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Abstract

The paper contains a retrospective analysis of macroeconomic policy and reforms 
in the countries of the former Soviet Union (FSU) from 1992 to 2021, after obtaining 
political and economic independence in 1991. Special attention is given to problems of 
macroeconomic stabilization and economic growth. As a result of structural distortions 
inherited from the Soviet economy and the slow pace of economic and institutional 
reforms, the FSU countries suffered from a long and deep output decline in the 1990s. 
Their post-transition growth recovery in the 2000s did not last long. Furthermore, they 
remain vulnerable to both domestic and external economic shocks. Given the limited 
predictability of post-COVID global economic trends and the damaging consequences 
of the war in Ukraine, this vulnerability will likely continue in the next couple of years. 

Keywords: economic transition, macroeconomic stabilization, economic growth, inflation, exchange 
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1. Introduction

December 2021 marked 30 years passed since the dissolution of the Union of 
Soviet Socialist Republics (USSR). This period turned out to be historically diffi-
cult for the 15 former Soviet republics and now independent states, both politically 
and economically. They were forced to rebuild their statehood (except for Russia, 
which largely inherited the state apparatus of the former USSR) and overcome 
the political and administrative legacy of the totalitarian communist regime. 
The tasks turned out to be no less complicated in the economic field: replacing 
the command system of central planning with a market system and eliminating 
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deep macroeconomic imbalances produced by the former. From a 30-year perspec-
tive, the results of the post-communist transformation have been mixed, different 
in political and economic spheres, and varying between individual countries. 

In the political sphere, only the Baltic countries managed to build a full-fledged 
system of liberal democracy. In the rest of the former Soviet Union (FSU), 
after initial progress in expanding civil and political freedoms and democratic 
institutions, there was a gradual rollback towards autocracy. An essential dif-
ference was that nationalism replaced the former Marxism-Leninism ideology. 
According to Freedom House’s Global Freedom Scores 2022,1 only Armenia, 
Georgia, Moldova, and Ukraine are considered Partly Free, while the remaining 
eight countries are Not Free. Moreover, state-building in several FSU countries 
(Tajikistan, the countries of the South Caucasus, Moldova, and, more recently 
also, Russia and Ukraine) was not free from internal and interstate armed con-
flicts, most of which remain unresolved to this day. All these conflicts have hurt 
the course of both political and economic transformation. 

In the economic sphere, the transformation was, on average, more successful 
than in the political one and achieved more sustainable results. Despite the slow 
pace and inconsistent implementation of economic reforms in the FSU (except for 
the Baltic countries, which carried out comprehensive and rapid reforms already 
in the early 1990s), by the mid-2000s, most countries (except for Turkmenistan, 
Uzbekistan, and Belarus) managed to build the foundations of a market economy 
based on private property. Then economic reforms slowed down, and in some 
countries even were reversed. In the 2010s, partial reforms were carried out only 
in Ukraine (starting from 2014) and Uzbekistan (after 2016). Most FSU countries 
managed to move from a planned to a market economy model, albeit highly 
imperfect. It can be characterized as distorted capitalism with many structural 
and institutional distortions determined by the dominance of autocratic regimes 
(Dabrowski, 2020, 2021a). 

In the remainder of this paper, we will focus on the macroeconomic dimension 
of the transformation process — the struggle for macroeconomic stabilization and 
economic growth. Political, microeconomic and institutional changes and geopoli-
tics will be considered to the extent that they matter for macroeconomic processes. 

In this paper, we understand macroeconomic stabilization as a policy aimed at 
achieving price stability, fiscal and balance-of-payments equilibria, and stability 
of the banking (financial) system. To ensure a cross-country comparability, we use 
the International Monetary Fund (IMF) and World Bank (WB) statistics. When they 
are not available, we rely on statistics of national statistical agencies, central banks 
(CBs), ministries of finance, and data and estimates presented in the economic 
literature. However, one should remember that the statistical data for the first years 
of transition continue to be far from methodological perfection. They are often 
absent or incomplete. In addition, the quality of statistics varies across countries. It 
is the lowest in the countries that have been late in economic transition. 

This paper is built chronologically. Section 2 contains a brief description of 
the Soviet economic legacy, without which it is difficult to understand the scale and 
complexity of the economic challenges facing the FSU countries in the 1990s and 
the agenda of necessary reforms. Section 3 is devoted to the first stage of economic 

1 https://freedomhouse.org/countries/freedom-world/scores
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transition and macroeconomic stabilization — from the dissolution of the USSR 
(the end of 1991) to the 1998–1999 macroeconomic and financial crises. In Section 4, 
we analyze the period of recovery and economic boom in the early and mid-2000s, 
which ended with the global financial crisis (GFC) of 2008–2009. Section 5 describes 
the difficult period of the 2010s: first, dealing with the consequences of the GFC, 
and then the next crisis caused by the sharp decline in world prices for oil and other 
commodities in 2014–2015, and the intensification of political and military conflicts 
in the FSU. Section 6 analyzes the consequences of another global crisis caused by 
the COVID-19 pandemic, which has not yet ended completely. It also discusses 
the expected impact of the war in Ukraine. Section 7 summarizes our analysis and 
attempts to identify future macroeconomic challenges. 

2. The Soviet legacy 

The Soviet economic legacy, especially the forced over-industrialization and 
command system of central planning, launched in the late 1920s and, with partial 
modifications in 1950s and 1960s, continuing until the early 1990s, led to profound 
structural distortions and limited international competitiveness of the economy de-
veloped in isolation from world markets. The production of natural  resources was 
the only sector capable of competing in these markets . Since the 1970s, this has 
been mainly the oil and natural gas industry (Gaidar, 2007). The average annual 
growth rate of the Soviet economy declined in the subsequent periods of five-year 
plans and reached zero or even a negative rate in the late 1980s (Table 1). 

In addition to declining growth rates, structural distortions, and the absence 
of market institutions, macroeconomic disequilibrium was an acute legacy of 
the Soviet era. The chronic imbalance between demand and supply and a rigid 
administrative pricing system produced a physical shortage of goods, i.e., the re-
pressed inflation. Using Kornai’s (1980) terminology, the “shortage economy” 
also had other sources, namely the lack of interest of state-owned and collective 
enterprises in maximizing profits and their involvement in constant bargaining 
with higher authorities for reducing planned targets and increasing available re-
sources. External disequilibria took the form of persistent tensions in the balance 
of payments; they led to strict rationing of imports. 

Macroeconomic imbalances, especially in the domestic market, were a chronic 
problem of all centrally planned economies. However, the USSR differed for 
the worse from such communist countries as Czechoslovakia, the GDR, or 
Hungary. In the second half of the 1980s and early 1990s, the situation deterio-
rated sharply due to the coincidence of several negative factors. 

Table 1
Average annual growth rates of the Soviet economy, 1970–1989.

Indicator 1970–
1975

1975–
1980

1980–
1985

1986 1987 1988 1989 а)

GNP 3.1 2.1 1.9 4.0 1.3 1.5 –1.0
Industry 5.6 2.4 2.0 2.7 2.9 2.4
Agriculture –2.3 0.2 1.2 10.3 –4.0 –3.2
Services 3.4 2.7 2.2 2.3 3.2 3.5

a) Preliminary assessment. 
Source: Ofer (1990). 
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1. The period after 1985 saw a sharp drop in world oil prices. 
2. The attempt to combat drunkenness — the anti-alcohol campaign of 

1985 — damaged a reliable and easily collected source of fiscal revenue and 
deepened the imbalance of the USSR budget. 

3. The series of catastrophes, such as the accident at the Chernobyl nuclear 
power plant (26 April 1986) and the earthquake in Armenia (Spitak, 7 December 
1988), caused additional unplanned budget spending. 

4. The substantial increase in social spending resulted from the search for 
social support and legitimacy by the country’s political leadership, in the context 
of partial political liberalization (glasnost) and unwillingness to continue using 
coercive tools of administrative and political control. 

