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1  Economics of transition in the 
new century
Lessons learned and a future outlook

1.1 Introduction
As the theoretical debates go on temporary recess, there comes a time for sober-
ing situation analysis. Almost two decades ago, a transformational process 
ensued in the socialist countries of Eastern and Central Europe and the former 
Soviet Union (FSU). Despite the length of time that has passed, the outcomes of 
these social, economic, political, and generational transformations are still high 
on today’s agenda.

This project is focused on analysis of social and economic processes, and the 

are members of the Commonwealth of Independent States (CIS) created imme-
 Collectively, economic 

countries, as transition economies.
A discussion of the CIS transition economies is necessarily predicated by a 

transition
a centrally planned economy to a market-oriented one (e.g. Havrylyshyn and 

It is reasonable to assume that the achievement of high living standards, 
increased productive capacities, sustainable economic growth, diminished 

countries, the discussion revolves around a transformational change (as in, e.g., 
et al.

changes transpiring in an economy lead to the consequent social and institutional 
development. Hence transformation is captured as new social forms replace one 
another, encompassing and building upon the core elements of the prior, adding 
its own innovative breakthrough. The process is dialectical in nature. It is inher-
ently dynamic and volatile, and requires comprehensive analysis.
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-

to date, taking a heavy toll on social welfare and national economies’ well-being. 
Despite disastrous setbacks, discussed in this chapter, recent years have shown 
improvement in welfare across the locale. Surprisingly it has been the increased 
role of state in each country that has helped improve the situation. The challenge 
for transition economies of the CIS is now to take up proactive and innovative 
steps to ensure the sustainability of their improved economic performance of 
recent years, while managing a diverse set of social issues.

This chapter serves a dual purpose, as an introductory narrative and that of a 

-
formance in more recent years. Structural economic issues are abound and require 

-

1.2 Before the shock: notes on the political economy from 
1960 to 1990
Looking back two decades, one could pinpoint two distinct and interrelated 
events that gave the symbolic start to the unprecedented political, social, and 

the launch of the perestroika

perestroika and glasnost

caused the collapse of the centrally planned and controlled economic, social, and 
political systems across the entire former socialist locale.

Perhaps it would be surprising to learn that initial efforts bringing such 
a chain reaction had been in fact aimed at the upgrade of the old order and its pres-
ervation, rather than its destruction. Envisioned on the scale of the entire country—

and increasing competitiveness of the national economy, with each republic pro-

reading of Shatalin et al. 500 Days Program—a blue-
print for transition to market economy that we discuss below. Therefore, it is 
instructive to understand the core issues of political economy that shaped the early 
transition in the countries of the former Soviet Union.

The history of the region is marked with dramatic events in the twentieth 
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social and political transformation. The new entity, the Union of Soviet Socialist 

-
ured in millions. Yet the country continued its advance to superpower status, 

development (see Nell et al.
of the entire country’s population lived in the cities. Meanwhile, with a compul-

services were state sponsored and nominally accessible to everyone. In many 
-

ees with access to subsidized leisure facilities, hospitals, kindergartens, etc.

control, particularly on food and basic household items. There was virtually no 
incidence of involuntary unemployment, and salaries were guaranteed by the 
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then, the country’s entire economy, knitted with large industrial factories often 

energy resources such as oil, coal, and gas.  Spread across a vast area were fac-
tories that produced parts for an intermediate product thousands of miles away, 

Consumption goods rationing and cuts in household durables production 

obtain the basic necessities in stores. The situation deteriorated more quickly 
with distance from major industrial and administrative centers.

Factories’ capital funds had not been upgraded for decades and the living 
standards of millions of people, especially in rural areas and in republics 
less advanced in industrial and technological terms (such as countries in 
Central Asia), plunged. While on paper high macroeconomic indicators seemed 

less) per cent.
To sustain even such low levels of economic performance and avoid igniting 

source of hard currency, given the Soviet ruble’s inconvertibility, and hence pro-
vided the means for the Soviet government to purchase necessary machinery and 
consumer goods from abroad—primarily from the socialist states of Eastern and 
Central Europe.

largest countries in the world in terms of natural resources and agricultural lands 
imported grain from its ideological opposites in the capitalist West. The Soviet 

It was against the background of this environment that the Soviet government 
announced its course for economic restructuring and upgrade—the perestroika

New Economic Policy and designed and launched 

creation of small private cooperatives and promoted entrepreneurship. Practi-

military industries, were encouraged to seek their own sources for operating 

the market. In summary, it was the push for economic decentralization from 
above.

Unfortunately, the announced perestroika

taken off the state books and were to look for larger funding independently. That 
-
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-

system on the scale of the entire economy.
The nominally state enterprises were not designed to produce competitive 

output to offer in the international markets. At the same time, there was oversup-
ply of redundant produce in the domestic economy. Facing declining global 
prices for oil, the Soviet government borrowed internally via debt and printed 
money, virtually bringing the country to “the edge of bankruptcy” (Shatalin et
al.

allowed some borrowing from abroad in the interim but not for long.
Unconstrained money growth (reaching double digits according to estimates 

in Shatalin et al.
grew at a much slower pace. As a result, despite the best intentions, nominal 

Further, money emission was supposed to help jumpstart the stagnated economy 
via increased investments in the manufacturing sector. However, that mainly led 
to half measures and projects were eventually abandoned due to an inability to 

problem head on, the government conceded to pressures of the young liberal 
economists who advocated unambiguous market reforms, departing from the 

there are several important aspects that are seldom mentioned. These problems 
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1.3 What happened in the 1990s: more on political economy
The Soviet government sponsored a comprehensive analysis of the economy and 
development of pragmatic solutions that would help revert the country’s down-

500
Days Program. It offered forced but gradual transition away from the socialist 

driven one. It is important to reiterate that this program was adopted and was 
supposed to be applied on the scale of the entire Soviet economy. The core prin-

achieve individual economic freedom and, based on that, build an effective eco-
nomic system (Shatalin et al

On a more macro scale, the dialectical interrelation of economy with society 
realized itself in the radical political movements’ victory over popular support in 
the former socialist republics that were then falling into poverty. As a result, the 
500 Days Program was abandoned, although the general idea of change and the 

Table 1.1 Core principles of the 500 Days Program

Principles Description

economic agent entrepreneurship.
Full responsibility of the Private property is paramount to the market
economic agent reform, determining the rights and obligations of

economic agents.
Competition among producers Free competition under free market pressures is

competitive prices, and better quality products.
Price liberalization Market works only if prices are determined freely

with little to no state intervention, which causes 
distortions to market operations.

