borders with Slovenia and
Hungary to the north, and Yugoslavia and Bosnia and
Herzegovina to the east. It has an area of 56,538 square
kilometers (21,829 square miles), approximately the size
of West Virginia. The country’s coastline stretches for
5,790 kilometers (3,598 miles), and consists of 1,778
kilometers (1,104 miles) of mainland coastline and 4,012
kilometers (2,493 miles) of island coastline. The capital,
Zagreb, is located in the northwestern corner of the coun-
try. Other major cities include Osijek, Pula, Rijeka,
Zadar, Split, and Dubrovnik.

POPULATION. Croatia’s population has been gradually
decreasing since its 1990 figure of 4,508,347 and, ac-
cording to CIA World Factbook statistics, in July 2000
the figure stood at 4,282,216. However, the year 2000
saw a slight increase, with the birth rate, at 12.82 per
1,000, higher than the death rate (11.51 per 1,000). If this
trend continues, a projected population growth rate of

Worldmark Encyclopedia of National Economies

CROATIA

Republic of Croatia
Republika Hrvatska

only 0.93 percent will not dramatically change the size
of Croatia’s population in the foreseeable future. By the
year 2010 it is estimated to reach 4,697,548.

With 76.5 percent of its inhabitants Roman
Catholics, Croatia is predominantly a Roman Catholic
country. Although the majority of the population is Croa-
tian, other ethnic groups include Serbs, Bosnian Muslims,
Hungarians, Slovenians, and Czechs. Approximately 18
percent of the population is under 15, about 67 percent
is aged between 15 and 64, and the remaining 18 percent
is over the age of 65. According to 1997 figures, the
majority of people (56.5 percent) reside in urban areas,
showing a significant increase from the 1975 figure of
45.1 percent. By the year 2015, urban dwellers are ex-
pected to number 64.4 percent of the population. Al-
though population density is only 83.5 people per square
kilometer (216 per square mile), the population is not
evenly dispersed. Almost a quarter of Croatians reside in
the capital city of Zagreb and its suburbs, while many of
the country’s islands and rural areas are very sparsely
populated by mostly elderly inhabitants.

Like several other European countries, Croatia is ex-
periencing the problem of very slow population growth.
The government recognizes the problem but has done
very little to address it.

OVERVIEW OF ECONOMY

Prior to World War II, peasants comprised more
than half of Croatia’s population and the country’s econ-
omy was based largely on agriculture and livestock.
Croatia’s northern region is rich in agricultural soil and
has been exploited for those purposes since ancient
times. The coastal regions are not as lush but have a per-
fect combination of climate and soil for growing grapes,
olives, and citrus fruit. Industrialization took place after
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World War II when Croatia became a part of the So-
cialist Federal Republic of Yugoslavia. During this time,
the economy diversified, industry and trade grew
rapidly, and tourism developed swiftly. Since Croatia
and Slovenia were the most developed of the Yugosla-
vian republics, profits from their industries were used to
develop poorer regions of the federation. This factor, to-
gether with hyper-inflation in the 1980s and austerity
programs imposed by the federal government, led to both
Croatia and Slovenia opting for independence from the
Yugoslav federation at the beginning of the 1990s. Croa-
tia’s bid for independence was met with military force
by the Yugoslavian government, unleashing a war that
lasted from 1991 to 1995.

84

Prior to 1991, Croatia was part of a socialist-
dominated country. Since then, it has been going through
a transition from state-controlled economy to free-
market system, but the conflict with Yugoslavia had a
devastating effect on its economic infrastructure. Dur-
ing the war, parts of the country were destroyed or dam-
aged. Many people became refugees, forced to rely on
assistance from the state, while a large portion of the state
budget was used for defense. The cost of material dam-
age caused by the war was estimated at US$27 billion,
more than the country’s 2000 gross domestic product
(GDP) of US$24.9 billion. The war also brought a sub-
stantial reduction in trade between Croatia and the for-
mer Yugoslav republics, and caused difficulties in com-
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peting in European markets. Croatian tourism, a very im-
portant contributor to the country’s GDP, suffered disas-
trously, as did trade and industry.

At the end of the war, Croatia began a slow process
of economic rehabilitation. The structure of the Croatian
economy is currently similar to that of a developed west-
ern economy, with services accounting for 71 percent of
the GDP, industry for approximately 19 percent, and agri-
culture for 10 percent.

The country’s major economic sectors are tourism
and trade. Croatia has a beautiful coastline and many na-
tional parks, which attracted hundreds of thousands of
annual visitors before the war. After the war ended in
1995, tourism revenues steadily increased, approaching
the pre-war levels. In terms of trade, Croatia’s major ex-
port industries include chemical products, textiles, ship-
building, food processing, and pharmaceuticals. Agricul-
tural production does not satisfy domestic needs, and food
products comprise a significant part of the country’s im-
ports. Other imports include machinery and transport
equipment, chemical products, and fuel.

The total foreign debt of Croatia stood at US$8.3
billion in 1998. Although the debt has been growing since
1991, the rate of increase has been much slower than the
increase in government revenues. In 1991 the debt ac-
counted for 12.3 percent of the government revenue, but
by 1996 this figure had fallen to 8.4 percent. More than
half the debt was to private creditors such as large banks
and businesses, while the balance was in outstanding
loans from the International Monetary Fund (IMF), the
World Bank, and the European Bank for Reconstruction
and Development.

European Union countries have contributed nearly
US$1 billion to reconstruction efforts in Croatia since
1991. Some of the aid went to assist over 600,000 dis-
placed people and 250,000 Bosnian refugees. The coun-
try received co-finance for most major projects from 3
sources: the World Bank, the European Bank for Recon-
struction and Development, and Hermes Kreditver-
sicherungs, known as Hermes. Hermes is a consortium
of a private insurance company and a quasi-public com-
pany which provides credit insurance on behalf of the
German government. Projects financed by these sources
have included post-war reconstruction of infrastructure,
support for the health sector, and improvements in the fi-
nancial, enterprise, and agricultural sectors.

Foreign direct investment (FDI) has played a sig-
nificant role in Croatia’s banking sector and its pharma-
ceutical industry. According to CEEBICnet Market Re-
search, current FDI in Croatia exceeds US$3.6 billion,
most of it invested in mixed ownership enterprises, those
owned jointly by foreign and local entities. Major in-
vestors have come from Germany, Austria, Italy, the
United States, and the Netherlands.
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Although the private sector has grown since Croa-
tian independence, the country still has a fairly undevel-
oped enterprise sector consisting of small and medium-
size operations. Between 1996 and 1999 employment in
these businesses remained static due to a poor business
environment, high taxation, and difficulties in obtaining
appropriate financing for expansion.

POLITICS, GOVERNMENT,
AND TAXATION

Croatia is a parliamentary democracy consisting of
executive, legislative, and judicial branches. The execu-
tive branch consists of the president and the Council of
Ministers. The president, who is the head of state and
commander-in-chief of the armed forces, is elected by
popular vote to a 5-year term of office and may serve a
maximum of 2 terms. The president appoints the prime
minister and the cabinet, as well as the Council of Min-
isters, whose members are proposed by the prime minis-
ter. The Croatian legislature is the parliament (Sabor),
which consists of a Chamber of Deputies and a Cham-
ber of Counties (Zupanije), all of whose members are
elected to a 4-year terms. The first chamber has between
100 and 160 deputies and the second 68 members.

The judicial branch of the government consists of
the Constitutional and Supreme courts. The Constitu-
tional Court makes decisions on the constitutionality of
laws and has the power to repeal a law and to impeach
the president. It consists of 11 judges elected for 8-year
terms by the Chamber of Deputies at the proposal of the
Chamber of Counties. The Supreme Court holds open
hearings and makes its judgements publicly. Its judges
are appointed for life.

During its first 8 years of independence Croatia was
ruled by the Croatian Democratic Party (HDZ) and its
president, Dr. Franjo Tudjman, who remained head of
state until his death in 1999. During this time the gov-
ernment was preoccupied with the war and was slow to
privatize state-owned enterprises and attract foreign in-
vestment. The ruling HDZ party has occasionally, for po-
litical purposes, supported trade legislation that has ben-
efited certain industries and economic sectors. After the
elections in 2000, a coalition of 2 parties, the Social De-
mocratic Party (SDP) and the Croatian Social Liberal
Party (HSLS), came to power. The new government—
led by President Stjepan Mesic and Prime Minister Ivica
Racan—is dedicated to economic and social reform but,
by the end of 2001, had not been in power long enough
to show significant results.

As a former socialist country, Croatia is battling
against the legacy of strong state control over the econ-
omy. This control had some positive results, such as a
significant post-war reconstruction effort launched by the
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government which, due to the lack of domestic capital,
relied mainly on foreign borrowing. On the down side,
however, it was very difficult for the private sector to ex-
pand or compete in a state-dominated economy; the gov-
ernment frequently exploited important positions in in-
dustry for political gain, which prohibited the private
sector from entering the field.

Croatia generates government revenue through a wide
range of taxation measures and is one of the most highly
taxed countries in Central Europe. Heavy taxation has
slowed the growth of the private sector and contributed to
the rise of an informal economy whose interactions are
not subject to taxation. Personal income tax paid on indi-
vidual earnings ranges from 20 to 35 percent and value-
added tax (VAT), paid on domestic sales and on most im-
ports, is fixed at 22 percent. An import duty, levied on
goods and services, is paid by the importer, while there are
further taxes payable on property transactions, inheritance
and gifts, tobacco and alcohol, and motor vehicles.

In 1993 the government launched a relatively suc-
cessful economic program to stabilize prices and the ex-
change rate, which slowed inflation to approximately 3
percent by 1995. Since then, inflation has increased
slowly by approximately 0.5 percent to 1 percent per year.
At the same time, the government’s continuing high rate
of taxes and military expenditure to finance the war hin-
dered the recovery process. During the first few years of
the economic stabilization program, the currency re-
mained stable, partly due to improvement in the economic
climate, but largely because the central bank artificially
maintained this stability.

The government established a Privatization Fund
(CPF) to oversee transfer of state-owned enterprises to
private hands. The privatization process used several
methods, including the sale of company shares to em-
ployees at a discount, a system whereby vouchers are
distributed for use in place of cash to bid for shares in
companies undergoing privatization and to award com-
pensation for property that had been taken away by the

communist regime. These measures, however, were not
very successful. They proved easy to abuse and led to
many cases of corruption. Privatization of utilities and
the country’s main oil producer has been slow, as these
are considered strategically valuable enterprises by many
in the ruling party.

Croatia’s ratio of pensioners (retired workers col-
lecting government benefits) to workers is very high and
puts a heavy burden on the economy. To ease this bur-
den, the government, with help from the World Bank, in-
troduced pension reforms. A 3-band pension system was
approved but, by 2001, had not yet been implemented.
This system will keep part of the monthly retirement con-
tribution in government funds, while a portion will go
into a privately managed fund.