5. The same political trends, in the absence of a well-elaborated and coherent 
concept of economic reforms, led to the erosion of the central planning system 
and associated discipline of command management. The political unwilling-
ness/inability to quickly replace the collapsing command system with a market 
one led to a dangerous systemic vacuum — unmanageability of the country’s 
economy. The partial reforms of the perestroika era (e.g., the laws on state 
enterprise of 1987, on cooperation, and leasing, both of 1988) could not fill this 
vacuum (Ofer, 1990; Mau, 1996). They only accelerated the decomposition of 
the old system. 

6. The public discussion of economic reforms, including price liberalization, 
increased inflationary expectations. At the same time, the country’s leadership 
was unwilling to accept this politically unpopular decision. 

7. The political emancipation of the Soviet republics that began in 1990 
quickly led to the loss of control of the Union’s government and the USSR State 
Bank (Gosbank) over fiscal and monetary policies. As a result, in 1991, the con-
solidated budget deficit of the USSR and the Russian Federation reached 31% of 
GDP (IMF, 1992). It was fully funded by money emissions (Gaidar, 2007). 

The rapidly growing fiscal and current account deficits were first compensated 
by external borrowing, which was possible thanks to political rapprochement 
in relations with the United States and its allies. However, in 1990–1991, this 
source became exhausted. On the eve of the systemic transformation, the USSR 
and its legal successor, the Russian Federation, became a virtual bankrupt, ac-
cumulating a sizeable external debt with extremely scarce international reserves 
(Gaidar, 2007; Christensen, 1992). 

The political confrontation between the USSR leadership and the democratically 
elected leadership of the Russian Federation turned out to be incredibly destruc-
tive for macroeconomic policy. As a result, the USSR’s economic and monetary 
disintegration began long before its formal dissolution (Dabrowski, 1995).

3. The painful transformation of the 1990s 

Even though the process of disintegration of the single rouble zone began long 
before the formal collapse of the USSR (in 1990 — see Section 2), it lasted until 
the second half of 1993, when eventually, all FSU countries (except Tajikistan, 
which did so in May 1995) introduced their national currencies (Table 2). The in-
terim period, when the FSU CBs, controlled by the respective executive and 
legislative bodies of newly independent states, were conducting their national 
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monetary policies within the single Soviet rouble zone, deepened monetary anar-
chy and accelerated inflation2 (Dabrowski, 1995). 

Failure to dissolve the Soviet rouble zone in a timely and orderly manner was 
not the only obstacle to macroeconomic stabilization in the FSU. Years of ad-
ministrative pricing and non-market allocation of resources, and macroeconomic 
imbalances of the perestroika era led to the accumulation of a sizeable monetary 
overhang (Cottarelli and Blejer, 1991). This overhang was unfrozen as a result 
of price liberalization in January 1992. The latter could not be further postponed 
because of the physical shortage of goods and the disastrous budgetary conse-
quences. It resulted in a rapid increase in wholesale and retail prices by several 
hundred percent in 1992 (Table 3). The price adjustment could have a one-off 

2 The experience of monetary disintegration of the former USSR is not unique. One can refer to the experience 
of the disintegration of the Austro-Hungarian empire after World War I (Spencer and Garber, 1992) or 
the former Yugoslavia in the early 1990s (Rostowski, 1998, pp. 87–121). Both ended in a very high inflation 
or hyperinflation in the successor countries. Disintegration of the former Czechoslovakia in 1992–1993 turned 
out to be a positive exception: the split of a joint currency area took place in an agreed and well-organized way.

Table 2
Timetable of the introduction of the new currencies by FSU countries, 1992–1995.

Country Date of 
the complete 
separation from 
the rouble zone

Name of 
a currency 
unit

Remarks

Estonia 22/06/1992 Kroon Currency board, with a peg to the German mark

Russia 01/07/1992 Introduction of daily balancing of correspondent accounts 
of the FSU countries in the Bank of Russia. It meant 
the end of the single currency (Soviet rouble) in non-cash 
transactions, although Bank of Russia technical loans to 
other CBs softened this decision until 1993

Latvia 20/07/1992 Lats Latvian rouble (rublis) at the beginning, gradually 
replaced by lats (from March 1993) peg to SDR

Lithuania 01/10/1992 Litas Talonas at the beginning, replaced in June 1993 by litas; 
currency board from April 1994, with a peg to USD

Ukraine 11/11/1992 Karbovanets Replaced with hryvnia in September 1996

Belarus November 
1992

Belarusian 
rouble

The Soviet rouble was accepted until July 1993

Kyrgyzstan 15/05/1993 Som

Russia 26/07/1993 Rouble Termination of the circulation of Soviet banknotes in 
Russia and replacing them with new Russian banknotes

Georgia 02/08/1993 Coupon Replaced with lari in October 1995

Turkmenistan 01/11/1993 Manat

Kazakhstan 15/11/1993 Tenge

Uzbekistan 16/11/1993 Sum

Armenia 22/11/1993 Dram

Moldova 29/11/1993 Leu Earlier, in July 1993, Moldovan coupons became 
the de facto national currency

Azerbaijan 11/12/1993 Manat

Tajikistan May 1995 Tajik rouble Replaced with somoni in October 2000

Sources: Odling-Smee and Pastor (2001, p. 10, Table 1); author’s data.
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character under a tight monetary policy and the control of wage growth in enter-
prises (the reformist governments of Central Europe used such an instrument). 
However, they were absent in the FSU countries, and, in most cases, this initial 
price adjustment quickly transformed into a high inflationary spiral. 

Apart from the competition between the FSU CBs in issuing non-cash money 
(in the hope that its adverse consequences will affect the neighbor, and not one-
self; a typical free-rider mechanism), there were also other reasons for the expan-
sionary monetary policy. They included budget deficits, subsidized loans (with 
negative real interest rates) granted in response to the pressure of agricultural 
and industrial lobbies, and multilateral clearing of inter-enterprise debt arrears 
(Rostowski, 1998, pp. 183–225), armed conflicts (see Section 1) and many others. 

As a result, the disinflation process in the 1990s was slow, with numerous 
setbacks (see Table 3). Three countries experienced hyperinflation: Georgia, 
where   12-month inflation reached 50,654% in September 1994; Armenia, which 
hit 29,600% in May 1994; and Ukraine, with 10,155% in December 1993. In 
the first two cases, hyperinflation was caused by armed conflicts; in Ukraine, it 
was the result of macroeconomic populism (cheap loans to the agricultural sector 
and multilateral clearing of inter-enterprise debt arrears) and the slow pace of 
economic reforms (Dabrowski, 1994).

Estonia, Lithuania, and Lithuania were the first to achieve relative macro-
economic stability (see Table 3). They left the rouble zone as far back as 1992 
(see Table 2), introduced national currencies, and adopted the hard peg to se-
lected convertible currencies: Estonia to the German mark, Latvia to the IMF 
Special Drawing Rights (SDRs), and Lithuania to the US dollar (USD). They 
also balanced  their budgets and launched radical microeconomic, structural, and 
institutional reforms. In 2004, they joined the European Union (EU), and from 
2010 to 2015, they adopted the euro (EUR). They went their way, different from 
other FSU countries and closer to that of Central Europe. For this reason, we will 
not analyze them in the remaining part of this paper. 

Table 3
12-month inflation in the countries of the former USSR, 1991–2001 (%).