Proliferation of market More effective than a state-controlled system, 
relations which would allow for higher mobility of labor 

spheres that remain under state supervision).

for any economic agent to enter the international market.
State’s social guarantees Aside from non-waged sector, the state is to 

provide support for those unable to work and 

State withdrawal from The state cannot interfere with the market, aside
economy from serving a regulatory and administrative role, 

as well as providing for some non-waged goods.

et al
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shock therapy. The other countries (with 

by step, albeit at a lesser scale. These conclusions and policy recommendations sat 

economies plunged into the all-out market and price liberalization, likened to 
shock therapy for its drastic switch from one set of economic conditions to another 

 Obviously, this 
happened without a proper closure to the preceding socialist formation that gov-
erned the socialist economies for the better half of the last century.

with the Soviet past, leaders in each country were prompt to discard communist 
ideology in their orientation. To the reformers’ dismay, the political turn-around 
did not have the same immediate re-positioning effect on the production mode and 
social relations within the individual societies of the FSU. It seemed to the reform-
ers that pushing through with massive privatization and price liberalization would 
have changed the established order overnight. In fact it did, but not with the theo-

-
ture of state ownership, archaic social relations persisted and, under the pressure of 
reforms, mutated into unmanageable distortions (e.g. Åslund et al.

The faultiness of the early reformist approach was the presumption that 
socialism could be revolutionarily discarded overnight and the new formation 
would replace it.  This belief was not, as some may argue, the inspiration of 
conspiracy-minded advocates. On the contrary, it was based on the, at the time 

Capital

replacement of one social formation by the other.

communism in one shot. Yet, it never came. Worse, there was considerable 
debate in the Soviet literature at the time over the whole transition process from 
socialism to communism. In fact, socialism, in contrast to careful reading of 

.
It must be stated with all urgency that the evolutionary aspect of the social 

academia and research drew its inspiration from the notions of revolution and 
radical changes. Surprisingly, it happened in the country that prided itself on 

which spoke of the intricate relationship between the productive forces and 
social productive relations.

Capital in particular, to the ana-
lysis of political economy of developed capitalism formations of the mid-
nineteenth century. An argument can be made that, towards the end of the 
twentieth century, things changed and one had to seek a different approach. There 



Economics of transition in the new century

is hardly any objection to this. However, in haste to act creatively, it appears the 
radical reformers that took over in each republic left out the very dialectical 
method of cognition of the social production mode and the role of social relations 
in a given historical formation. The dynamism of social change was cut short.

the dialectics, and hence the logic and history, from political economy 

social formation into another—a natural outgrowth of a consequent production 
mode from the prior and the rejection of the latter by the former, hence a truly 
dynamic social system—the opposite was assumed to be the case, i.e. rapid, 
abrupt, and hence revolutionary change that cuts all ties with the past.

additional loans from abroad were no longer easily accessible. Available tranches 
were provided on a more restricted basis of short- to medium-term loans, with 

a radical political and economic reform as the FSU societies were ready for an 
overhaul. As independence movements in Eastern Europe gained strength towards 

from the previously dominant ideology. In political terms, the accumulation of 

The shock therapy reforms—inspired and promoted by the international 
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deregulation, massive privatization, demilitarization of economy, price liberali-
zation, and provisions for market institutions. The switch, while painful in the 

the Western literature).

the state’s withdrawal from the economy and other areas. That in turn led to a 
deterioration of previously government supported non-waged labor sectors, such 

affected agriculture, infrastructure, and subsidized industrial production capacities. 

cases economies came to an absolute standstill (e.g. countries of Caucasus and 

lacking macroeconomic stability were recorded across the palette (e.g. Tanzi, 

et al.
commentators).

-

-
-

perestroika movement, the end result by the mid 

of the Caucasus and Central Asia suffered the worst in economic and political 

winners in the reforms that would lead the rest into a new economic environment 

Moreover, based on purely theoretical assumptions, contemporary researchers 
insisted on the short-term nature of the shock therapy (aka big bang) reforms and 

reforms in the countries of Central and Eastern Europe (and not FSU), primarily 

importance of the higher overall preparedness of the three Eastern European econ-
omies and societies to liberalization reforms as opposed to the predominant eco-
nomic and social structure present at the time in the FSU. All three of the states 
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the social and economic decline of the early reform years. While we cannot do full 

should be noted that even there the optimism of the early reform successes yielded 

Poland). Among other similar studies at the time, Pereira et al.

being storm-like measures. In essence, despite their economic elegance, the “big 
bang” reforms lacked the social dimension, which in turn threatened sustainability 
of the short-lived economic miracle.

Clearly this discussion is incomplete if limited to only an economic sector 
effects overview. The human component and humanitarian losses in each 
country were tremendous. Unfortunately, the nuances underlying the social and 

-

of established links across former republics, leaving thousands of employees and 

(nor opportunities to re-position and acquire new skills) in the interim. Quickly, 
economic problems set in motion episodes of social unrest across the region. 
Countries witnessed the appearance of sharp class disparities across population 
segments. Still drastic divisions between the few rich and many poor permeate 

-
sequence, social and political transformations following economic determinants 
assumed unyielding proportions. New and transformed societies have surfaced. 
Across the region, a transition has evolved into all-out transformation.

1.4 Macroeconomic overview of the 2000s
Coming out of the post-reform crisis was not a simple task. As has been men-

capital was much greater.
FSU economies as well, the trend changed and the formerly socialist economies’ 
performance began to improve. On the macro scale, this can be clearly seen in 

-
et al

the prognosis for the future are reviewed in the concluding chapter of this study. 

Much of the seismic change in the economy came with a preceding change 
in the political structures of the newly independent states that gave rise to the 
new elites. The new governments took a more pragmatic and proactive approach 
in dealing with the economic situation peculiar to each country, although 
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post-transition commonalities described above outweighed the differences. 
While the CIS countries nominally continued participation in the IMF-inspired 
macroeconomic stabilization initiatives, they sought more independence, espe-

Moldova, Ukraine, and the Central Asian economies of Tajikistan and Turkmeni-

level). However, it must be noted that in all economies, and in the latter group espe-

-

Turkmenistan, and also in the larger Ukraine. More recent trends have been 
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-
cant price hikes in some key consumption categories.

are based on current factual data with actuals yet to come.

economies to the global food prices crisis. Several countries (e.g. Azerbaijan, 

seven-year high, as indicated in the report. Food items have seen the sharpest price 

4,5154,01515 515 1,015 1,515 2,015 2,515 3,015 3,515

42 37 32 27 22 17 12 7 2 (3)
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attempted to institute price ceilings—to no avail—to mitigate drastic increases. 

