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The economic crisis, the second economic shock to hit the Eastern Europe and the South Caucasus
region after the collapse of the Soviet Union, has been a warning and a call to action. The region
has many advantages and much potential, but some of this was squandered during the boom years
of the 2000s. The studies contained in this volume demonstrate that the potential is still there and
that the measures that need to be taken to realise that potential are feasible and affordable. Some
of them can have an almost immediate effect, such as easing access to finance for small and
medium-sized enterprises and opening up new markets for the region’s goods. Others are more
medium-term, such as redeveloping product lines in the steel industry or in agriculture. Some of
the most critical reforms, like raising the level of education and improving health care, will require
political and economic investment over the long term.
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None of the recommendations in this book are, however, beyond the bounds of possibility.
Governments and the private sector have an interest in implementing reforms to diversify
the economy and improve the distribution of revenues. Given the enormous potential of the
Eastern European and South Caucasus countries, the region has every reason to be confident
about its future.
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The Development Centre of the Organisation for Economic Co-operation and Development was
established by decision of the OECD Council on 23 October 1962 and comprises 25 member countries
of the OECD: Austria, Belgium, Chile, the Czech Republic, Finland, France, Germany, Greece, Iceland,
Ireland, Israel, Italy, Korea, Luxembourg, Mexico, the Netherlands, Norway, Poland, Portugal, Slovak
Republic, Spain, Sweden, Switzerland, Turkey and the United Kingdom. In addition, the following
non-OECD countries are members of the Development Centre: Brazil (since March 1994); India
(February 2001); Romania (October 2004); Thailand (March 2005); South Africa (May 2006);
Egypt and Viet Nam (March 2008); Colombia (July 2008); Indonesia (February 2009); Costa Rica,
Mauritius, Morocco and Peru (March 2009); the Dominican Republic (November 2009); Senegal
(February 2011); and Argentina and Cape Verde (March 2011). The European Union also takes part
in the Centre’s Governing Board.
The Development Centre, whose membership is open to both OECD and non-OECD countries,
RFFXSLHVDXQLTXHSODFHZLWKLQWKH2(&'DQGLQWKHLQWHUQDWLRQDOFRPPXQLW\0HPEHUV¿QDQFHWKH
Centre and serve on its Governing Board, which sets the biennial work programme and oversees
its implementation.
The Centre links OECD members with developing and emerging economies and fosters debate and
discussion to seek creative policy solutions to emerging global issues and development challenges.
Participants in Centre events are invited in their personal capacity.
$VPDOOFRUHRIVWDIIZRUNVZLWKH[SHUWVDQGLQVWLWXWLRQVIURPWKH2(&'DQGSDUWQHUFRXQWULHVWRIXO¿OWKH
Centre’s work programme. The results are discussed in informal expert and policy dialogue meetings,
and are published in a range of high-quality products for the research and policy communities. The
Centre’s Study Series presents in-depth analyses of major development issues. Policy Briefs and
Policy Insights summarise major conclusions for policy makers; Working Papers deal with the more
technical aspects of the Centre’s work.
For an overview of the Centre’s activities, please see www.oecd.org/dev.
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EURASIA COMPETITIVENESS PROGRAMME
The OECD Eurasia Competitiveness Programme was launched in 2008 to support Eurasian economies
in developing more vibrant and competitive markets – both at the national and region level – in order
to generate sustainable growth. The OECD Eurasia Competitiveness Programme involves the OECD,
governments and the private sector in a comprehensive approach that involves regional dialogue,
SHHUUHYLHZGH¿QLWLRQRIUHIRUPSULRULWLHVDQGDVVLVWDQFHLQLPSOHPHQWDWLRQ2ZQHUVKLSE\WKHUHJLRQ
is reinforced by an organisational structure in which economies from the two regions covered by the
Programme - Central Asia and Eastern Europe and the South Caucasus - chair the Advisory Council
DQGH[SHUWZRUNLQJJURXSV7KHUHJLRQDODSSURDFKDOORZVFRXQWULHVWRGH¿QHSULRULWLHVDQGOHDUQ
from their peers on how to design and implement successful policies and institutions. The OECD also
VXSSRUWVFRXQWULHVLQLPSOHPHQWLQJUHIRUPVWKURXJKEXVLQHVVFOLPDWHDQGVHFWRUVSHFL¿FVWUDWHJLHV
targeted to their priorities.
The Eastern Europe and South Caucasus Competitiveness Initiative, launched in April 2009, is part of
the OECD Eurasia Competitiveness Programme and covers the six countries of Eastern Partnership:
Armenia, Azerbaijan, Belarus, Georgia, the Republic of Moldova and Ukraine. The Initiative aims to
help create a sound business climate for investment, enhance productivity, support entrepreneurship,
develop the private sector, and build knowledge-based economies to render the region more competitive
and attractive to foreign investment.
For more information on the programme, please see www.oecd.org/daf/psd/eurasia.
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FORE
WORD
Foreword

The OECD is celebrating its 50th anniversary this year. Throughout its history, the OECD has assisted
countries in reforming and improving their policies to promote economic growth and development. It
has fostered more open societies and the rule of law and has helped build the institutions necessary
for the good functioning of market-based economies. This experience has been particularly valuable
to countries undergoing political and economic transitions.
This publication, Development in Eastern Europe and the South Caucasus, provides detailed country
reviews of Armenia, Azerbaijan, Georgia, the Republic of Moldova and Ukraine. It explores current
economic performance and the challenges of economic development and competitiveness. Despite
differences in economic structures and policy reforms, all these countries face similar challenges
arising from the transition from a centralised to a market economy in a climate of rapid political and
societal change.
7KHWUDQVLWLRQSURFHVVLQWKH¿YHFRXQWULHVZKLFKZHUHVXEMHFWWRDGHWDLOHGUHYLHZKDVSURYHQWR
EHGLI¿FXOWIRUVHYHUDOUHDVRQVPDQDJLQJWKHSROLWLFDOFKDQJHRYHUFRPLQJH[LVWLQJFRQÀLFWVDQG
RYHUFRPLQJWKHORVVRIFRPSHWLWLYHQHVV,QRUGHUWRPDQDJHWKHWUDQVLWLRQSURFHVVHI¿FLHQWO\WKH
study puts forward four key recommendations:
ŀ

promoting “green energy” and higher quality food as part of product and market differentiation;

ŀ

rehabilitating infrastructure and better connecting national and regional markets;

ŀ

addressing the skill gap and promoting regional mobility;

ŀ

SURPRWLQJ*UHHQ¿HOGLQYHVWPHQWVDQGIDFLOLWDWLQJDFFHVVWR¿QDQFH

We hope that this study provides a useful contribution to the policy debate and delivers practical
guidance for private sector development in Armenia, Azerbaijan, Georgia, the Republic of Moldova
and Ukraine. The OECD stands ready to accompany these countries as they consolidate the important
progress made in the last few years.

Angel Gurría
OECD Secretary-General
May 2011
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Preface

The transition from a centrally planned to a market economy is not an easy process and has required
strong political will and wide ranging economic reforms in the countries of Eastern Europe and the
6RXWK&DXFDVXV ((6& 7KHERRP\HDUVIURPXSWRWKHJOREDO¿QDQFLDOFULVLVPDVNHGWRD
certain extent, inherent weaknesses of the region’s economies in two key areas: social policy issues,
such as health, education and gender equality, and private sector competitiveness. However, the
2009 crisis brought these persistent structural challenges once again to the forefront.
The study Development in Eastern Europe and the South Caucasus is the result of close co-operation
between governments and private sector actors of the region, the OECD Development Centre and the
2(&''LUHFWRUDWHIRU)LQDQFLDODQG(QWHUSULVH$IIDLUV%DVHGRQHYLGHQFHIURP¿YHFRXQWU\UHYLHZV
involving Armenia, Azerbaijan, Georgia, the Republic of Moldova and Ukraine, this study puts forward
a number of recommendations to assist policy makers in formulating action plans for unleashing the
development and competitiveness potential of the EESC region.
There is now an acute recognition of the need for governments to adopt coherent policies to meet
a twin challenge: improving social services and supporting private sector development. Reforms
in these two areas should go hand in hand. To sustain new industrial dynamism in the region, for
instance, it is critically important to raise educational standards and adapt the priorities of educational
establishments to the needs of the job market. This will require both central and local governments
to address the skills gap that hampers economic progress and job creation in the EESC countries.
7KH UHFRPPHQGDWLRQV SUHVHQWHG KHUH UHÀHFW WKH YLHZV H[SUHVVHG E\ HFRQRPLF DFWRUV WKURXJK
workshops and surveys conducted over the past year. We hope this study will make a useful contribution
to the region’s current endeavours for policy reform.

Carolyn Ervin
Director, Directorate for Financial
and Enterprise Affairs

Mario Pezzini
Director, OECD Development Centre

May 2011
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EXECUTIVE
SUMMARY

Executive Summary and Policy Conclusions

Development in Eastern Europe and the South Caucasus provides detailed country reviews of Armenia,
Azerbaijan, Georgia, the Republic of Moldova and Ukraine. It explores current economic performance
and the challenges of economic development and competitiveness. Despite differences in economic
structures and policy reforms, all these countries face similar challenges arising from the transition
from a centralised to a market economy in a climate of political uncertainty and societal change. For
WKLVUHDVRQWKLVERRNFRQVLGHUVWKH¿YHFRXQWULHVRIWKH((6&DVDUHJLRQZKHUHWKHWUDQVLWLRQLV
“incomplete” in terms of the development of market economy conditions and institutions and where
the competitive potential has yet to be realised.

Eastern Europe and the South Caucasus: A region with strong
competitiveness potential
7KH¿YHFRXQWULHVVWXGLHGLQWKLVUHSRUWUHIHUUHGWRDV(DVWHUQ(XURSHDQGWKH6RXWK&DXFDVXV ((6& 
are part of the Organisation of the Black Sea Economic Cooperation (BSEC). The BSEC comprises 12
countries of the Black Sea area including Armenia, Azerbaijan, Georgia, the Republic of Moldova and
Ukraine (EESC countries), as well as Albania, Bulgaria, Greece, Romania, Russia, Serbia and Turkey
(or non-EESC countries). In this study, the BSEC will be also referred to as the “Black Sea” region.
The EESC countries account for 65.5 million people, nearly a third of the Black Sea population, when
H[FOXGLQJ5XVVLD8NUDLQHLVWKHELJJHVWRIWKH¿YHFRXQWULHVDQGDFFRXQWVIRURYHURIWKHLUWRWDO
GDP. The EESC region is strategically located between Europe, the Middle East, the Black Sea and
Central Asia with considerable access to these markets. The region is rich with natural resources,
such as iron ore, copper, coal, steel, oil and natural gas, and land (Ukraine being among the world’s
top three grain exporters). In all the countries except for Armenia and Azerbaijan, services are
EHFRPLQJPRUHLPSRUWDQWDVWKHPDLQVHFWRURIWKHHFRQRP\DFFRXQWLQJRQDYHUDJHIRURI
total EESC GDP in 2010. Though involving the largest part of population, agriculture has a declining
WUHQGDVDSHUFHQWDJHRI*'3ZLWKDVKDUHRIDURXQGLQ
The EESC countries are well placed to link their vast resources to future growth in the global markets.
With appropriate policies, this region can contribute to meeting the increasing global demand for food
DQGHQHUJ\%\IHHGLQJDQDGGLWLRQDOELOOLRQSHRSOHJOREDOO\ZLOOUHTXLUHDLQFUHDVHLQ
IRRGSURGXFWLRQZLWKPRUHHI¿FLHQWUHVRXUFHXVH1 The region can therefore become a major food
VXSSOLHUEHQH¿WLQJIURPDPLOGFOLPDWHDQGIURPEODFNVRLO8NUDLQHDFFRXQWVIRURQHTXDUWHURI
the world’s black soils. Water is also an important asset in the region as Georgia and Armenia are
GHYHORSLQJK\GURSRZHUSODQWVZLWKDYLHZWRVHOIVXI¿FLHQF\DQGH[SRUWV UHQHZDEOHHQHUJLHV DQG
as irrigation systems are at the heart of the development of agriculture. However, for the potential
of the region to be realised, reforms are necessary in a number of areas.

'LI¿FXOWWUDQVLWLRQDQGLPSDFWRIWKH¿QDQFLDOFULVLV
$IWHU WKH FROODSVH RI WKH 6RYLHW 8QLRQ WKH ((6& FRXQWULHV HQWHUHG D GLI¿FXOW WUDQVLWLRQ SHULRG
experiencing negative double-digit growth rates. From 2000 up to the global crisis, the EESC countries
enjoyed some of the fastest growth in the world, alongside increasing GDP per capita, mainly driven
by rapid export growth (due to high international demand and prices for commodities such as
VWHHODQGRLO KLJKFDSLWDOLQÀRZV±ERWKIURPUHPLWWDQFHVDQGIRUHLJQGLUHFWLQYHVWPHQWVVWURQJ
GRPHVWLFFRQVXPSWLRQDQGH[SDQVLRQDU\¿VFDOSROLFLHV+RZHYHUWKHVHGHYHORSPHQWVWXUQHGWREH
unsustainable and paved the way for the sharp fall of 2009.
DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011
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EXECUTIVE SUMMARY

As the Black Sea and Central Asia Outlook: Promoting Work and Well-being (BSECAO), published
in 2008, showed, these countries still suffer from transition problems such as large informal sector,
brain drain due to emigration, high reliance on remittances and increasing health issues. The 2009
crisis was therefore accentuated by these structural problems.

Figure 0.1. GDP growth in the Black Sea countries (1990-2012)
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Source: authors’ calculation based on the IMF’s World Economic Outlook, October 2010.

The 2008/9 global crisis hit the EESC countries hard (except Azerbaijan) resulting in the worst economic
performance of all developing regions. Armenia and Ukraine registered the sharpest declines in the
%ODFN6HDUHJLRQ DQGUHVSHFWLYHO\ ,QDQWLFULVLVPHDVXUHVFRXSOHGZLWKWKH
IMF and the World Bank’s programmes, helped them to achieve modest recoveries.
The crisis highlighted the same vulnerabilities and challenges in the EESC economies as those stated
in BSECAO. These are the social dimensions of economic performance and private sector development,
which will be discussed below.

Social development and private sector growth pose major challenges
across the region
“Quality of life” issues, such as improving national health conditions, reducing the need to emigrate
and improving households’ purchasing power, need to be given serious attention. Analysis of the region
through the prism of the Millennium Development Goals (MDGs) reveals persistent poverty levels,
poor health services, inadequate education and static or retreating levels of gender equality. Indeed,
unemployment is strikingly high and wages remain very low, close to national subsistence level.
Health conditions have been worsening since 2000, with increasing maternal and child mortality, and
fast spreading HIV/AIDS – mostly in the Republic of Moldova and Ukraine where the rate is already
KLJKDQGWRDOHVVHUH[WHQWLQWKH6RXWK&DXFDVXV'HVSLWHRI¿FLDOKLJKOLWHUDF\UDWHVWKHTXDOLW\RI
education has been worsening since the end of the Soviet Union owing to lack of investment. Gender
inequality remains an issue in terms of both wages and working conditions, despite appropriate legal
framework conditions.
7KHSULYDWHVHFWRUUHSUHVHQWVWKHODUJHVWSDUWRIWKHHFRQRP\ EHWZHHQDQGRIFRQWULEXWLRQ
WR*'3DQGRYHURIFRQWULEXWLRQWRHPSOR\PHQW DQGKDVEHHQFKDUDFWHULVHGE\ODUJHSULYDWLVDWLRQ
waves since the end of the Soviet Union. The private sector is, however, unequally developed in these
FRXQWULHVZLWKFRQFHQWUDWLRQLQPDLQFLWLHVDWWKHH[SHQVHRIUXUDODUHDV2YHURIUHJLVWHUHG
companies are small and medium-sized enterprises (SMEs) with their share in total GDP varying
IURP 8NUDLQH WRQHDUO\ $UPHQLD DQGDFFRXQWLQJIRUWKHODUJHVWSDUWRIHPSOR\PHQW
'XHWRWKHODUJHLQIRUPDOVHFWRUWKHVH¿JXUHVXQGHUHVWLPDWHWKHUHDOVL]HDQGFRQWULEXWLRQRI60(V
and individual entrepreneurs to employment and GDP. Better framework conditions for private sector
GHYHORSPHQWDQGVXVWDLQHGHFRQRPLFJURZWKDUHUHTXLUHGWKURXJKHQKDQFHGDFFHVVWR¿QDQFHD
stronger human capital base and a second round of investment policy and promotion reform to
increase competitiveness across the EESC region.
DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011
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Main recommendations: a need to create an enabling environment for
increased competitiveness
While the recommendations put forward by BSECAO (2008) are still valid, much more needs to be
done to unleash the development and competitiveness potential of the EESC region. Four key areas
KDYHEHHQLGHQWL¿HGDQGDUHDGGUHVVHGLQWKLVSXEOLFDWLRQ
ŀ

First, promoting “green energy” and higher quality food as part of product and market
differentiation.

After the collapse of the Soviet Union, the EESC countries continued to produce products according
to their Soviet era specialisation (e.g. grain from Ukraine, wines from Georgia and the Republic of
Moldova, etc.), rather than diversifying production and seeking new consumer markets. Exports in
these countries are still relying on low value-added goods and services and on a small number of
trading partners, namely the Commonwealth of Independent States (CIS), which makes the EESC
countries highly dependent on both international commodity prices and the political and economic
situations of their neighbours, with Russia remaining the region’s dominant trading partner.
Energy is a key issue in the EESC region, as oil resources are declining in Azerbaijan and no other
((6&FRXQWU\EHQH¿WVIURPHQRXJKRLORUJDVUHVRXUFHVZKLFKPDNHVWKHPKLJKO\GHSHQGHQWRQ
the Russian Federation. Ukraine, Georgia and Armenia could, however, drive “green energy” in the
region. Indeed, there is potential to transform the region into a strategic energy hub. Ukraine could
exploit its biofuel potential for an estimated output of up to 100 000 tonnes as the country is largely
HQGRZHGZLWKERWKEODFNVRLOVDQGVFLHQWL¿FNQRZOHGJH*HRUJLDLVDOUHDG\H[SORLWLQJLWVPDQ\ULYHUV
WKURXJKK\GURSRZHUSODQWVDQGKDVVXFFHHGHGLQEHFRPLQJVHOIVXI¿FLHQWLQHOHFWULFLW\ZLWKDVWURQJ
export potential. Investments should be sustained in this area to create a regional network of energy
distribution which is currently lacking and would enable Georgia to export to its neighbour countries.
Armenia could also develop its hydropower energy. Agri-business could also drive agriculture in the
EESC countries and provide jobs in rural areas where most of the population lives. It could sustain
a large share of domestic food production, previously imported, such as canned food in Armenia,
the Republic of Moldova and Ukraine.
ŀ

Second, rehabilitating infrastructure and better connecting national and regional markets.

Throughout the EESC countries, power, transport and telecommunication infrastructures are either
lacking or in poor condition. Efforts should be made to upgrade and develop pipelines in Ukraine
and Azerbaijan, electrical grids in Georgia and Armenia and roads in the Republic of Moldova. The
more balanced development of port facilities could also be needed to increase trade in the Black Sea.
,QWHUQHWDFFHVVVKRXOGEHZLGHQHGDQGLWVVSHHGLPSURYHG$WDFRXQWU\OHYHOD¿UVWSULRULW\VKRXOG
be to connect rural areas to big cities. Infrastructure includes not only basic economic facilities but
also improved access to clean and drinkable water, directly connected to houses, and widespread
HI¿FLHQWLUULJDWLRQV\VWHPV%HWWHUFRQQHFWLQJWKHLQWHUQDOPDUNHWFRXOGWKHUHIRUHGHYHORSRIIIDUP
jobs and boost growth in rural areas. The private sector has a key role to play in rehabilitating
infrastructure as its participation can demonstrate the longer-term viability of infrastructure projects.
Intra-regional trade should also be enhanced between the EESC countries. The gains from increased
UHJLRQDOWUDGHFRXOGEHFRQVLGHUDEOHHVSHFLDOO\IRU60(VWKDWFRXOGEHQH¿WIURPHFRQRPLHVRIVFDOH
and hence lower unit costs by supplying to a larger market. Increased competition with countries
of similar export structure (e.g. metals in Armenia, Georgia and Ukraine) can drive modernisation
RI WKHLU UHVSHFWLYH HFRQRPLHV &RXQWULHV ZLWK GLIIHUHQW H[SRUW VWUXFWXUH FRXOG EHQH¿W IURP WUDGH
complementarity. Trade enhancement measures should be adopted, such as lower trade barriers,
VLPSOL¿HGIRUPDOLWLHVDQGSURFHGXUHVKDUPRQLVHGODZVDQGUHJXODWLRQVDQGHQKDQFHGLQIUDVWUXFWXUHV
– which could be enabled by cross-border projects (such as the South Caucasus Pipeline and the
Baku-Tbilisi-Ceyhan Pipeline, from Azerbaijan to Turkey through Georgia).
ŀ

Third, addressing the skill gap and promoting regional mobility.

Reforming and developing health and education services is an imperative, as this is the highway to
DQHI¿FLHQWDQGKHDOWK\ODERXUIRUFHLQFUHDVHGFRPSHWLWLYHQHVVDQGUHGXFHGSRYHUW\'HVSLWHDQHDU
full literacy rate in the EESC countries, the quality of education has been worsening since the end
of the Soviet Union. Lack of investment in education, mostly in rural areas has led to the shortage
RITXDOL¿HGVWDII GXHWRORZZDJHV ODFNRIHTXLSPHQWDQGLQFUHDVLQJVNLOOJDSV*RYHUQPHQWVRI
the region need to explore ways of keeping skilled workers, especially in the education system.
DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

17

EXECUTIVE SUMMARY

18

They need to develop a full workforce strategy programme, currently non-existent in all of the EESC
countries, to link job market requirements to educational programmes. Training in these programmes
should therefore be strengthened to match labour market needs. Moreover, strategies should be
implemented to retain teachers, who are underpaid, in the education system and therefore raise the
quality of education. There is a need for further co-operation between the public and private sectors
to take measures improving licensing, staff incentives, re-training, support for re-equipment, and
FRQFHVVLRQDU\¿QDQFLQJIRUWKHFRQVWUXFWLRQRIQHZIDFLOLWLHV
Moreover, intra-regional labour mobility should be supported and common migration policies should
be sought after as a higher degree of mobility enables the transfer of ideas, technology and best
practices. This could help reduce brain drain from the region.
ŀ

)RXUWKSURPRWLQJ*UHHQ¿HOGLQYHVWPHQWVDQGIDFLOLWDWLQJDFFHVVWR¿QDQFH

Foreign direct investments (FDI) have so far resulted from privatisations and mergers and acquisitions.
'HVSLWHDOLEHUDOLQYHVWPHQWSROLF\IUDPHZRUNWKH((6&FRXQWULHVKDYH\HWWRSURPRWH*UHHQ¿HOG
projects. Knowledge-intensive and high value-added sectors are lacking in all of the EESC countries.
:LWKWKHHQGRIWKHELJSULYDWLVDWLRQZDYHVDQGDVDUHVXOWRIWKHJOREDO¿QDQFLDOFULVLV)',ÀRZV
are forecast to gradually decrease. To attract quality FDI, investment policy frameworks must be
improved by reducing corruption and burdensome regulatory procedures, and by bringing different
laws and regulations in line. The objective would be to channel FDI to technology-driven enterprises,
VXFKDVLQWKH¿HOGRIJUHHQHQHUJ\WRSURYLGHWKHQHFHVVDU\FDSLWDOLQSXWFUHDWHMREVDQGHQVXUH
the development of new skills.
$QRWKHUSULRULW\IRU((6&FRXQWULHVZRXOGEHWRLPSURYHDFFHVVWR¿QDQFHIRU60(VPRVWO\VWDUWXSV
whose growth prospects are often held back by high interest rates and collateral requirements.
:LWKWKHJOREDOFULVLVFUHGLWWLJKWHQLQJIXUWKHUOLPLWV60(V¶DFFHVVWR¿QDQFH&KDQQHOOLQJWKHODUJH
remittances received by the EESC – net emigration countries – into the banking sector, through more
DWWUDFWLYHLQWHUHVWUDWHVFRXOGEHRQHPHDQVRI¿QDQFLQJ60(VWRPDNHSURGXFWLYHLQYHVWPHQWV
&RRSHUDWLYHVDUHDQRWKHUDQVZHUWRWKHODFNRI¿QDQFLQJDVWKH\IDFLOLWDWHEDQNORDQVE\JXDUDQWHHLQJ
the required collaterals. Creating an appropriate regulatory environment for further development
RIJXDUDQWHHVFKHPHVDQGPLFUR¿QDQFLQJFRXOGEHD¿UVWVWHS2WKHUPHDQVRI¿QDQFLQJVXFKDV
business angels and venture capital, should also be considered as policy instruments to support
private sector development.

Structure of the country chapters
Each country study provides an overview of recent economic developments followed by an analysis of
key economic sectors such as agriculture, industry and services. This is complemented by an analysis
RIPDLQPDFURHFRQRPLFSROLFLHVWKDWJRYHUQPHQWVKDYHLQWURGXFHGFRYHULQJ¿VFDOSROLF\PRQHWDU\
policy and the external sector. Achievements in the social sphere are benchmarked against the United
Nations Millennium Development Goals (MDGs). Each country study ends with an analysis of policies
DIIHFWLQJSULYDWHVHFWRUGHYHORSPHQWVXFKDVKXPDQFDSLWDOGHYHORSPHQWDFFHVVWR¿QDQFHDQG
investment policy and promotion. Targeted policy recommendations have been developed to support
competitiveness and private sector development. The methodology applied in this section is based
on the OECD Policies for Competitiveness Framework (PfC)2 which is a self-assessment tool used by
both public authorities and private sector representatives.

NOTES
1.

Food and Agriculture Organization (FAO).

2.

The Policies for Competitiveness Assessment Framework is a tool developed by the OECD Eurasia
Competitiveness Programme, based on the OECD Policy Framework for Investment, which aims
to assess, monitor and analyse the business environment in the countries of the Eurasia region.
Through a series of surveys, the government, private sector representatives as well as civil
society are requested to express their views and experience related to three key policy levers
DIIHFWLQJDFRXQWU\¶VEXVLQHVVHQYLURQPHQWKXPDQFDSLWDOGHYHORSPHQWDFFHVVWR¿QDQFHDQG
investment policy and promotion.
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CHAPTER
ONE
ARMENIA: COUNTRY REVIEW

SUMMARY
Armenia recorded an average economic growth of 13% in 2002-07. In 2008, gross domestic product
(GDP) had doubled to USD 10.3 billion compared to its level in 2002 in real terms. Investments in
the construction sector, powered by migrant worker remittances and to a lesser extent by foreign
direct investment (FDI), provided the basis for economic growth. This boom was accompanied by a
three-fold increase in imports between 2005 and 2008 while low-value exports increased at a much
VORZHUUDWHOHDGLQJWRDKXJHWUDGHGH¿FLWIXHOOHGE\UHPLWWDQFHVDQG2I¿FLDO'HYHORSPHQW$VVLVWDQFH
2'$ 7KHHFRQRPLFVHFWRUVODFNGLYHUVL¿FDWLRQDFRPSHWLWLYHHQYLURQPHQWPDQ\VHFWRUVLQWKH
industry are still highly monopolised - and modernisation.
The 2008 global crisis hit the real sector of the economy in Armenia, with an economic decline of
14.4% when measured in Armenian drams (AMD). Macroeconomic stability maintained by Armenia
IRU WKH SDVW GHFDGH DOORZHG WKH JRYHUQPHQW WR PRELOLVH VLJQL¿FDQW H[WHUQDO UHVRXUFHV WR ODXQFK
counter-cyclical initiatives. However, the crisis further underscored the importance of improving the
tax and customs administration and the business environment.
Major achievements prior to the crisis included declines in the number of people living below the
poverty line and in child and maternal mortality. A number of major social problems still need to
be addressed such as unemployment, environment, health and education, and regional inequality.
7KHUHSRUWLGHQWL¿HVPDLQFKDOOHQJHVDQGSURYLGHVUHFRPPHQGDWLRQVRQPHDVXUHVWREHVWUHQJWKHQHG
in order to overcome the negative impact of the global economic crisis and achieve sustainable
economic growth:
ŀ

GHFUHDVHUHOLDQFHRQUHPLWWDQFHVDQGLQFUHDVHHFRQRPLFGLYHUVL¿FDWLRQ

ŀ

shift production and exports to higher value-added products and services (e.g. information
WHFKQRORJ\ 

ŀ

UHLQIRUFHWKHLQVXI¿FLHQWO\GHYHORSHGVPDOODQGPHGLXPVL]HGHQWHUSULVH 60( VHFWRUWKURXJK
)',60(OLQNDJHVSURJUDPPHV

ŀ

UHIRUPWKHLQHI¿FLHQWSXEOLF¿QDQFHDQGWD[PDQDJHPHQWV\VWHPV
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INTRODUCTION
7KH$UPHQLDQHFRQRP\FROODSVHGLQGXHWRWKHIDOORIWKH6RYLHW8QLRQ7KHFHDVH¿UHRI
ZLWK$]HUEDLMDQOLEHUDOLVDWLRQDQGUHIRUPVWKHQHQDEOHGWKHHFRQRP\WRJURZVWHDGLO\XQWLO)URP
2002 to 2007 it even recorded yearly double-digit growth. The consequent growth of per capita GDP
resulted in the World Bank reclassifying Armenia from a low-income to lower middle-income country
and poverty declined from 50% in 1999 to 23% in 2008. The economic priority of the government
shifted from poverty reduction to sustainable development.
However, the country still remains comparatively poor with uneven distribution of income and wealth.
Anti-competitive practices thrive in key sectors of the economy.
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Major problems to be addressed are: reforming the tax system, the brain drain, unemployment, the
KXJHWUDGHGH¿FLWDQGUHIRUPLQJWKHKHDOWKDQGHGXFDWLRQV\VWHPV7KHFRXQWU\¶VSURGXFWLYHSRWHQWLDO
remains largely unused as the employment-to-population ratio has been around 35% since the early
1990s. There are also considerable shortcomings related to the quality of education on all levels.
Armenia is in a region where the HIV/AIDS epidemic is growing fast and tuberculosis has increased.
In parallel, migration remains high with more than 800 000 people (out of 3.8 million in 1991) having
OHIW$UPHQLDLQWKHVLQVHDUFKRIEHWWHUHFRQRPLFRSSRUWXQLWLHV)LQDOO\ZRPHQ¶VSDUWLFLSDWLRQ
LQVRFLDODQGHFRQRPLFOLIHLVXQHTXDODQGPXFKVWLOOQHHGVWREHGRQHFRQFHUQLQJZRPHQ¶VULJKWV
)RU\HDUV$UPHQLDPDLQWDLQHGDODUJHWUDGHGH¿FLWWKDWZDV¿QDQFHGSUHGRPLQDQWO\E\UHPLWWDQFHV
and ODA. Since 2000, exports (mainly metals, diamonds and alcohol) have been 3-4 times lower
than imports and more than 60% less in terms of types of commodities. More than half of exports
go to the European Union (EU) and the rest to the Russian Federation and other Commonwealth of
Independent States (CIS) countries.
The crisis reached Armenia by the end of 2008. In contrast to the two-digit economic growth of
previous years, the growth rate decreased to 7% in 2008. The trend lasted throughout 2009, when
GDP declined by 14.4%. According to the Economy and Values Research Centre survey, 70% of
the population and 90% of entrepreneurs felt the effect of the crisis. The deformed structure of the
economy was the primary reason for such a consequence as previous economic growth was based
on unsustainable ground, with construction being fed by remittances and transfers from abroad.
2'$KDVEHHQVHFXUHGIRU$UPHQLDIRUWKHFRPLQJ\HDUVEXWVLJQL¿FDQWULVNVUHPDLQLIWKHUHVRXUFHV
DUH LQYHVWHG LQ LQFRPSHWHQWO\ SODQQHG SXEOLF DQG SULYDWH SURMHFWV DQG LI WKH SXEOLF ¿QDQFH DQG
WD[ PDQDJHPHQW V\VWHP UHPDLQ RQ WKH FXUUHQW LQHI¿FLHQW OHYHO :LWK WKH HFRQRPLF SULRULW\ RI
the government shifting from poverty reduction to sustainable development, the development of
$UPHQLD¶VHFRQRP\PXVWQRWGHSHQGRQFRQVWUXFWLRQHYHQVRRQO\*'3JURZWKLVSURMHFWHGIRU
2010 and 4.6% for 2011.

RECENT ECONOMIC DEVELOPMENTS
,QWKHHFRQRPLFJURZWKUDWHLQ$UPHQLDVORZHGGRZQVLJQL¿FDQWO\,QLWZDVDQG
projections for 2008 were between 8% and 10% prior to the crisis (EBRD, GoA). The global crises
UHDFKHG$UPHQLDLQWKHWKLUGDQGIRXUWKTXDUWHUVRIRYHUDOOWKHHFRQRP\UHFRUGHGRQO\
growth. In 2008 growth projections for 2009 were at around 8%, but the economy plummeted 14.6%.
The economic decline for the EESC countries1ZDV H[FOXGLQJ$]HUEDLMDQ $UPHQLDLVWKHRQO\
country of the group for which annual growth ranks as low as that of Ukraine for 2009 (-15%).
By the end of 2009 and early 2010, prospects brightened, the International Monetary Fund (IMF)
and the Government of Armenia (GoA) suggested 1.2% growth for 2010, but after the economy
UHJLVWHUHGLQWKH¿UVWTXDUWHUWKHSURMHFWLRQVZHUHFRUUHFWHGWR
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Figure 1.1. Real growth rate in Armenia
(annual percentage change)
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$FFRUGLQJWRRI¿FLDOVWDWLVWLFVUHPLWWDQFHVFRQWULEXWHWRDURXQGRIWRWDO*'3,QUHDOLW\KRZHYHU
WKLV¿JXUHFRXOGHDVLO\ULVHWRKDOIRI*'3ZKHQFRQVLGHULQJWKDWRQHWKLUGRIWRWDOUHPLWWDQFHVDUH
EHLQJVHQWWKURXJKLQIRUPDOFKDQQHOV :RUOG%DQN VRORZHUUHPLWWDQFHLQÀRZVZRXOGH[SODLQSDUW
of the GDP drop linked to the crisis.
,QÀDWLRQZDVORZLQDWFRPSDUHGWRLQDVDUHVXOWRIGHFOLQLQJLQFRPHVDQG
demand. With the signs of recovery in early 2010, the consumer price index started to grow steadily,
reaching 8% (in comparison with the same period of 2009) in April 2010.

Figure 1.2.,QÀDWLRQDYHUDJHFRQVXPHUSULFHV
(annual percentage change)
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7KHFRQWLQXRXVJURZWKXSXQWLOUHVXOWHGLQ*'3WKDWZDVDOPRVWWZLFHWKHVL]HLWZDVLQ
(as well as in 1990) in real terms. National savings reached 31% of GDP in 2008 (IMF and NSS). Net
new investments, measured by Gross Fixed Capital Formation (GFCF), doubled from 21% of GDP
in 2002 to 40% in 2008, used predominantly to investment in buildings. GFCF decreased to 33%
in 2009, to AMD 1 014.4 million – from AMD 1 418.8 million in 2008 and AMD 1 163.2 million in
±DQGZDVVXVWDLQHGE\WKHFRXQWHUF\FOLFDOLQLWLDWLYHVRIWKH*R$¿QDQFHGE\H[WHUQDOORDQV

DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

1. ARMENIA: COUNTRY REVIEW

$QDO\VLVE\DFFRXQW
&RQVXPSWLRQ
Between 1999 and 2008 household incomes and expenditures grew 2.4 and 2.3 times respectively
LQ QRPLQDO $0' LQÀDWLRQ LQ WKH FRUUHVSRQGLQJ \HDUV ZDV  DQG  ,QFRPHV UHJLVWHUHG D
KLJKHUVKDUHRIVDODULHVDQGVRFLDOWUDQVIHUVZKLOHWKHVKDUHRIXQLGHQWL¿HGRWKHUHDUQLQJVLQFOXGLQJ
remittances and sales of previously accumulated assets (gold, real estate, other) sharply decreased.
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(FRQRPLF JURZWK DQG GHYHORSPHQW RI WKH PRUWJDJH PDUNHW LQFUHDVHG DFFHVV WR ¿QDQFH IRU WKH
population. However, Armenian banks lend conservatively and the consumer and mortgage credits
still have a wide margin for development. In 2006 mortgage credits totalled AMD 25.4 billion
(USD 61 million), or around 10% of credit investments. This is quite a low number, compared to
mortgage credits in developed countries that make up more than a half of total credits.

7DEOH0RQWKO\LQFRPHHYROXWLRQEHWZHHQDQG
1999

7RWDOH[SHQGLWXUH
Average monthly total income per capita (AMD)

11 217.0

2008

2009

26 866.0

28 038.0

Share of wages and salaries (% of total)

42.0

62.8

60.1

Share of social transfers

10.0

18.1

20.0

Share of sales earnings

16.0

6.8

6.1

Share of other earnings

32.0

12.3

13.8
Source: NSS.

7DEOH0RQWKO\H[SHQGLWXUHHYROXWLRQEHWZHHQDQG
1999

7RWDOH[SHQGLWXUH
Average monthly total expenditure per capita (AMD)
Share of food and tobacco (% of total expenses)

2008

2009

12 443.0

28 878.0

27 667.0

70.7

56.2

55.7

Share of non-food goods (%)

14.6

16.4

15.5

Share of services (%)

14.7

27.4

28.8
Source: NSS.

The expenditure structure changed towards a lower share of food and a higher share of non-food and
especially services. While the economy grew at high rates, imports increased from USD 0.7 billion
to 4.7 billion (IMF and MinFin), fuelling domestic demand. Following the crisis, consumption levels
dropped along with economic growth and imports (by 14.4% and USD 1.1 billion respectively).
As of March 2010, roughly a year and a half after the crisis, a study by the World Food Programme
revealed that almost half of households eat less of certain expensive food items, such as meat. In
rural areas, the main food items consumed are potatoes, bread, pasta, dairy products (for those
with animals) and beans. However, the diet of remittance receivers, workers in the mining sector and
well-paid workers in Yerevan has not changed compared to the pre-crisis period, as their incomes
mostly remained on the same level.

*RYHUQPHQWH[SHQGLWXUHVDQGUHYHQXHV
Government revenues increased 4.3 times from 2000 to 2008. In 2009 revenues decreased by 10%
from AMD 731 billion to AMD 655 billion, 20% and 21% of the GDP respectively. Total expenditures
grew by 3.5 times from 2000 to 2008. In 2009 they increased by 12.6% from AMD 793 billion to
AMD 893 billion, totalling 22% and 28% of GDP respectively (IMF).
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7DEOH(YROXWLRQRIJRYHUQPHQWGHEWUHYHQXHDQGH[SHQGLWXUH
(AMD billion)

Total revenue and grants
Total revenue
Tax revenues

2000

2008

2009

172.2

730.8

654.6

2010(e)
738.4

163.6

715.6

634.4

676.3

143.7

597.9

505.9

546.7

66.8

296.3

239.2

258.4

Profits, simplified and presumptive

20.4

113.3

104.9

103.6

Personal income tax

13.4

53.7

60.2

65.1

8.7

37.3

25.1

32.1

34.4

97.3

76.5

87.5
105.2

VAT

Customs duties
Other
Social contributions
Other revenue
Grants
Total expenditure
Expenses
Wages

8.8

104.1

102.9

11.1

13.6

25.6

24.4

8.5

15.1

20.2

62.1

222.9

793.4

893.1

925.4

168.6

652.0

712.0

753.5

19.5

73.0

83.5

87.2

-

4.1

4.6

4.8

7.3

38.4

18.4

17.6

Pensions
Subsidies
Interest

13.9

10.4

16.2

37.1

Social allowances and pensions

36.5

206.2

239.9

242.4

Of which: social insurance

-

153.5

176.0

178.0

91.4

133.1

150.7

153.4

Grants

-

52.9

62.0

66.8

Other expenditure

-

133.9

136.6

144.4

Transactions in non-financial assets

38.7

141.5

181.1

171.9

Acquisition of non-financial assets

31.8

162.6

191.8

172.0
22.0

Goods and services

Of which: projects related to the Russian loan

-

-

26.5

6.9

21.1

10.6

0

Overall balance (above-the-line)

-

-62.7

-238.5

-187.0

Statistical discrepancy

-

21.0

-9.2

0

Overall balance (below-the-line)

-

-41.7

-247.7

-187.0

50.8

41.7

247.7

187.0

28.3

23.7

-108.5

39.2

-

-9.6

-40.0

49.8

-

-33.0

-54.4

11.1

-

0

-76.6

37.1

-

23.4

14.4

38.7

28.3

33.4

-68.5

-10.6

Disposals of non-financial assets

Financing
Domestic financing
Banking system
CBA
Of which : deposits related to the Russian loan
Commercial Banks
Non banks
Privatisation proceeds

21.5

31.6

-

-

T-Bills

1.8

3.5

8.7

3.0

Promissory note/other

5.0

-1.2

-3.2

-2.0

-

-0.5

-74.0

-11.6

-

-

-78.8

-13.1

22.5

17.9

356.2

147.8

48.8

395.6

191.1

Net lending
Of which : financed with the Russian loan
External financing
Gross inflow (with IMF support)
Of which: Russian project loan

-

-

-

-

Amortisation due

-

-4.9

-6.3

-10.2

Net lending

-

-26

-33.1

-33.1

Sources: Ministry of Economy AED 2009, IMF.
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Consumption in 2009 was backed by heavy borrowings from international sources. The external
debt-to-GDP ratio reached 34% in 2009 in contrast to 13.2% in 2008. The ratio was projected by the
IMF to reach 43% by the end of 2010 but had already reached 52% by November 2010 according to
the National Statistical Service of Armenia (NSS). However, this debt accumulation has been in line
ZLWK*R$¶VDQWLFULVLVSROLF\ZKLFKDPRQJRWKHUPHDVXUHVFRYHUVVHYHUDOODUJHLQIUDVWUXFWXUHUHODWHG
projects (water supply, roads and nuclear power station).
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The total external debt stock reached USD 3.23 billion in November 2010, up from USD 2.97 billion
in 2009 and USD 1.58 billion in 2008, i.e. external debt increased by USD 0.26 billion between 2009
and November 2010 compared to an increase of USD 1.39 billion between 2009 and 2008, as a
consequence of the crisis. Since the crisis, the IMF has already disbursed USD 458 million (under
the Stand-By Arrangement [SBA], of the total access to USD 810 million) and the World Bank
USD 60 million under the First Development Policy Operation (DPO-1). The Asian Development Bank
(ADB) allocated USD 80 million for budget support (USD 36 million for the Water Supply and Sanitation
Sector Project and USD 47.9 million for the Rural Roads Sector Project) and USD 60 million as the
¿UVWWUDQFKHRI1RUWK6RXWKFRUULGRUFRQVWUXFWLRQLQ WRWDORI86'PLOOLRQLQ\HDUV 7KH
5XVVLDQ)HGHUDWLRQSURYLGHG86'PLOOLRQWR¿QDQFHLQIUDVWUXFWXUHH[SHQGLWXUHVDQGRQOHQGLQJ
for large and small to medium enterprise (SME) support and development.

7DEOH6FKHGXOHRIUHSD\PHQWVWRWKH,0)

(SDR million, currently calculated at 1 SDR = USD 1.52)
2012

2013

Principal

2010
14.13

14.44

101.00

162.04

72.38

Interest

3.24

4.32

4.09

2.28

0.52

17.47

18.76

105.09

164.31

72.90

Total

2011

2014

Source: Republic of Armenia: Third Review Under the Stand-By Arrangement, IMF, April 2010.

)RUHLJQGHEWDFFXPXODWLRQSXVKHG*R$WRVWDUW¿VFDOFRQVROLGDWLRQ7KHLUFRPPLWPHQWWRQDUURZLQJ
WKHEXGJHWGH¿FLWDQGWKHUHFRYHU\RIWKHHFRQRP\VLQFHHDUO\VLJQDOWKDWWKHGHEWLVVXVWDLQDEOH
and that the repayment schedule is possible. Indeed, Armenian and international economic recovery,
UHWXUQLQJÀRZVRIUHPLWWDQFHVDQGWKHJURZWKRIPHWDOH[SRUWVDUHVRPHRIWKHPDQ\YDULDEOHVWR
support this conclusion. However, the most important issue is the political will of the authorities to
LQWURGXFHUHDOFKDQJHVLQWRWKHHFRQRPLFV\VWHPPDNLQJLWIDLUFRPSHWLWLYHDQGGLYHUVL¿HG
According to the debt-management strategy provided by GoA to the IMF, GoA will reduce the
EXGJHWGH¿FLWWRRI*'3LQLPSURYHWD[DGPLQLVWUDWLRQDORQJZLWKWKHWD[WR*'3UDWLR
and keep spending at budgeted amounts, cutting non-priority expenditures if needed. With strong
tax-administration reform GoA projects tax revenues to increase by 1.7% of GDP during 2010-13.
*R$KDVDOVRDQQRXQFHGDUHGXFWLRQLQWKHOHQGLQJSURJUDPPH¿QDQFHGE\WKH86'PLOOLRQ
Russian loans.
The major factor that could negatively affect the state budget and debt repayments is the exchange
rate, which, in case of depreciation, would create heavier pressure on the budget. However, AMD
depreciation may not be much of a concern since, with the economic recovery in Russia, remittance
ÀRZVKDYHDOVREHHQUHFRYHULQJ0RUHRYHUNHHSLQJWKH$0'DWDVWDEOHUDWHLVLQWKHLQWHUHVWRIWKH
UXOLQJHOLWHVVLQFHPRVWRIWKHPDUHLQYROYHGLQLPSRUWEXVLQHVVHVWKHSUR¿WDELOLW\RIZKLFKGLUHFWO\
depends on the exchange rate.
7KHUHDOULVNLVWKDWWKHGHEWPD\EHUROOHGRYHUVLQFHWKH,0)¿QDQFLQJKDVDVKRUWPDWXULW\ZLWK
UHSXUFKDVHREOLJDWLRQVGXULQJ$ORQJZLWKUHPLWWDQFHÀRZVDQGHFRQRPLFUHFRYHU\OHYHULQJ
WKLVULVNZLOOGHSHQGRQ*R$¶VEXGJHWGLVFLSOLQHDQGWD[DGPLQLVWUDWLRQUHIRUPVWRLQFUHDVHWD[FROOHFWLRQ
E\EULQJLQJODUJHEXVLQHVVHVLQWRWKHOHJDO¿HOG
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7DEOH'HEWVHUYLFHUDWLR

Nominal external debt (USD million)

2007

2008

2009

2010

2011

2012

2013

1 449

1 577

2 967

3 553

3 727

3 593

3 225

Nominal external debt stock (% GDP)

15.7

13.2

34.0

43.0

44.9

41.8

35.6

External debt-to-exports ratio (%)

81.6

92.2

223.5

235.5

220.6

194.1

159.0

External debt service (% exports)

2.9

3.2

5.4

6.3

6.2

13.4

21.6

Source: Republic of Armenia: Third Review Under the Stand-By Arrangement, IMF, April 2010.

,QYHVWPHQWV
Investments in the construction sector powered by remittances and to some extent by FDI provided
the basis for growth, leading private transfers to Armenia to be correlated with real estate prices.
FDI increased from USD 104 million in 2000 to USD 935 million in 2008, while remittances, according
WRRI¿FLDO¿JXUHVJUHZIURP86'PLOOLRQLQWR86'ELOOLRQLQ 86'ELOOLRQLQ
2009). According to the World Bank Migration and Remittances Factbook 2011UHPLWWDQFHVLQÀRZV
declined to USD 0.7 billion in 2009 and should amount to USD 0.8 billion in 2010 (World Bank, 2011).
The bulk of FDI has turned since the mid-2000s to transport (airport, railway) and telecommunications,
metals and mining, banking and construction sectors while in the 1990s and early 2000s it was
directed towards privatised public utilities (water, gas, electricity).
The crisis proved that Armenian economic growth was based on unsustainable grounds. Since 2000 its
major driver has been construction fuelled by remittances and international and diaspora donor-backed
SURJUDPPHVDORQJZLWKUHVRXUFHGRPLQDWHGH[SRUWV PHWDOV 7KHVHSLOODUVFROODSVHGZLWKWKH¿UVW
signs of recession in global markets. The most vulnerable to recession was the construction sector,
ZKLFKGHFUHDVHGE\PRUHWKDQDKDOILQWKH¿UVWDQGVHFRQGTXDUWHUVRIWKHIDOORIPHWDOV
exports was almost the same in that period, and private transfers decreased by 30%.
Only investments in consumer industries, such as retail and food processing, proved to be viable in
the long run. These sectors recorded some positive trends, even in the crisis year.

7UDGH
Armenia has limited land and capital resources and has been relying heavily on imports. Imports
have traditionally been around two to three times higher than exports, which has had negative
qualitative and quantitative effects on GDP growth. The trade balance has been deteriorating even
LQSHULRGVRIKLJKHFRQRPLFJURZWKVLQFHWKHWUDGHGH¿FLWKDVEHHQWKHFRXQWHUSDUWWRLQFUHDVHG
LQÀRZVRI)',2'$DQGUHPLWWDQFHV
7KHWUDGHGH¿FLWLQFUHDVHGIURP86'PLOOLRQLQWR86'ELOOLRQLQGHFUHDVLQJWR
USD 2.1 billion in 2009. The exports to imports ratio was stable between 2002 and 2005 at 0.55,
EHIRUHGHFOLQLQJLQDQGUHDFKLQJLQUHÀHFWLQJDKLJKHULQFUHDVHLQLPSRUWVFRPSDUHG
WRWKDWRIH[SRUWV7KHFXUUHQWDFFRXQWGH¿FLWZDVRI*'3LQLQLQ
2008 and 13.8% in 2009 (IMF).
$UPHQLD¶VSULPDU\H[SRUWVDUHORZYDOXHDGGHGPHWDOV RUHFRQFHQWUDWHHWF KLJKYDOXHDGGHG
PHWDOVKRZHYHULQWKHIRUPRIPDFKLQHU\DQGHTXLSPHQWDUHDVLJQL¿FDQWVKDUHRILPSRUWV7KH
IRFXVVKRXOGEHRQLQFUHDVLQJH[SRUWV¶YDOXHDGGHGE\FKDQQHOOLQJWKHDSSURSULDWHLQYHVWPHQWWRZDUGV
SURFHVVLQJ$UPHQLD¶VSULPDU\SURGXFWV e.g. UH¿QHGRUH 
The main goods imports have been minerals, metal products and machinery (together 39% of the
total in 2008 and 45% in 2009), including petroleum, natural gas, equipment and mechanisms, as
well as ready-made food and transport (together 21% of the total in 2008 and 15% in 2009).
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The main goods exports have been minerals and base metals (together 49% of the total in 2008
and 52% in 2009), including copper, iron and aluminium, as well as ready-made food and precious
stones and metals products (together 32% of the total in 2008 and 29% in 2009), which, in essence,
represent alcoholic beverages and processed diamonds.

7DEOH0DMRULWHPVLQVHUYLFHVWUDGHLQ
(USD million)

7UDQVSRUW

26

Balance

-273.75

&RPPXQLFDWLRQ
VHUYLFHV

,QVXUDQFH
VHUYLFHV

&RPSXWHU
DQGLQIRUPDWLRQVHUYLFHV

34.75

-40.95

38.4

Credit/Exports

108.66

51.7

10.54

43.23

Debit/Imports

-382.41

-16.95

-51.5

-4.83

Source: NSS Yearbook 2009, BoP, Current Account.

,QIRUPDOHFRQRP\2
According to the World Bank, the informal economy in Armenia accounts for about 35-40% of the
*'3FRQWUDU\WRWKHRSSRVLWLRQSDUWLHV¶FODLPRIDQGLQWKHUHWDLOWUDGHDQGVHUYLFHVVHFWRU
WKHVKDUHPD\EHDVKLJKDV6FKQHLGHU¶VHVWLPDWH¿[HVWKLVVKDUHDWDURXQGRI
GDP, but this may have risen due to the crisis (Schneider, 2010). Indeed, in 2010, up to half of the
HFRQRP\FRXOGEHLQIRUPDODQG³GRXEOHGLSSLQJ´FRXOGSXVKWKLV¿JXUHXSWRRI*'3
The IMF in Armenia maintains that the level of tax collection in comparison with the actual volumes
of the economy is extremely low. The IMF has constantly kept in focus the issue of effective tax
administration, but even with its assistance the GoA has not had satisfactory results. The levels of
WD[UHYHQXHUDQJHGEHWZHHQDQGRI*'3EHWZHHQDQG7KH,0)DQDO\VLV¿QGV
WKHUHLVDJDSRIEHWZHHQZKDWVKRXOGEHFROOHFWHGDQGWKHDFWXDO¿JXUHVZKLFKLVDUHVXOWRI
weak institutions and a large shadow economy (IMF, 2007).3
Two main negative consequences of the informal economy should be mentioned for Armenia: the
UHGXFWLRQRIEXGJHWUHYHQXHVDQGWKHGLVWRUWLRQRIWKHFRPSHWLWLYHQHVV¿HOG2QWKHSRVLWLYHVLGHLV
the mitigation of unemployment.
There has been no improvement in the informal economy share in Armenia since the 1990s, and
none of the subsequent governments registered really positive results. Governments initially sought
to apply tax models of the developed Western countries in Armenia without taking into account the
resource capacity of the state.4 Distinctive features of these tax models are their complexity and high
rates. Such models can work only in the environment of effective public institutions and regulation
mechanisms, as well as adequate material and technical capacities of tax authorities.
7KHOHYHORIWKHLQIRUPDOHFRQRP\LQ$UPHQLDLVDQDWXUDOUHDFWLRQWRWKHLQVXI¿FLHQWTXDOLW\RISXEOLF
administration. The reduced quality and quantity of public services - among others law enforcement,
judiciary, infrastructure, health and education - compared to the high level of taxation lead the tax
EXUGHQLQ$UPHQLDWREHSURKLELWLYH,QGHHGWKHFRVWVDQGEHQH¿WVRIEHLQJRQWKHLQIRUPDOVLGH
outweigh those of operating in the formal sector. Attempts at administrative control are doomed to
failure in the absence of healthy public administration strategies and with inadequate tax policies and
DOHJLVODWLRQWKDWSURYRNHVFRUUXSWLRQZKLFKLQWXUQIDYRXUVWKHLQIRUPDOHFRQRP\¶VGHYHORSPHQW
and reduces state revenues available for public services.
2YHUDOOWKHWKUHHPDMRUFRQGLWLRQVWR¿JKWLQIRUPDOHFRQRP\DQGFRUUXSWLRQDUHi) the political
ZLOORIWKHOHDGHUVKLSii)HI¿FLHQWWD[UHJXODWLRQVDQGiii) an effective judicial system. The most
prevalent of these is the political will of relevant authorities to improve public services and stop this
YLFLRXVFLUFOHDJRRGH[DPSOHLVWKHSRVLWLYHHFRQRPLFFKDQJHVLQ*HRUJLDXQGHUWKHDGPLQLVWUDWLRQ
of President Saakashvili.
,WVKRXOGEHSRVVLEOHWRUHGXFHWKHLQIRUPDOHFRQRP\E\¿JKWLQJFRUUXSWLRQVLPSOLI\LQJWD[ODZV
and bringing tax policies in line with the resource capabilities of the state. The quality of services
SURYLGHGE\WKHVWDWHVKRXOGEHLPSURYHGDQGVRXQG¿VFDOSROLFLHVFRQGXFWHGVRDVQRWWRKLQGHU
but to promote private sector development.
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ANALYSIS BY ECONOMIC SECTOR
Armenia recorded double-digit economic growth at 13% on average from 2002 to 2007. Almost
all sectors of the economy grew and new ones, such as IT and Telecoms, developed in this period.
However, the growth has been fuelled not by the increase of the productive sectors, but by multibillion
GROODUPLJUDQWZRUNHUV¶UHPLWWDQFHVDQGWKHH[SDQVLRQRIWKHFRQVWUXFWLRQVHFWRU

7DEOH0DLQVHFWRUVRIWKHHFRQRP\
2001

2007

2008

2009

2001/07

69.1

Construction

68.7

66.9

2009

27

Growth rate (%)

6WUXFWXUHLQQRPLQDO*'3(%)
Main Sectors

2008

56.7

12.5

5.6

-

9.7

24.5

26.9

18.2

26.7

7.2

-36.4

Agriculture

25.6

18.3

15.9

17.6

8.0

1.3

-0.1

Industry Total

23.2

15.0

13.1

21.0

-

-

-7.8

0.8

2.3

1.8

2.9

10.1

1.5

7.6

Manufacturing

Mining

15.7

9.4

8.3

13.9

7.1

0.6

-8.8

Electricity, gas
and water supply

6.7

3.3

3.0

4.1

0.1

8.0

-13.3

10.6

10.9

11.0

-

13.6

7.9

-

Trade, repair

Source: National Statistical Service of Armenia, Armenia Economic Report 2009$XWKRUV¶FDOFXODWLRQV6HHDOVRWKH³*'3E\
Sector in 2008” Table in the Annex.

$JULFXOWXUH
*HQHUDORYHUYLHZ
Agriculture is one of the main areas of the Armenian economy and the primary source of income for
the rural population. Agricultural production in Armenia is comprised of one-third of cattle breeding
and two-thirds of crop production. The most cultivated plants in Armenia are wheat, barley, potatoes,
tomatoes and a variety of fruits and vegetables. Up until today the loss-making character of individual
IDUPVLVRQHRIWKHPRVWVHULRXVSUREOHPVLQDJULFXOWXUH/RZSUR¿WDELOLW\RIDJULFXOWXUDOSURGXFWLRQLQ
Armenia is the major factor that deters the development of large-scale commercial farms. Agricultural
output is thus declining. In 2010, up until November, it totalled AMD 596.7 billion (USD 1.5 billion), a
yoy decrease of 14.5%: AMD 385.8 billion in crop production (USD 1.0 billion) and AMD 210.9 billion
in livestock (USD 0.55 billion).
As a result of a rushed land reform in 1991, around 900 collective farms were liquidated and their
DVVHWV ZRUWKELOOLRQVRIGROODUV ZHUHHPEH]]OHGPRVWO\E\IDUPPDQDJHUVDQGORFDODXWKRULWLHV5
7KHQXPEHURIOLYHVWRFN FDWWOHVKHHSDQGSLJV GHFUHDVHGVLJQL¿FDQWO\FDWWOHE\VKHHSE\
68% and pigs by 75% (between 1985 and 1995). Cultivated land area also decreased by one-third.

7DEOH1XPEHURIOLYHVWRFNLQ$UPHQLDEHIRUHDIWHULQGHSHQGHQFH
(head-count in thousands)

Cattle

<HDUV
Total

3LJV

Small
UXPLQDQWV

Poultry

of which cows

1985

874.6

326.0

322.1

1 969

12.13

1990

566.5

251.1

224.4

1 023

3.40

1995

503.7

276.0

82.3

636

2.90

Source:7KH)RRGDQG$JULFXOWXUH2UJDQL]DWLRQRIWKH8QLWHG1DWLRQV )$2 
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Access to land, providing the opportunity to produce food for household consumption (subsistence
agriculture), improved the living conditions of many rural inhabitants at the time of the economic
collapse of the early 1990s. However, by 2000, agricultural labour productivity had declined dramatically,
by four times according to some estimates. In the same year, Armenia produced only around 40%
of the agricultural output of 1986.6
The agricultural sector of Armenia improved in the years of high economic growth, increasing on
average by 8% between 2001 and 2007, starting from a very low starting base. Farms started to
rebuild herds, develop market gardening and revamp vineyards. Large-scale poultry farms were
set up. The positive trend came as a result of spontaneous development rather than a targeted
agricultural policy.

28

7DEOH0DLQFURSSURGXFWLRQEHWZHHQDQG
(thousand tonnes)

Vegetables
Potatoes
Grain (weight after processing)
Fruit and berries
Grapes
Watermelons and melons

2000
375.7
290.3
224.8
128.5
115.8
52.8

2009
819.8
593.6
374.9
332.2
208.6
216.6
Source: NSS.

Agricultural activities occupy about 44% of all land. The basic crops are melons and watermelons,
potatoes, wheat, grapes, fruits, essential oil plants, tobacco and sugar beet. The livestock sector
specialises in dairy-meat cattle breeding and sheep breeding in the mountains.

7DEOH0DLQOLYHVWRFNSURGXFWLRQEHWZHHQDQG
(thousand tonnes)

Meat (slaughter weight)

2000
50.5

2009
70.7

Of which:
beef and veal
pork
mutton and goat meat
poultry meat
Milk
Eggs (million units)
Wool (physical weight)

30.1
9.6
5.5
5.3
452.1
385.4
1 310

49.6
7.2
8.9
5.0
653.0
630.1
1 307
Source: NSS.

In value (at current AMD prices), the sector remained almost at the same level in 2009 compared to
2008, but the volume decreased by around 5.5%. Wheat and potato production decreased, contrary
WRIUXLWSURGXFWLRQVSHFL¿FDOO\JUDSHVDQGZDWHUPHORQVFDWWOHEUHHGLQJDQG¿VKEUHHGLQJZKLFK
increased.7 7KH YROXPH RI SURGXFWLRQ UHPDLQV LQVXI¿FLHQW 6WDUWLQJ LQ  WKHUH KDV EHHQ DQ
unprecedented increase in the price of fruit, vegetables and meat (from 40% to more than 100%),
both wholesale and retail. For example, there has been a striking increase in the price of mutton
as a result of the unprecedented volume of sheep exports (110 000 sheep compared to 13 000 in
2008) to neighbouring Iran.8 Mutton prices in December 2009 had already doubled year on year
(yoy) (from USD 4 per kilogram to USD 8).
Grape cultivation for alcohol production (mainly wine and brandy) has traditionally been an important
sector for Armenian agriculture. The collapse of the economy in the early 1990s resulted in the
loss of export markets and the liquidation of vineyards. Grape cultivation started to recover in the
HDUO\V+RZHYHUUHVWRULQJYLQH\DUGVLVDGLI¿FXOWWDVNWKDWUHTXLUHVVHULRXVLQYHVWPHQWV6WDWH
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VXSSRUWLVYHU\OLPLWHGWKHSULFHRIZDWHULVKLJKDQGWKHZKROHVDOHSULFHRIWKH¿QDOSURGXFWLVORZ
(around 25 cents per kg).
If wine and cognac producers were able to increase export volumes, as a result of growing demand
in Russia and increased output of existing (Pernod Ricard, Yerevan Brandy, Proshyan) and new
(Armenian) producers (foreign and local capital), especially as the harvest was high in 2010, the
sector could be well on its way to a form of recovery.
Prior to the crisis, from 2004 to 2008 the gross agricultural output grew by 25%. However, during
this same time, the ratio of imports to exports of food products increased from 2.5 to 1 to 3.1 to 1
(note, in 1998 the ratio was 13.3 to 1).
$UPHQLDLVIDUIURPVHOIVXI¿FLHQWLQYHJHWDEOHRLOVXJDUDQGSRXOWU\DVZHOODVLQZKHDWDQGSRUN
This situation is quite natural taking into account the fact that Armenia is a small, mountainous
country with a limited area of arable land, accounting for only 21% of total land area (or 450 400
hectares). However, there is a potential to increase the stock of poultry and pork, returning to the
high levels of production of Soviet times.

5HIRUPV
The institutional framework for the agriculture sector in Armenia was put in place with the adoption
of the “Peasant and Peasant Collective Farms Law” and the “Land Law” in February 1991, followed
by legislation for land privatisation. 70% of arable land was divided between individual farmers,
while the remainder was leased to farmers as reserved state land. Most of these leases run from
one to three years, the majority comprised of hay meadows and pastures. This state reserve land
was to be sold to private farmers in larger amounts later on. After this wave of privatisation, around
300 000 farms were created, a number that has remained stable. Only 3% of farms belong to
commercial organisations, the rest being owned by households. A survey carried out in early 1998
IRXQGWKDWDURXQGRIIDUPVDUHEHWZHHQWRKHFWDUHVZLWKDPHGLDQIDUPVL]HRI
hectares (NSS, FAO).
In 2004-05 there was a major institutional transformation in terms of property rights of land, when
state-owned land was transferred to local authorities. The communities acquired the right to sell,
lease or manage the land.
6LQFH PHPEHUVKLS RI WKH :RUOG 7UDGH 2UJDQL]DWLRQ :72  LQ  $UPHQLD KDV EHHQ WU\LQJ WR
improve the regulatory framework, institutional base, sanitary and phytosanitary control, consumer
protection (food safety) and other areas within the requirements of the WTO.
Currently Armenia is in the process of harmonisation of the sanitary, phytosanitary and veterinary
controls with the CIS countries. An Intergovernmental Council for the agricultural sector has been
set up to co-ordinate activities aimed at integrating the agricultural sectors of the CIS countries.
$UPHQLDKDVDVLJQL¿FDQWSRWHQWLDOIRUSURGXFLQJRUJDQLFSURGXFWVZKLFKFDQEHFRPSHWLWLYHEHFDXVH
of favourable climatic conditions and affordable costs of land and labour. The law “On Organic
Agriculture” was adopted on 8 April 2008 to regulate the production, preservation, processing,
WUDQVSRUWDWLRQDQGVDOHRIDJULFXOWXUDOSURGXFWVDQGWRGH¿QHWKHSULQFLSOHVRIPDQDJHPHQWRIRUJDQLF
DJULFXOWXUHLPSURYHPHQWRIWKHVRLO¶VTXDOLWLHVHQVXULQJPD[LPXPSUHVHUYDWLRQRIELRORJLFDOYDOXH
RIDJULFXOWXUDOIRRGVWXIILQSURFHVVLQJDQGHOLPLQDWLRQRIHQYLURQPHQWDOSROOXWLRQ XVHRIV\QWKHWLF
FKHPLFDOVXEVWDQFHV DQGJHQHWLFDOO\PRGL¿HGFURSV7KHODZDOVRVWLSXODWHVVWDWHVXSSRUWWRRUJDQLF
DJULFXOWXUHE\DVVLVWLQJWRLQWURGXFHLQQRYDWLRQVDQGPRGHUQWHFKQRORJ\RUJDQLVLQJEXVLQHVVIRUXPV
DQGIDLUVWKXVVWUHQJWKHQLQJFRRSHUDWLRQEHWZHHQFRXQWULHVDQGIRVWHULQJH[SRUWVDQG¿QDQFLQJ
“target projects”.
Agriculture was made the priority area in 2010. The strategy and the implementation plan for 2010-20
sustainable development in agriculture were discussed in February 2010 (GoA). A noteworthy
LQLWLDWLYHRQWKHVLGHRIWKHJRYHUQPHQWKDVEHHQDSODQWRFUHDWHDIUHHHFRQRPLF]RQHDGMDFHQWWR
Yerevan international airport that will help export agricultural products. The concept envisages full
engagement of the production-processing-marketing link.9 According to estimations the project will
result in a 20% increase in exports (mostly to Russia and to the European Union [EU]) of Armenian
agricultural products within a year after implementation. In 2009, the export value of agricultural
products totalled USD 19 million.
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0.2

7.9

Poultry

Grapes

0

0.1

Pork

Mutton and
goat meat

0.3

Beef

72.2

0.3

Eggs

Milk (except
for butter)

1.9

4.1

3.1

Legume
crops

Sugar

76.5

Vegetable oil

26.1

Fruits
(except
grapes)

483.9

Potatoes

Vegetables

162.2

Wheat

185.8

6.7

7.4

7.5

49.3

661.9

31.7

3.8

0.4

6.2

317.8

1 007.5

648.6

225.7

1.8

41.1

0

16.5

19.5

20.5

0.3

108.4

23.3

4.5

36.7

22.9

4.3

342

,PSRUWV

195.5

48

7.4

24.1

69.1

754.6

32.3

116.3

25.6

13.8

431

1 056.5

1 136.8

729.9

Total
VXSSO\

11.2

47.6

7.3

23.7

67.1

583.2

29.5

108.5

23.3

9.5

294.8

942.1

148.6

442.4

)RRG
FRQVXPSWLRQ

0

0

0

0

0

66.2

0

0

0

0

0

17.2

67.4

57.3

)RRG
XVH

8.8

0.1

0.1

0.2

0.8

3.1

0.8

1.7

0.4

0.6

35

49.3

139.3

11.5

:DVWH

0

0

0

0

0

0

1.5

0

0

0.2

0

0.8

137.2

23.3

6HHG

161.8

0

0

0

0

0

0

0

0

0

0

0

0

0

Other
XVH

10.8

0.2

0

0.1

0.3

98.1

0.3

4.9

1.9

3.5

87.1

29.7

640.7

194.5

&ORVLQJ
VWRFN

195.5

48

7.4

24.1

69.1

754.6

32.3

116.3

25.6

13.8

431

1 056.5

1 136.8

729.9

100

14

100

31.4

72.8

97.6

99.7

3.4

1.7

57.9

93.4

99.5

99.9

39.8

6HOI
Total
VXIILFLHQF\
XWLOLVDWLRQ
ratio

Source: NSS, Food security and poverty, January-March 2010.

2.9

0.1

0

0.1

0.9
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0.2

1.2
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0

14.1

17.4
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3ROLF\LPSOLFDWLRQV
Armenia has been facing a troubling phenomenon: a growing economy with deteriorating trade
EDODQFHVWDJQDWLQJUHDOLQFRPHVRIIDUPHUVXQSUR¿WDEOHDJULFXOWXUDODFWLYLWLHV7KHUHLVDUHDOGDQJHU
of liquidation of small farms in the absence of effective agricultural policies. As the rural sector was
left out of economic growth until 2008, and despite the increase in average monthly nominal wages
in agriculture from AMD 30 000 to AMD 69 000, it is still preferable for farmers to engage in other
economic activities or to look for better opportunities as migrant workers (mostly to Russia), as their
absolute amount of income is very low.
The most important problems for agriculture in Armenia remain: the poor state of the irrigation
network, climate dependency, inability to buy quality seeds, chemicals, diesel fuel, lack of agricultural
equipment, lack of quality roads, low purchasing prices, high costs of veterinary services and lack
of access to technical information and technology.
In Soviet times, Armenia had a specialised collective-based agriculture, which collapsed as a result
of the privatisation process, with deterioration of land, labour, enterprises and technology. Therefore
effective agricultural policy also faces several challenges such as the management of communal
pastures, extreme fragmentation of existing peasant farms, establishing sustainable land management
and drawing up plans to modernise agricultural production.
$Q HIIHFWLYH DJULFXOWXUDO SROLF\ LV VWLOO QHHGHG IRU $UPHQLD WR HQVXUH ERWK VHOIVXI¿FLHQF\ DQG D
positive trade balance in food. Strategies must be developed to focus on consolidation, specialisation
and commercialisation. The share of commercial organisations in agriculture is negligible and was
already on a downward trend prior to the crisis, from 3.8% in 2004 to 2.8% of the total commercial
organisations in 2008. Through consolidation and commercialisation, it would therefore be possible
to increase yield and productivity. Finally, particular attention should be paid to infrastructure-related
issues, such as irrigation, roads and communication, in order to increase both productivity and sales,
and thus revenues.