Country 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Armenia 1241.2 10896.1 1884.5 32.1 5.8 22.0 –1.1 2.1 0.3 3.0
Azerbaijan ... 1293.8 1788.0 84.5 6.7 0.4 –7.6 –0.5 2.2 1.5
Belarus 1557.8 1994.0 1957.0 244.2 39.1 63.4 181.7 251.3 108.0 46.2
Estonia 942.2 35.7 41.6 28.8 15.0 12.5 4.5 3.8 5.0 4.2
Georgia 1178.5 7484.1 6473.0 57.4 13.7 7.2 10.6 10.8 4.6 3.4
Kazakhstan 2962.8 2169.1 1160.3 60.4 28.6 11.3 1.9 17.8 9.8 6.4
Kyrgyzstan 1257.0 766.9 95.7 32.0 34.9 14.7 18.3 39.8 9.5 3.7
Latvia 958.2 34.8 26.2 23.3 13.2 7.0 2.8 3.2 1.8 3.1
Lithuania 1162.5 188.8 45.0 35.5 13.1 8.5 2.4 0.3 1.4 2.0
Moldova 2198.4 836.0 116.0 23.8 15.1 11.1 18.4 82.7 18.5 6.4
Russia 2321.6 841.6 202.7 131.4 21.8 11.0 84.5 36.6 20.1 18.6
Tajikistan ... 7343.7 1.1 2133.3 40.5 163.6 2.7 30.1 60.6 12.7
Turkmenistan ... ... 1328.5 1261.5 445.9 21.8 19.8 16.4 7.4 12.2
Ukraine 2001.0 10155.0 401.1 181.4 39.7 10.1 20.0 20.2 23.9 6.1
Uzbekistan 910.0 884.8 1281.4 116.9 64.4 50.0 26.0 26.0 28.2 26.4

Note: Light grey background indicates cases where inflation fell below 5% per year, dark grey — below 10% 
per year.
Source: Dabrowski (2003, pp. 13–14).
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A similar strategy for fighting inflation, based on a fixed exchange rate and 
tightening of monetary and fiscal policies, was chosen in 1995–1996 in the count-
ries of the South Caucasus, giving good results (see Table 3). Exchange rate 
management in the form of a temporary horizontal peg, horizontal band, crawling 
peg, or crawling band was also used in Russia, Ukraine, Kazakhstan, and other 
FSU countries. However, the results were less sustainable due to fiscal im balances 
(Table 4) and the slow pace of microeconomic and institutional reforms. 

Unsustainable fiscal policies led to the wave of the FSU financial crises of 
1998–1999. Despite the external trigger (the contagion from the Asian crises of 
1997–1998, the decline in world oil prices), the financial turmoil which broke out 
in Russia on 17 August 1998 and then, within a few weeks and months, spread 
to the other FSU countries, could be characterized as a typical “first-generation” 
crisis (Dabrowski, 2016). Its essence was the inconsistency between a pegged 
exchange rate and expansionary fiscal policy. 

The financial crisis of 1998–1999 resulted in a profound devaluation of the FSU 
currencies, except for Azerbaijan and Armenia (Fig. 1). Russia stopped servicing 
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Fig. 1. Depreciation of the nominal exchange rate of FSU currencies to the USD,  
June 1998 – June 1999 (%).

Note: No data available for Turkmenistan and Uzbekistan.
Sources: IMF International Financial Statistics; author’s calculations. 

Table 4
General government (GG) net lending/borrowing, 1992–1999 (% of GDP).

Country 1992 1993 1994 1995 1996 1997 1998 1999

Azerbaijan n/a n/a –6.4 –1.1 –2.2 –1.0 1.6 –1.0
Georgia n/a n/a n/a –4.9 –5.9 –6.6 –4.0 –4.7
Kyrgyzstan n/a n/a n/a –13.5 –9.1 –9.3 –12.0 –13.5
Moldova n/a n/a n/a –2.6 –7.4 –7.5 –1.5 –2.6
Russia n/a n/a n/a n/a n/a n/a –7.4 –3.6
Tajikistan n/a n/a n/a n/a n/a n/a –4.7 –4.0
Turkmenistan n/a n/a n/a n/a n/a –0.1 0.6 1.4
Ukraine n/a n/a n/a –4.7 –3.1 –5.4 –2.7 5.0
Uzbekistan 7.2 –12.0 –4.5 –1.8 –1.6 –2.0 –3.0 –2.9

Note: No data available for Armenia, Belarus, and Kazakhstan. 
Source: World Economic Outlook database, October 2021. 
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its debt to private creditors, and Ukraine was forced to negotiate with creditors to 
restructure its public debt. Russia, Ukraine, Kazakhstan, and Kyrgyzstan suffered 
from the banking crisis. 

The decade of the 1990s was painful for the real sector of the economy. The GDP 
decline that started already in 1989 (see Table 1) ended only in the late 1990s in 
the cases of Russia, Ukraine, and Moldova. Central Asian and South Caucasus 
countries  were able to stop the economic downturn earlier, in the mid-1990s (Table 5). 
On average, the economic decline in the FSU turned out to be longer and more 
profound than in Central Europe (Table 6). It was the result of more difficult starting 
conditions, i.e., the higher level of inherited structural and institutional distortions 
and macroeconomic imbalances (see Section 2), as well as slow and inconsistent 
reforms (De Melo et al., 2001; World Bank, 2002; Havrylyshyn, 2020). The armed 
conflicts (see Section 1) also played a negative role in some FSU countries.

Table 5
Annual growth/decline in real GDP, 1993–1999 (%).

Country 1993 1994 1995 1996 1997 1998 1999

Armenia –14.1 5.4 8.0 5.2 3.4 6.3 3.2
Azerbaijan –23.1 –19.7 –13.0 2.5 8.9 6.0 11.4
Belarus –7.6 –11.7 –11.1 2.8 11.4 8.4 3.4
Georgia n/a n/a 2.6 10.5 10.5 3.1 2.9
Kazakhstan –9.2 –12.6 –8.2 0.5 1.7 –1.9 2.7
Kyrgyzstan –13.0 –19.8 –5.4 7.1 9.9 2.1 3.7
Moldova –1.2 –30.9 –1.4 –5.9 1.6 –6.5 –3.4
Russia –8.7 –12.7 –4.1 –3.6 1.4 –5.3 6.4
Tajikistan –11.1 –21.4 –12.5 –4.4 1.7 5.3 3.7
Turkmenistan –10.0 –17.3 –7.2 –6.7 –11.3 6.7 16.5
Ukraine –14.2 –22.9 –12.2 –10.0 –3.0 –1.9 –0.2
Uzbekistan –2.3 –5.2 –0.9 1.7 5.2 4.3 4.3

Source: World Economic Outlook database, October 2021. 

Table 6
Cumulative decline in real GDP during the transition period, 1990–2000 (%).

Region /country Number of consecutive 
years of GDP decline 

The cumulative decline 
in GDP, in %

Armenia 4.0 63.0
Azerbaijan 6.0 60.0
Belarus 6.0 35.0
Estonia 5.0 35.0
Georgia 5.0 78.0
Kazakhstan 6.0 41.0
Kyrgyzstan 6.0 50.0
Latvia 6.0 51.0
Lithuania 5.0 44.0
Moldova 7.0 63.0
Russia 7.0 40.0
Tajikistan 7.0 50.0
Turkmenistan 8.0 48.0
Ukraine 10.0 59.0
Uzbekistan 6.0 18.0
FSU (without Baltics) 6.5 50.5
Central Europe and Baltics 3.8 22.6

Note: Regional data represent simple arithmetic averages. 
Source: World Bank (2002, p. 5, Table 1.1). 
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4.	The	post-transition	growth	recovery	and	the	global	financial	crisis	of	
2008–2009 

The negative consequences of the financial crises of 1998–1999 were over-
come unexpectedly quickly. Economic growth began in most FSU countries in 
the second half of 1999, picking up in subsequent years (Table 7). There were 
several reasons for such a change. 

First, the 1998–1999 crises overlapped with completing the first stage of 
structural and institutional transformation. Despite slow and inconsistent re-
forms, most FSU countries managed to build the foundations of a private market 
economy by the early 2000s. The long output decline in the 1990s (see Section 3) 
left idle production capacities, including labor, machinery and equipment, and 
real estate, etc. Some of them could be employed quite easily and inexpensively 
for new purposes after adaptation, modernization, and retraining (in the case of 
the labour force). These simple reserves (“low-hanging fruits”) were sufficient to 
support economic growth for a couple of years. 

Second, despite its short-term inflationary consequences, the crisis-related 
devaluation of the FSU currencies (see Fig. 1) also contributed to employing idle 
production capacity. For a certain period, manufacturing industry and agriculture 
got an additional protection from a foreign competition. It facilitated their entry 
into domestic and sometimes also international markets. 

