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Ovenrview — Iansition Repoiit 2004

o Part | — Transition in 2003-04
— Progress in transition
— Macroeconomic developments

— Links between reform and growth

o Part Il — Infrastructure
— Regulatory effectiveness

— Private sector participation (PSP)
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Progiress il structural refemmr ...

... moest preminent inthe EUfcandidates oif SEE
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* No change was reported in the ten countries that are not listed
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Most pregress in financial Institutions
anadinirastructure

Number of upgrades *

H B

Governance Competition Small-scale Securities Large-scale Overall Banking
and enterprise policy privatisation markets and privatisation infrastructure reform and
restructuring non-bank reform interest rate
financial liberalisation
institutions

B CEB B SEE HCIS
* No change was reported in price liberalisation, trade and foreign exchange system
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ransition achievements — 2004

Average transition score, 2004
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Go0d grewith perfermance
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SEE CIS Western Eurozone United Developing
hemisphere States Asia

B GDP growth 2003 B GDP growth 2004 (forecast)
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CEB: still large: fiscal deficits

Reductions i deficiis) are: mestly: cyclical

Fiscal balance in per cent of GDP

Czech Estonia Hungary Latvia Lithuania Poland Slovak Slovenia

Republic Republic
W 2002 B 2003 W 2004
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SEE: high current accounit deficits

Often financed by remittances and aid

Current account in per cent of GDP

Albania Bosniaand  Bulgaria Croatia FYR Romania  Serbia and
Herzegovina Macedonia Montenegro

E 2003 H 2004
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CIS: grewh drven: by igh
commodity prices and export demand

In per cent (annual weighted average) US$ per barrel (annual average)
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— CIS growth (left axis) Oil price, Brent (right axis)

www.ebrd.com




IS referm goeed e growth?

Variables Link to
growth

Structural reforms (lagged) fHAK
Initial conditions 4 K%
Oil balances

Bounce-back

Macroeconomic stability (fiscal)

Growth of export markets

% ** and * = statistically significant at 1,5 and 10 per cent
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Part Il - Infrastructure

o Infrastructure reform is key to transition
— Supports enterprise performance

— Facilitates regional & global integration and trade

o Good Iinfrastructure services depend on:

— Effective regulation
— Private sector participation (PSP)

— Competition
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Uneven regulatory: effectiveness

Electricity,

Regulatory score (4 = highest)
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Regulatery challenges

o Tariffs
— Low tariff levels
— Unbalanced tariff structure / cross subsidies

— Unclear tariff setting procedures

o Competition
— Open and non-discriminatory access to networks

— Competition for the market (e.g. tenders)

@ www.ebrd.com




Low and distorted tariffs

Ratio (per cent) Electricity USc / kWh
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Hl Residential to non-residential tariff ratio (left axis)

Residential tariff (right axis)
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Uneven level ofi PSP: by Sector

)

4

illumm

Mobile Urban Fixed-line Electricity Electricity Gas REUWENS District Ports and Water Roads
telecom transport telecom generation distribution transmission heating airports
and
distribution

5 = Full; 4 = Substantial; 3 = Noteworthy; 2 = Small and 1 = None
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Tirends In PSP’ (excl. telecems)

e From asset sale to Per cent of all PSPs (number of deals)
concessions & 100%
management contracts  go%
o 80%
From equity financeto .,

debt and bonds
— Local institutional
Investors

60%
50%
40%

From international to 30%
regional / national 20%
operators 10%
— Cez, RaoUes,Gazprom gy
— National champions 1992-95 1996-99 2000-03

o M Asset sales B Concession /BOT
Small local operators g Management contract
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Wy PSPE proceeds firom privatisation

By reqgion By sector

In US$ bn at 2000 prices (1992-2003) In US$ bn at 2000 prices (1992-2003)
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Why: PSPE BEer performance

Only anecdotal evidence

Productivity: Estonia rail Efficiency: Moldova power
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Competition; as; Impoeitant as oWnership

Telecoms InfCaucasus

Mobile subscribers per 100 inhabitants
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— Armenia (monopoly) Azerbaijan (competitive) Georgia (competitive)
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Conclusion j

Carrots matter: reform progress in 2004 most
pronounced in EU candidates of SEE

Region expected to grow by 6.1 per cent in
2004 and 5.5 per cent in 2005

Growth helped by strong global growth and (in
CIS) high commodity prices. Credit growth
spurs domestic consumption and investment

Sustained structural reform will stimulate
growth in the longer term
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Conclusion

o Competition, regulation and private sector
participation (PSP) key factors for good
Infrastructure performance

Many countries have found it hard to establish
effective regulatory agencies

PSP increasingly through concessions or
management contracts. Outside telecoms
limited role for private risk capital in
Infrastructure
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Annual Meetingl & Business) Eorum

Good opportunity to:
8 o find out more about the EBRD
j§ BROSEAD and its countries of operations
6) network with bankers,

v business people and
uropean k . .
for Rd.Emutrug:fdeiI:::Inpmrnl g Ove rn m e nt Offl CI al S

BUSINESS FORU

22-23 May 2005 in Belgrade

Parallel forum of debate and discussion on the
Investment climate in the region
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