The new government elected in 2000 managed to
make a significant impact on speeding up privatization
of the banking and telecommunications sectors, and in
late November 2000, Croatia became the 139th member
of the World Trade Organization.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Judged by Eastern European standards Croatia has a
comparatively developed infrastructure. In 1998, the
country had 23,497 kilometers (14,601 miles) of paved
highways, but only 330 kilometers (205 miles) of these
were 4-lane expressways. Since the country suffered sig-
nificant war damage between 1991 and 1995, it received
loans from the World Bank and the European Bank for
Reconstruction and Development to improve roads, rail-
roads, the electricity and water supply network, and air-
traffic control. The government is strongly committed to
these efforts, and many of these projects, including the
building of 1,600 kilometers (994 miles) of 4-lane high-
way, are under way.

There are 8 main airports in Croatia (Zagreb, Split,
Zadar, Dubrovnik, Osijek, Pula, Rijeka, and Brac) ser-

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers  Radios TV Sets® subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Croatia 115 336 272 N/A 41 11.2 111.6 25.94 200
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Yugoslavia 107 297 259 N/A 23 1.9 18.8 7.65 80
Slovenia 199 406 356 150.5 84 9.8 250.9 99.34 250

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
PData are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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viced by major airline companies. Croatian seaports in-
clude Rijeka, Pula, Sibenik, Split, Ploce, and Dubrovnik,
all of which are located on the Adriatic Sea. Transporta-
tion between these seaports and many islands is currently
provided by only one company, Jadrolinija. The railway
network extends for 2,699 kilometers (1,677 miles) but
does not meet the country’s needs. Plans to improve the
railway system do exist, but carrying them out is not con-
sidered a priority.

Tourism is one of Croatia’s main sources of revenue.
Transportation facilities for tourists (a developed network
of roads, railroads, and airports) plays an important role
in making the tourist industry efficient. Since the major-
ity of tourists arrive in Croatia by road, construction of
highways has the highest priority. In addition, the coun-
try’s odd “boomerang” shape requires excellent roads in
order to link its northern, central and southern areas. If
all these requirements are to be met, the country must
provide a more modern and extensive highway and rail-
road system.

Croatia’s demand for electricity is mostly satisfied
by domestic production, while 10 to 20 percent is cov-
ered by imports. The country produces most of its elec-
tricity from fossil fuel and hydroelectric plants. A small
portion comes from the nuclear plant Krsko, which Croa-
tia shares with neighboring Slovenia.

Telecommunications services in Croatia are modern,
although they lag behind those of Western Europe and
the United States. Telephone service is provided by Croa-
tian Telecom (HT), which has invested heavily in im-
proving telecommunications. According to the CIA
World Factbook there were 1.488 million telephone lines
in use in 1997 and, although some domestic lines are still
analog, they are being replaced by digital technology with
a capacity of 2,200,000 telephone lines. The international
telephone service is completely digital, and its main
switch is located in Zagreb. A project is under way to in-
stall fiber-optic cables throughout the country and con-
nect them with Slovenia. Currently there are 220,000
kilometers of fiber-optic cables connecting 4 main Croa-
tian cities and 35 countries.

There are approximately 200,000 Internet users in
the country, and, according to CEEBInet Market Re-
search, Croatia had 5 Internet service providers in 2000.
The 2000 World Development Indicators state that, in
1995, there were 272 television sets per 1000 people and
36 television broadcast stations.

ECONOMIC SECTORS

Being a small country, Croatia contributes relatively
little to worldwide production in each of its 3 sectors.
The country’s economy is based on services, dominated
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Croatia
GDP-COMPOSITION BY SECTOR-1996 est. Agriculture 10%
Services 66%

Industry 24%

SOURCE: CIA World Factbook 2000 [Online].

by tourism and manufacturing, with international trade
also an important contributor to the economy. The 5 years
of war were mostly responsible for the country’s poor
economic performance, and post-war recovery has pro-
ceeded slowly. Other factors that limit economic growth
are an inadequate legal structure and bureaucratic red
tape, both of which restrict business activity; a slow pri-
vatization process; a poorly developed banking sector;
and insufficient highway infrastructure. Some of these
problems, such as privatization and highway construc-
tion, are being addressed, but it will take time for pro-
jects to be completed and for their effects to be felt.

Prior to the 1990s Croatia, and especially its beauti-
ful Dalmatian coast, was a popular vacation spot for many
Europeans, but with the eruption of war in 1991, tourism
was decimated. Since the end of the conflict in 1995 the
sector has seen a slow but steady recovery. Tourism was
an important element in the services sector and con-
tributed 71 percent to the GDP in 1999.

Agricultural production has been in decline since
1992, averaging about 60 percent of pre-war levels. Again,
the war contributed heavily to the disruption of agricul-
ture, but 1998 brought severe heat and drought, which
caused disease and further hindered crop growth. By 1999
agriculture contributed just 10 percent to the GDP.

Industrial production declined sharply during the
war years. Some of the worst fighting and destruction
took place in areas where industry was located. During
the war, this sector produced only a half of what it had
in peacetime. Since 1996, industrial production has been
experiencing growth, but certain industries tend to do
better than others. The most successful are those, such
as the food and beverage industry and manufacturing of
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chemicals and chemical products, that underwent re-
structuring as a result of privatization. One of the most
important companies headquartered in Croatia is the
Croatian pharmaceutical giant, Pliva, whose shares are
traded on the Zagreb and London stock exchanges.
Major foreign companies who have a significant pres-
ence in the country are Swedish Ericsson (telecommuni-
cations), Austrian Hofmann & Pankl Bet (mineral pro-
cessing), Swiss Soc. Suisse de Cim. Port. (cement
production), Dutch Grassette Nederland (maritime ser-
vices), Austrian Messer Griesheim (industrial gasses) and
the U.S. Coca-Cola Export Corp. (beverages). All told,
industry contributed 19 percent of the GDP in 1999.

AGRICULTURE

Agriculture, fishing, and forestry accounted for about
10 percent of the total GDP of Croatia in 1999, but they
are nevertheless important to the overall economy. Ac-
cording to the Croatian Bureau of Statistics, these sectors
combined to employ over 33,000 people and produce earn-
ings of approximately US$1.4 billion per year. Croatia is
fortunate not to have experienced the environmental dam-
age from mass industrial development that characterizes
its Eastern European counterparts. Environmental con-
cerns do exist, but they do not have a heavy impact on
agriculture, forestry, and fishing.

Croatia’s geographical diversity led to different pat-
terns of livelihood and culture. As a result, agriculture
varies throughout the country’s regions, influenced by
regional climate. Agriculturally rich lowlands located
in Croatia’s northern part are dominated by the culti-
vation of wheat, corn and sunflower crops, while viti-
culture (the cultivation of grapes), fruit-growing, and
olive-farming are popular in the coastal region, with
pasture land common in the mountainous areas. Most
agricultural land is privately owned, and the large co-
operatives created during the communist era are being
privatized and restructured. Croatian agricultural pro-
duction is dominated by small farms. The EIU Country
Profile for 2000 states that in 1991 almost 70 percent
of farms were 3 hectares or less, with only 5.6 percent
larger than 8§ hectares.

The war had a devastating effect on Croatian agri-
culture, changing the country from an exporter of agri-
cultural products to a net importer. After the war, gov-
ernment efforts to boost agricultural production created
positive results, increasing production of wheat, improv-
ing agricultural machinery, and increasing the number of
cattle. In 1999, combined earnings from agriculture, hunt-
ing, and forestry equaled US$1.39 billion. Aside from
wheat, fruits, olives, and grapes, the agricultural sector
also produces corn, sugar beets, seed, alfalfa, clover, live-
stock. and dairy products.
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FORESTRY. The exploitation and management of forests
in Croatia is carried out by a public company. Since one-
third of the country is covered by forests, this industry is
very important for the economy. In 1996 Croatia received
a loan from the World Bank for replanting and protecting
forests along the coast in order to stimulate tourism.

FISHING. Both war and over-fishing of the waters has
had a negative impact on fishing, which is a traditional
Croatian industry. The catch decreased from 40,000 met-
ric tons in 1989 to just over 15,000 metric tons in 1995,
and the sector’s earnings decreased from US$32 million
in 1996 to US$22 million in 1999. Current employment
in the fishing industry stands at only 1,100.

INDUSTRY

MANUFACTURING. In the early 1990s total industrial
output declined, partly due to the war but also because
of the collapse in trade among Eastern European coun-
tries. During this time, Croatia lost a large share of its
Yugoslav markets when the Yugoslav federation fell
apart. After the war, industrial output began to recover,
but major restructuring of industry and more investment
is still necessary in order to increase efficiency. Due to
a high unemployment rate of over 20 percent, the gov-
ernment is reluctant to worsen the situation by laying off
industry workers.

Key industries in Croatia include textiles, chemicals,
pharmaceuticals, and petrochemicals. The textile indus-
try is especially well-developed and includes over 400
enterprises, the majority of which are engaged in co-
operative activities with foreign manufacturers. In 1998,
all of the key industries combined employed over 400,000
people and earned more than US$3 billion from exports.
In the same year, the total export revenue across all sec-
tors was approximately US$4.5 billion.

Two important heavy industries are ship building and
metal products. Both were subsidized by the government
during the war because of their strategic importance, but
it remains unclear as to whether this subsidy continues.
Growth of the construction sector has seen substantial ex-
pansion with the need for mass building and reconstruc-
tion caused by the war, and the government has been
leading the building program and looking for interna-
tional aid. The value of construction projects rose from
almost US$1 billion in 1995 to over US$1.4 billion in
1997. During the same period, the number of employees
in the sector rose from 23,600 to 29,500. This sector has
drawn interest from international investors, such as the
United Kingdom’s RMC International Cement, which
bought a majority stake in Croatia’s largest cement pro-
ducer, Dalmacijacement.

ELECTRICITY. Production in this sector has been in-
creasing but is not able to keep up with the country’s in-
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creasing demand. Currently, between 10 and 20 percent
of the demand is satisfied by imports, but plans by the
Croatian Electricity Board (HEP) are under way to build
additional plants and renovate existing ones. The elec-
tricity sector, together with oil, gas, and water supply,
employs almost 26,000 people, accounting for 2 percent
of the total workforce.

OIL AND GAS. This sector has experienced substantial
difficulties, both because of the war and the slowness in
privatizing Croatia’s only energy company, INA. By
1995 the production of oil and natural gas fell to 73 per-
cent of pre-war levels. In 1999, Croatia extracted over
1.2 million metric tons of oil and over 1.5 million cubic
meters of natural gas, representing a decrease in produc-
tion over previous years. The country’s oil and gas re-
serves are located southeast of Zagreb, along the border
with Hungary and along the Adriatic coast. As of De-
cember 1998, Croatia’s oil and natural gas reserves were
estimated at 15 million metric tons and 35 million cubic
meters respectively. The country’s demand for extra gas
supply is satisfied by imports from Russia, but projects
have begun with foreign investors to develop new gas
fields. These are expected to produce enough to export
gas to other countries in Eastern Europe.

SERVICES

TOURISM. Tourism is of major importance in a services
sector that accounts for over 70 percent of the GDP. Croa-
tia is not only rich in natural beauty and history but en-
joys a very low crime rate and a reputation as a safe des-
tination. These factors have made it a favorite vacation
spot for many Europeans and Americans, but tourism was
heavily affected by the war, and the revenue it currently
generates has not yet regained pre-war levels. A year af-
ter the war started, this sector earned only half a billion
U.S. dollars. As the stability returned to the region, earn-
ings from tourism gradually increased, reaching US$3.5
billion in 2000. During the 1990s, the country not only
suffered from war devastation, but little was done to de-
velop and restructure the tourism sector. This work started
in 2000 when privatization of hotels and businesses was
speeded up and tourism expenditure increased.