Finally, post-transformation growth recovery coincided with the global economic 
boom after 2001. This boom led to a rapid increase in oil prices and other com-
modities such as natural gas, metals, and food and non-food agricultural products 
(Fig. 2). Given the structural characteristics of the FSU economies, all of them, 
directly or indirectly, benefited from this stimulating international environment. 

Macroeconomic policy became more manageable in the period of post-transfor-
mation growth recovery and the global commodity boom than in the previous decade. 
First, rapidly growing prices for exported commodities improved the terms of trade 
and eased balance-of-payments constraints. As a result, the current account balances 
improved (Table 8), CBs international reserves increased (Table 9), and exchange 
rates either stabilized or even appreciated, except for Belarus3 and Tajikistan (Fig. 3). 

3 Between the beginning of 2000 and the end of 2003, the Belarusian rouble devalued by more than 80,000 times.

Table 7
Annual growth/decline in real GDP, 2000–2009 (%).

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Armenia 5.9 9.5 14.8 14.1 10.5 14.1 13.2 13.7 6.9 –14.2
Azerbaijan 6.2 6.5 9.4 10.2 9.3 28.0 34.5 25.5 10.6 9.4
Belarus 5.8 4.7 5.0 7.0 11.4 9.5 10.0 8.6 10.2 0.2
Georgia 1.8 4.8 5.5 11.1 5.8 9.6 9.4 12.6 2.4 –3.7
Kazakhstan 9.8 13.5 9.8 9.3 9.6 9.7 10.7 8.9 3.3 1.2
Kyrgyzstan 5.4 5.3 0.0 7.0 7.0 –0.2 3.1 8.5 7.6 2.9
Moldova 2.1 6.1 7.8 6.6 7.4 7.5 4.8 3.0 7.8 –6.0
Russia 10.0 5.1 4.7 7.3 7.2 6.4 8.2 8.5 5.2 –7.8
Tajikistan 8.3 10.2 9.1 10.2 10.6 6.7 7.0 7.8 7.9 3.9
Turkmenistan 18.6 20.4 15.8 17.1 14.7 13.0 11.0 11.1 14.7 6.1
Ukraine 5.9 8.8 5.3 9.5 11.8 3.1 7.6 8.2 2.2 –15.1
Uzbekistan 3.8 4.2 4.0 4.2 7.4 7.0 7.5 9.5 9.0 8.1

Source: World Economic Outlook database, October 2021. 



104 M. Dabrowski / Russian Journal of Economics 8 (2022) 95−121

0

50

100

150

200

250

300

350

0
1
.1

9
9
2

0
1
.1

9
9
3

0
1
.1

9
9
4

0
1
.1

9
9
5

0
1
.1

9
9
6

0
1
.1

9
9
7

0
1
.1

9
9
8

0
1
.1

9
9
9

0
1
.2

0
0
0

0
1
.2

0
0
1

0
1
.2

0
0
2

0
1
.2

0
0
3

0
1
.2

0
0
4

0
1
.2

0
0
5

0
1
.2

0
0
6

0
1
.2

0
0
7

0
1
.2

0
0
8

0
1
.2

0
0
9

0
1
.2

0
1
0

0
1
.2

0
1
1

0
1
.2

0
1
2

0
1
.2

0
1
3

0
1
.2

0
1
4

0
1
.2

0
1
5

0
1
.2

0
1
6

0
1
.2

0
1
7

0
1
.2

0
1
8

0
1
.2

0
1
9

0
1
.2

0
2
0

0
1
.2

0
2
1

0
1
.2

0
2
2

Agricultural raw materials

Energy

Food and beverages

Metals

Fig. 2. Global commodity prices, 1992–2020 (2016 = 100).
Source: IMF Primary Commodity Price System, https://data.imf.org:443. 

Table 8
Current account balance, 2000–2009 (% of GDP).

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Armenia –15.8 –10.4 –6.2 –6.2 –2.2 –2.5 –2.4 –7.4 –14.2 –16.5
Azerbaijan –3.5 –0.9 –12.3 –27.8 –29.8 1.3 17.6 27.3 33.6 23.0
Belarus –4.3 –4.1 –2.2 –2.5 –5.0 1.5 –3.6 –6.4 –7.9 –12.1
Georgia –5.6 –6.0 –6.3 –9.4 –6.8 –10.8 –14.8 –19.2 –21.4 –10.3
Kazakhstan 2.0 –6.3 –4.2 –0.9 0.8 –1.8 –2.5 –8.0 4.7 –3.6
Kyrgyzstan –4.3 –1.5 2.8 10.1 6.1 3.8 –2.5 –5.1 –13.8 –4.3
Moldova –7.5 –1.8 –1.2 –6.6 –1.8 –7.6 –11.3 –15.2 –16.1 –8.9
Russia 16.3 9.8 7.4 7.2 9.2 10.3 8.7 5.2 5.8 3.9
Tajikistan –1.6 –4.9 –1.2 –0.3 –2.8 –12.8 –13.2 –32.2 –20.6 –14.4
Turkmenistan 4.8 1.0 3.9 1.6 0.3 3.0 9.1 9.1 9.7 –7.1
Ukraine 4.6 3.7 7.5 5.8 10.7 2.9 –1.5 –3.7 –7.0 –1.5
Uzbekistan 3.2 1.3 2.3 5.1 5.7 6.1 7.3 7.3 6.9 2.1

Source: World Economic Outlook database, October 2021. 
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Second, due to rapid economic growth and increased resource rent (Fig. 4), 
 managing the state budget has also become easier. Most countries (except Belarus 
and Tajikistan) reduced their GG deficits (Table 10). In contrast, oil and natural gas 
exporting countries (Russia, Kazakhstan, Azerbaijan, Uzbekistan, and Turkmenistan) 
were even able to create sovereign wealth funds (SWFs) out of budget surpluses. 

Third, due to economic growth and stabilization of the exchange rate, it was 
possible to restore the demand for domestic money. Inflation declined in most 
FSU countries (Table 11), although it remained higher as compared with other 
emerging-market and developing economies (EMDEs) (Fig. 5).
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Fig. 4. Natural resource rent, 1992–2019 (% of GDP).
Sources: World Bank’s World Development Indicators (last updated October 28, 2021); author’s calculations. 
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Table 10
GG net lending/borrowing as % of GDP, 2000–2009.

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Armenia n/a n/a n/a n/a n/a –2.0 –2.0 –2.3 –1.8 –7.7
Azerbaijan 0.1 21.8 19.4 1.6 1.8 2.7 0.7 2.3 17.2 5.9
Belarus n/a –4.7 –7.8 –6.7 –7.1 –6.7 –7.7 –7.8 –10.9 –7.2
Georgia –1.9 –0.7 –0.2 –0.5 3.6 2.1 3.3 0.8 –1.9 –6.4
Kazakhstan n/a n/a 1.9 4.0 3.3 6.1 7.7 5.1 1.2 –1.3
Kyrgyzstan –10.7 –6.7 –5.9 –5.2 –4.9 –3.8 –2.1 1.3 1.9 0.4
Moldova –3.5 –0.3 –1.2 0.5 0.6 1.4 –0.4 0.1 –0.9 –6.4
Russia 3.1 3.0 0.7 1.4 4.6 7.6 7.8 5.6 4.5 –5.9
Tajikistan –5.6 –3.2 –2.4 –1.8 –2.4 –2.9 1.7 –5.5 –5.1 –5.2
Turkmenistan –0.3 0.4 0.1 2.2 0.8 0.5 3.1 2.3 5.8 4.1
Ukraine –3.2 –3.0 –1.8 –0.9 –4.4 –2.3 –1.4 –2.0 –3.1 –6.3
Uzbekistan –3.7 –3.3 –6.3 –4.9 –3.7 –3.5 2.7 3.6 6.0 1.8

Source: World Economic Outlook database, October 2021. 

Table 11
12-month inflation, end-of-year, 2000–2009 (%).