,QGXVWU\
*HQHUDORYHUYLHZ
7KHPDMRULVVXHVIRULQGXVWU\LQ$UPHQLDDUHGLYHUVL¿FDWLRQODFNRIDFRPSHWLWLYHHQYLURQPHQWDQG
modernisation. Many sectors in the industry remain highly monopolised despite the fact that GoA
approved amendments to the Law “On Protection of Economic Competition” in 2004.10
GoA sees industrial development for the near future to be based on new technologies and advanced
management.11 Producers that use domestic resources to manufacture competitive products should
be supported. The state-owned Armenian Development Agency (established in 1998) is one of the
tools created to provide technical and marketing support to competitive export-oriented enterprises
and to act as a “one-stop shop” for assisting investors. However, the operations of this agency are
widely criticised for ineffectiveness, both in public and in private circles.
In January 2010, GoA approved a concept of industrial development. The principal goal is to increase
the share of industry in GDP. The concept envisages the formation of an advanced and export-oriented
LQGXVWULDOV\VWHP2SHUDWLRQDOKHDGTXDUWHUVZLOOEHVHWXSWRUHYLHZ¿QDQFLQJRIVSHFL¿FSURMHFWV,W
UHPDLQVWREHVHHQLIDQGKRZWKLVFRQFHSWZLOOEHLPSOHPHQWHGEXWFRQVLGHULQJLQGXVWU\¶VFXUUHQW
situation and its resource base there is not much room for optimism.
The main industrial sub-sectors in Armenia are manufacturing, mining and energy. The largest branch
RIPDQXIDFWXULQJLVIRRGSURFHVVLQJ DOPRVWKDOI RWKHUVLQFOXGHFKHPLFDOLQGXVWU\WREDFFRDQG
jewellery. Electric power production and distribution represent 70% of the total energy and water
sector, with 10% of total production being exported to Georgia and Iran.
According to the NSS in January-April 2010, industrial output increased by 13% to exceed the pre-crisis
output level. Such progress is quite impressive, considering that in 2009 industry declined by around
8%. It should be noted, however, that the indicator of industrial growth is limited mostly to the mining
sector. By November 2010, industrial output had reached AMD 734.6 billion (USD 1.9 billion) a yoy
increase of 9.8%. The increase in 2010 was due to the growth of the world metals market, which
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drove the domestic mining sector and thus industry and the GDP and the pick-up is therefore not
GLUHFWO\UHODWHGWR*R$HFRQRPLFSROLFLHVDQGVWUDWHJLHV7KHFULVLVUHYHDOHGWKHODFNRIGLYHUVL¿FDWLRQ
of the sector as industry is predominantly based on molybdenum, copper and cognac.12

Mining
Introduction
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Armenia does not produce energy resources such as coal, oil and natural gas. All energy resources
are imported from Russia and Turkmenistan (14.6% of total imports). However, Armenia possesses
WKHVHFRQGODUJHVWUHVHUYHVRIFRSSHULQWKHZRUOG RIWKHPLQLQJVHFWRU VLJQL¿FDQWUHVHUYHVRI
PRO\EGHQXP  DQGWRDOHVVHUH[WHQW]LQFDQGJROG&RSSHUPRO\EGHQXPDQGJROGDUHH[SRUWHG
to Europe, Russia and China. There are no domestic markets in Armenia such as processing and
manufacturing industries to use copper and molybdenum to produce high value-added products,
which leads the country to produce low value-added raw materials.
Mining has always played an important role as Armenia used to be a major producer of molybdenum
in the Soviet Union (one-third of total consumption) with outputs of 8 000 tonnes per annum. In
WKLVUHVSHFWWKHFRXQWU\LVTXLWHFRPSOHPHQWDU\WRWZRRILWVQHLJKERXUV*HRUJLDDQG$]HUEDLMDQ,I
Georgia is a direct competitor in steel and non-ferrous metals (but in lesser proportion), the country
PDLQO\SRVVHVVHVHQHUJ\DQGIXHOUHVRXUFHVVXFKDVFRDO$]HUEDLMDQRQWKHRWKHUVLGHLVQRWULFK
LQPHWDOV ZLWKOLWWOHDOXPLQLXPOHDGVWHHODQG]LQF EXWLVRQHRIWKHZRUOGOHDGHUVLQSHWUROHXP
and gas.
,QWKHDYHUDJHDQQXDOJURZWKRIWKHPLQLQJVHFWRUZDV 166 $URXQGRI$UPHQLD¶V
exports in 2009 were mining products. The decline in prices for copper and molybdenum in the world
market due to the crisis resulted in a considerable decline of the sector (11%) at the beginning of
2009. Exports also dropped more than two-fold. However, later in the year, it started to recover and
¿QDOO\VKRZHGDJURZWK7KLVWUHQGFRQWLQXHGLQGXHWRDSLFNXSLQWHUQDWLRQDOGHPDQG
There are several issues in the mining sector such as high transportation costs and environmental
GDPDJH6LQFH$UPHQLDLVDODQGORFNHGFRXQWU\WKHUHLVLQVXI¿FLHQWLQIUDVWUXFWXUHWRFDUU\PLQLQJ
products to the markets abroad since there are no railways or quality roads to connect the mining
areas with ports. Companies are thus obliged to transport their product via low quality roads to
Yerevan and then to Georgian ports by rail or by truck.
Mines and smelters have also polluted the nearby rivers, soil, forests and air. Despite a lack of
¿QDQFHDQGUHJXODWLRQVD6SHFLDO(QYLURQPHQW3URWHFWLRQIXQGKDVEHHQHVWDEOLVKHGDQGIRUWKH
SDVW¿YH\HDUVPLQLQJFRPSDQLHVKDYHEHHQSD\LQJFRPSHQVDWLRQ LQWRWDODURXQG$0'PLOOLRQ
or USD 1 million) for damage to the soil. GoA also charged the mining companies AMD 4 billion in
2006 for “nature use”, mostly for the treatment of waste water, storage, treatment and disposal of
solid wastes and soil remediation.13

Current situation of the mining industry
=DQJH]XU&RSSHU0RO\EGHQXP&RPELQHLQWKHVRXWKLVWKHODUJHVWHQWHUSULVHZLWKDQGRI
the total regional deposits of copper and molybdenum respectively. It is operated by Cronimet and
works at optimal capacity. Armenia Copper Programme (ACP) manages the Alaverdi copper mines
and smelter in the north. The present operation of the smelter is at 40% of the total capacity since
the smelting technologies are outdated and most of the copper concentrate is being exported before
getting to the smelter. The Ararat Gold Recovery Company (AGRC) manages two gold mines (Zod and
0HJUDG]RU 7KHDQQXDOJROGSURGXFWLRQUDQJHVIURPWZRWRWKUHHWRQQHV$QH[SDQVLRQSURJUDPPH
started recently (worth USD 100 million) that will introduce new technologies and equipment to the
production process.
The decline in prices for copper and molybdenum in the world market due to the global crisis resulted
in a considerable decline of the sector at the beginning of 2009. In June 2009, in order to support
the sector the GoA decided to provide loans of USD 44 million to copper and molybdenum-producing
companies (taken from a Russian loan of USD 500 million), which they mostly used to avoid layoffs
DQGPDLQWDLQSURGXFWLRQ7KLVPHDVXUHSURYHGWREHMXVWL¿HG/DWHULQWKH\HDUWKHLQGXVWU\VWDUWHG
WRUHFRYHUDQG¿QDOO\VKRZHGDJURZWK
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As a sign of economic recovery, in January-April 2010 output of molybdenum and copper concentrate
in volume (tonnes) increased by 68% compared to the same period in 2009 (copper by 77%,
PRO\EGHQXPE\RQO\ WRQQHVRIFRSSHUFRQFHQWUDWHDQGWRQQHVRIPRO\EGHQXP
concentrate were produced (NSS). In November, total mining output had reached AMD 130.9 billion
(USD 0.34 billion).
Due to the growth of the mining sector, its share in total industrial production (including energy)
SHDNHG WR  LQ  FRPSDUHG WR  LQ  ,W LV H[SHFWHG WKDW ZLWK LQWHQVL¿FDWLRQ RI
production and development of new reserves of copper, molybdenum and gold the industry and the
*'3ZLOOJURZVLJQL¿FDQWO\7KHTXHVWLRQUHPDLQVLIWKLVJURZWKZLOOKDYHDSRVLWLYHHIIHFWDFURVVWKH
HFRQRP\DQGEHQH¿WWKHJHQHUDOSXEOLF
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Taxation and main policies adopted
According to Armenian legislation all mineral deposits belong to the state, the Ministry of Energy
and Nature Resources issuing licenses to explore and exploit the subsoil resources, and the Ministry
of Nature Protection is responsible for environmental controls. The Subsoil Code and the Law on
Concessions of 2003 along with their amendments create legal premises to regulate the mining
industry. According to the amendments to the Concessions Law of 2003 variable royalty (turnover
tax) on mining production has been set. The royalty starts at 1% and reaches 1.8% depending on the
SUR¿WDELOLW\RIWKHHQWHUSULVH7KHPLQLQJOLFHQFHVHQWLWOHWKHKROGHUWRFDUU\RXWPLQLQJRSHUDWLRQV
for periods of up to 12 or up to 25 years.
According to the Code, foreign enterprises are free to obtain exploration and mining licences. Indeed,
there have been considerable investments in the sector from abroad. All mining enterprises were
SULYDWLVHG E\  ,Q  WKH *HUPDQ &URQLPHW DFTXLUHG =DQJH]XU SODQW DQG WKH 8QLWHG
States-based Comsup Commodities bought Agarak plant. It is claimed that these companies have
invested around USD 200 million to modernise production facilities at the plants. In reality most of
this investment went to increase capacity, i.e. on machines to dig and transport the ore, whereas the
plants are still equipped with grinders and other production equipment from Soviet times. US-based
Global Gold Corp recently acquired the Toukhmanuk gold property and processing plant.

Potential
$FFRUGLQJ WR WKH 0LQLVWU\ RI (FRQRP\ $UPHQLD¶V FRSSHU UHVRXUFHV DUH VXI¿FLHQW WR VXSSRUW
mining at current rates for another 300 years. Total copper reserves of Armenia are estimated at
7 200 megatonnes and total molybdenum reserves at 790 000 tonnes (Mining Communications
Ltd., 2005). Gold deposits are rather small, total reserves estimated at 390 tonnes.

7DEOH0LQHUDOSURGXFWLRQE\SODQWLQ
(tonnes)

5HVXOW
(tonnes)

8WLOLVDWLRQUDWH
(%)

9 100 000

8 067 000

88.6

Copper

3 200 000

1 855 000

58.0

Total

1 300 000

264 620

20.4

Copper

1 000 000

181 441

18.1

300 000

83 179

27.7

Mine

0LQHUDOV

Kajaran

Copper

Agarak
Kapan

Polymetallic

&DSDFLW\
tonnes)

Source: Study on Mining Sector Development Master Plan in the Republic of Armenia final report, 2003.14

Barriers to full potential of mining
Infrastructure factors that may hinder mineral resources development in Armenia are transportation,
railways and roads, as well as electric power. Copper and molybdenum concentrates produced at
D SODQW LQ WKH VRXWK RI WKH FRXQWU\ FDQQRW EH WUDQVSRUWHG E\ UDLO YLD WKH $]HUEDLMDQL HQFODYH RI
1DNKLFKHYDQGXHWRWKHXQUHVROYHG.DUDEDNKFRQÀLFWDQGWKHFORVXUHRIERUGHUV

DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

1. ARMENIA: COUNTRY REVIEW

There is a project called the North-South Road Corridor, sponsored by the ADB, under which a highway
will be constructed to run from the Iranian border in the south to the Georgian border in the north.
The preliminary studies and calculations have been made and it remains to be seen how long it will
take to start and complete the actual construction of the highway. Once constructed, it will allow
easier access to the Georgian ports of Poti and Batumi on the Black Sea.
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The cost of electric power in Armenia is another hindering factor for mining. Electric power in Armenian
mining enterprises accounts for about 30% of the total production cost. The country depends on
energy imports, mostly from Russia (gas, and uranium for the nuclear power plant) and to a far
lesser extent from Iran (since the launching of the Iran-Armenia gas pipeline). In theory, Armenia
FRXOGEHQH¿WIURP$]HUEDLMDQLRLOH[SRUWVLIWKH.DUDEDNKFRQÀLFWZDVUHVROYHGDQGIULHQGO\UHODWLRQV
established between the two countries, although this is a somewhat unrealistic scenario under
WKHSUHVHQWVWDWHRIFRQÀLFWUHVROXWLRQ2WKHUSRVVLELOLWLHVLQFOXGHWKHFRQVWUXFWLRQRIKLJKYROWDJH
transmission lines between Georgia and Armenia for imported hydropower electricity and developing
K\GURSRZHUSODQWVLQ$UPHQLDZKHUHWKHUHDUHPDQ\PRXQWDLQULYHUVDVXVHGE\=DQJH]XU&RPELQH
and Alaverdi Smelter. This issue, however, has to be given state attention, since electric power
production is beyond the expertise and capacity of mining companies.
It is important for Armenia to train skilled labour to serve mining and industry in general. There are
VHULRXVGH¿FLHQFLHVZLWKWKHHGXFDWLRQV\VWHPHVSHFLDOO\LQWKHWHFKQLFDOVSKHUHDORQJVLGHDVKRUWDJH
RIVNLOOHGVSHFLDOLVWVZLWKLQWKH0LQLVWU\RI(FRQRP\WRGHYHORSWKHVHFWRU$QRWKHUGH¿FLHQF\DIIHFWLQJ
the mining sector is related to value-added tax (VAT). The mining sector is supposed to receive a full
rebate on VAT (20%) paid to the state. However, refund of VAT is a complex and time-consuming
matter and is processed with extensive delays.

3ROLF\UHFRPPHQGDWLRQV
:LWKVXFKVLJQL¿FDQWPHWDOUHVRXUFHV$UPHQLD¶VPDLQFRQFHUQIRUWKHPLQLQJLQGXVWU\DQGIRULQGXVWU\
in general is to use domestically produced raw materials for domestic manufacturing, to produce, if
QRW¿QDOLVHKLJKHUYDOXHDGGHGSURGXFWVDQGPRYHDZD\IURPWKHH[SRUWRIORZYDOXHDGGHGUDZ
materials. An example of higher value-added products could be in processing aluminium, where
Armenia has a comparative advantage. The country imports the raw material, processes it to various
foils and exports it. Instead of just exporting the copper concentrate, Armenia could produce copper
plates or copper wires, adding some value to the raw material, and export higher value-added
products. Other possibilities exist.

0DQXIDFWXULQJ
7KH PDQXIDFWXULQJ VHFWRU DFFRXQWV IRU  RI LQGXVWU\¶V WRWDO RXWSXW 7KH ODUJHVW EUDQFK RI
manufacturing is food processing (almost half) and tobacco. Other branches include chemical
industry, mechanical engineering and jewellery. In 2009 growth in manufacturing was stalled. It
even decreased by 8.8% by the end of that year. Along with the signs of economic recovery, the
volume of manufactured output increased by 9% in January-April 2010 and reached AMD 484.4 billion
(USD 1.26 billion) in November 2010.
Since the mid-1990s, food processing has been one of the leading sectors, constituting around 40%
in value of manufacturing. Food-processing enterprises mainly specialise in alcoholic beverages,
fruit and meat and meat products, dairy products, vegetable canning, tobacco and cigarettes. The
GRPHVWLFPDUNHWPDLQO\FRQVXPHVWKHGDLU\DQGPHDWSURGXFWVDORQJZLWKDVL]HDEOHSRUWLRQRI
WREDFFRZKHUHDVWKHODUJHUVKDUHRIWKHVHFWRU¶VSURGXFWVDOFRKROLFGULQNVDQGFDQQHGSURGXFHJR
to export, mainly to the CIS (85%), including Russia (75%).
Brandy and wine production is the largest part of the food-processing industry, alongside canned
vegetables and fruit. Large investments have been made in this sector, both foreign and local.
GoA states that food processing is one of its priority sectors. The strengths of this sector lie in the high
TXDOLW\RIORFDODJULFXOWXUDOSURGXFWVLGOHSURGXFWLRQFDSDFLW\DYDLODELOLW\RIDTXDOL¿HGZRUNIRUFHDQG
relatively low labour costs. The sector is considered by experts to have a high development potential
in particular through co-operation with foreign companies, on exports of high value-added products.

DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

1. ARMENIA: COUNTRY REVIEW

The performance of the food-processing sector is very unequal as it relies on the agriculture sector,
which is experiencing a decline in production, and on agricultural imports. From January to October
2010, the production of meat and vodka fell yoy by nearly 12% and butter by nearly 15%, while
natural juices increased by 52.1% and cognac, wine and beer by over 35.4% (mostly due to the
increase in demand in Russia).
Apart from food processing, other manufacturing sectors have relatively small shares in total industrial
production. Among these are the production of diamonds and jewellery, mechanical engineering and
the chemical industry, which were the three main sectors of the economy during the USSR.
Representing only a small portion of manufacturing, diamonds and jewellery have been important for
Armenia, ensuring around one third of total exports (to Belgium and Russia).15 In November 2010,
jewellery output totalled AMD 8.4 billion (USD 21.8 million). With the transition to a market economy
the state lost its monopoly over the production of jewellery and precious stones, which have turned
into fast-growing branches of the economy since the late 1990s. One-third of total investments in
this sector came from abroad (including such companies as Fer-fano Corporation and De Beers). In
2007, this branch registered USD 214 million in sales (about 10 times more than 10 years ago). The
number of enterprises reached 50, while the number of jobs reached 5 000. In 2008, even before
the global crisis, this branch started to decline. Experts ascribed this to an overvalued dram. Indeed,
after its depreciation in early 2009 and with the signs of global economic recovery, the production
of diamonds registered a 57% growth in January-April 2010.
The mechanical engineering industry was one of the leading branches of the industrial complex of
the former Soviet Union, which was highly export-oriented. Its share in total industrial production
totalled 15% on average. Due to obsolete technologies and old production lines the sector has been
VKULQNLQJVLQFHLQGHSHQGHQFH+RZHYHUZLWKH[LVWLQJLQIUDVWUXFWXUHLWVWLOOKROGVDVLJQL¿FDQWSRWHQWLDO
To meet current demands, large investments in advanced technologies should be made. Production
lines should be modernised and the labour force retrained. If such a modernisation is carried out
in the companies involved in mechanical engineering, the sector will develop dynamically as a few
examples in the country show, such as “Mshak” CJSC, an electronics and computer company, who
is developing dynamically due to the use of modern technologies and competent market research.
The Armenian chemical industry used to be one of the other leading sectors in Armenia in Soviet
WLPHV*LDQWFKHPLFDOFRPELQHVRSHUDWHGLQ<HUHYDQDQG.LURYDNDQ 9DQDG]RU +RZHYHUDIWHUWKH
FROODSVHRIWKH6RYLHW8QLRQWKHRQVHWRIWKH.DUDEDNKFRQÀLFWDQGWKH*HRUJLDQ5XVVLDQ$ENKDVLD
FRQÀLFW16 with the ensuing blockade of Armenia, the sector collapsed (as raw materials for chemical
production came mostly from Russia).
As stated by GoA the strategic goal for the chemical industry is a competitive and sustainable system
that would satisfy the local and foreign demand, with priority and support given to those few branches
operating in an enabling environment, in order to restore and expand their capacities. One such
example is the privatisation and revival of Nairit plant in Yerevan (Rhinoville Property Limited, UK)
after which the sector started to recover. In 2007 more than 8 000 tonnes of synthetic rubber was
produced, of which half was exported to the EU, 30% to Russia and the rest to the United States
and other countries.
Growth was stalled in 2008 and 2009 due to the crisis, but picked up in 2010. In November 2010,
total output reached AMD 7.9 billion (USD 20.5 million). The production of rubber alone increased
by 66.1% between January and October 2010 and other chemical branches have grown at the same
time, although at a much lower rate, e.g. coatings (paints) by 5.9% and detergents by 2.2%.
However, the main weaknesses of the Armenian chemical industry remain high reliance on imported
UDZPDWHULDOVREVROHWHWHFKQRORJLHVKLJKFRVWRIHOHFWULFLW\DQGJHRJUDSKLFDOGLI¿FXOWLHV

6HUYLFHV
Construction, trade and other services have become the largest sectors of the economy accounting
roughly for two-thirds of the GDP, leaving less than one-third for industry and agriculture. Overall,
WKHVHUYLFHVVHFWRULQ$UPHQLDJUHZIURPRI*'3LQWRLQ 166 $VRIWKH¿UVW
quarter of 2010, services for construction grew by 8.8%, for industry by 12%, trade showed stability
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at 2.3% and other services grew by 6.4% (NSS). In January-November 2010, services (excluding
trade) reached AMD 709.5 billion (USD 1.8 billion), a yoy increase of 6.6%.

&RQVWUXFWLRQ
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The construction sector fuelled the economic boom in 2000-08, growing at an average annual rate
of 20%. More than half of the construction has been residential, with 85% of real estate realised in
the capital city, Yerevan. The other half of the construction sector was realised in energy, agriculture,
and communications structures. Total share of the construction sector in GDP increased from 10%
WRRI*'3UHVSHFWLYHO\IURPWR7KLV¿JXUHLVXQXVXDOO\KLJKFRPSDUHGWRRWKHU
countries, but is similar to the levels in Ukraine and other Black Sea countries, and has led to a strong
bias in the economy. The sector employed 60 400 persons in 2008 compared with 46 500 in 2000,
5.4% and 3.6% of the workforce respectively. These numbers are, however, highly underestimated
since most of the construction workers are hired on a seasonal basis and many of them are not
UHJLVWHUHGRI¿FLDOO\
$ VLJQL¿FDQW VKDUH RI UHPLWWDQFHV WR $UPHQLD LV LQYHVWHG LQ FRQVWUXFWLRQ 5HPLWWDQFHUHFHLYLQJ
households tend to buy durable goods and real estate. More importantly, there is evidence suggesting
that more than half of all real estate purchases (including corporate construction) are made by the
Armenian diaspora, mostly from Russia. Thus, the residential construction boom in Armenia has been
largely fuelled by external demand (IMF, 2008 and Policy Forum Armenia, 2008).
Indeed, the largest share of these remittances (72% of total as per the Central Bank of Armenia
>&%$@ FRPHVIURP5XVVLDWKHVHDUHVWURQJO\FRUUHODWHGZLWKWKH5XVVLDQHFRQRP\ SDUWLFXODUO\
its two sectors, trade and construction). This rendered the Armenian economy vulnerable as global
economic growth has been strongly relying on the construction sector growth making the Russian
HFRQRP\DGHWHUPLQDQWYDULDEOHIRUHFRQRPLFJURZWKDQGVWDELOLW\LQ¿QDQFLDOPDUNHWVLQ$UPHQLD
7KHÀRZRI)',LQWKHFRQVWUXFWLRQVHFWRUDPRXQWHGWR86'PLOOLRQLQ86'PLOOLRQ
in 2006 and USD 1.59 million in 2008, with net stock of FDI in construction by the end of 2008
DW86'PLOOLRQ'HFOLQHLQLQYHVWPHQWVDVDUHVXOWRIWKHJOREDO¿QDQFLDOFULVLVKDGVWDUWHG
already from the fourth quarter of 2008, and in 2009 the volumes of construction dropped by 36.4%.
Consequently, its share in the economy fell from 27% in 2008 to 18% in 2009. Total output of the
construction sector fell by 32.2% in 2009, to AMD 579.7 billion (USD 1.5 billion). Despite this sharp
IDOOFRQVWUXFWLRQSLFNHGXSLQWKH¿UVWTXDUWHURIJURZLQJE\FRPSDUHGWRWKHVDPH
period in 2009, although its share in GDP continued to decrease to 8.6%. The construction sector
continued to decline throughout 2010, with total output in January-November 2010 of AMD 497.8 billion
(USD 1.3 billion), an overall yoy decrease of 4.8%.

,QIRUPDWLRQWHFKQRORJ\DQGWHOHFRPPXQLFDWLRQV
7KHUHLVDVWURQJSRWHQWLDOLQGHYHORSLQJDQ,7VHFWRULQ$UPHQLDEDVHGRQDTXDOL¿HGZRUNIRUFHDW
competitive prices, alongside solid government and diaspora support of the industry.
6LQFHWKHHDUO\VWKHUHKDVEHHQVLJQL¿FDQWGHYHORSPHQWRIWKH,7VHFWRULQ$UPHQLD)RUHLJQ
predominantly US, companies (such as Synopsis and Synergy, owned by Armenian Americans)
HVWDEOLVKHGWKHLUVXEVLGLDU\RI¿FHVLQ$UPHQLDZKHUHODERXUFRVWVDQGRWKHUEXVLQHVVH[SHQVHVKDYH
been comparatively low. Major IT items produced by these companies in Armenia are chip design,
web programming and web design. The exports of these IT products, mainly to the United States,
had reached USD 70 million by 2008, and the number of IT specialists reached 5 000. However,
due to the crisis, the sector slowed down and some companies closed their operations in Armenia,
such as Lycos, one of the largest companies with more than 300 employees, specialising in web
programming (search, communication, communities and shopping).
With special attention from the Government, IT started to recover, growing 17% in 2009 (USAID,
GoA). Several IT conferences were held in Yerevan in 2009.
For the Telecom industry, 2009 was marked by the entrance of Orange (with French capital), as the
third mobile communications operator, competing with Beeline and Vivacell-MTS (both with participation
RI5XVVLDQFDSLWDO%HHOLQHLVDOVRWKH¿[HGFRPPXQLFDWLRQVSURYLGHU :LWKLQFUHDVHGFRPSHWLWLRQ
LQWKHVHFWRUSULFHVIHOOE\PRUHWKDQWRWKHEHQH¿WRIJHQHUDOFRQVXPHUV

DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

1. ARMENIA: COUNTRY REVIEW

Mobile communications make up two thirds of the total communications sector, around USD 280 million
in 2009. It is noteworthy that Internet, though only 6% of the communications sector, grew by 3.3
times to USD 28 million in 2009 (NSS). This is due to the rapid development of broadband connections
SURYLGHGE\PRELOH YLD* DQG¿[HGWHOHFRPSURYLGHUVDVZHOODVVHYHUDORWKHUVSHFLDOLVHG,QWHUQHW
providers (Icon, ADC).

7DEOH0DLQWHOHFRPPXQLFDWLRQVGDWD
Telephone lines (per 100 people)

2000

2005

2008

2009(e)*

2010(e)*

17.3

19.4

20.3

20.0

21.0

80.0

83.0

4.0

4.0

-

-

Mobile cellular subscriptions (per 100
people)

0.6

10.4

99.9

Internet users (per 100 people)

1.3

5.2

6.2

33.0

132.0

110.6

Investment in telecoms with private
participation (USD million)
Note: *Research and Markets website.

Source: WB, WDI 2010.

%DQNLQJDQGILQDQFLDOVHFWRU
$UPHQLD¶V¿QDQFLDOV\VWHPLVVPDOOEXWJHQHUDOO\KHDOWK\DQGZDVUHVLVWDQWWRWKHFULVLV,QWKH
¿QDQFLDOVHFWRUDFFRXQWHGIRURI*'3DQGHPSOR\HGDERXWRIWKHWRWDOZRUNIRUFH0RQHWDU\
SROLF\DQGVXSHUYLVLRQRIWKH¿QDQFLDOV\VWHPLVFRQGXFWHGE\WKH&%$7KH&%$JUDQWVOLFHQFHVIRU
WKHRSHUDWLRQRI¿QDQFLDOLQVWLWXWLRQVLQFOXGLQJERWKGRPHVWLFDQGIRUHLJQEDQNVDQGRWKHULQYHVWRUV
7KHJRYHUQPHQWKDVEHHQVXFFHVVIXOLQUHJXODWLQJDQGFRQWUROOLQJWKH¿QDQFLDOVHFWRUZKLFKKDV
contributed to the public trust in the system.

Banking and financial sector overview
7KHEDQNLQJVHFWRULQ$UPHQLDLVVWDEOHDQGVRXQGZLWKKLJKFDSLWDOLVDWLRQSUR¿WDELOLW\DQGOLTXLGLW\
*R$  LQ FRPSOLDQFH ZLWK %DVHO ,, 7KH &HQWUDO %DQN GH¿QHV WKH UXOHV RI EDQN VHFUHF\ DVVHW
FODVVL¿FDWLRQDQGSURYLVLRQVIRUORVVHVFXUUHQF\FRQWURODQGUHJXODWLRQ6LQFHWKHPLGVLWKDV
EHHQXQGHUWDNLQJUHIRUPVWRLPSURYHWKHEDQNLQJV\VWHPWRKHOSERRVWFRQ¿GHQFHLQEDQNVDQGWR
PDNHULVNPDQDJHPHQWPRUHHIIHFWLYH$IWHUVLJQL¿FDQWFRQVROLGDWLRQWKHEDQNLQJVHFWRUZDVUHGXFHG
to 22 commercial banks, 25 credit institutions and 11 insurance companies in 2008, while total assets
were estimated at USD 3 million. There is no state ownership in banking or insurance. Elimination of
banks engaged in risky activities improved the quality of bank assets and made banks more reliable.
The Deposit Insurance Fund is based on mandatory quarterly contributions of all banks operating
in Armenia. Local currency deposits are guaranteed up to AMD 2 million (about USD 5 715), and
foreign currency up to AMD 1 million. The Central Bank raised the minimum capital requirement for
banks to AMD 5 billion (about USD 14.3 million) as of 1 January 2009. That year, the CBA issued new
regulations on insurance business, ensuring the harmonisation of licensing procedures with those
WKDWDSSO\WRRWKHU¿QDQFLDOLQVWLWXWLRQV VXFKDVEDQNVDQGFUHGLWRUJDQLVDWLRQV LQFRPSOLDQFHZLWK
the European standards.
Approximately 70% of the total capital of the banking system is foreign-owned. As of mid-2009,
GRPHVWLF¿QDQFLDOLQVWLWXWLRQVKDGDWRWDORI86'PLOOLRQLQGHSRVLWVDQG86'LQGHEWWRIRUHLJQ
banks abroad. The private sector had USD 515 million in obligations to foreign banks located abroad.
Banks do not have the right to provide insurance services (except insurance agent services) and vice
YHUVDDKROGLQJFRPSDQ\LVDEOHWRRZQDEDQNDQGDQLQVXUDQFHFRPSDQ\6LQFHWKH&HQWUDO
Bank regulates and supervises insurance companies, as well as oversees the securities markets.
The insurance sector is small, if measured by assets and total premiums to GDP (0.3% and 0.2%
respectively in 2008), but comprises ten companies (two having ceased to exist in 2010). Foreign
RZQHUVKLSRILQVXUDQFHFRPSDQLHVLVPRUHWKDQDQGFRQVROLGDWLRQLVDZDLWHGIRUD¿QDOQXPEHU
RI¿YHRUVL[LQVXUDQFHFRPSDQLHVE\
Stock markets are still very small in Armenia. The Central Depository of Armenia and the stock
exchange were privatised to become the NASDAQ OMX Group in 2008. In 2008 the total volume
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of transactions in the securities market totalled AMD 821 billion (about USD 2.4 billion), of which
97 billion were government securities, the rest in equities and corporate bonds.
The underdeveloped securities market and the absence of pension and investment funds are the
main causes for remittances not being channelled as real investments in the economy. There is also
no culture or awareness of using various institutions to invest (ADB, 2008).

+RZWKHVHFWRUUHVLVWHGWKHFULVLV
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Banks in Armenia entered the crisis with a margin of stability, a high level of capitalisation and
OLTXLGLW\WKH\KDGFRQVLGHUDEOHFRQWUROWRFRYHUWKHORVVHVDQGSRVVLEOHGHSRVLWRXWÀRZV:LWKWKH
crisis, banks revised their internal procedures, tightened requirements for borrowers and became
more conservative in the management of currency risks.
Overall, the banking sector was expected to grow by 10-15% in 2010. An improvement in earnings
performance was also expected, compared to 2009. The increase in bad loans is likely to continue,
but their rate falls far short of those registered in 2009 and capital reserves should help overcome
possible problems.

&UHGLWDQGFUHGLWWHUPV
The impact of the crisis on the system as a whole was moderate compared with the experience of
RWKHU&,6FRXQWULHVWKDQNVWRDYHU\ORZOHYHORIH[WHUQDO¿QDQFLQJUHGXFLQJUH¿QDQFLQJULVNV7KH
dramatic fall of the construction sector was not a burden for the banking sector as it accounted for
only 6% of total loans in 2009. In addition, despite the high rate of credit growth in recent years, the
ratio of loans to GDP was 19% as of end 2008. The crisis, however, contributed to the deterioration
RI WKH TXDOLW\ RI DVVHWV RI WKH EDQNLQJ V\VWHP UHGXFLQJ SUR¿WDELOLW\ OHQGLQJ DQG RWKHU EDQNLQJ
DFWLYLWLHV7KH$0'GHYDOXDWLRQLQ0DUFKOHGWRVLJQL¿FDQWORVVHVLQEDQNVZLWKXQEDODQFHG
currency positions, increasing bad loans. New loans were stopped alongside foreign exchange positions
and liquidity was accumulated. In 2010, the Central Bank tightened its monetary policy and fought
GROODULVDWLRQ,WDEVRUEHGH[FHVVOLTXLGLW\DQGHOLPLQDWHGSRVVLEOHULVNVRILQÀDWLRQ
Growth in credits followed positive shifts in the economy from the beginning of 2010. In March
2010 credit grew by 4.7% to AMD 791 billion (USD 2.2 billion). The share of loans in drams in the
total credit portfolio (extended and overdue loans exclusively) made up 46.8% or AMD 352 billion
(a 4.3% growth yoy) and the share of foreign exchange loans made up 53.2% or AMD 400 billion
(32.4% growth yoy) (NSS).
As of April 2010, the interest rates on loans in drams dropped by 20% yoy. Business loans above
86'PLOOLRQDUHSURYLGHGIRUD¿YH\HDUSHULRGDWDQLQWHUHVWUDWHRIIRU$0'IRU86'
and 13% for EUR. Express loans up to USD 100 000 (or similar in AMD) are provided for a period
of up to one year at 18%. Banks prefer to issue foreign currency denominated loans. Loans are
issued exclusively on a collateral guarantee, at 50% value of an immovable asset, and 40% value
of a movable asset (Ameria Bank).
Few businesses can afford the rates and terms offered by Armenian banks. However, with growth of
FRPSHWLWLRQDQGUHVWUDLQHGLQÀDWLRQUDWHVDUHOLNHO\WRGHFUHDVH

5HWDLOWUDGH
The growing income levels boosted the growth of the retail sector. The annual total retail turnover (NSS
FODVVL¿FDWLRQ UHDFKHG$0'ELOOLRQLQ$0'ELOOLRQLQDQG$0'ELOOLRQ
(USD 2.5 billion) in January-November 2010. Major shares in total retail turnover were food, building
materials, furniture and clothing. Years 2008 and 2009 hit the retail sector to some extent, but the
sector still managed to grow 13.4% in 2008, 1.5% in 2009 and is expected to reach the same level
in 2010.
%UDQGHGUHWDLOFKDLQVVXFKDVVXSHUPDUNHWV 6$66WDU<HUHYDQ&LW\ ¿QDQFHGORFDOO\DQGIURP
abroad, are expanding quickly. Smaller shop retail has been decreasing, but the sector remains
fragmented since most of the turnover is still generated through smaller retail outlets (as well as
produce markets). The estimated share of supermarkets in the retail trade of Yerevan is roughly
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10%, while the average market share of supermarkets in Europe is 44% to 81%. Another emerging
cluster of retail chains is construction material outlets.
Much still needs to be done in the retail sector. An advanced retail sector will enable local manufacturers
to access a stable distribution system and, more importantly, to generate a large volume of employment.

MAIN MACROECONOMIC POLICIES
*HQHUDORYHUYLHZ
In the decade from 2000, Armenia maintained macroeconomic discipline within double digit economic
JURZWKDQGDORZGHEWWR*'3UDWLRVHWWLQJ7KH¿VFDODQGGHEWVSDFHDOORZHGWKHJRYHUQPHQWWR
PRELOLVH VLJQL¿FDQW H[WHUQDO UHVRXUFHV WR ODXQFK FRXQWHUF\FOLFDO LQLWLDWLYHV ZLWK WKH RQVHW RI WKH
economic crisis. With the help of external partners (IMF, World Bank, ADB and the Russian Federation)
around USD 1 billion was made available in 2009 for the budget support and the anti-crisis programme.
7KH SURJUDPPH SURYHG WR EH HIIHFWLYH VLQFH LQ WKH ¿UVW TXDUWHU RI  WKH HFRQRP\ JUHZ E\
5.5%, fuelled by industry (the mining sector) and services, but the recovery mostly depended on
the improvement in the external economic environment since two of the most important sources of
income for the Armenian economy are metals exports and remittances. Indeed, the economic growth
UHJLVWHUHGLQ5XVVLDZKRVHHFRQRP\KDVDSURIRXQGLPSDFWRQ$UPHUQLD¶V EHFDXVHRIUHPLWWDQFHV
FDI and trade), created a favourable atmosphere for investments and exports in 2010. A tightening
of the policy is planned for 2011 and it remains to be seen whether the upward trend in the economy
in 2010 will persist and the government will manage to achieve the objectives to which it committed
under the loan agreements with the IMF and the World Bank.
6LJQL¿FDQWULVNWRWKHVXVWDLQDELOLW\RIWKHPDFURHFRQRPLFIUDPHZRUNZRXOGRFFXULIWKHUHVRXUFHV
ZHUHLQYHVWHGLQLQFRPSHWHQWO\SODQQHGSXEOLFDQGSULYDWHSURMHFWVDQGLIWKHSXEOLF¿QDQFHDQGWD[
PDQDJHPHQWV\VWHPUHPDLQHGRQWKHFXUUHQWLQHI¿FLHQWOHYHO7KHSULRULW\IRU$UPHQLDPXVWEHD
strong policy framework and institutional reforms.

)LVFDOSROLF\
,Q¿VFDOGH¿FLWVUDQJHGEHWZHHQWRRI*'3LQÀDWLRQDYHUDJHGDQGIRUHLJQ
reserves were maintained well above the equivalent of three months of imports. Tax revenue increased
from 14% to 17% of GDP, public expenditures grew, and the external debt-to-GDP ratio was kept
DW:KLOHWKH¿VFDOSRVLWLRQZDVJRRGLQWKHSUHFULVLVSHULRGUHYHQXHDGPLQLVWUDWLRQZDV
poor and ineffective.
7KHHFRQRPLFFULVLVUHVXOWHGLQLQFUHDVHG¿VFDOWHQVLRQ7KHGH¿FLWURVHWRRI*'3LQIURP
LQGHVSLWHVLJQL¿FDQWEXGJHWFXWV7D[FROOHFWLRQGHFUHDVHGEXWWKHH[WHUQDOIXQGVFRPLQJ
from the IMF, World Bank, ADB and Russia (totalling USD 1.1 billion, see above under “government
expenditures and revenues”, see also IMF conditionality17) allowed the government to implement
counter-cyclical policies with additional spending on infrastructure projects and the social sphere.
$VWKH¿VFDOSRVLWLRQLPSURYHGLQDQGHFRQRPLFUHFRYHU\FRQWLQXHGWKHDXWKRULWLHVDUHNHHQ
to move on with the tax administration reforms.

Taxation
Since 2000 there has been a steady increase in tax revenues. The target for increasing the tax
revenue to GDP ratio to over 16% by 2008 was achieved, but efforts to strengthen tax administration
have proceeded slowly. Tax revenues fell from AMD 598 billion in 2008 to AMD 506 billion in 2009,
which corresponds to a USD 247 million decrease (when applying the corresponding exchange rate
of AMD 373 to USD 1).
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7DEOH7D[HVDVDSHUFHQWDJHRI*'3DQGWRWDOJRYHUQPHQWUHYHQXHV
DQGJUDQWV *RY5HY
2000
(percentage)
Tax revenues

2009

-DQ1RY

GDP

*RY
5HY

GDP

*RY
5HY

GDP

*RY
5HY

GDP

*RY
5HY

13.9

83.2

16.4

82.0

16.0

77.2

16.9

76.0

6.5

38.8

8.1

40.5

7.6

36.5

8.9

40.0

Enterprise profits

2.0

11.8

3.1

15.5

3.3

16.0

2.3

10.3

Personal income

1.3

7.7

1.5

7.3

1.9

9.1

2.2

9.7

Customs duty

0.0

5.0

1.0

5.1

0.8

3.8

0.9

4.0

of which (among others): VAT

40

2008

Sources: Ministry of Economy and IMF.

The economic crisis further underscored the importance of improving the tax and customs administration
and the business environment, tax evasion being high because of high compliance costs and cronyism.
7KH :RUOG %DQN¶V Doing Business 2011, even ranked Armenia 159th on “paying taxes” from 183
countries (World Bank, 2010b).
Customs regulations and practices continue to pose a serious barrier to businesses, despite the fact
that the August 2009 Business Environment and Enterprise Performance Survey (BEEPS) showed
WKDWWKHUHZHUHIHZHUFRPSODLQWVDERXWXQRI¿FLDOSD\PHQWVWRFXVWRPV (%5':RUOG%DQN 
In the Customs Administration Strategy for 2008-12, adopted in December 2008, a Direct Trader
Input system (designed to reduce interactions between importers and customs agents and hence
opportunities for corruption) was to be set up in all customs points. However, by September 2010
this system had not yet been introduced.
8QGHU WKH :RUOG %DQN¶V SURSRVHG )LUVW 'HYHORSPHQW 3ROLF\ 2SHUDWLRQ '32 86'  PLOOLRQ
June 2009), USD 500 000 will be used to carry out an independent analysis for business process
re-engineering in key tax areas, and around USD 180 000 to deepen the customs reforms focusing
on green-channel customs clearance. Within the 2009-11 action plan the State Revenue Committee
will improve audit and enforcement functions, strengthen taxpayer services and the Large Taxpayer
8QLWVHWXSDRQHVWRSVKRSIRUDOOWD[SD\HUVDQGHOHFWURQLFWD[¿OLQJ
$QHOHFWURQLF¿OLQJV\VWHPIRUWD[DQGFXVWRPVUHWXUQVLVRINH\LPSRUWDQFH7KH,0)ZLOODOVRSURYLGH
WHFKQLFDODVVLVWDQFHLQWKLVUHJDUG,WLVH[SHFWHGWKDWDOOODUJHWD[SD\HUVZLOOHOHFWURQLFDOO\¿OHWKHLU
returns in 2010. SMEs that have a turnover of over AMD 58 million (around USD 150 000) are also
H[SHFWHGWRVWDUW¿OLQJWD[HVHOHFWURQLFDOO\LQ6PDOOHUFRPSDQLHVZLOOH¿OHWKHLUWD[UHSRUWV
by 2011.

%XGJHW
Armenia maintained good budget discipline in 2000-10. The budget has been realistic and largely
H[HFXWHG DV SODQQHG 5HYHQXH IRUHFDVWV ZHUH QRW RQO\ PHW EXW DOVR H[FHHGHG 7KH GH¿FLW ZDV
maintained at the planned level and cutbacks and arrears were avoided.
,QWKHDYHUDJHVWDWHEXGJHWGH¿FLWZDVXQGHURI*'37KHEXGJHWDQGWKH0HGLXP
Term Expenditure Framework (MTEF) for 2009-11 were based on GDP growth projections of 8-9%
per annum (done by GoA before the crisis). In addition, projections were based on the expectation
of a sustained increase in the tax-to-GDP ratio. However, not only did revenues decline in nominal
WHUPVLQWKH¿UVWPRQWKVRIEXWWKHWD[WR*'3UDWLRDOVRGHFOLQHG UDLVLQJFRQFHUQVDERXW
revenue administration).
Under the conditions of revenue shortfall, the government had to suspend expenditures of around
USD 250 million, about 10% of the total 2009 budget, on lower priority items (business travel,
maintenance and representation expenses). In contrast to the 1.0% projected before the crisis the
GH¿FLWUHDFKHGRI*'3
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([WHUQDOUHVRXUFHVVHUYHGDVWKHH[FOXVLYHVRXUFHRIGH¿FLW¿QDQFLQJ7KHVHZHUHORDQVIURPWKH,0)
WB, ADB and the Russian Federation. The funds have been used both for closing the budget gap and
for the implementation of the anti-crisis programme. The latter contains the following measures:
maintaining the level of social spending, carrying on the infrastructure development projects, providing
credits and guarantees to private enterprises.
Most of the donor loans were secured by June 2009. The IMF disbursed USD 458 million (SDR 302 million
E\)HEUXDU\RIWKHWRWDO6'586'PLOOLRQXQGHUWKH6WDQG%\$UUDQJHPHQW>6%$@ 
the World Bank provided USD 60 million under the First Development Policy Operation (DPO-1) and
the ADB allocated USD 80 million for budget support. The USD 500 million loan from Russia was
XVHGWR¿QDQFHLQIUDVWUXFWXUHH[SHQGLWXUHVDQGRQOHQGLQJIRU60(GHYHORSPHQW
7KHDXWKRULWLHVDLPHGDWORZHULQJWKHGH¿FLWLQWRRI*'3EDVHGRQLQFUHDVLQJWD[UHYHQXHV
UHVWUDLQLQJFDSLWDOH[SHQGLWXUHVDQGPDLQWDLQLQJSXEOLFVSHQGLQJDWLWVOHYHO%XGJHWGH¿FLW
decreased yoy by almost half in January-November 2010, from AMD 114.9 billion (USD 0.3 billion)
WR$0'ELOOLRQ 86'ELOOLRQ 6XEVWDQWLDO¿VFDODGMXVWPHQWVZLOOEHQHFHVVDU\IURPWR
reverse debt accumulation. Hence, the importance of revenue and tax administration reforms, which
are within the framework of the IMF SBA conditionality.

7DEOH6HOHFWHGLQGLFDWRUVIRU SURMHFWHG

Budget deficit (% GDP)

5.6

GDP growth (%)

1.8

Average CPI growth (%)

6.8

Exports growth (%)

13.6

Imports growth (%)

3.9

Nominal revenue growth (%)

12.8

Minimum subsistence level (dram, 2008)

17 232

Minimum monthly wage (dram, 2008)

25 000
Sources: IMF, National Statistical Service of Armenia.

The government has committed itself to ensuring that all investment projects with public funds
ZLOOEHSURSHUO\UHÀHFWHGLQWKHEXGJHWWRHQVXUHDFFRXQWDELOLW\DQGWUDQVSDUHQF\$GYDQFHGSXEOLF
investment project appraisal systems will be introduced. The state support to the private sector will
be temporary. The government will remain loyal to liberal economic policy principles, to WTO and
other international commitments.
The authorities promise that reforms will be implemented in the spheres of budget planning, the
treasury system, state procurement, and audit. They claim that there is an institutional base for the
reform implementation and willingness on the donor side to support them.

7DEOH)LVFDOIUDPHZRUN
(percentage of GDP)

2007*

2008

2009

2010

2011*

State budget revenue and official transfers

20.1

20.0

20.7

22.1

20.8

Tax revenue

16.0

16.4

16.0

16.4

17.1

State budget expenditure

22.4

21.8

28.2

27.7

24.0

Current expenditure

17.2

17.9

22.5

22.6

20.6

Capital expenditure*

5.2

3.9

5.0

5.2

3.4

State budget deficit

-2.3

-1.7

-7.8

-5.6

-3.2

Note: $VSUHVHQWHGDQGSURMHFWHGLQ-XQH:%,'$¶V)LUVW'HYHORSPHQW3ROLF\2SHUDWLRQ '32 
Sources: IMF, World Bank.
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Since 2003, the Armenian authorities have improved budget preparation procedures, some of which
are:
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EXGJHWLQJLQDGYDQFHSROLFLHVLQGLIIHUHQWVHFWRUVZKLFK¿QGWKHLUUHÀHFWLRQLQORQJWHUPVWUDWHJLHV
3RYHUW\5HGXFWLRQ6WUDWHJ\3DSHUV>3563V@ 



DGRSWLQJPHGLXPWHUPH[SHQGLWXUHIUDPHZRUNV 07()V HDFK\HDU



LQWURGXFLQJSURJUDPPHEXGJHWLQJPDNLQJVHFWRUVWUDWHJLHVPRUHFRPSOHWHDQGFRPSUHKHQVLYH



HQDEOLQJE\ODZ WKH1DWLRQDO$VVHPEO\WR VFUXWLQLVHDWDQHDUO\ VWDJH WKH ¿VFDO SROLFLHV WKH
PHGLXPWHUP¿VFDOIUDPHZRUNDQGSULRULWLHVRIWKHEXGJHWSURSRVDODVZHOODVWKHGHWDLOVRI
H[SHQGLWXUHDQGUHYHQXHDQG



establishing a Chamber of Control to submit reports to the Parliament (Ministry of Finance,
October 2008).

7KHEXGJHWLQDOOPLQLVWULHVLVSUHSDUHGDFFRUGLQJWRWKH,0)¶VGovernment Finance Statistics Manual
2001 *)6 FODVVL¿FDWLRQV,QWHUQDODXGLWRI¿FHVKDYHEHHQVHWXSLQDOOPLQLVWULHVVLQFH
with the aim of establishing full accountability for spending budget funds. This initiative is still at
DQ HDUO\ LPSOHPHQWDWLRQ VWDJH DQG HYHQ LQ WKH *R$¶V DVVHVVPHQW LW IDOOV VKRUW RI LQWHUQDWLRQDO
VWDQGDUGVWKHRXWFRPHVDUHQRW\HWYLVLEOH$OOVWDWHQRQFRPPHUFLDORUJDQLVDWLRQV 61&2V DUH
VXEPLWWLQJ¿QDQFLDOUHSRUWVLQIRUPDWLRQRQEXGJHWSROLFLHVDQGPDFURHFRQRPLFIRUHFDVWVLVSXEOLFO\
DYDLODEOHDQGSXEOLVKHGLQPDVVPHGLDDQGRQWKHRI¿FLDOZHEVLWHVRIUHOHYDQWJRYHUQPHQWDJHQFLHV
The Ministry of Finance, with the support of the World Bank, initiated the Public Financial Management
(PFM) system performance assessment in late 2008. The ultimate objective of this assessment is to get
a true picture of the PFM quality and to develop a monitoring system. The performance measurement
report was published in October 2008, providing quite a complete picture on current status in this
sphere. The GoA decided to train experts in Public Finance Management in order to implement the
reform in the following stages: preparation, process organising, infrastructure development and
implementation. Several workshops on PFM reform with the participation of the Prime Minister and
relevant GoA bodies were held in 2009 and 2010. GoA has given particular importance to enhancing
¿VFDOGLVFLSOLQHW\LQJUHVRXUFHVWRSULRULW\SROLFLHVVHFXULQJYDOXHIRUPRQH\LQWKHXVHRISXEOLF
funds. However, the reform is still in progress and an effective PFM monitoring system is not yet
established.
'HVSLWHVRPHSUHGLFWDELOLW\LQWKHH[HFXWLRQRIWKHEXGJHWWKHUHDUHVWLOORXWVWDQGLQJLVVXHVVSHFL¿FDOO\
in the area of control. There are problems with such public sector entities as state and community
non-commercial organisations and companies, where a clear picture of performance is missing with
HQVXLQJSUREOHPVIRUPDLQWDLQLQJ¿VFDOGLVFLSOLQH$OWKRXJKWKLVLVVXHGRHVQRWSURGXFHVLJQL¿FDQW
ULVNVIRUEXGJHWFUHGLELOLW\*R$KDVEHHQWDNLQJPHDVXUHVWRDGGUHVVLW7KH¿QDQFLDOSRVLWLRQVRI
61&2V IURP EDODQFH VKHHWV ZHUH XVHG ¿UVW WR FRPSLOH D GDWDEDVH RI 61&2V ZKLFK LV FXUUHQWO\
updated regularly. Financial position indicators are used to analyse economic activities of SNCOs. The
*R$LVHQIRUFLQJWKHGHFUHH 1 WRHQVXUHWKHUHSRUWLQJGLVFLSOLQHRI61&2VZHDNQHVVHV
of the reporting forms are also being addressed.

0RQHWDU\SROLF\
5HFHQWGHYHORSPHQWV
Government policies directed at monetary easing helped to a certain extent to mitigate the impact of
WKHFULVLV7KHÀH[LEOHH[FKDQJHUDWHUHJLPHLQWURGXFHGLQ0DUFKFRXQWHUHGRYHUYDOXDWLRQDQG
contributed to the implementation of monetary easing. The Armenian dram continued depreciating
from then to end 2010 at the annual average rate of AMD 373.3 per USD (before March 2009 the
UDWHZDV$0'SHU86' ,QÀDWLRQSUHVVXUHVUHVXOWLQJIURPWKHGHSUHFLDWLRQFXUUHQWO\SHUVLVW
From March 2009 to December 2009 the interest rate was lowered by 275 basis points, from 7.75
to 5.00. However, with the weak transmission mechanism, high dollarisation and higher credit risk,
monetary easing translated into a liquidity build-up in the banking system rather than higher credit
JURZWK 7KRXJK WKH $UPHQLDQ SRSXODWLRQ GRHV QRW UHO\ KHDYLO\ RQ FUHGLW WKH EDQNV¶ LQFUHDVHG
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SUR¿FLHQF\LQULVNDVVHVVPHQWDQGPDQDJHPHQWFRXOGKDYHERRVWHGFUHGLWJURZWKWRWKHSULYDWH
VHFWRUPDLQO\60(VZKLFKZRXOGKDYHEHQH¿WHGWKHHFRQRP\
&UHGLWJURZWKVWDUWHGWRLPSURYHDJDLQLQ4EXWLQÀDWLRQSLFNHGXSDWWKHVDPHWLPHDQGWKH
CBA had to raise the interest rate up to 7.0% by April 2010 leading to unattractive credit conditions.
According to the evaluation of the IMF in March 2010, the monetary policy is moving from an
DFFRPPRGDWLYHWRDQHXWUDOVWDQFHLQRUGHUWRFRXQWHULQÀDWLRQSUHVVXUHV7KHFRPPLWPHQWWRWKH
ÀH[LEOHH[FKDQJHUDWHUHJLPHDQGWKHZHOOFDSLWDOLVHG¿QDQFLDOVHFWRUDUHDJRRGVLJQ7KHPRQHWDU\
transmission mechanism has to be strengthened, and structural reforms continued. The authorities
have to enhance productive capacities, open trade regime, business environment and governance.
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7DEOH0RQHWDU\HIIHFWVRIWKHFULVLV
2007

2008

2009

2010

Current account balance (USD million)

Year

- 589

- 1372

- 1205

- 1072

Current transfer balance (USD million)

945

1138

808

888

Consumer Price Index, period average (%)

4.4

9.0

3.4

6.8

Total national currency deposits (AMD billion)

235.0

219.5

170.7

188.6

Total national currency deposits in USD (AMD billion)

130.3

172.6

370.6

393.7

Exchange rate AMD/USD (end of period)

304.2

306.7

377.9

373.7
Source: IMF.

,QIODWLRQDQGSULFHV
7KHPRQHWDU\SROLF\LQKDGWKHDLPRIFRQWDLQLQJLQÀDWLRQDU\SUHVVXUHEXWZLWKWKHHFRQRPLF
FULVLVWKHSUHVVXUHVLJQL¿FDQWO\ZHDNHQHG
From December 2008 the Central Bank started gradually lowering the interest rate, from 7.75% to
6.75% by March 2009. However, to avoid speculation, it had to push up the rate by 1% immediately
after the depreciation on 3 March.
'HVSLWHWKHGHSUHFLDWLRQLQÀDWLRQUHPDLQHGDWDERXW SHULRGDYHUDJH XSWR'HFHPEHU
JLYHQZHDNGRPHVWLFGHPDQGDQGORZLPSRUWSULFHV7KHLQÀDWLRQWDUJHWEDQGZDVVHWDW
LQEXWUHFHQWSURMHFWLRQVKDYHDKLJKHU¿JXUHRI

7DEOH,QÀDWLRQUDWHV
(percentage)

2006

2007

2008

2009

CPI (end of period)

5.2

6.6

5.2

6.5

6.2

CPI (period average)

2.9

4.4

9.0

3.4

7.8*

PPI (period average)

0.9

0.6

2.2

7.1

39.9**

Notes: -DQXDU\6HSWHPEHU(,8$UPHQLD0RQWKO\5HSRUW1RYHPEHU
January-February 2010.

2010

*URZWKIURP-DQXDU\)HEUXDU\WR
Source: NSS, 2010 projection of IMF.

,QÀDWLRQDU\SUHVVXUHVDSSHDUHGDJDLQIURPHDUO\VWHPPLQJIURPWKHJURZWKRILQWHUQDWLRQDO
SULFHVRIUDZPDWHULDOVIXHODQGDQXPEHURIIRRGSURGXFWV,QÀDWLRQLQWKH¿UVWTXDUWHURI
UHDFKHG7KLVLVQHDUO\GRXEOHWKHIXOO\HDULQÀDWLRQWDUJHWVHWE\WKHDXWKRULWLHV LQVWHDG
of 6% in April 2010). This is mainly due to a 17% increase in the import price of natural gas from
April 2010 that pushed up utility tariffs and was passed on to higher consumer goods and services
SULFHV,Q1RYHPEHU\R\LQÀDWLRQKDGUHDFKHG
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'HVSLWHUHODWLYHO\KLJKOHYHOVLQÀDWLRQKDVQRWEHHQDEXUGHQVRIDUDVLWKDVEHHQDFFRPSDQLHGE\
accelerating economic recovery with 5.5% GDP growth recorded in the same period. The CBA believes
WKLVLQÀDWLRQDU\SUHVVXUHLVRQO\WHPSRUDU\DQGWKDWWKHWRXJKHQLQJRIWKHPRQHWDU\FUHGLWFRQGLWLRQV
IURPWKHEHJLQQLQJRIFRQWLQXHVWRPLWLJDWHWKHLQÀDWLRQDWPRVSKHUH7KH&%$DOVRIRUHFDVWV
high demand for Armenian drams up until 2011 as a result of positive macroeconomic recovery.
<HWWKHDEXQGDQWGUDPOLTXLGLW\VWLOOÀRZLQJLQWRWKHV\VWHPFDQZHDNHQWKHH[FKDQJHUDWHDQG
further increase price pressures. The Central Bank took pre-emptive measures increasing the interest
rates and suspending purchases of government securities.

0RQHWDU\DJJUHJDWHV 05HVHUYHV

44

Broad money supply in local currency fell by 34% from December 2008 to March 2009, and then
started to grow, slowly regaining 21% by December 2009. In foreign currency, money supply grew
by 114% from December 2008 to December 2009, thus contributing to the overall growth of 15.1%
(CBA).
An expansionary monetary policy was followed throughout 2009. The CBA injected local currency
liquidity through various channels to boost credit growth, including outright purchases of government
VHFXULWLHVDQGLQFUHDVLQJWKHPDWXULW\RILWVUHSRRSHUDWLRQV,QVSLWHRIWKH&HQWUDO%DQN¶VH[SDQVLYH
behaviour, the banks showed conservative behaviour that stemmed from the increasing risks. Given
the weak transmission mechanism and economic uncertainty, lower interest rates had a limited effect
on credit growth, but rather led to a build-up in liquidity in the banking system.
In May 2009 the volume of credit compared to December 2008 increased by only 1.5%, whereas in
May 2008 it had increased by 23% compared to December 2007. While banks and private enterprises
were hesitant to lend and borrow, the authorities introduced on-lending programmes to support
credits to SMEs and provided government credit and guarantees to systemically important enterprises.
In the times of uncertainty consumers and businesses turned to the dollar and euro. Foreign currency
deposits and loans increased and contributed to the dollarisation of the economy. Part of the challenge
for monetary policy is dealing with the deposit dollarisation ratio of 65-70% (in September 2010).
,QGHHGXQGHUKLJKGROODULVDWLRQFRQGLWLRQVVHWWLQJWKHLQWHUHVWUDWHEHFRPHVLQHI¿FLHQWVLQFHWKH
CBA can only affect Armenian drams. Once the macroeconomic situation stabilises, it is expected
that the dollarisation will decrease.
$VIRUJURVVRI¿FLDOUHVHUYHVE\HDUO\WKH\KDGIDOOHQWR86'ELOOLRQRUWRPRQWKVRI
imports, the lowest level since 2006, but with fresh loans, foreign reserves started to accumulate
climbing to USD 2 billion (6.6 months of imports) by the end of 2009. This is likely to increase to
USD 2.17 billion by the end of 2010.
Under conditions of increased public debt GoA will focus efforts on addressing external imbalances,
enhancing revenue management and rationalising spending. It is expected that revenues will increase
with greater economic activity and improved tax administration. Fiscal consolidation should bring
WKHGH¿FLWWRRI*'3LQ GRZQIURPLQ DQGE\,IUHYHQXHVIDOOEHORZ
H[SHFWDWLRQV*R$SODQVWRLPSOHPHQWFRQWLQJHQF\PHDVXUHVWRUHDFKWKHWDUJHW7KHGH¿FLWLVVWLOO
JRLQJWREHVLJQL¿FDQW¿QDQFLQJZLOOFRPHIURPH[WHUQDOGRQRUVDQGIURPLVVXLQJWELOOV
GDP is expected to grow by 4% in 2010, supported by gradual recovery of domestic demand,
LQYHVWPHQWVH[SRUWVDQGUHPLWWDQFHV7KHFXUUHQWDFFRXQWGH¿FLWLVH[SHFWHGWRQDUURZWRRI
*'3$PRUHDFWLYHLQWHUPHGLDWLQJ¿QDQFLDOVHFWRUZLOOKHOSVWLPXODWHGRPHVWLFGHPDQG
7KH ,0) DSSURYHG D 86'  PLOOLRQ 6WDQG%\ $UUDQJHPHQW RI ZKLFK WKH ¿UVW 86'  PLOOLRQ
disbursement was made in March 2009, the remaining USD 300 million being disbursed in eight
TXDUWHUO\ LQVWDOPHQWV 7KH LQWHUHVW UDWH RI WKH ¿UVW 86'  PLOOLRQ ZDV VHW DW  WKH QH[W
86'PLOOLRQDWDQGWKH¿QDO86'PLOOLRQDW ,0) 7KHORDQKDVD¿YH\HDU
maturity, including three years of grace period. Some of the conditions under the loan agreement are:
DÀH[LEOHH[FKDQJHUDWHUHJLPH¿QDQFLDOVHFWRUVWUHQJWKHQLQJDQG¿VFDOGH¿FLWWDUJHWRIDURXQG
along with protected social spending, public investments (up to USD 200 million) and SME lending.
The Russian loan of USD 500 million will be repaid over 15 years, with a four-year grace period. The
interest rate will be LIBOR+3%. There are no particular conditions attached to this loan. This ADB
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60 million tranche from the USD 500 million loan for the North-South corridor has a 32-year term
with an eight-year grace period. Interest is 1% initially then 1.5%.
The USD 60 million loan from the World Bank is a part of the First Development Policy Operation
'32 WKH ¿UVW LQ D VHULHV RI WKUHH '32V ZRUWK 86'  PLOOLRQ  GLVEXUVHG IRU *R$ DQWLFULVLV
measures and after-crisis recovery, such as road construction, education and irrigation. The maturity
is 20 years, with a 10-year grace period and 0.75% interest rate. Conditions include social reforms
and poverty reduction projects.
GoA has not published or made otherwise available information on how it is planning to repay the
interest and the principal of the loans. It pledged to the IMF to develop a clear debt management
strategy. Most of the loans have a grace period and the interest is quite manageable ranging from
0.75 to LIBOR+3%.

([FKDQJHUDWH
In order to stop the drain of foreign currency reserves and to meet IMF conditions, the CBA let the
QDWLRQDOFXUUHQF\ÀRDWRYHUQLJKWRQ0DUFKWKHGUDPLPPHGLDWHO\GHSUHFLDWHGE\ IURP
$0'WR$0'SHU86' 7KLVPHDVXUHKRZHYHUGLGQRWUHVXOWLQRYHUDOOSDQLFLQ¿QDQFLDO
markets as there was an awareness of the fact that the nominal exchange rate did not represent
economic realities and such a step was expected. The response to devaluation was rushing to US
dollars and euros both on the supply and demand side.
The local currency continued to depreciate throughout 2009 by moderate rates (another 10%),
dollarisation accelerated, the share of deposits held in foreign currency doubled and that of loans
grew by half, compared to 2008. Total lending volumes picked up after the third quarter of 2009 and
increased by 17.5%. The share of nonperforming loans was 4.2%, which did not pose a particular
problem for the well-capitalised banks.
7KH &%$ KDV DQQRXQFHG LW ZLOO NHHS WKH H[FKDQJH UDWH ÀRDWLQJ VR LW PDWFKHV PDFURHFRQRPLF
fundamentals and absorbs negative risks in the economy. It will only interfere to smooth tremors
and to counteract speculative initiatives.
The dram further depreciated to peak at AMD 404.4 to the dollar at the end of March 2010, before
appreciating at around AMD 360 to the dollar on average in December 2010. A strategy was designed
with the support of the IMF to limit interventions, which helped rebuild foreign reserves without
WDUJHWLQJDSDUWLFXODUOHYHORUEDQG7KH&%$¶VLQWHUYHQWLRQVVLQFHWKHQKDYHEHHQLQOLQHZLWKWKH
strategy, leading to the appreciation of the dram.

([WHUQDOVHFWRU
0DLQILJXUHV
'XULQJWKH\HDUVRIHFRQRPLFJURZWKWUDGHUHODWLRQVRI$UPHQLDH[SDQGHGVLJQL¿FDQWO\)RUHLJQWUDGH
increased by 25% in 2008, and made up USD 5.5 billion or 46% of the GDP. Exports made up only
20% of the trade (USD 1.1 billion), while imports made up 80% (USD 4.4 billion).
$UPHQLD¶VPDLQH[SRUWVKDYHWUDGLWLRQDOO\EHHQPHWDOVDQGPLQLQJSURGXFWVSURFHVVHGGLDPRQGV
and alcoholic drinks. For years, exports have been three to four times less than imports and more
than 60% less in terms of types of commodities. The indicator for Armenia in terms of export/GDP
ratio is the lowest among the countries of the region. The largest export markets for Armenia are
the EU, more than a half, and the CIS countries, about a third of the total. Most of the imports come
from China, Germany, Ukraine, Russia and Turkey.
Among important initiatives of the government for the external sector have been discussions of a
Free Trade Agreement with the EU and the protocol with Turkey to reopen the common border. The
process of approving the protocol in the Turkish Parliament was stalled and the whole process of
UDSSURFKHPHQWIUR]HDVRI$SULO
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7DEOH6HOHFWHGOLQHVIURPWKHEDODQFHRISD\PHQWV
(USD million)

Current account balance
Current account balance (% of GDP)
Trade balance

46

2007

2008

2009

2010

- 589

- 1372

- 1205

- 1072

- 6.4

- 11.5

- 13.7

- 13.0

- 1 600

- 2 654

- 2 080

- 2 102

Exports (FOB)

1 197

1 066

729

838

Imports (FOB)

- 2 797

- 3 720

- 2 809

- 2 940

1 191

1 124

1 318

970

701

929

478

525

Capital and financial account
FDI net

Source: IMF.

At the end of 2009, it was projected that exports would rise by 15% in 2010 as a result of strengthening
in the diamond-processing and metals sectors. Imports were projected to grow by around 5%, as
internal demand slowly recovered.
,QWKH¿UVWTXDUWHURI$UPHQLDUHJLVWHUHGDQXQH[SHFWHGHFRQRPLFJURZWK FRPSDUHG
to the same period in 2009) and exports grew remarkably by more than 61% mostly due to the
increased demand for metals. Exports reached USD 199 million, while imports increased by 23%,
PDNLQJ 86'  PLOOLRQ WKH QHJDWLYH EDODQFH RI WKH IRUHLJQ WUDGH VWLOO UHPDLQHG VLJQL¿FDQW DW
USD 615 million).
7KH,0)GHFLGHGWRUHYLHZLWVIRUHFDVWVIRU$UPHQLDZKHUHWKH¿UVWTXDUWHUUHVXOWVH[FHHGHG
expectations. The new forecast is 4% compared to previously noted 1.2%.

([SRUWV
Exports fell by 8% yoy in 2008 to USD 1.1 billion and further by 34% in 2009 to USD 0.7 billion. The
devaluation of the local currency did not contribute to the export growth as expected. The decline
of exports in 2009 was caused predominantly by the reduction in export volumes to EU countries
of ferro-alloys, diamond, copper, molybdenum, aluminium, as well as a decline in exports to CIS
countries and Georgia of alcoholic beverages, cement and chemical rubber.

7DEOH6KDUHRIPDLQH[SRUWVRIJRRGVE\FDWHJRU\LQWRWDOH[SRUWV
(USD million)

6,7&5HYLVLRQ

2009

Share (%)

Food & live animals

38 114.3

5.57

Beverages & tobacco

88 675.7

12.96

Mineral fuels

6 241.6

0.91

Chemicals

9 210.7

1.35

Textiles

6 601.4

0.97

Iron & steel

87 395.0

12.78

Machinery & transport equipment

30 680.8

4.49

Clothing
Footwear
Commodities and transactions not classified elsewhere in SITC

7 665.4

1.12

794.1

0.12

32 830.9

4.80

7RWDORIDERYH

308 209.8

45.06

7RWDORIDOOH[SRUWV

683 989.4

100

375 779.6

54.94

Other categories of exports

Source: World Integrated Trade Solution (WITS).
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Base metals and products thereof, which account for 33% of total exports, fell by 33% in 2009 to
USD 2 031.1 million. Precious and semi-precious stones and metals fell by almost 40% in 2009, from
86'PLOOLRQLQWR86'PLOOLRQLQZLWKDFRQVWDQWVKDUHRIRIWRWDOH[SRUWV

,PSRUWV
The import of commodities in 2008 was worth USD 4.4 billion, increasing by 36% from the previous
\HDU,QLPSRUWVIHOOE\WR86'ELOOLRQDQGLQWKH¿UVWTXDUWHURIWKH\LQFUHDVHG
by 23%, to USD 814 million.

7DEOH6KDUHRIPDLQLPSRUWVE\FDWHJRU\LQWRWDOLPSRUWV
(USD million)

6,7&5HYLVLRQ

2009

47
Share (%)

Food & live animals

448 260.1

14.12

Beverages & tobacco

106 995.5

3.37

Mineral fuels

491 476.8

15.48

Chemicals

325 791.2

10.26

34 935.3

1.10

Iron & steel

Textiles

129 981.7

4.09

Machinery & transport equipment

756 854.1

23.84

Clothing

50 512.6

1.59

Footwear

20 705.9

0.65

Commodities and transactions not classified elsewhere in
SITC

39 428.3

1.24

7RWDORIDERYH

2 404 941.3

75.75

7RWDORIDOOH[SRUWV

3 174 631.2

100.00

769 689.9

24.25

Other categories of imports

Source: WITS.

The reopening of the Turkish-Armenian border initiated since October 2009 would have had an
immediate impact on the decline of transportation costs to Armenia by as much as 10% to 20%
(currently a detour has to be made through the Georgian territory). This would have translated into
ORZHULQJLPSRUWSULFHVIRUWKHEHQH¿WRIFRQVXPHUV0RUHLPSRUWDQWO\WKHPLOOLRQ7XUNLVKPDUNHW
could have opened up to Armenian exporters (although Armenian producers would have suffered
from more cost-competitive Turkish imports).

%DODQFHRISD\PHQWV
By the end of 2008 the external position deteriorated and the balance of payments weakened. The
SUHVVXUH RQ WKH H[FKDQJH UDWH JUHZ EXW WKH ÀRDWLQJ UHJLPH LQWURGXFHG LQ 0DUFK  UHGXFHG
FRQFHUQVDERXW¿QDQFLDOVWDELOLW\
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7DEOH.%DODQFHRISD\PHQWV
(USD million)

2006

%DODQFHRISD\PHQWV
Current account balance as % of GDP

-DQ6HSW
2010

2007

2008

2009

- 6.4

- 11.5

- 13.7

- 29.9

-117.1

-589.3

-1381.8

-1205

-820.6

Goods (balance)

-895.9

-1 600.3

-2 663.5

-2 080

-1 392.13

Services (balance)

-130.4

-212.5

-327.1

-237

-173.75

Income (balance)

215.2

278.8

471.2

304

182.58

Current transfers (balance)

694.0

944.8

1 137.6

808

562.75

Current account
Goods and services (balance)

48

132.9

591.5

1 369.3

1 189

807.39

Capital account

86.4

142.8

148.9

98

60.49

Financial account

46.5

448.7

1 220.4

-

746.90

450.1

701.0

925.2

478

354.89

9.2

-9.2

8.4

-

5.81

Capital and financial account

Direct investment
Portfolio investment
Other investment
Reserves assets
Net errors and omissions

-46.8

303.1

53.3

-

1 000.82

-366.0

-546.2

233.5

-

-614.62

-2.2

12.5

16

13.16

-15.8

Sources: Central Bank of Armenia, IMF for 2009 and 2010 data.

)DOOLQJH[SRUWVFRXSOHGZLWKORZUHPLWWDQFHVDQG)',KDYHZLGHQHGWKHFXUUHQWDFFRXQWGH¿FLWGHVSLWH
WKHVL]HDEOHIDOOLQLPSRUWV7KRXJKGHFOLQLQJIURP86'ELOOLRQLQWR86'ELOOLRQLQ
LWZLGHQHGLQUHODWLRQWRWKHQDUURZHG*'3 GH¿FLW*'3 WRLQIURPLQ
$FFRUGLQJWR,0)SURMHFWLRQVWKHFXUUHQWDFFRXQWGH¿FLWZDVH[SHFWHGWRUHPDLQDOPRVWDW
the same level in 2010, before gradually falling to 10% of GDP by 2013.
As for the banking sector, it remained sound in 2010 despite the worsening loan portfolio in 2009.
Capital and liquidity ratios continue to be high and the leverage ratio low, providing a strong buffer
WR HFRQRPLF ÀXFWXDWLRQV 7KH V\VWHPZLGH FDSLWDO DGHTXDF\ UDWLR KDV UHPDLQHG ZHOO DERYH WKH
required 12% (at more than 20%). The proposed increase in the Deposit Guarantee Fund, which
ZDVVXEPLWWHGWRWKH3DUOLDPHQWLQLVDQRWKHUVWHSWRVWUHQJWKHQLQJWKHEDQNLQJVHFWRUZLWK
WKHÀRDWLQJGUDPWKHEDQNLQJV\VWHPLVQRZOHVVH[SRVHGWRH[FKDQJHUDWHULVNV
:LWKEXGJHWDU\DQGDQWLFULVLV¿QDQFLDOVXSSRUWIURPGRQRUVH[WHUQDOGHEWGRXEOHGIURP86'ELOOLRQ
to USD 3 billion by the end of 2009. The debt-to-GDP ratio had hit 40% as of early 2010. IMF projections
indicate that the debt ratio may peak at 45% in 2011 before falling to 36% by 2013. The CBA and
the Ministry of Finance have been working with the IMF to clarify debt service obligations. Both the
authorities and the IMF regard debt dynamics as sustainable. However, the latter are subject to risks
LILPSURYHPHQWVLQWKH¿VFDOVHFWRUDQGHFRQRPLFJURZWKIDLOWRPDWHULDOLVH,QWKLVVLWXDWLRQWKH,0)
may put a limit on contracting or guaranteeing new non-concessional loans.
In 2008 FDI stock reached USD 3.5 billion or about 6% of the average annual GDP. This is quite a low
YROXPHFRPSDUHGWRRWKHUFRXQWULHVLQWKHUHJLRQ)',PDLQO\ÀRZHGWRWUDQVSRUWDQGFRPPXQLFDWLRQV
sectors, metal and mining industries, food processing and construction. FDI stock increased by only
USD 0.11 billion in 2009, compared to USD 1.07 billion in 2008, and is projected to be on the same
low level in the short term.
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3ROLF\LPSOLFDWLRQV
There are ample challenges if Armenia is to recover economic growth and foster its development:
LPSURYLQJWD[DGPLQLVWUDWLRQDQGEXVLQHVVFOLPDWHFRQGXFWLQJHIIHFWLYH¿VFDODQGPRQHWDU\SROLFLHV
limiting the external debt, broadening the production base and adding trade partners.
7KHDXWKRULWLHVVHHPWRDFNQRZOHGJHWKHQHHGIRUHIIHFWLYHUHIRUPVVSHFL¿FDOO\LQWKHDUHDVRIWD[
policy and administration, competitive business environment and anti-monopoly policy. The government
recognises the existence of oligopolies and will continue efforts to reduce cronyism and corruption.
,WVKRXOGDOVRLPSURYHSXEOLF¿QDQFHPDQDJHPHQWDQGVWUHQJWKHQWKHFLYLOVHUYLFHDQGMXGLFLDU\
According to the development strategy proposed by the Ministry of Economy, Armenian industry
must replace resource-based activity. Information technologies should boost productivity and the
knowledge-based economy. Developing the chemical and mining sectors is of special importance.
These sectors should shift from low to high value-added production. Within the services sector
special attention must be paid to tourism, healthcare and education that are considered to have a
great potential for development.
Since more than half of the exports go to EU markets, negotiations were initiated in 2009 by the
government to sign a free trade agreement with ensuing institutional reforms. If such an agreement
is signed, Armenia will get an excellent chance to develop export industries with resulting revenue
and economic growth.18 Maintaining ties with traditional trade partners will also have to be a priority,
with the reopening of the Turkish-Armenian border and Armenia will have to be prepared in order to
EHQH¿WIURPELODWHUDOWUDGHLQYHVWPHQWVWRXULVPLPPLJUDWLRQDQGSURSHUW\ULJKWV

MILLENNIUM DEVELOPMENT GOALS
7KHSHULRGRIVWURQJHFRQRPLFJURZWKRIWKHSDVWGHFDGHUHVXOWHGLQDVLJQL¿FDQWLPSURYHPHQWRI
most human development indicators in Armenia.
Aspects of human development and poverty reduction emphasised in the MDGs were included in the
¿UVW$UPHQLDQ3RYHUW\5HGXFWLRQ6WUDWHJ\3DSHULQ7KH¿UVWQDWLRQDOLVHG0'*6WDWXV5HSRUW
ZDVSXEOLVKHGLQ7KH¿UVW8QLWHG1DWLRQV'HYHORSPHQW$VVLVWDQFH)UDPHZRUN 81'$) ZDV
prepared in 2004 and covered the period from 2005 to 2009. The second UNDAF covering 2010-15
was prepared in late 2009 and had the aim of establishing a co-operation programme between the
government and the UN. In March 2010 the United Nations Development Programme (UNDP) completed
the second MDG Progress Report, which evaluated the main trends and the state of progress with
regard to reaching the goals (UNDP, 2010).