The improvement in political stability towards the
end of the 1990s brought an increase in the number of
tourists visiting the country. In 1998, the Croatian Bu-
reau of Statistics recorded over 31 million overnight
stays, which was 3 times as much as the 1992 figure. This
number, however, still does not compare to the pre-war
years, such as 1989 when more than 61 million overnight
stays were registered.

Currently, Croatia has a total capacity of 725,000
beds, almost 95 percent of which are located in the coastal
region. It also has 43 marinas, 17 of which are open year-
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round, but many of these are in dire need of reconstruc-
tion and better management.

TRANSPORT. Croatia is situated along major routes link-
ing South Central Europe with the world, and its trans-
port services are of major importance to the country’s
well-being. During the war, one-third of the country was
occupied by enemy forces, causing disruption to main
traffic links between different areas and a substantial in-
crease in transportation costs. Since the war, greater re-
gional stability has improved the situation, and the con-
struction of a highway that will connect the country’s
southern region with its northern areas and the rest of Eu-
rope will greatly contribute to expansion and further im-
provement of service. According to the Croatian Bureau
of Statistics, transport, storage, and communication em-
ployed over 83,000 people in 1999 and earned more than
US$1.6 billion in the same year.

INTERNATIONAL TRADE

International trade is a significant part of the coun-
try’s economy, accounting for between 6 percent and 8
percent of the GDP in the last decade. In 1999, imports
totaled US$7.8 billion, against exports of US$4.3 billion.
The country experienced a sharp fall in trade during the
war when commerce with the country’s main trading
partners, namely the republics of former Yugoslavia, sub-
stantially decreased. Since then, the country reoriented
the trade sector towards Western and East Central Europe.
As a result, in 1999 only a quarter of Croatia’s exports
went to the former Yugoslav republics and only 10 per-
cent of imports came from these countries. Due to this
new trend and extensive subcontracting in the textile and
leather industries, Croatia’s main trading partners cur-
rently are Germany, Italy, and Slovenia. Other trading
partners include Bosnia and Herzegovina, Austria, France,
and Russia. Even though trade has experienced growth,
revenues from Croatian exports account for less than 2
percent of total European exports and import revenues
for less than 3 percent of Europe’s total. At the end of
the war, the trade imbalance increased as the country’s

Trade (expressed in millions of US$): Croatia

Exports Imports
1994 4260 5229
1995 4632 7509
1996 4511 7787
1997 4170 9104
1998 4541 8383
1999 4279 s
SOURCE: United Nations. Monthly Bulletin of Statistics
(September 2000).
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imports substantially outstripped its exports. High labor
and production costs, as well as high taxes, which make
Croatian products more expensive than imports, have
contributed to this trend.

The largest percentage of Croatia’s exports went to
the following countries in 1999: Italy (18 percent), Ger-
many (15.7), Bosnia and Herzegovina (12.8 percent),
Slovenia (10.6 percent), and Austria (6.2 percent). Some
of these countries are also major sources of Croatia’s im-
ports, with Germany accounting for 18.5 percent, Italy
15.9 percent, Russia 8.6 percent, Slovenia 7.9 percent,
and Austria 7.1 percent. Croatia’s exports include chem-
ical products, clothing, footwear, raw materials (wood,
textiles, fertilizers), fuels (petroleum and gas), food prod-
ucts, beverages, and tobacco. Imports include machinery,
transport, and electrical equipment, chemicals, fuels and
lubricants, food products, clothing, and footwear.

MONEY

The Croatian currency, established in 1991, has ex-
perienced a slight depreciation (decline in value) since
it was launched. The National Bank of Croatia uses the
euro as a reference currency; therefore, the recent de-
preciation of the euro against the U.S. dollar had the
same effect on the exchange rate between the kuna and
the U.S. dollar. In 1995, US$1 equaled 5.230 kuna,
while at the end of 2000, the exchange rate jumped to
8.320 kuna to US$1. According to the Quarterly Eco-
nomic Report of Germany’s Commerzbank, this situa-
tion is likely to change by 2002 when US$1 will equal
7.88 kuna.

There are many reasons for the depreciation of the
kuna, among them deficits in the pension system, the slow
rate of privatization, and compensations paid to deposi-
tors of bankrupted banks. The ratio of pensioners to the
employed increased from 0.65 in 1998 to 0.95 in 2000.
This statistic means that for almost every retired person
there is only 1 person employed in Croatia. One external
factor that influenced a drop in the kuna exchange rate
was the recent increase in energy prices.

Exchange rates: Croatia

Croatian kuna per US$1

Jan 2001 8.089
2000 8.277
1999 7112
1998 6.362
1997 6.101
1996 5.434

SOURCE: CIA World Factbook 2001 [ONLINE].

Croatian monetary policy and supervision of the
commercial banking sector is managed by the National
Bank of Croatia (the central bank). Although there are
over 50 banks operating in Croatia, more than 70 percent
of the overall assets of the banking system belong to the
6 largest. Most of these, and some of the medium-sized
banking institutions, are indirectly owned by the gov-
ernment, which holds large proportions of shares in these
operations through government-controlled companies.
There are several representative offices of foreign banks
operating in Croatia.

A large portion (approximately 75 percent) of the to-
tal assets of the Croatian banking system are immobi-
lized, which is to say they are not generating returns. Such
assets consist of state bonds, public debt, ownership in
companies that yield no dividends, and investments that
are unlikely to produce returns. This is the main reason
for high real interest rates for long term loans, which are
25 to 30 percent per year. The government is committed
to restructuring the most problematic banks and has re-
ceived a pledge of US$100 million from the World Bank
to assist in solving this problem.

The Zagreb Stock Exchange is the only stock ex-
change operating in Croatia. It originated in 1918 but was
abolished by the communist regime in 1945. Almost half
a century later, after Croatia became independent in 1991,
the stock exchange was revived by 25 banks and insur-
ance companies as a non-governmental, non-profit-mak-
ing institution. The ZST is fairly small, and there are only
a few privatized firms that trade on it.

POVERTY AND WEALTH

Until 1991 Croatia was part of a socialist-governed
country whose system and ideology did not allow great
disparity between rich and poor. Those who benefited most
from the system and were better off than the majority, were
the senior functionaries of the ruling Communist Party.
They lived in pleasant, state-owned apartments, drove
good cars, and earned relatively high salaries. The poor
generally lived in underdeveloped rural areas of the coun-
try, were badly educated, and were not politically active.

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Croatia N/A N/A N/A 5,432 4,846
United States 19,364 21,529 23,200 25,363 29,683
Romania 1,201 1,643 1,872 1,576 1,310
Slovenia N/A N/A N/A 9,659 10,637
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Croatia

Lowest 10% 4.0
Lowest 20% 9.3
Second 20% 13.8
Third 20% 17.8
Fourth 20% 229
Highest 20% 36.2
Highest 10% 216

Survey year: 1998

Note: This information refers to expenditure shares by percentiles of the
population and is ranked by per capita expenditure.

SOURCE: 2000 World Development Indicators [CD-ROM].

Since Croatian independence in 1991 and a move to
the free-market system, social conditions have changed,
to the benefit of some and the disadvantage of others. In-
adequate progress towards privatization and the appoint-
ment of political favorites to influential positions brought
corresponding wealth to the few, although the free-market
system has also rewarded a number of skilled or enter-
prising Croatians. Those groups dependent on the gov-
ernment for their survival suffered as a result of the
changing economic system and suffered further from the
social and economic impact of the war. These disadvan-
taged groups include pensioners and the privileged pre-
war middle class who later found themselves impover-
ished by changes in the country.

The poor of Croatia tend to be concentrated among
the uneducated and the elderly. The United Nations De-
velopment Program’s 1999 Human Development Re-
port states that in 1997 the average pension was less than
half of the average salary. Pension payments are often
months late, and the elderly have to rely on other means
for survival, such as help from relatives. Retired people
represent one-fifth of the total population, and as the
ratio of pensioners to workers increases, the pension sys-
tem is becoming overburdened.

Croatia

The Croatian education system is almost entirely state-
run and is very good. Close to 100 percent of children are
enrolled in primary schools, and almost 70 percent attend
secondary school. As a result, literacy rates are high (99
percent for men and 96 percent for women) and similar to
those of other Eastern European countries and the indus-
trial countries. The children of both the poor and the rich
attend the same elementary schools, but although the vast
majority of the poor are literate as a result of primary
school education, they tend to drop out of the education
system early. If they do pursue secondary education, they
usually attend vocational high schools and few go to col-
lege. University education is not very expensive, but the
number of scholarships and stipends that would help the
poor are limited, and their numbers lag behind those of
other East Central European countries. Insufficient educa-
tion prevents the poor from competing for jobs that would
earn them a better living, thus locking them into poverty.

The state maintains the country’s health care system,
although a small private sector does exist. A shortage of
resources for the health sector has caused problems in re-
cent years (only 6.7 percent of GDP goes towards health
expenses), including a failure in targeting the needs of
the poor, but most of the population does have basic
health coverage. Since the price of food and clothes is
high relative to average salaries, poor people spend most
or all of their income on basic necessities. They tend to
have weak and monotonous diets and although the ma-
jority have housing, they often find it difficult to pay for
utilities or maintenance of their homes. Those households
whose monetary income falls below 350 kunas per month
(approximately US$55) qualify for the social assistance
program. This monetary allowance equals 15 percent of
average salary and, at this level, covers only a quarter of
the expenses of poor households.

Even though Croatia has experienced significant so-
cial changes in recent years, differences between the rich
and poor are not as vast as in Western economies. They
are, however, greater than in other Eastern European
countries.

Household Consumption in PPP Terms

Country All food Clothing and footwear Fuel and power” Health care® Education® Transport & Communications Other
Croatia 24 4 18 4 3 6 41
United States 13 9 9 4 6 8 51
Serbia N/A N/A N/A N/A N/A N/A N/A
Slovenia 27 8 14 4 16 1 20
Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
bIncludes government and private expenditures.
SOURCE: World Bank. World Development Indicators 2000.
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WORKING CONDITIONS

Croatia’s transition to the free-market economy be-
gan significantly to change the structure and level of em-
ployment in the country. During the socialist era, over
three-quarters of the labor force of more than 2 million
was employed in the public sector and by large, state-
run enterprises. Unemployment was kept artificially low
(approximately 9 percent in 1990) by over-employment
and the creation of unnecessary jobs. During this period
emigration was encouraged, and many people left the
country to work abroad, contributing to low unemploy-
ment. A small private sector did exist under socialism,
employing only 13 percent of the labor force in 1990.

With the arrival of the privatization process, new
businesses opened and private sector employment in-
creased to 45 percent. At the same time, employment in
state-owned firms and the public sector fell to 36 percent
of the labor force. Unemployment ceased to be regulated,
and privatization and competition from more efficient
businesses resulted in massive layoffs and early retire-
ments. By 1998, 17 percent of 1.6 million people in the
Croatian labor force were out of work. In order to ease
the effects of high unemployment, the government pur-
sued a policy of early retirement which, in turn, strained
the pension system since there were far fewer people
contributing to the fund than those seeking its benefits.
Many pensioners received smaller pensions than they
should have and were pushed into poverty.