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Armenia 0.4 2.9 2.8 7.4 1.7 0.4 5.4 6.7 5.3 6.7
Azerbaijan 2.2 1.8 3.2 3.5 10.5 5.4 11.3 19.6 15.5 0.7
Belarus 107.5 46.1 34.8 25.4 14.4 7.9 6.6 12.1 13.3 10.1
Georgia 4.4 3.5 5.5 6.9 7.5 6.2 8.8 11.0 5.5 3.0
Kazakhstan 9.8 6.4 6.6 6.8 6.7 7.6 8.4 18.8 9.5 6.2
Kyrgyzstan 10.5 3.7 2.3 5.6 2.8 4.9 5.1 20.1 20.0 0.0
Moldova 18.5 6.4 4.4 15.7 12.5 10.0 14.1 13.1 7.3 0.4
Russia 20.2 18.6 15.1 12.0 11.7 10.9 9.0 11.9 13.3 8.8
Tajikistan 60.6 12.5 14.5 13.7 5.7 7.1 12.5 19.8 11.9 4.9
Turkmenistan 7.4 11.7 7.8 3.1 9.0 10.4 7.1 8.6 8.9 0.1
Ukraine 25.8 6.1 –0.6 8.2 12.3 10.3 11.6 16.6 22.3 12.3
Uzbekistan 28.2 26.5 21.6 8.7 9.3 11.4 10.9 11.9 13.8 12.4

Source: World Economic Outlook database, October 2021.
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Fig. 5. 12-month inflation in the FSU in comparison with other regions,  
end of the year, 2002–2012 (%).

Note: EA — Euro area, CEE — Central and Eastern Europe, FSU — the former Soviet Union, EDA — emerging 
and developing Asia, LAC — Latin America and Caribbean, MENA — the Middle East and North Africa, 
SSA — Sub-Saharan Africa. 
Source: World Economic Outlook database, April 2013. 
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One of the reasons for slow disinflation was CBs’ attempts to prevent appre-
ciation of the FSU currencies when terms of trade improved (see above) and 
net capital flows became positive, or even to continue crawling devaluations to 
satisfy the demands of the export lobby. Weak domestic currency also helped 
increase nominal budget revenue from export taxes and natural resource rent 
payments in USD or EUR. 

In the reform-laggard countries (Turkmenistan, Uzbekistan, and Belarus) infla-
tion was fuelled by the continued budget deficit and its monetary financing and by 
CBs quasi-fiscal operations (QFOs). The latter had various forms, for example, 
direct loans to specific sectors of the economy or state-owned enterprises (SOEs) 
granted on preferential terms, multiple exchange rates, etc. 

A period of rapid growth and favorable global macroeconomic conditions came 
to an end in the mid of 2008 as a result of the GFC. This time, the crisis-related 
shock had almost entirely the external character. It was caused by the collapse of 
the financial system in the United States and other advanced economies (AEs). 
Unfortunately, the FSU economies turned out to be more vulnerable than other 
EMDEs, except CEE, which suffered an adverse macroeconomic shock of an 
approximately similar magnitude. 

The negative consequences of the GFC manifested themselves in the depth of 
the recession (see Table 7), the deterioration of the current account balance (see 
Table 8) and GG balance (see Table 10), and the weakening of FSU currencies 
(Fig. 6). Azerbaijan was the least affected by the GFC, due to the peak in oil 
production and exports. 

The adverse shock generated by the GFC was transmitted to the FSU econo-
mies through several channels. Bursting the bubble in the global markets for oil 
and other commodities played the leading role (see Fig. 2). Commodity prices 
reached record highs on the eve of the GFC but fell sharply in the mid of 2008 
(see Fig. 2). International demand also declined for other goods and services 
produced by the FSU countries. Remittances from labor migrants, a significant 
source of balance-of-payments receipts in Tajikistan, Kyrgyzstan, Uzbekistan, 
Moldova, Armenia, and Georgia, also declined sharply. 
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Equally important were the events in the financial and stock markets. Due 
to the implosion of the financial system in AEs, the volume of liquid assets in 
global financial markets decreased sharply. Therefore, market players’ percep-
tion of potential risks in EMDEs, including the FSU, increased and triggered 
capital outflows. Stock market indices have plummeted, and many financial 
and non-financial corporations have found it challenging to settle their liabili-
ties in time. As a result, banking and corporate crises erupted in several FSU 
economies: Russia, Kazakhstan, Ukraine, Belarus, Moldova, Kyrgyzstan, and 
Armenia. Banks and large enterprises (many of which had invested abroad on 
the eve of the crisis) needed government support, which was financed either 
by the SWFs (Russia, Kazakhstan) or by the IMF rescue programs (other 
countries). 

The GFC made visible the fragility of the FSU banks. They suffered from in-
sufficient capitalization, poor-quality loan portfolios (a result of either politically 
motivated, or connected lending, and corruption), imbalances between foreign 
exchange assets and liabilities, and excessive dependence on short-term refinanc-
ing in the international financial market, etc. 

Due to the rule-of-law deficit and the weak protection of property rights,  several 
FSU large corporations transferred part of their capital abroad. They replaced it 
with short-term financing in the domestic or foreign market (Rogov, 2014), which 
increased their vulnerability at the time of crisis. 

Distrust of macroeconomic, financial, and legal stability also concerned 
the population behavior, and small and medium-sized businesses. In quiet pe-
riods, for example, in the early and mid-2000s, they were ready to keep part of 
their money balances in domestic currency bank accounts. However, as soon as 
the first signs of instability appeared, they began to buy foreign currency and 
withdraw money from bank accounts. As a result of such a microeconomic be-
havior, the amplitude of each subsequent adverse shock (see Sections 5 and 6) 
was further deepened by capital flight (Fig. 7) and, very often, panic reactions of 
the population in a foreign exchange market and banking system. 
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5. The challenging 2010s: Decelerating growth and the 2014–2015 crisis 

The ultra-soft monetary policy of the US Federal Reserve Board (Fed) and 
other leading CBs, and large-scale fiscal stimulus in AEs and China in 2008–
2009 helped restore global economic growth and stabilize financial markets in 
the second  half of 2009. Oil and commodity prices rose again rapidly (see Fig. 2), 
which helped the FSU countries return to economic growth (Table 12). However, 
growth rates were lower than in the early and mid-2000s and soon began declin-
ing, especially in Russia, Ukraine, Belarus, and Azerbaijan. The fading growth in 
Azerbaijan was related to the end of the oil boom: oil production in this country 
reached its peak in 2010 and then began to decline gradually. 

In Belarus, the possibility to continue a growth mobilization strategy (by using 
some tools typical for the command system of central planning) came to its limits, 
and indirect Russian subsidies to the Belarusian economy were gradually reduced. 
Furthermore, populist policies and resulting macroeconomic imbalances continued, 
leading to the 2011 currency crisis (Chubrik, 2011). Between 2010 and 2013, 
the economy of Ukraine suffered from a significant deterioration in the business and 
investment climate associated with the growing oligarchic tendencies in political 
leadership. In Russia, the increasing government interventionism and nationalization 
of large parts of oil industry, banking, military production, and other strategic sectors 
led to declining productivity and slower growth (Di Bella et al., 2019; GIEP, 2018). 

In all the FSU economies, the “low-hanging fruits” (see Section 4) have 
already been consumed before the GFC. Meanwhile, further economic reforms 
have been stopped or delayed. In some cases, there has been a reversal of the ear-
lier reforms associated with the continuous autocratic trend in the political sphere 
(Dabrowski, 2021a). 

In most FSU countries (except for Central Asia and Azerbaijan), demographic 
barriers (the shrinking working-age population) began to limit medium- and long-
term growth prospects. Macroeconomic management became more complex than 
in the early and mid-2000s, as evidenced by the fiscal indicators (Table 13). On 
average, they deteriorated in comparison with the previous decade. Nevertheless, 
in the early 2010s, hydrocarbon exporting countries were able to restore partially 
their SWFs depleted during the GFC. 

Table 12
Annual growth/decline in real GDP, 2010–2019 (%).