%DVLFLQGLFDWRUV
Migration has long been a major issue for Armenia. More than 800 000 people (out of 3.8 million
in 1991) left Armenia in the 1990s in search of a better life. The demographic situation is not
encouraging. There is a tendency to have fewer children (1.6 children per woman [NSS]) and family
VL]HVKDYHEHHQGHFOLQLQJ$UPHQLD¶VFXUUHQWSRSXODWLRQRIPLOOLRQLVDJHLQJVLQFHDVLJQL¿FDQW
part of emigrants are young people (under 24 years old, according to NSS). Average life expectancy
has improved from 71 years in 2000 to 74 years in 2008, with longer life for women at 77 years and
shorter for men at 70 years. Median age, however, remains at 32 years old.

7DEOH$JHSRSXODWLRQGLVWULEXWLRQFRPSDULVRQ
Armenia
2010







60+

0.2

18.5

65.3

14.5
Source: WB WDI 2010.
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Figure 1.3.$JHSRSXODWLRQGLVWULEXWLRQFRPSDULVRQ
(between Armenia and the other EESC countries)
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Source: World Bank 2010.

*RDO5HGXFHSRYHUW\
7DUJHW$FKLHYHIXOODQGSURGXFWLYHHPSOR\PHQWDQGGHFHQWZRUNIRUDOO
Despite the recent economic growth unemployment continues to be a major problem. The employment
WRSRSXODWLRQUDWLRKDVEHHQDURXQGVLQFHWKHHDUO\VPHDQLQJWKHFRXQWU\¶VSURGXFWLYH
potential remains largely unused. Women have fewer opportunities of employment, are paid less
and have lower positions in the hierarchy.

7DEOH(PSOR\PHQWSDWWHUQVHYROXWLRQ
(percentage)

2001

2008

2009

2010

2IILFLDO

2IILFLDO

ILO*

2IILFLDO

ILO

2IILFLDO

38.4

10.4

28.6

7.0

3.6

7.0

Women unemployment rate

-

14.1

-

9.3

9.8

-

Unemployed youth (16-30)

-

29.0

-

18.0

18.9

-

Unemployment rate

Note: 8QHPSOR\PHQWUDWHE\,QWHUQDWLRQDO/DERXU2UJDQL]DWLRQPHWKRGRORJ\19 (ILO).
Source: National Statistical Service of Armenia (NSS).

Informal employment in Armenia is at a high level. According to the April 2010 survey of the NSS,
LQIRUPDOHPSOR\PHQWLQWKHQRQDJULFXOWXUHVHFWRUZDVDW7KHUHLVORZPRWLYDWLRQWRRI¿FLDOO\
UHJLVWHUDVXQHPSOR\HGVLQFHWKHEHQH¿WLVRQO\DERXW86' $0'RIWKHPLQLPXP
wage). Most of the unregistered unemployed work in the informal sector, where both employers
and employees minimise their expenses. Those who work in the informal sector do not register as
unemployed (to receive the unemployment compensation) because of the bureaucracy associated
with registration.
According to a survey on labour migration conducted by Gallup,20 only 25% of adults in Armenia
are permanently employed. Currently one-third of Armenians are interested in seeking employment
DEURDG5XVVLDLVWKHSULPDU\FRXQWU\RIGHVWLQDWLRQIRU$UPHQLDQODERXUPLJUDQWVRI$UPHQLDQV
have at least one family member working in Russia.
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7DUJHW(UDGLFDWHH[WUHPHSRYHUW\DQGKXQJHU
As a result of economic growth the number of people living below the poverty line decreased from
55% in 1999 to 27% in 2008. The proportion of those in extreme poverty (minimum level of dietary
and energy consumption) decreased even more sharply from 23% to 3% during the same period
DVSHUWKHRI¿FLDOGDWD 

7DEOH3RYHUW\LQGLFDWRUV
1999
Poverty gap

2008

…

3.1

Poverty total (% population)

55.0

26.6

Extreme poverty (% population)

22.9

3.1

Note: Poverty gap is the mean distance below the poverty line as a proportion of the poverty line where the mean is taken over
the whole population (the non-poor haveing a 0 shortfall).
Source: NSS.

7KHFXUUHQWSRRUDUHWKRVHZKRKDYHQRWEHQH¿WHGIURPWKHHFRQRPLFJURZWKRIWKHODVW\HDUV
,QFRPHGLVWULEXWLRQLQ$UPHQLDLVYHU\XQHTXDO7KH*LQLFRHI¿FLHQW21 remains between 0.36 and 0.40
(in the EU it is around 0.30). The richest quintile (20% of the population) receives 40% of the total
income, while the poorest quintile receives 7%. The numbers by deciles (10%) are correspondingly
27% for the richest and 2% for the poorest.
Poverty in urban areas (except for Yerevan) is more prevalent than in rural areas. Small and medium
towns, where 30% of the population lives, have very limited employment opportunities. Poverty
UHGXFWLRQWKHUHKDVUHOLHGRQ¿VFDOWUDQVIHUVDQGSULYDWHUHPLWWDQFHV0RVWRIWKHRIWKHSRSXODWLRQ
who live in rural areas are engaged in subsistence agriculture. Although their income levels are far
below the per capita average only 1.7% of them were living below the extreme poverty line in 2008.
In urban areas, 99% of households and in rural areas 85% have access to the centralised water
system. This has been improving in rural areas recently, a trend which will continue since water
VXSSO\DQGLUULJDWLRQGHYHORSPHQWDUHLQFOXGHGLQWKHJRYHUQPHQW¶VDQWLFULVLVSURJUDPPH

3ROLF\LPSOLFDWLRQV
Public spending and social transfers will decide the progress towards the poverty MDGs in the medium
WHUPDQGVKRXOGEHVXVWDLQHGDWVXI¿FLHQWOHYHOV6RFLDOWUDQVIHUV¶ SHQVLRQVDQGIDPLO\DOORZDQFH 
share in the GDP will probably increase compared to the pre-crisis levels. It is projected by the UNDP
that by 2015 they will consume 37% of the total budget. Implementation of this approach will be
one of the biggest challenges for the government.
Another way to solve the problem is to foster a fertile business environment, both in the capital and
in the regions, for both the urban and the rural population.

*RDO,QFUHDVHDFFHVVWRTXDOLW\OLIHORQJHGXFDWLRQ
7DUJHW&RPSOHWHIXOOSULPDU\HGXFDWLRQ
Armenia has educated human resources, which is a Soviet heritage. According to the NSS, the adult
and youth literacy rates in the country are at 99% with no gender disparities. About 30% of the
population in Armenia has some degree of a tertiary/professional education.
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7DEOH0DLQHGXFDWLRQGDWD
2000

52

2008

Pre-primary enrolment (%)

17.2

24.9

Primary enrolment rate (%)

74.0

96.0

Teacher to student ratio in primary schools (%)

10.2

9.5

Secondary enrolment rate (%)

76.0

91.0

Secondary education students

566 590

414 781

Secondary education students to teacher ratio (%)

10.2

9.7

Tertiary enrolment rate (%)

57.0

73.0

Note: In 2009.
Source: NSS.

According to the UNDP assessment, Armenia appears to be on track to meet the MDG target of
³8QLYHUVDO3ULPDU\(GXFDWLRQ´7KHJRYHUQPHQWKDVEHHQDOORFDWLQJVL]HDEOHIXQGLQJIRUHGXFDWLRQ
12.7% of the budget in 2008, 13.4% in 2009 and 10.7% in 2010. However, as a percentage of the
*'3WKLV¿JXUHLVVWLOOORZFRPSDUHGWRLQ2(&'FRXQWULHV7KHWDUJHWLQWKHQDWLRQDO
MDGs is 4.5% of GDP by 2015.
A major concern for Armenia is regional and income-based inequality in access to education. The
number of people with incomplete elementary education is higher in the rural areas. Rural residents
are half as likely to attend tertiary education than urban residents. There is inequality in enrolment
rates of the poor population in the tertiary and pre-school education.
There are considerable shortcomings related to the quality of secondary (general) education. Students
have to take private lessons to take university exams. The quality and accessibility of pre-school
education have also deteriorated.

3ROLF\LPSOLFDWLRQV
The biggest challenge in all sub-sectors of the education system is quality. It is essential to improve
the quality so that education meets the need of the changing economy and of global competitiveness
LQRUGHUWRWUDQVIHU$UPHQLDLQWRDNQRZOHGJHEDVHGHFRQRP\(TXDOLW\FRQFHUQVUHODWHGWRIDPLOLHV¶
income levels, in terms of access to pre-school and especially tertiary education, should be addressed.
The introduction of a quality assurance and monitoring system in secondary and higher education
LVRQHRIWKHPRVWLPSRUWDQWVWHSVWRWDNH,WZLOOEHEHQH¿FLDOWRKDYHWKHKLJKHUHGXFDWLRQV\VWHP
in accordance with international standards and the Bologna process.22

*RDO(QVXUHJHQGHUHTXDOLW\
Fundamental rights of women and gender equality norms are ensured by the Armenian Constitution
and relevant legislation. Armenia is a signatory of the Convention on the Elimination of all forms of
'LVFULPLQDWLRQ$JDLQVW:RPHQ &('$: +RZHYHUOHJDOULJKWVGRQRWHQVXUHUHDORSSRUWXQLWLHV
women do not participate equally in social and economic life. Gender inequality issues derive mostly
from widely accepted traditional norms of the society.
Armenian women are well educated and have a high capacity for professional development. In upper
grades of general secondary schools and in tertiary education they represent a majority, 52% and
UHVSHFWLYHO\7KHVKDUHRIZRPHQDPRQJWKHRI¿FLDOO\HPSOR\HGKDVEHHQLQFUHDVLQJIURP
in 2004 to 49% in 2008 according to the NSS, but only 80% of them have full time employment,
while men enjoy 90%.
:RPHQDUHGLVFULPLQDWHGDJDLQVWGHVSLWHWKHLUKLJKSURIHVVLRQDOFDSDELOLWLHVWKHDYHUDJHPRQWKO\
nominal wage for women was AMD 68 000 in 2008, AMD 117 000 for men. The share of women
among professionals is 57% but the number of women managers is 3.6 times less. Among those
who have a second job with high or post-graduate education 66% are women (NSS, 2009).
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Women are largely under-represented within legislative and executive authorities. Only 11 out of
131 Members of Parliament and only 2 out of 18 ministers are women. In 2008, only 23 out of 866
village mayors were women. Armenia committed to MDGs where women would make up at least
25% of the Parliament and 10% of the heads of local authorities by 2015. But under the current
VLWXDWLRQWKHVSHFL¿HGJRDOVDUHXQUHDOLVWLF
$VSHUWKH&('$:UHFRPPHQGDWLRQDJHQGHUVSHFL¿FDSSURDFKVKRXOGEHDGRSWHGLQVWDWHODZVSROLFLHV
and programmes. Gender equality awareness campaigns should be conducted among community
leaders, parents, teachers, and young girls and boys. CEDAW believes this will help change the
stereotypes and cultural practices in society.
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+HDOWKLVVXHV
7DEOH0DMRUFDXVHVRIGHDWK
(in 2002, percentage of total)

Ischemic heart disease

33

Cerebrovascular disease

16

Diabetes mellitus

6

Trachea, bronchus, lung cancers

4

Chronic obstructive pulmonary disease

3

Inflammatory heart diseases

2

Hypertensive heart disease

2

Breast cancer

2

Stomach cancer

2

Cirrhosis of the liver

2
Source: WHO.

*RDOVDQG5HGXFHPDWHUQDOPRUWDOLW\DQGPRUWDOLW\UDWHXQGHUE\
HDFK
According to the NSS data and the UNDP calculations, maternal mortality in Armenia on a three-year
average basis has reduced from 32.6 deaths per 100 000 live births in 1989-91 to 26 deaths per
100 000 live births in 2006-08. The maternal mortality ratio is lower than the corresponding indicators
in the CIS (27.5), but higher than in the EU (less than 10).
Due to the absence of family planning services and corresponding knowledge, abortion remains the
main means of fertility control. According to Demographic and Health Surveys (NSS), pregnancies
ending in abortion declined since 2000 by 10%, but almost half of all pregnancies end in induced
abortions. The surveys indicate a decrease in the use of both modern and traditional methods of
contraception among married women in Armenia. Since the society is quite traditional in Armenia
there are very few extra-marital pregnancies.
Child mortality rates are higher than in Europe, but lower compared to the CIS average. Infant and
under-5 mortality indicators have been declining, from 23.8 per 1 000 live births in 1990 to 12.2 in
2008. This was largely due to a considerable decline in post-neonatal mortality rates, while neonatal
mortality has changed little (8.9 in 1990 and 8.3 in 2007). The number of infants with a low birth
weight (less than 2.25 kg) has increased from 6.5 in 1990 to 7.4 in 2008. Infant mortality rates are
much higher among poor families.
If measures to improve prenatal health care and to reduce neonatal mortality become priorities for
the health sector it will be possible for the country to achieve the MDG target of fewer than 10 deaths
per 1 000 live births by 2015.
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*RDO5HGXFHDQGVORZGRZQWKHVSUHDGRI+,9$,'6E\
It is estimated by the National Center for AIDS Prevention that there are approximately 2 300 people
OLYLQJZLWK+,9LQ$UPHQLDWKRXJKRI¿FLDOVWDWLVWLFVLQGLFDWHRQO\QHZUHJLVWHUHGFDVHVRI+,9
EHWZHHQDQG$FFRUGLQJWRWKH:+281$,'6FODVVL¿FDWLRQ$UPHQLDEHORQJVWRWKHUHJLRQ
with fast growth of the HIV/AIDS epidemic. More than 80% of HIV-infected males and females are
young people between the ages of 20-44. Half of the HIV transmission cases are through heterosexual
practices and 43% from drug use. People living with HIV/AIDS are not fully integrated into society
because of stigma and discrimination.
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The current educational system does not properly address the issue and the awareness of HIV among
youth and adolescents (13-19) is low. This concern is particularly acute when considering that about
RIER\VDQGRIJLUOVKDYHWKHLU¿UVWVH[XDOUHODWLRQVKLSEHWZHHQWKHDJHVRIDQG
(Knowledge Attitude Practice and Behaviour/KAPB survey 2005). It is encouraging that reproductive
DQGVH[XDOKHDOWKRIDGROHVFHQWVLVFXUUHQWO\LGHQWL¿HGDVDSULRULW\DUHDIRUWKHJRYHUQPHQW

5HVSLUDWRU\GLVHDVHV
Tuberculosis (TB) incidence per 100 000 of the population increased from 25 in 1995 to 46 in 2008,
with the peak of 62 in 2006. Since not all TB patients are registered, TB incidence may be much
higher. Deterioration of the socio-economic conditions was the primary reason for such an increase.
Around 12% of newly registered cases and 40% of previously treated patients are multi-drug-resistant
TB according to the Ministry of Health.
The treatment success rate of 72% (2007) is low. The quality of directly observed treatment should
be improved. Among the major issues are availability of TB drugs, planning, supervision and data
management. But the most important issue remains human resources (doctors) capacity and
PRWLYDWLRQ 6WLJPD DQG GLVFULPLQDWLRQ DOVR DIIHFWV SHRSOH ZLWK 7% :LWK ¿QDQFLDO VXSSRUW IURP
donors, TB intervention projects in the civilian sector are currently being launched.

0DLQKHDOWKUHIRUPV
The Armenian health sector was quite developed during the late Soviet period. The potential is still
there and, considering this as a competitive advantage, the government has announced that Armenia
should be transformed into a regional health centre. However the current state of affairs is rather
discouraging. The physical conditions are poor and the management level is low in hospitals even in
the capital. There is uneven distribution of health professionals among the capital and the regions.
Public-sector expenditure for health comprised only 1.4-1.5% of GDP in 2003-08, which is very low
by international standards. Health sector expenditures are predominantly private (around 75%).
Out-of-pocket payments constitute 61%, which is a major barrier to health-care access for the poor.

7DEOH0DLQKHDOWKH[SHQGLWXUH
2008

Armenia

OECD 30

Private health expenditure (in % GDP)

4.5

-

Public health expenditure (in % GDP)

1.5

6.8

Out-of-pocket expenditure (%)

61.0

-

Health spending per capita, public (USD )

50.4

3 365.0

Source:166DQG81'3DXWKRUV¶FDOFXODWLRQV
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*RDO(QVXUHVXVWDLQDEOHHQYLURQPHQWDOGHYHORSPHQW
7DUJHW5HGXFHSROOXWLRQ
The negative environmental impact grew with the economy, especially with the growth of the mining
sector. Emissions from copper processing (sulphur dioxide) increased rapidly. The town of Alaverdi,
the centre of the industry (located in the forested northern region, close to the Georgian border)
became the most polluted city in Armenia.

7DEOH(QYLURQPHQWDOGDWD
(1 000 tonnes)

55
2000

Total emission of pollutants (1 000 tonnes)
Emissions of sulphur anhydride

29.1
8.4

2009

RIWRWDO

74.7

RIWRWDO

29.0

22.9

30.7

Emissions of nitrous oxides

1.2

4.0

1.4

1.9

Emissions of carbon monoxide

8.6

30.0

2.2

2.9

Emissions of VOC (volatile organic compounds)

0.5

2.0

0.5

0.7

Source:166DQGDXWKRUV¶FDOFXODWLRQV

The air quality in Yerevan is mainly affected by transport emissions and dust particles from construction
works. Leaded petrol was prohibited in 2000. A positive development has been the fact that most
private cars and minibuses (a major means of public transportation) transferred to a much cheaper
QDWXUDOJDVV\VWHPZKLFKVLJQL¿FDQWO\UHGXFHGH[KDXVWHPLVVLRQV$PDMRUFRQFHUQIRU<HUHYDQ
remains the reduction of green areas and parks.
Armenia joined the Kyoto Protocol in 2002 and since then has embarked on the development of
Clean Development Mechanism (CDM) projects. Currently there are 18 projects at different stages
of implementation. There are several programmes adopted, according to which the government has
to harmonise environmental legislation with EU directives.
Armenia hosts one of the largest high altitude freshwater depositories in the world – Lake Sevan. The
water of the lake was drained by 16 metres in Soviet times and the issue of the lake became a top
SULRULW\RQ$UPHQLD¶VHQYLURQPHQWDODJHQGD&RQVLVWHQWHIIRUWVDQGIDYRXUDEOHZHDWKHUFRQWULEXWHGWR
the rise of water recently by 2.5 metres, but problems such as the unregulated use of the shoreline
DQGWKHUHSOHQLVKPHQWRI¿VKVWRFNVSHUVLVW$SURSHUWUHDWPHQWRIWKHLQÀRZLQJZDWHUVDQGULYHUV
into the lake also remains a problem. (In the framework of an EBRD loan provided in 2007, sewage
treatment facilities will be built in three towns of the Lake Sevan basin.)
,QHI¿FLHQW SUDFWLFHV LQ DJULFXOWXUH UHVXOWHG LQ LQFUHDVHG VDOLQLW\ DQG DONDOLVDWLRQ RI WKH VRLO
Overexploitation of pastures has led to erosion and threatened biodiversity. Forest management
and biodiversity have deteriorated with massive fellings during the energy crises of the early 1990s,
and the trend continues.
The issue of safe ecological disposal of municipal and industrial wastes has not been resolved. All sorts
of waste are being disposed of without distinction in urban and rural dumps and they are burned,
causing environmental pollution. Waste recycling enterprise development is at an early stage.

7DUJHW$FFHVVWRFOHDQDQGGULQNDEOHZDWHU
Food- and water-borne diseases account for between 8% and 18% of new cases of infectious
DQGSDUDVLWLFGLVHDVHV XQLGHQWL¿HGLQIHFWLRXVHQWHULWLV6KLJHOODDQG+HSDWLWLV$ GLDJQRVHGHDFK
year. The incidence is more than 7 000 cases a year. The actual level may be 10 times higher,
i.e. about 70 000 cases a year. These diseases are mostly related to contaminated water supplies
(household and irrigation), as well as contaminated uncooked or undercooked foods. Despite recent
improvements in water treatment and water distribution, statistics still show recurring problems with
water contamination mostly in the smaller towns.
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Two major food safety issues are botulism, caused by improper home-canning (households seek
low-priced home-style vegetable preparations) and the consumption of poisonous mushrooms. There
DUHDOVRHQYLURQPHQWDOKHDOWKKD]DUGVVXFKDVPHWDOFRQWDPLQDWLRQRIVRLODQGZDWHU EHFDXVHRI
mining operations) and persistent organo-chloride pesticides (Agriculture and Rural Development
Department, ECA, WB).
It is unlikely that the country will achieve its environment related MDGs by 2015.

3ROLF\LPSOLFDWLRQV
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The government should regulate and monitor the mining industry so it applies the most advanced
environmentally clean technologies. Waste separation, treatment and recycling should be brought
on to the agenda. Disposal of radioactive wastes generated by the nuclear power plant should
also be the focus of the government and public attention. Projects in the areas of biodiversity and
forest management must be continued. Water resources management is of critical importance for
Armenia. Special attention should be paid to the implementation of Lake Sevan related programmes.

PRIVATE SECTOR DEVELOPMENT
Although Armenia witnessed strong economic growth between 2000 and 2008 with an annual average
JURZWKUDWHRILQFRPHVUHPDLQORZDQGWKHFRXQWU\LVKLJKO\UHOLDQWRQH[WHUQDO¿QDQFLQJ
$UPHQLD¶V HFRQRP\ LV KLJKO\ GHSHQGHQW RQ WKH 5XVVLDQ HFRQRP\ SDUWLFXODUO\ UHJDUGLQJ HQHUJ\
exports and remittances. Trade contacts with its nearest neighbours remain minimal due to political
SUREOHPVDQGLQDGHTXDF\RIWUDQVSRUWURXWHV7KH¿QDQFLDOFULVLVKDVKDGDGHHSHULPSDFWRQWKH
Armenian economy than expected, resulting in a 14.2% contraction of real GDP in 2009 (IMF, 2010),
DQGKDVKLJKOLJKWHGRYHUGHSHQGHQFHRQH[WHUQDOVRXUFHVRI¿QDQFHDQGKLJKJOREDOPHWDOSULFHV
7KHFULVLVWKXVUHYHDOHGWKDWUHO\LQJRQUHPLWWDQFHVDQGKLJKJOREDOPHWDOSULFHVZLOOQRWVXI¿FHLQ
order to enhance competitiveness and support private sector development.
The private sector is a source of knowledge, skills and resources, and a key engine of growth for
HFRQRPLFGHYHORSPHQW,QWKLVFRQWH[WWKHUROHSOD\HGE\PLFURVPDOODQGPHGLXPVL]HHQWHUSULVHV
is particularly important. Efforts to foster private sector growth should focus on improving the business
environment for SMEs by providing a regulatory framework that fosters entrepreneurship through
better policy design, including improving business regulation, the education system and providing
DFFHVVWR¿QDQFHIRU60(VWKDWZRXOGHQFRXUDJHWKHHQWU\RIQHZ¿UPVDVZHOODVLQFUHDVHWKHVKDUH
of employment and contribution to GDP in the private sector.
The methodology applied in this section is based on the OECD Policies for Competitiveness Framework
(PFC) which has been developed as an assessment tool based on the Policy Framework for Investment
3),  ,QVWUXPHQW 7KLV WRRO IROORZV D KRUL]RQWDO DSSURDFK ORRNLQJ V\VWHPDWLFDOO\ DW NH\ SROLF\
GLPHQVLRQVDIIHFWLQJWKHEXVLQHVVFOLPDWHWRLGHQWLI\DQGDQDO\VHNH\FRQVWUDLQWVLQWKHDELOLW\RI¿UPV
to produce, invest and grow. Apart from giving a general introduction into the business environment,
WKUHHNH\GLPHQVLRQVDUHIHDWXUHGLQWKLVVHFWLRQFRYHULQJVNLOOVGHYHORSPHQWDFFHVVWR¿QDQFHDQG
investment framework conditions affecting SME growth.

*HQHUDORYHUYLHZ
In Armenia, the private sector accounts today for 75% of GDP (EBRD, 2010). According to national
statistics data, it is dominated by micro, small and medium enterprises (98%) which contribute to a
VLJQL¿FDQWVKDUHRI*'3  DQGHPSOR\PHQW  +RZHYHUWKHVH¿JXUHVXQGHUHVWLPDWHWKH
real contribution of SMEs to the economy, as the informal sector remains large and is estimated at
 6FKQHLGHU ([FHVVLYHUHJXODWRU\EXUGHQVSURYLGHOLWWOHLQFHQWLYHIRU¿UPVWRPRYHIURP
the informal to the formal sector, which is required for enterprise growth and reaching high-scale
production. Moreover, anti-competitive practices in the informal sector and an overall burdensome
business environment, particularly in the areas of customs regulation, tax administration and corruption
(%5':RUOG%DQN SRVHDVLJQL¿FDQWWKUHDWWRUHJLVWHUHG60(VZKLFKDUHWKXVQRWFRPSHWLWLYH
on external markets.
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2QHRIWKHNH\REVWDFOHVWREXVLQHVVJURZWKLQ$UPHQLDLVWKHGLI¿FXOW\LQDFFHVVLQJTXDOL¿HGSHUVRQQHO
who match labour market requirements. According to the OECD PFC assessment, the large skills
gap stems mainly from a lack of collaboration between the private and the public sector. Moreover,
Armenia suffers from the “brain drain” phenomenon as skilled workers leave the country due to the
lack of employment alternatives. More than half of migrants who left the country in 2002-07 had
HLWKHUVHFRQGDU\RUVHFRQGDU\SURIHVVLRQDO YRFDWLRQDO HGXFDWLRQDQGDOPRVWKDGDEDFKHORU¶V
RUPDVWHU¶VGHJUHH
60(VDOVRIDFHVLJQL¿FDQWGLI¿FXOWLHVLQDFFHVVLQJ¿QDQFHWRVWDUWDEXVLQHVVRUWRH[SDQGEXVLQHVV
DFWLYLWLHV$FFRUGLQJWRWKH2(&'3)&DVVHVVPHQWWKHUHLVDODFNRILQQRYDWLYH¿QDQFLQJPHFKDQLVPV
through venture capital or business angel networks that would allow start-ups to access capital other
WKDQEDQN¿QDQFLQJ%XVLQHVVDQJHOFDSLWDO¿OOVWKHJDSLQVWDUWXS¿QDQFLQJEHWZHHQ³IULHQGVDQG
family” who provide seed funding as well as hands-on advice to entrepreneurs based on personal
H[SHULHQFH ZKLFK LQFUHDVHV WKH FKDQFH RI VXFFHVV 7R LPSURYH DFFHVV WR ¿QDQFH IRU 60(V WKH
JRYHUQPHQWVKRXOGDOVRFRQVLGHULQWURGXFLQJQHZ¿QDQFLDOLQVWUXPHQWVVXFKDVJXDUDQWHHVFKHPHV
and leasing arrangements.
7RIXUWKHUEXLOGDVXSSRUWLYHHQYLURQPHQWLQZKLFK60(VFDQEHQH¿WIURPLQFUHDVLQJLQWHUQDWLRQDOLVDWLRQ
Armenia will need to unlock the full potential of investment opportunities across sectors and industries.
In the short term, the country can attract investors towards labour-intensive sectors, but in the long
term the challenge remains on moving towards higher value-added sectors which increase the overall
competitiveness of the country. However, as privatisation in Armenia is largely over, the challenge will
EHWRFUHDWHQHZJUHHQ¿HOGLQYHVWPHQWRSSRUWXQLWLHVSDUWLFXODUO\RXWVLGHWKHVHFWRUVRIPHWDOOXUJ\DQG
PLQLQJ,IVXFFHVVIXOVXFKDVKLIWFRXOGIXUWKHUZLGHQ$UPHQLD¶VH[SRUWSURGXFWEDVHZKLFKLVFULWLFDO
WRUHGXFHWKHWUDGHGH¿FLW2WKHUNH\VHFWRUVDWWUDFWLQJIRUHLJQLQYHVWPHQWDUHWHOHFRPPXQLFDWLRQV
power and utilities, food processing, trade, construction, information technologies and hotel services.

7KHLQFUHDVLQJUROHRIWKHSULYDWHVHFWRU
After a severe recession in the 1990s, the private sector has played an increasingly important role in
Armenia and contributed to employment and economic growth. Large scale privatisation campaigns of
state-owned enterprises and land led to higher government income through sales and increasing tax
UHYHQXHV,QWURGXFWLRQRIQHZPDQDJHPHQWSUDFWLFHVKHOSHGLQFUHDVLQJHI¿FLHQF\DQGFRPSHWLWLYHQHVV
and the private sector expanded with the entry of new enterprises and growing employment. In 2008,
the private sector share of GDP in Armenia reached 75% and contributed to 78.2% of employment.23
The process of privatisation has largely come to an end. It started in 1991-92 with the transfer of
public assets to private owners and by August 2000, 90% of small enterprises and 83% of medium
and large enterprises had been privatised.24 Opportunities for private investors remain largely in
the energy, water and irrigation sectors. The business entry rate in 2007 was 6.77% (World Bank,
2010a), well below the OECD average of 11.7%25 and the lowest in the Eastern Europe and South
&DXFDVXV ((6&  UHJLRQ 7KLV ¿JXUH LV RYHUHVWLPDWLQJ WKH UHDO HQWU\ UDWH JLYHQ WKDW LW LQFOXGHV
UHJLVWHUHGUDWKHUWKDQDFWLYH¿UPVDQGQRVWDWLVWLFVRQH[LWUDWHVDUHJLYHQ
The private sector remains highly polarised between a large informal sector of self-employed and
small enterprises, and a concentrated formal economy. In Armenia, small-scale enterprises are divided
in micro, small and medium enterprises,26ZKLFKDUHGH¿QHGEDVHGRQWKHQXPEHURIHPSOR\HHV
and the sector in which they are active. According to the Law of the Republic of Armenia “On State
Support of Small and Medium Entrepreneurship” (5 December 2000), all the enterprises with fewer
WKDQHPSOR\HHVDUHFRQVLGHUHGPLFUR¿UPV)RUVPDOODQGPHGLXPHQWHUSULVHVGLIIHUHQWGH¿QLWLRQV
apply according to the sector in which a company is operating, e.g. an enterprise in industry is small
LILWKDVWRHPSOR\HHVPHGLXPLILWKDVHPSOR\HHVDQGODUJHLILWHPSOR\VPRUHWKDQ
ZRUNHUVLQFRQVWUXFWLRQSRZHUHQJLQHHULQJVFLHQFHRUHGXFDWLRQD¿UPLVVPDOOLILWHPSOR\V
HPSOR\HHVPHGLXPLILWHPSOR\VHPSOR\HHVDQGODUJHLILWHPSOR\VPRUHWKDQLQ
WUDQVSRUWWUDGHDQGVHUYLFHVD¿UPLVVPDOOLILWKDVHPSOR\HHVPHGLXPLQWKHFDVHRI
and large for more than 30 employees.
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According to the National Business Register, on 1 January 2010, 132 923 SMEs and individual
entrepreneurs were registered which represent 97.7% of the total number of enterprises, as reported
E\WKH60('HYHORSPHQW1DWLRQDO&HQWUH '1& RI$UPHQLD$FFRUGLQJWRRI¿FLDOQDWLRQDOVWDWLVWLFV
SMEs contributed to 41.7% of GDP in 2008 and 42.5% in 2009. This indicator has doubled since
1999 showing both an increase in importance of the SME sector and movement from the informal to
IRUPDOVHFWRU+RZHYHUWKHVH¿JXUHVGRQRWWDNHLQWRDFFRXQWWKHODUJHLQIRUPDOVHFWRU

Figure 1.4.6WUXFWXUDOLQGLFDWRUVRIWKHIRUPDOSULYDWHVHFWRULQ$UPHQLD
(percentage)
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Source: SME DNC (2010), Small and Medium Entrepreneurship Sector in Armenia 2007-09.

The largest contribution of SMEs to GDP in 2009 was in trade (49.4%), services (45%) and construction
(37.2%). Industry and transport, and communications sectors are dominated by large enterprises
with SMEs contributing only to 30.7% and 28% of GDP respectively.27 Despite this large number and
VLJQL¿FDQWFRQWULEXWLRQWR*'360(VSHUIRUPUHODWLYHO\EDGO\RQH[WHUQDOPDUNHWV7KHYDOXHRI60(
exports represented 17.7% of total exports in 2009 which is slightly lower than in 2008 (17.9%),
but higher than in 2007 (17.4%). One of the reasons for low external trade performance is excessive
UHJXODWLRQVIRUH[SRUWLQJSURFHGXUHVLGHQWL¿HGDVDQREVWDFOHE\RI¿UPVWKDWSDUWLFLSDWHG
in the EBRD-World Bank Enterprise Survey 2009.28
Since 2001, annual programmes for state support to SMEs have been drawn up and implemented.
7KH6PDOODQG0HGLXP6L]H(QWHUSULVH'HYHORSPHQW1DWLRQDO&HQWUH 60('1& HVWDEOLVKHGLQ
by the government of Armenia, supported SMEs through the implementation of Annual SME State
Support Programmes with resources allocated from the state budget. Since its 2008 membership
in the Enterprise Europe Network (EEN), the SME DNC has been hosting an EEN Centre providing
business, innovation, technology and research related services to Armenian companies while also
rendering assistance to European SMEs seeking business opportunities in the Armenian market.
Several amendments in tax legislation for SMEs, adopted in 2009, entered into force in January 2010.

%XVLQHVVHQYLURQPHQW
The business environment for SMEs has improved since 2006 and the procedures for registering
property and licensing are more straightforward than in other countries in the EESC region. In 2009,
$UPHQLDUDQNHGDFFRUGLQJWRWKH:RUOG%DQN¶VDoing Business 2011 report, compared to 50 in
2008. In 2011, Armenia fell back to the 48th position, losing four ranks compared to 2010. The only
FDWHJRU\WKDWVLJQL¿FDQWO\LQFUHDVHGLV³WUDGLQJDFURVVERUGHU´ZLWKDQLQFUHDVHRISRVLWLRQV WR
82nd). All other components decreased only slightly, such as “Dealing with construction permits” (-6)
and “Closing a business” (-5).
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2YHUDOO VLJQL¿FDQW LPSURYHPHQWV ZHUH PDGH LQ WKH DUHDV RI VWDUWLQJ XS D EXVLQHVV VLQFH 
According to BEEPS 2009, the cost of start-up procedures decreased from 8.4% to 2.6% of gross
national income (GNI) from 2003 to 2009, as did the number of start-up procedures to register
a business, down from ten to six days (World Bank, 2010b). Business registration procedures
ZHUHVLPSOL¿HG)RUH[DPSOHLQWKH0LQLVWU\RI-XVWLFHLQWURGXFHGODZVE\ZKLFKEXVLQHVV
registration would go through 4 instead of 12 state bodies and the SME Development National Centre
ZDVHVWDEOLVKHGLQWRSURYLGHWHFKQLFDODQG¿QDQFLDOVXSSRUWWR60(V7KHUHTXLUHPHQWIRU
approval of a charter at registration and the minimum capital requirement have been removed and
no permissions from the police are required to obtain a company seal. With ADB assistance, the
government is introducing an online business registry system.
Other areas that showed some improvements include dealing with construction permits and
trading across borders (World Bank, 2010b). In August 2009, the government decided to launch an
electronic system for submitting import and export declarations which could have a positive impact
RQH[SRUWVJRLQJIRUZDUG+RZHYHUFORVHGERUGHUVZLWK7XUNH\DQG$]HUEDLMDQKDYHDQLPSDFWRQ
transportation cost in tradeable sectors and overall customs regulations continue to pose serious
barriers to businesses. Moreover, land access to the Russian market is absent because of the ongoing
confrontation between Georgia and Russia.
A VAT threshold was introduced as part of the anti-crisis programme in 2009. Enterprises with an
annual turnover of less than AMD 58 million (USD 150 000) have not been required to pay VAT.
There is a commitment on the side of the Government to reduce delays in VAT refunds. A ceiling
ZDVLQWURGXFHGRQWKHSUR¿WWD[ZKLFKVKRXOGEHQROHVVWKDQDQGQRPRUHWKDQRI
the total business turnover.
7D[UHSRUWLQJSURFHGXUHVZHUHVLPSOL¿HGEXVLQHVVHVZHUHDOORZHGWR¿OHTXDUWHUO\LQVWHDGRIPRQWKO\
reports and send them by mail instead of taking them to the tax authorities personally. Fixed, instead
RISUR¿WWD[HVZHUHLQWURGXFHGIRUVHYHUDOHPSOR\PHQWJHQHUDWLQJVHFWRUVVXFKDVWD[LVKRWHOV
and restaurants. To encourage manufacturing sector development, businesses importing equipment
worth more than AMD 300 million (USD 770 thousand) were allowed to defer the value-added tax
(VAT) payment for three years.
$ODUJHQXPEHURI$UPHQLDQ¿UPVFRQWLQXHWRSHUFHLYHWD[DGPLQLVWUDWLRQFXVWRPVUHJXODWLRQDQG
corruption as major obstacles for business development. This shows that effective reforms are
still needed in the areas of tax policy and administration to create a more competitive business
environment. Prime Minister Tigran Sargsayan pledged in early 2009 that the creation of a level
SOD\LQJ¿HOGIRUDOOEXVLQHVVHVZRXOGEHRQHRIKLVJRYHUQPHQW¶VPDLQREMHFWLYHV,QHDUO\KH
stated that SMEs carried the main burden of taxes in 2009 and big businesses would come under
strict scrutiny. In April 2010, the government announced that the 300 companies with annual revenue
RIRYHU$0'ELOOLRQ 86'PLOOLRQ ZRXOGEHUHTXLUHGWR¿OHDQGSXEOLVKWKHLU¿QDQFLDOUHSRUWV
WRWD[DXWKRULWLHVFHUWL¿HGE\LQGHSHQGHQWDXGLWRUVVWDUWLQJLQWKHVHFRQGTXDUWHURI7KHVH
companies accounted for almost half of the overall tax revenue in 2009.
Among many other disadvantages of excessive regulatory requirements they are likely to open the
door for corruption which is persistent within the government and at the lower level of public service.
7UDQVSDUHQF\,QWHUQDWLRQDO¶V&RUUXSWLRQ3HUFHSWLRQ,QGH[UDQNHG$UPHQLDrd on the list of 178
countries. On the other hand, according to the International Finance Corporation Enterprise Surveys
,)& WKHSHUFHQWDJHRI¿UPVWKDWUHSRUWHGWKDWWKH\ZHUHH[SHFWHGWRSD\EULEHVDVDUHVXOW
of tax inspections fell from 71% in 2005 to 9% in 2009. The average number of interactions with
WD[RI¿FLDOVGHFUHDVHGIURPWRDQGWKLVGHFOLQHZDVHYHQPRUHVLJQL¿FDQWIRUVPDOO¿UPV
)XUWKHU VSHFL¿F SROLF\ FKDOOHQJHV IRU $UPHQLD LQFOXGH VNLOOV GHYHORSPHQW DFFHVV WR ¿QDQFH DQG
WKHLQYHVWPHQWIUDPHZRUNIRU60(JURZWK7KHVHWKUHHDUHDVKDYHEHHQLGHQWL¿HGDVNH\DUHDVWR
address to create better conditions for private sector development, competitiveness and investment.
The OECD conducted a policy assessment based on a self-assessment provided by both public and
private representatives. This assessment aims at assessing the current policy environment and
identifying areas for reform.
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+XPDQFDSLWDOGHYHORSPHQW
6WUHQJWKHQLQJVNLOOVGHYHORSPHQWKDVEHHQLGHQWL¿HGDVRQHRIWKHNH\FRQWULEXWRUVWRFRPSHWLWLYHQHVV
The positive correlation between human capital and productivity has become increasingly important
LQWKHJOREDOLVHGZRUOG5D]]DNDQG7LPPLQV  UHSRUWDVWURQJSRVLWLYHUHODWLRQEHWZHHQWKH
LQFUHDVHRIXQLYHUVLW\TXDOL¿HGZRUNHUVDQGWKHOHYHOVRIODERXUSURGXFWLYLW\DVPHDVXUHGE\*'3
per person. It is believed that relying on natural resources, cost competition and strategic alliances
GRHVQRWVXI¿FHIRUUHDFKLQJVXVWDLQDEOHGHYHORSPHQW 0HPRQet al., 2009).

60

Enhancing competitiveness in Armenia will require a higher commitment to invest in human capital
as well as introduce reforms which will ensure that the educational system produces skills that match
the demand of the labour market and further support private sector development. Five areas have
been selected for an in-depth evaluation of the education system including:
ŀ

VWUDWHJ\IRUPXODWLRQ

ŀ

LQSXWVWRLQLWLDOHGXFDWLRQ

ŀ

YRFDWLRQDOHGXFDWLRQDQGWUDLQLQJ 9(7 

ŀ

FRQWLQXLQJHGXFDWLRQDQGWUDLQLQJ &(7 

ŀ

human capital outcomes.

,Q$UPHQLDWKUHHDUHDVKDYHEHHQLGHQWL¿HGDVEHLQJSDUWLFXODUO\LPSRUWDQWWRVXSSRUWEXVLQHVV
development in the country: the lack of a nation-wide workforce skills strategy, the lack of a strategy
for teacher recruitment and retention and the lack of a CET system.
$UPHQLD¶V TXDOLW\ RI HGXFDWLRQDO V\VWHP UDQNV  RXW RI  DFFRUGLQJ WR WKH :RUOG (FRQRPLF
)RUXP :() 6SHQGLQJRQHGXFDWLRQDIWHUWKHFROODSVHGURSSHGE\KDOILQWKH¿UVW\HDUVRI
transition: from 20.45% out of total government expenditures in 1990 to 10.27% in 1995. Despite
high adult literacy rates (99.5%) and secondary and tertiary enrolment rates (88.13% and 34.21%,
respectively),29 the quality of the education system does not match with job market requirements.
In TIMSS 2007, Armenia showed an increased average achievement compared to TIMSS 2003, but
still below the international average (IEA, 2007a and 2007b).30
The government is committed to moving towards a knowledge-based economy and aims at regaining
its Soviet-era competitive advantage of a highly skilled labour force (NTO, 2007). However, there
is no workforce strategy programme in place that would ensure that labour market needs for skills
are covered by the national education system. According to the Employers and University Graduates
Assessments of Knowledge and Skills Taught in Professional Education Institutions survey, 59.8%
of employers of university graduates, 57.3% of employers of VET graduates and 25.6% graduates
of Armenian Universities think that the knowledge taught at universities is of a theoretical nature
and practical skills are lacking (UNDP, 2006). A website for discussion of a new draft law is to be
launched in 2011 which aims at collecting feedback from the private sector. The development of a
CET system based on private-public co-operation would further facilitate bridging the gap between
the private sector demands and the educational system outcomes.
7KH VKRUWDJH RI TXDOL¿HG WHDFKLQJ VWDII DV ZHOO DV HTXLSPHQW DQG PDWHULDOV OLPLWV WKH SRWHQWLDO
DFKLHYHPHQWVRIVWXGHQWV4XDOL¿HGWHDFKHUVOHDYHWKHHGXFDWLRQVHFWRUGXHWRORZZDJHV 86'
in June 201031 which is 28% lower than the average wage in the economy). There is a need for
a national strategy for teacher retention and development that would include providing increased
funding for salaries and equipment. A Teacher Professional Development Scheme funded by the
International Development Association is to be launched at the end of 2010.
Moreover, emigration of the skilled labour force continues to be a severe problem for employers.
$UPHQLDKDVVXIIHUHGIURPVHYHUHPLJUDWLRQVLQFH WKHPDMRULW\OHIWGXULQJ RI
the emigrants who left Armenia during 2002-07 had general secondary school education, 16.1% had
vocational, and 18.7% had university and post-university education.32 Emigration is still a problem
and measures are needed to retain the brightest individuals in the framework of the national strategy
of workforce development such as job opportunities and competitive salaries.
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$FFHVVWRILQDQFH
$FFHVV WR ¿QDQFH LV RQH RI WKH FULWLFDO LVVXHV IRU HQKDQFLQJ D FRXQWU\¶V FRPSHWLWLYHQHVV $W DQ\
VWDJHRIEXVLQHVVGHYHORSPHQWEXVLQHVVHVIDFHDQXPEHURI¿QDQFLDOFRQVWUDLQWV$FFHVVWREDQN
¿QDQFLQJIRU60(VSDUWLFXODUO\LQWKHUHPRWHUHJLRQVUHPDLQVOLPLWHGDQGLQRI$UPHQLDQ
FRPSDQLHVLGHQWL¿HGDFFHVVWR¿QDQFHDVDPDMRUFRQVWUDLQWDVHQVLWLYHO\KLJKHUVFRUHLIFRPSDUHGWR
the average of the region of 24% (EBRD/World Bank, 2009). This, together with an average interest
rate spread of 10% (World Bank, 2010b) might explain why only 32% of the companies use banks
WR¿QDQFHLQYHVWPHQWVVL[SRLQWVOHVVWKDQHQWHUSULVHVLQRWKHUFRXQWULHVRIWKHUHJLRQ
In 2005 and 2006 the banking sector was completely privatised and subjected to the control of the
&HQWUDO%DQNRI$UPHQLD*HQHUDOO\EDQNVDUHZHOOFDSLWDOLVHGOLTXLGDQGSUR¿WDEOHHYHQLIDFWLYLWLHV
for the private sector remain inadequate. The domestic credit provided by the banking sector to the
private sector as a percentage of the GDP more than doubled from 2004, and reached 17.4% in 2008.
On the other hand, the relative insulation and lack of sophistication of the Armenian banking system
KDVDOVROLPLWHGWKHGLUHFWLPSDFWRIWKHJOREDO¿QDQFLDOFULVHVRQWKH$UPHQLDQ¿QDQFLDOV\VWHP
The Central Bank, with the support of private banks, introduced several measures (secured transactions,
XQL¿HGVXSHUYLVLRQUHJLPH LQWKDWFRQWULEXWHGWRDUDSLGLQFUHDVHLQEDQNORDQVWRWKHSULYDWH
VHFWRU$UPHQLD¶VVFRUHRQ³(DVHRIJHWWLQJFUHGLW´DVPHDVXUHGE\WKHDoing Business report improved
VLJQL¿FDQWO\EHWZHHQDQG7KHJRYHUQPHQWVWDWHVLWZLOOFRQWLQXHHIIRUWVWRVWUHQJWKHQ
WKH¿QDQFLDOVHFWRUDQGHQVXUHWKDWFUHGLWUHVRXUFHVDUHDYDLODEOHIRU60(V
Commercial bank loans to the private sector as share of GDP grew from 8.4% in 2005 to 17.4%
in 2008. The value of collateral required to secure a loan fell from 173% to 75% of the loan value.
'HVSLWHWKHVLJQL¿FDQWFUHGLWJURZWKWR¿QDQFHLQYHVWPHQWV$UPHQLDQFRPSDQLHVWXUQWRHTXLW\DQG
RZQHUV¶FRQWULEXWLRQVDURXQGDWKLUGRIWKHLUWRWDOLQYHVWPHQW2QO\DERXWDIRXUWKRIWKHLQYHVWPHQW
LV¿QDQFHGWKURXJKEDQNVDQGWKHUHVWFRPHVIURPWKHLQWHUQDOIXQGV ,)& 
The government of Armenia has undertaken a number of programmes in order to facilitate access to
¿QDQFHIRUVPDOOHQWHUSULVHV7KH³/RDQ*XDUDQWHHV3URYLVLRQ3URJUDPPH´DOORZVVROYHQWHQWUHSUHQHXUV
WRJHWORDQVLQWHUPVRILQVXI¿FLHQWSOHGJHDPRXQWDQGORZOLTXLGLW\ZKLFKLVSDUWLFXODUO\VSHFL¿FIRU
the SMEs operating in distant and close to the border regions of Armenia. The “Partial Subsidising
of Credit Interest Rates” aims to support SMEs through partial subsidising of credit interests. In
particular, this programme is available for SMEs operating in remote, low-populated (up to 1 000
KDELWDQWV UXUDOVHWWOHPHQWV7KH³6WDUWXSVXSSRUWSURJUDPPH´SURYLGHV¿QDQFLDOVXSSRUW ORDQV 
to start-up entrepreneurs (through the partner banks of the SME Development National Center of
Armenia) supporting them with business plans leading to the creation of new businesses.
1HYHUWKHOHVV UHVSRQGHQWV IURP WKH SXEOLF DQG SULYDWH VHFWRUV LGHQWL¿HG HDUO\VWDJH ¿QDQFH DQG
guarantee schemes as priority areas for further improvement. This is especially important for
VWDUWXSVZKLFKXQOLNHPDWXUHHQWHUSULVHVFDQQRWUHO\RQZRUNLQJFDSLWDOQRURQVXSSOLHU¿QDQFLQJ
Because of the early stage of their development they do not yet dispose of well established links and
partnerships with other businesses. Therefore, loans from commercial banks constitute the main
VRXUFHRIDYDLODEOH¿QDQFLQJEXWDWDKLJKFRVW

,QYHVWPHQWIUDPHZRUNIRU60(JURZWK
(YHQLI$UPHQLDDWWUDFWHGKLJKHUWKDQDYHUDJH)',LQÀRZVEHWZHHQZLWKDQDQQXDOFXPXODWLYH
growth rate of 29% compared to 14% in the world, it may face challenges in maintaining high FDI
LQÀRZVQRZWKDWWKHSULYDWLVDWLRQSHULRGLVODUJHO\RYHU0RUHRYHUDVDUHVXOWRIWKHJOREDOFULVLVWKH
FRPSHWLWLRQWRDWWUDFW)',LVOLNHO\WRLQWHQVLI\DVZRUOGZLGH)',ÀRZVDUHHVWLPDWHGWRVORZGRZQ
DQGFRQVROLGDWHWKHLUSRVLWLRQVLQKRPHPDUNHWV7RWDO)',LQÀRZVLQWR$UPHQLDLQWRWDOOHG
about USD 838 million (UNCTAD) which equals approximately USD 1 110 per capita.
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Figure 1.5.$UPHQLDQHW)',ÀRZV
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To further support improvements in the investment framework for SME growth the OECD developed
an in-depth evaluation framework for investment policy and promotion. This framework provides
comprehensive coverage of FDI policy, investment promotion and facilitation, and transparency.
Successful jurisdictions reform their investment laws and regulations while promoting their advantages
simultaneously. Using a framework that incorporates both aspects recognises this two-fold approach
and provides policy makers with a single window to assess their progress in that regard.
$UPHQLD¶V LQYHVWPHQW HQYLURQPHQW LV UHODWLYHO\ RSHQ WR IRUHLJQ LQYHVWRUV DQG WKH JRYHUQPHQW LV
committed to attract further FDI.33 The 1994 Law on Foreign Investments provides the regulatory
framework for FDI and includes guarantees for national treatment and non-discrimination. Article 6
of this law states that: “The legal regime governing foreign investments and the methods of their
implementation of the Republic of Armenia cannot be less favourable than the regime governing
WKHSURSHUW\SURSHUW\ULJKWVDQGLQYHVWPHQWDFWLYLWLHVRIFLWL]HQVOHJDOHQWLWLHVDQGXQLQFRUSRUDWHG
HQWHUSULVHVRIWKH5HSXEOLFRI$UPHQLD7RHQFRXUDJHIRUHLJQLQYHVWPHQWVLQWKHPRVWVLJQL¿FDQW¿HOGV
of social and economic development, additional privileges for such investments may be established
in a manner provided by legislation of the Republic of Armenia”.34
Foreign and domestic investors are treated equally by law. Foreign investors and foreign employees
are entitled to freely export their property, revenues and other means legally gained as a result of
investments or as a payment for labour. Restrictions imposed on currency exchange and transfer have
been abolished and the national currency is fully convertible. Both national and foreign companies
are able to open bank accounts in both national and foreign currency. Armenia has been a member
of the World Intellectual Property Organisation (WIPO) since 1993. Its domestic legislation including
the 2006 Law on Copyright and Related Rights is in full conformity with the requirements of WTO
provisions on intellectual property including the Trade Related Aspects of Intellectual Properties
(TRIPS) Agreement. However, law enforcement remains weak and foreign investors have suffered
from inadequate protection of intellectual property rights.
Foreign enterprises registered in Armenia are allowed to acquire ownership of land and there is
no discrimination about the administrative procedures of registration among national and foreign
representatives. Property is protected by the Armenian Constitution and expropriation of foreign
investments is not allowed except in cases of natural or state emergency and upon appropriate
compensation. Moreover, Armenia is a member of the Multilateral Investment Guarantee Agency
(MIGA) which allows foreign investors to receive guarantees against political risks including transfer
restrictions, expropriation, war and civil disturbance, and breach of contract.
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0DMRULVVXHVWKDWUHPDLQWRGD\LQFOXGHLQVXI¿FLHQWODZHQIRUFHPHQWPHFKDQLVPVDVZHOODVFRKHUHQW
review mechanisms to benchmark the scope of restrictions to national treatment relative to practices
in other countries. Establishing such a review process would also enable governments to undertake
GHWDLOHGFRVWEHQH¿WRUUHJXODWRU\LPSDFWDQDO\VLVWRVHHZKHWKHUUHVWULFWLRQVPHHWWKHLULQWHQGHG
policy purposes or should be removed. Ideally, this process should also seek inputs and observations
of national and international investors and other relevant stakeholders.
Investment promotion services and activities are offered by the Armenian Development Agency
(ADA) which was established in 1998 to attract FDI and promote exports. ADA acts as a “one-stop
shop” for investors providing assistance in setting up a business, supporting project implementation,
performing a liaison role between the investor and the government, providing information on investment
opportunities in the country, as well as on investment related regulations and laws. In its export
promotion activities, ADA helps to identify markets for products, undertakes market studies and
seeks out partners for joint ventures aimed at increasing the volume of exports and development
of Armenian enterprises.
7R LPSURYH HI¿FLHQF\ RI LQYHVWPHQW SURPRWLRQ DFWLYLWLHV IXUWKHU $UPHQLD QHHGV WR WDNH D PRUH
integrated approach to investment promotion which is focused on sector competitiveness and regional
development. By doing so, investment promotion can serve as a tool to foster sector and geographic
GLYHUVL¿FDWLRQRI)',7KLVFDQEHDFKLHYHGE\ORRNLQJDWKRZWRGHYHORSORQJHUWHUPFDSDELOLWLHV
WKURXJKWDUJHWHGDQGVHFWRUVSHFL¿F)',OHGSROLF\UHIRUPV,PSURYLQJDVHFWRU¶VFRPSHWLWLYHQHVV
UHTXLUHVDWKRURXJKLGHQWL¿FDWLRQRISROLF\EDUULHUVLQHYHU\VWHSRIWKHYDOXHFKDLQ6XFKDQDFWLYLW\
EDVHGDQDO\VLVFDQKHOSDVVHVVWKHSRWHQWLDO¿QDQFLDOLPSDFWRISRRUSROLF\DQGUHJXODWLRQRQFRPSDQLHV
VHHNLQJSUR¿WDEOHLQYHVWPHQWRSSRUWXQLWLHV
In order to support local economic development, Armenia should consider implementing FDI-SME
OLQNDJHSURJUDPPHVWRDFWLYHO\VXSSRUWWKHGHYHORSPHQWRIVPDOODQGPHGLXPVL]HGHQWHUSULVHVE\
LQWURGXFLQJVFKHPHVWKDWVSHFL¿FDOO\KHOSWKHPWREHQH¿WIURPWKHSUHVHQFHRIIRUHLJQLQYHVWRUV
This normally entails approaching local SMEs and conducting strategic audits to assess their capacity
WRSDUWLFLSDWHLQDVSHFL¿FOLQNDJHSURJUDPPHDVZHOODVGH¿QLQJDGHYHORSPHQWSODQSURPRWLRQDO
campaigns and a database to generate interest by foreign enterprises. Experience suggests that
the facilitation of creating linkages can lead to sustainable business networks which are invaluable
to both foreign investors and domestic companies.
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NOTES
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1.

$UPHQLD$]HUEDLMDQ*HRUJLDWKH5HSXEOLFRI0ROGRYDDQG8NUDLQH

2.

Informal economy refers to all legal production activities that are deliberately concealed from
public authorities for the following kinds of reasons: to avoid payment of income, value-added
RURWKHUWD[HVWRDYRLGSD\PHQWRIVRFLDOVHFXULW\FRQWULEXWLRQVWRDYRLGKDYLQJWRPHHWFHUWDLQ
legal standards such as minimum wages, maximum hours, safety or health standards, etc. It
does not concern illegal activities.

3.

As per IMF resident representative in Armenia Guillermo Tolosa, the ratio of tax collection level
to GDP in Armenia is lower than in African countries (PanARMENIAN.Net, 2010).

4.

For example, the introduction of VAT in Armenia was contrary to best practices. Instead of a
gradual rise in rates from the minimum to the optimal level, the maximum possible rate was
LQWURGXFHG:RUOGH[SHULHQFHRI9$7FROOHFWLRQKDVVKRZQWKDWEHFDXVHRIWKHKLJK¿[HGFRVWV
and administrative complexity of this tax the optimal rate should be at 10-15%. Evolution of the
standard VAT rates in the global tax practice took place on the level of 8-10% (Austria, United
Kingdom, Denmark, Turkey, Germany) to the current 14-16% in Spain, Germany and 17-20%
in United Kingdom, Greece, Italy and France. The highest tax rate of 25% is established in
Denmark and Sweden.

5.

Former “Chairman of the Village Council” and “Chairman of the Collective Farm” in Soviet times.

6.

1986 referred to as one of the peak years for the Armenian economy in general and agriculture
in particular before the devastating earthquake of 1988 and the turmoil related to the collapse
RIWKH6RYLHW8QLRQDQGWKH.DUDEDNKFRQÀLFW

7.

)LVKEUHHGLQJLQ$UPHQLDLVDUHFHQWSKHQRPHQRQ$UPHQLDHQMR\VIDYRUDEOHFRQGLWLRQVIRU¿VK
EUHHGLQJ DV ¿VK IDUPV DUH ORFDWHG LQ WKH $UDUDW YDOOH\ ZKLFK LV ULFK LQ KLJKTXDOLW\ DUWHVLDQ
ZDWHUV)LVKIDUPLQJLVGHYHORSLQJTXLWHIDVW2QO\WRQQHVRI¿VKZDVSURGXFHGLQDQG
more than 3 000 tonnes in 2009, mainly sturgeon and trout. Producers are currently willing to
H[SDQGWRIRUHLJQPDUNHWV7KH\VD\WKHSRWHQWLDORI¿VKEUHHGLQJLVPXFKELJJHUDVWKH\FDQ
SURGXFHWRQQHVDQQXDOO\2QO\DERXWRI¿VKZHQWIRUH[SRUWVRIDU $UPHQLDQ
PHGLDVHH)RU)XUWKHU5HDGLQJ 

8.

Exporting sheep is a new trend in Armenia and can be considered a postitive development.
+RZHYHUDOOHJHGO\WKHH[SRUWQXPEHULVDWOHDVWWZLFHDVELJDVWKDWRI¿FLDOO\UHSRUWHGDQG
most importantly, mothering sheep have also been exported, which endangers the future of
sheep breeding in Armenia.

9.

3RLQWVZLOOEHVHWXSLQUXUDODUHDVWRFROOHFWWKHSURGXFHDQGWUDQVSRUWLWWRWKHIUHH]RQHZKHUHLW
will be stored, packaged and exported to foreign markets by air. Three such agricultural produce
collecting points have already been set up.

10. Empowering the State Commission for Protection of Economic Competition the law states that, if
during the year a company twice or more abuses its dominant position in the market by “creating
obstacles and restrictions to competition” the commission may consider splitting it up.
11. After the world crisis the GoA is keen on creating a “post-industrialised” model of society according
to the Prime Minister. The priorities of the state policy will be focused on innovative technologies,
KHDOWKFDUHHGXFDWLRQDQG¿QDQFLDOVHFWRUV
12. In January-April 2010 there were only two metal cutting machines produced, compared to only
one in the same period of 2009 (NSS).
13. Waste management related problems are of urgent priority for Armenia. There are no or very
IHZVSHFLDOO\DOORFDWHGVLWHVIRUWUHDWPHQWDQG¿QDOGLVSRVDORILQGXVWULDODQGKRXVHKROGZDVWHV
that comply with sanitary-hygienic norms. There is no system for separation of industrial and
household wastes. Unsorted waste is disposed of at the same urban and rural waste dumps.
Infrastructure for processing waste as a secondary raw material is poorly developed in Armenia
1DWLRQDO&KHPLFDOV0DQDJHPHQW3UR¿OH<HUHYDQ 
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14. Japan International Co-operation Agency (JICA), Steering Committee of Study on Mining Sector
Development Master Plan of the Government of the Republic of Armenia, Study on Mining Sector
'HYHORSPHQW0DVWHU3ODQLQWKH5HSXEOLFRI$UPHQLD¿QDOUHSRUW
15. $UPHQLDMRLQHGWKH.LPEHUOH\3URFHVVZKLFKH[FOXGHVLOOHJDOWUDI¿FNLQJRIFRQÀLFWGLDPRQGV
16. With the self-proclaimed independence of Abkhasia, rail and highway transportation from Russia
to Georgia and to Armenia was closed down.
17. Excerpts from Republic of Armenia: Third Review Under the Stand-By Arrangement, IMF, April
2010, Structural Benchmarks:
“Tax administration: 1. Meet the statutory 90-day processing deadline for all VAT refund
FODLPV¿OHGLQ&RQWLQXRXVLQ2XWFRPH±*RDO0HW6XEPLWOHJLVODWLRQWR
parliament that allows only high-risk VAT refunds to be subject to review. March 2010. 3.
Adopt a government decree establishing a mechanism for implementing a fully functional risk
management approaches in VAT refund processing. December 2010.
Tax and social policy: 4. Develop a strategy to further strengthen the targeting of social
safety nets. December 2009. Outcome – Goal Met. 5. Submit legislation to parliament to
bring petroleum and tobacco products within the regular tax regimes (excise tax, customs
GXWLHVSUR¿WWD[DQG9$7 HIIHFWLYH-DQXDU\'HFHPEHU2XWFRPH±*RDO0HW
Submit legislation to parliament amending the Law on Presumptive Taxes. September 2010.
Fiscal sustainability: 7. 6XEPLWDPHGLXPWHUP¿VFDOIUDPHZRUN í WRWKH
government. July 2010
Financial sector: 8.,VVXHSUXGHQWLDOUHJXODWLRQVWRVSHFL¿FDOO\DGGUHVVFXUUHQF\LQGXFHG
credit risk. June 2010. 9. Formalise the Committee for Financial Stability in a Memorandum of
Understanding. September 2010. 10. Issue prudential regulation requiring banks to prepare
their contingency plans. December 2010.”
18. The Ministry of Economy indicates that there are a number of commodities of Armenian origin,
around 500 items, which have a high export potential while being currently exported at very
small volumes. These are, for example: “Chemical products, rubber”, “Fur, leather, products
made thereof”, “Wood and Paper Products”, “Textile, shoes”, “Products made of stone, ceramics,
glass, gypsum”. They state that the small export volumes are limited by low production and
not by external market demand. Consequently, there is a lack of export-oriented clusters and
LIVXFKFOXVWHUVDUHGHYHORSHGDQGGHPDQGPDUNHWVLGHQWL¿HGH[SRUWVFDQEHGLYHUVL¿HGDQG
shift to a new level.
19. 7KH,QWHUQDWLRQDO/DERXU2UJDQL]DWLRQ ,/2 PHDVXUHRIXQHPSOR\PHQWDVVHVVHVWKHQXPEHURI
jobless people who want to work, are available to work and are actively seeking employment. It
is used internationally so comparisons can be made between countries. It also enables consistent
FRPSDULVRQVRYHUWLPH7KH,/2PHDVXUHLVFDOFXODWHGXVLQJGDWDIURPVXUYH\VRIDFRXQWU\¶V
ODERXUIRUFHLWFDQWKHUHIRUHEHVXEMHFWWRVDPSOLQJGLIIHUHQFHVEHWZHHQRQHFRXQWU\DQGDQRWKHU
It differs from the claimant count unemployment measure, which only includes people claiming
XQHPSOR\PHQWUHODWHGZHOIDUHEHQH¿WV7KH,/2PHDVXUHJLYHVDKLJKHU¿JXUHWKDQWKHFODLPDQW
FRXQW PHDVXUHDV LW LQFOXGHV WKRVH ZKR DUH FODVVL¿HG DV DYDLODEOH IRU ZRUN EXW ZKR DUH QRW
FODLPLQJMREOHVVEHQH¿WV7KH,/2PHDVXUHPD\LQFOXGHVWXGHQWVZKRDUHDFWLYHO\VHHNLQJZRUN
EXWPD\QRWTXDOLI\IRUMREOHVVEHQH¿WV6LPLODUO\VHFRQGHDUQHUVZLWKLQDKRXVHKROGPD\EH
UHOXFWDQWWRFODLPMREOHVVEHQH¿WVEXWZRXOGEHFODVVL¿HGDVXQHPSOR\HGXQGHUWKH,/2PHDVXUH
as they are available for work.(Source: Reuters, from http://glossary.reuters.com/index.php/
ILO_Measure_of_Unemployment).
20. The Gallup Organisation, known primarily as Gallup, provides a variety of management consulting,
KXPDQUHVRXUFHVDQGVWDWLVWLFDOUHVHDUFKVHUYLFHV,WKDVRYHURI¿FHVLQFRXQWULHV:RUOG
headquarters are in Washington, DC.
21. 7KH*LQLFRHI¿FLHQW is a measure of statistical dispersion developed by the Italian statistician,
&RUUDGR*LQLLQ7KH*LQLFRHI¿FLHQWLVDPHDVXUHRIWKHLQHTXDOLW\RIDGLVWULEXWLRQD
YDOXHRIH[SUHVVLQJWRWDOHTXDOLW\DQGDYDOXHRIPD[LPDOLQHTXDOLW\IRUH[DPSOHLWHTXDOV
0.23 in Sweden and 0.70 in Namibia.
22. Bologna Process: European Higher Education Area making academic standards and quality
assurance standards more comparable and compatible throughout Europe.
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23. United Nations Commission for Europe (UNECE) Statistical Database, http://w3.unece.org/
pxweb/Dialog/.
24. World Bank Factsheet Armenia.
25. The entry rate of enterprises in OECD countries is calculated as the number of new employer
enterprises as a percentage of existing active population of enterprises.
26. Despite being divided in micro, small and medium categories, the small business sector is referred
to as Small and Medium Enterprises (SMEs).
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27. 7KHGDWDDUHREWDLQHGXVLQJWKHH[WUDSRODWLRQPHWKRGE\60('1&$UPHQLDWKLVHYDOXDWLRQ
does not include the distribution of SMEs and large enterprises in agriculture.
28. Also Business Environment and Enterprise Performance Survey (BEEPS).
29. UNESCO Statistics Database, 2008 for secondary and 2007 for tertiary education enrolment rates.
30. In mathematics Armenia moved from being below the scale average at the fourth grade in 2003
to having achievement similar to the scale average at the eighth grade in 2007, and in science
LWNHSWWKHVDPHUHODWLYHSRVLWLRQhttp://timss.bc.edu/TIMSS2007/intl_reports.html.
31. $0'SHU86'RI¿FLDOH[FKDQJHUDWHIRU-XQH
32. 1DWLRQDO+XPDQ&DSLWDO'HYHORSPHQW6XUYH\6DPSOLQJ6XUYH\RI$UPHQLD¶V([WHUQDODQG
Domestic Migration carried out by the UNHCR and the National Statistical Service of Armenia
in 2007.
33. Cf. Concept on Investment Policy of the Republic of Armenia, ZZZPLQHFRQRP\DP¿OHVGRFVB
en.pdf XQRI¿FLDOWUDQVODWLRQ 
34. The Law on Foreign Investments, Article 6, 1994.
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CHAPTER
TWO
AZERBAIJAN: COUNTRY REVIEW

SUMMARY
The global economic boom of 2000-08 and the steep rises in petroleum prices resulted in very rapid
JURZWKIRU$]HUEDLMDQ3ULRUWRWKHGRZQWXUQ*'3JUHZDWRYHUSHU\HDUUHÀHFWHGLQ
VKDUSLQFUHDVHVLQ¿VFDOUHYHQXHV,QFRQVHTXHQFHDQGLQRUGHUWRVXSSRUWWKHIXUWKHUH[SDQVLRQ
of the oil industry, there was a high rate of both public and private investment in oil-industry-linked
infrastructure investment, particularly around the Caspian Sea and the capital, Baku. These investments
FUHDWHGDODUJHQXPEHURIQHZMREVDQGOHGWRDVLJQL¿FDQWGHFOLQHLQWKHUDWHVRIH[WUHPHSRYHUW\
State revenues also allowed the government to make progress on the Millennium Development Goals
(MDGs) of the United Nations and further social progress is within reach.
The dependence on oil and petroleum-related industries presents challenges for Azerbaijan. According
WRYDULRXVHVWLPDWHVRLOUHVHUYHVFRXOGEHH[KDXVWHGLQDUHODWLYHO\VKRUWWLPHVSDQ+HQFHLWLVXUJHQW
to develop other sectors of the economy, especially agriculture, services and non-oil industries. With
this perspective, small and medium-sized enterprises (SMEs), and the private sector in general, need
VXSSRUWLQWKHIRUPRIRSHQLQJXSRIRSSRUWXQLWLHVIRULQYHVWRUVDFFHVVWR¿QDQFHIRU60(VUHIRUP
of the education system to match the needs of the economy with the output of institutes of learning
DQGUHIRUPDQGPRGHUQLVDWLRQRIKHDOWKVHUYLFHVWRHQKDQFHWKHTXDOLW\RIOLIHRIWKHSRSXODWLRQ
Reforms are underway to underpin competitiveness and bring market regulations into line with
international standards. More needs to be done, however, to support SMEs, which are the basis
RI GLYHUVL¿HG JURZWK :KLOH UHIRUPV LQ WKH KHDOWK DQG VRFLDO VHUYLFHV KDYH EHHQ VLJQL¿FDQW WKH
TXDOLW\RIKHDOWKFDUHUHPDLQVEHORZLQWHUQDWLRQDOO\DFFHSWDEOHWDUJHWV)LQDOO\WKHFRXQWU\UHPDLQV
KDQGLFDSSHGE\WKHVWLOOXQUHVROYHGFRQÀLFWZLWKQHLJKERXULQJ$UPHQLDDQGFRSLQJZLWKDPLOOLRQ
displaced persons.
7KHUHSRUWLGHQWL¿HVPDLQFKDOOHQJHVDQGSURYLGHVUHFRPPHQGDWLRQVRQPHDVXUHVWREHVWUHQJWKHQHG
in order to overcome the negative impact of the global economic crisis and achieve sustainable
economic growth:
ŀ

shift production to support the non-oil sector;

ŀ

develop comprehensive investment promotion strategies;

ŀ

ensure transparency in business regulation and licensing procedures.
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INTRODUCTION
6LQFH$]HUEDLMDQKDVH[SHULHQFHGPDFURHFRQRPLFVWDELOLW\DQGG\QDPLFHFRQRPLFGHYHORSPHQW
$ QXPEHU RI VLJQL¿FDQW SROLFLHV WR EH GHYHORSHG IXUWKHU KDYH EHHQ LPSOHPHQWHG WR SURPRWH
socio-economic development, with a high priority on oil strategy with the development of the Caspian
energy resources. Since the “Contract of the Century”1, signed in 1994 between the State Oil Company
of Azerbaijan Republic (SOCAR) and the Western Oil Consortium to develop Azerbaijan’s Caspian oil
reserves (Azeri-Chirag-Gunashli), the level of foreign and domestic investment in Azerbaijan from
2004 to 2009 amounted to USD 70 billion, half of which was foreign investments. Macroeconomic
stability was therefore achieved as a result of the entrance of oil giants in the domestic market.
Processes to create acceptable economic infrastructure and adopt new laws regulating the business
environment were initiated as early as in 1993, under former President Haydar Aliyev.
Despite the positive macroeconomic results, there are still a number of problems to be tackled,
especially the improvement of the economic and social situation of the population, fairer distribution
RILQFRPHVWKHUHGXFWLRQRIXQHPSOR\PHQWDQGWKHGLYHUVL¿FDWLRQRIWKHHFRQRP\
7KH HFRQRP\ RI $]HUEDLMDQ LQ PDQ\ UHVSHFWV VWLOO GHSHQGV RQ WKH H[WUDFWLRQ RI K\GURFDUERQV
:LWKWKHJURZLQJYROXPHVRIUHFHLSWVIURPRLOH[SRUWVDQGWKHLQDGHTXDF\RIPRQHWDU\LQVWUXPHQWV
DYDLODEOHWRWKHJRYHUQPHQWFRQWUROOLQJLQÀDWLRQDQGH[FHVVLYHHYDOXDWLRQRIWKHQDWLRQDOFXUUHQF\
have become major problems.
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Azerbaijan’s dependence on the oil sector leads to fears of Dutch Disease: negative economic
FRQVHTXHQFHVDULVLQJIURPQDWXUDOUHVRXUFHSULFHLQFUHDVHVZLWKDQHJDWLYHHIIHFWRQLQGXVWULDODQG
manufacturing development. Moreover, forecasts led by British Petroleum and SOCAR have shown
WKHSHDNRIH[WUDFWLRQRIWKHVHUHVRXUFHVLQ$]HUEDLMDQWREHUHDFKHGLQ 2(&',($ 
OHDGLQJWRWKHH[KDXVWLRQRISRVVLELOLWLHVRIH[WHQVLYHJURZWK,QSDUDOOHOWKHJOREDOHFRQRPLFUHFHVVLRQ
of 2008-09 emphasises vulnerability to international energy shocks, in a country where more than
RIDOOH[SRUWVDUHRLOUHODWHGUDLVLQJLVVXHVRIGLYHUVL¿FDWLRQDQGWKHGHYHORSPHQWRIQRQRLO
sectors. Hence, it is necessary now to involve new resources for steady economic growth, such as
processing industries.