The country’s labor laws set regulations for a 42-hour
work week, a 30-minute daily break, and a minimum 24-
hour rest period during the week. Eighteen days of vaca-
tion are standard and time-and-a half is required to be paid
for overtime. Most unions were able to negotiate a 40-
hour workweek. The average salary after deductions such
as taxes and contributions in 1998 was 3039 kuna, then
equivalent to US$425. Over a half of gross salary (salary
before deductions) goes to the government and various
funds such as health care and pensions. The highest
salaries are paid by the financial sector, which employs
the smallest number of people. Those working in whole-
sale and retail trade, fishing, and mining average the low-
est salaries. The average net salary is not enough to pro-
vide a decent standard of living for an average family. For
this reason, most people supplement their income with
self-employed activities, work in the informal sectors, or
earn income from property such as rents and leases, in-
kind income, or help from relatives living abroad. There
is also a barter system for the exchange of goods and
services, and those who can grow fruit and vegetables on
small plots or in their gardens for personal consumption.
In March 1999 the government signed an agreement
which established a minimum wage of 1500 kuna (ap-
proximately US$211). Unemployment benefits also exist
and currently assist almost 17 percent of the unemployed.
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Croatia has a much higher level of job protection
than other European countries. These regulations protect
workers’ job stability, but are costly to employers. For
example, the law on termination of employment requires
an advance notice of up to 6 months and, in certain in-
stances, the approval of the workers’ council. This makes
labor costs much more expensive than in other countries
whose economies are in transition and prevents the cre-
ation of new jobs. The regulations slow down the process
of hiring new employees and make it difficult to offer
part-time work. The government also regulates health and
safety standards, which are implemented by the Ministry
of Health.

Child labor has not been a problem in Croatia, while
discrimination against women in the labor force is com-
mon if not prevalent. On average, women still earn less
than men and share a higher percentage of unemploy-
ment than men (57.3 percent of women were unemployed
in 1997 compared to 43.1 percent of men). Over half of
the female workforce is employed in the service sector.

A large portion of Croatia’s labor force is skilled
and/or highly educated. In 1999, for example, out of
320,000 (33.7 percent) unemployed, over 30 percent con-
sisted of skilled and highly skilled workers and about 7
percent were people with college or university degrees.
Unemployment is highest among the young and is rising,
and poor job prospects have driven many to seek work
in other countries. Since 1990, the number of unemployed
people under 30 years of age increased by 25,000. Since
young people are generally most mobile, they tend to be
the first to emigrate. Because of demand in other coun-
tries for a high profile labor force, many skilled and ed-
ucated unemployed Croatians have been filling those
positions. As a result, Croatia has been experiencing a
serious brain drain since the 1990s.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

600. Croatians begin settling in the area of present-day
Croatia.

679. The first international treaty is signed between
Croatian Duke Borko and Pope Agathur.

810-23. Duke Ljudevit Posavski establishes a power-
ful state in what is present-day northern Croatia.

925. Tomislav, the unifier of the territories of Pan-
nonia, Croatia, Dalmatia, Bosnia, and Herzegovina, is
crowned the first Croatian king.

1102. After the death of Petar Svacic, the last Croatian
king, Croatia enters into a union with Hungary.

1527. By the decision of the Croatian Assembly, Ferdi-
nand of the Hapsburg dynasty is elected to the Croatian
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throne; massive migrations of Croatians (especially to
Burhenland, Austria, and Molise, Italy) begin.

1815. After a short period under the rule of the French
emperor Napoleon, almost the entire territory of pre-
sent-day Croatia becomes a part of the Austrian Haps-
burg monarchy.

1847. Parliament adopts Croatian as the country’s offi-
cial language, replacing Latin.

1848. Ban (Viceroy) Josip Jelacic defends Croatia
against Hungarian attempts to occupy the country and
unites all the Croatian provinces. Serfdom is abolished.

1903. Anti-Hungarian and anti-Austrian riots erupt,
causing some 50,000 Croatians to leave for the United
States.

1918. After the downfall of the Austro-Hungarian Em-
pire in World War I, Croatia becomes part of the King-
dom of Serbs, Croats, and Slovenes, later proclaimed
Yugoslavia.

1941. German and Italian forces occupy Yugoslavia
during World War II and dismantle the country; a pro-
Nazi government is installed in Croatia. The country
becomes a German puppet state resisted by Croatian
anti-fascists led by Josip Broz Tito.

1945. After World War 11, the Federated Socialist Re-
public of Yugoslavia is proclaimed, consisting of 6 re-
publics, including Croatia. Marshal Tito is made presi-
dent and holds office until his death in 1980.
Yugoslavia is aligned with the Soviet Union until 1990.

1990. The first multi-party elections since World War
IT take place in Croatia and are won by the Croatian
Democratic Union. The Croatian Assembly elects Dr.
Franjo Tudjman as the first president.

1991. Croatia proclaims independence from Yugoslavia.
A Serbian rebellion starts in Krajina, supported by the
Yugoslav National Army from Belgrade and resulting in
the occupation of one-third of Croatian territory.

1992. Croatian independence is recognized by the
world and the Republic of Croatia becomes a member
of the United Nations.

1995. Croatia recaptures Krajina from the Serbs, and
the war in Croatia officially ends.

1998. The last Serb-occupied region of Croatia, lo-
cated in its eastern part which includes the city of
Vukovar, is peacefully integrated into the country.

2000. Croatia becomes a member of the World Trade
Organization.

FUTURE TRENDS

For Croatia the 1990s were difficult and traumatic.
The country experienced war devastation, population dis-

Worldmark Encyclopedia of National Economies

Croatia

placement, and turbulent political change, all of which
contributed to its ruined economy. As the 21st century
gets under way, Croatia faces serious and urgent chal-
lenges in improving its economic situation. The country
needs to make major policy reforms. Improved adminis-
tration of business activity—including cutting red tape,
offering tax incentives to stimulate business growth, and
completing the privatization process—must be imple-
mented. Reform is also necessary to increase the effec-
tiveness of the health and pension systems. Improvement
of the banking sector is another key factor in easing the
path of such reforms. A firm commitment to these re-
forms would send a positive signal to foreign investors
and act as an encouragement to international aid in fi-
nancing reform. If these challenges are met and interna-
tional investment acquired, Croatia could implement pro-
grams for sustained economic growth, thus achieving a
higher standard of living for its people and full integra-
tion into the rest of Europe.

Successful restructuring is possible and realistic
since the country possesses the necessary infrastructure
and expertise. Its location and its promising economic
opportunities are attractive to investors. What is desper-
ately needed is decisive action by the government, which
needs to grasp the necessity for economic reforms and to
begin their implementation without delay; delay would
serve only to burden the economy with more costly ad-
justments in the future. Without reform, growth will not
be possible, unemployment will remain high, the bank-
ing system weak, and the economy will not recover.

DEPENDENCIES

Croatia has no territories or colonies.
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CZECH REPUBLIC

CAPITAL: Prague (Praha).

MONETARY UNIT: The monetary unit is the Czech
crown (Eeské koruna), abbreviated as Ke. Each
crown is composed of 100 hellers. There are coins
of 10, 20, and 50 hellers, and 1, 2, 5, 10, 20, and
50 crowns. Czech banknotes come in denominations
of 20, 50, 100, 200, 500, 1,000, 2,000, and 5,000
crowns. This monetary unit came into being with
the division of Czechoslovakia into the Czech and
Slovak Republics in 1993, and is now valued at a
different rate than the Slovak crown.

CHIEF EXPORTS: Machinery and transport
equipment, other manufactured goods, chemicals,
raw materials and fuel.

CHIEF IMPORTS: Machinery and transport
equipment, other manufactured goods, chemicals,
raw materials and fuels, food.

GROSS DOMESTIC PRODUCT: US$120.8 billion
(1999 est.).

BALANCE OF TRADE: Exports: US$26.34 billion
(1998 est.). Imports: US$30.24 billion (1998 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. The Czech Republic is located in
Central Europe. It is surrounded by Germany to the north-
west, Poland to the northeast, Slovakia to the southeast,
and Austria to the south. The total area is 78,866 square
kilometers (49,007 square miles). The terrain is generally
composed of rolling hills and some mountainous areas. Its
4 borders total 1,881 kilometers (1,159 miles), and it has
no coastline. Its size is comparable to Mississippi (48,434
square miles) and Louisiana (51,843 square miles).

The Czech Republic features 3 primary regions: the
Czech Lands to the west, Moravia to the southeast, and
Silesia to the northeast. The capital, Prague, is located
slightly to the country’s northwest. Other important cities
include Ostrava to the northeast, Brno to the southeast
(in the Moravian region), and Plzen to the west.
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POPULATION. In 2000 the population was estimated at
10,272,179. Approximately 1.19 million inhabitants, or
11.56 percent of the population, resided in Prague. The
birth rate stood at 9.1 births per 1,000 people in 2000,
while the death rate was 10.87 deaths per 1,000, result-
ing in a projected growth rate of -0.08 percent. The first
time the population growth rate was registered as nega-
tive was in 1994. According to the Statistical Office of
the Czech Republic, the projected population for 2010
was 10.24 million.

While 81.2 percent of the population is Czech, 13.2
percent is Moravian. In addition, 3.1 percent of the pop-
ulation is made up of ethnic Slovaks. The remainder of
the population includes Roma (Gypsies), Poles, Germans,
Silesians, and Hungarians. However, the Roma popula-
tion is often underrepresented politically because they are
a nomadic (no fixed residency) people. Approximately
40 percent of the people declare themselves to be Roman
Catholic, 40 percent declare themselves to be atheist, and
the remainder are primarily Protestant, Orthodox, or other
religions.

OVERVIEW OF ECONOMY

The territory that is now known as the Czech Re-
public was part of the Austrian, or Hapsburg, portion of
the Austro-Hungarian Empire until the end of World War
I'in 1918. It then became a part of the Czechoslovak state.
During the 1930s, Czechoslovakia was an industrial pow-
erhouse. The Czechoslovak industries, including machine
and automotive manufacturing, were among the world’s
most developed.

After World War II, Czechoslovakia fell under the
political and economic influence of the Soviet Union. The
communist economy included state ownership of enter-
prises, state-led central planning of economic activities,
and artificial price controls. After some Czechoslovak
leaders attempted to introduce some political, cultural,
and economic liberalization, the country was invaded by
the troops of neighboring communist countries under the
direction of the Soviet Union (1968). This intervention put
a stop to liberalization, when the government attempted to
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increase production of consumer goods in exchange for
compliance among the people. In spite of the govern-
ment’s efforts, the economy declined, causing a crisis by
the late 1980s.

A series of anti-government protests took place in
the late 1980s. By 1989, the more liberal policies of the
Soviet Union toward Eastern Europe, as well as the weak-
ening of communist governments in neighboring East
Germany, Hungary, and Poland, made it impossible for
the Czechoslovak communists to stay in power. In No-
vember and December of 1989, the communist govern-
ment stepped down. Free elections for parliament were
held in 1990, and Véclav Havel was elected president.
The government quickly made economic reforms based
on free market principles. In addition, the government
began the process of privatization.