-

-
lic, Tajikistan, and Turkmenistan) may have to seek alternative sources to satisfy 
their populations’ demands for staple items, potentially leading to further deterio-

Since their independence, the economies of FSU have been actively involved 

machinery sectors. For smaller countries with modest agricultural capabilities, 
there also appears to be a strong reliance on imported food items.

Overall, CIS countries are net importers with a relatively high negative 

-
teristic of these top performers is the tilt towards energy resources and raw mate-

shows that the past ten years have seen improvement and encouraging growth, 
with several countries returning to and surpassing pre-transition levels. Despite 
these positive changes, CIS economies challenged by the current crisis are yet to 
establish a solid presence in the global marketplace.

Problems of poverty and inequality in income distribution are still persistent. 
Despite authorities’ active measures to reduce poverty incidence, recent World 

or below poverty lines.

et al. -
tion to the fact that high inequality levels may be indicative of the failure of 
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classical three.  This corresponds to a government’s ability to correct for 

in the case of the CIS economies.

cent), alternative estimates indicate higher and persistent employment prob-
lems.  The main problem is the lack of employment opportunities for middle-
aged old-system-educated professionals unable to compete in the fast-paced 
market economy with the Western-type-educated younger generations (e.g. see 

et al. et al.
causes for high unemployment vary across each country, transformations of the 
transition period and lack of developed industrial base to sustain full employ-

-
gests, are the notorious incidents of corruption and protection, resulting in job 
appointments assigned based on personal contacts in the case of the middle-aged 
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professionals. Partially as a result of the lack of employment growth, outward 
labor migration has been gaining in force, especially in the smaller economies of 

note the following.

search of better income opportunities and to capitalize on the country’s booming 
-

Further, and perhaps most importantly, there is an urgent need to identify sus-
tainable sources of long-term economic growth in each economy. This is coupled 
with considerations of aggressive infrastructure and educational reforms (imply-
ing research and development and innovation facilities promotion) linked with 

in each country.
In fact, much of the macroeconomic success of recent years has been dependent 

countries, funds received via foreign aid grants and loans have played an important 
role in temporarily raising the overall well-being as well. This study alludes to this 
economic set-up as an overall structural concern from the perspective of growth 
and welfare sustainability, even in the immediate prospect.

Complicating things further is the apparent ongoing search for the right devel-

all-out laissez-faire

interconnected with the socio-economic development. It has been recognized by a 

alternative sources to sustainability has recently been accentuated among the politi-

projects in research and development areas, education, infrastructure, support of 

-
dential addresses and government development programs across respective 

under close state supervision as “national projects” (nacional’nye proekty, e.g. 

KOVO), strategic for sustainable growth and development.
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notion of state-capitalism

one not to be taken lightly by any student of transition, or, as appropriately stated 
above, transformation.

The new approach implies an active and strategic state participation in the 
economy. This creates a somewhat unique situation by which the economies of 

descended on them with shock therapy reforms nor returning to the old mantra 
of centrally planned economies. The new set-up is not a market socialism of 

concept does not require direct government involvement in the economy. In fact, 

Instead the state’s increased role in the transition economies of the FSU in the 

state corporations and other newly created organizations encouraged or sanc-
-

new organizations for a competitive market environment.
There, a state corporation is set up by the government (with often guaranteed 

start-up funds) as a partnership, which makes it nominally independent of the 
government. Any investment in the corporation becomes the property of that 
partnership. The corporation is not obligated (yet) to provide any regular report-
ing to the street, as any other open joint stock company would have. However it 

-

the corporations’ operations. What the government does not do is try to institute 
omni-present controls à la Soviet style. The declared purpose of state corpora-

There is much freedom of action in each corporation’s activities as long as 

and implied goal is to boost innovation and research and development sectors 
(e.g. Rostexnologii and Rosnanotex
support for infrastructure projects (e.g. -
tive development of energy and natural resources. The nature of the work of 
each corporation requires outsourcing certain activities to the private sector.

akhstan. There, one organization (Samruk)—set up as a holding corporation—
controls assets and oversees operations of several other corporations, each 

-

greater emphasis on energy resources management. In both countries, there is a 
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and development.
Other CIS countries (e.g. Ukraine, Turkmenistan) also have created various 

-

on a much larger scale and have made more aggressive entrances in the market-

rooted in promoting development in the competitive sectors with a broad outlook 
into the new century. Other countries are yet to catch up with this pace. Smaller 

Rosneft’, Gazprom
or Energy Systems work in other CIS countries).

pragmatic governments’ alternatives to the notorious oligarchs. Those were the 

control of a few people. State corporations with ambitious developmental causes 
are organized by and around the new elites that have come to the frontlines of 
economics and politics in each country.

In this regard, it is important to note the evolvement of the institutional frame-
work over the past two decades in the former socialist societies. Of interest are 
the newly established institutional players, such as diverse political and eco-
nomic network alliances between local governments and large private business 
structures at general and individual levels alike. These networks are the logical 
by-products of the CIS nations’ history and contemporary development. The 
economic and social impact of the network operations is immense and long-
lasting. These strategic alliances, often forged along familial and commercial 

chaebol

Furthermore, the pragmatic drive is manifested in authorities’ close attention 

study). Whether a state-capitalism à la
countries with strong relationships between political and business elites (as in 

development economics is yet to be seen. At this point, based on our analysis 
and available data, all twelve CIS economies may be grouped in two categories 



Ta
bl

e 
1.