RECENT ECONOMIC DEVELOPMENTS
Azerbaijan’s economy has fundamentally changed since 2006, when oil started to be dispatched
through the Baku-Tiblisi-Ceyhan (BTC) pipeline, as a new phase of development was implemented
DQGRLOUHYHQXHVEHJDQWRÀRZ
,QGXVWU\FRQVWUXFWLRQDQGVHUYLFHVVKRZHGVWURQJWXUQRYHUDQGZDJHVJURZWK)RUHLJQFXUUHQF\
LQÀRZV 86GROODU ERRVWHGWKHVWDWHEXGJHWDQGIXHOOHGLQÀDWLRQ±ZKLFKDYHUDJHGLQ
7KHUROHRIWKHVWDWHRLOIXQG62)$=GXULQJWKLVSHULRGDOORZHGDWLJKWFRQWURORIUHYHQXHVDQG
H[SHQGLWXUHVLQWKHRLOVHFWRUZKLFKSUHYHQWHG'XWFK'LVHDVH
The rise in oil prices allowed the government to engage in large-scale infrastructure projects to pave
the way for the non-oil sectors; a real challenge for the country’s future development. The government
has engaged in important modernisation of social services programmes mostly since 2000, which
KDYHSOD\HGDYLWDOUROHLQUHGXFLQJSRYHUW\7KHPDMRUH[SHQGLWXUHVRI62)$=EHLQJWUDQVIHUVWRWKH
state budget (50% of budget revenues), the government was able to increase pensions and wages
DQGWRLQYHVWLQVFKRROVXQLYHUVLWLHVDQGKRVSLWDOV&RQVHTXHQWO\SRYHUW\GHFUHDVHGVLJQL¿FDQWO\IURP
49% to 11.2% between 2001 and 2009. The national poverty line indicator increased by 3.7 times
from 24 Azerbaijani manat (AZN) to AZN 89.5 over the same period.
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Although the country managed to record positive growth in 2009, nearly all macroeconomic indicators
ZHUHDIIHFWHGE\WKHJOREDOGRZQWXUQ)RUWKH¿UVWWLPHWKHFRXQWU\ZDVIRUFHGWRLQFUHDVHSURGXFWLRQ
IRUOHVVSUR¿WZKLFKLVDGLVWLQFWLYHIHDWXUHRIUDZPDWHULDOVH[SRUWLQJFRXQWULHV,IWKHFULVLVKDGQRW
taken place, annual nominal GDP was forecast to increase by an additional AZN 4 billion in 2009.
The reduction of the nominal GDP to AZN 34.6 billion was caused by falling oil prices and moderate
rates of the non-oil sector development. Indeed, the oil sector contributed to a rise of 14.3% of GDP,
while the non-oil sector of only 3.2%.
Azerbaijan returned to high growth in the second half of 2009 with an increasing oil price. Therefore,
WKHFRXQWU\¶V*'3LQFUHDVHGE\ZKLOHIRUHFDVWVGRQHE\WKH,0)IRUDQGVKRZJURZWK
of 7.5% and 4.1% respectively, the highest in the Black Sea region. GDP per capita grew by 7.9%
in 2009, amounting to AZN 3 917.3, before decreasing to AZN 2 539.9 in January-November 2010.
$FFRUGLQJWRWKH,QWHUQDWLRQDO0RQHWDU\)XQG ,0) SHUFDSLWD*'3LQSDULW\SXUFKDVHSRZHU 333 
terms for 2000-08 increased by 3.9 times and reached the level of USD 8 600 which is very high for
DWUDQVLWLRQFRXQWU\ ,0) $VDFRQVHTXHQFHWKHHQGRIWKH³WUDQVLWLRQSHULRG´ZDVRI¿FLDOO\
DQQRXQFHGE\3UHVLGHQW,OKDP$OL\HYLQWKH¿UVWTXDUWHURI

Figure 2.1. Real GDP and per capita GDP growth rate
(annual percentage change)
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Source: The State Statistical Committee of Azerbaijan.

It is interesting to note that real GDP has grown at a faster rate than the per capita GDP. This is due to
a constant increase of the population since 2000 with the return of the economic boom in Azerbaijan.
Azerbaijan showed better economic performance in 2000-10 than any of the other EESC countries2
by increasing its GDP from AZN 4.7 billion in 2000 to AZN 36.7 billion in 2010.
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Figure 2.2. Real growth rate in Azerbaijan
(annual percentage change)
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General overview

Figure 2.3. Share of non-oil sector in
GDP
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Figure 2.4. Real economic growth rates
in 2009, by sector (percentage)
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In 2010, Azerbaijan’s gross domestic product (GDP) growth reached 4.3%, compared to 9.3% in
2009; in current prices, GDP growth in 2010 totalled 6%. The country is relatively less integrated
in the world economy and was not affected as severely by the international crisis as were other
(DVWHUQ(XURSHDQG6RXWK&DXFDVXV ((6& FRXQWULHVOLNH8NUDLQHIRUH[DPSOHZLWKDFRQWUDFWLRQ
of 15%. The government’s support to banks and continuous commitments to infrastructure projects
DOVRPLWLJDWHGWKHLPSDFWRIWKHFULVLV1RQHWKHOHVVWKHGURSLQRLOUHWXUQVLQWKH¿UVWKDOIRI
KLJKOLJKWHG $]HUEDLMDQ¶V YXOQHUDELOLW\ WR HQHUJ\ VKRFNV DQG WKH FRPPRGLW\ H[SRUWV GHSHQGHQF\
ULVN,QVRPHVHFWRUVVXFKDVFRQVWUXFWLRQDQGPHWDOOXUJ\DFNQRZOHGJHGVHULRXVGLI¿FXOWLHV
Despite that, nearly all sectors registered growth. Moreover, 45.5% of production occurred in the
non-oil sector, with growth of 3.2%. In 2010, the non-oil sector made up 42.4% of total GDP, an
annual increase of nearly 6% in value.

Source: The State Statistical Committee of Azerbaijan Republic.
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$FFRUGLQJWRWKH6WDWH6WDWLVWLFDO&RPPLWWHHRI$]HUEDLMDQTXDUWHUO\*'3LQFUHDVHGE\LQWKH
¿UVWTXDUWHURIFRPSDUHGWRWKH¿UVWTXDUWHURIDPRXQWLQJWR$=1ELOOLRQ4XDUWHUO\
*'3SHDNHGDW$=1ELOOLRQLQ4EHIRUHGHFOLQLQJWRLWV4OHYHOLQWKHWKLUGTXDUWHU

,QÀDWLRQ
$]HUEDLMDQVXFFHHGHGLQUHGXFLQJLQÀDWLRQWRDVLQJOHGLJLWEHWZHHQDQG,QGHHGWKH
&HQWUDO%DQNSHUIRUPHGZHOORYHUWKHVH\HDUVNHHSLQJPRQH\VXSSO\DQGLQÀDWLRQXQGHUVWULFWFRQWURO
XQWLODQGZKHQLWUHFRUGHGLQÀDWLRQUDWHVRIDQGUHVSHFWLYHO\$FFRUGLQJ
to the State Statistical Committee of Azerbaijan, the price adjustment in 2000 between nominal and
UHDO*'3ZDVUHGXFHGWRLQ([WHUQDO LPSRUWFRVWSXVK DVZHOODVLQWHUQDO
(growth of wages, income and employment) factors led to the increase of consumer goods prices.
7KHVHIDFWRUVKDYHDOVREHHQEDFNHGE\DKXJHLQFUHDVHLQH[SHQVHVRIWKHVWDWHEXGJHWDQGDVWURQJ
LQFUHDVH LQ PRQHWDU\ DJJUHJDWHV WKDW H[SDQGHG VHYHUDO WLPHV  ZKLFK KDYH UDLVHG H[SHFWDWLRQV
since 2005.
The state monopoly also led to an increase in tariffs of electricity, gas and petrol3 since 2007, causing
DVXSSO\VKRFNLQWKHHFRQRP\ZLWKDPXOWLSOLFDWLYHHIIHFWRQWKHVHUYLFHVVSKHUH%HVLGHVLQÀDWLRQ
usually leads to decreased investment, which reduces the speed of economic growth with a negative
HIIHFWRQSRYHUW\VLQFHORZHULQFRPHVEHFRPHYXOQHUDEOH7KHUHIRUHSURWHFWLQJWKHSRRUIURPLQÀDWLRQ
pressure remains an important issue for Azerbaijan.
The purchasing power of the population showed two-digit growth against one digit in agriculture,
LPSO\LQJH[FHVVRIGHPDQGRYHUIRRGVXSSO\ZKLFKFDQEHH[SODLQHGE\WKHH[KDXVWLRQRIFXUUHQW
agricultural capacity and lack of development in agriculture.

Figure 2.5.,QÀDWLRQDYHUDJHFRQVXPHUSULFHV
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2QWKHRWKHUKDQGLQÀDWLRQLQ$]HUEDLMDQLVPRVWO\GHPDQGGULYHQZKLFKDWPRGHUDWHOHYHOVFDQ
LQFUHDVHLQYHVWPHQWLQWKHQDWLRQDOHFRQRP\E\DEVRUELQJH[FHVVLYHVXSSO\
2LO¿HOGVDORQJZLWKSLSHOLQHFRQVWUXFWLRQKDYHJHQHUDWHGDVLJQL¿FDQWDPRXQWRIERWKGRPHVWLFDQG
IRUHLJQGLUHFWLQYHVWPHQW )', LQWKHFRXQWU\7KHYROXPHRILQYHVWPHQWVLQWKHRLODQGJDVVHFWRU
RI$]HUEDLMDQKDVH[FHHGHG86'ELOOLRQRIZKLFKPRUHWKDQ86'ELOOLRQKDYHEHHQGLUHFWHG
WRVWXGLHVRIWKHVXEVRLODUHDRI³$]HUL&KLUDJ*XQHVKOL´ $&* DODUJHFRPSOH[RIRLO¿HOGVLQWKH
&DVSLDQ6HDZKHUHEDUUHOVRIRLODUHH[WUDFWHGGDLO\
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Figure 2.6. *URVV¿[HGFDSLWDOIRUPDWLRQ QHZLQYHVWPHQWV
(AZN million)
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Source: The State Statistical Committee of Azerbaijan Republic.

Analysis by account
Consumption

76

As a result of rapid economic growth, nominal incomes of the population increased by 20.5%,
from AZN 4 billion in 2000 to AZN 22.7 billion in 2010, which is three times higher than average
LQÀDWLRQ   LQ WKH VDPH SHULRG ,Q   RI LQFRPH VWUXFWXUH FDPH IURP ZDJHV DQG
entrepreneurial income; agricultural activities and pensions/social facilities accounted for 15.3%
and 15.7% respectively.
Positively impacted by household revenue growth, total real household consumption rose from
AZN 3 billion in 2000 to AZN 14.8 billion in 2009 (4.9 times). Its share in GDP decreased from 63%
to 42.8% over this period. Unlike in previous years, consumption was the major source of economic
growth in 2009, while between 2006 and 2008 it was trade which dominated aggregate demand.
&RQVHTXHQWO\WKHVKDUHRIIRRGLQKRXVHKROGV¶H[SHQGLWXUHGHFUHDVHGEHWZHHQDQGIURP
64% to 51% for the urban population and from 74% to 56% for rural households, thus increasing
the share of non-food consumption goods.

Table 2.1.0RQWKO\H[SHQGLWXUHHYROXWLRQEHWZHHQDQG
7RWDOH[SHQGLWXUH

2002

2009

$YHUDJHPRQWKO\WRWDOH[SHQGLWXUHSHUKRXVHKROG $=1

46.2

129.6

6KDUHRIIRRG RIWRWDOH[SHQVHV

53.6

52.9

Share of manufactured goods and services (%)

37.0

34.5

9.4

12.6

109.0

177.0

Share of non-consumption expenditures (%)
Loan to deposit ratio*
Note: *Annualised, author’s estimation.

Source: The State Statistical Committee.
*Source: the Central Bank of Azerbaijan Republic, author’s calculations.
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0RQWKO\SHUFDSLWDLQFRPHJUHZDWDIDVWHUSDFHWKDQSHUFDSLWDH[SHQGLWXUHEHWZHHQDQG
,QGHHGDYHUDJHPRQWKO\H[SHQGLWXUHJUHZWLPHVIURPWR
Average monthly wages grew considerably from AZN 44.3 in 2000 to AZN 298 in 2009, a 23% annual
LQFUHDVHZKLFKZDVDOVRPRUHWKDQDYHUDJHLQÀDWLRQRYHUWKHVDPHSHULRG+RZHYHUWKHVHDYHUDJH
indicators do not display an accurate picture of the situation, since there is a ten-fold difference
between salaries in the mining industry, leader of the economy, and in agriculture, which is the
ORZHVWSDLGVHFWRU7KH¿QDQFLDOVHFWRUUHDOHVWDWHDQGUHQWVDUHDOVRKLJKZKLOHHGXFDWLRQKHDOWK
and social services share the lower pay scales.
Consumption was also supported by persistent access to bank loans, which increased from
AZN 0.04 billion in 2000 to AZN 2.33 billion in 2009. Household loans’ share in total credits
LQFUHDVHGIURPLQWRLQ ZKLFKLQFUHDVHGH[SHQGLWXUHWRPDQXIDFWXUHGDQG
non-consumption goods and services), then decreased to 27.7% in 2009, due to the crisis and tougher
OHQGLQJUXOHVFRQVHTXHQWO\KLQGHULQJWKHSURFHVVRIVWLPXODWLQJDJJUHJDWHGHPDQG

*RYHUQPHQWH[SHQGLWXUHVDQGUHYHQXHV
In 2005-09, due to the oil boom, the government implemented policies to improve living standards
DQG XSJUDGH DQG H[SDQG FULWLFDO LQIUDVWUXFWXUH &XUUHQW H[SHQGLWXUH LQFUHDVHG E\ D FXPXODWLYH
6.2 times in nominal terms from 2000 to 2009 (7% and 13% of total consumption respectively),
while total consumption increased from AZN 3.8 billion to AZN 19.4 billion over the same period.
Public consumption is of goods and services purchased from the state budget; 32.4% of the budget
was composed of wages, pensions and purchases of goods and services, up by 8.6% in 2009 compared
WR3XEOLFH[SHQGLWXUHLQFUHDVHGIURP$=1ELOOLRQWR$=1ELOOLRQEHWZHHQDQG
2009, a steady share of GDP of 12% on average.

Table 2.2. Evolution of government debt, revenue and support
2000

'HEWWD[HVDQGEXGJHWVXSSRUW

2009

6KRUWWHUPGHEW RIH[WHUQDOGHEWVRXUFHV

11.8

34*

Debt (% of GDP)

25.6

7.9

7RWDOGHEWVHUYLFH DVH[SRUWRIJRRGVVHUYLFHVDQGLQFRPH

5.8

1.0

*HQHUDOJRYHUQPHQWILQDOFRQVXPSWLRQH[SHQGLWXUH RI*'3

15.2

12.9

7D[UHYHQXHV RI*'3

14.5

16.2

1HWRIILFLDOGHYHORSPHQWDVVLVWDQFH±2'$ 86'PLOOLRQ DQGRIILFLDO
DLG±2$ 86'PLOOLRQ

139.0

235.0**

Notes: *2007, **2008.
Sources: The State Statistical Committee, OECD, World Bank WDI.

Government borrowing rose from USD 1.3 billion in 2002 to USD 3.4 billion in 2009, while its correlation
to GDP decreased substantially from 22% to 8% over the same period, thanks to the huge increase
RI*'33HUFDSLWDGHEWLQFUHDVHGIURP86'WR86'EHWZHHQDQG$SSUR[LPDWHO\
RIH[WHUQDOUHVRXUFHVZHQWWRLQYHVWPHQW,QYHVWPHQWLQWKHSRZHUVXSSO\VHFWRUWRRNDERXW
RIWRWDO)',ZDVRQDJULFXOWXUDOGHYHORSPHQWDQGKLJKZD\HQJLQHHULQJWKHWUDQVSRUW
sector accounted for 25%, systems of water supply and land reclamation took 9% and the oil and
JDVVHFWRUDORQJZLWKWKHFKHPLFDOLQGXVWU\WRRNXSRIIRUHLJQ¿QDQFLQJV
Government spending from the state budget in the social sphere4 doubled, from AZN 1.7 billion in
2007 to AZN 2.9 billion in 2009. Its average growth rate reached 30% (without the economic crisis,
LWZDVH[SHFWHGWRUHDFKDQDYHUDJHRI ZKLOHDFFRXQWLQJIRURI*'3LWVVKDUHLQWKHVWDWH
budget was 25% over the same period. Despite this serious growth in social spending, its budget
VKDUHDQGVKDUHRI*'3KHDOWKDQGVRFLDOVHFXULW\H[SHQGLWXUHVLQSDUWLFXODUDUHEHORZOHYHOVLQ
GHYHORSHGHFRQRPLHV0RUHRYHUWKHVHH[SHQGLWXUHVDUHPRVWO\GLUHFWHGWR¿[HGQHHGVRIWKHVRFLDO
sphere rather than enhancing human capital.
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Investments
,QYHVWPHQWVLQ¿[HGFDSLWDOLQFUHDVHGIURP$=1ELOOLRQLQWR$=1ELOOLRQLQRQO\
to decline to AZN 7.7 billion (22.3% of GDP) in 2009. In November 2010, capital investments totalled
AZN 7.7 billion (USD 9.6 billion). As much as 73.4% of total gross investment (AZN 5.7 billion) was
directed towards the non-oil sector in 2009 against 34.9% (AZN 2.0 billion) in 2005. The share of
foreign investment in total investments decreased from 68.7% in 2005 (USD 4.8 billion) to 42.7%
in 2009 (USD 5.5 billion).
International organisations and countries such as the United Kingdom, the United States of America,
-DSDQ )UDQFH 1RUZD\ &]HFK 5HSXEOLF DQG 7XUNH\ KDG D WRWDO VKDUH RI  $=1  ELOOLRQ 
of foreign investment in 2009; the United Kingdom’s accounting for 51% of total investments
(AZN 0.7 billion) that year. Moreover, on 16 August 2010, British Petroleum (BP) bought the shares of
Devon Energy Corporation (the largest American independent oil and gas company) in the Azerbaijani
oil and gas project ACG, a transaction worth USD 2 billion.
)',WRWKHFRXQWU\KDVEHHQODUJHO\GLUHFWHGWRWKHRLOVHFWRU$OWKRXJKWKHUHDUHQXPHURXVRSSRUWXQLWLHV
IRUIRUHLJQLQYHVWRUVLQ¿HOGVVXFKDVDJULFXOWXUHDQGVHUYLFHVOLWWOH)',UHDFKHGEH\RQGWKHRLOVHFWRU
)RUHLJQLQYHVWPHQWVLQWKHQRQRLOVHFWRUDUHFRQFHQWUDWHGLQFRQVWUXFWLRQWHOHFRPPXQLFDWLRQVDQG
services. The industrial sector and agricultural processing have also attracted foreign investment in
UHFHQW\HDUV7KHVORZSDFHRISULYDWLVDWLRQRISXEOLFXWLOLWLHVKDVUHVWULFWHGWKHOHYHOVRI)',WRWKH
VHFWRU7KHHFRQRPLFFULVLVDOVRDIIHFWHG)',LQÀRZVGHVSLWHWKHJRYHUQPHQW¶VHIIRUWVLQLQIUDVWUXFWXUH
and overall business improvement.

Trade
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$]HUEDLMDQ¶VH[SRUWYDOXHZDVPXOWLSOLHGE\EHWZHHQDQG IURP86'ELOOLRQWR
USD 21.8 billion), and imports by 5 (from USD 1.5 billion to USD 6.5 billion). The increase is due
WRWKHH[HFXWLRQRIODUJHSURMHFWVLQWKHRLODQGLQIUDVWUXFWXUHVHFWRUV$QDO\VLVRIWKHEDODQFHRI
SD\PHQWVVKRZVWKDWH[WHUQDOWUDGHRSHUDWLRQVLQWKHRLODQGJDVVHFWRUKDYHEHHQSRVLWLYHEXW
QHJDWLYHLQQRQRLOVHFWRUV5HFHLSWVLQWKHRLODQGJDVVHFWRUPDLQO\FRPHIURPWKHH[SRUWRIRLODQG
LQÀRZRIIRUHLJQFDSLWDOZKLOHH[SHQGLWXUHFRQVLVWVRIFDSLWDOUHSDWULDWLRQDQGHTXLSPHQWLPSRUWV
7KHHFRQRPLFFULVLVOHGH[SRUWVDQGLPSRUWVWRUHGXFHVKDUSO\IURP86'ELOOLRQ  DQG
from USD 7.6 billion (14.0%) respectively between 2008 and 2009. The trade balance decreased by
36.5% from USD 23 billion over this period.
Overall, the country’s trade balance increased by 51 times in 2010 reaching USD 15.3 billion, from
USD 0.3 billion in 2000. This growth was mainly due to the price and production increase in oil.

Table 2.3. Current account balance
2005

2006

2007

Current account balance
(USD billion)

0.2

3.7

Current account balance
(% GDP)

1.3

17.6

Notes: ([SHFWHG

)RUHFDVW

2008

2009

2010* 2011** 2012**

9.0

16.4

10.2

13.1

13.1

13.3

28.8

35.5

23.6

25.3

24.2

23.5

Source: ,0):(2

$]HUEDLMDQ VROG FRPPRGLWLHV WR DURXQG  FRXQWULHV LQ  )RUHLJQ WUDGH ZLWK &,6 FRXQWULHV
accounted for 10.4% of the total foreign trade. Trade relationships with Italy, the United States,
)UDQFH,VUDHO7XUNH\5XVVLD&KLQHVH7DLSHL,QGRQHVLD&DQDGDDQGWKH8QLWHG.LQJGRPUHSUHVHQW
RIWRWDOWUDGH([SRUWVRIJRRGVDUHPRUHWKDQFRPSRVHGRIRLOZKLOHLPSRUWVDUHPRUH
GLYHUVL¿HGZLWKFLYLOHQJLQHHULQJHTXLSPHQWDQGPRWRUYHKLFOHV

Informal economy5
Local estimates of the share of informal economy in total GDP vary between 5% and 10% of GDP.
According to Schneider (2010), the informal sector in Azerbaijan represents as much as 52.0% of
GDP; the average for the OECD countries being 11.0% and 49.3% for the region’s average.6
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7KHKLJKHU¿JXUHZRXOGLQGLFDWHWKDWLQIRUPDOHFRQRP\LQ$]HUEDLMDQKDVUHDFKHGDFULWLFDOOHYHODQG
PRVWO\WDNHVSODFHE\GRXEOHDFFRXQWLQJDQGWD[HYDVLRQ,QGHHGZKLOHWKH6WDWLVWLFDO&RPPLWWHH
DQQRXQFHGQHZMREV RIZKLFKZHUHSHUPDQHQW LQLQGLYLGXDOLQFRPHWD[RQO\
JUHZIURP$=1PLOOLRQLQWR$=1PLOOLRQLQDJDLQVWPXFKKLJKHUH[SHFWDWLRQV
5HPLWWDQFHVLQÀRZVZLWQHVVHGDVLPLODUWUHQGRYHUDVUHFRUGHGLQWKH6RFLDO6HFXULW\)XQG
0RUHRYHUGXHWROLWWOHGLYHUVL¿FDWLRQRIWKHHFRQRP\ORFDOH[SHUWVHVWLPDWHDKLJKVKDUHRIVKDGRZ
money transiting in the real sector.
$OWKRXJK WKH SUHYDOHQFH RI WKH LQIRUPDO HFRQRP\ LPSHGHV WKH H[SDQVLRQ RI WKH VWDWH EXGJHW
concealing real incomes of individuals also hampers their creditworthiness and thus the overall
H[SDQVLRQ RI WKH HFRQRP\ 0RUHRYHU WKH LQIRUPDO HFRQRP\ OHDGV WR XQGHUYDOXHG *'3 WD[ EDVH
limits, budget constraints, an underdeveloped banking system and corruption. It can also hamper
foreign investments. However, it also had a positive impact in creating employment (though fragile),
developing infant business and fostering competition by reducing bureaucracy.
The government needs to bring this shadow economy back into the visible sector by providing reforms
at the microeconomic level to foster infant business development and stimulate competition.

Analysis by economic sector
The share of agriculture in total GDP fell from 16.1% in 2000 to 6.7% in 2009 due to the huge
H[SDQVLRQLQPLQLQJDQGTXDUU\LQJ PDMRUFRPSRQHQWRILQGXVWU\ ZKLFKLQFUHDVHGIURPWR
RYHUWKHVDPHSHULRGDQGFRQVHTXHQWO\UDLVHGLQGXVWU\WRDQDYHUDJHRIRI*'3EHWZHHQ
2006 and 2008 from 36% in 2000. As a result, services declined from 51% in 2000 to 43.3% in
2009. In 2009, despite the economic crisis, industry successfully accounted for 50% of total GDP.

Agriculture
'HVSLWHWD[H[HPSWLRQVORZIXHOSULFHVDQGDKLJKOHYHORIVXEVLGLHVDJULFXOWXUHGLGQRWWDNHRIIDQG
still has low growth rates. Agriculture plays a dominant role in the reduction of unemployment, as it
HPSOR\VWZR¿IWKVRIWKHWRWDOODERXUIRUFHDQGEHFDXVHRIWKHWRWDOFRXQWU\SRSXODWLRQOLYHLQ
rural areas. 55% of total land (4 757 000 ha) is arable. However, due to low investments in the sector
±DURXQGRIWRWDOLQYHVWPHQWVLQWKHFRXQWU\ $=1PLOOLRQRXWRIDWRWDORI$=1ELOOLRQLQ
 ±DQGFRPSDUDWLYHO\ORZHUZDJHVWKHDJULFXOWXUDOODERXUIRUFHPRYHGWRZDUGVWKHFRQVWUXFWLRQ
sector and other services between 2001 and 2007. Although the employment share of agriculture
fell from 41% in 2001 to 38.5% in 2009, overall growth in agriculture was positive over the same
period, which can be attributed to improvements in total factor productivity.

General overview
/LYHVWRFNEUHHGLQJDQGSODQWFXOWLYDWLRQDUHWKHPDMRU¿HOGVRIWKHFRXQWU\¶VDJULFXOWXUH

Table 2.4. Main crop production
(million tonnes)

Cereals and dried pulses
Cotton
Tobacco

2000

2009

1 540.2

2 988.3

91.5

31.9

17.3

2.6

Potatoes

469.0

983.0

Vegetables

780.8

1 178.6

Vegetables and melon

261.0

410.8

46.7

188.7

3.7

14.4

Sugar beet
Sunflowers for seeds

Source: The State Statistical Committee of the Republic of Azerbaijan.
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Azerbaijan’s agricultural sector has been growing by 5% annually, doubling its production between
DQG6LQFHWKHSURGXFWLRQRIFHUHDOVSRWDWRHVYHJHWDEOHVVXJDUEHHWDQGVXQÀRZHUV
KDV LQFUHDVHG VLJQL¿FDQWO\ ZKLOH WREDFFR DQG FRWWRQ GHFUHDVHG GHVSLWH LQFUHDVLQJ LQWHUQDWLRQDO
SULFHVIRUFRWWRQVLQFH GXHWRFRVWVVWLOOKLJKHUWKDQSUR¿WVDQGVORZUHQHZDORIHTXLSPHQW 
Livestock breeding has seen reasonable development, increasing various products by around 5%
DQQXDOO\EHWZHHQDQG+RZHYHUWKHVKDUHRILPSRUWHGOLYHVWRFNLVH[SHFWHGWRUHDFK
RIDOODJULFXOWXUDOLPSRUWVLQ,WLVDOVRH[SHFWHGWKDWWKHFRXQWU\ZLOOPHHWLWVHQWLUHGRPHVWLF
demand for grain in 2010.

Table 2.5. Main livestock production between 2000 and 2009
(million tonnes)
2000

2009

Meat

0.2

0.3

Milk

1.0

1.4

0.5

1.2

Eggs (billion units)

Source: The State Statistical Committee of the Republic of Azerbaijan.

One of the important objectives for Azerbaijan is boosting the economic development of rural areas
and improving the agricultural output. As a result of reforms carried out since 1995 in the sector,
H[FOXGLQJWKH1DJRUQR.DUDEDNKUHJLRQRIDOOODQGKDVEHHQGLVWULEXWHGE\WKHJRYHUQPHQW
of which 23% went to municipalities and 20% to private property.
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Within the bounds of state support, agricultural output reached AZN 2.3 billion in 2009 (6.7%
of GDP), down from a record of AZN 3.3 billion in 2008 before increasing to AZN 3.4 billion
(USD 4.3 billion) in January-November 2010 (the highest level since independence). A record grain
harvest, 2 988 300 tonnes, was collected in 2009, overtaking the previous year by 490 000 tonnes.
However, the crisis hit plant-growing and cotton-growing, and cotton volumes even fell by 44.2%,
to 30 900 tonnes. :LWK$]HUEDLMDQµVUHDOHIIHFWLYHH[FKDQJHUDWHDSSUHFLDWLQJRQO\PRGHUDWHO\DQG
institutional reforms in the business environment and the agricultural sector falling behind, the
VHFWRUKDVEHHQRSHUDWLQJVLJQL¿FDQWO\EHORZLWVSRWHQWLDO :RUOG%DQND ,QSURGXFWLRQWHUPV
WKHLQHIIHFWLYHXVHRISRWHQWLDOH[SRUWVHFWRUV SRPHJUDQDWHVSRWDWRHVWRPDWRHVIUHVKIUXLWVDQG
vegetables and hazelnuts) and import-substitution (wheat, apples, and juices and concentrates)
KDYHSUHYHQWHGEHQH¿WVRSWLPLVDWLRQ
Poverty remains high, particularly among the refugees and internally displaced persons resulting
IURPWKHFROODSVHRIWKH8665DQGWKH1DJRUQR.DUDEDNKFRQÀLFW$SSUR[LPDWHO\RIWKH
UXUDOSRSXODWLRQOLYHEHORZWKHSRYHUW\OLQH7KHVHFRPPXQLWLHVKDYHDGHTXDWHDFFHVVWRIRRGEXW
they suffer from low productivity and high prices. Although there have been large improvements
in infrastructure over the last years, with priority to supplying gas and electricity, living conditions
remain poor. Health and education services also need to be improved.
7KHORQJWHUPJURZWKRIWKHHFRQRP\ZLWKUDWLRQDOXVHRIH[LVWLQJPDQSRZHUQDWXUDODQGHFRQRPLF
potential, increase in employment and reducing poverty levels have been the major problems of
the sector. To improve agricultural performance, institutional and policy developments along with
PRGHUQLVLQJLQIUDVWUXFWXUHDUHDOVRUHTXLUHG0RUHRYHUWKHORFDOEDQNVDUHXQZLOOLQJWR¿QDQFHWKH
sector. The share of loans (in total loans to the real sector) issued to agriculture (and processing)
decreased from 7.9% (AZN 37 million) in 2000 to 4.7% (AZN 395 million) in 2009.
,Q DGGLWLRQ WR LQYHVWPHQW SROLF\ VSHFLDO WD[ RU FUHGLW LQFHQWLYHV FDQ EH FRQVLGHUHG 7KHUH DUH
WZR SULRULWLHV IRU DJULFXOWXUDO GHYHORSPHQW LQ WKH FRXQWU\ IRUHLJQ ¿QDQFH DQG WHFKQRORJLHV DQG
PDQXIDFWXULQJ H[SHULHQFH 7U\LQJ WR UDLVH WKH FRQ¿GHQFH RI ODQGRZQHUV LV D PDMRU LVVXH 7KLV
LQFUHDVHGFRQ¿GHQFHZRXOGHQFRXUDJHWKHPWRXVHWKHLUSRWHQWLDODQGH[SDQGFRPPHUFLDOFROODERUDWLRQ
between local workers and foreign businesses. Efforts should be made to stimulate local workers to
¿QGFRQWDFWVDEURDGWRHVWDEOLVKUHODWLRQVDQGWRSURGXFHH[SRUWRULHQWHGJRRGV0RUHRYHUVWHSV
VKRXOGEHWDNHQLQIRFXVLQJWKHDWWHQWLRQRIEDQNVRQ¿QDQFLQJWKHVHFWRU
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Major reforms
7KHJRYHUQPHQWKDVXQGHUWDNHQUHDOHIIRUWVIRUWKHVHFWRU¶VGHYHORSPHQWWKURXJKVSHFL¿FSROLFLHV
and programmes7 and by allocating funds from the state budget since 1995. As a result of serious
VWUXFWXUDOWUDQVIRUPDWLRQVLQDJULFXOWXUHWKHVWDWHIDUPVDQGWKHFROOHFWLYHVZHUHOLTXLGDWHG DQG
their property was divided between their members. The transition to a market economy and a new
kind of property increased farmers’ incomes and reduced poverty. Though land distribution was a
¿UVWVWHSIRUDFFHVVWR¿QDQFLQJPRUHIDYRXUDEOHFRQGLWLRQVDUHQHHGHGWRIXOO\GHYHORSWKHVHFWRU
The government’s “State Programme on Social-Economical Development of the Regions of the Republic
of Azerbaijan”, which came into force for 2009-13, and the “State Programme on Reliable Provision of
WKH3RSXODWLRQZLWK)RRGLQWKH$]HUEDLMDQ5HSXEOLF´DGRSWHGLQDQGLPSOHPHQWHGLQ
are aimed primarily at achieving food security and the development of rural areas.
In 2004, the government established the “Agroleasing” Open Stock Company, to strengthen the
material and technical basis of agricultural producers and to supply agro-technical services. In
particular, farmers can access agricultural machinery, fertilisers and thoroughbred cattle through the
FRPSDQ\7KHFRPSDQ\SURYLGHVVRIWHUFRQGLWLRQVWKDQWKHPDUNHWIRUORDQVDQGSULFHVIRUHTXLSPHQW
and machinery and large-scale projects.

Subsidy policies
Subsidies to agriculture by the state are among the highest among the Commonwealth of Independent
States (CIS) countries. On the other hand, joining the World Trade Organization (WTO) may have a
negative effect on national agriculture outputs because of lower customs duties, reduced subsidies
and declining competitiveness. Hence, Azerbaijan hopes to join the WTO as a developing country,
ZKLFKZLOODOORZWKHPDLQWHQDQFHRIKLJK¿QDQFLDOVXSSRUWWRWKHDJUDULDQVHFWRU7KHJRYHUQPHQW
allocates special subsidies to wheat producers of AZN 40 per hectare and per year since 2008 for fuel
and motor oil and AZN 80 million is annually allocated to farmers from the state budget. In addition,
WKH 1DWLRQDO )XQG IRU (QWUHSUHQHXUVKLS 6XSSRUW OHQGV D FHUWDLQ DPRXQW RI IXQGV IRU DJULFXOWXUDO
SURMHFWV7KH³6WDWH3URJUDPPHRQ5HOLDEOH3URYLVLRQRIWKH3RSXODWLRQZLWK)RRGLQWKH$]HUEDLMDQ
Republic” (2009-15) is aimed at achieving sustainable agricultural development in the country.

Industry
General overview
The “Contract of the Century” laid the foundations for development of the petrochemical industries
of the country with a transition from old Soviet technologies to the latest western ones. Among
VLJQL¿FDQWVRFLRHFRQRPLFLPSDFWVDVVRFLDWHGZLWKWKHLQYROYHPHQWRIPDMRUIRUHLJQRLOFRPSDQLHVDUH
skill enhancement, long-term employment opportunities and improved working conditions.
The country’s manufacturing industries have grown considerably since 1995 and industry accounted
IRURI*'3LQ/RFDWHGPRVWO\LQWKHLQGXVWULDOFLWLHV$]HUEDLMDQPDQXIDFWXUHVHTXLSPHQW
IRUWKHRLODQGJDVLQGXVWU\HOHFWULFDOHTXLSPHQWYDULRXVDSSOLDQFHVDQGWHFKQLFDOLQVWUXPHQWV7KH
leading branches of heavy industry are power, manufacturing, petrochemical and chemical production.
The light industry of Azerbaijan consists of basic manufactured consumer goods. It also includes
SURFHVVLQJRIIRRGVWXIIVDOFRKROLFGULQNVWH[WLOHVDQGEXLOGLQJPDWHULDOV5DZPDWHULDOVWUDQVIRUPDWLRQ
used to represent the bulk of light industry in Azerbaijan but the retrenchment of wool and silk
production severely lowered its share in total production. However, light industry does have certain
SURVSHFWV7KRXJKVXIIHULQJIURPRXWGDWHGHTXLSPHQWWKHH[LVWHQFHRIUDZPDWHULDOVUHVRXUFHVDQG
RWKHUFRPPRGLWLHVFRXOGVWLPXODWHVLJQL¿FDQWFDSLWDOLQÀRZVDQGGHYHORSWKHVHFWRUHVSHFLDOO\LQ
WH[WLOHVDQGFORWKLQJZKLFKZHUHRQHRIWKHPRVWLPSRUWDQWLQGXVWULHVLQWKH6RYLHWHUD
Although there are advantageous investment opportunities, apart from the oil and gas sector, the
FRXQWU\KDVIDLOHGWRDWWUDFWODUJHYROXPHVRIJUHHQ¿HOGLQYHVWPHQWVRULHQWHGWRZDUGVH[SRUWV
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Energy sector
Oil
Oil and gas production in the country is carried out by SOCAR, one of the largest oil companies in the
ZRUOG(VWDEOLVKHGLQ62&$5FRQWUROVDIXOOSURGXFWLRQF\FOH±³IURPGULOOLQJWRWKHFRQVXPHU´
While the sector employs only 1% of the country’s total labour force, SOCAR represents 60 000 people.
7KH&DVSLDQEDVLQ¿HOGKDVDERXWELOOLRQWRQQHVRIRLODQGWULOOLRQP3 of gas, according to SOCAR.
At the same time, estimates of hydrocarbon deposits in the Azerbaijani sector vary from 4 to 8 or
ELOOLRQWRQQHVRIFRQGLWLRQDOIXHO,WLVDOVRH[SHFWHGWKDW$]HUEDLMDQLRLOUHYHQXHZLOODPRXQWWR
DQDYHUDJHRI86'ELOOLRQRYHU\HDUVEHWZHHQDQG,0)SURMHFWVWKH6WDWHRLO
IXQG 62)$= DVVHWVWRLQFUHDVHE\WLPHVUHDFKLQJ86'ELOOLRQLQIURP86'ELOOLRQLQ
2009, which could lead to human capital development in the country. Indeed, although the oil sector
is pulling the economy, it only accounts for about 1% of total employment. Therefore, a National
Employment Strategy was initiated in 2002 by the government to convert “black gold into human
gold” (oil wealth into human development) by enhancing educational programmes and training,
easing the population’s access to social infrastructures and technical assistance. According to BP, the
RLOFRPSDQLHV¶H[SHQGLWXUHVLQVRFLDO¿HOGVDFFRXQWHGIRUDWRWDORI86'PLOOLRQEHWZHHQDQG
2008. In 2009, BP spent around USD 3 million in Azerbaijan on sustainable development projects,
like BP’s new Geosciences and Engineering Speaker Series (BPGESS) initiative, or the Memorandum
RI8QGHUVWDQGLQJ 028 VLJQHGEHWZHHQ%3$]HUEDLMDQDQGWKH%DNXEDVHG4DITD]8QLYHUVLW\ %3
Azerbaijan Business Update, 2010).8
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)',VLQFHKDVUHYLWDOLVHGWKHFRXQWU\¶VRLOVHFWRUWKURXJKWKHGHYHORSPHQWRIQHZODUJHVFDOH
SURMHFWV DQG WKH UHVWRUDWLRQ RI H[LVWLQJ IDFLOLWLHV 7R GDWH $]HUEDLMDQ KDV VLJQHG RYHU  PDMRU
¿HOG DJUHHPHQWV ZLWK DSSUR[LPDWHO\  FRPSDQLHV IURP  FRXQWULHV $]HUEDLMDQ¶V LQFUHDVH LQ
oil production since 1997 has mainly come from the Azerbaijan International Operating Company
$,2& DQLQWHUQDWLRQDOFRQVRUWLXPZKLFKUHSUHVHQWVRYHURI$]HUEDLMDQ¶VWRWDORLOH[SRUWV
AIOC, which is composed of ten big international oil companies,9 operates the offshore ACG mega oil
¿HOG2LOSURGXFWLRQIURP$&*DFFRXQWHGIRUPLOOLRQWRQQHVEHWZHHQWKHGDWHRIFRPPHQFHPHQW
 WRWKH¿UVWTXDUWHURIDQG$]HUEDLMDQ¶VSDUWLFLSDWLRQLQRLOSURGXFWLRQE\WKHFRQVRUWLXP
UHDFKHGPLOOLRQWRQQHVLQ4DFFRUGLQJWR7UHQGQHZVDJHQF\%HVLGH$&*$,2&DOVR
PDGHDVLJQL¿FDQWLQYHVWPHQWRQFRQVWUXFWLRQRIWKH6RXWK&DXFDVXV3LSHOLQH 6&3 DQGWKH%7&
pipelines. British Petroleum, in Azerbaijan since 1992, is the largest foreign investor. Oil production in
Azerbaijan increased from 180 000 barrels per day in 1997 to 1.02 million barrels per day in 2009. Oil
SURGXFWLRQIURP$,2&DQG62&$5¿HOGVLVH[SHFWHGWRUHDFKPLOOLRQEDUUHOVSHUGD\LQDQG
could be sustained at a volume of 1 million barrels per day until 2019 if AIOC and the government
DSSURYHWKH86'ELOOLRQSURMHFWWRWDSWKHRLOUHVHUYHVEHORZWKH$&*¿HOGV (QHUJ\,QIRUPDWLRQ
$GPLQLVWUDWLRQ ([SHFWDWLRQVKDYHEHHQSUXGHQWVLQFH%3¶VVHWEDFNLQWKH*XOIRI0H[LFR
1RWGLVFRYHULQJQHZRLO¿HOGVLVWKHPDMRUFRQGLWLRQRQIRUHFDVWVRIRLOH[KDXVWLRQE\,WLVDOVR
SRVVLEOHWKDWQHZUHVHUYHVFRXOGEHLQVLJQL¿FDQWDQGWKHLUH[SORLWDWLRQFRXOGGHPDQGFRQVLGHUDEOH
FDSLWDOH[SHQVHV
7ZR PDMRU ¿HOGV DUH VWLOO WR EH H[SORUHG IRU SURGXFWLRQ H[SDQVLRQ OLWKRORJLF DQG VWDWLJUDSKLF
VWUDWD±RIZKLFKZHUHQRWIXOO\DVVHVVHGUHJDUGLQJWKHLUK\GURFDUERQVSURGXFWLRQSRWHQWLDO
$OL\HY ±DQGWKHGHYHORSPHQWRIRIIVKRUHGHSRVLWVPRVWO\LQWKH&DVSLDQ6HDZKLFKLVRQO\
H[SORLWHGWRRILWVWRWDOFDSDFLW\0RUHRYHUDVWKHOHJDOVWDWXVRIWKH&DVSLDQ6HDLVVWLOOXQGH¿QHG
PDQ\RIIVKRUH¿HOGVKDYHEHHQOHIWXQWDSSHG:KLOH$&*LVWKHPRVWVXFFHVVIXOSURMHFWQRWDOORI
Azerbaijan’s foreign investment projects have been successful, with several projects announcing
disappointing drilling results and several production-sharing agreements shutting down in recent years.
,QIURPPLOOLRQWRQQHVRIRLO$]HUEDLMDQH[SRUWHGPLOOLRQWRQQHVWRFRXQWULHV
DFFRUGLQJWR62&$57KHUHPDLQLQJPLOOLRQWRQQHVZHUHGLVSDWFKHGWRUH¿QLQJ62&$5¶VVKDUH
IURPWRWDOH[SRUWVZDVPLOOLRQWRQQHVZKLOH WKHUHPDLQLQJPLOOLRQ WRQQHVZHQWWRWKH
RWKHULQWHUQDWLRQDOFRPSDQLHVLQYROYHG,WLVH[SHFWHGWRSURGXFHPLOOLRQWRQQHVRIRLOLQ
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$]HUEDLMDQDOVRKDVWZRRLOUH¿QHULHVRSHUDWHGE\62&$5ZLWKDUH¿QLQJFDSDFLW\RIPLOOLRQWRQQHV
RIRLOSHU\HDU7KHFRXQWU\LVKLJKO\LQWHUHVWHGLQDFTXLULQJRLOUH¿QHULHVDURXQGWKH%ODFN6HDUHJLRQ
)RUH[DPSOHLWDOUHDG\KROGVRIWKH7XUNLVKFRPSDQ\3HWNLPVLQFH
Natural gas
3ULRUWRVWDUWLQJXSWKH6KDK'HQL]QDWXUDOJDV¿HOGLQ$]HUEDLMDQXVHGWREHDQHWQDWXUDOJDV
LPSRUWHUIURP5XVVLD1RZLWKDVEHFRPHDQHWH[SRUWHU,Q$]HUEDLMDQSURGXFHGELOOLRQP3
of natural gas but only consumed 10.6 billion m3. Almost all of Azerbaijan’s natural gas is produced
IURPRIIVKRUH¿HOGV7KHFRXQWU\¶VOHDGLQJQDWXUDOJDV¿HOGVDUHWKH$&*DQGWKHQHZ6KDK'HQL]
QDWXUDOJDV¿HOG7KHFRXQWU\¶V6DQJDFKDO7HUPLQDOLVRQHRIWKHZRUOG¶VODUJHVWLQWHJUDWHGRLODQG
gas processing terminals. It receives, stores and processes both crude oil and natural gas from both
JDV¿HOGVZKLFKDUHWKHQVKLSSHGWKURXJKWKHGLIIHUHQWSLSHOLQHVIRUH[SRUW7KHPDLQJDVSLSHOLQH
is the SCP, also known as Baku-Tbilisi-Erzurum (with a capacity of 16 billion m³ per year), which
runs parallel to the BTC oil pipeline.
$ PDMRU JDV SURGXFWLRQ LQFUHDVH LV H[SHFWHG WR FRPH IURP WKH FRQWLQXLQJ GHYHORSPHQW RI WKH
6KDK'HQL]¿HOG0RUHRYHU6KDK'HQL]LVRQHRIWKHZRUOG¶VODUJHVWQDWXUDOJDV¿HOGVGLVFRYHUHGLQ
the last 20 years. It has been estimated by SOCAR to have produced 28.5 billion m³ of gas in 2010.
With the start of Shah Deniz’s second phase in 2014-15, Azerbaijan will be able to double production
to about 40 billion m3 RIJDVSHU\HDU$OWKRXJKWKH¿JXUHLVEHORZRIWKH(XURSHDQFRQVXPSWLRQ
of gas, it can make the country a valuable player for European markets. It will also lead to further
development of the gas industry and initiate prospects of USD 20 billion investment to the national
HFRQRP\ )RU WKLV SXUSRVH LW LV QHFHVVDU\ WR H[SORLW KLJK H[WUDFWLRQ WHFKQRORJLHV DQG WR GH¿QH
the major routes of gas transportation. One of them could be the Nabucco gas pipeline project
(construction beginning in late 2010) for gas transportation from the Caspian region and the Near
East to the European Union (EU).

Industrial production
According to the State Statistical Committee in 2008, the degree of deterioration of basic production
DVVHWVYDULHGEHWZHHQDQGRIWRWDO¿[HGDVVHWVLQPDQ\EUDQFKHVRIWKHPDQXIDFWXULQJ
LQGXVWU\VXFKDVPHWDOOXUJ\FKHPLVWU\UHFRUGLQJHOHFWULFDOPDFKLQHU\HTXLSPHQWWUDQVSRUWDQG
PLQHUDOSURGXFWV7KHLQWHQVL¿FDWLRQRIPDQXIDFWXULQJDQGUDLVLQJTXDOLW\WRLQWHUQDWLRQDOVWDQGDUGV
are the most important issues. Lack of competitiveness is caused by low technological levels of
SURGXFWLRQSRRUSURGXFWOLQHVZHDNGLYHUVL¿FDWLRQ ERWKRISURGXFWVDQGHQWHUSULVHV DQGUHGXFWLRQRI
WKHVKDUHRISURGXFWLRQRIPDQXIDFWXULQJLQGXVWU\LQWRWDOH[SRUWV0DQ\HQWHUSULVHVLQWKHFKHPLFDO
SHWURFKHPLFDORLOUH¿QLQJHOHFWURWHFKQLFDOLQGXVWU\DQGRLOPHFKDQLFDOHQJLQHHULQJZRUNDWRQO\
30% of their total capacity.
The mining industry accounted for 78.6% of total output, while share of manufacture and distribution
of electric power, gas and water accounted for 4.7%: only 16.7% came from the manufacturing
industry in 2008. A total of AZN 27.2 billion was invested in industry between 2000 and 2008, of
which AZN 19.7 ELOOLRQ  ZDV)',DQG$=1 7.5 billion (27.6%) were domestic investments.
$QLQVLJQL¿FDQWSDUWZDVGLUHFWHGWRZDUGVHQKDQFLQJWHFKQRORJLFDOLQQRYDWLRQMXVW$=1PLOOLRQ
between 2004 and 2008.
%XVLQHVVZHDNQHVVUHVXOWVIURPODFNRIRZQFDSLWDOUHVRXUFHVLQVXI¿FLHQW¿QDQFLDOVXSSRUWIURPWKH
state, low demand for new products, high innovation costs, high economic risk, long-term payback, low
LQQRYDWLYHSRWHQWLDORIHQWHUSULVHVXQTXDOL¿HGSHUVRQQHODODFNRILQIRUPDWLRQRQQHZWHFKQRORJLHV
sluggish reaction to innovations, lack of information on commodity markets and lack of possibilities
IRUFRRSHUDWLRQZLWKRWKHUHQWHUSULVHVDQGVFLHQWL¿FRUJDQLVDWLRQV
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Table 2.6. Output of industrial products
(current prices, AZN million)

Total industry
Chemical industry

2000

2005

3 639.5

9 290.5 15 509.4 22 441.4 29 697.6 22 203.7

102.2

194.7

2007
213.0

2008
219.7

2009
110.4

([WUDFWLYHLQGXVWU\

1 625.8

5 672.6 10 565.9 16 412.8 22 631.3 16 798.6

Manufacturing industry

1 552.5

3 074.2

4 312.2

4 920.4

5 701.4

4 199.2

Production and distribution of
electricity, gas and water

461.2

543.7

631.3

1 108.2

1 364.9

1 205.9

Manufacture of food products,
including beverages and tobacco

698.9

1 197.6

1 278.3

1 409.3

1 550.0

1 644.6

32.7

51.1

72.0

59.4

76.5

62.1

Manufacture of leather, leather
products and footwear

2.7

4.5

6.9

16.2

17.0

15.3

Manufacture of wood and wood
products

1.9

9.6

12.2

18.4

15.6

8.0

Pulp and paper industry; publishing

6.0

26.2

31.9

37.2

57.0

50.6

560.9

836.8

1 821.2

2 118.2

2 400.0

1 345.6

3.1

23.5

27.7

37.1

70.0

53.4

Manufacture of other non-metallic
mineral products

23.1

135.4

165.1

253.0

352.5

359.1

Metallurgy industry and fabricated
metal products

11.6

328.2

403.4

403.6

515.6

170.6

Manufacture of machinery and
HTXLSPHQW

34.0

36.6

60.1

98.6

120.0

78.8

Manufacture of electrical optical and
HOHFWURQLFHTXLSPHQW

10.8

25.9

34.0

48.3

56.2

64.4

Manufacture of transport means and
HTXLSPHQW

57.7

165.2

173.9

169.3

206.8

203.2

6.9

34.6

30.8

38.8

44.5

33.1

7H[WLOHVDQGVHZLQJLQGXVWU\

Manufacture of refined petroleum
products
Manufacture of rubber and plastics
products

84

199.0

2006

Other sectors of manufacturing
industry

Source: State statistical Office of Azerbaijan.

Construction and infrastructure
&RQVWUXFWLRQJUHZIURPLQGHSHQGHQFHZLWK¿[HGDVVHWVUHDFKLQJ$=1 million in 2008, from
AZN 667 million in 2000, but declining to AZN 2 438 million in 2009. The sector employs 225 000 people
(5.5% of the total workforce) and the average monthly nominal wages of construction employees
increased from AZN 83.3 in 2000 to AZN 449.9 in 2009. The sector accounted for 7.4% of GDP in 2009.
The construction boom began with the BTC pipeline construction in 2001 and continued until 2004,
OHDGLQJ WKH VHFWRU WR UHFRUG WKH KLJKHVW JURZWK QH[W WR RLO EHWZHHQ  DQG  3LSHOLQH
FRQVWUXFWLRQJHQHUDWHGFRQ¿GHQFHLQWKHQDWLRQDOHFRQRP\DQGDORQJZLWKWKHH[SDQVLRQRIWKH
state budget starting from 2005, a considerable increase in incomes, which boosted demand for real
estate, led to a construction boom, particularly in the capital. This was accompanied by constant
increases in real estate prices, which, however, went down after the start of the crisis.
7KHFRQVWUXFWLRQVHFWRUH[SHULHQFHGDVORZGRZQLQGXHWRWKHLQWHUQDWLRQDOFULVLVDQGWKHYDOXH
of works at AZN 3 191.4 million, was down by 15.7% compared to 2008. The decrease affected both
SULYDWHDQGSXEOLFFRQVWUXFWLRQYROXPHVE\DQGUHVSHFWLYHO\+RZHYHULWGLGQRWUHÀHFW
a decrease in prices in the domestic market for real estate. As an anti-recession stimulus measure, in
the middle of 2009 the government resumed mortgage lending which had been paused since 2007.
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Capital investments in infrastructure had increased since 2003 and, backed by oil revenues, had
tripled since 2006, but were slightly cut due to the crisis. Main public infrastructure projects such as
power, roads and water had been a priority, followed by the social sectors. Improvements in power
supply sparked development in the light industry, food processing and other manufacturing, while
improvements of roads reduced transportation costs, mostly in corridors promoting cross-border trade
and transit of goods. Improvements in these infrastructure projects are very important and will likely
be continued, offering potential for growth and employment creation. There is some evidence that
LQIUDVWUXFWXUHSURMHFWVKDYHDWWUDFWHGVRPH)',LQVXSSRUWRISXEOLFVSHQGLQJEXWPDQXIDFWXULQJ
assembly and related services have not.
8SGDWLQJDQGH[SDQGLQJWKHLQIUDVWUXFWXUHRIWKHFRXQWU\UHPDLQVDSULRULW\IRU$]HUEDLMDQVLQFHLW
is fundamental for the development of the non-oil sector and for attracting investment. The country
ZLOOSRVLWLYHO\EHQH¿WIURPLPSURYLQJDQGPRGHUQLVLQJWKH(XURSH&DXFDVXV$VLD (DVW:HVW DQG
North-South corridors. Indeed, total cargo transportation via the East-West corridor on the Azerbaijani
side increased from 20 million tonnes in 2000 to 47 million tonnes in 2009, while the share of transit
cargo turnover accounted for 50% in 2009. So construction and rehabilitation of major projects in
WKHVHGLUHFWLRQVUHTXLUHDFFHOHUDWLRQZKLFKZRXOGLQFUHDVHYROXPHDQGIDYRXUIDVWHUPRYHPHQWRI
JRRGVWRGRPHVWLFDQGLQWHUQDWLRQDOPDUNHWVZLWKORZHURSHUDWLQJFRVWVDQGKLJKHUHI¿FLHQF\
,QDGGLWLRQWKHVHFWRU¶VGHYHORSPHQWLVFRQVWUDLQHGGXHWRLQVXI¿FLHQWDGPLQLVWUDWLYHFDSDFLW\WR
LPSOHPHQWQHFHVVDU\SURMHFWV,WDOVRVXIIHUVIURPWKHVORZQHVVRI¿[HGDVVHWUHQHZDOVDQGRIWKH
rapidity of their depreciation, underdevelopment of integrated systems, low information provision
for the sector’s activity and legal inconsistencies.

Policy implications
The government has undertaken several steps and adopted state programmes since 2006 to integrate
into the international system, enhance transit potential and support competitiveness. According to
the World Bank, the government intended to accelerate rehabilitation of regional and local roads
IURP,WZDVDOVRHVWLPDWHGE\WKHEDQNWKDWDSSUR[LPDWHO\86'ELOOLRQLVQHHGHGDQQXDOO\
WRGHYHORSLQIUDVWUXFWXUHXWLOLWLHVDQGSXEOLFVHUYLFHVRYHUWKHQH[WWHQ\HDUV
The private sector share in construction increased to 87% in 2008 from 63% in 2000. However it
averaged 95% between 2002 and 2005. The constraints faced by the construction sector stem from
the large role played by the state, the huge regulatory burden and the absence of competition.
Construction permit formalities need to be reduced to attract more investment to the sector and
create a more competitive environment.
7KHUHLVDOVRSRWHQWLDOIRUWKHRLODQGJDVLQGXVWU\E\VXSSO\LQJGHPDQGIRUEDVLFHTXLSPHQWDQG
machinery, metalworking, technical services, transportation, food, and chemical and petrochemical
LQGXVWULHV/RFDOHQWHUSULVHVZLOOQHHGWRFRPSO\ZLWKLQWHUQDWLRQDOVWDQGDUGVDQGZLOOUHTXLUHVROLG
FDSLWDOUHVRXUFHVLPSURYHGGHOLYHU\UHTXLUHPHQWVDQGGHYHORSHGFDSDFLW\WRUHVSRQGWRODUJHRUGHUV

Services
The share of services in GDP accounted for 44.4% in 2009; overall, services grew by 9.1% in the
VDPH\HDU7KHVHFWRUDFFRXQWHGIRUDSSUR[LPDWHO\RIWRWDOHPSOR\PHQWLQ7KHPDMRU
share of employment in the sector is in trade and repair (16% of employment), education (8.5%),
construction, real estate and tenancy (10%), transport, communication and warehousing (5%).
)XUWKHUPRUHWKHFRXQWU\KDVDIDLUO\OLEHUDOVHUYLFHVVHFWRU7KHVKDUHLQ*'3RIOLEHUDOLVHGDFWLYLWLHV
in some sectors reaches up to 99% (99% for trade, 87% for construction and 82% for transport)
while the overall private sector contribution to GDP is 85%. As a very dynamic branch of the non-oil
economy between 2000 and 2008, growth of this sector was due to increasing demand for services
and the favourable location of the country for trade and transport.
The demand for services grew rapidly in line with the development of the oil industry and associated
sectors, indirectly increasing employment in other sectors.
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Telecommunications
Telecommunications in Azerbaijan have generated a competitive environment with a decent level of
competition. There were more than 70 enterprises competing in the telecommunications market,
80.3% of which were private (up from 73.7% in 2006). Currently, telecommunications companies can
render more telecommunications services than consumers demand. Moreover, negotiations between
the Ministry of Communications and Information Technology of Azerbaijan and several communications
FRPSDQLHVZHUHXQGHUZD\LQ7KHVHZLOOUHVXOWLQWKHFRXQWU\¶V¿UVWFRPPXQLFDWLRQVVDWHOOLWH
planned for early 2012.
According to the Ministry of Communications and Information Technology of Azerbaijan, the information
DQGFRPPXQLFDWLRQWHFKQRORJ\ ,&7 GHYHORSPHQWLQGLFDWRURI$]HUEDLMDQKDVWZLFHH[FHHGHGLWV
world growth rate as a contribution to GDP (13.1% in Azerbaijan). At the end of 2009, the number
of new connections in the mobile communications market in Azerbaijan was 1.1 million and 85.6%
RIWKHSRSXODWLRQKDGDPRELOHSKRQH±DERYHWKHZRUOGDYHUDJHRI7KHLPSOHPHQWDWLRQRIWKH
3G system also became one of the events in the mobile communications market in 2009. However
not every mobile communications company bought a licence to provide 3G. There are three mobile
communications operators in the country under GSM (global system for mobile communications)
standard, which are Azercell Telecom Ltd.,10 Bakcell Ltd. and Azerfon Ltd., and two CDMA (code
GLYLVLRQPXOWLSOHDFFHVV RSHUDWRUV&DWHO/WGDQG1D[HO/WG,ILWLVWUXHWKDWRQO\$]HUIRQSURYLGHV
3G technology, there are no market restrictions and the sector is open for new investment for other
RSHUDWRUV WR EH HTXLSSHG ZLWK WKH WHFKQRORJ\ %\ SURYLGLQJ D ZLGH DUHD RI ZLUHOHVV LQWHUDFWLYH
connections (including telephone, Internet, video calls and TV), the 3G system could help promote
a more dynamic and challenging business environment by further connecting the country to its main
trading partners.
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The telecommunications sector accounted for 2% of GDP in 2009. The value of communication services
increased from AZN 154 million in 2000 to AZN 1.03 billion in 2010 and its average volume growth
IRUWKHODVW¿YH\HDUVUHDFKHG0RELOHVHUYLFHVDFFRXQWIRUPRUHWKDQRIWRWDOUHYHQXHVRI
the communications sector, the world average being around 30%. This can be characterised as an
DEVHQFHRIFRPPHUFLDOPRWLYDWLRQRI¿[HGRSHUDWRUV DVZHOODVPRELOHFRPPXQLFDWLRQVRSHUDWRUV
WRDFHUWDLQH[WHQW WREXLOGQHWZRUNVDQGUHQGHUVHUYLFHVLQUHJLRQV LQFRXQWU\VLGHDQGVHWWOHPHQWV
with a low population density). The telecommunications market of Azerbaijan is stable following
privatisation and structural reforms and the state continues to hold stocks in major Azerbaijani
communications operators.11
7KHOHYHORI,QWHUQHWSHQHWUDWLRQLQ$]HUEDLMDQH[FHHGHGDFFRUGLQJWRWKHPLQLVWU\ZLWKPRUH
than 30 Internet providers in Baku; competition is much lower, if at all, outside the capital. However, a
European Bank for Reconstruction and Development factsheet (EBRD 2011) evaluates the penetration
to be as low as 14%, while 70% of subscribers use dial-up connections. Internet tariffs have steadily
decreased, by eight times since 2007, but remain among the highest in the region. There is room for
more competition in this sector, as only two companies can supply backbone platforms to providers
DQGDIHZFRPSDQLHVFDQEULQJ,QWHUQHWWR¿QDOFRQVXPHUVWKURXJK¿[HGOLQHFHQWUHVZKLFKFRXOG
result in an oligopoly if new companies do not enter the market. Moreover, Azerbaijan plans to fully
shift to digital TV in 2012. There is also great potential in this area, as local cable TV companies will
EHDEOHWRSURYLGH,QWHUQHWGLUHFWO\WRWKH¿QDOFRQVXPHUE\SDVVLQJ¿[HGOLQHFHQWUHV

Transport
$]HUEDLMDQLVORFDWHGDWWKHFURVVURDGVRIPDLQLQWHUQDWLRQDOWUDI¿FURXWHVVXFKDVWKH6LON5RDG
DQG WKH 1RUWK6RXWK FRUULGRU 7KHUHIRUH WUDQVSRUW SOD\V D VLJQL¿FDQW UROH IRU UHJLRQDO HFRQRPLF
development and greater co-operation.
Road transport is the most important form of transportation in Azerbaijan. Others include railways,
aviation, maritime and pipeline transport. In 2009, transport’s share in GDP was 6.6%, while
transportation of goods rose by 3.7%, compared to 2008. This indicator has risen 1.6 times from
AZN 117 million in 2004 to AZN 190 million in 2009. In 2009, 49.7% of overall freight was carried
by road and 32.7% by pipeline. The private sector accounts for 83.9% of the transport sector.
$]HUEDLMDQKDVWKUHHPDMRUH[SRUWSLSHOLQHVZKLFKDUHWKH%7&12 Baku-Novorossiysk and Baku-Supsa13
pipelines. BTC is the most important route, with a capacity of 1 million barrels a day,14 and began
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H[SRUWLQJ$]HUL/LJKWRLOLQ-XO\,QLWVFDSDFLW\H[SDQGHGWRPLOOLRQEDUUHOVSHUGD\
by using drag-reducing agents. In 2009, 50.5 million tonnes of oil passed through oil pipelines. BTC
accounted for 38.2 million tonnes in 2009 (of which 1.9 million tonnes are Kazakhstan’s oil) and
PLOOLRQWRQQHVVLQFHLWVFRPPHQFHPHQWWR-XQH7KH¿UVWYROXPHVRIRLOIURP.D]DNKVWDQ
arrived in BTC in late 2008. Later deliveries were suspended due to dissatisfaction over the tariffs for
pumping. Russia and Azerbaijan agreed on transit of the Azerbaijani oil via the Baku-Novorossiysk
pipeline in 1996, assuming 5 million tonnes of oil per year at a tariff of USD 15.67 per tonne, whereas
tariffs for transportation of oil via BTC and Baku-Supsa vary from USD 3-4 (for AIOC shareholders)
and from USD 2-4 respectively. Therefore volumes of Baku-Novorossiysk decreased substantially with
the start of BTC from 4.5 million tons in 2006 to 1.3 million tonnes in 2008 (however it increased
to 2.5 million tonnes in 2009).
A “Transport Sector Development Strategy for Azerbaijan” has been drafted by the Ministry of
7UDQVSRUWZLWK WKHDVVLVWDQFHRILQWHUQDWLRQDOFRQVXOWDQWVDQGWKH ¿QDQFLDO VXSSRUW RI WKH $VLDQ
Development Bank (ADB). This strategy sets the agenda and the key priorities in transport policies
and managerial structures for 2006-16. It aims at improvement of the country’s transport sector
SHUIRUPDQFHLGHQWL¿FDWLRQRIVWUDWHJLFSULRULWLHVDQGDVVHVVPHQWRIWUDQVSRUWIDFLOLWLHVDVZHOODV
being a guide for the government’s investments in the sector and the lending strategy for both
domestic and international sources.

Banking and financial sector
Positive macroeconomic trends, such as the absence of large-scale bankruptcies and steady growth,
RXWOLQH WKH GHYHORSPHQW RI WKH EDQNLQJ V\VWHP RI $]HUEDLMDQ VLQFH  )URP LQGHSHQGHQFH
the number of banks in Azerbaijan was considerably reduced owing to bankruptcies, mergers and
OLFHQFHZLWKGUDZDOVZKLFKIRUFHGWKHUHPDLQGHUWRVWUHQJWKHQE\PHUJHUVDQGDFTXLVLWLRQV7KDQNV
WRWKLVSURFHVVWKH&HQWUDO%DQNPDQDJHGWRLQFUHDVHHTXLW\UHTXLUHPHQWV0HDVXUHVZHUHDOVR
WDNHQ RQ UHVWUXFWXULQJ DQG WLJKWHQLQJ PLQLPXP FDSLWDO UHTXLUHPHQWV DQG LQFUHDVLQJ WKH FDSLWDO
DGHTXDF\UDWLR7KHWRWDOUHJXODWRU\FDSLWDORIEDQNVLQFUHDVHGWLPHVEHWZHHQDQG
to AZN 1 758.9 million. Assets tripled over the same period to AZN 11 665.2 million.
The growth of local banks was intensive, thanks to international borrowing and the growth opportunities
before 2008. In 2009, bank assets grew by 13.5% (AZN 1.4 billion). While total assets decreased in
WKH¿UVWKDOIRIWKH\HDUGXHWRWKHUHSD\PHQWRIDQH[WHUQDOGHEWWKHWUHQGUHYHUVHGLQWKHVHFRQG
half. Moreover, in 2009, bank loans grew by 17.3% (AZN 1 214 billion), reaching AZN 8 230 billion
DWWKHHQGRIWKH¿VFDO\HDU
7R H[SORLW LWV HFRQRPLF SRWHQWLDO $]HUEDLMDQ KDV EHHQ XUJLQJ WKH ¿QDQFLDO VHFWRU WR PDNH FUHGLW
PRUHHDVLO\DYDLODEOHEXW¿QDQFLQJLVSURYLGHGDJDLQVWFROODWHUDO,QGHHGSURSHUW\ULJKWVGRQRW
DOORZFODULW\RQFROODWHUDO ERWKWKHEDQNV¶DQGWKHERUURZHUV¶ULJKWVDUHLOOGH¿QHG ,WLVWKHUHIRUH
GLI¿FXOWWRFROOHFWFUHGLWLQIRUPDWLRQDQGWRDFFHVVFUHGLW+RZHYHUZLWKWKHSRSXODWLRQ¶VWUXVWLQ
banks beginning to increase, the lending sector’s aversion trend is rapidly reversing.
The Azerbaijani banking system remains very attractive for neighbouring countries and the EU.
There is, however, a dilemma because, although restricting access of foreign banks to the domestic
market would protect domestic banks, it would also negatively affect the global competitiveness of
Azerbaijani enterprises.
Azerbaijani banks are currently focusing on the domestic market, apart from the International
Bank of Azerbaijan15 (IBA) which has two subsidiary banks, in Russia and in Georgia, and also has
UHSUHVHQWDWLYHRI¿FHVLQ/RQGRQ)UDQNIXUW/X[HPERXUJ1HZ<RUNDQG'XEDL
Policy Implications
7KHHFRQRPLFGHYHORSPHQWDQGEXVLQHVVDFWLYLW\DFFRPSDQ\LQJJURZWKLQWKHEDQNLQJDQG¿QDQFLDO
system has increased demand in the domestic economy for credit. The banking system has, therefore,
LQFUHDVHGLWVFUHGLWYROXPHVWR$=1ELOOLRQLQ±IURP$=1ELOOLRQLQ7KHKLJKHVW
growth of credit activity was in private banks, where the share of loans in the total at the end of
2009 reached 51.4%.
In addition, the regulatory authorities have successfully implemented several policies and procedures
WRZDUGVVWUHQJWKHQLQJWKH¿QDQFLDOV\VWHPRIWKHFRXQWU\0XFKDWWHQWLRQQRZDGD\VLVJLYHQWRULVN
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management with new rules established for lending. Since 2004 the Central Bank made Corporate
Governance standards16 obligatory, while considering the Basel 2 recommendations. Moreover, in
)HEUXDU\  D QHZ ODZ ZDV DGRSWHG RQ ³&RPEDWLQJ 0RQH\ /DXQGHULQJ DQG WKH )LQDQFLQJ RI
7HUURULVP´)LQDOO\D)LQDQFLDO0RQLWRULQJ2UJDQZDVHVWDEOLVKHGDQGGXHGLOLJHQFHSURFHGXUHVDUH
QRZEHLQJGLVFXVVHG1HYHUWKHOHVVWKHUHDUHVWLOOVKRUWDJHVLQHTXLW\FDSLWDOLQVXI¿FLHQF\RIEDVH
GHSRVLWVSRRUFUHGLWFXOWXUHKLJKSUREDELOLW\RIGHWHULRUDWLRQRIDVVHWVDQGORZRSHUDWLRQDOHI¿FLHQF\
Moreover, many private banks are closely connected to industrial and trading groups. Such positions
create serious risks in information and corporate governance and can affect estimations of risks.
With 47 banks operating in the country, there is still a need for structural reforms, consolidation
and a further reduction in the number of small and impractical banks. Additional problems include
UDLVLQJWKHOHYHORI¿QDQFLDOLQWHUPHGLDWLRQH[SDQGLQJWKHUDQJHRISURGXFWVGLYHUVLI\LQJVRXUFHV
RILQFRPHVUDLVLQJHI¿FLHQF\DQGGHYHORSLQJQHZWRROVDQGPHFKDQLVPVIRULPSURYLQJWKHTXDOLW\
of operational activity and risk-management.
$JURZWKRIPLFUROHQGLQJLQWKHEDQNLQJVHFWRULVDUHFHQWTXDOLWDWLYHWHQGHQF\,WVEDVLFDGYDQWDJHVDUH
KLJKSUR¿WDELOLW\FRQVLGHUDEO\VPDOOHUULVNDQGODUJHUFRYHUDJHRIWKHHFRQRP\ERWKJHRJUDSKLFDOO\DQG
in the client base. Micro credit also has important macroeconomic value in supporting self-employment,
particularly in rural areas.

MAIN MACROECONOMIC POLICIES
General overview
7KHUH LV VXI¿FLHQW PDFURHFRQRPLF VWDELOLW\ LQ $]HUEDLMDQ EDVHG RQ VROLG IRUHLJQ UHVHUYHV 7KHVH
UHVHUYHVKDGUHDFKHG86'ELOOLRQE\WKH¿UVWTXDUWHURIZKLFKLQWXUQJXDUDQWHHGWKHVWDWH
EXGJHWGXUDELOLW\DQGSDUWLDOO\FRPSHQVDWHGIRUWKHUHGXFWLRQRIDQ\H[WHUQDOVRXUFHVRIOLTXLGLW\LQ
the economy. As a whole, economic growth and employment have been protected from the global
crisis, precisely due to these reserves.
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Fiscal policy
7KH¿VFDOSRVLWLRQRI$]HUEDLMDQKDVEHHQVWUHQJWKHQLQJVLQFHZLWKEXGJHWUHYHQXHVLQFUHDVLQJ
by 30-40% on average annually, from AZN 1.2 billion in 2003 to AZN 10 billion in 2008 and 2009.
7KHVH UHVRXUFHV EHQH¿W IURP KLJK RLO UHYHQXHV EXW IDOO XQGHU SUHVVXUH IURP ORZHU SULFHV ZLWK
FRQVHTXHQFHVIRUWKHPDFURHFRQRP\+LJKLQÀDWLRQH[SHFWDWLRQVDOVRURVHZLWKWKHRLOERRP
The government17VXSSRUWHGWKHEDQNVDQGWKHVWDWHFRPSDQLHVE\¿QDQFLQJWKRVHZLWKGLI¿FXOW\LQ
repaying foreign debt obligations in 2009.