From 1990 to 1992, these reforms were more popu-
lar in the Czech Republic (which had a larger industrial
base) than in the Slovak Republic. Under Czechoslova-
kia’s federal structure, which gave both republics inde-
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pendent power, the newly-elected prime ministers of the
Czech and Slovak republics negotiated the divorce of
Czechoslovakia. The Czech Republic and the Slovak Re-
public became separate sovereign states on 1 January
1993. After an initially strong performance, the Czech Re-
public experienced some setbacks, most notably in 1997
when the country experienced an economic crisis and a
political scandal that forced out the prime minister.

The Czech Republic’s strongest economic sectors are
in the areas of industry and services. Its primary indus-
trial products include iron and steel, machinery and equip-
ment, motor vehicles, chemicals, armaments, textiles, and
glass and ceramics. In the service sector, commercial, fi-
nancial, and insurance companies are important.

The Czech Republic is famous for its beers, which
are exported throughout the world. Other agricultural
products include potatoes, wheat, and sugarbeets. Since
freeing up its international trade in 1990, the Czech Re-
public has imported items such as machinery, consumer
goods, raw materials and chemicals, and some foods.

Worldmark Encyclopedia of National Economies



Along with uranium, some of the country’s natural re-
sources include coal, timber, and fuels, which remain im-
portant energy sources, though some energy must still be
imported from Norway and Russia. The Czech Republic
experienced a sizable amount of Western investment dur-
ing the 1990s.

As a NATO member since 1999 and a prospective
member of the European Union (EU), the Czech Repub-
lic has been quite successful in reorienting its trade away
from the East, and towards the West. It has received aid
from international organizations such as the World Bank,
the International Monetary Fund (IMF), the European
Bank for Reconstruction and Development, and the Eu-
ropean Investment Bank, in the form of loans and grants.
In 1994, the Czech Republic polished its world image by
paying some of its IMF debts ahead of schedule. The
country’s estimated external debt for 1999 was $24.3
billion. While organized crime has a notable presence in
nearly all of the countries of east-central Europe, the
Czech Republic is less affected by such activities than its
neighbors.

POLITICS, GOVERNMENT,
AND TAXATION

The Czech Republic is a democracy with a parlia-
mentary political system, in which the parliament elects
the president. The electoral system for the Chamber of
Deputies is proportional, meaning that individuals tend
to vote for specific parties rather than for specific candi-
dates. After the elections, each party receives a number
of seats in parliament according to the percentage it re-
ceives of the vote, provided it receives at least 5 percent.
Each party organizes a list of individuals that they will
send to the parliament to fill their allotted seats. The elec-
tions for the Senate are conducted according to single
member districts, in which a single candidate wins a ma-
jority vote in each of the 81 Senate districts.

The Czech president is elected by the parliament and
serves a 5-year term. Véaclav Havel was elected in 1993
and reelected in 1998, although he was not affiliated with
a particular political party. The 200 members of the
Chamber of Deputies are elected for 4-year terms. The
81 Senate members are elected for 6-year terms, with
one-third of the Senate elected every 2 years.

The first parliamentary elections to be held in the in-
dependent Czech Republic took place in 1996. The party
that favored immediate free market reforms, the Civic
Democratic Party (ODS), and the party that favored a
slower pace to free market reforms, the Social Democ-
rats (ESSD), emerged as the most powerful parties in the
Chamber of Deputies. A political and economic crisis led
to early parliamentary elections in 1998. The third most
significant party in the Chamber of Deputies elections
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was the Communist Party (KSEM), followed by the re-
formist Christian Democrats (KDU). Other significant
parties include the nationalist Republicans, the free-
market oriented Civic Democratic Alliance (ODA), and
the conservative Freedom Union (US).

The government has directed the complex process of
transforming the economy from a centrally planned com-
munist system to a market-based system. Each reform
has required the passage of new laws and the imple-
mentation of new regulations. Among other general mar-
ket reforms, a Commercial Code was adopted in 1991
under the Czechoslovak state and was revised in 1996. It
outlined legal protections for private property and busi-
ness activities for both Czechs and foreigners. Other re-
forms included a Foreign Exchange Act establishing the
Czech currency as convertible abroad, and a Trading Act
to set conditions for trade.

Part of the economic reforms involved the privati-
zation of assets and companies that had been the prop-
erty of the state. In 1990 and 1991, under the Czechoslo-
vak state, some property, such as farms, shops, and
homes, was given back to its pre-communist owners. The
privatization of small enterprises was completed through
auctions by the end of 1993. The privatization of large
enterprises was a more complicated process involving
vouchers that allowed citizens to buy shares of some
companies. It also included direct sales, auctions, and free
transfer. More than 80 percent of former state assets had
been privatized in 2000.

The government obtains revenues through several
different taxes. There is a progressive personal income
tax that ranges from 15 to 32 percent. The corporate in-
come tax is 31 percent, although investment companies
and pension funds are taxed at a rate of 20 percent. Some
tax holidays are offered as part of an effort to attract for-
eign investment. Other taxes include property tax, road
taxes for business vehicles, inheritance tax, and fees for
administrative services. In addition, a value-added tax
is imposed on all goods except necessities such as food
and health care. Excise taxes, customs duties, and real
property transfer taxes also bring in government rev-
enues.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

The Czech Republic inherited an extensive network of
public transportation, in the form of bus and train routes,
from Czechoslovakia. Even some of the most remote lo-
cations may be reached by bus. One of the most significant
changes of the post-communist era has been an increase in
independent auto transportation among the population.
There are 127,693 kilometers (73,348 miles) of highways,
including 497 kilometers (309 miles) of expressway, all of
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Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets* subscribers’  Mobile Phones®  Fax Machines® Computers® Internet Hosts®  Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Czech Republic 254 803 447 771 94 10.4 97.3 85.58 700
United States 215 2,146 847 244.3 256 78.4 458.6 1,508.77 74,100
Germany 311 948 580 214.5 170 73.1 304.7 173.96 14,400
Slovakia 185 580 402 1051 87 10.0 65.1 38.79 600

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.

which are paved. The country now has 9,435 kilometers
(5,363 miles) of railways. Continued improvements are
planned for the railway and highway systems in order to
bring them more in line with EU standards.

There are 10 public international airports and 114 to-
tal airfields, 71 of which have paved runways. The largest
airport is Ruzyne, in Prague, which services approxi-
mately 95 percent of the total passenger traffic. There are
677 kilometers (421 miles) of waterways in the Czech
Republic, the most important being the Vltava and Elbe
rivers. Tourists tend to enter the Czech Republic via the
airport in Prague or by train from Austria, Germany, Hun-
gary, Poland, or Slovakia.

Electricity production stands at 61.5 billion kilowatt
hours, and the country uses a 220-volt power system. The
majority of electricity is generated by fossil fuels (76 per-
cent). While a portion of this production comes from coal,
oil provides a sizable portion as well and is imported from
Russia. Nuclear power contributes 20 percent of elec-
tricity production.

The Czech Republic has a rapidly-modernizing com-
munications infrastructure. In the first few years after
the transition from communism, the installation of tele-
phone lines by the state company was still difficult. How-
ever, the increased entry of private telecommunication
companies and the growing popularity of mobile tele-
phones has provided a way to sidestep these difficulties,
and increased competition has forced the Czech
telecommunications company, STP Telecom, to improve
its service. There are 94 mobile phones per 1,000 people
in the Czech Republic, compared to 50 per 1,000 in
neighboring Poland, and there is 1 digital cellular system
and 2 global system for mobile communication (GSM)
providers for cell phone service. A number of Internet
service providers sprung up in the late 1990s, creating
between 20 and 30 options for service. Internet cafes are
readily available, and the Czech government has taken
steps to promote increased public computer and Internet
technologies.
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ECONOMIC SECTORS

During the 1990s, the Czech Republic experienced
a drastic shift away from the industry sector and towards
the services sector. This change resulted partly from the
Czechoslovak split, and partly from the transformation to
a market-based system. The communist system created
several large monopoly industries, particularly in large
machine manufacturing. Once privatized, only some of
these industries were actually competitive in a free-
market environment. Moreover, while the service sector
was given a low priority under the communist system, the
free-market environment demonstrated a strong demand
for services.

Foreign direct investment (FDI) in Czech compa-
nies has been crucial to their successful transition, and
the Czech Republic has benefited from high FDI levels.
Some of the most famous Czech companies that have
successfully survived the transition process are the Skoda

Czech Republic

GDP-COMPOSITION BY SECTOR-1999 est.
Agriculture 5%

Services 53%

Industry 42%

SOURCE: CIA World Factbook 2000 [Online].
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car company, the Tatra truck company, the glass pro-
duction company Bohemia Glass, and several brewing
companies such as Pilsner Urquell, Staropramen, and
Budvar (Budweiser).

AGRICULTURE

Agriculture makes up the smallest sector in the
Czech economy, contributing about 5 percent of the to-
tal GDP. In 1997 the agricultural sector employed 5.6
percent of the labor force, or roughly 200,000 people.
This number was just 39 percent of the number of peo-
ple employed in this sector under communist rule. The
primary agricultural products were sugarbeets, fodder
roots for animal feed, potatoes, wheat, hops, fruit, pigs,
cattle, poultry, and forest products.

The Czech Republic has 3.1 million hectares of
arable land, although roughly half of this land is not
highly productive. Under the communist economic sys-
tem, Czech agriculture was collectivized, meaning that
small private farms were taken by the government in or-
der to create state-owned cooperatives. After the end of
communism in 1989, these cooperatives were transferred
to private owners, often by the direct sale of the farm as
aunit. However, some lands were also given back to their
former owners. By 1999, 85 percent of agricultural lands
were privately owned. Of this total, 40 percent are cor-
porate farms, 34 percent are co-operatives, 24 percent are
owned by individuals, and 2 percent are state owned.

Agricultural output decreased 28 percent between
1989 and 1998, with the greatest declines in livestock
production. This reflects the overall decline of the agri-
cultural sector in the Czech Republic, where more than
half of all farms experience financial difficulties. Prob-
lems include the high costs of labor, machinery, fertil-
izer, and other agricultural inputs; the lack of modern
technology; and low levels of state aid for agriculture.

INDUSTRY

Industry makes up a large but declining sector of the
Czech economy, contributing 42 percent of the country’s
GDP in 1999, and employing 40.7 percent of the labor
force in 1997. The majority of large and medium-sized
enterprises have been privatized. Companies that are still
run by the state are not very competitive and have siz-
able debts. Such companies lie primarily in the energy
and mining sectors, although some of them are classified
as strategic industries.

MANUFACTURING. Road vehicles are the country’s
most significant export, bringing in significantly more
revenue than other important exports, such as electrical
machinery and appliances, and industrial machinery and
equipment. Other major export products include iron and
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steel, non-metallic mineral products, textiles, specialized
machinery, transport equipment, furniture, power gener-
ation machinery, and rubber goods.