4
C

IS
 c

ou
nt

ry
 g

ro
up

s b
y 

m
ai

n 
in

co
m

e 
so

ur
ce

s f
ro

m
 in

te
rn

at
io

na
l t

ra
ns

ac
tio

ns

G
ro

up
C

ou
nt

ry
M

ai
n 

ex
po

rt
M

ai
n 

ex
po

rt
 

M
ai

n 
im

po
rt

M
ai

n 
im

po
rt

Av
er

ag
e 

sh
ar

e 
of

Av
er

ag
e 

sh
ar

e

(a
vr

g 
19

95
– 

 
(a

vr
g 

19
95

– 
 

(1
99

8–
20

06
)

(m
ac

hi
ne

ry
)

(m
ac

hi
ne

ry
) 

 
(m

ac
hi

ne
ry

)

(m
ac

hi
ne

ry
)

(m
ac

hi
ne

ry
)

(m
ac

hi
ne

ry
)

(c
ot

to
n)

(m
ac

hi
ne

ry
)

(m
is

c)

(m
is

c)
(m

ac
hi

ne
ry

)



Economics of transition in the new century

-

-
tries is the dominance of the primary (fuels and raw materials) commodities in 

-
tries’ main import commodities are made of manufactured machinery items. Not 

to as the state-capitalism model are in the vanguard of this group. Two other 

materials, and consumer goods.
The net importers group is comprised of the rest of the CIS economies, which 

-
tural items while others import machinery and raw materials.

managed to post a staggering double-digit growth, raising hopes for rapid con-
tinued development (e.g. Mitra et al.

tances—sent by labor migrants abroad to their families at home—play in the 

as long as the recipient remains in the country, which has been problematic in 

Similar considerations apply in the case of foreign aid transfers, which add up 

donor agencies and tranches from advanced economies over the years of transi-
tion reforms. Foreign aid funds are mainly directed towards infrastructure, edu-
cation, and poverty-reduction projects in the recipient countries. However, 
foreign aid and development grants are often conditional, impeding independent 
development policy in the recipient economy.

In conclusion, the evidence of economic development of the last decade, and 

CIS, stands in sharp contrast to the economic, social, humanitarian, and political 
losses of the early transition period. Much of the success may be attributed to the 
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proactive governments’ roles in the economies of the FSU. Whether or not the 
region really evolves under state-capitalism remains to be seen.

Two main country groups appear to be on the post-socialist transition 

and Ukraine to some degree) and a group of net importers and high remittance 

Tajikistan). The future of the countries in both groups has in no way been 
decided. Despite any political alignments with various international organiza-
tions or country clubs, the simple economic reality of sustained economic growth 
and advanced economic development is yet to be discovered. It is then instruc-
tive for researchers and decision-makers to monitor the development processes 

-

each country group to grow stronger and introduce further improvements in 
infrastructure and social services.

1.5 Conclusion
This chapter has attempted to provide a comprehensive overview of the CIS 

role in post-socialist transformation, as well as of the development efforts. The 
chapter introduces a two-group categorization of the CIS economies based on 

participation in larger economies and authorities’ alliances with large business in 
the smaller countries has caused some pundits and politicians in the West and in 
the region to question the path for economic reforms that the twelve countries 

-
tion and variations of the idea have worked in the Middle East, Southeast Asia, 

The structural issues facing the transition economies of the CIS are clear and 
are cause for concern for sustainable development. Whether the large energy 

economic success in the long run depends on the will of local governments and 
their proactive steps in bold development policy implementation deemed strate-
gic in the new century. The lessons of free-market reforms have been well 
learned and all tests passed. The time has come to continue critical assessment of 

stride forward in the economic and social development.
-

tion economies by tackling one of the most important issues that CIS societies 
had to face as the trade barriers and price controls were brought down, govern-
ments ran out of money, and the borders opened up. In short, the previously 
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tightly closed economies opened overnight and faced a multitude of issues, 

imports and capital, including speculative—so-called hot money—capital, 
reached astounding proportions in the face of an almost total output collapse 

borrowing. As an innovative step in such analysis, the chapter pays close atten-
tion to the issues of investment and private consumption. Subsequent chapters 

measures, to the areas that matter most for the development within the general 
scope of the transition process, such as education, healthcare, infrastructure, and 
labor migration issues, along with a constructive industrial policy and support for 
private enterprise. At no time has this been more relevant than now, when the 
global economy struggles with the recession and the CIS economies absorb some 
of its worst impacts.
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2 Fiscal policy in the newly opened 
economies

2.1 Introduction

perestroika



decades of transition
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Note



  33

Y C G
I X M CA X



M t

Yt Ct Gt It  (Xt Mt

Xt Mt Yt Ct Gt It St It

S Sp Sg

Sp Y T C T Sg T G

Xt Mt  (Yt Tt Ct  (Tt Gt It

CAt Sp,t Sg,t It

G >T CA



3

C for 
Y

C
Y Y >C

Y <C
r

C Y r Y C

Y C

r



V B

B

Bt

X M Bt Bt B

Bt Bt rBt Yt It Ct Gt

rBt–



PCA  (Y I – C – G

− + + + +
− + + +

+
=

t t

B*

CA

r



2.4 Main theoretical model and data discussion

CAi, t = c + FBi, t + Ii, t + i, t

CA t
FB t

i t i t c



CAi, t = c + FBi, t  + Ii, t  + i, t

CAi, t = c + FBi, t  + Ii, t  + REFt + i, t

t t
t

t

the



CA
t

FB

2.5 Empirical results analysis
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2.7 Conclusion
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Regressor/ CAi,t  c FBi,t Ii,t CAi,t  c FBi,t–1 Ii,t– CAi,t  c FBi,t– Ii,t–
(rBi,t) i,t (rBi,t– ) i,t REFi,t (rBi,t– ) i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE

t



FULL SAMPLE–EXTENDED, 1989–2008

Regressor/ CAi,t  c FBi,t Ii,t CAi,t  c FBi,t– Ii,t– CAi,t  c FBi,t- Ii,t–
(rBi,t) i,t (rBi,t– ) i,t REFi,t (rBi,t– ) i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE

FULL SAMPLE–CORE, 1989–2008

Regressor/ CAi,t  c FBi,t CAi,t  c FBi,t– CAi,t  c FBi,t– Ii,t–
Ii,t i,t Ii,t– i,t REFt i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE



FULL SAMPLE–CORE, 1999–2008

Regressor/ CAi,t  c FBi,t CAi,t  c FBi,t– CAi,t  c FBi,t– Ii,t–
Ii,t i,t Ii,t–1 i,t REFt i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE

FULL SAMPLE–EXTENDED, 1999–2008

Regressor/ CAi,t  c FBi,t Ii,t CAi,t  c FBi,t– Ii,t– CAi,t  c FBi,t– Ii,t–
(rBi,t) i,t (rBi,t– ) i,t REFi,t (rBi,t– ) i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE

t



ALL COUNTRIES: 1989–2008

i,t  c HCi,t i,t CAi,t  c HCi,t CAi,t  c HCi,t–
FBi,t i,t FBi,t– i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE

NET EXPORTERS: 1989–2008

Regressor/ CAi,t  c HCi,t i,t CAi,t  c HCi,t CAi,t  c HCi,t–
FBi,t i,t FBi,t– i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE



ALL COUNTRIES: 1999–2008

i,t  c HCi,t i,t CAi,t  c HCi,t FBi,t i,t CAi,t  c HCi,t– FBi,t– i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE

NET EXPORTERS: 1999–2008

i,t  c HCi,t i,t CAi,t  c HCi,t FBi,t i,t CAi,t  c HCi,t– FBi,t– i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE



NET IMPORTERS: 1999–2008

i,t  c HCi,t i,t CAi,t  c HCi,t FBi,t i,t CAi,t  c HCi,t– FBi,t– i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE

t

NET IMPORTERS: 1989–2008

i,t  c HCi,t i,t CAi,t  c HCi,t FBi,t i,t CAi,t  c HCi,t- FBi,t- i,t

OLS- FE RE OLS- FE RE OLS- FE RE
PCSE   PCSE   PCSE



3 Fiscal policy sustainability 
in transition
Is it there?

3.1 Introduction

-
-

-

-

-

-
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Figure 3.1
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-

-

getting the early transition 
reforms right -

-
-
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magnitude

lack of revenue mobilization instruments

going-live

actual composition of expenditure in the transition 

institutional legacy

-
-



Fiscal diamond and policy sustainability

-

-

-

-

-

-

-

-



Fiscal diamond and policy sustainability

3.4 Theoretical model and data discussion

-

Capital
General Theory -

-

7

-

-

et al. -
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The formal model

Bt Bt–1

S

Rt Bt Rt Bt St

B

st = dt Kt t

st d -
Bt K

t

K -

-

st = dt ggt yyt pP t
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g y p gt yt
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K
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-

-

-

st = 1dt dt Kt t

dt–1

t

st = dt Kt t

Gosudarstvennye 
Kaznachejskie Obligacii—GKOs
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Data description
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Transition Report
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-

-
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3.5 Empirical results discussion
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Table 3.1

Regression

constant d dd g y P

st = dt t

st = dt Kt t

st = dt t

st = dt Kt t

t
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Table 3.2

Regression

constant d dd g y P

st = dt t

st = dt Kt t

st = dt t

st = dt Kt t
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Table 3.3

Regression

constant d dd g y P

st = dt t

st = dt Kt t

st = dt t

st = dt Kt t

t
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3.6 Policy conclusions
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-

-

Table 3.4

Country EDT/GNP Debt Svc/ 2005–2006 2005–2006
XGS change EDT/GNP change Debt Svc/XGS
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The how, when, and why of borrowing 
from the Diaspora

-

“

-

and in market share, and are caught in the reconciliation stage between transform-

state to promote socio-economic progress, with greater decision-making independ-



-

“

-

-

childcare, basic education, and social infrastructure (Filer 

-

population, combined with high unemployment, and collapses in the educational, 



rates, high accumulated debts and low income per capita, and high unemploy-

,
-
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-
-

-

-

-

-

-



-
-

those completing secondary education enrolled in colleges across the transition 

-

-

-



-

generally, there are instances where those who left their homeland assimilated in 
-

-

fully integrated in those societies, they still retain the sense of belonging to a 

continuous interaction of the two entities perpetuates the Diaspora to the point 



-
-

-

-

-

-

gaining growing attention from the research and policy community internationally, 

-

-



-

-

-

-

For countries less endowed in natural resources, territory, and industrial capac-

-



-

-

-

changing political associations and geopolitical preferences, as discussed in 

denoted as  for 

-
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-
tance is the potential Diaspora stock share to total population, which is around 

-

recipient remains there and does not follow the principal bread winner (as in fact 



in place, remittance transfers assume a sporadic character that is unsuitable for 

Further,

-
-

-

-

Costs of sovereign bonds: some empirics

-

certain circumstances determined by real economic performance, borrowing from 

access to the markets for public projects may become troublesome for countries 

To shed more light on the discussion, the section below offers a brief analysis 

two emerging economies (including ten of the larger transition economies, such 



-

-

time bond issues, were regressed against the yield, , on country 
bond at time period 

 =  + ´*Z  + 

where,

sample, Z
, and  at time  with normal 

Final regression results are consistent with the general literature on the subject 

-

account

CA
-

 and 



 and 

high

-

-

in Gelos 
debt market access are bigger countries, while geographically and economically 

-
nity to draw from consistent funding sources while maintaining formal inde-

Furthermore, the lower yield yet higher risk combination on a Diaspora bond 
constitutes a more generic notion of a -



-

-

compliance with loan terms and timely interest payments, because of the patri-

While these technicalities seem secondary for larger economies, for the 

Diaspora bond, precisely due to its nature and purpose, is most likely to be issued 

infrastructure, telecommunications, education, healthcare, and labor migration reg-
-

tion of these projects builds stronger links for disunited nations, resulting in greater 

The true perils of Diaspora bonds



-

Clearly, such policies lack prudence and undermine the core economics of the 

standstill as they rely, and become highly dependent in spending, on the Diaspora 

time, reasonable assessment of national capabilities, determination of primary 

-
-



one considers more immediate matters while the other remains largely skeptical 
-

taining a sound relationship with its Diaspora would be a challenge in ensuring 

Can this be replicated in the case of transition economies, especially those that 

what form the potential issuance might come about is not easy to predict due to a 

-

is not our purpose here to pick the actual countries that would implement the 
Diaspora bond, but to suggest a consideration of such analysis within the transition 

-

Governance and regulation

-

-

-



-

-

For many countries, especially smaller and resource-constrained ones, condi-

as well as access to international capital markets that comes with it, may be a 

-

-
-







Turkmenistan



The case of Israel

Continued



The case of India





Tackling labor migration problems

where social issues are intertwined with chronic low income and absent job 
Temporary labor migration
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Diaspora Regulatory Mechanism
Migration Development Bank

army of migrants



Fiscal policy, Diaspora, and labor migration

This chapter is structured around three main parts in addition to this brief 

et al.

There is a wide range of historical and political reasons that have shaped 
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determinant has been the relative stabilization and economic growth of recent 
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Table 5.2

total labor force

Proportion of labor migrants 
to total labor force, %

Russia, 3,000
Tajikistan, 700

Ukraine, 2,500

Moldova, 500

Kyrgyz Republic, 450
Kazakhstan, 1,000 Georgia, 300

Belarus, 300
Azerbaijan, 700

Armenia, 900
Uzbekistan, 700

Figure 5.1
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Figure 5.2
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on the labor that is coming from its former satellite countries and the labor force 

Other, 11.0%

Transportation, 5.0%

Commerce, 8.6%

Agriculture
and forestry,
11.4%

Trade and food
industry, 12.2% Manufacturing

industry, 12.5%

Construction, 39.9%

Figure 5.3
et al
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state-managed labor migration regime
Three main principles often guide the discussion of instituting a new migration 

et al.
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et al.