7D[DWLRQ
7KHUHDUHWZRWD[V\VWHPUHJLPHVLQWKHFRXQWU\WKHVWDWXWRU\WD[UHJLPHJRYHUQHGE\WKH7D[&RGH
and the Production Sharing Agreements (PSAs) concluded by the oil companies.
7KHWD[PLQLVWU\ODFNHGWKHUHVRXUFHVSODQQHGLQDVRQO\$=1PLOOLRQZDVFROOHFWHG
WKDW \HDU DURXQG  RI WRWDO SODQQHG UHVRXUFHV  ±  OHVV WKDQ LQ  IRU D WRWDO RI
AZN 5 695 million in 2008). Of the AZN 4 113.5 million collected in 2009, 30.9% (AZN 1 272.6 million)
DQG $=1PLOOLRQ FDPHIURP62&$5¶VDQG$,2&¶VSUR¿WWD[HVVKDUHVUHVSHFWLYHO\,Q
WD[HVFRQWULEXWHGWRRIWKHEXGJHWDQGUHDFKHG$=1PLOOLRQDURXQG$=1PLOOLRQ
more than planned.

Table 2.7.7D[HV(percentage revenues)
2000

2009

On goods and services

46.3

59.8

On incomes, profits and capital gains

30.8

32.4

8.9

4.2

On international trade

Source: The Statistical Committee of Azerbaijan Republic.

DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

2. AZERBAIJAN: COUNTRY REVIEW

6LQFHDOOYDOXHDGGHGWD[ 9$7 RSHUDWLRQV RIIVHWV DUHKHOGLQD9$7GHSRVLWDU\DFFRXQW
run by the State Treasury of Azerbaijan. Although centralised VAT prevents fraud and corruption, it
delays money circulation and decreases circulating assets, which are major concerns of local SMEs.
Indeed, previously, payments were circulated just between counterparts in only one payment,
ZKLFKZDVVXVFHSWLEOHWRFRQFHDOPHQW6LQFHDOO9$7SD\PHQWVDUHUHTXLUHGWREHZLUHGWR
WKHRSSRVLWHWD[SD\HU¶VVSHFLDOWD[,'DFFRXQWRSHQHGDWWKHFHQWUDOWUHDVXU\DJHQF\6XEVHTXHQW
off-set settlements are held by this account. Thus each payment made by a buyer is paid with two
payment orders which consist of basic payment for goods or services and VAT.
7KHPDLQUHYHQXH±LQFRPHWD[ OHYLHGRQWKHHPSOR\HH¶VLQFRPHDWSURJUHVVLYHUDWHVUDQJLQJIURP
WR KDVEHHQORZHUHGIURPWR WKHPD[LPXPUDWH DORQJZLWKWKHSUR¿WWD[IURP
WRVLQFH-DQXDU\1HYHUWKHOHVVGLUHFWWD[UDWHVDUHVWLOOKLJKLQ$]HUEDLMDQZKLFK
is not necessarily attractive both for domestic and foreign investments in the non-oil sector. It also
LQFUHDVHVWKHLQFHQWLYHVIRU¿UPVWRRSHUDWHLQIRUPDOO\

Budget
The persistence of the government on setting the price for oil at USD 70 a barrel in the state budget
IRUKDGDVLJQL¿FDQWQHJDWLYHLPSDFW$VSULFHVIRURLOIHOOWKHDSSURYHGVWDWHGH¿FLWRI
AZN 178 million widened to AZN 241.1 million (0.7% of GDP). The approved 2009 budget revenues
ZHUHLVVXHGDW$=1PLOOLRQEXWLWVH[HFXWLRQRQO\FRVW$=1PLOOLRQ  EHORZ
WKH¿JXUHRI$=1PLOOLRQ  7KH6WDWH2LO)XQGFRQWULEXWLRQUHDFKHGRIWRWDO
UHYHQXHV([SHQVHVRIWKHVWDWHEXGJHWRIZHUHDSSURYHGDW$=1PLOOLRQ

Table 2.8. The 2010 budget
%XGJHWGHILFLW *'3

3.9

GDP growth (%)

7.4

CPI growth (%)

3.0

([SRUWVJURZWK 

32.1

Imports growth (%)

25.0

Minimum subsistence level (AZN)

87.0

Social aid poverty criteria (AZN)

65.0

Minimum monthly wage (AZN)

85.0*

62)$=

11.4

JURZWK $=1ELOOLRQ

Notes: $VRI6HSWHPEHU

6WDWH2LO)XQGRIWKH$]HUEDLMDQ5HSXEOLF

Sources:(,8,0)6WDWH6WDWLVWLFDO&RPPLWWHH

In 2010, the government decided to end the tendency of increasing the state budget every year;
WKHEXGJHWZDVHYHQUDWL¿HGEHORZWKDWRI6WDWHEXGJHWUHYHQXHVZHUHH[SHFWHGWR
UHDFK$=1ELOOLRQ 86'ELOOLRQ DQGH[SHQGLWXUHV$=1ELOOLRQ 86'ELOOLRQ DGH¿FLW
of AZN 1 249 billion with an oil price set at USD 45 per barrel. However, according to international
IRUHFDVWVWKHSULFHRIRLOLQZDVH[SHFWHGWRUHDFK86'SHUEDUUHOWKXVVROYLQJ$]HUEDLMDQ¶V
GH¿FLW SUREOHP 7KH EDUUHO ¿QDOO\ UHDFKHG 86'  LQ 'HFHPEHU  7KH EXGJHW ZDV ¿QDOO\
H[HFXWHGZLWKUHYHQXHVRI$=1ELOOLRQDQGH[SHQGLWXUHVRI$=1ELOOLRQZKLFKUHVXOWHGLQD
EXGJHWVXUSOXV2XWRIWKLVEXGJHWRILQFRPHFDPHIURP62)$=DQGIURPWD[HV
RIDOOH[SHQVHVZDVGLUHFWHGWRFRQVWUXFWLRQDQGQDWXUDOUHVRXUFHVDQGIRUVRFLDOSURWHFWLRQ
and education. Transport and communication only received 0.5% of the total budget, while housing
barely reached 2%. The 2011 state budget has been drafted for revenues totalling AZN 12 billion
DQGH[SHQGLWXUHVRI$=1ELOOLRQ

7KH6WDWH2LO)XQGRIWKH5HSXEOLFRI$]HUEDLMDQ 62)$=
62)$=ZDVHVWDEOLVKHGLQ³WRHQVXUHLQWHUJHQHUDWLRQDOHTXDOLW\RIEHQH¿WZLWKUHJDUGWRWKH
FRXQWU\¶VRLOZHDOWK´7KHIXQGDFFXPXODWHVVXUSOXVHVUHFHLYHGIURPK\GURFDUERQVDOHV62)$=DOVR
works toward socio-economic progress and macroeconomic stability, shifting development to non-oil
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VHFWRUV7KHFUHDWLRQRI62)$=ZDVDOVRQHFHVVDU\WRSUHYHQWWKHSRWHQWLDOO\QHJDWLYHLPSDFWRI
VXEVWDQWLDOFXUUHQF\LQÀRZVWRWKHQDWLRQDOHFRQRP\WKDWFRXOGKDYHOHGWRLWVDSSUHFLDWLRQDQGWRWKH
GHFOLQHRIGRPHVWLFFRPSHWLWLYHQHVV7KHDVVHWVRI62)$=JUHZE\\HDURQ\HDU \R\ DVRI
1 January 2010, accounting for AZN 11.97 billion (USD 14.90 billion), compared to AZN 1.28 billion
(USD 1.39 billion) in 2005.

Monetary policy
7KHJRYHUQPHQWSXUVXHVDSROLF\RIVWDELOLVDWLRQRIWKHH[FKDQJHUDWHLQWKHOLJKWRIRLOUHYHQXH
growth. The Central Bank has been buying the surplus of foreign currency from the domestic market
VLQFHDVHQHUJ\DQGWUDQVLWUHYHQXHVÀRZLQWRWKHFRXQWU\DQGWKLVH[SODLQVWKHJURZWKRI
LWVUHVHUYHV±SDUWRIWKRVHUHVHUYHVZHUHVROGGXULQJWKHFULVLVWRPDLQWDLQWKHPDFURHFRQRPLFDQG
¿QDQFLDOVWDELOLW\18
7KHPDLQREMHFWLYHKDVEHHQWRSHJWKHPDQDWWRWKH86GROODUDVWKHVWDELOLW\RIWKHH[FKDQJHUDWH
is closely linked to the country’s macroeconomic improvement; the main source of income being the
international trading of oil in US dollars. Among the possible intermediate monetary indicators, the
UDWHRIWKHPDQDWHYHQPRUHWKDQPRQH\VXSSO\RUWKHUH¿QDQFLQJUDWHLVWKHPRVWFRQWUROOHGDQG
predictable reference point for achieving the objectives of price stability and the positive functioning
RIWKH¿QDQFLDOV\VWHP,QÀRZVRIPRQH\XVXDOO\FDXVHDSSUHFLDWLRQRIWKHQDWLRQDOFXUUHQF\E\
LQFUHDVLQJFXUUHQF\UHVHUYHVWKXVFRPSOLFDWLQJWKHLQÀDWLRQWLJKWHQLQJ7RSUHYHQWWKHVWUHQJWKHQLQJ
RIWKHPDQDWWKH&HQWUDO%DQNLQÀXHQFHGWKHQRPLQDOH[FKDQJHUDWHZKLFKLQZDVHTXDOWR
zero against other currencies.

Recent developments
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The deterioration of the economic situation in 2008 was due to falling remittances and construction,
EORFNDJHLQWKHEDQNOHQGLQJSURFHVVDQGWKHFROODSVHLQH[SRUWVZRUVHQLQJWKHEDODQFHRISD\PHQW
indicators.

Table 2.9. Monetary effects of the crisis in 2007, 2008 and 2009
Year

2007

2008

2009

Current account balance (USD billion)

9.0

16.4

8.3

Current transfer balance (USD billion)

1.0

1.1

0.7

4.4

8.9

2.9

Total deposits (AZN billion)

1.66

1.94

1.92

7RWDOGHSRVLWVLQIRUHLJQFXUUHQF\ $=1ELOOLRQHTXLYDOHQW

1.75

2.82

2.74

-2.99

-5.24

0.26

&RQVXPHU3ULFH,QGH[ 

([FKDQJHUDWH$=186'GHFUHDVH 

Sources: The Central Bank of Azerbaijan Republic, the State Statistical Committee of Azerbaijan Republic, WEO 2010, EIU.

Inflation and prices
0DLQWDLQLQJSULFHVWDELOLW\LVWKHPDLQSULRULW\RIWKH&HQWUDO%DQNRI$]HUEDLMDQ,QÀDWLRQKDVEHHQ
LQFUHDVLQJVLQFHPRVWO\GXHWR¿VFDOH[SDQVLRQWKDWKDVVXSSRUWHGGRPHVWLFGHPDQG%HWZHHQ
DQGLQÀDWLRQDYHUDJHGZKLOHLWZDVDVORZDVRQDYHUDJHEHWZHHQ
DQG,QLQÀDWLRQIHOOGUDPDWLFDOO\WRDVLQWHUQDWLRQDOFRPPRGLW\SULFHVIHOODORQJ
ZLWKGRPHVWLFDQGH[WHUQDOGHPDQG([FKDQJHUDWHSROLF\DOVRSOD\HGDYLWDOUROH7KH,0)IRUHFDVWV
WKHSRVVLELOLW\RILQÀDWLRQLQFUHDVLQJWRDURXQGLQDVGRHVWKH&HQWUDO%DQNSURMHFWLRQEXW
WKHODWWHUKRSHVWRPDLQWDLQLQÀDWLRQMXVWRQHSRLQWEHORZWKH,0)¶VSURMHFWLRQQRWH[FOXGLQJIXUWKHU
amendments imposed by the effects of increased demand.
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Table 2.10.,QÀDWLRQUDWHV
(percentage)
2008

2009

2010*

CPI

20.8

1.5

5.5*

PPI

11.6

-19.3

31.4*

CI

22.1

1.6

1.9**

Notes: *from January to November; **from January to April.
Source: The State Statistical Committee of Azerbaijan.

'LI¿FXOWLHV LQ SUHGLFWLQJ SULFH ULVHV LQ WKH HFRQRP\ UHODWH WR WKH XQSUHGLFWDELOLW\ RI WKH FRVW RI
commodities and foodstuffs in the world market. Azerbaijan has been warned by the international
¿QDQFLDO RUJDQLVDWLRQV WKDW LQDELOLW\ WR FRQVWUDLQ LQÀDWLRQ FRXOG ZRUVHQ WKH LQYHVWPHQW FOLPDWH
Moreover, price rises pose risks to the welfare of the population and the national economy.

0RQHWDU\DJJUHJDWHV 05HVHUYHV
7KH &HQWUDO %DQN DFKLHYHG QHXWUDOLVDWLRQ RI WKH PRQH\ VXSSO\ E\ LQMHFWLQJ OLTXLGLWLHV LQWR WKH
HFRQRP\WKURXJKPDUNHWRSHUDWLRQVLQ±$=1ELOOLRQRQ0D\DQG$=1ELOOLRQRQ
-DQXDU\IRUH[DPSOH7KHPRQHWDU\EDVHEHJDQDQHJDWLYHWUHQGLQ4EHIRUHUHWXUQLQJ
WRSRVLWLYHJURZWKVWDUWLQJWKHVHFRQGTXDUWHU,WZDV$=1ELOOLRQDWWKHHQGRIWKDW\HDU
Net foreign assets of the Central Bank decreased by 16.7% yoy amounting to AZN 4.3 billion in 2009,
down from the record level of AZN 5.2 billion yoy (16.2%), compared to an increase of 44.9% (from
AZN 3.5 billion) in 2008. Net domestic assets accounted for AZN 650 million at the end of 2009. In
2009, M2 was AZN 6.2 billion, increasing by 1.5% (AZN 0.9 billion) yoy against a growth in 2008
to AZN 1.7 billion (38.2%). In 2009, the money reserves of the Central Bank dropped by 15.7%
(USD 961.4 million) compared to a 52.8% growth in 2008 (USD 2.1 billion). They increased by
19.6% (USD 1.17 billion) in 2010. Total reserves of the Central Bank amounted to USD 5.96 billion
as at November 2010.

([FKDQJHUDWH
In early 2008 the Central Bank began implementing a two-currency basket regime (the US dollar
and the euro), which is regularly revised. The basket proportion in 2010 was 90% USD to 10% EUR,
while initially it was set at 70% to 30% respectively.
The rate of the AZN against the USD throughout 2009 was reduced by only 0.26%. The country’s
currency market was subject to pressure in the international markets, an increase in service charges
RIH[WHUQDOREOLJDWLRQVRIWKHEDQNLQJV\VWHPDQGSV\FKRORJLFDOZDYHVRIFRQVHFXWLYHGHYDOXDWLRQV
in the neighbouring countries (Central Bank of Azerbaijan Republic, 2009). However, these factors
were neutralised by the active intervention of the Central Bank and a stable rate of national currency
was maintained. The peak pressure of the market came in January-March 2009. As a result, sales of
FXUUHQF\E\WKH&HQWUDO%DQNLQWKHIRUHLJQH[FKDQJHPDUNHWUHDFKHG86'ELOOLRQELOOLRQRI
ZKLFKZDVVROGLQWKH¿UVWTXDUWHURI'XULQJDFWLYLW\LQWKHGRPHVWLFH[FKDQJHPDUNHW
remained at a high level and the volume of operations in the market reached USD 31.8 billion.
7KHFRQWDLQPHQWRIWKHH[FKDQJHUDWH$=186'LQE\WKHJRYHUQPHQWKHOSHGWRSUHYHQWDQ
H[FHVVLYHULVHLQLPSRUWHGJRRGVSULFHVGHSUHFLDWLRQRIGHSRVLWVLQFUHDVHGIRUHLJQERUURZLQJVDQG
high dollarisation.
The surplus of the balance of payments was also a key factor in maintaining the stability of the
AZN. Therefore, as long as the Central Bank can secure the surplus of the balance of payments, the
manat’s stability will be assured.
2Q-DQXDU\WKH&HQWUDO%DQNPRYHGWRDELODWHUDOH[FKDQJHUDWH $=186' DQGDEDQGRQHG
WKHXVHRIDGXDOFXUUHQF\EDVNHW 86'(85 WRGHWHUPLQHWKHPDQDWUDWHDVLWDLPVWRH[SDQG
H[SRUWVDQGHFRQRPLFJURZWK
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([WHUQDOVHFWRU
The government of the Republic of Azerbaijan has been negotiating to join the World Trade Organization
(WTO) since 1997. There are still legislations which diverge from WTO regulations and therefore
UHTXLUHDGDSWDWLRQ$OHJLVODWLYHSURJUDPPHWRPDNHWKHQHFHVVDU\DPHQGPHQWVUHTXLUHGE\WKH
WTO principles has been established.

Main figures
The foreign trade balance dropped by a factor of 1.6 between 2008 and 2009, from USD 23 billion
WR86'ELOOLRQ([SRUWVGURSSHGIURP86'ELOOLRQWR86'ELOOLRQ WLPHV ZKLOH
imports fell from USD 7.6 billion to USD 6.5 billion (1.16 times) over the same period. Azerbaijan’s
PDLQ WUDGH SDUWQHUV LQ  ZHUH ,WDO\   8QLWHG 6WDWHV   )UDQFH   ,VUDHO  
Turkey (6%) and Russia (6%).

([SRUWV
&UXGHRLODFFRXQWVIRU86'ELOOLRQRIWKHWRWDO86'ELOOLRQRIRLOSURGXFWH[SRUWV$,2&¶V
VKDUHLQFUXGHRLOH[SRUWVPDGHXS86'ELOOLRQ7KHFRXQWU\¶VQRQRLOJDVH[SRUWVDFFRXQWHG
IRU86'PLOOLRQLQ$]HUEDLMDQ¶VJRRGVH[SRUWVWUXFWXUHVKRZVDFOHDUVSHFLDOLVDWLRQ
LQ RLO DQG RLOUHODWHG SURGXFWV PRUH WKDQ  RI WRWDO H[SRUWV LQ JRRGV  LQ ZKLFK LW KDV D 5&$
(relative competitive advantage), very different from the other South Caucasus countries and Ukraine
FRQIRUPLW\LQGH[FORVHWR 

Table 2.11.6KDUHRIPDLQH[SRUWVRIJRRGVE\FDWHJRU\LQWRWDOH[SRUWV
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Classification

([SRUWV
(USD thousand)

Share
(%)

Total

14 698 496.5

100

Of which:
665.8

0

Vegetables and plant materials

226 126.2

1.5

Animal and vegetable fats and oils and related products

128 867.5

0.9

)RRGSURGXFWVEHYHUDJHVVSLULWVDQGYLQHJDUWREDFFR

170 431.2

1.2

13 644 201.8

92.8

Products of chemical industry

33 682.2

0.2

Plastic, rubber and articles thereof

60 783.2

0.4

7 838.6

0.1

942.6

0

Live animals

Mineral products

Rawhides and leather articles
Wood and wood articles
Paper and paperboard
7H[WLOHV
)RRWZHDUKHDGZHDU
Articles of stone, cement and ceramic

2 476.3

0

45 448.0

0.3

159.2

0

1 191.4

0

24 949.5

0.2

121 198.9

0.8

29 599.5

0.2

171 387.7

1.2

0XVLFDOLQVWUXPHQWVPHGLFDODQGRWKHUHTXLSPHQW

5 292.4

0

Miscellaneous manufactured articles

6 745.1

0

445.3

0

Pearls, precious stones, precious metals
Miscellaneous articles of base metal
0DFKLQHU\HOHFWULFDOWHFKQRORJLFDOHTXLSPHQW
Vehicles other than railway or tramway rolling stock, ships and
air-transport facilities

:RUNVRIDUWFROOHFWLRQSLHFHVDQGDQWLTXHV

Source: The State Statistical Committee of Azerbaijan Republic.
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Imports
Imports of consumer goods accounted for USD 2.6 billion with USD 826.7 million as the share of
IRRGVWXIIV0DFKLQHU\HTXLSPHQWDFFRXQWVIRU 86'PLOOLRQ DQGLVSDUWO\DUHVXOWRI
foreign investments. Intermediate products, such as machinery, chemicals, ferrous and non-ferrous
metals, were imported for further manufacture, and were worth USD 3.2 billion.

Table 2.12. Share of main imports by category in total imports, 2009

Classification
Total

Imports
(USD thousand)

Share
(%)

6 119 724.7

100

Of which:
Live animals

65 725.0

1.1

313 819.2

5.1

72 446.6

1.2

)RRGSURGXFWVEHYHUDJHVVSLULWVDQGYLQHJDUWREDFFR

519 606.2

8.5

Mineral products

171 947.9

2.8

Products of chemical industry

401 747.8

6.6

Plastic, rubber and articles thereof

169 624.6

2.8

3 070.4

0.1

86 503.1

1.4

Vegetables and plant materials
Animal and vegetable fats and oils and related products

Rawhides and leather articles
Wood and articles of wood
Paper and paperboard
7H[WLOHV
)RRWZHDUKHDGZHDU
Articles of stone, cement and ceramic
Pearls, precious stones, precious metals
Miscellaneous articles of base metal

128 862.1

2.1

53 180.1

0.9

8 095.3

0.1

156 357.6

2.6

21 132.1

0.3

663 282.6

10.8

2 128 996.5

34.8

Vehicles other than railway or tramway rolling stock,
ships and air-transport facilities

780 801.6

12.8

0XVLFDOLQVWUXPHQWVPHGLFDODQGRWKHUHTXLSPHQW

213 439.4

3.5

0DFKLQHU\HOHFWULFDOWHFKQRORJLFDOHTXLSPHQW

Miscellaneous manufactured articles

68 493.5

1.1

:RUNVRIDUWFROOHFWLRQSLHFHVDQGDQWLTXHV

11 998.5

0.2

Source: The State Statistical Committee.

Balance of payments
Overall, the balance of payments surplus increased by 4.2 times, from USD 2.9 billion (8.8% of GDP)
in 2007 to USD 12 billion (24.7% of GDP) in 2008, driven mainly by the current account surplus
RI86'ELOOLRQ,QFUXGHRLOH[SRUWVLQFUHDVHGE\PLOOLRQWRQQHVDWDYHUDJHSULFHVSHU
EDUUHOULVLQJIURP86'WR86'UHVXOWLQJLQFUXGHRLOH[SRUWJDLQVRI86'ELOOLRQ DQ
LQFUHDVHRI\R\ ZKLOHWRWDORLOFRPPRGLWLHVH[SRUWVDFFRXQWHGIRU86'ELOOLRQ$,2&¶V
VKDUHLQWRWDOFUXGHRLOH[SRUWVZDVZRUWK86'ELOOLRQZLWK86'ELOOLRQDQG86'ELOOLRQ
for Azerbaijan’s share and to Contract of the Century’s foreign participants respectively. The foreign
trade balance increased by 1.5 times in 2008, amounting to USD 23 billion. Oil and oil-related goods’
VKDUHLQWRWDOH[SRUWVZDVLQ1RQRLOH[SRUWVDFFRXQWHGIRU86'ELOOLRQ 
increase over 2007) driven by chemical goods and ferrous and non-ferrous goods. The capital and
¿QDQFLDODFFRXQWZKLFKKDGDQHJDWLYHEDODQFHRI86'ELOOLRQLQZDVKRZHYHUFRYHUHG
by the current account, which doubled in 2009 to USD 6.1 billion before decreasing by a third in
DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011
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44  WR 86'  ELOOLRQ 7KH SRVLWLYH EDODQFH LQ WKH RLOJDV VHFWRU SURYLGHG WKH IRUHLJQ
FXUUHQF\GHPDQGVRIWKHHFRQRP\DQGLQFUHDVHGUHVHUYHVLQÀRZVWR86'ELOOLRQLQ44
Consumer goods imports increased by 19.1% between 2007 and 2008 amounting to USD 3 billion,
with a 34.5% increase for food products.

Table 2.13. Balance of payments
(USD million)
Balance of payments

2006

Current account
Goods and services (balance)
Goods (balance)
Services (balance)
Income (balance)

2007

2008

2009

Q1-Q3 2010

3 708

9 019

16 454

10 173

11 977

5 822

13 093

20 669

12 970

14 266

7 745

15 224

23 012

14 583

15 418

-1 923

-2 131

-2 343

-1 613

-1 152

-2 681

-5 079

-5 266

-3 519

-2 685

566

1 005

1 050

722

397

-1 735

-5 760

-3 558

-6 019

-2 618

Current transfers (balance)
Capital and financial account
Capital account
)LQDQFLDODFFRXQW
Direct investment

-4

-3

11

9

-

-1 732

-5 757

-3 569

-6 028

-

-1 306

-5 103

-545

146

326

-12

-26

-347

-139

2 944*

Portfolio investment
Other investment
Reserves assets

94

-430

-696

-2 680

-6 036

-

-1 716

-2 898

-12 050

-2 691

-8 305

-256

-361

-846

-1 463

-1 054

Net errors and omissions
Note: *including portfolio and other investment.

Source: The Central Bank of Azerbaijan Republic.

7KHQRQRLOVHFWRUGH¿FLWRI86'ELOOLRQZDVFRYHUHGE\D86'ELOOLRQVXUSOXVLQWKHRLOJDV
sector. The current account surplus almost tripled from USD 3.7 billion to USD 10.2 billion in three
\HDUVEHWZHHQDQGDQGWRWDOOHG86'ELOOLRQLQ44
Total services increased from USD 3.3 billion in 2005 to USD 5.2 billion in 2009, with negative balance
averaging USD 2 billion over the same period. However, this negative balance’s correlation to GDP
decreased from 15.7% to 4.6% between 2005 and 2009, thanks to the growth of nominal GDP. The
negative balance of services has been related to activities in the country’s oil and gas sectors. The
lion’s share in services belongs to construction and transport. Construction is related to international
DJUHHPHQWVLQWKHRLODQGJDVVHFWRUZKLOHWUDQVSRUWODUJHO\UHÀHFWVWUDQVLWFDUJRWUDQVSRUWDWLRQ
between Central Asia and Europe within the network of TRACECA (Transport Corridor Europe-CaucasusAsia). The share of transport in total services averaged 26% between 2005 and 2009 increasing from
USD 0.4 billion to USD 0.8 billion and from USD 0.2 billion to USD 0.7 billion, respectively. Tourism
receipts accounted for USD 0.35 billion in 2009 increasing 4.5 times over USD 0.08 billion in 2005.
Business-trip receipts accounted for 44% of total receipts in 2009. Services provided to Azerbaijani
tourists also grew from USD 0.16 million in 2005 to USD 0.38 billion in 2009.
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313 680

Other services

1 321 238

63 358

12 511

117

92 898

1 440 757

27 986

341 103

682 511

3 889 464

Outflow

2008

109 104

Governmental

)LQDQFLDO

Construction

46 929

190 247

Tourism

Communication

793 929

1 546 904

Inflow

Transport

Balances on services

BoP data (USD thousand)

Table 2.14. Main services

-1 007 558

29 540

-12 394

-1 331 653

18 943

-150 856

111 418

-2 342 560

Balance

Outflow
3 388 930
801 436
380 114
46 451
773 739
15 384
60 764
1 311 042

Inflow
1 776 287
662 060
352 805
71 971
174 289
286
80 470
434 406

2009

-876 636

19 706

-15 098

-599 450

25 520

-27 309

-139 376

-1 612 643

Balance

759 296

29 287

3 506

187 962

27 452

310 927

375 809

1 694 239

Outflow

-548 486

12 850

-3 275

-92 656

6 171

-67 953

-82 473

-775 822

Balance

Source: The Central Bank of Azerbaijan Republic.

210 810

42137

231

95 306

33 623

242 974

293 336

918 417

Inflow

H1 2010
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MILLENNIUM DEVELOPMENT GOALS
In 2000, Azerbaijan agreed to the MDGs to achieve poverty reduction and promote human development.
Initial discussion of country goals and approach had taken place in the principal policy document,
the Azerbaijan Poverty Reduction Strategy Paper and the State Programme on Poverty Reduction
and Economic Development 2003-05 (SPPRED). The SPPRED, on the development of the principal
strategic directions and goals over 2003-05, liberalised the investment environment and stimulated
ODUJHLQÀRZV7KHVXEVHTXHQW6WDWH3URJUDPRQ3RYHUW\5HGXFWLRQDQG6XVWDLQDEOH'HYHORSPHQW
2008-15 (SPPRSD) has been closely aligned with the MDGs and strategically aimed at enhancing the
TXDOLW\RIDQGHQVXULQJHTXDODFFHVVWREDVLFKHDOWKDQGHGXFDWLRQVHUYLFHV
7KH $]HUEDLMDQ 1DWLRQDO &RDOLWLRQ RQ *OREDO &DOO WR $FWLRQ DJDLQVW 3RYHUW\ H[SHFWV $]HUEDLMDQ WR
DFKLHYHPRVWRIWKH0'*VLQDVWKHFRXQWU\EHQH¿WVIURPJURZWKRILWVHFRQRPLFSRWHQWLDO
EXWDOVRIURPVSHHGLQJXSH[LVWLQJUHIRUPVLQHGXFDWLRQKHDOWKDQGRWKHU¿HOGV
The country’s development has been slowed by the unresolved issue of the Nagorno-Karabakh
region, which has led to around 700 000 internally displaced people in Azerbaijan and some 300 000
refugees. On the other hand, in order to improve the social environment, and with the assistance of
the International Development Association (IDA), the government has established a poverty-reduction
VWUDWHJ\DVZHOODVDQLPSOHPHQWDWLRQRIVLJQL¿FDQWUHIRUPVLQVRFLDOVHFWRUVDQGLQIUDVWUXFWXUH

Basic indicators
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As of January 2010, the population was 9 million; an increase of 1.05 million people compared to
1999. Some 54% of the population lives in urban zones and the remainder in rural areas. The birth
rate has decreased, compared to Soviet times. According to the State Statistical Committee of the
Republic of Azerbaijan, the number of abortions increased from 20 867 in 2006 to 25 256 in 2008.19
The State Statistical Committee stated that between 2003 and 2006 the birth rate in Azerbaijan rose
E\ZKLOHDFFRUGLQJWRD81,&()20 survey, the fertility rate of 20-24 year olds decreased
E\WRFKLOGUHQSHUZRPDQIURPRYHUWKHVDPHSHULRG$QRWKHULPSRUWDQW¿JXUH
is the fertility rate of 25-29 year olds which collapsed by 45% (to 1.08 children per woman in 2006
compared to 1.97 in 2003).

Table 2.15. Age-Population distribution comparison
Age category

0-14

15-24

25-59

60+

Percentage of total population (in 2010)

23.9

20.2

67.4

8.7

Source: WB WDI, 2010.

Figure 2.7. Age-population distribution comparison
80
70
60
50
40
30
20
10
Azerbaijan

Weighted Average EESC
0-14

15-24

25-59

60+

Source: World Bank 2009a.
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The share of youth in Azerbaijan, both in the 0-14 and the 15-24 age ranges, is higher than the
DYHUDJHRIWKH((6&FRXQWULHV±WKHRSSRVLWHEHLQJDOVRWUXHIRUWKHUDQJH±LQGLFDWLQJWKH
preponderance of this age group in the country. Moreover, the median age in Azerbaijan was 28.2
years old in 2009, against an average of 33.5 in the EESC countries.
$FFRUGLQJWRWKH6WDWH6WDWLVWLFDO&RPPLWWHHOLIHH[SHFWDQF\URVHIURPLQWRLQ
)HPDOHV¶OLIHH[SHFWDQF\ZDV\HDUVZKLOHPDOHV¶ZDV+RZHYHUDFFRUGLQJWRWKH&,$OLIH
H[SHFWDQF\RIWKHWRWDOSRSXODWLRQRIWKHFRXQWU\LVRQO\
There were some amendments and additions in late 2009 to the Law “About labour pensions”, which
are worth mentioning. According to the former legislative base, men who have reached 62 years,
DQGZRPHQERWKKDYLQJDWOHDVW\HDUVRIZRUNH[SHULHQFHFRXOGUHWLUH$FFRUGLQJWRWKH
DPHQGPHQWVWRWKH/DZWKHSHQVLRQDJHZLOOLQFUHDVHE\VL[PRQWKVHYHU\\HDUIURP-DQXDU\
until January 2016, to reach 63 and 60 respectively for men and women.

Goal 1: Reduce poverty
Target: Achieve full and productive employment and decent work for all
According to the International Labour Organization (ILO), the total of unemployed21 people decreased
by 143 300, from 404 700 in 2003 to 261 400 in 2008, while the total active population increased
by 516 000, from 3 801 400 (46% of the total population) to 4 317 400 (49.5%) over the same
period. Youth unemployment, covering 15-24 year olds, also decreased by 72 500, from 165 600 to
93 100 between 2003 and 2008. According to the World Bank, there was a small contraction of the
labour force between 2000 and 2008. The country also hosted about 15 000 immigrants employed
primarily in the construction sector until the crisis. On the other hand, remittances increased ten-fold
EHWZHHQDQGUHDFKLQJDSSUR[LPDWHO\86'ELOOLRQ

Table 2.16. Employment evolution

97

(percentage)

Unemployment
Youth employment*

2006

2009

6.8

6.0

40.7

34.5

Note: *15-24 years old.
Sources: The State Statistical Committee of Azerbaijan Republic (Similar figures provided by the ILO).

7DUJHW(UDGLFDWHH[WUHPHSRYHUW\DQGKXQJHU
Objectives: Reduce by 2015 the proportion of people whose per capita monthly consumption
H[SHQGLWXUHLVEHORZWKHFRXQWU\¶VDEVROXWHSRYHUW\OLQHDQGWKHSURSRUWLRQRISHRSOHLQH[WUHPH
poverty. Halve the share of the population below the relative poverty line of the country.
There is a disconcerting lack of data concerning poverty indices in Azerbaijan; missing data are
compounded by outdated material. Any analysis, therefore, including our own, must be treated with
FDXWLRQ)ROORZLQJWKHJRYHUQPHQW¶VHFRQRPLFGHYHORSPHQWSURJUDPPHSRYHUW\LVRQDGRZQZDUG
trend.
The lowest 10% and the highest 10% of the population hold, respectively, about 6% and 18% of
total revenues in Azerbaijan.
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Table 2.17. Poverty indicators

Poverty gap at USD 2 a day PPP (%)
Poverty headcount ratio at USD 2 a day PPP (% population)

2001

2005

6.8

0.5

27.1

2

Source: WDI 2010.

The poverty level decreased from 49% to 11.2% between 2001 and 2009. According to the World
Bank,22 some 2.5 million people in Azerbaijan have moved out of poverty in recent years. Overall,
the poverty rate has dropped by 3% annually between 2001 and 2008. Thanks to the rapid economic
growth and social assistance programme launched in 2006, some good results have been obtained,
even compared to developed countries. Azerbaijan has a better chance to achieve this MDG by 2015
WKDQPRVWRWKHU&,6FRXQWULHVE\GLVWULEXWLQJRLOUHYHQXHVPRUHHTXLWDEO\GHYHORSLQJWKHQRQRLO
sector prudently and improving the investment and business environment.
Poverty is higher in rural areas (51.2% of the poor) than in the towns (48.8%).23 About 30-35% of
WKHUXUDOSRSXODWLRQOLYHEHORZWKHSRYHUW\OLQHDQGDERXWRIWKHVHOLYHLQH[WUHPHSRYHUW\5XUDO
communities have major problems in education, health and utilities. The government’s social aid
programme has been in place since mid-2006 and targets the poorest of the population whose monthly
income is below AZN 65 (USD 80.9). The government estimates that the number of families receiving
this help should reach 150 000, with the poverty line set at AZN 110 (USD 137). AZN 210 million
(USD 261.5 million) was allocated in the state budget for the purposes of this social assistance.
Poverty overall, particularly in the capital, would appear to be rapidly decreasing. One reason for
WKLVKDVEHHQWKHVL[IROGLQFUHDVHLQZDJHVDQGODERXUIHHVVLQFHDQGWKHLQFUHDVHLQYROXPH
RILQFRPHVWUDQVIHUUHGWRWKHSRRU±LQRIWKHSRRUKRXVHKROGVEHQH¿WHGIURPD
LQFUHDVHLQJRYHUQPHQWDLG3HQVLRQVDOVRLQFUHDVHGE\ZKLOHKRXVHKROGVKDYHODUJHO\EHQH¿WHG
from transfers from their relatives working abroad.
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However, according to a study published by the Economic Research Center (ERC, 2010), an Azerbaijani
QRQSUR¿WUHVHDUFKFHQWUHRI¿FLDOGDWDRQSRYHUW\XQGHUVWDWHWKHSUREOHPDQGWKHUHDO¿JXUHVDUH
higher than those announced. Indeed, the ERC shows that the cost of the minimum consumption
EDVNHWLV$=1KLJKHUE\WKDQWKHRI¿FLDOEDVNHWRI$=1

Goal 2: Achieve near-to-universal secondary education
Target: Complete full primary education
One of the greatest legacies that Azerbaijan inherited from the Soviet era is a strong educational
system. Enrolment rates in basic education are close to 100%, although the poor have higher
dropout rates. There are 4 533 government-supported schools and 17 private schools. The number
of state institutions of higher education was increased to 34 in 2009 from 29 in 2000, while private
institutions decreased from 18 to 14 over the same period. General education schools cover 11 years
of compulsory education where almost all fees are covered by the government.
(GXFDWLRQKDVEHHQNHSWXQGHUVWDWHFRQWUROUHFHLYLQJDURXQGRI*'3RIZKLFKDSSUR[LPDWHO\
JRHVWRZDJHV7KXVRQO\RIIXQGVDUHGLUHFWHGWRHTXLSPHQWDQGWHFKQRORJ\SXUFKDVHV
7KHSUREOHPVRIWKLVVHFWRUOLHLQWKHTXDOLW\RIHGXFDWLRQLQWKHFRQWH[WRIDQHHGIRUVNLOOVDQG
knowledge to overcome the skill gap accentuated by globalisation. More attention needs to be given
WRWKHLPSURYHPHQWRIWKHTXDOLW\RIHGXFDWLRQDQGLWVRXWFRPHVLQRUGHUWRDFKLHYHWKLV0'*
$FFRUGLQJWRRI¿FLDOVWDWLVWLFVKRZHYHURQO\SXSLOVUHFHLYHGKLJKVFKRROGLSORPDVLQ
compared to 173 000 in 1998. Besides, 23 000 school-leavers failed to graduate. Thus only 60%
RIVFKRROVWXGHQWV¿QLVKJHQHUDOVFKRRO,QJHQHUDORQHRXWRIWHQVFKRROOHDYHUVLVDEOHWRJRWR
university on the basis of educational attainment.
According to a World Bank report, there are low enrolment rates in higher education and serious
LQHTXDOLWLHVLQSUHVFKRRODQGWHUWLDU\HGXFDWLRQ :RUOG%DQNF ,QDGHTXDWHOHYHOVRIHGXFDWLRQ
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substantially restrain the development of the country. A major problem is the poor condition of
HGXFDWLRQLQIUDVWUXFWXUHVDQGWKHTXDOLW\RIWKHSHUVRQQHO7KHUHLVDOVRDSUREOHPRILQFHQWLYHVVLQFH
HGXFDWLRQGRHVQRWVHHPWRSURYLGHVLJQL¿FDQWHFRQRPLFDGYDQWDJHV2QO\RIWKHSRSXODWLRQ
opts for higher education, compared to 50% in developed countries.

Table 2.18. Main education data
2000
Number of children in pre-school institutions
Number of pupils in general schools
Of which: female (%)
Number of teachers in general schools
Of which: female (%)
Number of pupils in vocational schools and vocational lyceums
Of which: female (%)

2009

111 020

103 617

1 653 703

1 428 859

48

47

161 492

174 378

69

73

22 944

25 184

37

30

Number of students admitted to secondary education

14 823

15 681

Number of students in specialised secondary educational institutions

42 612

52 759

69

69

Number of students of specialised secondary educational institutions per
10 000

55

63

Number of graduates of specialised secondary educational institutions
per 10 000

15

21

119 683

136 587

Of which: female (%)

Number of students in higher educational institutions
Of which: female (%)
Number of students in higher educational institutions per 10 000 people
Number of graduates of higher educational institutions
Number of graduates of higher education per 10 000 people

15

46

154

162

24 488

32 580

32

39

Source: The Statistical Committee of Azerbaijan Republic.

Goal 3: Ensure gender equality
*HQGHUQRUPVKDYHFKDQJHGVLQFHWKHHQGRIWKH6RYLHWUHJLPH)RUPHUO\ERWKZRPHQDQGPHQ
DFKLHYHGKLJKOHYHOVRIHGXFDWLRQDQGKDGEURDGZRUNH[SHULHQFHLQWKH$]HUEDLMDQHFRQRP\DQG
government. However, today women are more likely to be under-employed or unemployed than men
and to receive lower relative wages. Women engage in informal work such as part-time, temporary
or home-based jobs in order to take care of their families. Women also lag far behind in business
RZQHUVKLSH[FHSWDWWKHPLFUROHYHO:RPHQDUHPRVWO\WREHIRXQGLQORZHUDQGOLQHPDQDJHPHQW
H[FHSWLQIHPDOHGRPLQDWHGORZHUSDLGVHFWRUVVXFKDVHGXFDWLRQKHDOWKFDUHDQGQDWXUDOVFLHQFHV
and in agriculture where the average monthly salary is lower than the national average.
Women make up 51% of the population. Their poverty level is higher and half of them live below the
SRYHUW\OLQH2IWKHRI¿FLDOO\UHJLVWHUHGWRWDOQXPEHURIXQHPSOR\HGSHUVRQVZHUHZRPHQLQ
)HZZRPHQDUHUHSUHVHQWHGLQWKHKLJKHVWOHYHOVRISRZHU7KHPDLQUHDVRQVIRUWKLVDUHODFN
of interest, time and understanding of what leadership means, as well as a cultural issue, as women
are convinced that a leader has to be a man. As a result, only 11.2% of parliamentarian seats are
held by women in Azerbaijan.
7KHUHLVQRVLJQL¿FDQWJHQGHUGLIIHUHQFHLQHQUROPHQWUDWHVDWWKHSULPDU\OHYHOEXWGLVSDULWLHVDW
the secondary level, especially in rural areas, are a concern. There is a need to encourage more
ZRPHQLQWRWHUWLDU\HGXFDWLRQDQGH[SDQGWKHLUFKRLFHVLQHGXFDWLRQDOVSHFLDOLVDWLRQ+RZHYHUWKH
labour market needs to provide women with opportunities to use their skills.
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The State Committee on Women’s Issues was established in 1998, and gender issues have been
shown to be a part of the democratisation of the country. Hence, it has become a priority to involve
ODUJHUQXPEHUVRIZRPHQLQWKHGHFLVLRQPDNLQJSURFHVV6XFFHVVLQDFKLHYLQJWKLVJRDOUHTXLUHVD
long-term strategy on changing public opinion and overcoming traditional stereotypes by focusing
RQHGXFDWLRQDOSURJUDPPHV2QWKHOHJDOOHYHOWKHJRYHUQPHQWDGRSWHGWKH/DZRQ*HQGHU(TXDOLW\
in 2006 and in 2000 the President issued a Decree on the State Women’s Policy in the Republic of
Azerbaijan.

Health issues
Main indicators
$]HUEDLMDQKDV\HWWRDFKLHYHVLJQL¿FDQWLPSURYHPHQWLQPDWHUQDOPHGLFDOFDUH7KH\HDUV
are decisive in achieving this goal. According to the SPPRSD, Azerbaijan should decrease under-1 and
PDWHUQDOPRUWDOLW\UDWHVWRWKHDYHUDJHRIWKH(XURSHDQFRXQWULHV)XQGVDOORFDWHGIURPWKHVWDWH
budget for health were increased by more than 9.8 times between 2000 and 2009, but this is still
less than 1% of total GDP. Health spending per capita was USD 56 in 2009, far from the USD 150
recommended by the World Health Organization (WHO).

Table 2.19. Major causes of death
Category (per 100 000)

100

2000

2005

2008

Total

Urban

Rural

Total

Urban

Rural

Total

Urban

Rural

Total deaths by major cause

589.0

583.3

595.0

628.2

641.2

614.3

615.8

627.4

603.9

Diseases of the circulatory
system

330.5

354.7

305.4

355.3

374.9

334.5

363.6

371.0

355.7

Disease of the respiratory
system

53.1

28.4

78.6

37.1

23.9

51.2

33.3

22.9

44.5

Neoplasm

64.1

66.1

62.0

77.2

84.1

69.7

76.1

84.3

67.3

,QMXULHVSRLVRQLQJH[WHUQDO
reasons

26.4

30.0

22.8

32.6

37.1

27.8

28.6

31.1

25.9

Source: The Statistical Committee of Azerbaijan Republic.

Goals 4 and 5: Reduce maternal mortality and mortality rate under-5 by
HDFK
$FFRUGLQJWR81,&()XQGHUPRUWDOLW\LQ$]HUEDLMDQLQZDVSHUUDQNLQJth among
FRXQWULHV7KLVPRUWDOLW\PDLQO\RFFXUVGXHWRSRRUDFFHVVWRPHGLFDOFDUHSRRUO\TXDOL¿HGDQG
motivated doctors, women’s non-attendance at maternity welfare centres, incompetent and untimely
medical care and home-based birth. According to the State Statistical Committee, the maternal
death rate fell from 37.6 (per 100 000 live births) in 2000 to 24.3 in 2009, with the lowest rate of
18.5 in 2003 and the highest of 35.5 in 2007, revealing high volatility. There is some inconsistency
EHWZHHQ81,&()DQGRI¿FLDO¿JXUHVDVIRUWKHODWWHUHVWLPDWHGFKLOGGHDWKVRXWRI
ELUWKVZKLOHWKHIRUPHUUHFRUGHG7KH¿JXUHVIRUVKRZWKDWLQIDQWDQGXQGHU¿YHPRUWDOLW\
rates have been reduced to half since 2001, but this is still considerably higher than in the developed
countries. The major causes of child death in Azerbaijan are respiratory diseases and diarrhoea.
Infant mortality also increased in 2005, 2006 and 2007, to 1 580 per 100 000 live births (12.7%),
1 882 (11.9%) and 1 756 (12.1%) respectively. Although there have been some reforms, a strategy
reducing child and maternal mortality rates has not been established. Moreover, declining marriage,
ORZXVHRIFRQWUDFHSWLRQH[WUDPDULWDOELUWKDQGWKHVSUHDGRIDERUWLRQZLOODGGWRWKHSUREOHPVLQ
achieving this goal.
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Goal 6: Combat HIV/AIDS, malaria and other diseases
Target: Have halted by 2015, and begun to reverse, the spread of HIV/AIDS
$]HUEDLMDQLVDFRXQWU\ZLWKDORZOHYHORI+,9 EHORZ 2QO\SHRSOHZHUHRI¿FLDOO\UHJLVWHUHG
as HIV-positive in 2009. However there is a growth trend (in 2000 there were 64 infected people),
SDUWLFXODUO\DPRQJKLJKULVNJURXSVZLWKDWKUHDWRIUDSLGLQFUHDVH)XUWKHUPRUHWKLVQXPEHUPD\
ZHOOEHKLJKHUWKDQWKHRI¿FLDOGDWDVXJJHVW7KHRYHUZKHOPLQJPDMRULW\RIWKHLQIHFWHGSHUVRQVDUH
men (around 85%) but growth in the number of HIV-infected women is also preoccupying. One-third
of all HIV-infected patients are returning emigrants to Ukraine or Russia where the AIDS epidemic
LVH[SDQGLQJ
7KHODZ³$ERXWSUHYHQWLRQRIVSUHDGLQJRI$,'6´ZDVDGRSWHGLQEXWGRHVQRWPHHWUHTXLUHPHQWV
A new law was being drafted by the parliament in 2010 and will cover issues such as international
best practices, preventive measures, diagnostics, treatment and inspection, as well as the rights of
HIV-infected people.

Tuberculosis
Tuberculosis is still a serious disease in Azerbaijan. The situation has become even more complicated
with the arrival of multidrug-resistant forms of the disease. In 2001, there were 4 847 patients
in the country and 5 130 in 2008 with a decreasing trend (in 2007, 6 530 persons were treated
IRUWXEHUFXORVLVLQ$]HUEDLMDQ 7KHDJHJURXSDFFRXQWVIRUDSSUR[LPDWHO\RIWKHWRWDO
patients and the situation is particularly bad in prisons. The level of awareness of the population
about tuberculosis is very low.
Since 1995, the government has carried out programmes with the help of international organisations
WR¿JKWWXEHUFXORVLV7KHUHKDYHEHHQLPSURYHPHQWVLQKHDOWKVHUYLFHVREWDLQLQJPRGHUQPHGLFDO
HTXLSPHQWDQGLQVWDWLVWLFDOGDWDEXWUDWHVRIGHWHFWLRQDQGWUHDWPHQWUHPDLQEHORZWKHLQWHUQDWLRQDO
standards. Complicating the picture are more than 1 million refugees and internally displaced persons
(IDPs) and, though their living standards have been improving year by year, their health situation
is still dire.

Main health reforms
Legislative attention to health matters became a priority from 1998, with the formation of the State
&RPPLVVLRQRQ5HIRUPVLQWKH¿HOGRISXEOLFKHDOWKVHUYLFHV$1DWLRQDOSODQRQ¿JKWLQJGLVHDVHV
such as AIDS and tuberculosis, was developed. As a result, in 1998, the WHO recommended a
WKUHHIROG LQFUHDVH RI DLG WR $]HUEDLMDQ 7KLV LV XQXVXDO VLQFH OLWWOH LI DQ\ H[WHUQDO ¿QDQFLQJ LV
XVXDOO\IRUSXEOLFKHDOWKZKLFKLVJHQHUDOO\¿QDQFHGE\LQWHUQDOIXQGV,QGHHGH[WHUQDOUHVRXUFHV
DVDSHUFHQWDJHRIWRWDOH[SHQGLWXUHRQKHDOWKGHFUHDVHGIURP $=1PLOOLRQ LQWR
0.7% (AZN 275 million) in 2008.
In 2003 the sum allocated by the government to health services increased from AZN 55.3 million to
$=1PLOOLRQLQ,WLVSODQQHGWRLQFUHDVHWKLV¿JXUHWR$=1PLOOLRQE\6LQFH
PHGLFDOLQVWLWXWLRQV¿QDQFHGE\WKHVWDWHKDYHUHQGHUHGIUHHPHGLFDOVHUYLFHVWRWKHSRSXODWLRQ
In 2009, more than 60 medical institutions of vital importance in the country were constructed or
completely overhauled.
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Table 2.20.0DLQKHDOWKH[SHQGLWXUH
2008

Azerbaijan

3ULYDWHKHDOWKH[SHQGLWXUH LQ*'3
3XEOLFKHDOWKH[SHQGLWXUH LQ*'3
2XWRISRFNHWH[SHQGLWXUH SULYDWHH[SHQGLWXUH
Health spending per capita (USD)

OECD

3.8*

3.0

1.2

1.1

80.4

86.4

56

102**

Notes: *2002, **2006
Source: WDI 2009.

There is little private-sector activity in health services and the majority are provided by the state.
Medical institutions are divided between the Ministry of Health and local authorities. Private clinics,
PRVWO\ORFDWHGLQWKHFDSLWDODUHNHHQWRUHDFKZHVWHUQVWDQGDUGVRQWKHTXDOLW\RIVHUYLFHVEXW
these are limited to small clinics. They are short of medical supplies and not many of them have
DGYDQFHGHTXLSPHQW6LQFHLQGHSHQGHQFHDOPRVWDOOWKHSKDUPDFHXWLFDOVHFWRUKDVEHHQSULYDWLVHG
but it is still regulated by the Ministry of Health. The majority of chemists are private enterprises,
with only a small number remaining under state ownership. The manufacture of medicines has also
passed into private hands. Unfortunately, there are no updated data to assess the proportion of the
population with access to private hospitals.

Goal 7: Ensure environmental sustainability
Target: Halve, by 2015, the proportion of people without sustainable
access to safe drinking water

102

The introduction of new technologies has improved the environmental situation in the Caspian
6HDWRVRPHH[WHQW±EXWPDQ\SUREOHPVUHPDLQSDUWLFXODUO\DVVRFLDWHGZLWKROGRLO¿HOGVLQWKH
$EVKHURQSHQLQVXOD:DWHUVXSSO\DQGZDWHUTXDOLW\DUHDOVRRIPDMRUFRQFHUQWKUHDWHQLQJERWK
XUEDQDQGUXUDOFRPPXQLWLHV7KHULYHU.XUDZKLFKLVWKHPDLQVRXUFHRIZDWHUIRUWKUHHTXDUWHUV
of the population, is soiled by the population and by the industrial facilities of Armenia and Georgia,
as well as Azerbaijan. Co-operation between the three countries regarding water-resource sharing
has become an important issue.
According to recent analyses by the United Nations Country Team (UNCT) only half the population
have drinking water directly piped into their houses, with a huge difference between urban and rural
households (78% against 19%, respectively). However, almost all urban households (91%) and
slightly more than half of rural households (55%) have access to clean drinking water outside their
homes. A total of 78% of all households use improved sanitation facilities.

Target: Reduce pollution
Objective: Integrate the principles of sustainable development into country policies and programmes
and reverse the loss of environmental resources.
'RPHVWLFZDVWHDQGWKHDEVHQFHRIDGHTXDWHWUDQVSRUWDWLRQDQGGLVSRVDOV\VWHPVKDYHQHJDWLYHO\
affected health and general living conditions, with intensive land use and the growth of slums on
the outskirts of the capital.
%\WKHTXDQWLW\RIJUHHQKRXVHJDVHPLVVLRQVLQ$]HUEDLMDQFRQVLGHUDEO\GHFUHDVHGFRPSDUHG
to 1990, since many sources of pollution (mostly enterprises) have stopped working following the
FROODSVHRIWKH8665+RZHYHUDLUSROOXWLRQLVH[SHFWHGWRLQFUHDVHVLJQL¿FDQWO\ZLWKWKHUHFRYHU\
of the heavy industry in the Baku-Sumgayit area. Around 70 million tonnes of carbon was emitted
in 1990 against 46 million tonnes in 2005. However, transport’s contribution of air pollutants also
increased from 43% in 2000 to 70% in 2009, which is related to the more than doubling of the
number of automobiles over the same period. Its share is especially high in the capital.
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Yet, Azerbaijan has joined the Kyoto protocol and has therefore been preparing the national strategy
IRU¿JKWLQJJOREDOZDUPLQJ7KHJRYHUQPHQWLVZRUNLQJRQWKHGHYHORSPHQWRIDOWHUQDWLYHHQHUJ\
sources. Solar energy in Azerbaijan, which has more than 250 days of sunshine per year, is also
promising. The year 2010 was proclaimed as the Year of Ecology in Azerbaijan.

Table 2.21. Environmental data
(thousand tonnes)
Emission of air pollutants from mobile sources by ingredients
2000

2009

148.2

496.3

1LWURJHQR[LGHV

31.3

58.6

Hydrocarbons

56.4

95.5

Specific pollutants

156.8

46.7

Total

392.7

697.1

58.5

68.0

496.2

280.2

&DUERQR[LGHV

In Baku (%)
Air pollutant emissions from stationary sources by ingredients
*DVHRXVDQGOLTXLGPDWWHUV
sulfuric anhydride (SO2)

35.1

4.3

FDUERQR[LGHV &2

26.3

27.6

QLWURJHQR[LGHV 122)
Total

24.2

24.2

515.4

300.0

Source: The Statistical Committee of Azerbaijan Republic.

PRIVATE SECTOR DEVELOPMENT
7KHLPSDFWRIWKH¿QDQFLDOFULVLVRQ$]HUEDLMDQZDVOHVVVHYHUHWKDQLQRWKHUFRXQWULHVRI(DVWHUQ
(XURSHDQGWKH6RXWK&DXFDVXV ((6& +LJK*'3JURZWK  LQ ,0) ZDVGLUHFWO\
OLQNHG WR WKH FRQWULEXWLRQ RI WKH RLO VHFWRU WKDQNV WR LQFUHDVLQJ RLO H[SRUWV DQG KLJKHU JOREDO RLO
SULFHV$FFRUGLQJWR,0)IRUHFDVWV*'3JURZWKLQDQGLVH[SHFWHGWRVORZGRZQWR
DQGUHVSHFWLYHO\)RUDUHWXUQWRIRUPHUJURZWKUDWHV$]HUEDLMDQZLOOQHHGWRHQKDQFHWKH
competitiveness of its economy which calls for policies that stimulate private-sector development
DQGIRVWHUGLYHUVL¿FDWLRQHVSHFLDOO\RXWVLGHWKHHQHUJ\VHFWRU
The private sector is a source of knowledge, skills and resources, and a key engine of growth for
LQGXVWULDOGHYHORSPHQW,QWKLVFRQWH[WWKHUROHSOD\HGE\PLFURVPDOODQGPHGLXPVL]HGHQWHUSULVHV
(SMEs), which, on average, account for over 90% of enterprises in the world and contribute to
50%-60% of employment in developing countries, is particularly important (WBSCD, 2007). Efforts
to foster private sector growth could focus on improving the business environment for SMEs by
providing a regulatory framework conducive to entrepreneurship through better policy design including
LPSURYLQJEXVLQHVVUHJXODWLRQVWUHQJWKHQLQJWKHHGXFDWLRQV\VWHPDQGSURYLGLQJDFFHVVWR¿QDQFH
IRU60(VWKDWZRXOGHQFRXUDJHWKHHQWU\RIQHZ¿UPVDVZHOODVLQFUHDVHWKHVKDUHRIHPSOR\PHQW
and contribution to GDP in the private sector.
7KHPHWKRGRORJ\DSSOLHGLQWKLVVHFWLRQLVEDVHGRQWKH2(&'3ROLFLHVIRU&RPSHWLWLYHQHVV)UDPHZRUN
3)& ZKLFKKDVEHHQGHYHORSHGDVDQDVVHVVPHQWWRROEDVHGRQWKH3ROLF\)UDPHZRUNIRU,QYHVWPHQW
3), LQVWUXPHQW7KLVWRROIROORZVDKRUL]RQWDODSSURDFKORRNLQJV\VWHPDWLFDOO\DWNH\SROLF\GLPHQVLRQV
DIIHFWLQJWKHEXVLQHVVFOLPDWHWRLGHQWLI\DQGDQDO\VHNH\FRQVWUDLQWVLQWKHDELOLW\RI¿UPVWRSURGXFH
invest and grow. Apart from giving a general introduction to the business environment, three key
GLPHQVLRQVDUHIHDWXUHGLQWKLVVHFWLRQFRYHULQJVNLOOVGHYHORSPHQWDFFHVVWR¿QDQFHDQGLQYHVWPHQW
framework conditions affecting SME growth.
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General overview
During eight years of small- and large-scale privatisation, 30 000 small enterprises were transferred
into private ownership and 1 500 medium and large enterprises were transformed into joint-stock
companies. Nevertheless, the presence of monopolies in various sectors of the economy continues
WRFUHDWHEDUULHUVWRHQWU\DQGREVWUXFWVWKHFUHDWLRQRIDOHYHOSOD\LQJ¿HOGZLWKLQWKHSULYDWHVHFWRU
In Azerbaijan, the private sector accounts for 75% of GDP (EBRD, 2010) and is dominated by small
HQWHUSULVHV  DQGLQGLYLGXDOHQWUHSUHQHXUV  7KHVH¿JXUHVGRQRWWDNHLQWRDFFRXQW
the large informal economy estimated at 52% of GDP (Schneider, 2010), one of the highest in the
((6&UHJLRQ,WVKRXOGEHQRWHGKRZHYHUWKDWRI¿FLDO¿JXUHVIRULQIRUPDOLW\DUHPXFKORZHU
In 2009, Azerbaijan was one of the top reformers in simplifying business regulations according to
the World Bank’s Doing BusinessUHSRUW :RUOG%DQNE 7KHFRXQWU\PDGHVLJQL¿FDQWSURJUHVV
in improving the overall business environment for entrepreneurial activities, including start-up costs
and time to start a business. Nevertheless, the SME sector in Azerbaijan is still highly dependent
RQWKHSURVSHURXVRLOLQGXVWU\ZKLFKWRJHWKHUZLWKRWKHUVHFWRUVUHODWHGWRH[WUDFWLYHLQGXVWULHV
accounted for 67.1% of GDP in 2008. Moreover, the services sector (catering, hotels and wholesale
trade) is thriving as a result of oil-sector spillovers, and hence is not sustainable in the long term.
7KH JRYHUQPHQW VKRXOG ZRUN WRZDUGV GLYHUVL¿FDWLRQ RI WKH HFRQRP\ DQG GHFUHDVH WKH FRXQWU\¶V
GHSHQGHQFHRQWKHRLOVHFWRUQRWOHDVWVLQFHRLOSURGXFWLRQLVH[SHFWHGWRVWDUWVORZLQJGRZQLQ
(Rabobank, 2009).
6SHFL¿FFKDOOHQJHVWRFRPSHWLWLYHQHVVDQGSULYDWHVHFWRUGHYHORSPHQWLQFOXGHWKHQHHGWRXSJUDGH
WKH HGXFDWLRQ V\VWHP DV WKH ODFN RI DQ DGHTXDWH ODERXU IRUFH LV RQH RI WKH NH\ FRQVWUDLQWV WR
business growth. More emphasis needs to be put on the development of vocational education as
well as continuing education and training on the job to ensure that labour-market needs are met.
In 2007, Azerbaijan spent 1.7% of GDP (World Bank 2010a) on education which is less than in any
RWKHU((6&FRXQWU\/RZOHYHOVRIVSHQGLQJFDQKDYHDQHJDWLYHLPSDFWRQWKHTXDOLW\RIHGXFDWLRQ
WKURXJKWKHORVVRITXDOL¿HGWHDFKLQJVWDII
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$FFHVV WR ¿QDQFH UHPDLQV DQRWKHU NH\ KXUGOH HVSHFLDOO\ IRU 60(V RSHUDWLQJ LQ QRQRLO VHFWRUV
In 2009, domestic credit to the private sector reached only 24.3% of GDP (EBRD, 2010), among
the lowest values in the region. The largest share of credit is concentrated in the energy sector or
UHODWHGDUHDVZKLOHWKHUHVWRIWKHHFRQRP\UHPDLQVXQGHU¿QDQFHG0RUHRYHUWKHODUJHH[SRUWLQJ
energy industry leads to a strong national currency which makes other sectors of the economy less
FRPSHWLWLYHLQH[WHUQDOPDUNHWV
)',LQÀRZV DUHPDLQO\FRQFHQWUDWHGLQ WKH HQHUJ\ WUDQVSRUWDWLRQDQG FRPPXQLFDWLRQ VHFWRUV $
FRPSUHKHQVLYH LQYHVWPHQW SURPRWLRQ VWUDWHJ\ VKRXOG WKXV IRFXV RQ GLYHUVL¿FDWLRQ RI LQÀRZV RI
foreign direct investment to support the development of productive industries in other parts of the
economy. To better attract foreign investors, Azerbaijan will have to further liberalise its investment
policy framework and ensure higher transparency in registration and licensing procedures.

The increasing role of the private sector
Currently, the private sector represents 75% (EBRD, 2010) of GDP and employs about 63.6% which
is lower than in most countries of the region. In 2007, only 4 945 new micro, small and medium
enterprises registered a new business, fewer than in 2005, and at a lower rate (7.13%) compared
to the business entry rate of the Europe and Central Asia (ECA) region (10.10%) (State Statistical
Committee of the Republic of Azerbaijan, 2010).
The SME sector mainly consists of individual entrepreneurs (sole owners who do not form a legal
entity) and small and medium enterprises (legal entities) that fall under the “small business units”
GH¿QLWLRQ24 7KHGH¿QLWLRQRID³VPDOOEXVLQHVVXQLW´ZDVVHWE\WKH&DELQHW&RXQFLORIWKH$]HUEDLMDQ
5HSXEOLF RQ &ULWHULD IRU 'H¿QLQJ 6PDOO DQG 0HGLXP (QWHUSULVHV %DVHG RQ WKH (FRQRPLF $FWLYLW\
LQ6PDOOHQWHUSULVHVDUHGH¿QHGEDVHGRQWKHQXPEHURIHPSOR\HHVDQGWXUQRYHU,Q
FRQVWUXFWLRQDQGLQGXVWU\D¿UPLVVPDOOLILWKDVIHZHUWKDQHPSOR\HHVDQGDQDQQXDOWXUQRYHURI
OHVVWKDQ$=1 86' ,QDJULFXOWXUHDVPDOO¿UPKDVIHZHUWKDQHPSOR\HHVDQG
DWXUQRYHURIOHVVWKDQ$=1 86' 7KHZKROHVDOHWUDGH¿JXUHVDUHHPSOR\HHV
and a turnover of less than AZN 300 000 (USD 370 500). In other sectors the number of employees
should be fewer than 5 and the turnover less than AZN 100 000 (USD 123 500).
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According to the 2008 Statistical Yearbook of Azerbaijan, 13 465 small enterprises and 195 732
individual entrepreneurs were registered in 2007,25 which represent 6.8% and 92.6% of the total
UHJLVWHUHGEXVLQHVVSRSXODWLRQUHVSHFWLYHO\$WWKHVDPHWLPHLILQGLYLGXDOHQWUHSUHQHXUVDUHH[FOXGHG
small enterprises represent 92% of the total number of enterprises and account for 61.5% of
employment. The high share in the business population and employment is due to the very concentrated
oil sector, which contributed to only 1.1% of employment in 2008. According to an International
)LQDQFH&RUSRUDWLRQ ,)& VWXG\RIWKH60(VHFWRULQ$]HUEDLMDQLQGLYLGXDOHQWUHSUHQHXUVDFFRXQWIRU
DSSUR[LPDWHO\RIWKH60(VHFWRUHPSOR\PHQW26'XHWRWKHH[WHQVLYHRLOSURGXFWLRQLQ$]HUEDLMDQ
(52.7% of GDP in 2008), which is dominated by large enterprises, SMEs’ share in GDP is relatively
ORZ$FFRUGLQJWRWKH,)&60(VFRQWULEXWHGWRRQO\RI*'3JURZWKLQ ,)&  On the
other hand, in 2007, retail and wholesale trade, a low value-added sector that contributed to only
5% of GDP (7% in 2009), was the main area of activity for 45% of small enterprises and 66.6% of
individual entrepreneurs.
It is important to note that the informal sector is relatively large which is why any statistics on private
sector size and contribution to GDP need to be regarded with care. According to BEEPS 2009, only
RI¿UPVZHUHUHJLVWHUHGZKHQVWDUWLQJRSHUDWLRQV (%5':RUOG%DQN 7KHUHIRUHWKH
estimates for the number and share of employment of the SME sector are likely to be underestimated.
7KHSUHVHQFHRIDQH[WHQVLYHDQGSURVSHURXVRLOVHFWRUDIIHFWVWKHHFRQRP\DQGVPDOOEXVLQHVVHVLQ
particular. The strong position of the gas and oil industry also underlined impressive growth rates in
WKHQRQRLOVHFWRU LQ HYHQPRUHWKDQLQWKHRLOVHFWRU2QWKHRWKHUKDQGWKHH[FHVVLYH
dependence on oil and gas products makes the economy particularly sensitive to price shocks within
the oil industry, and represents a risk for non-oil-related manufacturing through increases in the real
H[FKDQJHUDWH7KHFDSLWDOLQWHQVLYHRLOVHFWRUDOVRPHDQVWKDWLQFRPHJHQHUDWLRQLVFRQFHQWUDWHG
in this sector and distribution is uneven. Moreover, many small enterprises related to the oil sector
GHSHQGRQODUJH¿UPVUDWKHUWKDQRQLQWHUQDOFRPSHWLWLYHDGYDQWDJHV

Business environment
$]HUEDLMDQKDVPDGHVLJQL¿FDQWSURJUHVVLQLPSURYLQJWKHEXVLQHVVHQYLURQPHQWIRUHQWUHSUHQHXUVDQG
small businesses. In 2009, it was one of the leading reformers of business environment regulations
(World Bank, 2008). In 2011, the country ranked 54th and 15th, among 183 countries, for ease of
doing business and starting a business, respectively (World Bank 2010b). Since 2003, the start-up
FRVWKDVGHFUHDVHGIURPWRRIJURVVQDWLRQDOLQFRPH *1, ZKLOHWKHWLPHUHTXLUHGWR
start a business was reduced from 105 to 8 days.
1HYHUWKHOHVVWKHEXVLQHVVHQYLURQPHQWLQWKHQRQRLODQGJDVVHFWRUVFOHDUO\UHTXLUHVLPSOHPHQWDWLRQ
of additional market-oriented reforms. There are still many constraints on the business environment
that limit the development and growth of private enterprises, especially those operating in the
QRQRLOVHFWRU7KHFRPSOH[WD[DQGFXVWRPVV\VWHPDQGEXUHDXFUDWLFGHOD\VLQLVVXLQJOLFHQFHVDQG
permits continue to pose major constraints to private enterprises, particularly those of small size.
Corruption is also a key obstacle to enterprise growth. Azerbaijan ranks 134th among 178 countries
LQ WKH 7UDQVSDUHQF\ ,QWHUQDWLRQDO &RUUXSWLRQ 3HUFHSWLRQV ,QGH[  $FFRUGLQJ WR %((36 
RIHQWUHSUHQHXUVUHSRUWWKH\KDYHEHHQH[SHFWHGWRJLYHJLIWVLQPHHWLQJVZLWKWD[RI¿FLDOV
while the regional average for EESC countries is at 12.9%.
The business-operating environment has to be further improved by taking appropriate measures
ZKLFKZLOOKDYHDSRVLWLYHLPSDFWRQHPSOR\PHQWDQGHFRQRPLFJURZWK7KHYROXPHWKHTXDOLW\
and the targeting of social services geared to poverty reduction has to be improved. Considerable
efforts have to be made in order to raise the education level, especially concerning secondary and
KLJKHUHGXFDWLRQ)LQDOO\\HWLPSRUWDQWO\WKHHFRORJLFDOEDODQFHDQGHQYLURQPHQWDOVXVWDLQDELOLW\
have to be seriously taken into consideration. It is worthwhile to note that 2010 was declared as the
Year of Ecology in Azerbaijan.
7KHJRYHUQPHQWLVLPSOHPHQWLQJSURJUDPPHVWRVXSSRUW60(VDQGFUHDWHDOHYHOSOD\LQJ¿HOGIRUDOO
EXVLQHVVHV$VSDUWRIWKH6WDWH3URJUDPPHRQ6RFLR(FRQRPLF'HYHORSPHQWIRU±$]HUEDLMDQ
took measures to promote the development of entrepreneurship (including SMEs) and sustainable
business development. In October 2009, President Aliyev signed into law the Statute and Rules of
XVHRIWKH1DWLRQDO)XQGIRU(QWUHSUHQHXULDO6XSSRUWZKLFKLVPDQDJHGE\WKH0LQLVWU\RI(FRQRPLF
Development. Nonetheless public-private sector co-operation is still limited in Azerbaijan.
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Several institutions have been created that focus on improving the business climate and increasing
the government’s support to SMEs. The Entrepreneurship Council, composed of local and foreign
entrepreneurs, was set up under the President of Azerbaijan in 2002 to conduct periodic studies of
current problems, provide corrective measures and help improve the business climate. The National
)XQGIRUWKH6XSSRUWRI(QWUHSUHQHXUVKLSHVWDEOLVKHGXQGHUWKH0LQLVWU\RI(FRQRPLF'HYHORSPHQW
in 2002, supports state economic policy and develops entrepreneurship in the non-oil sector. The
Azerbaijan Investment Company, established in 2006, aims at regulating state policy to support
entrepreneurial development and ensure an attractive environment for investment in Azerbaijan.
7KH$]HUEDLMDQL([SRUWDQG,QYHVWPHQW3URPRWLRQ)RXQGDWLRQ $=35202 LVDMRLQWSXEOLFSULYDWH
initiative established by the Government of Azerbaijan in 2003. The organisation is empowered to
play a key role in public-private dialogue, serving as a bridge between investors, local producers
and the government.
6SHFL¿F SROLF\ FKDOOHQJHV IRU $]HUEDLMDQ LQFOXGH VNLOOV GHYHORSPHQW DFFHVV WR ¿QDQFH DQG WKH
LQYHVWPHQW IUDPHZRUN IRU 60( JURZWK 7KHVH WKUHH DUHDV KDYH EHHQ LGHQWL¿HG DV NH\ WR FUHDWH
better conditions for private sector development, competitiveness and investment. The OECD
conducted a policy assessment based on government self-evaluation and feedback from private
sector representatives. This assessment aims to gauge the current policy environment and identify
areas for reform.