Country 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Armenia 2.2 4.7 7.1 3.4 3.6 3.3 0.2 7.5 5.2 7.6
Azerbaijan 4.8 –1.6 2.2 5.8 2.8 1.1 –3.1 0.2 1.5 2.5
Belarus 7.8 5.3 1.6 1.0 1.7 –3.8 –2.5 2.5 3.1 1.4
Georgia 6.2 7.4 6.4 3.6 4.4 3.0 2.9 4.8 4.8 5.0
Kazakhstan 7.3 7.4 4.8 6.0 4.2 1.2 1.1 4.1 4.1 4.5
Kyrgyzstan –0.5 6.0 –0.1 10.9 4.0 3.9 4.3 4.7 3.5 4.6
Moldova 7.1 5.8 –0.6 9.0 5.0 –0.3 4.4 4.7 4.3 3.7
Russia 4.5 5.1 4.0 1.8 0.7 –2.0 0.2 1.8 2.8 2.0
Tajikistan 6.5 7.4 7.5 7.4 6.7 6.0 6.9 7.1 7.3 7.5
Turkmenistan 14.6 13.7 6.6 0.5 4.6 1.6 –4.7 0.5 1.3 –7.7
Ukraine 4.1 5.5 0.2 0.0 –6.6 –9.8 2.4 2.4 3.5 3.2
Uzbekistan 7.1 7.5 7.1 7.3 6.9 7.2 5.9 4.4 5.4 5.7

Source: World Economic Outlook database, October 2021. 



111M. Dabrowski / Russian Journal of Economics 8 (2022) 95−121

The relatively loose monetary policy in advanced economies in the post-GFC 
period (see above) made it easier to manage the balance of payments in most 
EMDEs. Net capital inflows to EMDEs resumed, although they did not reach 
pre-crisis levels and were concentrated in Asia and Latin America. Private 
investors perceived the FSU economies as riskier. Private capital inflows were 
moderate, primarily going into the resource sector (in cases where the national 
legislation did not restrict foreign investment). Countries with lower GDP per 
capita (Tajikistan, Kyrgyzstan, Armenia, Georgia, and Moldova) continued to 
receive soft loans from global and regional financial institutions such as the IMF, 
WB, and Asian Development Bank, European Bank for Reconstruction and 
Development, etc. and bilateral support from donor countries. The oil and natural 
gas exporting countries (except for Turkmenistan) had positive current account 
balances (Table 14). Exchange rates temporarily stabilized (Fig. 8), and inflation 
continued declining slowly (Table 15), except for Belarus, which experienced 
a deep macroeconomic crisis in 2011 when the Belarusian rouble was depreciated 
by more than three times. 

However, relative macroeconomic stabilization after the GFC turned out to be 
short-lived. In the second half of 2014, commodity prices, especially oil, sharply 

Table 13
GG net lending/ borrowing, 2010–2019 (% of GDP).

Country 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Armenia –5.0 –2.9 –1.5 –1.6 –1.9 –4.8 –5.6 –4.8 –1.8 –1.0
Azerbaijan 13.8 10.9 3.7 1.6 2.7 –4.8 –1.2 –1.3 5.5 9.1
Belarus –4.2 –2.8 0.4 –1.0 0.1 –3.0 –1.7 –0.3 1.8 0.9
Georgia –4.5 –0.8 –0.7 –1.3 –1.8 –1.2 –1.5 –0.5 –0.8 –1.8
Kazakhstan 1.5 5.8 4.4 4.9 2.5 –6.3 –4.5 –4.3 2.6 –0.6
Kyrgyzstan –5.9 –4.7 –5.9 –3.7 –3.1 –2.5 –5.8 –3.7 –0.6 –0.1
Moldova –2.2 –2.1 –1.9 –1.6 –1.6 –1.9 –1.5 –0.6 –0.8 –1.4
Russia –3.2 1.4 0.4 –1.2 –1.1 –3.4 –3.7 –1.5 2.9 1.9
Tajikistan –3.0 –2.1 0.6 –0.9 –0.1 –2.0 –9.0 –6.0 –2.8 –2.1
Turkmenistan 1.3 2.4 5.1 1.1 0.7 –0.6 –2.2 –2.6 –0.2 –0.4
Ukraine –5.8 –2.8 –4.3 –4.8 –4.5 –1.2 –2.2 –2.3 –2.2 –2.0
Uzbekistan 2.6 5.1 5.9 2.2 1.9 –0.2 0.8 1.2 1.7 –0.2

Source: World Economic Outlook database, October 2021. 

Table 14
Current account balance, 2009–2019 (% of GDP).

Country 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Armenia –13.6 –10.4 –10.0 –7.3 –7.8 –2.7 –1.0 –1.5 –7.0 –7.4
Azerbaijan 28.4 26.0 21.4 16.6 13.9 –0.4 –3.6 4.1 12.8 9.1
Belarus –14.5 –8.2 –2.8 –10.0 –6.6 –3.3 –3.4 –1.7 0.0 –1.9
Georgia –9.8 –12.2 –11.4 –5.6 –10.2 –11.8 –12.5 –8.1 –6.8 –5.5
Kazakhstan 0.9 5.3 1.1 0.8 2.8 –3.3 –5.9 –3.1 –0.1 –4.0
Kyrgyzstan –6.6 –7.7 –15.5 –13.9 –17.0 –15.9 –11.6 –6.2 –12.1 –12.1
Moldova –6.9 –10.1 –7.4 –5.2 –6.0 –6.0 –3.5 –5.7 –10.4 –9.3
Russia 4.1 4.8 3.3 1.5 2.8 5.0 1.9 2.0 7.0 3.9
Tajikistan –10.3 –6.3 –9.0 –10.4 –3.4 –6.1 –4.2 2.2 –5.0 –2.3
Turkmenistan –6.1 0.1 –0.9 –6.8 –6.6 –15.7 –24.2 –14.5 4.3 1.1
Ukraine –2.2 –6.3 –8.1 –9.2 –3.9 1.7 –1.5 –2.2 –3.3 –2.7
Uzbekistan 5.1 4.6 1.8 1.8 2.6 1.0 0.2 2.4 –6.8 –5.6

Source: World Economic Outlook database, October 2021. 
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declined (see Fig. 2). Similar to 2008–2009, macroeconomic consequences of 
this decline heavily hit most FSU countries. 

The conflict in Ukraine (the annexation of Crimea by Russia and the rebellion in 
Donbas supported by RF) became an additional destabilizing factor. The US, EU, 
and several other countries and international organizations reacted with political  and 
economic sanctions against Russia. In turn, it responded with retaliatory counter-
sanctions against countries that sanctioned Russia (Dabrowski, 2019). Russia also 
terminated a free trade agreement with Ukraine on January 1, 2016 due to the entry 
into force of the EU–Ukraine Deep and Comprehensive Free Trade Area. 
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Table 15
12-month inflation, end of the year, 2010–2019 (%).

Country 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Armenia 8.5 4.7 3.2 5.6 4.6 –0.1 –1.1 2.6 1.8 0.7
Azerbaijan 8.0 5.6 –0.3 3.7 –0.1 6.9 15.5 7.9 1.6 2.4
Belarus 9.9 108.7 21.8 16.5 16.2 12.0 10.6 4.6 5.6 4.7
Georgia 11.2 2.0 –1.4 2.4 2.0 4.9 1.8 6.7 1.5 7.0
Kazakhstan 7.8 7.4 6.0 4.8 7.4 13.6 8.5 7.1 5.3 5.4
Kyrgyzstan 19.2 5.7 7.5 4.0 10.5 3.4 –0.5 3.7 0.5 3.1
Moldova 8.1 7.8 4.0 5.2 4.7 13.5 2.3 7.3 0.9 7.1
Russia 8.8 6.1 6.6 6.5 11.4 12.9 5.4 2.5 4.3 3.0
Tajikistan 9.8 9.3 6.4 3.7 7.4 5.1 6.1 6.7 5.4 8.0
Turkmenistan 4.8 5.6 7.8 4.0 4.4 6.0 6.2 10.4 7.2 6.3
Ukraine 9.1 4.6 –0.2 0.5 24.9 43.3 12.4 13.7 9.8 4.1
Uzbekistan 11.9 13.6 10.8 10.8 9.2 8.4 9.8 18.8 14.3 15.2

Source: World Economic Outlook database, October 2021. 
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As in the case of previous crises (1998–1999 and 2008–2009), there were capi-
tal outflows (especially from Russia — see Fig. 7), the CBs’ international reserves 
decreased (see Table 9), and most currencies in the region depreciated (Fig. 9), 
inflation picked up again (see Table 15), and budgetary performance worsened 
(see Table 13). In 2015, growth slowed down (except for Uzbekistan) or turned 
negative in Russia, Ukraine, Belarus, and Moldova (see Table 12). In Azerbaijan 
and Turkmenistan, the recession occurred a little later, in 2016. 