Because many of the manufacturing plants that were
privatized after communism featured outdated equip-
ment, foreign direct investment has been extremely im-
portant in determining which industries survive the tran-
sition to a market economy. The primary foreign
investments have been in the area of consumer goods and
tobacco, transport and communications (including
equipment, commerce, and services), petrochemicals, fi-
nancial and insurance affairs, mineral products, and elec-
tricity, gas, and water supply. By 1999 over 800 foreign
companies had set up manufacturing subsidiaries, each
employing more than 50 persons in the Czech Republic.

With increasing investments in the automotive sec-
tor, the Czech Republic is expected to become the third-
largest auto manufacturer in Eastern Europe, after Russia
and Poland. Other fast-growing sectors are electronics,
precision engineering, environmental technologies, and
software development. The government offers incentives
for investment in high-tech products or machinery, and
has begun a program to support the development of in-
dustrial zones throughout the republic.

The traditional Czech industries of glassmaking
and beer brewing survived the economic transition in
the form of the glassmaking company Bohemia Glass
and the brewing companies Pilsner Urquell and Budvar/
Budweiser. Companies producing transport equipment,
such as Tatra Trucks, Zetor tractors, and Skoda cars, also
remain visible in the current Czech economy. Other prod-
ucts that continued to be manufactured after communism
include trams, planes, motorcycles, buses, and machines.

The most important products mined in the Czech Re-
public are coal and uranium. The coal is primarily used
for heating purposes, while the uranium is used for the
production of weapons, and a significant amount of ura-
nium is exported. While uranium was exported almost
exclusively to Soviet bloc countries before 1989, it is now
exported more widely.

In the second half of the 1990s prices for commer-
cial construction increased for small and medium enter-
prises, as well as for domestic non-financial corporations.
The largest price increases for commercial construction
were from firms employing more than 300 persons (es-
pecially for those employing more than 500), and for for-
eign non-financial corporations. Price increases for these
types of structures indicated a higher level of demand rel-
ative to supply.

SERVICES

The service sector accounted for 53 percent of the
GDP in 1999. As opposed to a negative trade balance in
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industry, the Czech Republic registered a positive trade
balance in services between 1993 and 2000. The service
sector employed 53.7 percent of the labor force in 1997.

As insurance was not provided under the communist
system, there was significant growth in this area during
the first decade of capitalism. Financial services and con-
sulting companies experienced similar growth. Although
foreign companies initiated growth in this sector, they
quickly gained competition from Czech companies. The
majority of commercial banks are under private owner-
ship. Foreign banks constitute a growing proportion of
this sector.

There is an ever-increasing number of Internet ser-
vice providers in the Czech Republic. In addition, there
has been some growth in the area of Internet software de-
velopment, which began attracting foreign investment in
the late 1990s.

The retail portion of the service sector has under-
gone dramatic changes since 1989. Under the communist
economic system, retail operated through state-owned
shops. Not only were product shortages common and the
displays unattractive, but these stores were often over-
staffed and employed people unsuited to the job.

Retail stores were privatized early in the transition
to a free market. The retail sector consists of restruc-
tured stores as well as completely new stores. These
stores differ greatly from their communist-era predeces-
sors, as they have adopted capitalist marketing methods
and retail decorum. Among the most popular products
among consumers are foreign appliances, such as televi-
sions, VCRs, and stereos.

Tourism has increased exponentially since the demise
of communism in 1989. Nearly all tourist facilities have
been privatized. Tourism contributed $3 billion to the
country’s net foreign currency earnings in 1999, and ap-
proximately 100 million people visit Prague, the country’s
capital, each year. Most tourist revenues remain in Prague,
which is renowned for its architecture and history. The
majority of visitors come from the Czech Republic’s
neighboring countries. The dramatic increase in tourism
has led to an increased need for tourist services, particu-
larly for hotels. Foreign tourists visiting Prague account
for three-quarters of all hotel capacity in the Czech Re-
public. In addition, the city of Prague is attempting to im-
prove its image as a potential convention site. While in
the Czech Republic, tourists engage not only in sightsee-
ing, but also in concerts, sports, and gambling.

INTERNATIONAL TRADE

The Czech Republic has had a trade deficit since
1975. The primary industrial commodities exported by
the Czech Republic are machinery and transport equip-
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Trade (expressed in hillions of US$): Czech Republic

Exports Imports
1975 N/A N/A
1980 N/A N/A
1985 N/A N/A
1990 N/A N/A
1995 21.654 26.524
1998 26.337 30.239

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

ment, as well as other manufactured goods. In 1998, these
categories comprised 41 percent and 40 percent of all
commodity exports, respectively. Other significant ex-
ported commodities were chemicals, which made up 8
percent, and raw materials and fuel, which were 7 per-
cent. Aside from commodities, the Czech Republic also
exports some services, and has demonstrated a positive
trade balance in this sector. The primary consumers of
Czech exports are Germany and Slovakia.

The Czech Republic imports primarily the same type
of goods as it exports. Approximately 39 percent of all
imports for 1998 were classified as machinery and trans-
port equipment. Other imports included manufactured
goods, which comprised 21 percent of imports; chemi-
cals, 12 percent; and raw materials and fuel, 10 percent.
Germany and Slovakia serve as the primary sources of
Czech imports.

In the first few years following 1989, the Czechoslo-
vak state made a concentrated effort to shift trade away
from the former Soviet countries, and to the European
Union (EU) and the United States. The Czech govern-
ment actively encouraged this shift in an effort to im-
prove chances for entry into the EU. Czech trading pat-
terns continue to show increased volume in trade with
the EU and the United States, and decreased volume with
other East European countries and the former Soviet
Union. As one result of this shift, trade with the Slovak
Republic has declined, in spite of a favorable customs
union between the 2 countries. The Slovak Republic
made up 18 percent of the Czech Republic’s foreign trade
turnover in 1993, but by 1999 it was approximately 7
percent. The EU now makes up approximately 67 per-
cent of the foreign trade turnover of the Czech Republic.

Among the EU countries, the Czech Republic’s most
significant trading partner is Germany, which made up 38
percent of the Czech trade turnover in 1999. Following
Slovakia (7 percent), other important European trading
partners are Austria (6 percent), France, Italy, Poland, and
the United Kingdom, which each make up 4 to 5 percent
of the trade volume. The United States and the Russian
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Federation each make up approximately 3 percent of
Czech trade turnover.

MONEY

The Czech crown has been convertible to other cur-
rencies on the world market since 1995. The Czech Na-
tional Bank serves as the country’s central bank, and sets
monetary policy. It is designed to be autonomous from
political structures. In spite of the bank’s policies to curb
inflation, the currency began to decline in value after a
political and economic crisis in 1997. In addition to this
bank, there is a government-owned agency to assist com-
panies through the bankruptcy process.

The majority of banks have been privatized, with only
2 of the largest remaining in state hands. There has been
some consolidation among the private banks, and the largest
5 banks conduct the majority of operations. In addition, the
number of foreign banks operating in the country has
grown. This process corresponds with the country’s efforts
to prepare for future integration into the financial structures
of the EU.

The Prague Stock Exchange registers several hun-
dred companies for security and derivative trading. It is
engaged in a process of updating its trading rules and pro-
cedures to fit EU standards. In addition, there is an off-
exchange market called the RM-system, for the trade of
securities.

POVERTY AND WEALTH

Four decades of communist rule (1948-89) had a
strong effect on the distribution of incomes, an effect that
remains visible today in the Czech Republic. The com-
munist system resulted in a social hierarchy very differ-
ent from the class system in most capitalist countries. Un-
der communism, wages were artificially kept at similar
levels, so professionals such as doctors earned wages sim-
ilar to those of factory or construction workers. Because
property had belonged to the state and housing was dis-
tributed through state channels, those individuals who ob-

Exchange rates: Czech Republic

Czech crowns per US$1

Jan 2001 37.425
2000 38.598
1999 34.569
1998 32.281
1997 31.698
1996 27.145

SOURCE: CIA World Factbook 2001 [ONLINE].

Czech Republic

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Czech Republic N/A N/A 4,884 5,270 5,142
United States 19,364 21529 23200 25363 29,683
Germany N/A N/A N/A N/A 31,141
Slovakia N/A N/A 3,630 3,825 3,822
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

tained large homes often did so through political means,
such as good standing with the Communist Party.

Ten years later, this system is changing. As property
has become privatized, individuals with successful busi-
nesses can now afford to buy the larger homes. Political
affiliation matters much less for one’s living standard than
it did before. However, given the fact that the privatiza-
tion process has been run by the government, political af-
filiation and social contacts have not been irrelevant, ei-
ther. In spite of the fact that the Czech Republic’s transition
has been one of the most transparent, some instances of
corruption have allowed a few individuals to improve their
economic standing through dishonest means.

Although the social structure is rapidly moving away
from relatively equal income distribution to a class sys-
tem, as of the late 1990s income distribution and con-
sumption in the Czech Republic remained more equal-
ized than in the United States. In the United States, the
richest 20 percent of individuals earn and consume 46
percent of available wealth. However, in the Czech Re-
public, the richest 20 percent of individuals earn and con-
sume 36 percent of available wealth. In addition, the
poorest 20 percent earn and consume only 5 percent of
available wealth in the United States, but in the Czech
Republic the poorest 20 percent earn and consume 10
percent of available wealth.

Distribution of Income or Consumption by Percentage
Share: Czech Republic

Lowest 10% 43
Lowest 20% 10.3
Second 20% 14.5
Third 20% 17.7
Fourth 20% 217
Highest 20% 35.9
Highest 10% 224

Survey year: 1996

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Czech Republic 24 5 14 5 12 16 24
United States 13 9 9 4 6 8 51
Germany 14 6 7 2 10 7 53
Slovakia 26 7 16 5 12 10 24

Under the communist system, higher education and
health care were freely provided by the state. The Czech
Republic has been implementing reforms that require in-
dividuals to pay for these services. These reforms have
been difficult for average individuals, because institu-
tions such as a comprehensive student loan system or
health insurance have not been developed. The state does
provide social security and social assistance, such as un-
employment and disability benefits.

WORKING CONDITIONS

The Czech Republic’s labor force is 5.2 million, and
approximately 46 percent of the total Czech population
was registered as employed in 1999. In 1999, the rate of
unemployment, which registers those actively looking for
work, was 9 percent. Unemployment has been on an up-
ward swing since an economic crisis in 1997, but has
shown recent signs of stabilizing. Unemployment bene-
fits are available to individuals, and slightly less than half
of those registered as unemployed receive these pay-
ments.

Prague consistently maintains the lowest level of un-
employment in the country. The highest levels of unem-
ployment are in northern Bohemia and in Moravia. Wage
levels reflect these differences, with the highest wages in
Prague. According to estimated figures for 1997, the ma-
jority of those employed—353.7 percent—worked in the
service sector. Industry employed 40.7 percent of the
workforce, and the remainder—5.6 percent—worked in
agriculture. Given the importance of foreign investment
in the economy, those individuals who speak English and
German have an advantage in the labor market.

The Czech Republic features a system of laws which
prohibits employment discrimination on the basis of race,
sex, language, religion, faith, political views, and sexual
orientation. However, discrimination against the hiring of
Roma (Gypsies) persists in practice. There are 28 weeks
of maternity leave available, with a possible extension to
3 years. A woman taking maternity leave is provided
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some income by the social security and health insurance
systems, with some contributions by employers.