Human capital development
6WUHQJWKHQLQJVNLOOVGHYHORSPHQWKDVEHHQLGHQWL¿HGDVRQHRIWKHNH\FRQWULEXWRUVWRFRPSHWLWLYHQHVV
The positive correlation between human capital and productivity has become increasingly important
in the globalised world. Razzak and Timmins (2008) report a strong positive relation between the
LQFUHDVHRIXQLYHUVLW\TXDOL¿HGZRUNHUVDQGWKHOHYHOVRIODERXUSURGXFWLYLW\DVPHDVXUHGE\*'3SHU
person. It is believed that natural resources, cost competition and strategic alliances do not alone
VXI¿FHIRUDFKLHYLQJVXVWDLQDEOHGHYHORSPHQW 0HPRQet al., 2009).
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(QKDQFLQJFRPSHWLWLYHQHVVLQ$]HUEDLMDQZLOOUHTXLUHDKLJKHUFRPPLWPHQWWRLQYHVWLQKXPDQFDSLWDO
as well as introduce reforms which will ensure that the educational system produces skills that match
WKHGHPDQGRIWKHODERXUPDUNHWDQGIXUWKHUVXSSRUWSULYDWHVHFWRUGHYHORSPHQW)LYHDUHDVKDYH
been selected for an in-depth evaluation of the education system including:
ŀ

Strategy formulation

ŀ

Inputs to initial education

ŀ

Vocational education and training (VET)

ŀ

Continuing education and training (CET)

ŀ

Human capital outcomes

7ZRDUHDVKDYHEHHQLGHQWL¿HGDVEHLQJSDUWLFXODUO\LPSRUWDQWWRVXSSRUWEXVLQHVVGHYHORSPHQWDQG
need further reforms: the underdeveloped VET/CET systems and the lack of private-public dialogue
in policy formulation and implementation.
7KH ORZ TXDOLW\ RI WKH HGXFDWLRQDO V\VWHP FUHDWHV VLJQL¿FDQW EDUULHUV IRU EXVLQHVV GHYHORSPHQW
Under the Soviet regime, the educational system in Azerbaijan was centralised, but the Law on
Education of 1992 introduced a decentralised model and gave more autonomy to university-level
LQVWLWXWLRQV'XULQJWKHWUDQVLWLRQ\HDUVWKHTXDOLW\RIWKHHGXFDWLRQDOV\VWHPGHWHULRUDWHGGXHWR
LQVXI¿FLHQWIXQGLQJDQGDQRXWGDWHGFXUULFXOXP7KHTXDOLW\RIWKHHGXFDWLRQDOV\VWHPQRZUDQNV
104thRXWRIDFFRUGLQJWRWKH:RUOG(FRQRPLF)RUXP*OREDO&RPSHWLWLYHQHVV5HSRUW,Q
the 2009 Programme for International Student Assessment (PISA), Azerbaijan ranked 74th out of 75
countries, coming only above Kyrgyzstan. In PISA 2006, Azerbaijan scored 55th out of 57 countries in
both reading and science. In mathematics it scored much higher, but still below the OECD average.27
([SHQGLWXUH RQ HGXFDWLRQ GHFUHDVHG IURP  RI WRWDO JRYHUQPHQW H[SHQGLWXUHV LQ  WR
LQ7KHODFNRIIXQGVLVUHÀHFWHGLQVKRUWDJHVRIOHDUQLQJPDWHULDOVHTXLSPHQWDQG
low salaries for teaching staff.
The OECD assessment showed that the main problems within the educational system are related
to underdeveloped VET and CET systems. In 2005, Azerbaijan approved a National Employment
Strategy. Its main goal is the modernisation of the VET system, which was further consolidated in the
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Concept for the Development of VET (2007-12). The VET system is historically the most underfunded
sector. In 2007, government spending on VET constituted 1.8%-2% of GDP which covered wages
and scholarships only (DVV International, 2008). In 2008, the spending increased to 2.2% of GDP.
Other objectives of the National Employment Strategy are to match the skills supply with demand,
DQG WR LQWURGXFH D IXQFWLRQDO &(7 7KHUH LV LQVXI¿FLHQW FRRSHUDWLRQ EHWZHHQ EXVLQHVV DQG WKH
government bodies that are responsible for drafting and approving the curricula. The skills and
knowledge provided by higher educational structures do not correspond to labour market needs.
$VWXG\RQWKHOLQNEHWZHHQHGXFDWLRQDQGHPSOR\PHQW (7) KDVVKRZQWKDWRQO\RI
WKHUHVSRQGHQWVZHUHHPSOR\HGLQDMREWKDWFRUUHVSRQGHGWRWKHLUHGXFDWLRQDOTXDOL¿FDWLRQVIRU
3.5% it corresponded only partially, and for 17.6% it did not correspond at all. Projects on VET
GHYHORSPHQWWHQGWREHLQLWLDWHGE\HPSOR\HUVUDWKHUWKDQE\WKHHGXFDWLRQDODXWKRULWLHV)ROORZLQJ
WKHHPSOR\HUV¶UHTXHVWRQH9(7VFKRRORIWRXULVPDQGKRWHOPDQDJHPHQWKDVEHHQHVWDEOLVKHGLQ
Gabala and another one is being built in Ismayilli.
Several other projects that aim to modernise the VET curricula are under development: the “Vocational
Education and Training Reform Strategy and Pilot Implementation in a selected region in Azerbaijan”
with the technical support of the European Commission and the British Council; the “Azerbaijan
Vocational Training Improvement Project” with UNESCO; and the building of the “Vocational Education
Centre of High Technologies” with Dew International Company (Korea) that will train staff in information
technology, car repair, electronics and engineering. The modernisation of the VET system so far
LVPRYLQJLQWKHULJKWGLUHFWLRQEXWGHVSLWHLQWHUQDWLRQDOVXSSRUWLWZLOOUHTXLUHIXUWKHU¿QDQFLDO
FRPPLWPHQWVIURPWKH$]HUEDLMDQLJRYHUQPHQWIRUUHVHDUFKRIODERXUPDUNHWUHTXLUHPHQWVPDWHULDOV
and other needs.
Moreover, the government has to take stronger steps towards building a comprehensive system of
FRQWLQXLQJHGXFDWLRQDQGWUDLQLQJ*LYHQWKDW$]HUEDLMDQKDVDQH[FHVVVXSSO\RIJHQHUDOHGXFDWLRQ
graduates, private-public co-operation in the framework of CET/VET systems would allow the workers
WRLPSURYHWKHLUVNLOOVRUFKDQJHSUR¿OHVDFFRUGLQJWRODERXUPDUNHWUHTXLUHPHQWV

Access to finance
In 2008, domestic credit provided to the private sector was only 16.5% of GDP (EBRD, 2010), the
lowest value in the region, and only 17.1% of it had been provided by the banking system. The
EDQNLQJPDUNHWHYHQLIUDSLGO\GHYHORSLQJ LQWKHUHZHUHPRUH¿QDQFLDOLQVWLWXWLRQVWKDQ
LQDQGRQHIHZHUQDWLRQDOEDQN DQGEHQH¿WLQJIURPQRUHVWULFWLRQVRQFXUUHQF\WUDQVDFWLRQV
DQGFDSLWDOÀRZVLVVWLOOGRPLQDWHGE\DVWDWHRZQHGEDQNWKDWFRQWUROVDURXQGKDOIRIWRWDOEDQN
assets. Nevertheless, as shown by the rapidly increasing number of local branches of private banks
and diminishing availability of branches of the state-owned bank, the sector is moving towards a
more modern setting.
$FFHVVWR¿QDQFHKDVEHHQUHSRUWHGE\HQWUHSUHQHXUVLQ$]HUEDLMDQDVRQHRIWKHNH\FRQVWUDLQWV
'HVSLWHKDYLQJWKHORZHVWFRPPHUFLDOORDQUH¿QDQFLQJUDWHDQGFROODWHUDOUHTXLUHPHQW  
,0) LQWKHUHJLRQRQO\RIWKHFRPSDQLHVXVHEDQNVWR¿QDQFHWKHLULQYHVWPHQW (%5'
:RUOG%DQN 6RPHRI¿UPVKDYHDOLQHRIFUHGLWRUORDQIURP¿QDQFLDOLQVWLWXWLRQVZKLFK
is a low share even compared to the regional averages of 37% and 35%. One of the main reasons is
WKDWPRVW¿QDQFLDOÀRZVDUHFRQFHQWUDWHGLQHQHUJ\DQGHQHUJ\UHODWHGVHFWRUV7RVXSSRUWHFRQRPLF
GLYHUVL¿FDWLRQWKHJRYHUQPHQWVKRXOGFRQVLGHUIXUWKHUGHYHORSLQJLQQRYDWLYHVRXUFHVRI¿QDQFLQJ
VXFKDVPLFUR¿QDQFHIDFLOLWLHVDQGYHQWXUHFDSLWDO

Investment framework for SME growth
Since 2002, Azerbaijan has attracted large investments in the oil and gas industry as well as in the
FRQVWUXFWLRQDQGWUDQVSRUWDWLRQVHFWRUV WKHVXSSRUWLQJVHFWRUVRIRLODQGJDV +RZHYHUQHW)',
LQÀRZVEHWZHHQDQGZHUHEHORZZRUOGDYHUDJHGXHWRGLVLQYHVWPHQWVLQWKHRLOVHFWRULQ
2006 and 2007. The compound annual growth rate (CAGR) of investments for this period was thus
only 3.2%,28FRPSDUHGWRIRUWKHZRUOG:LWKLQWKHIUDPHZRUNRI$]HUEDLMDQ¶VGLYHUVL¿FDWLRQ
VWUDWHJ\PHDVXUHVVKRXOGEHWDNHQWRDWWUDFW)',LQÀRZVWRWKHXQGHU¿QDQFHGQRQRLOVHFWRU
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The legal regime for foreign investment in Azerbaijan was established by the 1992 Law on the
3URWHFWLRQRI)RUHLJQ,QYHVWPHQWDQGWKH/DZRQ,QYHVWPHQW$FWLYLW\)RUHLJQLQYHVWRUVPD\
LQYHVWLQDOOVHFWRUVRIWKHHFRQRP\H[FHSWWKRVHUHODWHGWRQDWLRQDOVHFXULW\,QYHVWPHQWVLQVWUDWHJLF
sectors, such as energy and communications, are carefully controlled. By law, foreign investors enjoy
QRQGLVFULPLQDWRU\WUHDWPHQWDQGKDYHWKHULJKWWRUHSDWULDWHSUR¿WVUHYHQXHVDQGRWKHUPHDQV
legally earned in connection with an investment project.
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In 2003, AZPROMO was established as a joint public-private initiative to build balanced economic
development and to implement measures necessary to attract investments that would create new
jobs, particularly in rural regions, within the poverty-reduction strategy framework.
A law on special economic zones entered into force in June 2009, stipulating notably that special
HFRQRPLF]RQHUHVLGHQWVVKDOOEHVXEMHFWWRVLPSOL¿HGWD[RISD\DEOHIURPJURVVVDOHVDQG
non-sale revenues. Provisions concerning the procedures for the registration of residents in special
HFRQRPLF]RQHVDQGUHODWHGFHUWL¿FDWHVZHUHDGRSWHGLQ'HFHPEHU
$V)',LQÀRZVDUHPDLQO\FRQFHQWUDWHGLQWKHHQHUJ\WUDQVSRUWDWLRQDQGFRPPXQLFDWLRQVHFWRUV
Azerbaijan should focus on developing a comprehensive investment promotion strategy to strengthen
WKHVHFWRUFRPSHWLWLYHQHVVRISURGXFWLYHLQGXVWULHVWKURXJKGLYHUVL¿FDWLRQRI)',LQÀRZV7REHWWHU
attract foreign investors, Azerbaijan will have to further liberalise its investment policy framework
and ensure higher transparency in registration and licensing procedures.
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NOTES
1.

Potential reserves estimated at 6 billion barrels of oil.

2.

Which includes Armenia, Azerbaijan, Georgia, the Republic of Moldova and Ukraine.

3.

$VDQHFHVVLW\WRLPSURYHWKHSUR¿WDELOLW\RISXEOLFXWLOLWLHV SURYLGLQJSUR¿WDEOHWDULIIOHYHOVE\
overtaking cost price to attract private businesses to the sector) by reforms within the framework
of the “Country partnership 2007-10” between the government and the World Bank.

4.

Social protection, health, education, culture and arts, information, sport and other state social
spending.

5.

Informal economy refers to all legal production activities that are deliberately concealed from
public authorities for the following kinds of reasons: to avoid payment of income, value-added
RURWKHUWD[HVWRDYRLGSD\PHQWRIVRFLDOVHFXULW\FRQWULEXWLRQVWRDYRLGKDYLQJWRPHHWFHUWDLQ
OHJDO VWDQGDUGV VXFK DV PLQLPXP ZDJHV PD[LPXP KRXUV VDIHW\ RU KHDOWK VWDQGDUGV HWF
(OECD, 2002, p. 139). It does not concern illegal activities.

6.

Including Armenia, Azerbaijan, Georgia, the Republic of Moldova and Ukraine (authors’ calculation).

7.

Laws “About bases of agrarian reforms”, “About reforming of state farms and collective farms”,
³$ERXWODQGUHIRUP´DQGRWKHUPDMRUOHJLVODWLRQDFFHSWHGGXULQJ)ROORZLQJDFFHSWDQFH
of the Law “About land reform”, the transfer of lands from state to private property began.

8.

More programmes on BP’s website: www.bp.com/genericarticle.do?categoryId=9029616&con
tentId=7059931

9.

$,2&FRQVLVWVRI%ULWLVK3HWUROHXP&KHYURQ62&$5,13(;6WDWRLO([[RQ0RELO73$2'HYRQ
Energy, Itochu, Delta Hess.

10. The largest national GSM-operator with more than 4 million users.
11. The largest GSM-operator Azercell ltd. was privatised (remaining state shares privatised) in 2008.
12. Shareholders of BTC are: BP (30.1%); AzBTC (25%); Chevron (8.9%); StatoilHydro (8.71%);
TPAO (6.53%); ENI (5%); Total (5%), Itochu (3.4%); INPEX (2.5%), ConocoPhillips (2.5%),
and Hess (2.36%).
13. App. 5 million tonnes per year capacity; USD 600 million project; established in 1997.
14. 1.2 million b/d from 2009.
15. The leading bank in the country with about 45% of total assets in the national system, it is also
the only state-owned bank yet to be privatised.
16. Prudential standards, which banks must implement.
17. According to the amendments put into force in mid-2009 in the Law “About the Central Bank of
Azerbaijan Republic” , the Central Bank may issue loans and subordinate loans to banks as well
as real sector participants (through local banks) for a longer term and in various currencies.
18. The Central Bank injected AZN 1.8 billion into the domestic market during 2009 (5% of GDP).
19. +RZHYHUUHDO¿JXUHVFRXOGEHKLJKHU
20. Azerbaijan Demographic and Health Survey 2006. Accessible at www.measuredhs.com/pubs/
SGI)5)5SGI.
21. Men aged 15 to 61 years; women aged 15 to 56 years.
22. April 2010, covered the period before the global crisis.
23. :RUOG%DQN¿JXUHVIRU
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24. The State Statistical Committee also provides data for “joint stock companies” and “stock
H[FKDQJHV´EXWLWLVQRWFOHDUZKHWKHUWKHVHDUHWKHRQO\FDWHJRULHVXVHGLQWKHFODVVL¿FDWLRQ
of enterprises.
25. 7KH6WDWH6WDWLVWLFDO&RPPLWWHHRI$]HUEDLMDQFODVVL¿HV³¿UP´DVLQGLYLGXDOHQWUHSUHQHXUVVPDOO
HQWHUSULVHVMRLQWVWRFNFRPSDQLHVDQGVWRFNH[FKDQJHV7KLVFODVVL¿FDWLRQPDNHVLWUDWKHUGLI¿FXOW
to make any comparisons and is not very clear from a methodological point of view.
26. Estimate based on the following formula: (Average number of employees per small enterprise
± [QXPEHU,( 7RWDOQXPEHURIHPSOR\HHVZRUNLQJIRULQGLYLGXDOHQWUHSUHQHXUV
27. 81,&()&RXQWU\3UR¿OHEducation in Azerbaijan.
28. 6HYHUH GLVLQYHVWPHQW RFFXUUHG LQ  ZKHQ QHW )', LQÀRZV GURSSHG DQG WXUQHG QHJDWLYH
GHFUHDVLQJWKHVWRFNRI)',RIWKHSUHYLRXV\HDUE\
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THREE
GEORGIA: COUNTRY REVIEW

SUMMARY
The reforms implemented between 2004-08 aimed at deregulating the economy, reducing corruption,
setting up free-trade principles and creating effective administration mechanisms to ensure economic
GHYHORSPHQWLQ*HRUJLD*URVVGRPHVWLFSURGXFW *'3 JUHZVLJQL¿FDQWO\DQGQHZMREVZHUHFUHDWHG
Real GDP growth rates exceeded 9% in 2005 and reached 12.3% in 2007. The World Bank’s Doing
Business analysis ranked Georgia as the number one economic reformer in the world in 2007, when
its position improved from 112th to 18th in terms of ease of doing business over the previous year.
'HVSLWHWZRPDMRUFULVHVWKH*HRUJLDQHFRQRP\KDVSURYHGWREHÀH[LEOHDQGIXQFWLRQLQJ*'3LV
H[SHFWHGWRLQFUHDVHE\LQDIWHUDVLJQL¿FDQWGHFOLQHLQ+RZHYHUWKH*HRUJLDQ
HFRQRP\VWLOOH[SHULHQFHVGLI¿FXOWLHVWKDWZHUHLQVXI¿FLHQWO\DGGUHVVHGGXULQJWKHERRPSHULRGRI
2004-08. The structure of the Georgian economy is too dependent on the production of low-value
FRPPRGLWLHV,PSRUWVH[FHHGH[SRUWVFRQVLGHUDEO\DQGDODUJHPDMRULW\RIWKHFRQVXPHUV¶SURGXFWV
are imported. The country’s global competitive position has been weakening in the post-war period
(from 90th place in the WEF Global Competitiveness Report of 2008 to 93rd in 2010), which makes
the sustainability of the economic development uncertain.
Poverty reduction, access to quality lifelong education, sustainable environment development, health
issues, the spread of HIV/AIDS and gender equality are areas that have to be addressed by the
Georgian authorities. Some progress towards the Millenium Development Goals (MDGs) and advancing
the broader development agenda has been made, however, and the quality and institutional setup
of the educational system have improved.
7KHUHSRUWLGHQWL¿HVWKHPDLQFKDOOHQJHVDQGSURYLGHVUHFRPPHQGDWLRQVRQKRZFHUWDLQDVSHFWVRI
the system could be strengthened to overcome the results of the August 2008 war and the global
economic crisis and accelerate economic growth:
ŀ

A next phase of economic reforms has to be introduced.

ŀ

7KHLQVXI¿FLHQWO\GHYHORSHGVPDOODQGPHGLXPVL]HGHQWUHSULVH 60( VHFWRUKDVWREHUHLQIRUFHG

ŀ

The global competitive position should be strengthened focusing on technologies and education.

ŀ

Export capabilities potential needs to be developed.

ŀ

7KHVKDUHRISRSXODWLRQEHQH¿WLQJIURP*HRUJLD¶VHFRQRPLFUHIRUPKDVWREHDXJPHQWHG

2YHUDOOWKHUHSRUW¿QGVSURJUHVVLQWKHUHIRUPDJHQGDDQGLPSURYHGSHUIRUPDQFHLQPDQ\DUHDV
of economic activity.
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INTRODUCTION
Since 2003, the government has carried out a large number of reforms to create competitive market
conditions and a business-enabling environment to attract foreign direct investment (FDI). The
reforms also aimed at trade liberalisation and eradicating corruption.
7KHVSHFWDFXODUJURZWKRIRQDYHUDJHIURPWRIXHOOHGDVLJQL¿FDQWLQFUHDVHLQWD[
FROOHFWLRQ DQGWKXVLQWD[WR*'3UDWLR WKDQNVWRDVLPSOL¿FDWLRQRIWKHWD[V\VWHPDUDSLGO\LPSURYLQJ
business climate led by increased privatisation of state-owned assets and reduced bureaucracy,
LQFUHDVHG)',LQÀRZVDQGKLJKLQWHUQDWLRQDODQGGRPHVWLFGHPDQG$WWKHVDPHWLPHKRZHYHU
LPSRUWVURVHWZLFHDVPXFKDVH[SRUWVLQFUHDVLQJWKHFXUUHQWDFFRXQWGH¿FLW
The August 2008 war, followed by economic crisis, put a stop to this prosperous period. By the end
of August, many buildings and infrastructures were destroyed and more than 100 000 people were
displaced. Less than a month later, the overheating of the economy and the onset of the global crisis
OHGWRDVWURQJIDOORIERWKQDWLRQDODQGLQWHUQDWLRQDOGHPDQGDQGRI)',ÀRZVZRUOGZLGH
These developments have highlighted the weaknesses of the Georgian economy, in terms of education
VNLOO JDS  WHFKQRORJ\ DYDLODELOLW\ PRGHUQLVDWLRQ DQG PHFKDQLVDWLRQ DQG 60( ¿QDQFLQJ SRRU
¿QDQFLDOEDFNJURXQG 

RECENT ECONOMIC DEVELOPMENTS
General overview
*HRUJLDEHQH¿WHGIURPKLJKJURZWKEHWZHHQDQGZLWKDQDYHUDJHDQQXDOUDWHRI
7KHLQFUHDVHLQLQWHUQDWLRQDODQGGRPHVWLFGHPDQGDVZHOODVLQFUHDVHG)',LQÀRZVPRVWO\LQYHU\
ODUJHSLSHOLQHSURMHFWVDQGSULYDWLVDWLRQVFRQWULEXWHGWRWKLVKLJK*'3JURZWK,QWKHDYHUDJH
growth rate of the Georgian economy was 12%, around 2% above the average of the countries
covered by this publication.1

Figure 3.1. Real growth rates in Georgia
(annual percentage change)
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The August 2008 war, accompanied in early September by the international crisis, led to a severe
decrease in GDP in the second half of the year. Overall, annual GDP growth only reached 2.3% in
2008 instead of 9%, as forecast by the IMF in April 2008. In 2009, GDP further decreased in constant
prices to GEL 11.9 billion (from GEL 12.5 billion in 2008), a reduction of 2.3%.2 This level of decrease
remained below the Eastern European and South Caucasus (EESC) countries’ average (-5.7%3) due
to the dramatic fall in Armenia and Ukraine (which both slumped by 14% and 15% respectively).
Positive reforms by the government to overcome the crisis (tax and corruption) are paving the way
to slow recovery alongside the resumption of international trade. GDP growth is expected to reach
5.5% in 2010 and to stabilise at 5% in 2012.

Figure 3.2. Nominal GDP and real GDP growth
USD billion
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Sources: IMF, WEO, October 2010; Ministry of Finance of Georgia.

Inflation
7KHUH ZDV D VWURQJ LQÀDWLRQ UDWH LQ  GXH WR ULVLQJ HQHUJ\ DQG IRRG SULFHV DFFRPSDQLHG E\
ODUJHFDSLWDOLQÀRZV0RQWKO\LQÀDWLRQKDVEHHQYHU\YRODWLOHVLQFHZLWKG\QDPLFVRIFRQVXPHU
SULFHVEHLQJVWURQJO\DIIHFWHGE\ÀXFWXDWLRQRIWKHH[FKDQJHUDWHDQGQRPLQDOZDJHV7KRXJKLW
had little annual impact, the volatile international price for oil impacted monthly trends; it strongly
GHFUHDVHGLQWKH¿UVWKDOIRIEHIRUHSHDNLQJLQWKHVHFRQG2QWKHRWKHUVLGHIRRGSULFHV IUXLW
and vegetables) continued their increase due to high seasonal effects of agriculture, along with the
November increase in prices of medicaments. Import prices strongly increased until September 2008
GXHWRKLJKLQWHUQDWLRQDOSULFHV$GHÀDWLRQWUHQGFDQKRZHYHUEHREVHUYHGDWWKHHQGRIWKDW\HDU
as a consequence both of the August war and the arrival of the global economic crisis which pushed
SULFHVGRZQGXHWRDVKRUWDJHRIWRWDOGHPDQG0RQWKO\LQÀDWLRQGHFUHDVHGE\LQ6HSWHPEHU
GHVSLWHDQLQFUHDVHLQIRRGDQGKRXVHKROGHTXLSPHQWSULFHV<HWDQQXDOLQÀDWLRQUHPDLQHGKLJKDQG
UHDFKHGDQGFRQVXPHUSULFHLQÀDWLRQ &3, 
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Figure 3.3.,QÀDWLRQDYHUDJHFRQVXPHUSULFHV
(annual percentage change)
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,QLQÀDWLRQUHPDLQHGVOLJKWO\SRVLWLYH  GXHWRORZHUWRWDOGHPDQGWKDWFDUULHGDOOSULFHV
GRZQLQWKH¿UVWKDOIRIWKH\HDUDQGWRWKHVKDOORZJURZWKRIWKHVHFRQGVHPHVWHU:LWKWKHSLFNXS
RIHFRQRPLFDFWLYLW\LQDQQXDO&3,JURZWKWRWDOOHGXSXQWLO2FWREHU7KHDQQXDOLQÀDWLRQ
UDWHLVH[SHFWHGWRLQFUHDVHWRLQDQGLVIRUHFDVWDWDQGLQDQG
respectively.

$QDO\VLVE\DFFRXQW

CRQVXPSWLRQ
The economic growth of 2004-08 was accompanied by improvements in several indicators of households
and per capita income. In H1 2010, monthly average income totalled GEL 581.8 (USD 328.1), slightly
increasing from GEL 572.5 (USD 322.8) in 2009 (EIU).

Table 3.1.$YHUDJHPRQWKO\LQFRPH
(GEL)

118
Per household
Per capita

2004

2007

2008

Q1-Q3 2009

320.4

422.2

537.4



84.7

115.2




Source: Geostat, 2010.

0RQWKO\H[SHQGLWXUHVIRU³IRRGEHYHUDJHVDQGWREDFFR´LQFUHDVHGE\EHWZHHQDQG
UHDFKLQJ*(/LQWRWDOPRQWKO\H[SHQGLWXUHSHUKRXVHKROGLQ44&DVKFRQVXPSWLRQ
expenditure patterns have changed since 2001, with a decreasing share of food and household goods,
representing a third of total consumption expenditures and the increase of “other cash expenditure
on consumption”, which more than doubled, and of health care (by 73%).
+HDOWKFDUHIXHODQGHOHFWULFLW\DQGWUDQVSRUWDWLRQH[SHQGLWXUHVKDYHLQFUHDVHGVLJQL¿FDQWO\VLQFH
2001 and represent important categories in the monthly consumption expenditure of households,
DVDYHUDJHZDJHVLQFUHDVHGIURP*(/LQWR*(/LQ DQGIXUWKHUWR*(/
in 2009). On the other hand, total monthly expenditure per household in 2008 left no scope for
savings, as it reached GEL 535.7.
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Table 3.2.$YHUDJHPRQWKO\H[SHQGLWXUHSHUKRXVHKROG
(GEL)
2001

2007

2008

7RWDOFRQVXPSWLRQH[SHQGLWXUH

294.4

396.8

472.8

Q1-Q3 2009
464.4

7RWDOFDVKH[SHQGLWXUHRQFRQVXPSWLRQ

201.8

322.6

386.2

377.1

Food items, alcohol, tobacco



155.7

177.5



Clothing and footwear

12.2

15.3

17.7

15.2

Household items



12.3

13.8

12.8

Health care

11.5



38.2



Fuel and electricity

17.1







Transportation

12.4

30.0

39.5

37.7

Education and recreation

7.3

12.8

13.5

15.1

Other cash expenditure on consumption

9.2



39.3



Consumption in kind

92.8

74.1



87.2

Other expenditure – total

27.2







Agriculture

5.8

8.5

9.3



Social transfers

0.7

12.4



13.5



21.3

31.5

38.1

-

4.4

9.5

4.5

7RWDOFDVKH[SHQGLWXUH

228.9

369.2

449.0

442.9

7RWDOH[SHQGLWXUH

321.7

443.4

535.7

530.1

Savings or lending
Investment

Source: Geostat, 2010.

Table 3.3. $YHUDJHPRQWKO\H[SHQGLWXUHV
(GEL)

2004

2007

2008

Q1-Q3 2009

Per household

379.1

443.4

535.7

524.0

Per capita

100.2

120.9

145.9

142.3
Source: Geostat, 2009.

7KH$XJXVWZDUDQGWKHJOREDO¿QDQFLDOFULVLVGHHSO\DIIHFWHGKRXVHKROGV¶FRQVXPSWLRQ7KH
structure of their expenditure changed considerably. According to a survey by Caucasus Barometer
in 2009, 14% of households believed they had enough money for clothing and food, but not enough
for other expenditures;4 28% of respondents indicated that they had enough money for food, but
not enough for clothing; while 22% of respondents replied that they did not have enough money for
food. Only 2% indicated that they had enough money for both food and clothing and could afford
durables such as a refrigerator.

*RYHUQPHQWH[SHQGLWXUHVDQGUHYHQXHV
7KDQNV WR ORZHU WD[HV WKDW HQKDQFHG WD[ FROOHFWLRQ DQG WR WKH VHYHUDO UHIRUPV LQ WKLV ¿HOG WKH
government’s revenues increased seven-fold, from GEL 0.8 billion in 2002 to GEL 5.5 billion in 2008,
before declining to GEL 4.9 billion in 2009 due to the crisis (-10.9%). The share of taxes in total
UHYHQXHLQFUHDVHGIURPLQWRLQIRUDIROGLQFUHDVHRIWD[HVLQWKHVDPH
SHULRGIURP*(/PLOOLRQWR*(/ELOOLRQ,QRUGHUWRUHFRYHUIURPWKH$XJXVWZDU
Georgia also received grants and credits from international organisations for a total of USD 4.5 billion
over 2008-10 to rebuild damaged infrastructure and allocate social help for displaced persons.
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Table 3.4.'RQRUSOHGJHVE\VHFWRU
(USD million)
Pledge
Banking

853

Transport



Budget and macro-financial support



Energy

381

Internally displaced persons

350

Private and financial sector

252

Urban and municipal

211

Immediate

100

Other

355

Not allocated



Total

4 536
Source: World Bank.

Due to the crisis, increases were made in the budget under the items “social expenditures: other
H[SHQVHV´  ³VXEVLGLHV´  DQG³VRFLDOEHQH¿WV´  

Table 3.5.(YROXWLRQRIJRYHUQPHQWGHEWUHYHQXHDQGH[SHQGLWXUH
(GEL million)
2002

2008

2009

2010

Revenue

802.7

5 517.7

4 917.0

5 188.2

Taxes







4 382.0

Social contributions

154.8

-

-



Grants





387.7

343.0

Other revenue

57.4

359.0





839.7

5 554.7





93.9

913.1





183.1

1 508.8

879.9

-

-



119.3

Expenses
Compensation of employees

120

Use of goods and services
Consumption of fixed capital
Interest

229.9
225.5



979.8

Subsidies

92.0



447.3

1 488.2

Grants



858.9





258.9



1 419.9

-288.1

0.0





-

Social benefits
Other expenses
Net operating balance

-37.0

-37.0

-450.3

-

Net acquisition of non-financial assets

100.0





-

-137.0



-1 197.0

-

4 843.3





-

Net lending (+) / borrowing (-)
Debt at the end of the period, of which:
Domestic debt

1 520.3

1 458.9



Foreign debt

3 323.0



4 532.0
Source: Ministry of Finance of Georgia.
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The crisis increased Georgia’s total external debt. In 2008, it grew by USD 900 million to USD 7.9 billion,
with 75% of public debt. In 2009, external debt grew further by around USD 1 billion to USD 8.7 billion,
with 95.2% denominated in foreign currency.

Table 3.6.*URVVH[WHUQDOGHEWSRVLWLRQ
(USD billion)
'HFHPEHU 'HFHPEHU 31 June 2010
7.87

Total external debt

8.71

8.72

Total external debt in foreign currencies

7.49

8.28

8.29

Total external debt in national currency

0.38

0.44

0.43

Source: National Bank of Georgia (NBG).

Public sector, banking sector and intercompany debts represent a little more than 70% of Georgia’s
total debt.

Table 3.7.7RWDOH[WHUQDOGHEWE\VHFWRUV
(30 June 2010)
USD billion

% total debt

8.7

100.0

Public sector debt

2.9

32.8

NBG debt

0.9

9.7

Banking sector debt

1.5



Intercompany lending

2.2

25.3

Other sectors’ debt

1.3

15.4

Total external debt

Source: tabled by authors, NBG, 2010.

Investments
FDI strongly increased between 2003 and 2008, from around USD 0.5 billion to USD 2.0 billion in 2007.
Its share in GDP also more than doubled, from 8.4% to 17.2%, mostly due to foreign investment in
WKHSLSHOLQHSURMHFWV,QGHHGXQWLO)',ZDVSULPDULO\GLUHFWHGWRWKHFRQVWUXFWLRQRIWKHWZR
main oil and gas pipelines, the Baku-Tbilisi (BTC) and the South Caucasus (SCP) pipelines. At the
end of BTC pipeline construction, FDI was mostly directed towards the energy sector, transport and
FRPPXQLFDWLRQUHDOHVWDWHDQGPLQLQJDQGPLQHUDOSURFHVVLQJ2WKHUFDSLWDOLQÀRZVZHUHLQYHVWHG
in the banking sector and tourism. Investments in these sectors balanced the negative effect of the
FRPSOHWLRQRISLSHOLQHUHODWHGLQÀRZ
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Figure 3.4. <HDUO\IRUHLJQGLUHFWLQYHVWPHQWLQÀRZV
(USD million)
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Source: National Statistics Office of Georgia (Geostat).

$VDUHVXOWRIWKH$XJXVWFRQÀLFWDQGWKHHFRQRPLFFULVLVQHW)',IHOOWR86'ELOOLRQLQDQG
to USD 759.1 million in 2009 due to sluggish growth. It is expected to decrease further in 2010, as
HFRQRPLFDFWLYLW\ZLOOEHVORZWRSLFNXS'DWDIRU4DOUHDG\VKRZHGWKDW)',KDGUHDFKHG
86'PLOOLRQ)',LQÀRZVIRU+WRWDOOHG86'PLOOLRQEHORZLWV\HDURQ\HDU \R\ 
level in 2009 of USD 281 594 million (down from USD 1 143 031.8 million in H1 2008).
,QWKH(XURSHDQ8QLRQ (8 DFFRXQWHGIRURYHURI)',ZKLOHLQWKH(8WKH8QLWHG
$UDE(PLUDWHV 8$( DQG7XUNH\ZHUHUHVSRQVLEOHIRUQHDUO\RIWRWDO)',,QWKH(8
UHPDLQHGWKHPDMRUWUDGHSDUWQHUIROORZHGE\7XUNH\$]HUEDLMDQ8NUDLQHDQGWKH8QLWHG6WDWHV,Q
+WKH1HWKHUODQGVZHUHWKHPDLQIRUHLJQLQYHVWRUVZLWKDVKDUHRIRIWRWDO)',LQÀRZV

Table 3.8.)',LQ*HRUJLDE\HFRQRPLFVHFWRUV
(USD thousand)

122

2009

Q1-Q3 2010

Industry

139 805.12

Construction

105 218.80



98 432.03

129 235.41

147 410.29



Transport and communications
Real estate



Financial sector





Other services

51 580.22



Energy





Hotels and restaurants

37 542.34

-1 971.54

Agriculture





Total

658 400.59

433 036.08

Other

8 552.15

1 217.87
Source: Geostat, 2010.

,PSRUWVKDYHJURZQVWHDGLO\EHFDXVHRIWKHLQVLJQL¿FDQWDPRXQWRILQYHVWPHQWVGLUHFWHGWRZDUGV
manufacturing and export-oriented spheres.
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Georgia’s FDI policy is facing serious challenges related to the lack of investor interest in setting up
production facilities. Accordingly, the main emphasis of the investment policy must be to convince
LQYHVWRUVQRWRQO\WKDW*HRUJLDKDVVLPSOL¿HGDGPLQLVWUDWLYHSURFHGXUHVDQGODQGXVHUHJXODWLRQV
for issuing construction permits, but also that production in Georgia will be competitive enough to
replace imported products on the domestic market and even to export internationally.
Despite these measures, and following the August 2008 war, the government has failed to increase
WKHOHYHORILQYHVWRUV¶FRQ¿GHQFHLQWKHFRXQWU\0RUHRYHU)',VRXUFHVZLOOWHQGWRGHFUHDVHDVWKH
EXONRI)',LQÀRZVUHODWHGWRSULYDWLVDWLRQLVQHDUFRPSOHWLRQ

Trade
Although the Russian embargo had a negative impact on overall export revenues, efforts to redirect
domestic output to other markets have proved partially successful. Overall there has been a shift in
export composition away from foodstuffs and agricultural products towards resource-based exports
and, to some extent, high-technology products. Five main categories of products account for over
70% of Georgia’s export structure: prepared foodstuffs, cement, mineral products, base metals,
chemical products, and machinery and equipment. Metals including ferrous metals, copper, gold and
other minerals account for 20% of exports. Moreover, in 2007-08 Georgia’s main cement factories
were rehabilitated giving rise to a sharp increase in cement export.

Table 3.9.7UDGHUHSDLUVDQGPRWRUYHKLFOHVSHUVRQDODQGKRXVHKROGJRRGV
VHFWRUV
2007

2008

2009

Q1-Q3 2010

Turnover (GEL million)



9 238.0

7 279.1



Production value (GEL million)

1 150.5



1 211.4



51 148.0

55 278.0

48 892.0



Number of employed (persons)

Source: Geostat, 2010.

)RUHLJQWUDGHKDVVLJQL¿FDQWO\SLFNHGXSVLQFHZLWKDVHYHQIROGLQFUHDVHIURP86'ELOOLRQ
in 2000 to USD 7.8 billion in 2008. Exports increased by USD 1.2 billion (from USD 0.3 to 1.5 billion)
FRPSDUHG WR D QLQHIROG LQFUHDVH LQ LPSRUWV IURP 86'  WR  ELOOLRQ  ,PSRUWV KDYH EHHQ
VLJQL¿FDQWO\ LQFUHDVLQJ GXH WR WKH LQFUHDVH LQ GRPHVWLF GHPDQG OHG E\ KLJKHU ZDJHV HFRQRPLF
ERRPDQGHDV\OHQGLQJ WKHQHHGIRUPDMRUFRPPRGLWLHV IRUFRQVWUXFWLRQRLODQGJDV DQGWKH
inability of the domestic production to supply increasing demand. Exports were fuelled by increasing
international demand until September 2008.

Table 3.10. Georgian foreign trade
(USD million)
2000

2007

2008

2009

Q1-Q3 2010

1 032.1



7 553.2

5 500.1

5 230.2

Export (FOB)

322.7

1 232.9

1 497.5





Import (CIF)

709.4

5 214.1





4 002.7



-3 981.2

-4 558.2

-3 238.9

-2 775.1

External trade turnover

Balance

Source: WITS, Geostat 2010.

7KHPDVVLYHWUDGHEDODQFHGH¿FLWLVPDLQO\GXHWRWUDGLWLRQDOWUDQVLWLRQFRXQWU\FRPSRQHQWVGHFOLQLQJ
share of agriculture and the need for imported foodstuffs, the Russian ban on Georgian agricultural
products (wine) and the need to import products that are not produced domestically (oil and gas,
PDFKLQHU\WUDQVSRUWHTXLSPHQWFORWKLQJ *HRUJLD¶VODUJHQHJDWLYHWUDGHEDODQFHKDVEHHQ¿QDQFHG
E\ODUJHFDSLWDOLQÀRZV DURXQG86'ELOOLRQDUHXVHGWR¿QDQFHWKHLPSRUWRIJRRGV ZKLFKLV
unlikely to be sustainable.
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'XHWRWKHFULVLVWRWDOIRUHLJQWUDGHIHOOWR86'ELOOLRQLQ DIDOORIFRPSDUHGWR
2008), ZLWK WUDGH EDODQFH GHFUHDVLQJ E\  \R\ $V IRU 4  WUDGH WXUQRYHU KDG DOUHDG\
reached USD 5.3 billion, showing a smooth increasing trend in total trade volume. Due to falling
prices and the 2009-10 devaluation of the lari in USD terms – which lost a further 10% in June-July
2010 – trade value is expected to be stable in 2010.
0DMRUH[SRUWVXQWLOZHUHORZYDOXHLQGXVWU\SURGXFWVVXFKDVLURQDQGVWHHO IHUURDOOR\V RUHV
and metal scrap, motor cars and fertilisers. However, to cope with changing patterns in international
demand, the export structure slightly changed in 2009, with the predominance of iron and steel,
beverages, precious stones, and edible fruits and nuts (for 54.2% of total exports).
On the import side, the trade structure has not changed, including mineral fuels and products, gas,
motor cars, pharmaceuticals, electronic, computer and telecommunications equipment and wheat,
with the addition of electric machinery and equipment in 2009. Due to growing domestic demand,
DQGGHVSLWHULVLQJFRPPRGLW\DQGHQHUJ\SULFHVLPSRUWYROXPHVLQFUHDVHGVLJQL¿FDQWO\LQ
The largest category of imports is hydrocarbons (oil and gas).
The share of Commonwealth of Independent States (CIS) countries in Georgia’s foreign trade is
GHFOLQLQJVWHDGLO\([SRUWYROXPHVGHFOLQHGIURPLQWRLQDQGWRLQ
,Q+$]HUEDLMDQEHFDPH*HRUJLD¶VPDLQH[SRUWVWUDGLQJSDUWQHUZLWKDVKDUHRI
in total exports.
Georgia’s main trade partner is the EU27 with which it maintains a dynamic exchange of goods and
VHUYLFHVDFFRXQWLQJIRUURXJKO\RQH¿IWKRIH[SRUWVDQGRYHURQHTXDUWHURILPSRUWV0LQHUDOIXHOV
and agricultural products dominate Georgia’s export potential. Most ferrous metals outputs were
sold in 2008 to partners from the United States. Georgia has become a net importer of agricultural
SURGXFWVIURPEHLQJDQHWH[SRUWHUXQGHUWKH6RYLHW8QLRQ$]HUEDLMDQKDVEHFRPHWKHPDLQEX\HU
of Georgia’s cement production and main supplier of oil and gas.

Table 3.11.&XUUHQWDFFRXQWEDODQFH
2007
Current account balance (USD billion)
Current account balance (% GDP)

2008

2009

2010(e) 2011(f) 2012(f)

-2.00

-2.92



-1.35

-1.49

-1.48





-11.72

-12.04

-12.49

-11.52

Source: IMF, WEO, October 2010.
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,QWKHFXUUHQWDFFRXQWGH¿FLWDPRXQWHGWR86'ELOOLRQGRZQIURP86'ELOOLRQWKH
previous year, largely due to the drop in total demand and in world prices (trade value), and to
increased FDI.

,QIRUPDOHFRQRP\5
Before the Rose Revolution in 2003, Georgia was considered as one of the most corrupt states among
transition economies. According to Schneider,WKHDYHUDJHVL]HRIWKHLQIRUPDOHFRQRP\ZDVIRXQG
WREHRIRI¿FLDO*'3LQWUDQVLWLRQFRXQWULHVLQGRZQWRLQ*HRUJLDKDV
had by far the largest informal sector, though declining, among the 23 transition economies studied,
DPRXQWLQJWRRI*'3LQDQGWRLQ,QWKLVUDQNLQJ*HRUJLDLVIROORZHGE\
$]HUEDLMDQ LQDQGLQ DQG8NUDLQH LQDQGLQ 
7KH((6&FRXQWULHV¶DYHUDJHZDVLQGRZQIURPLQ$VDFRPSDULVRQWKH
average of the OECD countries was 13.4% in 2005.
At the time of the study, Georgia was still in the transition process from the former Soviet economic
V\VWHPWRDOLEHUDOLVHGHFRQRP\:LWKMREORVVHVFUHDWHGE\WKHUHFHVVLRQDWWKHHQGRIWKH6RYLHW
Union in 1991, the informal economy was seen as a coping mechanism for this loss of incomes,
mostly in subsistence agriculture and in manufacturing, thus explaining its high share of GDP.
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,QWKHXQHPSOR\PHQWUDWHZDVWKHKLJKHVWDPRQJWKHSRVW6RYLHWFRXQWULHV0RUHRYHU
PRUHWKDQKDOIWKH*HRUJLDQSRSXODWLRQOLYHGLQUXUDODUHDVZKHUHORZLQWHQVLW\VHOIVXI¿FLHQWIDUPLQJ
KDVEHHQWKHPDMRUW\SHRIDFWLYLW\6LQFHWKH5RVH5HYROXWLRQVHULRXVIDUUHDFKLQJUHIRUPVRIODERXU
UHJXODWLRQKDYHEHHQXQGHUWDNHQLQRUGHUWR¿JKWWKHXQHPSOR\PHQWSUREOHP
Since the Rose Revolution in 2003, the government worked on reducing corruption and improving
the tax system in order to bring companies back into the formal system. The number of taxes was
GUDVWLFDOO\UHGXFHGIURPLQWRLQ±9$7  FRUSRUDWHSUR¿WWD[  SHUVRQDO
income tax (20%) and property tax (1%) – stimulating an increase in tax collection as the value of
these taxes also declined.
&RQVHTXHQWO\WKHQXPEHURIUHJLVWHUHGFRPSDQLHVURVHWRLQIURPLQ
(WTO, 2009). 7KHGUDPDWLFULVHLQSXEOLFVHFWRUVDODULHVGHUHJXODWLRQPHDVXUHVDQGVLPSOL¿FDWLRQVRI
administrative procedures in the business sphere had positive consequences on the radical reduction
of the shadow economy since 2004. Privatisations – mostly in energy and transport sectors – and
DQHDVHGOLFHQVLQJV\VWHP RQHVWRSVKRSDQG³VLOHQFHLVFRQVHQW´ KDYHDOVRSOD\HGDPDMRUUROH
in reducing corruption.
Nevertheless, high-level corruption was mentioned by the 2009 Human Rights Report as an issue
of persistent concern. Problem areas included weak democratic institutions, the lack of civil society
involvement in the planning and execution of public policy, poor property rights, and elite corruption
(US Department of State, 2010). Overall, these factors are barriers to eradicating the informal economy.

ANALYSIS BY ECONOMIC SECTOR
GDP growth mainly came from a small number of sectors, including construction and real estate,
WUDGHVHUYLFHVWHOHFRPPXQLFDWLRQVWKHEDQNLQJDQG¿QDQFLDOVHFWRUDQGPDQXIDFWXULQJ

Figure 3.5.&RPSRQHQWVRIQRPLQDO*'3E\VHFWRULQ
Agriculture, hunƟng and forestry, Įshing
Mining and quarrying
Manufacturing & processing
Electricity, gas and water supply
ConstrucƟon & real estate
Wholesale, retail trade & repair acƟviƟes
Hotels and restaurants
Transport & CommunicaƟon
Financial intermediaƟon
Government services

Source: Charted by the authors, from Geostat, 2010.

The service sector has always been dominant, with a share in GDP of 70%. Industry comes second,
accounting for 20% and agriculture third with a modest 10%.
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$JULFXOWXUH
During the last two decades, agriculture’s contribution to GDP has declined. In 1997, the agricultural
VHFWRUDFFRXQWHGIRURIWKHRYHUDOO*'3ZKLOHLQLWKDGGHFUHDVHGWR*HRUJLD¶V
PDLQ H[SRUW FRPPRGLWLHV DUH YHJHWDEOHV KD]HOQXWV WHD FLWUXV IUXLWV ZLQH PLQHUDO ZDWHU DQG
brandy. Currently, approximately half of the population lives in rural areas and 53% of the labour
force is employed in agriculture.

General overview
Table 3.12.$JULFXOWXUDOSHUIRUPDQFH
2005
Real GDP growth (GEL million)
Total output of agriculture (GEL million)
Share in GDP (%)

2006

2007

2008

2009



13 789.9



19 074.9

17 949.0

2 330.3

2 134.2

2 250.9

2 415.8

2 117.4

20.0

15.5

13.2

12.7

11.8

Plant growing (GEL million)

1 184.5

911.4



998.1

927.5

Animal husbandry (GEL million)

1 105.3



1 138.8

1 353.2

1 131.4

40.5

57.5





58.5

Agricultural services (GEL million)

Source: Tabled by the authors, Statistical Yearbook 2009.

Following independence, Georgian agricultural export products were predominantly sent to the Russian
DQG&,6PDUNHWV+RZHYHUVLQFHDQLQFUHDVLQJDPRXQWRIZLQHKD]HOQXWVDQGPLQHUDOZDWHU
has been exported to EU markets. The share of agricultural products exported to the EU has increased
from 10% in 1997 to 40% in 2007, while the share of exports to CIS markets has decreased from
90% to 55% over the same time.

Table 3.13.$JULFXOWXUDOWUDGH
(USD million)

7RWDOLPSRUWV
Food imports
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7RWDOH[SRUWV
Food exports

2005

2006

2007

2008

2009

437.5

606.3

832.5

864.5

566.9

738.4

237.1

343.2

491.0

738.3





303.9

234.9

298.6

242.7

169.0

233.9

123.4

102.2

134.5

104.4

138.1

118.7

-DQ2FW

Source: Statistical Yearbook 2009 and WITS (tabled by the authors).

Georgia lacks large-scale agriculture, machinery, high-value fertilisers and, most of all, access to
credit. Agriculture has always been neglected in favour of services, even during the Soviet period, and
remains a subsistence-based sector as land is divided into small plots usually owned by households
(specialised in fruits, vegetables and cereals). The sector employs about half of the registered labour
force and a higher share of the active population.7 Rural living standards have been declining since
1990 with the ageing of infrastructures. Despite this, the agriculture sector received only 1.5% of
budget allocation in 2009.
Government policy in agriculture focuses on the creation of agricultural and food-processing enterprises
through subsidised purchases of land, privatisations, allocations for livestock breeding, agricultural
machinery and irrigation infrastructure, and the abolition of tax on agricultural property transactions.
In 2007, 53.3% of the economically active population (about 1 million people) was employed in
agriculture. Average monthly wages remain at the second-lowest level, compared with other sectors
ZLWKWKHKLJKHVWDYHUDJHLQWKH¿QDQFLDOLQWHUPHGLDWLRQVSKHUH±*(/DQGORZHVWDYHUDJH
ZDJHVLQDJULFXOWXUH *(/ DQG¿VKLQJ *(/ 0RUHRYHUKRXVHKROGV¶LQFRPHVDUHORZHU
in rural areas than in urban ones.
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Low monthly revenues of rural households are responsible for the high rate of poverty and poor living
conditions, which are, however, improving very slowly. Although poverty incidence has diminished,
most agricultural areas are linked to poor living standards.
Georgia imports most of its agriculture needs as domestic production is specialised in tea, citrus and
JUDSHFURSV)RRGVHFXULW\LVWKHUHIRUHDPDMRULVVXHLQWKHFRXQWU\

Table 3.14.'LVWULEXWLRQRIDYHUDJHPRQWKO\LQFRPHVSHUFDSLWDE\XUEDQDQGUXUDO
areas
(GEL)
2007

2008

Urban

Rural

Urban

Rural

104.3

57.2

133.9

72.8

Wages





72.3

18.7

From self-employment





21.5

7.4

0.5



1.2

15.2

Cash income and transfers

From selling agricultural production
Property income (leasing, interest on deposits etc.)
Pensions, scholarships, assistance

1.8

0.3

1.4

0.5

10.8

11.7



18.3

Remittances from abroad
Money received from family and friends

7.0

2.4

7.1

3.4

11.4



14.4

9.3

Non-cash income
Income, total
Other cash inflows



35.0

7.5

39.5

110.3

92.2

141.4

112.2



12.9

24.0

15.5

2.0

1.2



1.1

12.7

11.7

19.5

14.3

Property disposal
Borrowing
Cash inflows, total

118.9

70.0

158.0

88.2

Cash and non-cash inflows, total

124.9

105.1



127.7

Source: Geostat 2010.

6LQFH PLG SURGXFWLRQ KDV GLYHUVL¿HG D OLWWOH ZLWK WKH DGGLWLRQ RI YHJHWDEOHV KRUWLFXOWXUH
tobacco, perennial plants and livestock (cattle, pigs, poultry and sheep). The share of agriculture
LQWRWDO*'3KDVEHHQGHFUHDVLQJVLQFHWRLQ IURP 7KLVFDQEHDWWULEXWHG
to the increase in the share of other sectors. Production decreased by 13.3% in real terms between
2005 and 2009, to USD 1.4 billion. Agriculture’s share in GDP is expected to stabilise at around 10%
RI*'3LQ DVUHJLVWHUHGLQ4 

Table 3.15.*URVVKDUYHVWRIDJULFXOWXUDOFURSV
(thousand tonnes)
2002

2003

2007

2008

2009

Potatoes

415.3

425.2

229.2

193.4



Vegetables



430.1

190.3



170.3



130.8

8.8

30.2



Perennial plants





227.5



181.2

Citruses

Fruit

33.1

59.2

98.9

55.2

70.3

Grapes

90.0

…

227.3

175.8

150.1

Tea

24.0

25.5

7.5

5.4

5.8

Source: Statistical Yearbook of Georgia, 2009.
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Table 3.16. /LYHVWRFNSURGXFWLRQ
(thousand tonnes)

2002

2003

Meat (slaughtered weight)



108.9



53.7

54.4

Milk

742.1







551.4

Eggs (million)

408.8

458.1

438.1

437.5



2

2

1.9

1.7

1.8

Wool

2007

2008

2009

Source: Statistical Yearbook of Georgia, 2009.

6LQFHMRLQLQJWKH:RUOG7UDGH2UJDQL]DWLRQ :72 LQ*HRUJLDKDVQRTXDQWLWDWLYHUHVWULFWLRQV
on trade, has low tariffs (MNF) and free trade agreements with several countries, notably the CIS
countries. However, agriculture’s share in total exports8 is very volatile, depending as much on the
export performance of the industry and services sectors, as on the yearly harvest. In 2000, its
VKDUHZDVRIWRWDOH[SRUWVIDOOLQJWRD\HDUODWHU7KHVKDUHKDGEHHQVWDEOHEHWZHHQ
DQGDWDURXQGRQDYHUDJH7KHEDQRI*HRUJLDQZLQHE\5XVVLDLQ±ZKLFK
ZDVWKHPDLQLPSRUWHURIWKHFRXQWU\¶VPDMRUH[SRUWFRPPRGLW\DWWKDWWLPH±DORQJVLGHWKHH[SRUW
performance of the industry sector since 2005 (due to high international prices), led the share of
DJULFXOWXUHWRIDOODQGWRUHDFKDOHYHODVORZDVLQ,WRQO\SLFNHGXSWRLQGXH
to the dramatic decline of industrial and services exports, linked to the crisis.

Figure 3.6.6KDUHRIDJULFXOWXUH
in H1 2010 (percentage)
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Figure 3.7. 9DOXHRIDJULFXOWXUH
in H1 2010 (USD thousand)
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Source: Tabled by the authors, from Geostat.

,QDJULFXOWXUDOLPSRUWVDQGH[SRUWVZHUHVLPLODUWRWKH¿JXUHVLQWHUPVRIYDOXHEXW
UHYHUVHGLQWHUPVRIVKDUHDVH[SRUWVRXWSDFHGLPSRUWV DJDLQVWUHVSHFWLYHO\ 
Viticulture and wine-making are very important and Georgia is one of the oldest centres of expertise
LQWKLV¿HOG7KHFRXQWU\XVHGWREHWKHPDMRUZLQHSURGXFHUGXULQJWKH6RYLHW8QLRQEXWDIWHU
independence, production collapsed due to outdated equipment. Nonetheless, the wine industry
SHDNHGEHWZHHQDQGZKHQ5XVVLDZDVLPSRUWLQJRIWRWDO*HRUJLDQZLQHSHU\HDU
(59.3 million bottles).9+RZHYHUWKH5XVVLDQEDQRQ*HRUJLDQZLQH UHSRUWHGO\IRUIDOVL¿FDWLRQ
and counterfeiting) deeply harmed the sector and caused losses of USD 50 million (assuming that
ZLQHH[SRUWVLQUHPDLQHGDWWKHVDPHOHYHORIWKHSUHYLRXV\HDU DSSUR[LPDWHO\86'PLOOLRQ
for mineral water and USD 12 million for ethyl spirits. The overall cost of the Russian ban on Georgian
H[SRUWVDPRXQWHGWR86'PLOOLRQLQ 1%* 
Many European investors have invested in the wine industry in Georgia, such as the French group
Pernod Ricard, the largest shareholder in the Georgian Wine & Spirits Group. In January-August 2008,
the value of wine exports was USD 22.2 million. The priorities of the wine industry are now to develop
new export markets – such as the CIS, EU (mainly the United Kingdom and Poland), the United States
DQG&KLQD±DQGWRLPSURYHTXDOLW\DFFRUGLQJWR/HYDQ.REHULG]H'LUHFWRURI*:610
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0DMRUSUREOHPV
Georgia’s poor agriculture can be explained by:
ŀ

ageing agricultural infrastructure (irrigation systems, etc.);

ŀ

weakly developed processing industry, low quality of production and of fertilisers;

ŀ

lack of modern technology;

ŀ

lack of Research and Development (R&D) centres and of information and consultation (extension)
services;

ŀ

lack of greenhouses, production depending solely on weather conditions leading to uncertain
outcomes year-on-year;

ŀ

the lack of slaughterhouses, with questions of sanitary and phytosanitary measures;

ŀ

unprotected designations of origin, geographical indicators and trademarks, far from international
standards;

ŀ

OLWWOH DFFHVV WR ¿QDQFLDO UHVRXUFHV KLJK LQWHUHVW UDWHV DQG ORZ DFWLYLW\ OHYHO RI WKH LQVXUDQFH
bodies.

In this context, production volatility is one of the main reasons why the banks11 are reluctant to
issue loans to farmers, who, in turn, cannot buy the machinery, fertilisers and technology necessary
to increase production, and thus to improve quality. Other reasons include: length of return on
investment, underdeveloped infrastructures and weak production management. Crop production
is also hindered by other important factors, such as insurance companies’ refusal to insure crops.
Consequently, interest rates are very high and bank borrowing very costly, meaning that only a small
number of farmers can access loans. Farmers lack investment resources and they operate on limited
ZRUNLQJFDSLWDO7KXVWKHLPSURYHPHQWRIFUHGLWDQG¿QDQFLDOPHFKDQLVPVDORQJVLGHPRGHUQLVDWLRQ
and crop development are crucial for the development of the sector.
The issue of meat production is directly tied to the development of annual and perennial hay cultivation.
In 2003-08, the two dropped dramatically from respectively 48 800 and 130 800 tonnes in 2003 to
5 000 and 30 200 tonnes in 2008. The serious decline was also observed in meat production, as it
VOXPSHGIURPWRQQHVLQWRWRQQHVLQ
Irrigation is of particular importance for Georgian agriculture. East Georgia, with its dry continental
climate, requires intensive irrigation while the surplus of water in certain regions of western Georgia
QHFHVVLWDWHVHI¿FLHQWGUDLQDJHV\VWHPV,QYDULRXVVHFWLRQVRILUULJDWLRQLQIUDVWUXFWXUHZLWKD
total length of 150 km were renovated and two main supervisory control stations were built.12 Low use
of chemical fertilisers means that Georgia has considerable potential to develop organic agriculture.
As most of the farmers are owners of small land plots, preventing large-scale production, focusing on
increased product quality would lead to a higher value-added product, and thus to a higher market
price and increased farmers’ revenues.

3ROLF\LPSOLFDWLRQV
The government’s agricultural policy focuses on the creation of agricultural and food-processing
enterprises through subsidised purchases of land, privatisations, allocations for livestock breeding,
agricultural machinery and irrigation infrastructure, the abolition of several taxes, and access to
credit and technology. Several policies have been adopted since 2005. In 2009, the government even
LPSOHPHQWHGSURMHFWVIRUFOHDQZDWHUDQGLUULJDWLRQV\VWHPVZRUWK*(/ DFFRUGLQJ
to the Ministry of Infrastructure).
In order to attract capital, the “Law on Privatisation of Agricultural Land Existing in State Ownership”
HQWHUHGLQWRIRUFHLQ-XO\DQGLVVWLOORQJRLQJ,WVPDLQREMHFWLYHLVWRFUHDWHODUJHIDUPV7KH
UHPDLQLQJKDRIVWDWHRZQHGDJULFXOWXUDOODQG13 was considered for privatisation, with a
minimum land area of 3 ha per purchase. The process is supervised by the Ministry of Economic
'HYHORSPHQW RI *HRUJLD DQG LWV UHJLRQDO RI¿FHV  1RQOHDVHG VWDWHRZQHG ODQGV DUH VXEMHFW WR
special auctions (followed by open auctions) to Georgian nationals – individuals or communities. On
WKHRWKHUKDQGOHDVHGDJULFXOWXUDOODQGLVVXEMHFWWRGLUHFWVDOHVRUGLUHFWVDOHVXQGHUFRPSHWLWLRQ
and is not bound by the buyer’s origin.
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To attract further foreign capital, tax cuts were allowed by the government which, under the liberalisation
RIWKHWD[V\VWHPDEROLVKHGWD[HVRQSURSHUW\ RQSORWVVPDOOHUWKDQ¿YHKD SURSHUW\WUDQVDFWLRQV
SUR¿WWD[9$7RQSULPDU\VXSSO\RIDJULFXOWXUDOSURGXFWVDQGLPSRUWGXW\RQDJULFXOWXUDOHTXLSPHQW
7KHSURMHFW³1HZ(QWHUSULVHVRI5XUDO$UHDV´ZDVODXQFKHGLQIRUD\HDU,WVPDLQREMHFWLYH
ZDVWRWDUJHWUXUDOHPSOR\PHQWWRFUHDWHMREVE\IDFLOLWDWLQJWKHHVWDEOLVKPHQWRIUXUDOHQWHUSULVHV
and exports. Entrepreneurs are allowed to purchase state-owned agricultural land at preferential
prices on condition that they foster infrastructure development and employment. By mid-2010, four
SURMHFWVKDGEHHQGHYHORSHGIRUDWRWDODPRXQWRI*(/PLOOLRQKDOIIURPGRPHVWLFDQGKDOIIURP
foreign capital.
The “Cheap Credit” programme was also launched in 2008 and is supervised by the Ministry of
Economy and Sustainable Development. The programme aims at enterprise development in agriculture,
recycling and tourism, promoting easier access to credit at lower interest rates and long maturity
terms.14 Loans are issued on favourable conditions with grace periods, lower interest rates and longer
WHUPV7KDW\HDUSURMHFWVZHUH¿QDQFHGE\WKLVLQLWLDWLYHIRUDWRWDORI*(/PLOOLRQRIZKLFK
*(/PLOOLRQZHUHDOORFDWHGWRDJULFXOWXUDOFRPSDQLHV PDLQO\LQIUXLWVDQGYHJHWDEOHVWHD
SRXOWU\DQGMXLFHQXWVDQGJUDLQSURFHVVLQJGDLU\DQGPHDWFROOHFWLQJFRPSDQLHV IRUDSSUR[LPDWHO\
EHQH¿FLDULHV 0LQLVWU\¶VSULPDU\HVWLPDWHV ,QQHZSURMHFWVZHUH¿QDQFHGIRUD
total of GEL 2.5 million, out of the allocated GEL 20 million.
$¿QDOPHDVXUHZDVGXHWRHQWHULQWRIRUFHLQIROORZLQJWKHFULVLV7KH$JULFXOWXUDO'HYHORSPHQW
Strategy (2009-10) was aimed at fostering food safety, modernising machinery and promoting organic
farming but was not approved by the government.
Next steps in the agricultural sector are:
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ŀ

Increasing effectiveness and commercialisation of the agricultural sector – the direct share of
the average farming enterprises in the agricultural sector. By 2015, agriculture products’ exports
are to be brought up to 25% of the total and lands supplied with irrigation systems will be
enlarged 2.5 times (from 130 000 to 300 000 hectares).

ŀ

More than 200 enterprises for processing agricultural products will be created – more than
10 000 people will be employed and about 100 000 persons will be involved in the process.
Development of the agricultural sector will enhance successful implementation of the
governmental programme “100 New Processing Plants in Rural Areas”.15

The Georgian government has started the process of harmonising its legislation with EU food law,
compatible both with the EU and the WTO, and the development of secondary legislation to ensure its
HQIRUFHPHQWDQGVPRRWKRSHUDWLRQ7KH³/DZRI*HRUJLDRQ)RRG6DIHW\DQG4XDOLW\´ZDVDGRSWHGLQ
December 2005. Due to the fragmented structure of the agro-food sector and the important role of
household agriculture in ensuring food security, it was decided to exclude small and artisanal foodSURFHVVLQJ¿UPVIURPWKHOLVWRIWKHRI¿FLDOFRQWURORIIRRGVDIHW\GXHWRWKHIUDJLOLW\RIWKHLUEXVLQHVV
The implementation process of the special enforcement clause of the Laws on “Food Safety and
4XDOLW\´RQ³9HWHULQDU\0HGLFLQH´DQGRQ³3URWHFWLRQRI3ODQWVDJDLQVW+DUPIXO2UJDQLVPV´ZHUH
postponed in 2009 for a further two to seven years.

3ROLF\UHFRPPHQGDWLRQV
On value-added (product quality):
ŀ

Develop the production of organic products. Georgia already has a niche in the market due to a
lack of chemical fertilisers.

ŀ

Create agricultural R&D centres: to improve technological inputs (and thus output quality), to
meet international standards for sanitary and phytosanitary measures.

ŀ

Reinforce the Ministry of Agriculture and Food’s scope to provide sound economic trends of
domestic and international agriculture markets.

ŀ

Create pharmaceutical alcohol out of viticulture (not only wine).
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On the quantity produced:
ŀ

'LYHUVLI\ DJULFXOWXUH WRZDUGV ¿VKHULHV RU RWKHU W\SHV RI FURSV IHUWLOH ODQG ZKHUH PDQ\ FURS
species can be cultivated).

On rural employment:
ŀ

Develop agri-business.

ŀ

Develop other rural sectors.

2Q¿QDQFLQJ
ŀ

Ease access to bank loans.

ŀ

'HYHORS QHZ PHDQV RI ¿QDQFLQJ WKURXJK GLIIHUHQW LQVWLWXWLRQV PLFURFUHGLW VWRFN H[FKDQJH 
and FDI.

Industry
General overview
7KHLQGXVWULDOVHFWRUDFFRXQWHGIRULQGRZQIURPLQ8QGHUWKH6RYLHW
system, Georgia was allocated mostly the production of iron and steel and of machine tools, but also
in aircraft factories and in auto plants. The sector now includes mining (minerals and water), energy
(electricity), manufacturing (mineral fertilisers, cement and chemicals), food-processing, breweries
and distilleries, and construction.
In 2009, industry accounted for 87.4% of total goods exports and 93.4% of total goods imports.
The main imports include mineral fuels, motor cars, electrical machinery and medicaments, while
the main exports are iron and steel, and processed agricultural goods.
,QGXVWU\HPSOR\VDURXQGRIUHJLVWHUHGZRUNHUVSHUVRQVLQ4EXWWKHFRQVWUXFWLRQ
DQGPLQLQJVHFWRUVDUHNQRZQWRLQFOXGHDODUJHVKDUHRILQIRUPDOHPSOR\PHQW7KHVHFWRUKDVEHQH¿WHG
most from reforms since 2003, mostly in the energy sector which has been growing rapidly in the
last three years. However, a decline was observed even before the two crises in 2008, though they
considerably accelerated the recession in industry with diminishing employment rates in the sector.

Table 3.17.$QQXDODYHUDJHQXPEHURIHPSOR\HGLQLQGXVWULDOVHFWRUV
(per thousand persons)
2006

2007

2008

2009

H1 2010

87 303

86 096

83 665

31 2678

166 999



4 447



17 375

9 524

Manufacturing



58 305



208 809



Electricity, gas, water supply

24 792

23 344

22 441



40 820

,QGXVWU\WRWDO
Mining and quarrying

Source: Geostat, 2010.

Table 3.18.2XWSXWRISURGXFWVLQLQGXVWULDOVHFWRU
(GEL million)

,QGXVWU\WRWDO
Mining and quarrying
Manufacturing
Electricity, gas, water supply

2006

2007

2008

2009

H1 2010

2 779.0

3 583.3

3 821.8

3 310.9

2 052.2

235.1

277.3





119.7

1 919.1

2 532.9

2 804.5

2 333.4

1 503.4



773.1

755.3



429.1

Source: Geostat, 2010.
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The main feature of the Georgian industry sector is the lack of SMEs and the extremely high share
of large enterprises in total turnover and employment (e.g. extreme monopoly in the commodity
PDUNHW /DUJH¿UPVKDYHEHHQEHQH¿WLQJPXFKPRUHIURPWKHHFRQRPLFGHYHORSPHQWWKDQVPDOO
enterprises.

Table 3.19.)LJXUHVE\VL]HRIHQWHUSULVHV
(2008)
Total
Share of turnover of enterprises (%)
Number of employed persons

Large

Medium

Small

100

89.8



3.3

349 250

209 532

74 443



Source: Entrepreneurship in Georgia, Department of Statistics, 2009.

7KHUHDUHPDMRUEXVLQHVVRSSRUWXQLWLHVLQWKLVVHFWRUIRUH[DPSOHLQDXWRPRELOHSODQWV IRUPRWRU
parts), pharmaceuticals (medicaments), information technology and food-processing. Manufacturing,
mining and construction provided employment to 10.5% of the total employed labour force and
contributed 21.7% of GDP in 2008. Energy and agro-processing, however, represent the most
important constituents of the sector.

(QHUJ\VHFWRU
7KHHQHUJ\VHFWRUKDVPRVWO\EHQH¿WHGIURPPDFURHFRQRPLFUHIRUPVVLQFH7KHVHFWRUKDV
suffered from ageing infrastructures, disruptions in supplies and massive corruption (mostly in
electricity in terms of collection and price control). Reforms resulted in better payment collection,
ending electricity sector debts and diversifying supply in the gas sector. Tariffs were privatised and
are managed by an independent body which has considerably lowered corruption. Liberalisation for
WKHLQGXVWULDOPDUNHWLQWKHJDVDQGHOHFWULFLW\VSKHUHVZDVFRPSOHWHGLQDQGUHVSHFWLYHO\
7KH0LQLVWU\RI(QHUJ\LVUHVSRQVLEOHRQO\IRUSROLF\PDNLQJZLWKWKHREMHFWLYHVRIHQVXULQJHQHUJ\
safety, supporting the construction of new power plants and renovating infrastructure systems via
SULYDWLVDWLRQDQGUHIRUPVGLYHUVL¿FDWLRQRIHQHUJ\VRXUFHVDQGFRPPHUFLDOLVDWLRQDQGSURPRWLRQ
of the sector domestically and abroad.

Electricity
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6LQFHWKHFRXQWU\¶VLQGHSHQGHQFHHOHFWULFLW\KDVEHHQVXEMHFWWREODFNRXWVDQGZDVWKHPRVWFRUUXSW
sector of the economy. Privatisation and deregulation have helped to raise capital to modernise
infrastructures, and improve billing and collection methods. The quality of services in the electricity
sphere improved thanks to investments in the energy infrastructure and to better maintenance.
(OHFWULFLW\JDVDQGZDWHUVXSSO\PDGHXS *(/PLOOLRQ RIWRWDOLQGXVWU\SURGXFWLRQLQ
WKH¿UVWTXDUWHURI6LQFHSULYDWLVDWLRQWKHVWDWHIXQFWLRQLVIRFXVHGRQSROLF\GHYHORSPHQW
and regulatory functions, while the private sector has become the operator.
Though the production, generation and distribution of electricity are privately owned,17 the state
VWLOOUXQVWUDQVPLVVLRQOLQHVDQGRZQVWKHWKUHHPDMRUJHQHUDWLRQSODQWV(QJXUL+337ELOVUHVL733
and Vardnili HPPs. As a result, not only did Georgia succeed in drastically reducing corruption and
stabilising a 24-hour electricity supply, but the country also exported the production surplus to
QHLJKERXULQJFRXQWULHV $UPHQLD$]HUEDLMDQ5XVVLDDQG7XUNH\ $YHUDJHFRQVXPSWLRQRIHOHFWULFLW\
IURPWRDPRXQWHGWRELOOLRQN:KRIWKHELOOLRQSURGXFHGRIZKLFKFDPH
from hydropower plants (green energy) and 15% from thermal sources. Yet, Georgia is far from
full capacity as, according to the Ministry of Energy, hydropower plants have an annual potential of
15 000 MW while current production only uses 15% of these resources. Utilisation of this capacity
would ensure increased exports and increased revenues for the country.
Overall, 8.3 billion kWh electricity was produced in Georgia in 2008, i.e. 1.3% more than in 2007.
Despite the fact that electricity consumption increased more rapidly (by 3.4%) than production, the
annual balance for 2008 remained positive, to a surplus of 30.9 million kWh; hydropower plants
produced 5% more electricity, while thermal power plants produced 15.2% less yoy.
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Table 3.20.%DODQFHRIHOHFWULFLW\
(kWh billion)
2007

2008

2009

8.3



8.9

by HPP



7.3

7.7

by thermal PP

1.5

1.3

1.2

Total generation

Import/export

0.2

0.3

0.5

Consumption

8.1

8.3

8.4

Transmission losses

0.2

0.2

0.2
Source: Ministry of Energy of Georgia.

'XHWRWKHVHLQFUHDVHVLQSURGXFWLRQLWEHFDPHSRVVLEOHWRH[SRUWDSSUR[LPDWHO\PLOOLRQN:K
LQRIZKLFKZHQWWR5XVVLDWR7XUNH\DQGWR$]HUEDLMDQ'HVSLWHWKLV
FRQVHTXHQWLQFUHDVHRIH[SRUWV*HRUJLDVWLOOQHHGHGWRLPSRUWPLOOLRQN:KDWWKHVDPHWLPH
RIZKLFKPLOOLRQN:KIURP5XVVLDPLOOLRQN:KIURP$]HUEDLMDQDQGPLOOLRQN:K
from Turkey.18
There will be no increase in electricity production without the construction and rehabilitation of
transmission lines. Domestic, high-voltage transmission lines are already established and are linked
ZLWK $]HUEDLMDQ 5XVVLD DQG 7XUNH\ ZKLFK UHSUHVHQW WKH PRVW SUR¿WDEOH H[SRUW SRWHQWLDO 1HZ
transmission lines are being built to support 400-500kV between Georgia and Turkey (to be completed
in 2011), and between Georgia and Armenia to start by the end of 2010. Consequently, export
FDSDFLW\ZLOOVLJQL¿FDQWO\LQFUHDVH)RUH[DPSOHH[SRUWFDSDFLW\WR7XUNH\LVH[SHFWHGWRLQFUHDVH
DQQXDOO\IURP*:KWR*:KZLWKIXUWKHULQFUHDVHVWR*:KWR$]HUEDLMDQDQGWR
1 000 GWh to Armenia.
This regional synchronisation should lead to a better coverage of the population in these countries,
increasing market share and decreasing tariffs. This, in turn, could increase competitiveness and
thus exports.
+RZHYHU WKHUH LV D PDMRU SUREOHP ZLWK HOHFWULFLW\ VXSSO\ VHFXULW\ ,QGHHG WKH PRVW SURGXFWLYH
hydropower plant is located in the separatist region of Abkhasia: the turbines and generators are
LQWKHFRQÀLFW]RQHZKLOHWKHGDPLWVHOILVLQWKHFRQÀLFWIUHHWHUULWRU\RI*HRUJLD,QFUHDVLQJWKH
SURGXFWLRQFDSDFLW\RIRWKHUSODQWVLQWKHFRXQWU\VKRXOGEHDPDMRUIRFXVLQRUGHUWRDYRLGSRVVLEOH
blackouts resulting from political uncertainties and tensions in Abkhasia.
The energy infrastructure in Georgia consists of 20 hydropower plants with a total installed capacity
RI0:ZRUWK86'ELOOLRQLQLQYHVWPHQWV7ZRQHZK\GURSRZHUSODQWFRQVWUXFWLRQSURMHFWV
VWDUWHGLQ%DNKYL FDSDFLW\RI0:FRVWRI86'PLOOLRQ 0WNYDUL FDSDFLW\RI0:FRVW
RI86'PLOOLRQ ,QDGGLWLRQIRXUQHZK\GURSRZHUSODQWVZLOOEHEXLOWLQFRPLQJ\HDUV)RUW\VL[
SRZHUSODQWVDUHRSHUDWHGE\IRUHLJQDQGGRPHVWLFLQYHVWRUV,QWHU5DR 5XVVLD (QHUJRSUR &]HFK
Republic), EPC (China) and German, Ukrainian, Georgian companies. The distribution sphere is mainly
managed by three private companies: Inter-RAO, Energo-pro and Akhema Group (Lithuania). Two
companies have been operating in the transmission sphere, one owned by the state and another in
a state partnership with Inter-Rao.