The FSU countries were not the only ones negatively affected by the decline 
in commodity prices in 2014–2015. Other commodity producers, especially 
oil exporters, also suffered. However, the crisis in the FSU turned out to be 
particularly deep in comparison with other regions (Dabrowski, 2016). Like in 
2008–2009, its depth reflected the institutional and structural imperfections of 
FSU economies. 

In 2016–2017, thanks to a partial recovery of commodity prices (see Fig. 2), 
the FSU economies managed to return to moderate and, in many cases, volatile 
economic growth (see Table 12). Only seven countries (Tajikistan, Armenia, 
Uzbekistan, Kyrgyzstan, Georgia, Moldova, and Kazakhstan) grew above 
4%. All of them, except for Kazakhstan, were small economies with low GDP 
per capita. In 2016–2019, most of the analyzed countries were also able to 
gradually return to relative macroeconomic stability of the pre-crisis period of 
2012–2013. Fiscal performance improved (see Table 13), balances of payments 
(see Table 14), exchange rates stabilized (Fig. 10),4 and inflation (see Table 15) 
fell to low single digits, except in Uzbekistan. The more or less consequent 
adoption of an inflation-targeting strategy and a flexible exchange rate in 
Armenia (since 2006), Georgia (since 2009), Moldova (since 2010), Russia 
(since 2014), Ukraine, and Kazakhstan (since 2015) helped in the disinflation 
process (IMF, 2021). 

4 With the exception of Uzbekistan, where the sum devalued by more than 3 times during the analyzed period 
(especially in 2017). It was caused, among other reasons, by elimination of a multiple exchange rate system. 
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6. The COVID-19 pandemic and the war in Ukraine (2020–2022) 

Once again, relative macroeconomic stability did not last long. In February–
March 2020, the entire global economy was hit by the COVID-19 pandemic, 
which began in China. At the time of writing this paper (May–June 2022), 
the pandemic remains an unfinished story with repeated come-backs in various 
parts of the world. Therefore, our analysis will be limited to the main macroeco-
nomic trends and indicators for 2020–2021 (Table 16) without a conclusion. 

There have been four pandemic-related factors that have negatively affected 
the FSU economies. First, these have been internal lockdown measures intended 
to limit coronavirus’ spread. The severity of these measures varied across countries 
and over time (Fig. 11). On average, Azerbaijan, Ukraine, and Kazakhstan applied 
the most stringent decisions, while Tajikistan and Belarus were the most lenient. 

Second, the beginning of the pandemic and associated heavy lockdown mea-
sures worldwide (in the first quarter of 2020) pushed down world prices for energy 
resources, especially oil, to a record-low level. Prices for agricultural resources 
remained stable, while prices for metals continued to grow (see Fig. 2). However, 
starting from the middle of 2020, oil prices gradually recovered, exceeding pre-
crisis levels in the fourth quarter of 2021. 

In 2021, as the global economic recovery began, prices for natural gas and 
other essential commodities started to increase rapidly. The war in Ukraine that 
began in February 2022 (see below) accelerated this growth. 

The third negative factor was the capital outflow from EMDEs in February–
March 2020 (Lanau and Fortun, 2020). However, thanks to the ultra-soft mone-
tary policy of the world’s leading CBs, especially the US Fed, it was possible 
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to overcome the liquidity crisis in the international financial market and restore 
capital inflow to EMDEs, including the FSU countries, already at the end of 
the second quarter of 2020. 

The fourth channel of negative influence was decreased remittances from labor 
migrants, as always during a crisis. 

Compared with other EMDE groups, the FSU economies suffered less from 
the COVID-19 crisis than in 2008–2009 or 2014–2015 (see Table 16). Except for 
Kyrgyzstan, Armenia, Moldova, and Georgia, where GDP contracted by more 
than 6% in 2020 (all of them are highly dependent on remittances from labor 
migrants), other countries recorded a moderate recession or even positive growth 
(Tajikistan and Uzbekistan). In 2021, all the FSU countries recorded a positive 
trend. In Moldova, growth amounted to 13.9%, in Georgia — 10.4%, and in 
Tajikistan — 9.2%. 
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Table 16
Key macroeconomic indicators, 2020–2022.

Country GDP, constant 
prices, 
% change

Inflation, 
end of period, 
% change

GG net lending/ 
borrowing, 
% of GDP

GG gross debt, 
% of GDP

2020 2021 2020 2021 2020 2021 2020 2021

Armenia –7.4 5.7 3.7 7.7 –5.4 –4.6 63.5 60.3
Azerbaijan –4.3 5.6 2.7 12.0 –6.5 4.3 21.3 26.4
Belarus –0.7 2.3 7.3 10.0 –2.9 –1.7 47.5 41.2
Georgia –6.8 10.4 2.4 13.9 –9.3 –6.0 60.2 49.5
Kazakhstan –2.6 4.0 7.5 8.4 –7.0 –4.1 26.4 25.9
Kyrgyzstan –8.6 3.7 9.7 11.2 –3.3 –1.3 67.6 61.0
Moldova –8.3 13.9 0.4 13.9 –5.3 –2.6 36.7 33.0
Russia –2.7 4.7 4.9 8.4 –4.0 0.7 19.2 17.0
Tajikistan 4.4 9.2 9.4 8.0 –4.3 –2.0 50.4 46.5
Turkmenistan –3.0 4.9 8.9 21.0 –0.1 –0.1 13.1 10.6
Ukraine –3.8 3.4 5.0 10.0 –6.0 –4.0 61.0 49.0
Uzbekistan 1.9 7.4 11.2 10.0 –2.5 –4.6 37.6 36.8

Source: World Economic Outlook database, April 2022. 

http://www.ourworldindata.org/covid-stringency-index#learn-more-about-the-data-source-the-oxford-coronavirus-government-response-tracker
http://www.ourworldindata.org/covid-stringency-index#learn-more-about-the-data-source-the-oxford-coronavirus-government-response-tracker
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As for other macroeconomic indicators, the budget deficit and public debt 
increased everywhere in 2020. Some improvement in fiscal performance was 
recorded in 2021, especially in Azerbaijan and Russia (the effect of higher oil 
and natural gas prices). Given the negative consequences of the war in Ukraine 
(see below), the budget deficit and public debt may remain a severe challenge in 
the coming years, especially in countries that do not export hydrocarbons and are 
affected by the conflict directly or indirectly. 

Inflation remained in single digits in 2020 (except for Uzbekistan), but 
the situation worsened in 2021 due to the growing global inflationary pressures 
(Dabrowski, 2021b). Most FSU currencies depreciated against the USD (Fig. 12), 
but the losses were smaller than in the previous crises. 

On 24 February 2022, just as the negative economic consequences of 
the COVID-19 crisis seemed to be easing, Russia invaded Ukraine. Although, 
formally speaking, these dramatic developments fall beyond the time horizon 
of our paper (30 years of post-communist transition), we cannot omit them 
in our analysis due to their far-reaching economic consequences for the entire 
FSU region. 

At the time of writing this paper, there has been very scarce and uncertain 
statistical evidence on the immediate war’s impact on the economies of Ukraine, 
Russia, and other FSU countries. Therefore, we can only speculate on the direc-
tions of changes in the economic situation, policies, and institutions in the FSU 
countries, especially in the medium-to-long term. 

Ukraine is the main loser. It suffers from war damages, human losses, and loss 
of control over sections of its territory, including the access to the Azov Sea and 
a blockade of the Odessa seaport. The latter is the main export gate for Ukrainian 
grain, ferrous ore, and other mass products. Several million people fled Ukraine, 
fearing for their lives. Economic management had to be subordinated to the mar-
tial law regime. 