The right to free movement is as basic as the right to free speech and private 

et al.

et al.

temporary labor migration triad

the transformations of the structure and content in the domestic labor markets with 
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the process casts doubt on adequate absorption and fair allocation of funds in the 

en masse
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instrument that would alleviate some of the related administrative and informal 

adjust their legislation to allow for the entrance of new labor resources correspond

et al.
et al.
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various foreign regions should work in close cooperation with the present old and 
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et al.
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et al.
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Chami et al.

evidenced in Catrinescu et al.

petitiveness due to the rise in price relative to foreign goods because of the 

Diaspora Regula-
tory Mechanism Migration Development Bank
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the transition economies and small developing countries in general developing 
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Diaspora Regulatory 
Mechanism and the Migration Development Bank to ensure the just and fair regula
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Capital market (transfers,
taxation, capital flight)

Labor market  (squeezing
out vs. complementing)

Real wage (income
distribution; standard of

living)

Figure 5.5



Host country 
government/administrative/municipal levels

Home country government

Migrant
Home country 

recruiting agency

Home’s consulate in 
the host country 

(regional)

Diaspora center—regional and 
national network

Host country
employer

Figure 5.6



6 J-curve
Facing exchange rate and current 

6.1 Introduction
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Marshall–Lerner Condition
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6.2 What is the J-curve? Exposition and literature review

J-curve effect preliminary illustration

A
B

C

Currency
depreciation:
J-curve begins Current account

recovers: J-curve
ends

Time (quarters)
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nt
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Figure 6.1
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The dawn of the debate

1
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term J-curve effect

J-curve in the 1970s and 1980s
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values

volumes

is valid
is possible
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explaining
centration on random events
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Testing for J-curve: basic export/import/trade balance set-up

Devaluation and the 
J-curve: Some Evidence from LDCs Errata

TBt =  + 1Yt + YWt + Mt + 4MWt + ∑�
i=

n

i E/P t–i + ut

where TB Y
YW M

MW
E P

1

4 u
E

E/P
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et al.

sole

TB = Xpx Mpm

where TB X M
p
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Box 6.1 Japanese trade elasticities and the J-curve

Noland (1989)

Dynamic J-curve estimation: general equilibrium approach

et al.

et al.
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et al

4

Recent regression models

et al.
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6.3 Theoretical model

current account (CA)
(REER)

CAi,t = c + REERi,t + et

where CAi,t t and 
(t–1) REERi,t

t and (t–1) c e
i i-th

CA REER

CAi,t = c + REERi,t + REERi,t  + et
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where REERi,t

(t–1) and (t– )

 and 

6.4 Data description

(TB)

TBt = IMt EXt

where EXt IMt

and TBt

(BGSI) TB

BGSIt = IMt
bgsi EXt

bgsi

where EXt
bgsi

IMt
bgsi

BGSIt
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TB and BGSI
TBt and BGSIt

REER

REER and one had 

6.5 Review of the empirical results

TB with REER BGSI
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and REER

TB or BGSI

Table 6.1

Country J-curve start J-curve end Recovery lag
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TB to REER
BGSI to REER

 and 

Armenia:

TB and BGSI
BGSI

t REER
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Azerbaijan:

TB, BGSI and REER TB
REER
BGSI

t

Belarus:

Georgia:

BGSI

TB

Kazakhstan:
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TB and BGSI

Kyrgyz Republic:

BGSI
TB

Moldova:

REER to BGSI

BGSI

Russia:

REER

TB and BGSI
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Tajikistan:

TB and BGSI

Ukraine:

REER

REER and TB

et al

6.6 Testing for main results robustness

et al.

CAi,t = c + REERi,t + REERi,t  + et
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c REERi,t REERi,t

E[etc

E[et REERi,t

E[et REERi,t

TB and REER

TB and BGIS
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REER

6.7 Conclusions and policy implications
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et al.
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Most of the recent economic downturns have followed a similar pattern: instability 
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authorities have substantially spent out of the reserve coffers to defend domestic 
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introduced by Kato et al.

y = (i e X(ee X´ (ee

 = e ( y yn

e = i i f (i i f R b d i-if R b d

y relation that 
i and positively related to the net exports 

X(ee ee

and
e and a variation of actual output from 

the natural level yn

y* = yn

i is the 
domestic interest and i f

-
 by i i f

R

 = X(ee F(ee R Fee FR

where F(ee R
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z ee R
-

b
y b B y B is 

d d = D y where D is the total debt 
d

d
denominated private debt to national income y

y -
-

Dprv

-

B -
Dpub

be described as follows:
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b -
b

b

gy *b
-

 = i 1 i is the domestic interest rate found 
in the model and 1

1

i
1 as investors 

inv p -
udprv

gy *dprv s is a positive constant 
u is determined by u = i 2 i is the domes-

tic real interest rate and 2

dpub -
ment purchases g and tax revenues t
zdpub

gy *dpub -

z = i i is the domestic real interest rate and 
 in the net 
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where the new terms are y R -
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ee and R
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Policy and effects without explicit reserves targeting
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Table 7.1
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Note that the value of the  parameter is raised for the net importers case to 

R -
tion rate i y e b
private debt to output ratio dprv

output ratio dpub

Mathematica

R

-

b as the 

-

Table 7.3

R i y e b dprv

Table 7.4

R i y e b dpub

Table 7.2

1 2 * e y* R* i f r

1 2 m μ

g t inv p gy s 1 2
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Policy and effects with explicit reserves targeting

Table 7.7 1 = 2

1 2 * e y* R* i f r

1 2 m

g t inv p gy s 1 2

Table 7.8 1
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explicit individual R R*=100 and for the 
smaller net importer economies R*=10

R’s

the reserves R i y e
debt to output b dprv

debt to output ratio dpub

without that (so that 

-
1 R R*=100

i

to b R b

accumulation of R above the R*
R*

R*=10 and 1

at R=0.002 R*
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b increases 

R*
there is a decrease in the sustainable external debt-to-output ratio to b

b
-
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1 = 2 for net export-
ers and 1

R*

b
dprv

R* -

earlier case of R*=100 but 1

determined level of b
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B dprv
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-

-

b
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-

R i y e

1

gy

basis points to b
2

1

gy

Table 7.14 1 gy 1

R i y e b dpub

Table 7.13 1 2 gy

R i y e b dprv



Model of policy, currency, and reserves dynamics

A possible currency crisis scenario in the CIS

E0 Y0

e0 (expressed as units of domestic currency 

7

1 2



Model of policy, currency, and reserves dynamics

-

-

EI
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Figure 7.7
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EII

pre-crisis level to YII eII

EIII with output at the pre-crisis 
level to Y0 eIII
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-

-
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R*

et al.
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R
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sustainable external debt-to-output ratio and private debt-to-output ratio between 
1 1 -
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also clear from the calibration analysis that depreciation could potentially be 
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8 Fiscal policy lessons for the CIS 
beyond the economic crisis of 
2008–2009

8.1 Introduction
As the work on this study neared its end, the global economic environment sig-

et al.

