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Economies in transition
• Both in the Commonwealth of Independent States and in South-Eastern Europe  

economic activities are unlikely to experience a quick recovery
• Lower commodity prices amplified the shock in the Commonwealth of  

Independent States
• Tourism-dependent countries in South-Eastern Europe were hit the hardest

Commonwealth of Independent States and Georgia: the 
pandemic has unleashed multiple shocks 

The outbreak of the COVID-19 pandemic has unleashed multiple shocks in the Common-
wealth of Independent States (CIS) and Georgia, having heavily depressed economic activity 
since the early part of the second quarter of 2020. The imposition of lockdowns and quar-
antine measures in the region, first introduced around April and then, after some loosening, 
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rouble’s weakness on prices has been limited in the Russian Federation. Despite support 
programmes, unemployment rates have increased throughout the region; and restrictions 
placed on mobility have contributed to the deterioration of labour markets in countries that 
rely on temporary migration, aggravating the situation in Central Asia.

Fiscal deficits, which were modest in most CIS countries in 2019, have widened in 
2020, owing to lower revenue and higher spending. In the Russian Federation, the central 
government budget balance will change from a surplus in 2019 to an estimated deficit of 
over 4 per cent in 2020, as a result of low energy revenues, declining economic activity 
and tax relief measures. The Government has borrowed in domestic financial markets and 
issued local-currency debt. Moreover, the stimulus packages enacted for 2020 and 2021 
are together equivalent to about 7 per cent of GDP. To accommodate fiscal spending in 
2020–2021 in an environment of low oil prices, some components of the fiscal rule have 
been temporarily relaxed and the application of certain articles of the Budget Code has been 
extended to 2021 in order to allow the Government to allocate funds for the financing of 
anti-crisis measures without amending the budget. Despite the country’s massive interna-
tional reserves and the relatively low public debt-to-GDP ratio (estimated at 13.7 per cent in 
June 2020), overall fiscal spending under the proposed 2021–2023 budget is likely to shrink 
in real terms, as the Government continues to prioritize fiscal stability. In Kazakhstan, pre-
vious fiscal consolidation plans have been postponed, while in Kyrgyzstan, border closures 
and the reduction of trade have directly impacted revenues, given the importance for that 
country of custom duties. Public debt ratios have increased sharply as a result of higher 
financing needs, output contraction and exchange rate depreciation. However, in energy-ex-
porting countries, which can tap into their sovereign wealth funds (as noted above), these 
increases will be more limited.

Monetary policy in CIS has been loosened throughout the year. In Kazakhstan, the 
depreciation of the tenge prompted the authorities, in March, to increase the key policy rate, 
but this hike was later fully unwound. In the Russian Federation, the key rate was cut by 200 
basis points to a record low of 4.25 per cent. Amid concerns over exchange rate instability 
and the signs of a strengthening of economic activities, the authorities paused the loosening 
process in the second half of the year. In Ukraine, interest rates were cut from 15.5 to 6.0 per 
cent in the first half of the year, within a context of declining inflation. In the Republic of Mol-
dova, in addition to interest rate cuts, there has been a relaxation of reserve requirements in 
order to increase liquidity and credit flows. Many countries have also introduced measures 
aimed at providing support to the banking sector, which has been asked to grant payments 
holidays and assist in debt restructuring. 

Current account balances will deteriorate in most countries in the region, owing to 
lower hydrocarbons exports, reduced remittances and reduced tourism revenue; and capi-
tal outflows have increased the need for balance-of-payments support in some countries. 
Although debt distress risks in the region are relatively low, some countries appear to be 
particularly vulnerable. Kyrgyzstan and Tajikistan have benefited from the G20 Debt Service 
Suspension Initiative, which has saved them the equivalent of 0.6–0.8 per cent of GDP in 
their 2020 debt servicing costs. Official financing is playing a critical role in covering the 
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resources. While Belarus, Kazakhstan and Ukraine successfully issued international sover-
eign bonds, access of the CIS countries to external financing has generally become more 
difficult (box III.1) amid perceptions of the volatility of risk. Moreover, geopolitical tensions 
which arose in the second half of the year are further constraining financing options.

The economic outlook for the region is uncertain, with downside risks predominating. 
The reintroduction of containment measures, should the outbreak of the pandemic lead to a 
further deterioration, would both inflict new damage in the realm of economic activities and 
undermine confidence. While the banking sector has remained stable over the course of the 
current period of turbulence, the deterioration of asset quality and high levels of dollarization 
in many countries will constrain lending and increase risks. In addition, geopolitical tensions 
have mounted and, in some cases, have spiralled into real conflict. Clearly, the COVID-19 
crisis has exposed existing vulnerabilities in the region and reduced existing policy space. 

The economic outlook is 
marred by uncertainties 

and reduced policy space

Box III.1
External financing constraints and the impact of the COVID-19 crisis on the 
Commonwealth of Independent States and Georgia

The COVID-19 crisis has inflicted multiple shocks upon the economies of the Commonwealth of Inde-
pendent States (CIS) and Georgia. It has negatively impacted foreign exchange earnings derived from 
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The energy-exporting countries entered the crisis with large amounts of foreign assets in their 
sovereign wealth funds and have been able to draw on these resources to partially finance growing 
budgetary imbalances and smooth exchange rate fluctuations. In Azerbaijan, Kazakhstan and the Rus-
sian Federation, those funds are substantially larger than their financing needs. Their public debt ratios 
are low, although they have increased during the crisis; and total external debt is also low, except for 
Kazakhstan where local subsidiaries’ increased borrowing from their parent companies abroad has 
elevated private sector external debt in recent years. On the other hand, the introduction of sanctions 
for the Russian Federation starting in 2014 has significantly reduced the ability of public and private 
sector entities to borrow from international capital markets. 

While the financing situation is less favourable in the region’s energy-importing economies, 






