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Foreword

Price liberalization was one of the very first reforms undertaken by
many countries of Eastern Europe and the Former Soviet Union at
the start of their transition from centrally planned to market
economies a decade and a half ago. In the case of tradable goods, this
meant opening up domestic markets to international prices and liber-
alization of the countries’ trade policy regimes. In short order, exter-
nal tariffs were lowered, and import quotas and other nontariff barri-
ers (NTBs) were reduced or eliminated. At the same time, the CEMA
(Council for Mutual Economic Cooperation), the central planning in-
stitution that had administratively governed these countries’ trade
with the rest of the world—as well as trade among themselves—was
dismantled. This was often accompanied by other fundamental re-
forms, such as macroeconomic stabilization and privatization. These
reforms revealed that many enterprises were uncompetitive at inter-
national prices and resulted in countries losing guaranteed outlets for
their products, precipitating what has come to be known as the “tran-
sition recession.” The recovery was characterized by an expansion of
exports and the ignition of economic growth. In turn, this brought
about higher incomes and reduced poverty for many people of the
Region. The early—and bold—actions on the trade front proved to be
critical down payments that facilitated the integration of these coun-
tries into the world economy.
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Foreword

Indeed, the transition from central planning to market systems
could not have occurred without greater openness to international
trade. This study, From Disintegration to Reintegration: Eastern Europe and
the Former Soviet Union in International Trade, finds that over the past 15
years, the Region as a whole has experienced rapid trade flows and
today trades largely in line with other regions of the world at compa-
rable levels of income.

It appears that two new intra-Regional trade blocs are emerging,
however. One largely comprises the eight new European Union (EU)
member countries, which are increasingly trading with the most
advanced economies in Europe and enjoying relatively high national
incomes. The other bloc is generally populated by economies of the
Commonwealth of Independent States (CIS), many (though not all)
of which are still dominated by commodity trade, exhibit increasingly
centralized and segmented trade patterns reminiscent of the planning
era, and are significantly poorer, although the Russian Federation and
Ukraine have experienced considerable international integration and
are middle-income economies. Most of the seven countries in South-
eastern Europe lie somewhere in between these two blocs, but are
increasingly aligning themselves with the former. While these trends
are surely evident, as the study shows, the increasing bifurcation of
trade in the Region is by no means predetermined. As has happened
elsewhere, countries that have not only opened trade but also sys-
tematically implemented complementary domestic or “behind-the-
border” policies have been more effective in leveraging international
integration to raise growth rates.

To be sure, virtually all of the countries in the Region still need to
pursue further trade policy reforms, and some require fundamental
liberalization of their trade regimes. In this regard, early accession to
the World Trade Organization (WTO) for the 10 countries in the
Region that currently are not members would be beneficial, especially
to take advantage of the present Doha Round negotiations. By the
same token, benefits would arise from regional trade agreements
(RTAs) that create rather than divert trade. The bigger—and largely
Region-wide—unfinished agenda, however, concerns behind-the-
border reforms. The most critical of these are enhancing domestic
interenterprise competition and governance, developing trade-facili-
tating infrastructure, and deregulating the services sectors. While
meeting these challenges will require policy reforms (such as improv-
ing market access in agriculture) by developed countries and support
for technical assistance (for example, in customs reform) from inter-
national donors, the lion’s share of actions will need to come from the
Region’s countries themselves.
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XiX

This study, part of a new series of regional studies, is intended as a
contribution to the World Bank’s goal to work more effectively with
our partners in the Region to foster economic growth and reduce
poverty through greater integration into international commerce. It
complements two recent studies on growth, poverty, and inequality
and on job opportunities in the Region. Forthcoming reports on
migration and infrastructure will look at other key economic and
social opportunities and challenges for the Region. I hope that this
series of studies will stimulate debate, promote better understanding,
and spur action to bring about prosperity for all.

Shigeo Katsu
Vice President
Europe and Central Asia Region
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