-

-
-



Innovative policy and lessons beyond the crisis

8.2 The crisis in the CIS: the case of Russia

A general note

-

-
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Financial Times

Figure 8.2
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changes in the global economy send shockwaves to countries worldwide and 
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Figure 8.3 -
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Figure 8.4

Figure 8.5
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-
ments and society. How it all plays out in the future remains to be seen, but it is 
the rational immediate and medium-term effects that speak of the authorities’ 
prudence and deeper vision of their country’s future

8.3 The crisis in the CIS: the case of the net exporters
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Notes

1 Economics of transition in the new century: lessons learned and a future 
outlook

1 Recently, the republic of Georgia has opted out of the CIS but it is retained in this 
study as part of the group for consistent analysis and to account for the shared history 
and long time since early-1990s independence as part of the CIS.

2 For approximate estimates and detailed discussion, see Shatalin et al. (1990) and 
Gaidar (2007).

3 According to the data reported by the US Department of Energy (2008) and in Schiller 
(2008).

4 Hernandez-Cata (1997) offers an empirical test of price stabilization (restricted mone-
tary policy and prudence implied by Polak’s model), trade liberalization, and growth 

enterprises. This observation is closely connected with the revolutionary bias of the 
1990s reforms mentioned here.

5 The origins of the term “shock therapy” are in the post-war reconstruction of West 
Germany, when over a short period of time the government was able to create the 
necessary preconditions for economic take-off. An excellent background of events is 
available via interviews with primary key-players at PBS (2003).

6 On the revolutionary bias of the transition reforms and immediate institutional 
vacuum, see Gaidar (2007).

7 Various observers commented on this issue. In particular, the disconnect is explic-
itly articulated in Minasyan (1989) as applied to the Soviet economy and in Foley 
(1986 and 2006) as applied to Marx’s political economy and its “predictions” in 
general.

8 For an excellent discussion of misinterpretation and lack of accurate comprehension 
of Marxian political economy and Marx’s method, see Minasyan (1989).

9 In fact, Hernandez-Cata (1997) discusses the perils of rapid liberalization and drastic 
output losses in the short-run. However, one must be reminded of Keynes’s preoccu-
pation with getting the short-run policies right, as such have strong impact on conse-
quent economic activity (Keynes 1936).

CIS economy experienced a massive loss of productive population, reincarnating the 
term “brain drain” with an utmost severity.

11 Transition economies have participated or continue to participate in various poverty 
reduction programs through the World Bank and the International Monetary Fund 
projects, as well as in cooperation with other multilateral development institutions. 

Kazakhstan to approximately 60 per cent in Azerbaijan and 75 per cent in Tajikistan, 
according to WDI in 2008.
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12 For an excellent overview of inequality issues in the transition economies, see 

Milanovic (1998).
13 The other two of “Musgrave’s trilogy,” as mentioned by Tanzi (2006), being stabili-

14 For example, see Gevorkyan et al. (2008) for an alternative estimate of Armenia’s 
unemployment under ILO standards. This approach suggests an average of 31.4 per 

with still rudimentary labor market regulatory means is only a small portion of the total 
unemployed. See discussion in Chapter 5 on additional labor market considerations.

15 For example, see recent state of the union addresses by President V.V. Putin on 
Russia’s development until 2020 (Putin in 2008: www.kremlin.ru) and similarly 
President N. Nazarbaev on Kazakhstan (Nazarbaev in 2007: www.ntu.kz). For more on 
“National Projects” in Russia, see a series of publications by Rossijskaya Gazeta (www.
rg.ru). For The Moscow School of Management SKOLKOVO, see www.skolkovo.ru.

16 Chapter 4 reviews some of these considerations in further detail.

1 To clarify, the negative net export position was the starting point in the free-market 
transition process for the CIS economies. Prior to that much trade occurred within the 
closed socialist market, with national income accounting at a greater, USSR, scale.

2 This, however, did not fully alleviate persistent social problems in the smaller CIS 
economies, like unemployment, poverty, and inequality. Some of these issues are 
addressed in Chapter 3.

3 For an example of a recent empirical study on a group of advanced economies, see 

-

are peculiar to the advanced economies development.

(2000). For alternative empirical treatment of the FH puzzle in the OECD case, see 
Coakley et al. (1996).

internally procured investment funding. Also, see Chapter 8 on a more detailed discus-
sion of CIS exposure to international capital markets and implications of that for the 

6 Questions of sovereign debt are reviewed in greater detail in Chapters 3 and 4.

resources that may be applied elsewhere in the national economy (e.g. infrastructure 
improvements, as in Russia).

8 Standard national income decomposition can be found in any macroeconomics text-
book, e.g. Blanchard (2006).

Goni et al. (2008).
2 Throughout the analysis, this study reviews an increasing tendency of state participa-

tion in the economy, in particular in non-waged goods sectors in the face of an absent 
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capitalist economy.

-
-

b) aside from lack of reliable data on the subject, it is premature to use any other 

economies.

5 An apparent complication to conducting such a test is the obvious non-conventionality 
of the transition economies’ structure and operations compared with the more stable 
industrialized world, where such tests may be more valid.

6 Certainly much public–private cooperation is stigmatized through the oligarch alli-

economy. However, if the South Korean chaebols are praised as the effective policy 
tools in national development (e.g. Amsden, 2001), how would the job-creating state 
corporations and large industrial conglomerates differ from that in, for example, 

question, but all indicators suggest that state-capitalism may have its positive 
moments, as well, in terms of growth and development. The problem is more 
precarious in the smaller—net importer—economies of course, and without reliable 
historical trend data, it is not possible to analyze these at this time.