Workers’ unions were a fixture of the communist
system. After the end of communism in 1989, the com-
munist-affiliated unions rapidly declined in popularity.
Laborers now tend to belong to non-affiliated unions,
and approximately two-thirds of all workers are union
members.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1914-17. World War I. The Austro-Hungarian Empire,
which includes Czechoslovakia, disintegrates.

1918. The Czechoslovak state is founded.

1938-45. Hitler takes over Czechoslovakia during
World War 1II.

1945. Czechoslovakia is freed from the Nazis by the
Soviets in the east, and by the Allies in the west.

1948. The Communist Party takes over the Czechoslo-
vak parliament.

1968. Attempted reforms by the Czechoslovak state
are met with an invasion of tanks from Czechoslova-
kia’s Soviet bloc neighbors.

1970s. Some political dissidents begin to visibly resist
the communist leadership.

1980s. Worsening economic conditions facilitate
protests against communism.

1989. The communist government is forced to step
down.

1990. The first post-communist parliamentary elections
are held, and Vaclav Havel is confirmed as Czechoslo-
vakia’s new president. The government embarks on a
series of reforms to replace the communist economic
system with a capitalist system.
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1992. The second post-communist elections result in a
disagreement between the Czech and Slovak republics.
The leaders plan the country’s divorce.

1993. The Czech Republic is officially founded on 1
January 1993. It establishes a separate Czech currency
in February.

1997. An economic crisis and political instability
cause difficulties.

1998. The Czech Republic begins accession talks with
the European Union.

1999. The Czech Republic joins NATO.

FUTURE TRENDS

The Czech Republic has come a long way since its
founding in 1993, through nearly a decade of transition
from a communist to a capitalist economic system. It is
a member of the United Nations, Organization for Secu-
rity and Co-operation in Europe (OSCE), Organization
for Economic Co-operation and Development (OECD),
International Monetary Fund, (IMF), World Bank, Euro-
pean Bank for Reconstruction and Development (EBRD),
and the World Trade Organization (WTO), and became
a NATO member in 1999. In addition, it is an associate
member of the EU and the Western European Union
(WEU). The government’s primary focus in recent years
has been the preparation of legislative and regulatory
structures for future EU membership, for which it has
made a formal application. Accession talks with the EU
officially began in 1998, and the Czech Republic is slated
to become a full member between 2003 and 2005.

In spite of the enormous changes that the Czech Re-
public successfully underwent in its first few years of in-
dependence, more remains to be done. The country is ex-
pected to continue to rebound from the economic
recession of the late 1990s, especially as it improves its
trade with Western European nations. But it is the inter-
action with Western European nations in the EU that is
expected to pose the greatest challenge to the Czech Re-
public in the coming decade. Restructuring the large en-
terprises that remain in the hands of the state, and re-
forming legislation to conform to EU standards will cause
some economic displacement. Yet once the country
moves through this difficult period, its position at the
heart of Central Europe, its well-developed infrastructure,
its high-quality educational institutions, and its educated
populace promise a vibrant economic future.

Worldmark Encyclopedia of National Economies

Czech Republic

DEPENDENCIES

Czech Republic has no territories or colonies.
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CAPITAL: Copenhagen.

MONETARY UNIT: Danish krone (DKr). 1 Danish
krone is made up of 100 gre. There are coins for
20, 10, 5, 2, and 1 krone and 50 and 25 gre. Paper
currency comes in denominations of DKrl,000,
500, 200, 100, and 50.

CHIEF EXPORTS: Machinery and instruments, meat
and meat products, fuels, dairy products, ships, fish,
and chemicals.

CHIEF IMPORTS: Machinery and equipment,
petroleum, chemicals, grain and foodstuffs, textiles,
and paper.

GROSS DOMESTIC PRODUCT: US$136.2 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$50.8 billion
(f.o.b., 2000). Imports: US$43.6 billion (f.o.b.,
2000).

COUNTRY OVERVIEW

LOCATION AND SIZE. Denmark is in Northern Europe,
bordered primarily by the Baltic Sea and North Sea. It
consists of the peninsula of Jutland, north of Germany,
and close to 406 islands, about 80 of which are inhab-
ited. The most populated and largest of the islands is
Zealand, where the country’s capital can be found; Fu-
nen; and Jutland. Denmark occupies 43,094 square kilo-
meters (16,621 square miles), a little less than twice the
size of Massachusetts. Germany shares 68 kilometers (42
miles) of border with Denmark, and the other 7,314 kilo-
meters (4,545 miles) is coastline. In 1 July 2000, the @re-
sund Bridge was completed, connecting Denmark and
southern Sweden. The Kingdom of Denmark also in-
cludes the island of Bornholm in the Baltic Sea, and the
territories of Greenland and the Faroe Islands.

POPULATION. Denmark’s population in 2000 was
5,336,394, and was projected to fall to around 5,200,000
in 2025. From the late 1960s to the present, the fertility
and mortality rates have been declining. Average life ex-
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pectancy at birth has increased, but it is notable that life
expectancy for men and for women in Denmark is still
lower than all of its neighbors, especially for women (in
1999 life expectancy for women was 78.3, while in the
United States it was 80.1). The overall population growth
rate has been consistently low at 0.31 percent.

The Danish population is extremely homogenous. As
of 2000, 97 percent are Danes (ethnic Scandinavians),
and the rest are Inuit (Eskimo), Faroese, and Germans.
The proportion of elderly people in the population has
been increasing as well, with the result that in 2000 only
18 percent were under 14, and 15 percent were over 65.

The population is highly urbanized, with around 85
percent living in cities. However, population density is
low compared to places such as the United States and
European countries farther south. It is worth noting that
to be classified as “urban” in Denmark, a settlement needs
only 250 people (compared to Greece, where “urban” is
defined as a settlement of 10,000 or more). Urbanization
has slowed in the 1990s, with some Danes reversing the
pattern and moving back to rural areas.

OVERVIEW OF ECONOMY

Denmark has a technologically advanced free-market
economy, mainly involved in high value-added produc-
tion such as processing and finishing products, rather than
extracting and producing raw materials. Main exports are
industrial products, followed by agricultural products—
chiefly livestock-based products such as cheese, pork,
and other meats. Denmark’s reliance on export trade has
meant that its economy has been sensitive to fluctuations
in world demand, although its generous welfare state poli-
cies since the 1960s have cushioned the population from
suffering much from this volatility. Because of its geo-
graphic location, Denmark is an important distribution
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point for Eastern Europe, Scandinavia, England, and the

rest of Europe.

Denmark’s high-tech agricultural sector is the latest

feeding their animals on the cheap grain. Danes devel-

oped an industry making processing machinery for its
agricultural products. By the 1960s, industry had over-

development in a long history of Danish farming. Before

the late 1800s, Denmark’s chief agricultural products
were grains, but at the end of the 1800s an influx of cheap
grains from the Americas and Russia caused prices to
plummet. Danish farmers, supported by the government
and the Folk High School Movement (a cultural and ed-
ucational movement that encouraged knowledge-sharing,
adult education, and agricultural research and reform, es-
pecially in rural areas), switched to livestock production,
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taken agriculture as the largest sector of the economy.

From the 1960s to the 1980s, the Danish economy
followed a fairly regular cycle: increases in wages and
benefits raised costs for firms, which led to price hikes
and thus less ability to compete in foreign markets. This
upset Denmark’s balance of trade, as the high wages
raised demands for imports, so the government would at-
tempt to control rising consumption, usually by tighten-
ing credit and imposing a new tax. The 1970s and 1980s
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saw labor, political, and economic troubles as the gov-
ernment attempted to impose austerity measures such as
harsh savings programs. Strong public opposition (in-
cluding labor strikes) to various plans led to the repeated
dissolution of the ruling coalition governments. After
1973, rising oil prices and the international recession led
to high unemployment and low domestic demand.

External debt stayed high during the 1980s, con-
sisting mainly of bonds bought by outside investors that
required interest payments by the government. How-
ever, the extent of debt was not enough to discourage
foreign investors, thus Danish business did not have to
worry about financing drying up. While Denmark’s bal-
ance of trade was positive from 1990 to 1997, that sur-
plus was used to pay off the debt, which gradually fell
from over 40 percent of GDP in 1990 to 24 percent in
1997. The budget deficit was not eliminated until the
mid-1990s, but since then government has generally run
a small surplus.

Businesses in Denmark are mainly small- and
medium-sized. Over 75 percent of Danish industrial com-
panies employ fewer than 75 people. Most farms are fam-
ily-owned, a tradition that was partly supported by a law
prohibiting public companies from owning farms. This
prohibition was lifted in 1989. The increasing accessi-
bility to consumers in Europe has begun to encourage
Danish businesses to look at ways to supply these con-
sumers on a larger scale, including the possibility of
merging small companies together into larger ones, as
well as developing networks of coordination and com-
munication between several companies.

Across most of the political spectrum, Danes are
committed to ensuring a basic level of economic equal-
ity, which has been the impetus behind the creation and
maintenance of a large and generous welfare, social se-
curity, national health care, and education system. The
public sector in 1999 employed close to 800,000 peo-
ple, over 25 percent of the labor force. Since the 1960s,
the public sector has ensured that despite economic fluc-
tuations, everyone in Denmark has completely free ac-
cess to health care and education, as well as unemploy-
ment benefits, sick leave, parental leave, and housing and
childcare subsidies. Although unemployment has been
one of Denmark’s most persistent problems, in the new
century it has fallen remarkably, to a current low of just
under 6 percent.

In 2000, Denmark opted out of the final stage of the
European Monetary Union (EMU), choosing to keep their
own currency rather than join the euro. However, as the
krone is closely tied with the euro, the Danish economy
is not autonomous. Arguments against the EMU in Den-
mark mainly accentuate the need to retain political au-
tonomy. These opponents stress that integration into the
EMU could result in a threat to Denmark’s commitment
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to economic equality and the environment, especially if
Danish businesses were required to compete with those
based in countries which do not require them to comply
with similar environmental or labor regulations.

POLITICS, GOVERNMENT,
AND TAXATION

Queen Margarethe II is officially the head of state,
but actual power resides in the prime minister and his or
her cabinet (called “the government” in Denmark and
virtually all other parliamentary systems, and similar to
a U.S. “administration”) and the Folketing (the parlia-
ment). The Queen formally appoints the prime minister
and the cabinet, but this appointment is always the re-
sult of behind-the-scenes maneuvering and coalition-
building after a general election. The prime minister is
accountable to the Folketing for his or her actions. Most
ministers have their own ministries, (such as the Min-
istry of Finance or the Ministry of the Environment), but
some individual ministers may be selected without be-
ing assigned to a specific ministry. Legislation is cre-
ated cooperatively by the Folketing and the government.
Proposals for laws are considered twice in the Folket-
ing, and if approved, must then be approved by the
Queen and the government. The Queen is not indepen-
dent from the government in approving legislation, but
rather acts under its advice.

The Folketing has 179 seats; members are elected by
proportional representation (voters elect parties rather
than individuals, that receive a number of seats in the leg-
islature proportional to the percentage of votes received).
This system encourages the proliferation of political par-
ties that may form coalitions not only to form govern-
ments, but to pass legislation in the Folketing. The prime
minister can call an election at any time in the hopes of
gaining more seats for the ruling coalition. And as in vir-
tually all parliamentary systems, new elections may be
called if there is a vote of no confidence in the Folket-
ing, although this has not happened since 1909. The min-
imum level of popular support necessary for a party to
be represented in the Folketing is 2 percent (correspond-
ing to 3 or 4 seats), and 2 seats each are reserved for rep-
resentatives from the Faroe Islands and Greenland.