Oil and gas pipelines
Georgia has minimal oil and gas reserves and relies on imports mainly from Russia and an increasing
VKDUH IURP $]HUEDLMDQ 6LQFH  VWDWH VXEVLGLHV KDYH EHHQ LQYHVWHG LQ SURMHFWV DLPHG DW WKH
rehabilitation and modernisation of natural gas pipelines. In 2007, 40% of gas was imported from
$]HUEDLMDQDQGIURP5XVVLD'HVSLWHWKHGURSLQLQWHUQDWLRQDORLOSULFHVLQWKHLPSDFW
on the local fuel market was masked by monopolist importers and distributor companies who were
UHOXFWDQWWRUHÀHFWWKLVGHFUHDVH
In order to reduce dependence on Russian gas, an agreement was signed in December 2008 with
$]HUEDLMDQWRVXSSO\*HRUJLDIRU¿YH\HDUVRQWKHEDVLVRIDSUHGH¿QHGSULFHVFKHPH7KH$XJXVW
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war demonstrated the need for Georgia to build underground natural gas storage. The storage
FDQUHGXFHWKHULVNRILQWHUUXSWHGVXSSOLHV$QDSSURSULDWHJHRORJLFDOUHJLRQKDVEHHQLGHQWL¿HGLQ
Ninotsminda where gas storage reserves will be built.
In 2008, 1.47 billion m3 of gas was supplied to Georgia, 12.7% less than in 2007. The main reason
for this decline is that cement factories decreased their consumption by 153 million m3 – which was
replaced by coal.19

Table 3.21.1DWXUDOJDVVXSSO\WR*HRUJLD
(m3 million)

Total supply of natural gas

2007

2008

2009



1 471.0

1 184.0*

Note: *Imported.
Source: Georgian National Energy and Water Supply Regulatory Commission, 2009.

Thanks to the large-scale rehabilitation and modernisation of gas pipes, implemented by international
energy companies and foreign donors, energy security in the country has improved.
Georgia became a main transit corridor for energy commodities with three main pipelines running
through its territory. In 2009, crude oil transition on the territory of Georgia increased by 25%.

Box 3.1.0DMRUSLSHOLQHVLQ*HRUJLD
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ŀ

%DNX7ELOLVL&H\KDQ %7& FUXGHRLOSLSHOLQHIURP$]HUEDLMDQWR7XUNH\ RQNPRXW
RINP OLQNLQJWKH&DVSLDQDQG0HGLWHUUDQHDQ6HDVIRUDWRWDOFRVWRI86'ELOOLRQ,Q
PLOOLRQEDUUHOVIURP$]HUEDLMDQZHUHWUDQVSRUWHGE\%7&D\R\LQFUHDVHRI
7KHFXUUHQWFDSDFLW\LVEDUUHOVRIRLODGD\ IURPDWRWDOFDSDFLW\RIPLOOLRQ 

ŀ

%DNX6XVSVD :5(320  IURP $]HUEDLMDQ WR :HVW *HRUJLD RQ  NP RXW RI  NP 
RSHUDWHGE\%3VLQFHDQGRZQHGE\$]HUEDLMDQ,QWHUQDWLRQDO2LO&RQVRUWLXP $,2& 7KH
capacity of Supsa Terminal is 220 000 barrels per day (around 80 million per year). In 2009,
31.4 million barrels were transported by WREP to Supsa Terminal, a six-fold increase yoy.

ŀ

%DNX7ELOLVL(U]UXP %7( South Caucasus Gas Pipeline cost USD 1 billion and has a current
capacity of 8.8 billion m3 per year (up to 20 billion m3LQ IURP$]HUEDLMDQWR*HRUJLD
Turkey and Europe. The agreement allows for transit tariffs to be replaced by Georgia’s taking
5% by volume of the gas passing through the pipeline. In addition, Georgia was granted
a concession to buy additional quantities up to 0.5 billion m3 annually at an initial price of
USD 55 per 1 000 m3, rising by no more than 1.5% per year to 2030.

The North-South 0DLQ *DV 3LSHOLQH 5HKDELOLWDWLRQ SURMHFW LV ¿QDQFHG E\ WKH 86 0LOOHQQLXP
Challenge Corporation and cost USD 44.5 million. It runs entirely through Georgia for 221 km
WRJXDUDQWHHJDVVXSSOLHVIURP5XVVLDWR*HRUJLDDQG$UPHQLD7KHSXUSRVHRIWKHSURMHFWLVWR
rehabilitate damaged sections of the pipeline (22 sections).
Other pipelines include the 1DEXFFR :KLWH 6WUHDP and 7UDQV&DVSLDQ SLSHOLQHV SURMHFWV
signed in 2009, to begin in 2010-11).
7KHUHYHQXHVIURPSLSHOLQHWUDQVSRUWDWLRQLQZHUH86'PLOOLRQFRPSDUHGWR86'PLOOLRQ
LQ 1%* 
In 2009, 4 787.9 million m3RIJDVZDVWUDQVLWHGE\6&3SLSHOLQHIURP6KDK'HQL]JDV¿HOGWR7XUNH\
PRUHWKDQLQ,QSDUDOOHOPLOOLRQP3 of natural gas was transported by North-South
main pipeline to Turkey in 2009, 45% less than in 2008.
Crude oil extracted in the country in 2009 amounted to 54 000 tonnes (385 000 barrels) and has
been stable since.
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0DQXIDFWXULQJVHFWRU
General overview
0DQXIDFWXULQJUHSUHVHQWHG *(/PLOOLRQ RIWRWDOLQGXVWULDORXWSXWLQWKH¿UVWTXDUWHURI
ZKLOHPLQLQJDQGTXDUU\LQJFRQVWLWXWHGVRPH *(/PLOOLRQ 7KHPDMRUPDQXIDFWXULQJ
sectors are food, beverage and tobacco products (44%), basic metals (24%), chemical products
(9%), and transport equipment (7%).

Manufacturing
$JJUHVVLYHSULYDWLVDWLRQDVLJQL¿FDQWHOHPHQWRIWKHUHIRUPDJHQGDFUHDWHGIDYRXUDEOHFRQGLWLRQVWR
mitigate negative effects of the transition period on the manufacturing sector. Competitive privatisation
helped to attract foreign investors. The external demand for cement, metals, fertilisers and the
domestic demand for processed food, timber and building materials stimulated manufacturing growth.

Table 3.22.7XUQRYHUDQGSURGXFWLRQYDOXHRILQGXVWU\

Turnover (GEL million)
Production value (GEL million)
Number of employed (persons)

2008

2009

Q1-Q3 2010





2 595.1

3 821.8

3 310.9



85 711.0

79 777.0


Source: Geostat 2010.

$:RUOG%DQNVWXG\LGHQWL¿HGWKHPRVWDWWUDFWLYHVHFWRUVIRUORFDODQGIRUHLJQLQYHVWRUVDV
wine, fruit and vegetables, construction materials, apparel, pharmaceutical and medical devices.21 To
promote investment, the government has implemented structural reforms in privatisation, business
UHJXODWLRQVWKH¿QDQFHVHFWRUWUDGHOLEHUDOLVDWLRQDQGVWDQGDUGLVDWLRQ

Table 3.23. ,QYHVWPHQWLQ¿[HGDVVHWVLQLQGXVWU\E\HFRQRPLFDFWLYLW\
(GEL million)
2006

2007

2008

2009

97.3

172.3





118.4

29.1

22.7

15.3

14.9

75.5

145.4

57.1

Manufacture of rubber and plastic products

4.3

19.2

13.0

9.4

Manufacture of basic metals and fabricated metal products

9.3





32.1

Manufacture of food products, beverages and tobacco products
Manufacture of chemical products
Manufacture of other non-metallic mineral products

Source: Geostat 2010.

7KUHHIUHHHFRQRPLF]RQHV )(= KDYHEHHQRSHUDWLQJLQ*HRUJLDVLQFH7KHFOXVWHUVDUHUHODWLYHO\
QHZDQGVRPHSDUWVRIWKHSURMHFWVDUHVWLOOXQGHUGHYHORSPHQW)XOOFDSDFLW\VKRXOGEHUHDFKHG
LQ(QWHUSULVHVLQWKHVHFOXVWHUVDUHH[HPSWIURPSURSHUW\DQGSUR¿WWD[HVIURPFXVWRPV
duties and VAT, and are not bound by restrictions on capital repatriation or on trade control. These
FOXVWHUVEHQH¿WIURPDFHQWUDOORFDWLRQDQGDFFHVVWRWKHWUDQVLWLRQFRXQWULHVRIWKH(8DQGWKH&,6
with their growing market potentials (approximately 1 billion potential consumers).
.XWDLVL)(=ZDVFUHDWHGLQIRUKHDY\LQGXVWU\DQGKRXVHKROGHTXLSPHQW7KHFLW\LVORFDWHG
in a mountainous region, close to the Black Sea coast – accessible by river or by road. In 2009,
around USD 55 million were invested in Kutaisi by the Egyptian company FRESH, with 3 000 new
MREVFUHDWHG$IXUWKHU86'PLOOLRQDQG86'PLOOLRQVKRXOGEHLQYHVWHGLQDQG
respectively to reach a total production capacity of 12 companies employing 15 000 persons.
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3RWL)(=ZDVHVWDEOLVKHGLQE\WKH5$.,QYHVWPHQW$XWKRULW\ 5$.,$ D8$(FRPSDQ\IRU
an initial investment of USD 200 million. The main activities include industry, logistics and business
FHQWUHV,WVHPSOR\PHQWFDSDFLW\VKRXOGUHDFKMREV7KHPDLQDGYDQWDJHRI3RWLLVLWVGLUHFW
link to the Black Sea and therefore trade with, and access to markets of, neighbouring countries.
7ELOLVL)(=LVVWLOOLQGHYHORSPHQWDQGZLOOIRFXVRQVHUYLFHV XQLYHUVLWLHVKRWHOVZDUHKRXVHVRI¿FHV 
7KHVHFOXVWHUVFRXOGEHDQLPSRUWDQWPHDQVWRFUHDWHMREVDQGSURVSHULW\LQWKHFRXQWU\7KRXJK
WKHJRYHUQPHQWZLOOSHUFHLYHQRUHYHQXHVGLUHFWO\IURPWKHFRPSDQLHVLWZLOOEHQH¿WIURPLQFRPH
WD[HVRQHPSOR\HHV7KH)(=DUHH[SHFWHGWRFUHDWHDVLJQL¿FDQWDPRXQWRIQHZMREVIRUQDWLRQDOV
which will lower the unemployment rate and increase income tax collection.

)RRGSURFHVVLQJ
8QWLOWKH6RYLHWUHSXEOLFVZHUHLPSRUWLQJRI*HRUJLD¶VSURFHVVHGWHDRILWVZLQH
DQGRILWVFDQQHGJRRGV$IWHUWKHHQGRIWKH8665WKHVH¿JXUHVFROODSVHGWXUQLQJ*HRUJLD
into a net importer of agricultural products and foodstuffs.
0DMRU LPSRUWHG DJULFXOWXUDO SURGXFWV DQG IRRGVWXIIV LQ  LQFOXGHG PHDW DQG PHDW SURGXFWV
  ZKHDW   ZKHDW ÀRXU   VXJDU   YHJHWDEOHV   DQG PLON DQG
PLONSURGXFWV  $VRIWKHFRXQWU\¶VPDLQDJULFXOWXUDOH[SRUWVZHUHVKHOOHGKD]HOQXWV
distilled alcoholic beverages, non-alcoholic beverages and wine. Food products, beverages and
WREDFFRSURGXFWVDFFRXQWHGIRURIWRWDOPDQXIDFWXULQJSURGXFWVLQWKH¿UVWTXDUWHURI
Food-processing companies have been producing a wide range of products under different brand
QDPHV PHDWSURGXFWVSDFNDJHGDQGIUHVK¿VKGDLU\SURGXFWVLFHFUHDPVRIWEHYHUDJHVSDVWU\
and wine).Their total output in 2008 reached GEL 901.8 million, with declining volumes following
the crises. Employment and output have also been gradually decreasing since 2007.

Table 3.24.0DQXIDFWXUHRIIRRGSURGXFWVEHYHUDJHVDQGWREDFFR

Production value (GEL million)
Number of employed
Share of selected economic activities in
total industrial output (%)

2006

2007

2008

2009

H1 2010





991.3

1 202.2



21 309

19 857

18 524

19 534



33.3

31.2

25.9

31.7

30.0

Source: Geostat 2010.
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The availability of capital, however, remains the key to unlocking untapped SME opportunities in the
food-processing sector. High start-up costs and the lack of technical knowledge have been stalling
WKHIRRGSURFHVVLQJVHFWRU¶VGHYHORSPHQWLQ*HRUJLD$PDMRUSUREOHPLVWKDWORFDONQRZOHGJHRI
modern techniques is weak or non-existent, requiring expensive training and consultation.

&RQVWUXFWLRQUHDOHVWDWHDQGLQIUDVWUXFWXUH
Construction
7KHFRQVWUXFWLRQVHFWRUVKRZHGWKH¿UVWVLJQVRIDERRPLQJURZLQJE\DQQXDOO\PRVWO\
GXHWRWZRK\GURFDUERQSLSHOLQHSURMHFWV±WKH%7&RLOSLSHOLQHEHFDPHIXOO\RSHUDWLRQDOLQPLG
DQGWKHJDVSLSHOLQHLQHDUO\*URZWKVORZHGLQEXWUHERXQGHGWRLQ,QFUHDVHG
demand for housing and the development of tourism infrastructure brought an augmentation of
construction activities and employment. In the same year, the construction industry contributed around
8% of GDP and employed over 4% of the country’s workforce. Following the crises, construction
share in GDP decreased slightly to 7.4% in 2008 and has since remained quite stable, reaching 7.1%
RI*'3LQ44
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Table 3.25. 7XUQRYHUDQGSURGXFWLRQYDOXHRIFRQVWUXFWLRQ
2007

2008

2009

Turnover (GEL million)



1 412.0



1 052.9

Production value (GEL million)

1 718.2

1 434.7



1 047.0



482.3



…

52 572.0

38 109.0

43 452



Value-added (GEL million)
Number of employed (persons)

Q1-Q3 2010

Source: Geostat, 2010.

In order to simplify administrative procedures and land-use regulations for issuing construction
permits, the government of Georgia implemented a comprehensive construction reform. The number
of procedures required for obtaining a construction permit fell from 29 to 12 and the average time
needed for obtaining permits was reduced from 285 to 113 days.22 As a result, a large number of
FRPSDQLHVUHJDUGOHVVRIVL]HH[SUHVVHGLQWHUHVWLQLQYHVWLQJLQWKHVHFWRU

Table 3.26.,QYHVWPHQWLQFRQVWUXFWLRQE\VL]HRIHQWHUSULVHV
(GEL million)
2006

2007

2008

2009

Q1-Q3 2010

194.8

223.0



92.2

825.8

Medium companies

11.4

13.1

11.2

9.0

97.9

Small companies

70.4

4.3

4.7

9.4

129.2

Large companies

Source: Geostat, 2010.

Real estate market
In 2000-07, the real estate market was the fastest growing market in Georgia, attractive both
for investment and speculative acquisition on anticipating future price increase. High demand for
commercial and residential spaces was accompanied by evolution of the development and construction
FRPSDQLHV3ULFHVRQUHDOSURSHUW\LQFUHDVHGVL[IROGLQPDNLQJWKHVHFWRUPRVWSUR¿WDEOH
for commercial transactions. Expectations of price acceleration attracted large numbers of local and
IRUHLJQGHYHORSHUV6LJQL¿FDQWIXQGVZHUHLQYHVWHGLQUHDOSURSHUW\3URMHFWVZHUH¿QDQFHGIURP
three sources: advanced sales, operating companies’ capital and bank loans.
)ROORZLQJWKH$XJXVWZDUDQGWKHHFRQRPLFFULVLVVDOHV¿JXUHVSOXQJHGFORVHWR]HURLQDXWXPQ
2008. Demand for real property and real estate prices also decreased. While waiting for political and
HFRQRPLFVWDELOLW\*HRUJLDQFRQVWUXFWLRQFRPSDQLHVKDYHVWDUWHGRIIHULQJPRUHÀH[LEOHFRQGLWLRQVWR
WKHLUFXVWRPHUVE\PDNLQJVSHFLDORIIHUVDQGGLVFRXQWVDQG¿QDOO\ORZHULQJSULFHVLQWKHORQJUXQ
)RUH[DPSOHVHFRQGDU\KRXVHSULFHVGHFUHDVHGE\EHWZHHQ4DQG4FRPSDUHG
to their pre-crisis levels.

Table 3.27. 5HDOHVWDWHUHQWLQJDQGEXVLQHVVDFWLYLW\

Turnover (GEL million)
Value-added (GEL million)

2007

2008

2009

Q1-Q3 2010

459.7

520.3

488.1



270.4

328.3

…

…

Number of employed persons

25 213

25 401

21 804

28 302

Earnings per employee in the
construction sector (GEL)







758.2
Source: Geostat, 2010.
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To avoid the decline of the construction sector in the post war period, the government of Georgia
MRLQWO\ZLWKWKH7ELOLVLPXQLFLSDOLW\LQLWLDWHGWKHSURMHFWRIVWDWHVXSSRUWWRFRQVWUXFWLRQFRPSDQLHV
7KHPXQLFLSDOLW\ZRXOGZDUUDQWEDQNORDQVWRSULYDWHFRPSDQLHVZKLFKLQWXUQZRXOG¿QDOLVHRQJRLQJ
FRQVWUXFWLRQSURMHFWVDQGGHOLYHUQHZDSDUWPHQWVWRWKHRZQHUVRIKRXVHVLQ³HPHUJHQF\FRQGLWLRQ´
(those living in decrepit houses) located in the central district of Tbilisi in lieu of the property possessed
E\WKHVHRZQHUVDQGXSRQWKHLUFRQVHQW$W¿QDOVWDJHWKHPXQLFLSDOLW\VHOOVWKHFRQFHUQHGODQG
parcels by tender to the companies for their subsequent development or sale.
7ZRWUDQFKHVRIWKHSURMHFW³1HZ/LIHIRU2OG7ELOLVL´ZHUH¿QDQFHGE\FRPPHUFLDOEDQNVZLWKDWRWDO
DPRXQWRIDERXW*(/PLOOLRQZLWKWKHSDUWLFLSDWLRQRIGR]HQVRIGHYHORSPHQWDQGFRQVWUXFWLRQ
FRPSDQLHV+RZHYHUWKHVHSURMHFWVDUHQRWVXI¿FLHQWWRHQDEOHWKHUHDOHVWDWHVHFWRUWRRYHUFRPH
WKHFULVLVDQGUHVWRUHKRXVHKROGV¶FRQ¿GHQFH

6HUYLFHV
7KHVHUYLFHVVHFWRUKDVXQGHUJRQHUDSLGGHYHORSPHQWVLQFHHDUO\7UDGHWUDQVSRUW¿QDQFLDO
services and public administration accounts for around 70% of GDP and employs over one-third of
the labour force. Services remain labour-intensive, however, and their share in GDP is expected to
decrease as the economy progresses.
7HOHFRPPXQLFDWLRQV UHDO HVWDWH UHVWDXUDQWV DQG KRWHOV EHQH¿WHG PRVW IURP )', LQÀRZV DQG
accumulated high growth rates.

Tourism
0DVVWRXULVPXVHGWREHDPDMRULQGXVWU\IRU*HRUJLDGXULQJWKH6RYLHWSHULRGZLWKDSSUR[LPDWHO\
5 million visitors per year. Although these numbers dramatically fell from the early 1990s, they
expanded more than three-fold in 2000-09, reaching nearly 1.5 million. Most tourists come from
QHLJKERXULQJFRXQWULHV±7XUNH\$UPHQLDDQG$]HUEDLMDQ±ZKLFKDFFRXQWVIRURYHUWKUHHTXDUWHUV
of the total. The average length of stay is 10.5 days while average expenditure per tourist is around
USD 850. The share of tourism revenues in Georgia’s GDP has been stable at around 4% since 2004.
7KHPLOOLRQYLVLWRUVWR*HRUJLDLQUHSUHVHQWHGDQLQFUHDVHRIFRPSDUHGWR7KH
ODUJHVWVKDUHFDPHIURP&,6FRXQWULHV±7KLVJURZWKZDVXQGHUSLQQHGE\WKHGHYHORSPHQWLQ
infrastructure (two new airports, new highways and reconstruction of existing roads, improvements
in hotel infrastructure and transport facilities), changes in legislation (visa regime), security reforms
(criminality decreased dramatically), and special state programmes for attracting foreign tourists
DJUHHPHQWVZLWKVHYHUDOFRXQWULHVZHUHVLJQHGIRUFRRSHUDWLRQLQWKLV¿HOG &RPSDUDEOHWRH[SRUW
activities, inbound tourism revenues were freed from VAT.
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7KHUHDUHQRYLVDUHTXLUHPHQWVIRUWKHQDWLRQDOVRIFRXQWULHVLQFOXGLQJ,VUDHO-DSDQ&DQDGD
the United States and European Union (EU) countries. CIS nationals do not require visas, except
those from the Russian Federation and Turkmenistan, nor do passengers on cruise ships staying in
Georgia for fewer than 72 hours. As a result, the number of visitors to Georgia in H1 increased by
33% compared to 2009.
The development of basic infrastructure, the improvement of energy and water supply systems and
the maintenance of roads and highways had positive results for the tourism industry. Tbilisi and
%DWXPLDLUSRUWVRIIHUGLUHFWÀLJKWVWRLQWHUQDWLRQDOGHVWLQDWLRQV
Overall, Georgia has a vast natural and cultural heritage which can position the country as an
internationally competitive destination. Investment in hotels has been rapidly growing around the
country. SAS Radisson, the Sheraton and two Marriott hotels provide high-class accommodation in
Tbilisi, while Intercontinental, Kempinski and Hyatt are forthcoming.
,QWKH¿UVWVHPHVWHURIWKHQXPEHURIYLVLWRUVZDVZKLFKLVKLJKHUWKDQLQ
the same period in 2009.23 In 2008, the US Trade and Development Agency assisted the government
of Georgia to prepare the “National Tourism Development and Investment Plan and Strategy”. This
strategy aims to increase international arrivals from 1 million in 2007 to 2.5 million in 2015, to use
86'ELOOLRQLQH[SRUWHDUQLQJVFUHDWLQJDWOHDVWMREVGLUHFWO\RULQGLUHFWO\UHODWHGWRWRXULVP
RQWKHEDVLVRIDLQFUHDVHLQWKHDPRXQWRIIRXUDQG¿YHVWDUDFFRPPRGDWLRQDYDLODEOH24
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However, a number of serious weaknesses still impact the quality of tourism in Georgia and prevent
the country from becoming an international tourist destination, including the lack of cheap air services,
LQDGHTXDWHJXHVWKRXVHVIRUIRUHLJQJURXSVLQVXI¿FLHQWWUDQVSRUWDWLRQFDSDFLW\ODFNRILQIRUPDWLRQ
and signalling, lack of shopping opportunities and a shortage of clean and modern toilets. However,
with the increased presence of international brand quality standards, the pressure is increasing on
the local tourism industry to improve its service standards.
)LQDOO\WKHUHDUHVWLOOKLJKVHFXULW\ULVNVLQUHJLRQVVXFKDV$ENKD]LD6RXWK2VVHWLDDQGWKH3DQNLVL
Gorge.

7UDQVLWDQGWUDQVSRUW
Georgia emerged over 1990-2010 as a strategic transit corridor for pipelines carrying Caspian oil and
natural gas to world markets. This function brought a certain amount of revenue in transit fees, but
the main consequence for Georgia is the guarantee of international energy supply security.
The government of Georgia has announced the priorities in the infrastructure sector to be the East-West
highway from the extreme eastern border (Red Bridge) to Poti port and the Turkish Border, and the
rehabilitation of selected sections of secondary and local roads. The government has committed itself
to increasing funding of the road sector to stimulate the economy in the long term through improved
URDGLQIUDVWUXFWXUHDQGFRQQHFWLYLW\DQGWKURXJKMREFUHDWLRQLQWKHVKRUWWHUP
According to the 2009 Activity Report of the Ministry of Regional Development and Infrastructure
RI*HRUJLD*(/PLOOLRQZDVVSHQWRQURDGZRUNV*(/PLOOLRQRQURDGPDLQWHQDQFH RQ
NP *(/PLOOLRQRQKLJKZD\FRQVWUXFWLRQ RQNP *(/PLOOLRQRQH[LVWLQJEULGJH
reconstruction, and GEL 10 million on new bridge building. In 2010, the Georgian government
DOORFDWHG*(/PLOOLRQIRUURDGZRUNV
The same report mentioned that the main priority was water infrastructure at GEL 170 million (double
the 2008 amount). Basic infrastructures – roads and highways, energy systems and water supply
V\VWHPV±DUHUDSLGO\GHYHORSLQJDQGZLOOEHQH¿WWKHWRXULVPVHFWRU7KHPRGHUQKLJKZD\FURVVLQJ
the country is expected to be operational from 2012.
Donors’ commitment to economic growth remains strong in view of the large export of transit services.

Table 3.28. Donor funding for roads
(USD million)
2FWREHU
0DUFK

0DUFK
0DUFK

:%DGGLWLRQDOILQDQFLQJIRUVHFRQG(DVW:HVWKLJKZD\SURMHFW
(Igoeti-Sveneti)

20

-

WB - additional financing for secondary and local roads

70

-

:%WKLUG(DVW:HVWKLJKZD\SURMHFW 6YHQHWL5XLVL 

-

147

:%.DNKHWLUHJLRQDOURDGVXSJUDGLQJSURMHFW

-

30

WB - additional financing for the first East-West highway
LPSURYHPHQWSURMHFW 5LNRWL7XQQHO 

-

28



-

$'%$MDUDE\SDVVURDGV

-

119

-,&$UHKDELOLWDWLRQRIWKH=HVWDSRQL.XWDLVL6DPWUHGLDVHFWLRQ
of East-West highway

-

197

150

521

'RQRUDQGSURMHFWWLWOH

MCC - additional financing for Javakheti road rehabilitation
SURMHFW

TOTAL = USD 671 million

Source: World Bank.
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The construction of the new railway route “Baku-Tbilisi-Kars”, connecting Turkey, Georgia and
$]HUEDLMDQ ZDV XQGHUZD\ LQ  DQG ZDV H[SHFWHG WR KDYH D SRVLWLYH UHJLRQDO LPSDFW 7KLV
SURMHFWZLOODWWUDFWQHZIUHLJKWÀRZVIURP$VLDXVLQJ*HRUJLDQDQG7XUNLVKUDLOZD\V\VWHPVDQGRQ
farther to Western Europe. In its early stages, the carrying capacity of the new railway line will be
5 million tonnes per year.

Table 3.29.7XUQRYHULQWUDQVLWDQGWUDQVSRUWVHFWRUV
(GEL million)
2000

2008

2009

Q1-Q3 2010

Road transport, pipeline transportation

139





512.3

Water transport

5.7

0.5

1.8

3.2

Air transport
Complementary transportation, tour-operator activities

55.7



138.7

117.1



1 045.7



985.7

Source: Geostat, 2010.

*HRUJLD¶V WZR PDMRU %ODFN 6HD SRUWV 3RWL DQG %DWXPL SOD\ D PDMRU UROH LQ UHJLRQDO HFRQRPLF
GHYHORSPHQW7KHRLOWHUPLQDORI.XOHYLORFDWHGWRWKHQRUWKRI3RWL¶VSRUWLVRZQHGE\WKH$]HUEDLMDQ
state-owned company SOCAR. It has a capacity of 4 million tonnes of liquid cargo per year and
handled 2.1 million tonnes in 2009.
In 2008, Georgian Railways transported about 19 million tonnes of freight consisting 73% of transit
WUDI¿F  RI LPSRUW WUDI¿F DQG  RI H[SRUW WUDI¿F 7KH *HRUJLDQ UDLOURDG V\VWHP LV YLWDO IRU
QHLJKERXULQJ6RXWK&DXFDVXV $UPHQLD$]HUEDLMDQ DQG&HQWUDO$VLDQ 7XUNPHQLVWDQ.D]DNKVWDQ 
countries, ensuring their access to Black Sea ports.
1RQRLO WUDQVLW LQ *HRUJLD KDV ORZ SHUIRUPDQFH 7KH PDLQ IDFWRUV LPSHGLQJ HI¿FLHQF\ LQ QRQRLO
transits for neighbouring countries are long transit times and poor road conditions. In order to
HOLPLQDWHWKHVHEDUULHUVDQGWRHQVXUHDVXEVWDQWLDOLQFUHDVHLQWUDQVLWHI¿FLHQF\WKHJRYHUQPHQW
has committed itself to rehabilitating decaying physical infrastructure to take full advantage of its
geographical position between the South Caucasus, Central Asia and Europe.

%DQNLQJDQGILQDQFLDOVHFWRU
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In 1995, as a result of privatisation, a two-tier banking system was established in Georgia (one tier
remaining with the central bank). Since then, bank consolidation and reforms have been instituted
by the National Bank of Georgia (NBG) accompanied by strong capital and reporting requirements.
7KHEDQNLQJVHFWRUJUHZG\QDPLFDOO\RYHUWKHODVW\HDUVWR,WVJURZWKUDWHVVLJQL¿FDQWO\
exceeded the growth rates of other sectors in the Georgian economy.

Table 3.30. 7RWDODVVHWVRIFRPPHUFLDOEDQNV
(GEL million, as of December)

Total assets

1995

2000

2008

2009

2010*

219. 7



8 331.0



9 827.5

Note: *As of October 2010.
Source: NBG, 2010.

Since 1 July 2010, the banking sector in Georgia has been represented by 19 commercial banks,
including 13 foreign-controlled banks and 2 branches of non-resident banks. The share of foreign
capital in banks’ total paid-in capital equals 78.8%.
There was a rapid expansion of the total loan portfolio between 2004 and 2007 at an average annual
rate of around 57%.
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Table 3.31.7RWDOORDQVWRWKHQDWLRQDOHFRQRP\
(GEL million, as of December)

Total loans

'HF

'HF

'HF

'HF

Nov 2010



4 255.05

5 742.17

4 898.03

5 509.59
Source: NBG, 2010.

7KHSUR¿WDELOLW\RI*HRUJLDQFRPPHUFLDOEDQNVZDVKLJKLQ7KHUDWHRIUHWXUQRQHTXLW\
(ROE) reached the level of 10-15%.
7KH$XJXVWZDUVLJQL¿FDQWO\DIIHFWHGWKHFRPPHUFLDOEDQNLQJV\VWHPDQGUHVXOWHGLQDVLJQL¿FDQW
ZLWKGUDZDORIGHSRVLWV7KHVHFRQGELJRXWÀRZRIGHSRVLWVKDSSHQHGLQWKH¿UVWKDOIRILQD
context of relative political instability in Georgia.

Table 3.32.&KDQJHLQWRWDORIQRQEDQNGHSRVLWV
(GEL million)

Non-bank deposits

July 2008

$SULO

3 543.0

2 927.0
Source: NBG, 2010.

The direct impact of the August 2008 war was an immediate mom decrease in August of 8% of
banks’ total assets, and a decrease of 4% to GEL 7 873 million in October following the global crisis.
2YHUDOOWRWDODVVHWVRQO\GHFUHDVHG\R\E\LQ'HFHPEHU7KHUHZDVDSLFNXSRIEDQNV¶
total assets in 2010, which increased yoy by 27% in November. On the other hand, banks’ total
liabilities continued to increase, though at a slower rate, totalling GEL 8 375 million.
As a result of the dynamic development of the Georgian banking sector and the absence of entry
EDUULHUVWKHLQWHUHVWRIIRUHLJQLQYHVWRUVLQ*HRUJLDQEDQNVKDVEHHQLQWHQVH,QWKHVKDUHRI
foreign investments in resident commercial banks reached 58% of total capital. By July 2010 the
share of foreign capital in banks’ total paid-in capital equalled 78.8% while 88% of system assets
were under foreign ownership.
,QWKHVKDUHRIWKH¿YHEDQNVZLWKWKHODUJHVWDVVHWVZDVRIWKHWRWDOEDQNLQJVHFWRU
assets, 90% of total outstanding loans and about 89% of total deposits. These banks are Bank of
Georgia, TBC Bank, Société Générale, Prokredit and VTB.
+LJKOHYHOVRIFDSLWDODQGOLTXLGLW\DQGVLJQL¿FDQWLQWHUQDWLRQDODVVLVWDQFHKHOSHG*HRUJLDQEDQNVWR
survive the crisis. International aid to the banking sector since the August 2008 war amounted to
more than USD 1 billion in 2010.
Georgian banks are still regulated on the basis of the Basel-I Agreement, which clearly is an outdated
V\VWHP LQ WKH OLJKW RI WKH VXEVWDQWLDO FKDQJHV WKH ¿QDQFLDO VHFWRU H[SHULHQFHG VLQFH  2QO\
two banks are under Basel-II Agreement: Société Générale25 and HSBC. Though Basel-II is more
VHOIUHJXODWRU\WKDQ%DVHO,LWLVEHWWHUVXLWHGWRRSHUDWLRQVRIKLJKO\VRSKLVWLFDWHG¿UVWWLHUEDQNV
However, the regulatory framework of the Georgian banking system is based on higher capital
requirements, making it highly capitalised. This means that the NBG is able to decrease capital
charges during a crisis as part of its counter-cyclical measures.
The main weaknesses of the banking sector remain related to a high level of dollarisation, high
proportions of foreign currency deposits and loans and the narrow base of the Georgian economy.
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Figure 3.8.%DQNLQJVHFWRUUHVLOLHQFH13/WRWRWDOORDQV
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Note: *NPL: Non Performing Loans / FSA: Financial Services Authorities.
Source: Central Bank of Georgia.

7HOHFRPPXQLFDWLRQV
Total revenues of electronic communications services reached a total of GEL 1.32 billion, exceeding
their 2007 result by GEL 199.1 million. The average monthly expenditure per capita was GEL 9.48
in 2003, GEL 21.1 in 2007 and GEL 25.0 in 2008.
The share of the electronic communications service in GDP has been increasing since 2000. It grew
IURPLQWRLQ,QKRZHYHULWVVKDUHGHFUHDVHGDJDLQVWDQXQSUHFHGHQWHG
GDP increase (which can be explained by the development of other sectors of the national economy)
slightly increasing again in 2008.

Table 3.33.6KDUHRIFRPPXQLFDWLRQVVHFWRU¶VUHYHQXHVLQ*'3
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Communications sector revenues (GEL million)
Share of communications sector revenues (% GDP)

2003

2005

2007

2008

454.1

703.7





5.1







Source: Georgian National Communications Commission.

The revenues received in absolute terms in three segments of the communications market are
detailed in the table below.

Table 3.34.'HYHORSPHQWRIPDUNHWVHJPHQWVRIFRPPXQLFDWLRQVVHUYLFH
(GEL million)
2004

2007

2009

Fixed telephony

208.9

328.9

381.2

Mobile telephony

354.9



830.9

25.9

80.1

100.5

Broadcasting

Source: Georgian National Communications Commission.
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7KHUHYHQXHVRIPRELOHFRPPXQLFDWLRQFRPSDQLHVKDGLQFUHDVHGE\LQLQDQG
LQ7KHQXPEHURI,QWHUQHWVHUYLFHXVHUVVWHDGLO\LQFUHDVHGVLQFH7KHQXPEHURI
$'6/XVHUVLQFUHDVHGIURPLQWRLQDQGWRLQUHDFKLQJ
in 2008. The number of Internet consumers in 2008 exceeded 903 000.

Table 3.35.&RPPXQLFDWLRQVVHFWRU

Revenues (GEL million)

2001

2005

2007

2008



703.7





-

544.4





1 152.0



2 755.0

Subscribers of fixed communications networks
(thousand)
Mobile network subscribers (thousand)

153.0

Source: Geostat 2010.

The mobile telephone industry has been growing rapidly. In 2008 three mobile telephony operators
provided services for over 2.7 million subscribers up from 430 000 subscribers in 2002. The mobile
market, dominated by Magticom and Geocell, is effectively a duopoly.
Georgian cellular market monopolist companies Magti and Geocell have been maintaining the service
SULFH XQFKDQJHG RYHU D UHFHQW SHULRG RI  \HDUV 86' PLQXWH  'XULQJ WKH VDPH SHULRG
international cellular communications costs have been decreasing gradually.

Table 3.36. 0RELOHFRPPXQLFDWLRQFRPSDQLHV
(31 December 2009)
&RPSDQ\
name

Number of
FXVWRPHUV

Share
(%)

,QFRPH
(GEL, excluding
VAT)

Share
(%)

Geocell

1 370 385





Magticom

1 347 254

43.8

328 578 387

47.9

357 504



53 818 305

7.84

3 075 143

100.00

686 076 763

100.00

Beeline
Total

44.3

Source: Georgian National Communications Commission (GNCC), 2010.

Georgia has the third highest comparative mobile communications tariffs in the world (among
FRXQWULHV DQGWKHKLJKHVWDPRQJWKHSRVW6RYLHWVWDWHV7KHVH¿JXUHVDUHZRUNHGRXWRQWKH
FRVWRIDVSHFLDOSDFNDJHRIPLQXWHV606DQG006±VSUHDGDPRQJGLIIHUHQWQHWZRUNV
DQG¿[HGOLQHVLQWKHVDPHSURSRUWLRQ,WVSULFHLQ*HRUJLDDYHUDJHV86'FRPSDUHGWR86'
in Denmark. Based on the same package, prices of cellular communication services have fallen by
21% around the world since 2000 but remained stable in Georgia.
Due to restricted call duration in 2009 in Georgia, the average monthly revenue for mobile
communication services fell to GEL 22 per customer instead of GEL 27 a year earlier.

MAIN MACROECONOMIC POLICIES
General overview
*HRUJLD HQMR\HG KLJK HFRQRPLF JURZWK LQ  DWWUDFWHG D VLJQL¿FDQW DPRXQW RI )', DQG
VXEVWDQWLDOO\ LPSURYHG VWDWH UHYHQXHV +RZHYHU WKH WUDGH GH¿FLW LQFUHDVHG LQ WKH VDPH SHULRG
UHDFKLQJRI*'3LQDFFRPSDQLHGE\KLJKLQÀDWLRQUDWHVSHDNLQJDWLQ4
Finally, the August 2008 war shook macroeconomic stability.
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7KHJRYHUQPHQWSUHSDUHGDVWUDWHJ\WRGHDOZLWKWKHSRVWZDUDQGJOREDO¿QDQFLDOFULVLVSUREOHPV
which helped Georgia to minimise the negative effect of the twin crises. The following factors
KDYH FRQWULEXWHG WR DFKLHYLQJ D VPRRWK H[LW VWUDWHJ\ IURP WKLV GLI¿FXOW SKDVH )LUVW WKH OLEHUDO
HFRQRPLFSROLFLHVDQGPDUNHWUHIRUPVFUHDWHGDQRSHQDQGGLYHUVL¿HGHFRQRP\7KHQXQSUHFHGHQWHG
international support of USD 4.5 billion, granted in October 2008 at the Brussels Donor Conference,
VXVWDLQHGIRUHLJQLQÀRZVWR*HRUJLDDQGFRQWULEXWHGWRVWDELOLVLQJWKHHFRQRP\)LQDOO\DQGDVD
consequence of the international loans, the banking sector proved to be resilient and helped to
maintain relative stability in the country.
*HRUJLD¶VUHDO*'3JUHZE\\R\LQ4IURPQRPLQDO86'ELOOLRQWR86'ELOOLRQ
3UHOLPLQDU\HVWLPDWHVVKRZ*'3JUHZE\DERXW\R\LQ427 Growth was recorded in various
sectors, especially in exports and tourism. Overall, annual GDP is expected to grow by 5.3% in 2010.

)LVFDOSROLF\
As a consequence of the twin crises in 2009, the Georgian economy contracted by 3.9% leading in
turn to a 7.7% decline in tax revenues of the consolidated budget.

Table 3.37. Consolidated budget revenues in 2009-10
(GEL thousand)

Tax revenues
Personal income tax
Profit tax
VAT
Excise tax

2009

2010

2010/2009 (%)

275 107.4



5.5





-3.0

8 871.1

10 510.0

18.5

144 781.8



12.0

35 125.5



-12.4

Customs tax

2 998.5

4 839.5



Property tax

4 431.4

5 289.3

19.4
Source: Geostat, 2020.

Grants and revenues in the 2009 consolidated budget were GEL 5.3 billion, a reduction of GEL 1.3 billion
RYHUWKHSUHYLRXV\HDU'HVSLWHSURMHFWHGJURZWKRI*'3JURZWKZDVLQ7KHVWDWH
EXGJHWUHYHQXHVZHUHDOVRGHFUHDVHGIURPDSURMHFWHG*(/ELOOLRQWRELOOLRQ
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7D[UHYHQXHVZHUHVLJQL¿FDQWO\LQFUHDVLQJRYHU XSWR +RZHYHUWKHHFRQRPLFFULVLV
deeply affected the volume of tax revenues which fell by 7.7% in 2009. The consolidated budgetto-GDP ratio remained stable in 2009 and 2010, at around 35%. Tax revenues grew by 8% in 2008,
while the consolidated budget revenues increased by 18% mostly due to the post-war grants received
IURPGRQRUFRXQWULHVDQGLQWHUQDWLRQDO¿QDQFLDOLQVWLWXWLRQV7KHEXGJHWPDGHSURYLVLRQIRU
WKHZLGHQLQJRIEXGJHWDU\GH¿FLWWRIURPRI*'3,WLVZRUWKQRWLQJWKDWGH¿FLW¿QDQFLQJ
from privatisation proceeds tended downward, while foreign liabilities continued growing. Despite the
decline in revenues, state budget expenditures were increased by GEL 198 million in 2009, before
decreasing back to their 2008 level in 2010.
,QWKHGH¿FLWLQFUHDVHGWRDOHYHORIRIWKHFRQVROLGDWHGEXGJHW&XWWLQJWKHEXGJHWGH¿FLW
will be the top item on the agenda for macroeconomic stability, as it will be bound to a maximum of
3% of GDP as of 2012 in accordance with the Act on Economic Freedom.28
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Figure 3.9. )LVFDOUHYHQXHSHUIRUPDQFH
(GEL million)
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Source: Ministry of Finance of Georgia.

Debt to the International Monetary Fund (IMF), the World Bank, the Asian Development Bank and
Germany has been steadily increasing since 2005. In 2009, external debt, including that guaranteed
E\WKH*HRUJLDQJRYHUQPHQWLQFUHDVHGE\*(/ELOOLRQUHDFKLQJRI*'37R¿QDQFHWKH
EXGJHWGH¿FLWWKH0LQLVWU\RI)LQDQFHLVVXHGVKRUWWHUPWUHDVXU\ELOOV$VDUHVXOW*(/PLOOLRQ
RIWUHDVXU\ELOOVZHUHLVVXHGLQUDLVLQJWKHVKDUHRIGRPHVWLFGHEWLQ*'3WR,Q
WKHWRWDOVWDWHGHEWWR*'3UDWLRUHDFKHG

Table 3.38.6WDWHEXGJHWUHFHLSWV
(GEL million)
2007
Receipts

2008

2009

2010(e)

5 324.9

7 175.1





Revenues



5 517.7

4 917.0

5 118.2

Taxes

3 010.5





4 382.0

Social contributions

722.0

0.0

0.0



Grants

208.7



387.7

343.0

Other income

527.8

359.0





518.3







Decrease in non-financial assets
Decrease in financial assets

171.2

15.4

238.8

787.0

Increase in liabilities



1 073.2



38.9

5 237.1





1 114.1

87.7





0.0

Expenses
Change in residual (+accumulation/–use)

Source: Ministry of Finance of Georgia, January 2010.
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The Parliament approved the 2010 state budget on 4 December 2009, which sets revenues at
*(/ELOOLRQ DJDLQVW*(/ELOOLRQLQ DQGH[SHQGLWXUHVDW*(/ELOOLRQ DJDLQVW
*(/ELOOLRQLQ $PHQGPHQWVZHUHHQGRUVHGRQ-XQHHQYLVDJLQJDQLQFUHDVHRI
expenditures by GEL 230 million. These were made possible because of a “surplus in tax revenues”
of GEL 150 million and expected grants from international organisations, mainly from the EU. As a
UHVXOWWKHDSSURYHGEXGJHWGH¿FLWGHFUHDVHGWRIURPWKHLQLWLDO

Table 3.39. The 2010 budget
(GEL million)
Q1-Q3 2010
Revenue
Taxes
Grants
Other revenue
Expense
Compensation of employees
Use of goods and services
Interest
Subsidies
Grants
Social benefits
Other expenses
Net operating balance
Net acquisition of non-financial assets
Net lending (+) / borrowing (-)
Net incurrence of liabilities


3 377.2
284.2
245.1


577.1
133.2
139.4
857.7
1 120.7
408.8
-59.0
509.3

891.8

2010 (e)
5 188.2
4 382.0

343.0



229.9
225.5
979.8
1 488.2

Source: Ministry of Finance of Georgia.

The draft budget 2011 was presented to the Parliament on 12 November 2010. According to the
(,8VWDWHUHYHQXHVKDYHEHHQSURMHFWHGDW*(/ELOOLRQDJDLQVW*(/ELOOLRQIRUH[SHQGLWXUHV
.H\ VSHQGLQJ SULRULWLHV KDYH EHHQ VHW LQ KHDOWK FDUH VRFLDO EHQH¿WV HGXFDWLRQ LQIUDVWUXFWXUH
FRPPXQLFDWLRQVIUHHHFRQRPLF]RQHVDQGSULYLWLVDWLRQ

Taxation
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$FFRUGLQJWRWKH7D[&RGHWKHUHDUHRQO\VL[WD[HVLQFOXGLQJ¿YHVWDWHWD[HV SHUVRQDOLQFRPH
tax, corporate income tax, customs tax, value-added tax (VAT) and excise tax) and one local tax
(property tax).

Table 3.40. Main taxes
(GEL million)

Total taxes

2009

Q1-Q3 2010

4 161.7

3 377.2

Income, profits and capital gains tax

1 570.9

1 248.7

Goods and services

2 494.9

2 030.3

Trade and transactions

35.9



Other taxes




Source: Ministry of Finance of Georgia.
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,QLPSRUWDQWFKDQJHVZHUHPDGHWRWKH7D[&RGHZLWKWKHVRFLDOWD[EHLQJUHSODFHGE\DXQL¿HG
LQFRPHWD[DQGWKHSUR¿WWD[UDWHUHGXFHGIURPWR,QDGGLWLRQVLJQL¿FDQWSURFHGXUDODQG
LQVWLWXWLRQDOUHIRUPVZHUHFDUULHGRXWDVLPSOL¿HGV\VWHPRIWD[GLVSXWHVGLVFXVVLRQZDVHVWDEOLVKHG
to increase investment interest in the country. Only companies producing taxable supplies exceeding
GEL 100 000 within a 12 month period have to register for tax.
The bulk of this tax reform was mainly the improvement in tax administration alongside the state’s
political will to tackle systemic corruption, as it was impeding the tax collection process.
In January 2010, VAT revenue, which normally is highly sensitive to GDP growth, grew by 12%,
ZKLOHRYHUDOOWD[UHYHQXHFROOHFWLRQZDVXSE\7KHWXUQRYHU¿JXUHVRI9$7UHJLVWHUHGFRPSDQLHV
VKRZHGSRVLWLYHVLJQVLQ4DQG-DQXDU\7XUQRYHULQFUHDVHGE\LQ4,Q
December, the turnover growth accelerated to 2.7%.
The Parliament of Georgia adopted on 17 September 2010 a new tax code which will come into
force at the end of January 2011. This is the second attempt in a decade to modernise the tax code,
changing current norms which have been in force since 2005.
The new Tax Code, implemented on 1 January 2011, aims at creating favourable conditions for SMEs
E\IDFLOLWDWLQJWKHDGPLQLVWUDWLYHEXUGHQDQGUHGXFLQJWD[HV,WLQWURGXFHGDQHZVSHFL¿FDWLRQRI
businesses in Georgia - micro, small, medium and large - with micro-businesses (companies with
DQQXDOUHWXUQVEHORZ*(/DQGQRHPSOR\HHV HQMR\LQJWD[H[HPSWLRQ LQFOXGLQJLQFRPHWD[ 
However, the new tax code keeps unchanged most tax rates, abolishing the Customs Code and
transferring its provisions into the Tax Code. Rates of customs tariffs remain between 5% and
EXWFXVWRPVGXW\DSSOLHGWRVRPHFDWHJRU\RIJRRGVVLQFH6HSWHPEHULVQRORQJHU
HQYLVDJHG$WD[RPEXGVPDQSRVLWLRQKDV¿QDOO\EHHQRSHQHGWRSUHVHQWWRWKHSDUOLDPHQWDQQXDO
reports on taxpayers’ rights.

0RQHWDU\SROLF\
5HFHQWGHYHORSPHQWV
The deterioration of the economic situation in 2008 was due to falling remittances and construction,
blockage of the bank-lending process and the collapse in exports, worsening the balance of payment
indicators.

Table 3.41.0RQHWDU\HIIHFWVRIWKHFULVLV
Year

2007

2008

2009

H1 2010

Current account balance (USD billion )

-2.0

-2.9

-1.2

-0.5

0.7

1.1

1.0

0.5

Consumer Price Index (%)

9.25

10.05

1.7

5.1

Exchange rate GEL/USD

0.58



0.58



Current transfer balance (USD billion)

Source: NBG.

,QIODWLRQDQGSULFHV
7KH 1DWLRQDO %DQN RI *HRUJLD LQLWLDWHG DQ LQÀDWLRQWDUJHWLQJ PRQHWDU\ SROLF\ DQG GHWHUPLQHG D
PLGWHUPLQÀDWLRQWDUJHW,QWKHFRQVXPHUSULFHLQGH[LQÀDWLRQUDWHZDVVHWDW,Q*HRUJLD
WKHVKRUWWHUPLQWHUHVWUDWHLVWKHPDLQLQVWUXPHQWRILQÀDWLRQWDUJHWLQJPRQHWDU\SROLF\ZKLFKLV
VSHFL¿FDOO\SUHVHQWHGE\DRQHZHHNUH¿QDQFLQJUDWH6KRUWWHUPPRQHWDU\PDUNHWFKDQJHVDUH
UHÀHFWHGLQORQJHUPDWXULW\PRQHWDU\LQWHUHVWUDWHVZKLFKDIIHFWWKHEDQNOHQGLQJUDWH$QLQFUHDVH
in interest on the bank’s loan reduces aggregate demand while interest-rate cuts stimulate demand.
+RZHYHU WKH LQWHUHVW UDWH WUDQVPLVVLRQ PHFKDQLVP LV LQHI¿FLHQW GXH WR LQVXI¿FLHQW GHYHORSPHQW
of the lari money market in Georgia. In 2009, the NBG continued its monetary policy by means of
quantitative regulation of monetary aggregates.
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Table 3.42.$QQXDOLQÀDWLRQ
(percentage)

Inflation

2003

2007

2008

2009

2010

4.8

9.2

10

1.7

7.1
Source: NBG.

Annual growth rates of consumer prices slowed down to 5.5% between November and December 2008.
,QLQÀDWLRQGLGQRWSLFNXS$FFRUGLQJWRWKH1DWLRQDO6WDWLVWLFV2I¿FHRI*HRUJLDFRQVXPHU
SULFHVJUHZE\E\HQG-XQHZKLOHWKHDYHUDJHDQQXDOLQÀDWLRQUDWHZDV2YHUDOO
LQÀDWLRQZDVFRQVLGHUDEO\ORZHUWKDQWKHWDUJHWZKLFKZDVH[SHFWHGDW 1%*  Large
demand contraction led to lower prices, hence orienting monetary policy towards economic stimulation.
)RUWKH&HQWUDO%DQNRI*HRUJLDKDGVHWWKHDYHUDJHDQQXDOLQÀDWLRQWDUJHWDW+RZHYHU
LQDQQXDOLQÀDWLRQSLFNHGXSWR D\R\LQFUHDVHRILQ'HFHPEHU %HWZHHQ-DQXDU\
DQG2FWREHU&3,KDGDOUHDG\JURZQE\RQDYHUDJHDQG33,LQ4E\\R\

0RQH\VXSSO\
The monetary base was GEL 1 874.9 million in 2009. Reserve money contracted by 7.8% in 2008
following the two crises. From January 2009, reserve money trends resumed, exceeding 20%
annual growth at the end of year. The accumulation of liquid funds on commercial bank’s accounts
and an increase in cash volumes in circulation were proof of monetary base expansion. An increase
in national currency deposits induced growth of M2 broad money of GEL 130 million. M2 expanded
RYHUDOOE\LQWRWDOOLQJ*(/PLOOLRQ0LQFUHDVHGWR*(/PLOOLRQDQ
annual growth of 8.2%. Foreign currency-denominated deposits grew by 3.1% that year totalling
GEL 2 470.1 million. In November 2010, monetary aggregates were higher than in 2009, M3 having
LQFUHDVHGE\WR*(/PLOOLRQ

Table 3.43.0RQHWDU\DJJUHJDWHV¿JXUHV
(GEL thousand, as of December)
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2007

2008

2009

2010 (Nov)

M3

4 027.5

4 305.2





M2

2 149.3



2 139.5



M1





1 859.3

2 233.8
Source: NBG.

5HJXODWLRQRIWKHPRQHWDU\PDVVLVKDQGOHGE\WKH1%*WKURXJKWKHUH¿QDQFLQJORDQVIRUFRPPHUFLDO
EDQNV%\PHDQVRIUH¿QDQFLQJORDQVDUHOLDEOHDQGORZULVNVRXUFHRIVKRUWWHUPOLTXLGLW\EHFDPH
DYDLODEOHWRFRPPHUFLDOEDQNVSRVLWLYHO\DIIHFWLQJWKHPRQH\PDUNHWDQG¿QDQFLDOVWDELOLW\)ROORZLQJ
WKHFULVHVEDQNV¶SDUWLFLSDWLRQLQWKHUH¿QDQFLQJDXFWLRQVZDVLQWHQVL¿HG$VDUHVXOWLQWKH
WXUQRYHURIUH¿QDQFHGORDQVLQFUHDVHGWR*(/PLOOLRQ 1%* 

([FKDQJHUDWH
The August 2008 war and the economic crisis had a deeply negative impact on exchange-rate dynamics.
2Q1RYHPEHUWKH*(/86'H[FKDQJHUDWHDWWKH7ELOLVL,QWHUEDQN)RUHLJQ([FKDQJH 7,%)(; 
was 1.44. The next day, it fell to 1.49 GEL/USD; this led to some confusion and intensive operations
DWIRUHLJQH[FKDQJHEXUHDX[8OWLPDWHO\WKHH[FKDQJHUDWHVWDELOLVHGDW86'RQ1RYHPEHU
)URP $XJXVW WR 1RYHPEHU  WKH 1%*¶V 7,%)(; LQWHUYHQWLRQV ZHUH DLPHG DW PDLQWDLQLQJ WKH
stability of the GEL exchange rate against the USD.
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Table 3.44.([FKDQJHUDWHG\QDPLFV
(as of 31 December)
2007

2008

2009

2010

GEL/USD



1.49



1.78

GEL/EURO

2.29

2.19

2.33

2.37
Source: NBG.

'RPHVWLFFXUUHQF\DSSUHFLDWHGSULRUWRWKH$XJXVWZDUGXHWRLQFUHDVLQJFDSLWDOLQÀRZV)',
dramatically decreased after the war, affecting the currency trend and leading the lari to depreciate
against the backdrop of excessive demand for foreign currency. In order to avoid sharp movement of
the lari exchange rate versus the US dollar and negative economic consequences due to unfounded
market turmoil, the NBG practically pegged the lari to the US dollar.
7KH1%*¶VIRUHLJQH[FKDQJHSROLF\DLPVWRDYRLGVHQVLWLYHVKRUWWHUPÀXFWXDWLRQV7KH7ELOLVL,QWHUEDQN
)RUHLJQ([FKDQJHZDVDEROLVKHGLQ0DUFK7KHLQWURGXFWLRQRIWKH1%*¶V);DXFWLRQVLQ May
2009 essentially decreased the Central Bank’s role in the foreign exchange market. The NBG’s net
VDOHVGXULQJLQWKH);DXFWLRQVWRWDOOHG86'PLOOLRQ7KHHTXLYDOHQWRI*(/PLOOLRQ
ZDV VXSSOLHG WR FRPPHUFLDO EDQNV E\ ); VZDSV LVVXHG E\ WKH 1%* 7KH DYHUDJH H[FKDQJH UDWH
GHSUHFLDWHGLQIURPWR
'RZQZDUG SUHVVXUH RQ WKH ODUL SLFNHG XS LQ 4  ZKHQ WKH 86'*(/ GHSUHFLDWHG WR  LQ
June, notably due to a widening trade balance. The National Bank of Georgia therefore raised the
UH¿QDQFLQJUDWHWRLQ2FWREHU E\EDVLVSRLQWVLQ-DQXDU\2FWREHU WRSUHYHQWIXUWKHU
GHSUHFLDWLRQ$VDUHVXOWWKHODULVOLJKWO\DSSUHFLDWHGWRLQ'HFHPEHUOHDGLQJWRDQDQQXDO
average of 1.78 in 2010. Preliminary results for January 2011 show the lari’s stability.

([WHUQDOVHFWRU
Foreign trade in Georgia grew in 2003-08. Following the two crises, both imports and exports fell
drastically on both a quarterly and annual basis. External trade turnover contracted in 2009 by 29.3%
to USD 5 513.3 million, out of which goods and services exports reached only USD 1 135.0 million
DQGLPSRUWV86'PLOOLRQ$VDUHVXOWWKHWUDGHGH¿FLWIHOOE\LQFRPSDUHGWR
2008, to USD 3 243.4 million.

([SRUWV
,Q  WKH PDLQ GHVWLQDWLRQV RI *HRUJLDQ H[SRUWV ZHUH 7XUNH\ $]HUEDLMDQ &DQDGD $UPHQLD
8NUDLQH%XOJDULDDQGWKH5XVVLDQ)HGHUDWLRQ7KHVHWUDGLQJSDUWQHUVDFFRXQWHGIRURIWRWDO
exports. Some changes had taken place as compared to 2008, with Ukraine downgrading from
WKHWKLUGWRWKH¿IWKSRVLWLRQEHFDXVHRIDVKDUSGHFOLQH  LQ*HRUJLDQH[SRUWVDQG$UPHQLD
PRYLQJXSIURPWKH¿IWKWRWKHIRXUWKSRVLWLRQGHVSLWHDGURSLQH[SRUWVWRWKLVFRXQWU\RI
7KHH[SRUWFRPPRGLW\VWUXFWXUHDOVRFKDQJHGVLJQL¿FDQWO\LQ:DOQXWVMRLQHGWKHWRSVHYHQ
JURXSVRIH[SRUWFRPPRGLWLHVDQGVLJQL¿FDQWJURZWK  ZDVVHHQLQWKHVKDUHRIXQSURFHVVHG
gold taking the second place in the list. The share of ferroalloys decreased by 5.7% and copper ore
DQGFRQFHQWUDWHVPRYHGGRZQIURPWKHWKLUGWRWKH¿IWKSRVLWLRQ,QIHUURDOOR\VZHUHH[SRUWHG
to Turkey and the United States. The share of black metal scrap in total exports diminished by 3%
FRPSDUHGWR7XUNH\UHPDLQHGWKHPDLQSDUWQHULPSRUWLQJRIEODFNPHWDOVFUDS
6WDUWLQJIURP4QHZH[SRUWLWHPVLQFOXGHGOLYHVKHHSDQGERYLQHDQLPDOV,QDQQXDO
H[SRUWVRIVKHHSZHUHZRUWK86'PLOOLRQZKHUHDVLQ4DORQHLWKDGLQFUHDVHGE\
times yoy, to USD 12.7 million. The sheep were mainly exported to Saudi Arabia. Exports of bovine
DQLPDOVLQDPRXQWHGWR86'PLOOLRQ
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Table 3.45.*HRUJLDQJRRGVH[SRUWV
SITC Rev3 (2009)

Trade value (USD 1 000)

Food & live animals
Beverages & tobacco
Mineral fuels
Chemicals
Textile
Iron & steel
Machinery & transport equipment
Clothing
Footwear
Commodities and transactions not
classified elsewhere in SITC
Total of above
Total of all exports

Share (%)

138 112.1

12.2

30 881.5

2.7

101 020.9

8.9

939.7

0.1

57.9

-

0.4

-

350 539.5

31.0



1.8

8 275.5

0.7

9 858.3

0.9

660 587.5

58.4

1 130 555.4

100





Other categories of exports

Source: Geostat, WITS.

,PSRUWV
7KH PDMRU WUDGLQJ SDUWQHUV LQ LPSRUWV ZHUH 7XUNH\ 8NUDLQH $]HUEDLMDQ *HUPDQ\ WKH 5XVVLDQ
)HGHUDWLRQWKH8QLWHG6WDWHV&KLQD%XOJDULD,WDO\DQG5RPDQLDDFFRXQWLQJIRURIWRWDO
imports. The reason for the decrease in volume of imports in 2009 was the decline in the economic
activity and a notable decrease in state expenditure. The volume of imports shrank in each of the
ODUJHVWFRPPRGLW\FDWHJRULHV6LJQL¿FDQWFKDQJHVZHUHREVHUYHGLQWKHVWUXFWXUHRILPSRUWVZLWK
the share of motor vehicles plummeting by 5.4%. TV and radio equipment imports almost halved. An
increase, however, was seen in the shares of oil products, wheat and pharmaceuticals. The largest
VXSSOLHUV RI RLO DQG RLO SURGXFWV LQ  ZHUH $]HUEDLMDQ 5RPDQLD DQG %XOJDULD ZLWK UHVSHFWLYH
shares in total imports of 41.1%, 17.8% and 9.5%. Motor vehicle imports declined by 2.8% in 2009
and were mainly imported from the United States (31.9%), Germany, (23.5%) and Japan (19.9%).
Turkey remains the largest supplier overall to Georgia, despite a notable share decrease in 2009.

Table 3.46. *HRUJLDQJRRGVLPSRUWV
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SITC Revision 3 (2009)

Trade value (USD 1 000)

Share (%)

Food & live animals



4.0

Beverages & tobacco



8.9

Mineral fuels

499 892.5

11.4

35 935.5

0.8

Chemicals
Textile



Iron & steel

174.8

Machinery & transport equipment



12.7

Clothing

372 984.3

8.5

Footwear

297 579.8



Commodities and transactions not
classified elsewhere in SITC



3.9

2 501 218.9

57.24

Total of all imports



100.0

Other categories of imports



42.8

Total of above

Source: Geostat, WITS.
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%DODQFHRISD\PHQWV
,QWKHFXUUHQWDFFRXQWGH¿FLWUHDFKHGLWVORZHVWOHYHOVLQFH%RWKH[SRUWVDQGLPSRUWV
contracted, but imports dropped more than exports. Both the balances of service trade and of income
were negative, at USD 331.9 million and USD 158.4 respectively in 2009. Current transfers are the
ODUJHVWSRVLWLYHFRPSRQHQWRIWKHFXUUHQWDFFRXQWFRYHULQJRIWKHWUDGHGH¿FLWLQ
Georgia’s positive balance of service used to counterbalance the negative trade balance. Service
exports increased by 15.2% in 2008, against imports by 32.7%. Transportation was about half of the
service trade in 2008, with a share of 48.7% of exports and 51.9% of imports. In 2009, transportation
VHUYLFHH[SRUWVDPRXQWHGWR86'PLOOLRQDQGLPSRUWVWR86'PLOOLRQ LQFUHDVH 
3LSHOLQHVKDGWKHKLJKHVWVKDUHLQWUDQVSRUWDWLRQVHUYLFHH[SRUWVLQRI 86'PLOOLRQ 
Railway transportation incomes increased by 8.8% in 2009 but sea service exports decreased by
23.0% yoy. Imports of motor vehicles recorded the highest growth rate (33.9%) in 2009.
,QWKHEDODQFHRIVHUYLFHVZDV86'PLOOLRQEXWGHFUHDVHGWR86'PLOOLRQ,Q4
the trend reversed and the balance rose to USD 87.4 million.
7KHFDSLWDODQG¿QDQFLDODFFRXQWZDVSRVLWLYHLQDW86'PLOOLRQEXWZDVVWLOO
less than in 2008. FDI decreased by 51.2% in 2009 while the balance of direct investments came
WR 86'  PLOOLRQ WKDW VDPH \HDU $V RI  'HFHPEHU  H[WHUQDO GHEW LQFUHDVHG E\
86'PLOOLRQWR86'PLOOLRQZKLOHWKHLQWHUQDWLRQDOUHVHUYHVURVHE\86'PLOOLRQ
to USD 2 110.4 million.

Table 3.47.%DODQFHRISD\PHQWV
(USD million)
%DODQFHRISD\PHQWV
Current account
Goods and services (balance)
Goods (balance)

2006

2007

2008

2009

Q1-Q3
2010



-2 122.9





-833.3



-2 734.7

-3 812.2



-1 423.3

-2 019.4

-2 895.8

-3 833.2



-1 807.0

157.8



21.0

331.9

383.7

Income (balance)







-158.4

-108.2

Current transfers (balance)





738.2







2 352.7









127.9

112.3

180.4

120.8



2 224.8

2 052.2

834.4

215.4

1 185.9



1 494.1



428.0

Services (balance)

Capital and financial account
Capital account
Financial account
Direct investment
Portfolio investment

140.3

21.0

118.8

4.8

253.2

Other investment



528.9

431.5

928.9





-377.0

-130.7



-38.2



-35.1



50.8

-3.5

Reserves assets
Net errors and omissions

Source: National Bank of Georgia.

,Q44WKHFXUUHQWDFFRXQWGH¿FLWGHFUHDVHGE\\R\DQGLVH[SHFWHGWREHDERXW
RI*'3DQQXDOO\7KH¿QDQFLDODFFRXQWGHFUHDVHG\R\E\WR86'PLOOLRQVKRZLQJWKDW
LQYHVWPHQWVFRQWLQXHGWRÀ\WKHFRXQWU\,Q44)',WRWDOOHG86'PLOOLRQDQ
\R\GHFUHDVH5HVHUYHVLQFUHDVHG\R\E\LQ44 E\86'PLOOLRQ 
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MILLENNIUM DEVELOPMENT GOALS
Georgia was one of the signatories of the UN Millennium Declaration, on 8 September 2000, in New
<RUNDORQJVLGHRWKHUQDWLRQV$*HQHUDO&RPPLVVLRQZDVHVWDEOLVKHGE\SUHVLGHQWLDOGHFUHHRQ
$XJXVW,WLVKHDGHGE\WKH6WDWH0LQLVWHU$FFRUGLQJO\*HRUJLDDJUHHGWRDGRSWPHDVXUHV
aimed at improving the situation in poverty reduction, education quality, sustainable environment
development, maternal health and child care, gender equality, and HIV/AIDS reduction by 2015.

Table 3.48.3URJUHVVWRZDUGVDFKLHYLQJWKH0LOOHQQLXP'HYHORSPHQW*RDOVLQ
Georgia
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Goal 1
2EMHFWLYH
Halve the proportion of people living under the
poverty line and of those suffering from hunger
Proportion of population living below poverty
line
Prevalence of underweight children (under-5)
Goal 2
2EMHFWLYH
Improve the quality of universal primary
education
Net primary enrolment ratio (%)
Persistence to grade 5, total (% of cohort)
Goal 3
2EMHFWLYH
Eliminate gender disparity in all levels of
education
Female primary ratio (% male ratio)
Female secondary ratio (%male ratio)
Goal 4
2EMHFWLYH
Reduce by 2/3 under-5 mortality rates
Under-5 mortality rate (per 1 000)
Proportion of infants immunised against
measles (% of children of 12-23 months)
Goal 5
2EMHFWLYH
Reduce maternal mortality by 3/4
Maternal mortality ratio (per 1 000 births)
Births attended by skilled health staff
(% of total)
Goal 6
2EMHFWLYH
Halt and reverse spread of HIV/AIDS and
tuberculosis
Tuberculosis incidence (per 100 000 people)
Prevalence of HIV, total (% of population ages
15-49)
Goal 7
2EMHFWLYH
Halve the proportion of people without access
to safe water
Access to improved safe water (%)

(UDGLFDWHH[WUHPHSRYHUW\DQGKXQJHU
Baseline
Current data
Target
Year

Value

Year

Value

Year

Value

2000

51.8

2003

54.5

2015

20-25

2002
21.0

12.0
2015
11.0
$FKLHYHXQLYHUVDOSULPDU\HGXFDWLRQ
Baseline
Current data
Target
Year

Value

Year

Value

Year

Value

2004
91.4
2008
98.7
2015
100.0
2004
88.1
2008
95.1
2015
100.0
3URPRWHJHQGHUHTXDOLW\DQGHPSRZHUZRPHQ
Baseline
Current data
Target
Year

Value

Year

Value

Year

Value

2000
2000

98.7
2008
95.8
2015
95.7
2008
119.2
2015
5HGXFHFKLOGPRUWDOLW\
Baseline
Current data
Target
Year
Value
Year
Value
Year
Value
2000
34.8
2008
29.7
2015

2000

73.0

2008



2015

100.0

,PSURYHPDWHUQDOKHDOWK
Baseline
Current data
Target
Year
Value
Year
Value
Year
Value
2000
47.1
2003
51.2
2015
11.8
2000

95.7

Baseline

2005

98.3

Combat diseases
Current data

2015

100.0

Target

Year

Value

Year

Value

Year

Value

2000



2008



2015

53.3

2000

0.1

2008

0.1

2015

53.3

Ensure environmental sustainability
Baseline
Current data
Target
Year

Value

Year

Value

Year

Value

2000

87.0



99.0

2015

100.0

Source: Tabled by authors (WDI, Geostat).
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%DVLFLQGLFDWRUV
*HRUJLDKDGDSRSXODWLRQRIPLOOLRQLQH[FOXGLQJ$ENKD]LDDQG6RXWK2VVHWLDDFFRUGLQJWR
*HRVWDW7KLV¿JXUHKDVEHHQVWDEOHVLQFHPLWLJDWLQJPLJUDWLRQWUHQGV*HRUJLD¶VDJHVWUXFWXUH
is similar to the average of the EESC countries, though with a slightly older population.

Figure 3.10. $JHSRSXODWLRQGLVWULEXWLRQFRPSDULVRQ
70
60
50
40
30
20
10
0
Georgia

Weighted Average EESC
0-14

15-24

25-59

60+
Source: World Bank (2009).

7KH\RXWKSRSXODWLRQ  GHFOLQHGE\QHDUO\RYHUWKHGHFDGHIURPPLOOLRQWR
PLOOLRQPRVWO\GXHWRWKHQHDUO\GURSRIWKHDJHJURXS&RQVHTXHQWO\PHGLDQDJH
LQFUHDVHGWR\HDUVLQ IURP¿YH\HDUVHDUOLHU $YHUDJHOLIHH[SHFWDQF\DWELUWKZDV
HVWLPDWHGDW\HDUVLQZLWKDVHYHQ\HDUGLIIHUHQFHEHWZHHQZRPHQ  DQGPHQ  

Table 3.49. /LIHH[SHFWDQF\DWELUWK
(years)

2000

2004

2008

2009

Both sexes

71.3



74.2



Males









75

75.1

79.0

77.7

Females

Sources: Geostat, 2010.

*RDO5HGXFHSRYHUW\
Despite increasing per capita GDP since 2000, higher wealth disparity restrained the impact of growth
on the population. However, at the same time the poor experienced an increase in their monetary
purchasing power. For the poorest 30% of the population non-monetary income substantially improved
including access to electricity, natural gas, safe water, health and higher education.
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Table 3.50. Poverty level
(percentage)
2004

2007

2008

2009

:LWKUHVSHFWWRRIWKHPHGLDQFRQVXPSWLRQ



21.3

22.1

21.0

With respect to 40% of the median consumption

10.9

9.2

9.5

8.8

Source: Geostat 2010.