This country’s political and economic prospects depend on how quickly and 
how (in territorial and political terms) the war ends. Anyway, it will require an 
expensive post-war reconstruction program financed by international aid. 
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Russia and Belarus have become subject to far-going financial, trade, energy , 
investment, transportation, diplomatic and personal sanctions imposed by 
the US, EU, UK, Canada, Japan, Australia, and several other countries. Russia 
responded with countersanctions, including export and transportation restric-
tions, partial expropriation of foreign investors, suspending protection of foreign 
intellectual property rights, and stopping or limiting natural gas supplies to 
selected importers, etc. Russia also adopted several domestic policy measures, 
such as restricting the convertibility of the rouble and intensifying import-
substitution programs. 

Overall, sanctions and countersanctions will lead to the partial decoupling 
of the Russian economy from the global trade, investment, and financial flows. 
They will most likely strengthen the government’s political and administrative 
interference in business activity and further increase the share of state owner-
ship. They will go hand-in-hand with further tightening of political control over 
society. Similar or even more severe consequences will apply to Belarus, which 
has been less macroeconomically stable and less advanced in a market transition 
than Russia, as shown in previous sections. 

However, the war will also negatively affect other FSU economies. Some 
of them (Moldova and Georgia) may be under threat of Russian interference 
because of their unsolved territorial conflicts (secession territories supported 
by Russia) and their pro-European and pro-Atlantic geopolitical orientation. 
Others (Kazakhstan, Kyrgyzstan, Tajikistan, Uzbekistan, and Armenia) will suf-
fer because of their dependence on trade with Russia, Russian investment, and 
remittances from labour migrants working in Russia. In addition, the blockade of 
transit routes via Ukraine (because of the war), Russia, and Belarus (because of 
sanctions and countersanctions) will negatively impact their trade with Europe. 
Foreign investors will consider, most likely, all the FSU economies as a region 
with high geopolitical risks. Even some short-term macroeconomic benefits 
coming from high commodity prices (the effect of post-pandemic recovery and 
the war in Ukraine) will not compensate for losses caused by the conflict.

7. Results of transformation and macroeconomic stabilization 

As follows from our analysis, the FSU countries, after gaining independence 
at the end of 1991, suffered from several episodes of macroeconomic instability 
and growth turbulence. After the fall in GDP in the 1990s, which lasted from four 
years in Armenia to ten years in Ukraine, and the depth from –18% in Uzbekistan 
to –78% in Georgia (see Table 6), the FSU economies entered the path of economic 
growth in the early 2000s. However, this growth proved volatile, and the analyzed 
economies suffered from multiple macroeconomic and financial crises. 

There have been five rounds of such crises that affected most FSU economies: 
1991–1994, 1998–1999, 2008–2009, 2014–2015, 2020–2022. Some countries, 
for example Belarus, experienced other crises originating from their domestic 
economic policies. The factors responsible for the turmoil episodes included both 
global/ regional shocks and imprudent domestic policies in various proportions. 
The first group consisted of the Asian financial crisis of 1997–1998, the GFC of 
2007–2009, the fall in global commodity prices in 2014–2015, and the COVID-19 
pandemic in 2020–2021. The second group included slow and inconsistent 
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economic and institutional reforms, unstable fiscal and monetary policies, poor 
business and investment climate, domestic political crises, and armed conflicts. 

As a result of numerous crises, macroeconomic indicators do not look satisfac-
tory. From 2001 to 2013, the rapid growth of GDP per capita helped the region 
to converge partly with the developed countries represented in our analysis by 
Germany (Fig. 13). However, the crisis of 2014–2015 slowed or even reversed 
this process. The four countries with the highest levels of GDP per capita (Russia, 
Kazakhstan, Belarus, and Azerbaijan) have experienced a partial de-convergence. 

Figure 13 also illustrates the growing stratification of the countries in the re-
gion. The poorest countries — Tajikistan, Kyrgyzstan, and Uzbekistan — have 
shown minimal progress in catching-up growth. On the other hand, three small 
countries with relatively low levels of GDP per capita that do not enjoy a natural 
resource rent (see Fig. 4) — Armenia, Georgia, and Moldova — were able to 
continue gradual convergence throughout the entire analyzed period. 

The presence of a natural resource rent seems to explain the volatility of eco-
nomic growth and other macroeconomic indicators. Countries dependent on this 
source of revenue, particularly the windfall gains from oil and natural gas indust-
ries, should remember about the plans of global decarbonization in the medium 
and long term and its consequences for hydrocarbon prices. 

Other macroeconomic indicators point to moderate progress in macroeconomic 
stabilization in the post-Soviet era. The cumulative inflation in 1996–2020, i.e., 
after the introduction of national currencies and overcoming the initial period of 
very high inflation or even hyperinflation (see Section 3), and before the post-
pandemic inflation acceleration (see Section 6), was high or very high, depending 
on the country (Table 17). 

Only three countries — Armenia, Azerbaijan, and Georgia — recorded moderate  
cumulative price increases. Belarus turned out to be on the opposite side of 
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the spectrum , with a cumulative price increase of almost 900 times during the analy-
zed  period. Elsewhere, double-digit inflation was still the norm in the 2000s and 
early 2010s. Only the second half of the 2010s brought partial progress thanks to 
applying the inflation targeting strategy. Since 2021, this progress has been under 
threat due to the growing global inflationary pressures and the war in Ukraine. 

Figure 14 shows the degree of depreciation of the FSU currencies against 
the USD over the same period. Except for the Armenian dram and Azerbaijani 
manat, other currencies lost more than half of their end-of-1995 value. 
The Belarusian rouble lost almost 100%, the Tajikistani somoni (including its pre-
decessor, the Tajikistani rouble) depreciated by 97.5%, the Russian rouble — by 
93.8%, and the Ukrainian hryvnia — 93.7%. 

A large-scale depreciation of exchange rates undermined confidence in the FSU 
currencies. It is reflected, among others, in the dollarization of the financial sector’s  
liabilities (Table 18). Despite a slight decline since the mid-2000s, it remains high 
throughout the region. In addition to the dollarization of bank assets and  liabilities, 
there is also widespread use of USD cash and other global currencies in busi-
ness transactions. There is no statistical data on the foreign cash in circulation for 
obvious  reasons, but these seem to be significant amounts in the FSU countries. 

Table 17
Cumulative inflation, 1996–2020 (%).

Country Cumulative inflation

Armenia 252
Azerbaijan 310
Georgia 355
Kazakhstan 664
Kyrgyzstan 702
Turkmenistan 710
Moldova 897
Ukraine 1,572
Russia 1,917
Tajikistan 3,128
Uzbekistan 3,481
Belarus 88,534

Sources: World Economic Outlook database, October 2021; author’s calculations. 
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Finally, we need to look at the level of public debt (see Table 16). Among 
the analyzed countries, two groups can be distinguished — exporters of oil and 
natural gas, and others. The gross debt level in the first group can be considered  low 
(Russia, Azerbaijan, Kazakhstan, and Turkmenistan) or moderate  (Uzbekistan), 
especially since these countries have SWFs. That is, their net debts are lower 
than gross debts. 

For the remaining seven countries, the situation is less rosy: their gross debt 
in 2020 ranged from 40 to 70% of GDP. These are high figures, although not 
catastrophic compared to some other AEs and EMDEs. In the case of Tajikistan, 
Kyrgyzstan, Armenia, Georgia, and Moldova, part of their debts (sometimes 
significant) is financed by long-term loans on concessional terms received from 
international financial institutions and bilateral official donors. 

Belarus and Ukraine look vulnerable, especially given the war damages 
(Ukraine) and sanctions (Belarus). In the past, they repeatedly faced difficulties in 
accessing international financial markets (with lower debt levels) and were forced 
to negotiate the restructuring of their debt obligations. The unfinished COVID-19 
pandemic and consequences of the war will further worsen their fiscal balances 
and increase public debt in the coming years.
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