Like much of Scandinavia, Denmark has a good
record on women’s representation in government and
politics at both the local and national levels. In the gov-
ernment in the year 2000, 35 percent of cabinet minis-
ters were women, as were 37 percent of the Folketing
(compared with the United States in 2000, where women
were 41.4 percent of the cabinet but only 12 percent of
Congress).

Since 1973, there have been 10 major political par-
ties. Underlying all but the most extreme right wing of
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the parties is the Nordic emphasis on the importance of
economic equality, ensured by strong social welfare pro-
grams. The issue of whether or how to join the European
Community has been important to all the parties over the
past 20 years, but does not divide them according to tra-
ditional “right-left” alignments.

The parties in the government in 2001 were elected
in March 1998. The ruling coalition is comprised of the
Social Democratic Party (65 seats), the Socialist People’s
Party (13 seats), the Radical Liberal Party (7 seats), and
the Unity Party (5 seats); in the opposition are the Lib-
eral Party (43 seats), the Conservative Party (17 seats),
the Danish People’s Party (13 seats), the Center Demo-
cratic Party (8 seats), the Christian People’s Party (4
seats), and the Progress Party (4 seats).

The Social Democrats and Socialist People’s Party
do not wish Denmark to rely solely on market forces to
organize the economy, and place a priority on equalizing
income distribution and living standards. Trade unions
are especially associated with the Social Democrats. The
Radical Liberals (Det Radikale Venstre) are to the right
of Social Democrats, and want to curb public spending,
lower income tax rates for high earners, and reduce ben-
efits for the unemployed. The Unity Party or Unity List
is an alliance of far-leftist and environmental groups, to
the left of the Social Democrats.

The Conservative Party (CP) has been generally gain-
ing in popularity since the mid-1970s, although its peak
was in the 1980s. Representing especially the interests of
business and property owners, the Conservatives empha-
size the rights of ownership while trying to reduce power
of trade unions. While still supporting a welfare state, the
CP wants to limit public spending on social programs, but
increase spending on defense. The CP is fairly pro-Euro-
pean integration. The Liberal Party (Venstre) is close to
but more extreme than the conservatives in wishing to re-
duce government spending and power, and are strongly
pro-European integration. The Danish People’s Party
(DPP) is a nationalist party for ethnic Danes, against im-
migration and suspicious of refugees. They are strongly
anti-European integration, although they support free
trade and market-based agricultural policy. The DPP are
for social welfare programs, but only for Danish citizens,
and also support abolishing or greatly reducing property,
inheritance, and other taxes. The Center Democratic Party
wants fewer taxes, especially for individuals. They do sup-
port social welfare programs and are also pro-Europe. The
Christian People’s Party (CPP) was formed in response
to the late-1960s legalization of abortion laws and less-
ening of restrictions on pornography, both of which they
oppose. They want to decentralize political decisions,
avoid special interests, and emphasize protecting the en-
vironment and quality of life. They have historically had
a small share of popular vote, usually just above the 2 per-
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cent threshold required for representation in the Folket-
ing. The Progress Party (PP) was founded in 1990, an ex-
treme right-wing party with a reputation for unruliness.
Their main platform is to abolish income taxes and greatly
reduce government spending, and to restrict immigration.
Against joining the European Union, their arguments of-
ten alienate more tolerant Danes, while some of their lead-
ers and members have espoused more explicitly racist at-
titudes. Many of the other parties are reluctant to form a
coalition with them.

In 1997, the public sector employed around a quar-
ter of the workforce, and provided health care, welfare,
social security, education, and administration of the gov-
ernment. Government-owned businesses are also still im-
portant to the economy, although there has been increas-
ing privatization in recent years. Recently privatized
businesses include a life insurance company (now totally
private), the national telecommunications company
TeleDanmark (totally private), Copenhagen Airport (now
49 percent private), and the computer services company
Datacentralen, 75 percent of which was sold to the U.S.-
based Computer Sciences Corp. The large Postal Service
and Danish State Railroads companies have also been
turned into private companies, although the government
actually owns these firms. Some other public services
such as sanitation, cleaning, and catering to public insti-
tutions are also being privatized.

The value-added tax (VAT) is the main source of
government revenue, accounting for over one-quarter of
total revenue in 1998. At 25 percent, it is one of the high-
est VAT rates in the world. Income tax is also high. In
1999, the marginal income tax rate was 40 percent for
taxable incomes up to $21,500, while the highest bracket
was about 60 percent for taxable incomes of more than
$37,000. In 2001, 40 percent of all Danes in full-time
employment were in the highest tax bracket. The Danish
government, fearing an economic slowdown, is begin-
ning to shift its tax burden somewhat away from indi-
vidual incomes. “Green taxes” on pollution and to en-
force environmental regulations are expected to make up
some of the difference, and are already generating sig-
nificant revenues; in 1995 over 8 percent of tax revenue
came from environmentally-related taxes (over 2 percent
of GDP). In the same year in the United States, only 4
percent of tax revenues came from environmentally-related
taxes (less than 1 percent of GDP).

Even though most Danes must give almost half of
their salaries to the government as income tax, they get
most of it back in the form of free, high-quality health
care, education, and transfer payments. For example,
in 1996, 47 percent of the DKr386 billion collected by
the national government was returned to the public in the
form of transfer payments such as unemployment and
sickness benefits, old-age pensions and housing subsi-
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dies. Some 60 percent of all government revenues from
taxes in 1996 were spent on the health service, while
transfer payments accounted for 40 percent of total pub-
lic revenues (22 percent of GDP).

At 32 percent, corporate taxes are high. Denmark
plans to reduce them to 26 percent by 2002. However,
contrary to many economists’ predictions, Denmark’s
high corporate tax rate has not discouraged foreign in-
vestment. In a surprising situation that suggests that there
must be multiple reasons why foreign companies choose
to invest, Denmark in 1997 showed an increase in for-
eign investment that was an amazing 308 percent—al-
most 10 times that of the European Union as a whole.

The Danish currency is pegged in a fixed exchange
rate with the euro, so interest rates nearly always follow
the European Central Bank. This relationship changed
slightly after the referendum in 2000 when the Danes nar-
rowly voted to reject the last stage of the EMU and keep
their own separate currency. After the referendum, the
Danish national bank raised its interest rates, which en-
couraged people to borrow less (since interest on loans was
higher), and thus reduced the amount of money in circu-
lation. As money became scarcer, its value increased, and
the bank prevented the krone from devaluation. However,
the krone has never been allowed to fluctuate beyond the
level allowed by the exchange rate mechanism (ERM).

Denmark was the first country to establish a Min-
istry for the Environment, in 1972. Danes spend more per
capita on environmental protection than most nations in
the world. This has also inspired the development of a
local industry of pollution control equipment, which is
now a significant international force. This environmen-
tal focus has also affected the Danes’ relation to Euro-
pean integration. Many have feared that joining the Eu-
ropean Union (EU) would require them to lower their
standards of environmental protection in order to remain
in line with the other EU nations. Other than environ-
mental protection laws, there are few regulatory controls
on the economy.

Denmark

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Denmark has a thoroughly modern and extensive in-
frastructure. Its numerous islands have encouraged the
development of a network of ferry services in domestic
waters with 415 kilometers (258 miles) of waterways. A
well-maintained road and rail network includes 71,437
kilometers (44,388 miles) of highways (including 843
kilometers, or 524 miles, of expressways), and 2,859
kilometers (1,773 miles) of railways which serve almost
every town. Some 508 kilometers (316 miles) of the rail-
ways are privately owned, while the rest are owned by
the state.

In cities, environmental concerns have encouraged
bicycle riding for all. Urban traffic is minimized by leg-
islation requiring nearly all new shops be built within the
existing commercial centers of cities, towns, and villages.
Additionally, most new workplaces are required to be a
short walking distance from a transit stop. Shops, offices,
and factories must make accommodations for bicyclists
and pedestrians. As a result, in 1998 less than one-third
of travel within cities was via cars and trucks, and mo-
torized traffic in the city centers had increased very lit-
tle over the past 25 years.

As of 1999, Denmark had one of the world’s high-
est density air networks, with 28 paved-runway and 90
unpaved-runway airports. Air service for Denmark, Nor-
way, and Sweden is provided by Scandinavian Airlines
Systems (SAS). Copenhagen Airport was voted “World’s
Best Airport of 2000” by the International Air Transport
Organization, the same year that also saw the completion
of the 7.8-kilometer @resund bridge linking Denmark
with Sweden.

Danes consumed 33.03 billion kilowatt-hours (kWh)
of electricity in 1998, importing 2.68 billion kWh, and
exporting 7.1 billion kWh. Most of the imported fuel is
coal, which in 1998 amounted to 6.3 million tons. Den-
mark is shifting further away from coal use, as the 1998

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets®  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts”  Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Denmark 309 1,141 585 248.4 364 N/A 3774 540.30 1,500
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Germany 311 948 580 2145 170 73.1 304.7 173.96 14,400
Norway 588 915 579 160.1 474 50.0 3734 754.15 2,000

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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figure is 60 percent lower than it was just 2 years earlier.
Since the discovery of oil and natural gas reserves in the
1960s, Denmark was self-sufficient in oil production by
the 1980s. In 1998 oil production was 238.35 million bar-
rels per day (bpd) with exports of 8.98 million bpd, while
natural gas production was 267.68 billion cubic feet (bcf),
and exports were 95.35 bcf. The state owns significant
shares in both oil and natural gas extraction, although the
giant Maersk/A.P. Mgller Corporation is also a dominant
figure. Overall, in 1998 Denmark generated 4.27 billion
kWh of electricity. Fossil fuel from its own reserves ac-
counted for 90.8 percent of this electricity, hydroelectric
power for 0.07 percent, and the remaining 9.13 percent
was generated by other means, including wind power.
Denmark has, since 1980, banned nuclear power, and fo-
cuses much research and development on conservation
and alternative energy sources.

Denmark has an excellent telecommunications sys-
tem based on 3.20 million telephone lines (1995). Cellu-
lar phone ownership increased by 304 percent from 1993
to 1997, and in 1999, such telephones were owned by 49
percent of the population, including nearly every person
between ages 17-25. Cell phone ownership per capita in
1997 was 190 per 1,000, as compared to the U.S. figure
of 128 per 1,000. Denmark’s burgeoning IT services in-
dustry is supported by high Internet connectivity; 90 per-
cent of all businesses use some aspect of the Internet. The
Danish government has strongly supported the develop-
ment of personal as well as business Internet use. In Jan-
uary of 2001, the prime minister announced that the gov-
ernment intends to provide all households in Denmark
with access to the Internet, while at that time nearly 50
percent of all households with a computer were already
connected.

ECONOMIC SECTORS

In modern Denmark, the economic sectors of agri-
culture and industry are so closely linked that it is diffi-
cult to separate their influences. Both food and wood-
based industries such as paper depend heavily on
agri