7 Bohn (1998) acknowledges his results to be somewhat contradictory to mainstream 

8 In fact, this policy has characterized Russia’s economy of late 2007 through now, 
with active government involvement to avert regressive market trends and to sustain a 
certain level of state funding. The use of the reserve funds has proven necessary in 
light of recent declines in the price of oil—the major export revenue generating 
commodity—and the spread of the global crisis. More closely related aspects are 
discussed in Chapter 7 of this book.

large scale with the launch of the MMM fund in 1992. The company offered immedi-
-

rowing from those investing in the fund at a later date. Eventually, the scheme 
collapsed with its founder arrested in Russia after creating another similar pyramid, 
this time web-based (see Kovalev, 2003 for additional overview).

-
teristic feature of statistical analysis and policy focus of the early research on post-
socialist transition. In fact, the missing data has played a role in shaping the main 
research themes in this context. This chapter has been prefaced with the statement that 
most of that research has been primarily focused on growth and open economy para-
meters of transition, rather than more intricate policy measures. Appearance of new 

following the data.
11 It may be argued that one should also account for the revenue side as the government 

-
tions. While that is true, the reality of the current stage of transition is that the econo-
mies of the CIS have managed to establish strict rules and tax codes, which allow 

taxes, shifting the burden of competitive management of a corporation to the private 
sector.
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12 As a reminder, all values, except the output growth y and reforms proxy P, are taken 

as shares of GDP.

Diaspora

1 See detailed analysis of exports revenue by country in Chapter 1.

1 See discussion in Chapter 4 and Table 4.1 of the Appendix for the migration data by 
country.

2 It should be stressed that reliable migration data for the twelve former Soviet republics 

institution databases (such as the UN and World Bank), and own surveys.
3 It is sometimes convenient to differentiate between types of migration by reference to 

the number of years the migrant has spent outside the country. Here, we assume per-
manent migration to be a non-returning exit of migrants from a CIS country, except for 
occasional short-term visits to the homeland in rare cases. According to the studies of 
migration mentioned in this analysis, permanent migration is more likely to have a 
stronger effect on the host than on the home country.

4 For example, of Armenia, see Gevorkyan et al. (2008).
5 Depending on the perspective, temporary migration can be a type of permanent migra-

tion. This happens in cases when migrants leave their home countries to never come 
back but travel from one host country to another during their working career. In this 
case, the migrant is considered to have moved permanently outside the home country, 
but is still regarded temporary in relation to adopted host countries. In addition, a col-
lective term of “returning migration” is sometimes used to combine pure temporary 
migrants and those who had moved from their home country intending to stay abroad 
but later decided to return. For the purposes of this study, temporary labor migration 
refers to a situation of a migrant worker exiting the home country temporarily and 

6 Also see Gevorkyan (2008) and Gevorkyan and Gevorkyan (2010).

Gevorkyan et al. (2006) and Gevorkyan et al. (2008).
8 The CBR estimates are based on transfers made via a range of money transfer systems 

the open economies of the CIS

1 In September 1949, when the UK devalued the pound sterling by over 30.5 per cent, 

percentage breakdown, see Flanders (1963).
2 Incidentally, the paper offers good background information on the popularization of 

the J-curve topic in the American scholarly and media debate.
3 Whereas “unit values” are the goods’ delivery prices in US$, which assume existence 

of lags and difference in foreign currency denominations, i.e. not the same as “con-
tract prices” (Carter and Pick, 1989: 719).

4 Certainly, this holds true at least partially. An alternative examination of the nature of 
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the shock might prompt a different conclusion. In certain cases (and this is the call for 
a country case study), a shock to government consumption might in fact stimulate 
investment, if that consumption takes the form of investment in infrastructure. For 
more on growth models and public spending, see Greiner et al. (2005).

5 IMF has produced considerable research on the issue of exchange rate, domestic 
prices, and balance of payments. For additional empirical testing results related to the 
present discussion, see, for example, Belaisch (2003), Gueorguiev (2003), and Lee 
and Chinn (2002), among many others.

6 The countries that required this adjustment were: Azerbaijan, Belarus, Georgia, 
Kazakhstan, Kyrgyz Republic, and Tajikistan. In all of these economies, US$ plays 
the major role in international exchange transactions.

7 This is opposed to efforts detecting a reverse J-curve: currency appreciation and 
improvement in the current account.

estimates, which in more complex models most likely will not return robust results to 
support the main hypothesis.

dynamics

1 For a general review of banking-to-currency crisis tendencies as well as an overall 

Reinhart (1999). In addition, Corsetti et al. (1999) provide a critical review of events 
before and after the East Asian crisis.

2 For an excellent review of East Asia’s development and industrialization efforts, see 
Amsden (2001).

3 Some key features of sovereign borrowing, including the cost of international capital 
for the borrowers and role of macroeconomic indicators, have been discussed earlier in 
Chapter 4.

4 For example, see the recent review of similar circumstances in Russia (Belton and 
Wagstyl, 2009).

5 Working with ratios helps deal with the exchange rate conversion. On the level scale, 
because e
currency-denominated income, for example, would then be expressed as: 

6 The negative exchange rate and negative output solutions are suppressed from these 
and consequent results’ summaries. Note, however, that a possible explanation for 
negative reserves, as Kato et al. (2008) suggest, is that there may be a need for an 
external credit line from the international lenders.

7 As shown in the next chapter, this is exactly the situation in the CIS economies at the 
time of writing.

8 Recall that many large corporate borrowers, especially in the larger CIS economies, are 
semi-private entities with implied state guarantees, hence with a risk of falling on the 

9 For another example of debt-to-income equation derivation, see Asada and Semmler 
(1995).

8 Fiscal policy lessons for the CIS beyond the economic crisis of 
2008–2009

1 The latest estimate is a downward revision from an earlier estimate of 2.2 per cent 
global growth (IMF, 2009).

2 The most prominent case in the developed world is the still-looming danger of the 
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Greek government’s default, pulling countries like Ireland, Portugal, and even Spain 
with it in a chain reaction. After lengthy and obscure negotiations, the EU and IMF 

To add to accumulated troubles, speculation rises around the possibility of numerous 
sovereign defaults in the near future.

3 Data for Ukraine is derived from the analysis by Kornev (2009) and Winsent (2009).
4 The reader is referred to the earlier analysis of debt to GDP ratios by country, e.g. 

Chapter 3.
5 One of the recent manifestations of such inter-reliance is the proposed establishment of 

a US$10 billion mutual assistance fund among Armenia, Belarus, Kazakhstan, Kyr-
gyzstan, Moldova, Russia, Tajikistan, and Ukraine.

6 Azerbaijan is certainly an exception in this group, as its economy has been affected 
mainly by the decreasing price of oil.
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