The subsistence minimum in Georgia was well below the average income in 2009 for both average
consumers and households while it was above the income of the average consumer in 2004. However,
the subsistence minimum for an average family increased by half from 2004 to 2010, to GEL 213.9.
3RYHUW\IROORZHGDVLPLODUWUHQG,QWKHLQFLGHQFHRISRYHUW\LQ*HRUJLDZDVZKLOHWKH
indicator of extreme poverty was 9.3% (World Bank, 2009). <HWSRYHUW\UHPDLQVDPDMRULVVXHLQ
Georgia, both in rural and urban areas.

7DUJHW$FKLHYHIXOODQGSURGXFWLYHHPSOR\PHQWDQGGHFHQWZRUNIRUDOO
(PSOR\PHQWLVDPDMRULVVXHLQ*HRUJLD)ROORZLQJWKHFULVHVWKHXQHPSOR\PHQWUDWHUHDFKHG
LQ,QRUGHUWRUHVSRQGWRWKHSUREOHPWKHJRYHUQPHQWWULHGWRPLQLPLVHMREVLQWKHLQIRUPDO
VHFWRUDQGSURPRWHMREFUHDWLRQLQWKHIRUPDOVHFWRUE\DGRSWLQJDQHZ/DERXU&RGHLQ LQ
FRPSOLDQFHZLWK,QWHUQDWLRQDO/DERXU2UJDQL]DWLRQ ,/2 VWDQGDUGV +RZHYHUWKHHFRQRPLFFULVLV
put an end to GDP growth, and therefore to employment patterns.

Table 3.51.8QHPSOR\PHQW
(percentage)

Unemployment

2000

2009

10.3


Sources: IMF and Statistical Office of Georgia.

Table 3.52'LVWULEXWLRQRISRSXODWLRQDJHGDQGDERYHE\HFRQRPLFVWDWXVDQG
DJHJURXSV 
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15-19

20-24

25-29





191.8

Employed (thousand)

24.0

100.1

134.5

Unemployed (thousand)

12.0



57.3

Active population (labour force), total (thousand)

212.7

132.3

71.5

Unemployment rate (%)

Population outside labour force (thousand)

33.4

39.9

29.9

Economic activity rate (%)

14.5

55.7

72.8



33.5

51.1

Employment rate (%)

Source: Geostat, 2010.

,Q\RXWKXQHPSOR\PHQWZDVVLJQL¿FDQWO\KLJKHUWKDQWKHDYHUDJHUDWHDPRQJWKHDJHJURXSV
20-24 and 25-29, the rate is more than twice the national average, while the older age groups
DQG KDYHXQHPSOR\PHQWUDWHVEHORZWKHQDWLRQDODYHUDJH 
DQGUHVSHFWLYHO\ 
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7KHÀRZVRIPLJUDQWVIURP*HRUJLDDUHPDLQO\GLUHFWHGWRZDUGVWKH5XVVLDQ)HGHUDWLRQWKH8QLWHG
States, Greece, Germany, Turkey, Austria, France and Spain. The 2002 Census shows that since the
1989 Census, Georgia lost almost 20% of its population to emigration. The number of migrants/people
in the diaspora reached 1 024 598 in 2005 with 22.9% of the total population (World Bank, 2008).
Immigrants to Georgia come mainly from the Russian Federation, Ukraine, China and Turkey. The
PDMRULW\ RI WHPSRUDU\ UHVLGHQFH SHUPLWV DUH JUDQWHG IRU WKH SXUSRVH RI HPSOR\PHQW PDLQO\ WR
Turkish and Chinese applicants, whereas permanent residence permits are granted mostly for family
UHDVRQVZLWKWKHPDMRULW\RIDSSOLFDQWVIURPWKH5XVVLDQ)HGHUDWLRQ

Table 3.53. Net migration
(thousand)
2000

2001

2002

2003

2004

2005

2006

2007

2008

2009

-35.2



-27.8

-27.5

5.5



-12.1

-20.7

-10.2

34.2

Source: Geostat, 2010.

7DUJHW(UDGLFDWHH[WUHPHSRYHUW\DQGKXQJHU
The World Bank estimated that around 30% of the total population was living with less than USD 2 a
day in 2005 and as much as 54.5% of the population was living on the national poverty line in 2003
(17.1% even under the extreme poverty line). In the Republic of Georgia, the poverty line equals the
VXEVLVWHQFHPLQLPXPGRZQWR*(/LQ+7KRXJKWKHUHLVQRELJGLIIHUHQFHLQ¿JXUHV
EHWZHHQUXUDODQGXUEDQSRYHUW\WKHRYHUDOOVLWXDWLRQLQ$ENKD]LDDQG6RXWK2VVHWLDLVZRUU\LQJ

Table 3.54.3RYHUW\LQGLFDWRUVE\XUEDQDQGUXUDODUHDV
(percentage)
2007

2008

Urban

Rural

Urban

:LWKUHVSHFWWRRIPHGLDQFRQVXPSWLRQ

17.9

24.9

18

With respect to 40% of median consumption



12.1

7

:LWKUHVSHFWWRRIPHGLDQFRQVXPSWLRQ

5

8.8

With respect to 40% of median consumption



4

:LWKUHVSHFWWRRIPHGLDQFRQVXPSWLRQ

3

4.9

With respect to 40% of median consumption



1.9

2009

Rural

Urban

Rural





24.3

11.9

7.3

10.2

5.3

8.7

5.4

7.8

1.8



2

3.2

2.3

4.2

2.5

3.7

0.7

1.7

0.9

1.5

Poverty incidence

Poverty depth

Poverty severity

Source: Geostat, 2010.

Job losses following the economic crisis are likely to increase poverty at least until economic recovery,
and so is the issue of displaced people due to the August 2008 war. However, poverty conditions are
to be attributed to governmental policies. Had these crises not taken place, the United Nations (UN)
had already forecast in 2004 an upward trend of poverty, under the socio-economic conditions at
WKHWLPHHYHQIRUHFDVWLQJRIWKHSRSXODWLRQIDOOLQJXQGHUWKHSRYHUW\OLQHDQGXQGHUWKH
extreme poverty line in 2015. Despite strong increases in GDP per capita and monthly salaries, it is
quite unlikely that Georgia will meet its target of reducing the proportion living under the extreme
poverty line to 4%.
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Figure 3.11.0RQWKO\VDODU\RIHPSOR\HGLQVWDWHDQGQRQVWDWHHQWHUSULVHV
(GEL)
700
600
500
400
300
200
100
0
2004

2005

2006
Public sector

2007

2008

2009

Private sector
Source: Geostat.

On the other hand, Georgia is likely to reach its hunger target as undernourishment has been
GHFUHDVLQJVLQFHLQGHSHQGHQFH IURPPLOOLRQSHRSOHLQWRPLOOLRQLQOHVVWKDQ
RIWKHWRWDOSRSXODWLRQDFFRUGLQJWRWKH)RRGDQG$JULFXOWXUH2UJDQL]DWLRQ )$2 ,Q
the average share of food in total consumption expenditure equalled around 50%, higher in rural
households (around 70%) than in urban ones. Efforts have also been made on malnutrition which
concerns less than 2% of under-5 children.29 Moreover, with recent developments in the agricultural
sector, and in imports, food security is forecast to be completed by 2011-12.
,QWRWDODERXWSHUVRQVZHUHGLVSODFHGLQ*HRUJLDGXHWRYLROHQWFRQÀLFWVLQWKHHDUO\V
According to the latest statistics, Georgia currently hosts 228 142 internally displaced persons (IDPs)
IURP$ENKD]LDDQGWKH7VNKLQYDOLUHJLRQ
In August 2008, following the war with the Russian Federation, the number of IDPs in Georgia
LQFUHDVHGE\VRPH
Some IDPs are accommodated at premises of compact settlement or collective centres, whereas
others have found shelter individually. Approximately 45% of IDPs live in collective centres, and the
RWKHUZLWKKRVWIDPLOLHVRULQUHQWHGRUSXUFKDVHGÀDWV/LYLQJFRQGLWLRQVDWWKHPDMRULW\RI
FROOHFWLYHFHQWUHVDUHGLI¿FXOW,'3IDPLOLHVOLYLQJLQWKHSULYDWHVHFWRUIDFHVLPLODUGLI¿FXOWLHV
The government of Georgia pays particular attention to the socio-economic conditions of these IDPs,
concentrating on two main issues:
ŀ

FUHDWLRQRIFRQGLWLRQVIRUGLJQL¿HGDQGVDIHUHWXUQRI,'3VWRWKHLUFXUUHQWO\RFFXSLHGSURSHUWLHV
and

ŀ

integration of the displaced population.
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7KHLPSURYHPHQWRIOLYLQJFRQGLWLRQVRI,'3VGHSHQGVXSRQDFFHVVWRDGHTXDWHVRFLDOVHUYLFHV¿UVW
of all in the spheres of health care and education.

*RDO,QFUHDVHDFFHVVWRTXDOLW\OLIHORQJHGXFDWLRQ
The reforms undertaken in the education system in 2004-07 aimed at eliminating rampant corruption
and implementing conceptual and structural changes in line with the principles of the Bologna Process.
The reform agenda implied the following activities:
ŀ

new legislation on higher education (2003), general education (2004) and vocational education
(2007);

ŀ

UHIRUPRIWKH¿QDQFLQJDQGWKHJRYHUQDQFHRIWKHHGXFDWLRQLQVWLWXWLRQVE\LQWURGXFLQJWKHSHU
FDSLWD¿QDQFLQJSULQFLSOH ZLWKPRQH\IROORZLQJWKHVWXGHQW LQJHQHUDODQGKLJKHUHGXFDWLRQ
also planned for Vocational education and training (VET);

ŀ

LQWURGXFWLRQRIXQL¿HGHQWUDQFHH[DPLQDWLRQVDFURVVDUDQJHRIVXEMHFWVDGPLQLVWHUHGE\WKH
QHZ1DWLRQDO([DPLQDWLRQ&HQWUHIRUWKH¿UVWWLPHLQDQGDQG

ŀ

introduction of a three-cycle degree system and a European credit transfer system (ECTS) in line
with the principles of the Bologna Process.
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7DUJHW&RPSOHWHIXOOSULPDU\HGXFDWLRQ
Achieving full universal primary education is not a problem in Georgia. Having inherited full education
from the Soviet Union, the education rate is very high. However, the quality of the education system
is under severe falling trends due to absence of national standards, weak links between vocational
HGXFDWLRQDQGMREVNLOOVDQGODFNRI¿QDQFLQJ7KHWRWDOQXPEHURISXSLOVKDVGHFUHDVHGVLQFHE\
SXSLOVWRLQ2YHUDOOGURSRXWUDWHVDUHVLJQL¿FDQWO\GLIIHUHQWGHSHQGLQJ
RQVRXUFHVXVHG$FFRUGLQJWR81GDWDWKHVHUDWHVKDYHEHHQVHYHUHO\LQFUHDVLQJIURPLQ
to 14.3% in 2004, with a higher rate for males (17.0% in 2004). However, according to Geostat, the
total drop-out rate for 2005 reached only 7.5%; a yoy fall of about a half, which cannot be realistic.
According to the same national source, drop-out rates further decreased to 5.4% in 2009/2010.

Table 3.55. 0DLQHGXFDWLRQGDWD

Pre-primary enrolment rate gross (%)
Primary enrolment rate gross (%)
Drop-out rate*

2000

2008

37



97.2

107.4

5.1

5.4

Primary education students to teacher ratio (%)



8.7

Continuation to secondary education (%)

98.1

99.4

Secondary enrolment rate gross (%)



90.0

7.5

7.5

38.0

34.3

Secondary education students to teacher ratio (%)
Tertiary enrolment rate gross (%)
Note: *Geostat.

Source: WB, WDI 2010 (2009 data not available on WDI or on Geostat before publishing, November 2010.

The VET system is administered by The Ministry of Education and Science (MES), with the assistance
of several state agencies, which deal with accreditation, curriculum and teachers’ development. The
youth VET sector reform launched in 2005 has already undergone three phases. Up to 2007 the
MES invested in VET infrastructure and prepared for the opening of the National Professional Agency
(NPA) foreseen in the new VET legislation.

Table 3.56. 6SHQGLQJRQYRFDWLRQDOHGXFDWLRQ
(GEL thousand)

2005

2006

2007

2008

2009

2010 (e)

80 947



410 829

458.337



550 000

Vocational education and
training support programme

1 547

1 717



8 413

9 800

9 000

President’s national
programme“Rehabilitation of
vocational schools”

-

3 999





0

2 500

LEPL – National Professional
Agency

-

-

0

535

0

0

Secondary vocational schools
support programme

2 152



0

0

0

0

Total expenditure on VET



7 779





9 800

11 500

MES budget

Source: Matching vocational education in Georgia with labour market needs*7=
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In 2008, attempts were made to privatise the VET infrastructure. Later, the ministry concentrated
RQGHYHORSPHQWV\VWHPVWR¿QDOLVHWKH9(7VWUDWHJ\HODERUDWLRQDQGVWUHQJWKHQWKHUHODWLRQVZLWK
donors. The European Union and bilateral donors have been providing assistance to the Georgian
government aiming at modernising the VET system. Directors of the VET centres have participated in
training and study tours abroad. Special training courses were organised for faculty and administrative
staff in teaching methodologies and career counselling. The new VET strategy sets clear targets
regarding investment in VET infrastructure and the strengthening of a group of 25 VET centres that
will also act as resource centres.
However, enrolments at VET programmes are very low in Georgia. In 2007, enrolment declined
FRPSDUHGZLWKSUHYLRXV\HDUVDVWKHUHIRUPHGSURJUDPPHVVWDUWHG,QDSSUR[LPDWHO\
students were admitted and only 5 050 in 2008/09 (ETF, 2010). Currently, the VET system cannot
satisfy the considerable demand existing in the different sectors of the economy. There are no VET
programmes delivered in the gas, electricity, mining and processing, rail and logistics sectors, though
demand is high. There is also a high demand for industrial skills: mechanical, electrical and welding.
At the same time, a large and growing proportion of young people after secondary school remains
outside viable further education and training because of a decrease in the service capacities of higher
education institutions.

Table 3.57. (QUROPHQWLQWKHHGXFDWLRQDOLQVWLWXWLRQV
2005

2006

2007

2008

2009

Enrolment in general education schools (thousand)











Enrolment in higher education institutions (thousand)

144.3

140.8

112.1



102.7

1112





1588



Number of post-graduate students (persons)

Source: Geostat, 2010.

The Ministry of Education and Science has introduced special authorisation procedures which will
reduce the number of higher education institutions in the near future.

Goal 3: Ensure gender equality
Targets have been established to promote gender equality and empower women, ensuring gender
equality in the employment sphere throughout the country and equal accessibility for females and
males at all management levels.
7KHIROORZLQJWDUJHWVZHUHHVWDEOLVKHGE\WKH3UHVLGHQWLDO'HFUHHRI$XJXVW
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ŀ

JHQGHU HTXDOLW\ LQ HPSOR\PHQW ODERXU PDUNHW SUR¿OH LQ WKH SULVP RI JHQGHU SDUDPHWHUV
comparison between males’ and females’ average wages);

ŀ

equal access for women and men to basic, vocational, higher and continuous education; and

ŀ

equal access in the political domain and all levels of management.

Labour market analysis reveals positive trends in terms of improvement in the employment status of
ZRPHQ+RZHYHUIHPDOHDFKLHYHPHQW¿JXUHVDUHVWLOOODJJLQJEHKLQGPDOHV¶SHUIRUPDQFH,Q
employed women only accounted for 39.0% of the economically active population. Some 30% of
women in the total female employed population above 15 years of age are contractually employed.
7KHUHPDLQLQJDUHVHOIHPSOR\HGRUQRQLGHQWL¿HGZRUNHUV0RVWVHOIHPSOR\HGZRPHQZRUN
on family farms or in businesses for no remuneration. Employment opportunities are legally equal.
However, women have limited access to managerial positions both in the public and private sectors
and their remuneration is usually lower.
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Table 3.58.$YHUDJHPRQWKO\QRPLQDOVDODU\RIHPSOR\HHVE\HFRQRPLFDFWLYLW\
and gender
(GEL)
2009
Total

Female

Male

Agriculture, hunting & forestry



251.9



Fishing

257.2

194.4



Mining & quarrying



393.3

722.2

Manufacturing

447.9

332.0



Electricity, gas & water supply







Construction



453.7




Wholesale & retail trade; repair of motor vehicles, motorcycles &
persona & household goods

517.7

407.5

Hotels & restaurants



307.2

459.7

Transport & communications

729.3





1 319.0

1 023.7





478.2

730.7

Financial intermediation
Real estate, renting & business activities
Public administration & defence; compulsory social security

888.8



909.3

Education



255.9

320.2

Health & social work



317.2

552.9

Other community, social & personal service activities

411.1





Average







Source: Geostat, 2010.

The share of women in paid employment outside the agricultural sector has been increasing, though
employment opportunities for women still remain low.

Table 3.59.'LVWULEXWLRQE\HFRQRPLFVWDWXVDQGJHQGHURISRSXODWLRQDJHGDERYH
15 years old
(thousands, 2009)

159
Female

Male

Active population

920.5

1071.3

Employed





Unemployed

141.9

193.7

774.4



Population outside labour force
Unemployment rate (%)

15.4

18.1

Economic activity rate (%)

54.3



Employment rate (%)

45.9


Source: Geostat, 2010.

There is no gender disparity in the education system in Georgia with an even ratio of girls to boys
in gross enrolment, girls staying longer in the system than boys.
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Health issues
The health system in Georgia has shown an improvement in overall performance since 2000.
6SHFL¿FDOO\ LQ KHDOWK LQVXUDQFH FRYHUDJH DQG SULPDU\ KHDOWK FDUH WKH FRXQWU\ LV RQ WKH ZD\ WR
LPSOHPHQWLQJVLJQL¿FDQWUHIRUPVWRDWWDLQQDWLRQDOREMHFWLYHV

0DLQLQGLFDWRUV
The crude death rate remains slightly higher than the average of the EESC countries, though increasing
from 10.3 per thousand in 2000 to 12.0 in 2008. At the same time, the birth rate remained stable
at 12.1 per thousand. The main cause of death is from respiratory diseases (up to 38.5% of the
total in 2009), such as chronic obstructive pulmonary disease, pleurisy, lung cancer and pneumonia.

Table 3.60.0DMRUFDXVHVRIGHDWK
(percentage change between 2000 and 2009)

Tumours



Respiratory organ failure



Accidents, poisoning and traumas

-53.0
Source: Ministry of Labour, Health and Social Affairs of Georgia.

*RDO5HGXFHXQGHUPRUWDOLW\UDWHE\WZRWKLUGV
Data concerning child mortality are worrying. According to the World Bank, the infant mortality rate
SHUOLYHELUWKV LVKLJKWKRXJKGHFOLQLQJE\QHDUO\WRSHUWKRXVDQGLQGRZQ
from 30.7 per thousand in 2000. The under-5 mortality rate follows the same trend, with a decline
from 34.8 per thousand in 2000 to 29.7 per thousand in 2008.

Table 3.61. 8QGHU¿JXUHV
2000

2005

2008

2009

Measles immunisation (% of children aged 12-23 months)

80

84



83

Infant mortality rate (per 1 000 live births)

31

28

27



Under-5 mortality rate (per 1 000)

35

32

30

29
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Source: World Bank, WDI 2010.

0HDVOHVLPPXQLVDWLRQFRYHUHGRILQIDQWVEHWZHHQDQGPRQWKVLQ7KHFDXVHVDUH
therefore to be found outside immunisation issues, for example in post-natal care, maternal health
during pregnancy, lack of appropriate monitoring of children (with no accurate statistics) and a lack
of medical skill concerning infant issues.
Reducing the under-5 mortality rate to around 11.5 per thousand in 2015 seems unrealistic.

*RDO5HGXFHPDWHUQDOPRUWDOLW\UDWLRE\WKUHHTXDUWHUV
Table 3.62. 0DWHUQDOPRUWDOLW\¿JXUHV

Births attended by skilled health staff (% of total)
Fertility rate, total (births per woman)

2000

2005

2008

99.0

98.3

…







Adolescent fertility rate (per 1 000 women 15-19 years old)

55.0

47.0

44.0

Maternal mortality ratio (per 100 000)

50.0

52.0

48.0

Source: World Bank, WDI 2010.
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The adolescent fertility rate has declined, from 55 per thousand in 2000 to around 44 per thousand in
2008. However, the number of registered abortions increased since 2000 to 24 300 per year in 2009.
Important bleeding risks are linked to this practice and can partly explain the high maternal mortality
rate (48 per 100 000 in 2008). Despite the high level of births attended by skilled staff (around
99%), bleeding is still common during birth with severe infections from the medical equipment used.
Medical resources should therefore be used for maternal health monitoring in order to further
decrease the mortality rate. These measures can include better health protection covering maternity
expenses to the poor and women in rural areas who, due to lack of money, still often give birth at
home, without the necessary medical care.

*RDO6ORZGRZQDQGUHYHUVHWKHVSUHDGRI+,9$,'6DQGRWKHU
UHVSLUDWRU\GLVHDVHV
Table 3.63.0DLQ+,9$,'6DQGUHVSLUDWRU\FDVXDOWLHV
2000

2005

2009



880



28

191

494

Tuberculosis case detection rate, all forms (%)



83.3



Tuberculosis treatment success rate (% of registered cases)





75.5

Total number of registered patients (persons)
Total number of HIV/AIDS linked deaths (persons)

Source: Geostat 2010, WB WDI 2010.

6SUHDGRI+,9
HIV incidence is very low in Georgia, compared to Ukraine, for example. Only 0.04% of the population
was infected in 2009, according to national statistics. However, the number of infected people has
VLJQL¿FDQWO\ LQFUHDVHG VLQFH  :KLOH +,9 RQO\ FRQFHUQHG  UHJLVWHUHG SDWLHQWV LQ  LW
LQFUHDVHGWRLQ HLJKWIROGLQFUHDVH LQGLFDWLQJSRRU+,9$,'6SUHYHQWLRQ
7KH QXPEHU RI GHDWKV DOVR LQFUHDVHG EXW VLJQL¿FDQWO\ VORZHU WKDQ WKH FRQWDPLQDWLRQ UDWH IURP
28 patients in 2000 to 494 in 2009.
Life expectancy overall has improved, though diseases such as respiratory illnesses, digestive and
FDUGLRYDVFXODUGLVHDVHVKDYHUHPDLQHGWKHPRVWVLJQL¿FDQWFDXVHVRIPRUELGLW\DQGPRUWDOLW\
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Table 3.64.0RUELGLW\E\PDLQGLVHDVHJURXSV
(thousand)
2000

2004

2008

2009



235.5

299.8

447.5

Diseases of the digestive organs

28.0

42.0

92.4



Diseases of the circulatory system

44.5

70.7

74.4



Diseases of the urogenital system

21.2



48.3



Diseases of the respiratory system

Source: Geostat, 2010.

7KHUHSRUWHGUDWHRIPRUELGLW\GXHWRUHVSLUDWRU\GLVHDVHKDVDOPRVWWULSOHGIURPLQ
WRLQ7KHUDWHRIGLVHDVHVRIWKHGLJHVWLYHRUJDQVLQFUHDVHG¿YHIROGEHWZHHQ
and 2010 while the rate of diseases of the circulatory system doubled in the same period. Neoplasm
remains the second leading cause of mortality and has not improved since 2001.
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Main health reforms
7KUHH VWUDWHJLF REMHFWLYHV ZHUH SURFODLPHG E\ WKH 0LQLVWU\ RI +HDOWK /DERXU DQG 6RFLDO $IIDLUV
(MoLSHA), as part of the framework of the Programme of the Government of Georgia 2008-12,
“Georgia without poverty”, in order to strengthen the health sector:
ŀ

LQFUHDVH WKH ZHOOEHLQJ RI WKH SRSXODWLRQ WKURXJK GHYHORSLQJ D PRUH HI¿FLHQW VRFLDO VHFXULW\
network and improving the health of the nation;

ŀ

ensure national security through minimising public health problems and threats and through
creating a healthy environment and postgraduate medical education sector; and

ŀ

strengthen the capacity of MoLSHA DQG DI¿OLDWHG DJHQFLHV WR DFKLHYH EHWWHU HI¿FLHQF\
effectiveness and responsiveness to the challenges related to access to quality health services
by the Georgian population.

1LQHPDMRUSULQFLSOHVRIVHFWRUUHIRUPZHUHDOVRGUDZQXSE\0R/6+$LQFORVHFROODERUDWLRQZLWK
WKHPDMRUKHDOWKV\VWHPVWDNHKROGHUVLPSURYLQJKHDOWKV\VWHPVWHZDUGVKLSLPSURYLQJWKHKHDOWK
LQIRUPDWLRQV\VWHPHQVXULQJHI¿FLHQWDOORFDWLRQRIKHDOWKV\VWHPUHVRXUFHVLPSURYLQJWKHHI¿FLHQF\
DQGHIIHFWLYHQHVVRIKHDOWKVHUYLFHVLPSURYLQJ¿QDQFLDOJHRJUDSKLFDODQGLQIRUPDWLRQDODFFHVVLELOLW\
RI WKH KHDOWK V\VWHP LPSURYLQJ HTXLW\ DQG ¿QDQFLDO SURWHFWLRQ LQ WKH KHDOWK V\VWHP LPSURYLQJ
health promotion, healthy behaviour, prevention, monitoring and detection.
7KHQDWLRQDOKHDOWKV\VWHPLV¿QDQFHGWKURXJKVWDWHEXGJHWUHYHQXHVZLWKWDUJHWHGEHQH¿WVIRUWKH
poor and relatively limited coverage for the rest of the population. A considerable share of public
resources (including a health programme for the poor) is contracted out to private insurance providers.

Figure 3.12. +HDOWKUHYHQXHVE\VRXUFH
(GEL thousand)
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Source: National health accounts.

According to the new master plan adopted by the government in 2007, a private primary health-care
system is based on insurance. The state aims at funding the full package of primary health-care
(PHC) services for social groups living below the poverty line. In 2007, a pilot programme was
implemented, subsidising health insurance for people below the poverty level. It included all types of
VHUYLFHV3+&DVZHOODVKRVSLWDOEXWGLGQRWFRYHUH[SHQVHVIRUSKDUPDFHXWLFDOV 2;)$0  In
2009, the government introduced an insurance package for the whole population, called the “cheap
insurance scheme”.

DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

3. GEORGIA: COUNTRY REVIEW

+RZHYHU FRQWUDGLFWLRQV UHPDLQ DQG SULYDWH KHDOWK LQVXUDQFH VWLOO IDFHV VLJQL¿FDQW FKDOOHQJHV LQ
dealing with the most important problem of how to ensure universal access to private health insurance
services. Priority problems to be addressed immediately by the government are as follows:
ŀ

to ensure universal access to services within the private health insurance context;

ŀ

WRSURYLGHDFFHVVWRKHDOWKFDUHIRUSHRSOHZKRFDQQRWDIIRUGSULYDWHLQVXUDQFHSHRSOHRI¿FLDOO\
UHJLVWHUHGDVEHLQJXQGHUWKHSRYHUW\OLQHWKRVHZKRDUHRI¿FLDOO\UHJLVWHUHGEXWQRWFRYHUHG
yet by the state-funded private insurance programme; and those who are not registered but
cannot afford to buy private insurance; and

ŀ

WR HQVXUH DFFHVV IRU DOO ZLWK DW OHDVW D EDVLF EHQH¿W SDFNDJH ZKLFK VKRXOG LQFOXGH HVVHQWLDO
PHGLFLQHV 2;)$0 

Another important element of the reform is the hospital-sector transformation. The government
approved the complete substitution of the hospital infrastructure for new hospitals in which ownership
would be transferred from the state to the private sector under the conditions that the state receives no
¿QDQFLDOUHYHQXHVIURPWKHSULYDWLVDWLRQRIKRVSLWDOVDQGWKDWWKHSULYDWHFDSLWDOKDVWREHUHLQYHVWHG
by the new owners into the development of privatised hospital infrastructures. Investors are obliged
WRNHHSWKHSUR¿OHIRUDWOHDVWVHYHQ\HDUV
However, due to investors’ delay in the schedule there is scepticism with regard to the soundness
of the programme.
Georgian health system priorities are:
ŀ

to ensure the quality of health services by creating and enforcing the necessary regulatory
environment;

ŀ

to ensure the accessibility of quality medical services by the continuous development of medical
infrastructure and competent human resources;

ŀ

to ensure the overall affordability of basic health services and protect the general population
IURPFDWDVWURSKLF¿QDQFLDOKHDOWKULVNVDQG

ŀ

WR LQFUHDVH KHDOWK V\VWHP HI¿FLHQF\ E\ FDSDFLW\ EXLOGLQJ LQ WKH PLQLVWU\ DQG LWV VXERUGLQDWH
institutions and through the introduction of sound managerial principles.

*RDO(QVXUHVXVWDLQDEOHHQYLURQPHQWGHYHORSPHQW
The Georgian National Environment Action Plan adopted in 2000 sets out nine priorities: water supply
and pollution; air pollution; resource use; waste and chemicals management; land resources; protection
of the Black Sea; forests and forestry; global environmental problems; and problems in the state
system for environment and nature use management. A National Environmental Health Action Plan
was approved in 2003 and selected municipalities are elaborating local environment action plans.
*HRUJLD KDV DGRSWHG VRPH VHFWRU DQG LVVXHVSHFL¿F OHJLVODWLRQ VXFK DV RQ DLU TXDOLW\ ZDVWH
management, water quality, soils, nature protection and chemicals. Georgia has participated in
WKH 'DQXEH%ODFN 6HD 7DVN )RUFH ,W KDV UDWL¿HG VHYHUDO LQWHUQDWLRQDO DQG UHJLRQDO HQYLURQPHQW
conventions to which it is party, and has in particular acceded to the Kyoto Protocol on climate
FKDQJH*HRUJLDKDVVLJQHGEXWQRW\HWUDWL¿HGWKH6WUDWHJLF(QYLURQPHQWDO,PSDFW$VVHVVPHQW
3URWRFRORIWKH(VSRR&RQYHQWLRQRQ(QYLURQPHQWDO,PSDFW$VVHVVPHQW6HFWRUVSHFL¿FSURJUDPPHV
KDYHEHHQSUHSDUHGLQFOXGLQJRQLQWHJUDWHGFRDVWDO]RQHPDQDJHPHQWIRUHVWPDQDJHPHQWZDWHU
management and environmental impact assessment.
According to the government’s strategic document of Basic Data and Directions in 2009-12 the main
activities to be undertaken are:
ŀ

switching to a new system of pool management of water resources;

ŀ

development of environment protection;

ŀ

development of environment monitoring and forecast system.

The Ministry of Environmental Protection and Nature Resources drew up concrete measures for
addressing various problems within these activities and prioritised the forecasting and prevention of
natural disasters at the state level. Perfection of the system of Environment Monitoring and Forecasting
has also been added to the priorities of the ministry.
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Target: Ensure environmental sustainability
Despite the positive legislation, law enforcement mechanisms and popular awareness are lacking.
It is highly unlikely that Georgia will meet this target by 2015 due to the increase of all pollutant
components since 2000.
7KH (QYLURQPHQW ,PSDFW $VVHVVPHQWV (,$  LV WKH PDMRU WRRO IRU ELRGLYHUVLW\ SURWHFWLRQ DQG
sustainable use of its components according to the Convention on Biological Diversity and to the
Ramsar Conventions. The EIA system operating in Georgia does not meet these requirements. The
(,$ OHJLVODWLRQ IDOOV VKRUW RI HQVXULQJ WKH DYRLGDQFH RI KDUPIXO LPSDFWV RI LQGXVWULDO SURMHFWV RQ
biodiversity. No legal procedures are available for implementation; the procedures for approval of
management plans of protected areas, forestry and hunting farms either do not exist at all or need
to be improved. Unfortunately, due to weakness and/or absence of legal procedures, the ministries
RIWHQIDLOWRPDNHGHFLVLRQVRUWKHGHFLVLRQVDUHLQHI¿FLHQW
During the establishment of protected areas, traditional land-use patterns are ignored hence creating
HQRUPRXV SUREOHPV IRU WKH SURWHFWHG DUHDV )RU H[DPSOH WKH RLO ZHOOV ORFDWHG LQ WKH 6DJDUHMR
GLVWULFWDSSHDUHGZLWKLQWKH7ELOLVL1DWLRQDO3DUN7KHYLVLWRUV¶]RQHRIWKHVDPHSDUNDSSHDUHGWR
EHFURVVHGE\WKH7ELOLVLE\SDVVUDLOZD\SURMHFWURXWH$VDUHVXOWWKHWHUULWRU\RIWKHSDUNZDVVSOLW
,QFOXVLRQRIDJULFXOWXUDOSORWVSDVWXUHVDQG¿UHZRRGSURGXFWLRQDUHDVLQVLGHWKHSURWHFWHGDUHDV
created a number of problems for the protected areas and discredited the goals (and environmental
ideas) of their establishment to a certain extent (Green Alternative, 2010).

Table 3.65. Environmental data
(thousand tonnes)
2000
Harmful substances, total
Solid
Gas and liquid

2006

2008

28.7

57.3

114.0

9.2

34.5

91.4

15.5

22.8



Sulphur anhydride

0.4

0.9

0.9

Carbon

3.7

12.1

11.1

Nitrous oxides

4.1

2.8



Hydrocarbon

8.1



4.5

Other

3.2

0.1

1.7
Source: Geostat, 2010.
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Areas of high conservation value were severely affected by the August 2008 war and biodiversity of
JOREDOVLJQL¿FDQFHZDVSXWDWULVNZKLFKQHJDWLYHO\DIIHFWHGWKHHQYLURQPHQWDOFOLPDWHLQ*HRUJLD
,Q WKH %RUMRPL *RUJH RI FHQWUDO *HRUJLD ZKLFK LQFOXGHV WKH %RUMRPL.KDUDJDXOL 1DWLRQDO 3DUN30
hundreds of hectares of unique forests were burned. The Russian military attacks in western Georgia,
which resulted in blasting and sinking Georgian vessels in the Georgian Black Sea port of Poti, caused
spillage of large amounts of hydrocarbons and hydraulic oil from the vessels. This caused pollution
of the Black Sea and, consequently, negatively impacted the Kolkheti National Park and the wetlands
protected by the Ramsar Convention.

7DUJHW+DOYHWKHSURSRUWLRQRISHRSOHZLWKRXWVXVWDLQDEOHDFFHVVWRVDIH
GULQNLQJZDWHU
'HVSLWHULFKZDWHUGHSRVLWV*HRUJLDLVVWLOOH[SHULHQFLQJGLI¿FXOWLHVLQVXSSO\LQJWKHSRSXODWLRQZLWK
safe drinking water in rural areas. In 2010, the number of households and organisations with direct
DFFHVVWRGULQNDEOHZDWHUZHUHDQGUHVSHFWLYHO\31 The Tbilisi water supply system
provides a daily supply of water equal to 800 litres per capita per day.
Underground water deposits remain the main source of drinking water, providing 90% of the water
supply system. The aged water supply infrastructure is in poor condition; consequently the leakage
of water is huge. Loss is estimated at around 75%, with no rehabilitation investments made since
WKHV\VWHPVZHUHFRQVWUXFWHGLQWKHVDQGV $'%E 
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Sewage is discharged into water channels and rivers, hence affecting drinking water quality. Poor
social groups suffer from a shortage of regular water supplies, poor water quality, sewage pollution,
and poor urban environmental sanitation. The basins of rivers $OD]DQL,QJXUL.XUDDQG5LRQLDUH
DIIHFWHGE\VHZDJHHMHFWLRQVIURPWRZQVRXWRIZKLFKPLOOLRQ P3  LV GLVFKDUJHGE\
communal sector while the industrial sector accounts for 173.4 million m3 (33%).32
,Q  WKH JRYHUQPHQW FRQVROLGDWHG  ZDWHU FRPSDQLHV LQWR WKUHH UHJLRQDO ZDWHU FRPSDQLHV
 (DVW :HVW DQG $MDUD IRU WKH $XWRQRPRXV 5HJLRQ  6LQFH  LQWHUQDWLRQDO GRQRUV LQYHVWHG
approximately USD 350 million in water supply and sewage systems. Funds were channelled through
the Municipal Development Fund with on-lending to local governments, except in Batumi where the
German development co-operation through KfW is developing infrastructure directly through the
local government.
Regulation of water supply and sewage is maintained by the Georgian National Energy and Water
Regulatory Commission (GNEWSRC) which plans to develop a legal and regulatory framework and
WDULII¿[DWLRQPHWKRGRORJ\,QRUGHUWRDFKLHYHWUDQVSDUHQWDQGDFFRXQWDEOHUHJXODWLRQRIWKHVHUYLFHV
the Water Law adopted in 1997 needs to be aligned with the reform agenda.

PRIVATE SECTOR DEVELOPMENT
Georgia experienced an average annual GDP growth of 7.1% over 1998-2008 which dropped to
-4.0% in 2009 as a result of the crisis (IMF, 2010). According to IMF forecasts, GDP growth of 2.0%
DQGLVH[SHFWHGIRUDQGUHVSHFWLYHO\7KHHFRQRP\WRGD\LVUHODWLYHO\GLYHUVL¿HG
and has moved towards higher value-added sectors. Georgia is still dealing with post-war issues that
demand considerable government funds, for example, aiding internally displaced people. Enhancing
competitiveness in Georgia calls for policies that foster the stability of the economy and recovery
RILQYHVWRUFRQ¿GHQFH
The private sector is a source of knowledge, skills and resources, and a key engine of growth for
LQGXVWULDOGHYHORSPHQW,QWKLVFRQWH[WWKHUROHSOD\HGE\PLFURVPDOODQGPHGLXPVL]HGHQWHUSULVHV
ZKLFKRQDYHUDJHDFFRXQWIRURYHURIHQWHUSULVHVLQWKHZRUOGDQGFRQWULEXWHWRRI
employment in developing countries, is particularly important (WBCSD, 2007). Efforts to foster
private sector growth should focus on improving the business environment for SMEs by providing
a regulatory framework that enhances entrepreneurship through better policy design, including
LPSURYLQJEXVLQHVVUHJXODWLRQVWUHQJWKHQLQJWKHHGXFDWLRQV\VWHPDQGSURYLGLQJDFFHVVWR¿QDQFH
IRU60(VWKDWZRXOGDWWUDFWQHZ¿UPVDVZHOODVLQFUHDVHWKHVKDUHRIHPSOR\PHQWDQGFRQWULEXWLRQ
to GDP in the private sector.
The methodology applied in this section is based on the OECD Policies for Competitiveness Framework
(PFC) which has been developed as an assessment tool based on the Policy Framework for Investment
3), 7KLVWRROWDNHVDKRUL]RQWDODSSURDFKORRNLQJV\VWHPDWLFDOO\DWNH\SROLF\GLPHQVLRQVDIIHFWLQJ
WKHEXVLQHVVFOLPDWHWRLGHQWLI\DQGDQDO\VHNH\FRQVWUDLQWVLQWKHDELOLW\RI¿UPVWRSURGXFHLQYHVW
and grow. Apart from giving a general introduction to the business environment, three key dimensions
DUHIHDWXUHGLQWKLVVHFWLRQFRYHULQJVNLOOVGHYHORSPHQWDFFHVVWR¿QDQFHDQGLQYHVWPHQWIUDPHZRUN
conditions affecting SME growth.

General overview
In Georgia, the private sector accounts for 75% of GDP and is among the highest in the region
(%5' 7KHVKDUHRISULYDWHVHFWRUHPSOR\PHQWLQZDVFRPSDUHGWRDSSUR[LPDWHO\
 LQ  $FFRUGLQJ WR 1DWLRQDO 6WDWLVWLFV 2I¿FH GDWD VPDOO DQG PHGLXPVL]HG HQWHUSULVHV
FRQWULEXWHRI*'3DQGRIHPSOR\PHQW7KHVH¿JXUHVXQGHUHVWLPDWHWKHUHDOFRQWULEXWLRQ
RI60(VWR*'3DVWKHLQIRUPDOVHFWRUUHPDLQVODUJHDURXQGDFFRUGLQJWR6FKQHLGHU  
and among the highest in the EESC region.
Georgia has opened up to trade and foreign investors and its recent economic reforms on anti-corruption,
VRFLDOZHOIDUHEXVLQHVVHQYLURQPHQWDQG¿VFDOPDQDJHPHQWKDYHEHHQLQWHUQDWLRQDOO\SUDLVHGUDLVLQJ
Georgia to 12th place in the World Bank’s Doing Business 2011 report (World Bank, 2010). Areas that
need further improvement are mainly related to access to credit and protecting investors. To support
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SULYDWHVHFWRUGHYHORSPHQWVSHFL¿FFKDOOHQJHVUHPDLQLQVNLOOVGHYHORSPHQWDFFHVVWR¿QDQFHDQG
the investment framework for SME growth.
2QHRIWKHNH\REVWDFOHVWREXVLQHVVJURZWKLQ*HRUJLDLVWKHGLI¿FXOW\LQDFFHVVLQJTXDOL¿HGSHUVRQQHO
in line with labour market requirements. According to the OECD PFC assessment, improvements have
been made in the implementation of systems for vocational education and training. However, there is
a need for a national strategy in the area of workforce skills development as well as a comprehensive
system of continuing education and training.
6LJQL¿FDQWFKDOOHQJHVUHPDLQIRU60(VLQDFFHVVLQJ¿QDQFHWRVWDUWDEXVLQHVVRUWRH[SDQGEXVLQHVV
DFWLYLWLHV$FFRUGLQJWRWKH2(&'3)&DVVHVVPHQWWKHUHLVDODFNRILQQRYDWLYH¿QDQFLQJPHFKDQLVPV
through credit guarantee schemes or venture capital, as businesses in Georgia still heavily rely
RQIDPLO\FDSLWDODQGUHWDLQHGHDUQLQJVDVWKHSULPDU\VRXUFHRI¿QDQFLQJGXHWRKLJKFROODWHUDO
UHTXLUHPHQWVDQGH[SHQVLYHEDQN¿QDQFLQJ
7RIXUWKHUEXLOGDVXSSRUWLYHHQYLURQPHQWLQZKLFK60(VFDQEHQH¿WIURPLQFUHDVLQJLQWHUQDWLRQDOLVDWLRQ
Georgia will also need to unlock the full potential of investment opportunities across sectors and
LQGXVWULHV,QWKHSDVW*HRUJLDEHQH¿WHGIURPVLJQL¿FDQW)',LQÀRZVVWHPPLQJIURPSULYDWLVDWLRQ
+RZHYHUWKHFKDOOHQJHZLOOEHWRFUHDWHQHZJUHHQ¿HOGLQYHVWPHQWRSSRUWXQLWLHVWRNHHSWKHOHYHO
RI)',LQÀRZVVWDEOH7RVXSSRUWORFDOHFRQRPLFGHYHORSPHQW*HRUJLDVKRXOGFRQVLGHUGHYHORSLQJ
VSHFL¿F PHFKDQLVPV VXFK DV OLQNDJH SURJUDPPHV WKDW KHOS 60(V EHQH¿W IURP IRUHLJQ LQYHVWRU
presence through enhanced participation in local and regional value chains.

7KHLQFUHDVLQJUROHRIWKHSULYDWHVHFWRU
In Georgia, large-scale privatisation was launched in 1993, attracting private capital and introducing
HI¿FLHQWPDQDJHPHQWVWUXFWXUHVLQIRUPHUVWDWHRZQHGFRPSDQLHV,QWKHHDUO\VWDJHVRIWKHFDPSDLJQ
almost all SMEs were privatised. Later on, all sectors of the economy were opened for privatisation,
which has taken a solid track starting from 2005. Between 2005 and 2008, the government received
more than USD 1.4 billion in revenues from privatisation in telecommunications, energy (hydropower
generation plants and energy distribution companies), large-scale real estate assets and, more
UHFHQWO\KRVSLWDOV,QDQGLQFRPHIURPSULYDWLVDWLRQZDVRQHRIWKHPDLQVRXUFHVRI
EXGJHW¿QDQFLQJZKLFKZDVDQGRIEXGJHWVSHQGLQJUHVSHFWLYHO\7KHSURFHHGV
from privatisation exceeded USD 420 million, which was 10% of total state budget expenditures
(NBG, 2009). A gradual decline continued in 2009 hence the proceeds from privatisation will no
ORQJHUUHSUHVHQWWKHPDLQVRXUFHRI¿QDQFLQJRIWKHEXGJHWDU\H[SHQVHV
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7KHSULYDWHVHFWRUVKDUHLQ*'3URVHIURPLQWRLQDQGLVDPRQJWKHKLJKHVWLQ
the region. The private sector accounted for 80% of employment in 2008 and has become increasingly
LPSRUWDQWRYHUWKHSDVW\HDUV (%5' $FFRUGLQJWRWKH1DWLRQDO6WDWLVWLFV2I¿FHRI*HRUJLD
the total number of registered enterprises almost quadrupled from 84 239 entities at the beginning
RIWRHQWLWLHVLQ-XO\7KHH[DFWVKDUHRI60(VLQWKHSULYDWHVHFWRULVGLI¿FXOWWR
assess as many micro and small enterprises operate in the informal economy.
6PDOODQGPHGLXPVL]HGHQWHUSULVHVDUHGH¿QHGLQWKH/DZRI*HRUJLDRQ´6PDOODQG0HGLXP(QWHUSULVH
Support” of July 1999 based on the number of employees and annual turnover: an enterprise is
considered small if it has up to 20 employees and an annual turnover below GEL 500 000. A mediumVL]HGHQWHUSULVHFDQKDYHXSWRHPSOR\HHVZLWKDQDQQXDOWXUQRYHUEHORZ*(/PLOOLRQ$OO
¿UPVEH\RQGWKDWGH¿QLWLRQDUHFRQVLGHUHGODUJHHQWHUSULVHV
$FFRUGLQJWRRI¿FLDO¿JXUHVVPDOODQGPHGLXPVL]HGHQWHUSULVHVRIXSWRHPSOR\HHVDFFRXQWHG
for less than 42% of total employment and 19% of GDP. This is relatively low in international
FRPSDULVRQLQGLFDWLQJWKDWWKHUHLVDODUJHLQIRUPDOVHFWRUEXWDOVRWKDW60(VVWLOOIDFHVLJQL¿FDQW
EDUULHUVWRHQWHUWKHPDUNHW2XWRIWKHWRWDO¿JXUHRIUHJLVWHUHGEXVLQHVVHVLQGLYLGXDOHQWHUSULVHV
DFFRXQWIRUWKHPDMRUVKDUHRI HQWLWLHV 33 which shows that SMEs are the main driver
of entrepreneurial activity in Georgia. Most SMEs are active in trade and repair, processing, hotels
and restaurants, real estate, and transport and telecommunications (USAID, 2005).
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Figure 3.13.6WUXFWXUDOLQGLFDWRUVRIWKHSULYDWHVHFWRULQ*HRUJLDLQ
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Business environment
*HRUJLDKDVVLJQL¿FDQWO\LPSURYHGWKHEXVLQHVVHQYLURQPHQWE\LQWURGXFLQJVWURQJHUPDUNHWRULHQWHG
UHIRUPVDQGSURPRWLQJSULYDWLVDWLRQ3DUWLFXODUHIIRUWVZHUHPDGHWR¿JKWFRUUXSWLRQDQGLPSURYH
stability and governance. As a result, Georgia was ranked 12th in the World Bank’s Doing Business
2011 report. As Georgia’s ranking improved from 112th position in 2005 to 15th in 2008, the World
Bank proclaimed Georgia as Europe and Central Asia’s top Doing Business reformer in its 2009 report;
a position kept by Georgia in 2010 and 2011.
According to Doing Business 2011 Georgia is ranked second best worldwide in registering property,
seventh in dealing with construction licences and eighth in starting a business. Georgia was ranked
ninth in employing workers in Doing Business 2010, an indicator which is no longer covered by
WKHUHSRUW:KLOHÀH[LEOHODERXUPDUNHWSROLFLHVFDQKHOSVWLPXODWHHFRQRPLFJURZWKLQJRRGWLPHV
it should be noted that there is an increased risk of poverty through unemployment in times of
HFRQRPLFGRZQWXUQVFUHDWLQJDVLJQL¿FDQWVRFLDOFKDOOHQJHIRU*HRUJLD*HRUJLD¶VUDQNLQJLQFUHDVHG
VLJQL¿FDQWO\E\SRVLWLRQVLQ³JHWWLQJFUHGLW´ th position) and also in “protecting investors” (from
41st to 20th position). Georgia still ranks low in the areas of “closing a business” (105th) and “paying
WD[HV´ st HYHQWKRXJKVLJQL¿FDQWSURJUHVVKDVEHHQPDGHLQWKHODWWHU XSIURPth in 2009).
According to BEEPS 2009 (EBRD/WB, 2009) the top six constraints faced by companies in doing
EXVLQHVVZHUHUHODWHGWRHOHFWULFLW\VKRUWDJHDFFHVVWR¿QDQFHWD[UDWHVFULPHDQGWKHIWVNLOOVDQG
HGXFDWLRQRIZRUNHUVDQGDFFHVVWRODQG3RZHUFXWVLQRI¿UPVOHGWRDYHUDJHORVVHVRI
RIWRWDODQQXDOVDOHVDQGRI¿UPVUHSRUWHGWD[UDWHVDVDSUREOHPZKLOHRQO\LGHQWL¿HG
the tax administration in general as a constraint. More importantly, half of the companies indicated
skills and education of available workers as a problem but only 19% of companies offer formal
WUDLQLQJWRXQVNLOOHGZRUNHUV$FFHVVWR¿QDQFHLVDSUREOHPIRURIFRPSDQLHVPDLQO\GXHWR
unfavourable interest rates and collateral requirements. These barriers have to be further addressed
by the Government of Georgia.
The Entrepreneur Service Centre was established in the Ministry of Economic Development of Georgia
in December 2009 in order to promote a “one–stop shop principle”. A Department on Export Promotion
in the same ministry was also established. With the aim of enhancing co-operation between Georgia
and foreign businesses, the Georgian National Investment Agency (GNIA) organised several business
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IRUXPVLQGLIIHUHQW(XURSHDQFRXQWULHV*1,$LVDOVRLPSOHPHQWLQJVHYHUDOSURMHFWVZKLFKDLPDW
supporting SMEs and business development. A public discussion on SME development in Georgia
was held in July 2009 and a “Wider Small Business Forum” took place in September 2009. Also, a
draft law on supporting SME development in Georgia was forwarded to the Parliament. In addition,
in October 2009, an Inter-organisational Small Business Committee was established.
In order to improve the business operating environment for SMEs, Georgia needs to usher in better
policies addressing key areas that limit the competitiveness of SMEs. Obstacles, including access
WR¿QDQFHDQGVNLOOVJDSVQHHGWREHWDFNOHGLQWKHIUDPHZRUNRIVWDWHVXSSRUWRIWKH60(VHFWRU

+XPDQFDSLWDOGHYHORSPHQW
6WUHQJWKHQLQJVNLOOVGHYHORSPHQWKDVEHHQLGHQWL¿HGDVRQHRIWKHNH\FRQWULEXWRUVWRFRPSHWLWLYHQHVV
The positive correlation between human capital and productivity has become increasingly important
LQWKHJOREDOLVHGZRUOG5D]]DNDQG7LPPLQV  UHSRUWDVWURQJSRVLWLYHUHODWLRQEHWZHHQWKH
LQFUHDVHRIXQLYHUVLW\TXDOL¿HGZRUNHUVDQGWKHOHYHOVRIODERXUSURGXFWLYLW\DVPHDVXUHGE\*'3SHU
person. It is believed that natural resources, cost competition and strategic alliances do not alone
VXI¿FHIRUDFKLHYLQJVXVWDLQDEOHGHYHORSPHQW 0HPRQet al., 2009).
Enhancing competitiveness in Georgia will require a greater commitment to invest in human capital
and introduce reforms which will ensure that the educational system produces skills that match the
demand of the labour market and further support private sector development. Five areas have been
selected for an in-depth evaluation of the education system including:
ŀ

strategy formulation;

ŀ

inputs to initial education;

ŀ

vocational education and training (VET);

ŀ

continuing education and training (CET);

ŀ

human capital outcomes.

,Q*HRUJLDWZRDUHDVKDYHEHHQLGHQWL¿HGDVEHLQJSDUWLFXODUO\LPSRUWDQWWRVXSSRUWSULYDWHVHFWRU
development in the country: a national strategy in the area of workforce skills development and the
development of a system of continuing education and training.

168

6LQFHWKHHGXFDWLRQDFKLHYHPHQWSUR¿OHRIWKHSRSXODWLRQDJHGRYHUVL[\HDUVKDVFKDQJHG
WKURXJK D VLJQL¿FDQW LQFUHDVH LQ WKH FDWHJRU\ RI WKRVH ZLWK KLJKHU HGXFDWLRQ DFFRPSDQLHG E\
a reduction of those with vocational education. Nevertheless, the quality of education remains
low, ranking 119th out of 139 assessed countries according to the World Economic Forum Global
Competitiveness Report 2010. In the TIMSS 2007, Georgia ranked below the international average
in both mathematics and science (IEA 2007).
Between 2003 and 2007, Georgia underwent an extensive series of reforms in the educational system,
focusing on the synchronisation of the educational system to international standards,34 improving
the quality of education and rehabilitation and modernising educational structures. Furthermore,
SHUFDSLWD¿QDQFLQJZDVLQWURGXFHGLQERWKJHQHUDODQGKLJKHUHGXFDWLRQV\VWHPV$OOWKHVHUHIRUPV
may be viewed as the components of a more extensive strategy of workforce skills development.
,QD1DWLRQDO&XUULFXOXPDQG$VVHVVPHQW&HQWUH 1&$& ZDVHVWDEOLVKHGE\WKH0LQLVWU\RI
Education and Science of Georgia. NCAC aims to improve the quality of education by developing
and approving national curricula and drafting national assessments of the quality of education. The
new programmes are developed by NCAC in co-operation with Georgian teachers and consultancy
groups (however, it is not clear who is included in these consultancy groups).35 Implementation of
these programmes is complemented by teacher training and experience-sharing groups.
The accreditation of higher education led to a sharp drop in available study places in the relatively
few accredited universities. The number of private universities has expanded, as private institutions
DUHEHOLHYHGWRSURYLGHEHWWHUHGXFDWLRQWKDQWKHSXEOLFRQHVDQGWKH\QRZUHSUHVHQWRIKLJKHU
HGXFDWLRQLQVWLWXWLRQV$VXUYH\DPRQJXQLYHUVLW\JUDGXDWHVUHYHDOHGWKDWRIVWXGHQWVIURPWKH
¿YHELJJHVWSULYDWHXQLYHUVLWLHVZHUHDEOHWR¿QGDMRELPPHGLDWHO\DIWHUJUDGXDWLRQZKLOHLQWKH
SXEOLFVHFWRUWKHKLJKHVWQXPEHUZDVIRUWKH)DFXOW\RI&RPPXQLFDWLRQVIURPWKH7ELOLVL6WDWH
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University (Hörner et al., 2007). However, annual tuition fees are almost twice as high in private
XQLYHUVLWLHV 86'LQSULYDWHXQLYHUVLWLHVFRPSDUHGWR86'LQSXEOLFXQLYHUVLWLHVLQ 
Co-operation between higher education institutions and businesses is weak. Any initiative comes
mainly from non-governmental organisations (NGOs), development centres and the educational
institutions themselves. The government is not participating in the consultation process, even though
the Ministry of Education is the body responsible for drafting curricula and developing textbooks. The
universities hold meetings with employers and present their programmes. Some of them (11%) also
conduct labour surveys to identify the demand for graduate studies. However, only 10% of universities
collaborate with businesses in developing their curricula (Hörner et al., 2007).
Vocational education and training (VET) in Georgia is working quite well; however it is concentrated
LQ VHYHUDO DUHDV VXFK DV FRQVWUXFWLRQ WH[WLOHV RI¿FH VNLOOV DQG KRVSLWDOLW\ ZKLOH HYLGHQFH VKRZV
that there is mainly a demand for specialists in the chemical/pharmaceutical industry, electricity
SURGXFWLRQDQGGHOLYHU\ZDWHUDQGVHZDJHZRUNV *7= $JULFXOWXUHFRQVWUXFWLRQDQGWRXULVP
gained increased attention between 2004 and 2008. Many VET institutions are created based on
co-operation with businesses and are even incorporated into factories. A draft law on the creation of
Technoparks in the framework of the Technical University would cover 80% of its existing departments.
,WZLOORIIHUVWXGHQWVWKHRSSRUWXQLW\WRJDLQSUDFWLFDOH[SHULHQFHWKURXJKDMREWKDWJLYHVWKHPD
EHWWHUXQGHUVWDQGLQJRIWKHVNLOOVUHTXLUHGLQWKHODERXUPDUNHW7KLVSURMHFWKRZHYHULV\HWWREH
implemented.
Despite its large share of employment, the agricultural sector does not employ many skilled technicians
but rather serves as a substitute for those lacking employment alternatives. Accordingly, labour
productivity is relatively low and would need to be increased in order to support economic growth and
GHYHORSPHQW,QWRXULVP*HRUJLDIDFHVVLJQL¿FDQWFKDOOHQJHVLQVDWLVI\LQJWKHGHPDQGIRUWUDLQHG
personnel in hotel and restaurant management, which limits the prospects for developing the sector.
To boost the growth of the tourism sector, the Ministry of Education and Science is working out a VET
concept on how to match labour market requirements with a skilled workforce.
Beyond VET systems, Georgia will need to further improve continuing education and training systems.
So far, eight universities in Georgia offer special training programmes for the business sector, but a
nation-wide strategy on work-related education and training would allow workers to improve their
TXDOL¿FDWLRQVRUVZLWFKSURIHVVLRQLQUHVSRQVHWRFKDQJLQJODERXUPDUNHWUHTXLUHPHQWV

$FFHVVWR¿QDQFH
$FFHVV WR ¿QDQFH LV RQH RI WKH FULWLFDO LVVXHV IRU HQKDQFLQJ D FRXQWU\¶V FRPSHWLWLYHQHVV $W DQ\
VWDJHRIEXVLQHVVGHYHORSPHQWEXVLQHVVHVIDFHDQXPEHURI¿QDQFLDOFRQVWUDLQWV:KLOHWKHUHLVD
JHQHUDOUHFRJQLWLRQLQ*HRUJLDWKDWWKHDYDLODELOLW\RIDGHTXDWH¿QDQFLQJLVFUXFLDOIRU60(JURZWKDQG
GHYHORSPHQW60(¿QDQFLQJPHFKDQLVPVDUHPRVWO\OLPLWHGWRWUDGLWLRQDOWRROVRIGHEWDQGHTXLW\
¿QDQFLQJZKLFKKRZHYHUDUHGLI¿FXOWIRU60(VWRDFFHVVGXHWRKLJKLQWHUHVWUDWHVDQGFROODWHUDO
requirements.
According to an OECD assessment, limited domestic credit to the private sector, an underdeveloped
FDSLWDOPDUNHWDQGDODFNRIHDUO\VWDJH¿QDQFLQJDUHSHUFHLYHGDVWKHPDLQREVWDFOHVWREXVLQHVV
JURZWKIURPDQDFFHVVWR¿QDQFHSHUVSHFWLYH$VDFRQVHTXHQFH60(VKHDYLO\UHO\RQIDPLO\RU
LQGLYLGXDOFDSLWDODVWKHLUSULPDU\VRXUFHRIIXQGVGXHWRWKHLQDELOLW\WRREWDLQDIIRUGDEOH¿QDQFLQJ
IURPEDQNVPLFUR¿QDQFHLQVWLWXWLRQVOHDVLQJFRPSDQLHVDQGRWKHULQVWLWXWLRQVWKDWSURYLGHORDQV
or credit. Georgian banks, as in most former Soviet Union countries, tend to deal only with large
clients who have a proven credit history.
Despite an expansion of uncollateralised loans to commercial banks, the banking system did not
manage to improve lending rates and bank credit to the private sector, which dropped by almost
12% in 2009 (ADB, 2010a). In fact, with an average interest spread of 10.9% in 2008 and a request
for collateral requirements around 185% of the loan value, SMEs mainly rely on the owners’ capital
and on retained earnings (EBRD/World Bank, 2009). The arrival of foreign banks in the system led
WRLQFUHDVHGFRPSHWLWLRQDQGLPSURYHGWKHUDQJHRI¿QDQFLDOVHUYLFHVRIIHUHGE\EDQNVLQFOXGLQJ
some micro lending activities to SMEs. Nevertheless, access to credit is still perceived by the private
VHFWRUDVRQHRIWKHPRVWLPSRUWDQWFRQVWUDLQWVWRWKHLUEXVLQHVV RIWKHVXUYH\HG¿UPV
according to BEEPS 2009).
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The businesses’ lack of interest in capital markets is due to the low level of development. Although
Georgia has a functioning stock exchange (Georgian Stock Exchange, commonly referred to as GSE),
its levels of activity are low even by emerging market standards. Around 250 companies are listed on
the exchange, but most of them have done so only to comply with regulatory requirements, because
listing is legally required of companies with more than 100 shareholders.
$FFRUGLQJWRWKH2(&'DVVHVVPHQWWZRPHFKDQLVPVIRU60(¿QDQFLQJQHHGWREHDGGUHVVHGLQ
particular, namely credit guarantee schemes and venture capital/equity funding. Both instruments
DUHDOUHDG\LPSOHPHQWHGWRDFHUWDLQH[WHQWEXWWKHLUVFDOHRIXVHLVQRWVXI¿FLHQWWRSURYLGHDQ
DOWHUQDWLYHVRXUFHRI60(¿QDQFLQJ
Several venture capital/private equity funds have been operating over recent years; however their
WRWDOSRUWIROLRLVQRWVXI¿FLHQWWREHFRQVLGHUHGDVDQDGHTXDWHVXSSO\IRUH[LVWLQJPDUNHWGHPDQGV
$QXPEHURISUREOHPVDUHVWLOOLPSHGLQJGHYHORSPHQWRIYHQWXUH¿QDQFLQJODFNRIXQGHUVWDQGLQJ
of Georgian realities by the fund managers, weakness of the fund manager community knowledge,
SURPRWLRQ RI WKH GHYHORSPHQW RI YHQWXUH LQGXVWU\ LQ *HRUJLD DQG ODFN RI WUDLQHG DQG TXDOL¿HG
specialists for venture capital business in Georgia.
Although there is no credit guarantee agency operating on the basis of public funds to satisfy the
needs of SMEs for investment, export development or leasing, some funds have been allocated over
the past two years for this purpose. The state programme “Cheap Credit” allocated approximately
86'PLOOLRQLQDQG86'PLOOLRQLQWRVXSSRUWGHEW¿QDQFLQJRI60(VLQYROYHGLQ
tourism, agriculture and related sectors. So far, these are subsidised loan schemes and guarantee
funds that are being extended to SMEs. Guarantee schemes were also introduced by international
providers in Georgia to support new technologies, entrepreneurs and export-oriented sectors.
5HFHQWUHSRUWVKLJKOLJKWWKRXJKWKDW*HRUJLDQ60(VVWLOOIDFHVLJQL¿FDQWFRQVWUDLQWVZLWKUHVSHFW
WRORQJWHUPEDQNLQJ¿QDQFH
*HRUJLDVKRXOGIRFXVRQIXUWKHUGHYHORSLQJLQQRYDWLYH¿QDQFLQJPHFKDQLVPVWKURXJKYHQWXUHFDSLWDO
RU³EXVLQHVVDQJHO´QHWZRUNVWKDWZRXOGDOORZVWDUWXSVWRDFFHVVFDSLWDORWKHUWKDQEDQN¿QDQFLQJ
³%XVLQHVVDQJHO´FDSLWDO¿OOVWKHJDSLQVWDUWXS¿QDQFLQJIURPIULHQGVDQGIDPLO\DQGSURYLGHVVHHG
funding as well as hands-on advice to entrepreneurs based on personal experience which increases
WKHFKDQFHRIVXFFHVV7RLPSURYHDFFHVVWR¿QDQFHIRU60(VWKHJRYHUQPHQWVKRXOGDOVRFRQVLGHU
LQWURGXFLQJQHZ¿QDQFLDOLQVWUXPHQWVVXFKDVJXDUDQWHHVFKHPHVDQGOHDVLQJDUUDQJHPHQWV
The European Bank for Reconstruction and Development (EBRD), World Bank and International Finance
Corporation loan programmes and investments are changing attitudes and behaviour towards SME
OHQGLQJE\SURPRWLQJ60(¿QDQFLDODVVLVWDQFHSURJUDPPHV7KH6PDOO(QWHUSULVH/HQGLQJ3URJUDP
LVWKHPRVWLQWHUHVWLQJLQLWLDWLYHLWLVFR¿QDQFHGE\WKH(%5'DQG7$&,6WKH7HFKQLFDO$VVLVWDQFH
to the CIS programme, and it funds individuals and individual entrepreneurs, covering all sectors.
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,QYHVWPHQWIUDPHZRUNIRU60(JURZWK
)',LQÀRZVLQWR*HRUJLDZHUHKLWKDUGE\WKHHFRQRPLFFULVLVDIWHU¿YH\HDUVRILPSUHVVLYHJURZWKUDWHV
(cumulative annual growth rate 37%) between 2002 and 2007, compared to 14% for the world. In 2008
DQGLQÀRZVZHUHFXWLQKDOIIURPDQDOOWLPHKLJKLQ 86'PLOOLRQ WR86'PLOOLRQ
in 2009 (UNCTAD, 2010). According to preliminary data published by the Georgian government,
LQYHVWPHQWLQÀRZVZLOOFRQWLQXHWRGHFUHDVHGUDPDWLFDOO\DVWKH\RQO\UHDFKHG86'PLOOLRQLQ
WKH¿UVWKDOIRIDQGLQYHVWRUVUHPDLQFDXWLRXV
7KH)',LQÀRZWR*HRUJLDKDVEHHQGRPLQDWHGE\WZRIDFWRUVJHRSROLWLFVDQGSULYDWLVDWLRQ*HRUJLD¶V
strategic position in the routes of international pipelines has attracted investors to the construction
VHFWRU UHSUHVHQWLQJRYHURI)',RYHU $FFRUGLQJWRWKH1DWLRQDO6WDWLVWLFV2I¿FHRI
Georgia, the largest recipient of net FDI in 2007-08 was the transport and communications sector
 IROORZHGE\HQHUJ\  DQGVHUYLFHV  %DQNLQJDQGDJULFXOWXUHUHFHLYHGYHU\
little FDI, 4.5% and 0.8% respectively. As both sectors play a crucial role in increasing the long-term
competitiveness of Georgia, the government should try to attract more investors towards those
sectors. ,QDSSUR[LPDWHO\RI)',LQÀRZVVWHPPHGIURPSULYDWLVDWLRQKRZHYHUWKHVKDUH
is expected to decrease as the largest part of state property has been privatised since 1992. One
RIWKHNH\FKDOOHQJHVZLOOEHWRFUHDWHQHZLQYHVWPHQWRSSRUWXQLWLHVWRVXVWDLQ)',LQÀRZVEH\RQG
the privatisation period.
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,QDERXWRI)',LQÀRZVFDPHIURP(8FRXQWULHVPDLQO\IURPWKH8QLWHG.LQJGRP
86'PLOOLRQ DQGWKH&]HFK5HSXEOLF 86'PLOOLRQ %\IDUWKHELJJHVWLQYHVWRUFRXQWU\
LQZDVWKH8QLWHG$UDE(PLUDWHVZLWKDVKDUHRIWRWDOLQÀRZV2WKHUPDMRULQYHVWRUFRXQWULHV
LQFOXGH7XUNH\DQG$]HUEDLMDQ3ULRULW\VHFWRUVZKLFKUHFHLYHGWKHODUJHVWVKDUHVRI)',ZHUHUHDO
HVWDWH  LQGXVWU\  FRQVWUXFWLRQV  DQGWUDQVSRUWDQGFRPPXQLFDWLRQV  37
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Georgia is very open to FDI and highly committed to attracting further investors to the country.
The legal framework governing foreign investments is mainly established by the Law of Georgia on
³6WDWH3URPRWLRQRI,QYHVWPHQWV´  WKH/DZRI*HRUJLDRQ³*HRUJLDQ1DWLRQDO,QYHVWPHQW
$JHQF\´DQGWKH/DZRI*HRUJLDRQ³,QYHVWPHQW$FWLYLW\3URPRWLRQDQG*XDUDQWHHV´  38 Over
WKHSDVWIHZ\HDUV*HRUJLDKDVGUDPDWLFDOO\VLPSOL¿HGOLFHQVLQJDQGSHUPLVVLRQUHTXLUHPHQWVWRHDVH
FRQVWUDLQWVRQLQYHVWPHQWVDQGEXVLQHVVLQJHQHUDO*HRUJLDKDVFRQFOXGHGELODWHUDOLQYHVWPHQW
treaties and is currently negotiating 14 more.
The government ensures the principle of national treatment through its legislation and policies. Foreign
DQGORFDOLQYHVWRUVDQGEXVLQHVVSHRSOHHQMR\HTXDOULJKWVDQGUHVSRQVLELOLWLHVZKHQGRLQJEXVLQHVVLQ
Georgia. Restrictions on the principle of equal treatment may apply where issues of national security
are concerned, for example in sectors such as air and maritime transport, broadcasting, satellite
communication and related activities. There are no approval procedures to screen foreign investment
other than standard registration or licensing requirements. The Government of Georgia is only involved
insofar as it conducts privatisation of state-owned property through tender or auction procedures.
Georgia still faces many challenges on its way to developing an investment-friendly environment.
According to the World Bank’s Doing Business 2011 report, Georgia has risen from 41st to 20th position
in the area of protecting investors, which is an important signal to the international investor community.
Georgia is inviting foreign investors based on an investment promotion and facilitation strategy that
GHVFULEHVRUJDQLVDWLRQDOVWUXFWXUHKXPDQUHVRXUFHQHHGVDQG¿QDQFLDOUHTXLUHPHQWVWRLPSOHPHQW
SULRULWLHV DQG PHHW REMHFWLYHV 7KH JRYHUQPHQW KDV VHW XS DQ LQYHVWPHQW SURPRWLRQ DJHQF\ WR
attract FDI – the Georgian National Investment Agency (GNIA) – which operates under the Ministry
of Economic Development of Georgia. GNIA has a stable budget to cover all overhead and salary
costs. While the agency monitors the implementation of investments it does not yet have an effective
mechanism for monitoring and evaluating its activities. GNIA plans to create such a mechanism in
the near future.39
GNIA serves as a one-stop shop and provides initial guidance and information to investors. It does
not have the authority to approve regulatory and procedural requirements necessary to establish a
foreign enterprise; however, it provides the necessary assistance to the foreign investor when dealing
with relevant authorities. The agency has a client relationship management (CRM) process in place
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which still has some limitations in terms of scope and nature. For example, there is no CRM software
system to support the management of the CRM strategy. However, GNIA does undertake follow-up
conversations and meetings with interested foreign investors. Aftercare services are already provided
to some extent and are expected to be expanded in the future.
In order to support the development of the domestic private sector, Georgia should consider
LPSOHPHQWLQJ)',60(OLQNDJHSURJUDPPHVWKDWLQWURGXFHVFKHPHVWRKHOS60(VEHQH¿WIURPWKH
presence of foreign investors. This normally entails approaching local SMEs and conducting strategic
DXGLWVWRDVVHVVWKHLUFDSDFLW\WRSDUWLFLSDWHLQDVSHFL¿FOLQNDJHSURJUDPPHDVZHOODVGH¿QLQJD
development plan, promotional campaigns and a database to generate interest by foreign enterprises.
Experience suggests that linkages can lead to sustainable business networks which are invaluable
to both foreign investors and domestic companies.
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NOTES
1.

,QFOXGLQJ$UPHQLD$]HUEDLMDQ*HRUJLDWKH5HSXEOLFRI0ROGRYDDQG8NUDLQH

2.

In USD terms, Georgian GDP plunged by USD 2 billion in 2009 (from USD 12.9 to 10.7 billion),
DUHFHVVLRQRIGXHWRDKLJKGHYDOXDWLRQRIWKHODULWKDW\HDU

3.

7KHDYHUDJHZDVH[FOXGLQJ$]HUEDLMDQZKLFKJUHZE\WKDW\HDUWKDQNVWRRLOUHVRXUFHV

4.

Caucasus Barometer, Caucasus Resource Research Center, 2009, www.crrc.ge/caucasusbarometer/
documentation/.

5.

Informal economy refers to all legal production activities that are deliberately concealed from
public authorities for the following kinds of reasons: to avoid payment of income, value-added
or other taxes; to avoid payment of social security contributions; to avoid having to meet certain
legal standards such as minimum wages, maximum hours, safety or health standards, etc.
(OECD, 2002, p. 139). It does not concern illegal activities.

 6L]HDQGPHDVXUHPHQWRIWKHLQIRUPDOHFRQRP\LQFRXQWULHVDURXQGWKHZRUOG)ULHGULFK
Schneider, July 2002 – updated October 21, 2010.
7.

As rural people owning a farm are statistically counted as self-employed people – however, it
can hide massive informal employment.

8.

$JULFXOWXUHLQDFFRXQWLQJWHUPVFRYHULQJ*URXSRIWKH6,7&5HYFODVVL¿FDWLRQ SURFHVVHG
food and beverages excluded), calculated from both WITS (2000-08) and External trade Geostat
(2009 and H1 2010).

9.

Export-import analysis of agricultural products, Ministry of Economic Development of Georgia
(2010).

10. GWS is the Georgian wine producers’ union.
11. $W SUHVHQW WKHUH LV QR DOWHUQDWLYH WR EDQNV IRU WKH ¿QDQFLQJ RI WKH HFRQRP\ HVSHFLDOO\ LQ
agriculture.
12. Ministry of Agriculture of Georgia, 2010.
13. Excluding pasturelands, cattle routes, sanitary protection areas, forests, areas of historical/
cultural importance and protected territories.
14. Credit length of seven years for a 12% interest rate.
15. Programme of the Government of Georgia 2008-12.
 )RUHI¿FLHQWSURGXFWLYLW\WKHGHYHORSPHQWRIRUJDQLFIDUPLQJFRXOGEHXQGHUWDNHQDORQJVLGH
environmental harmonisation policies for the preservation of biodiversity.
17. %\ SUHGRPLQDQWO\ ,QWHU 5DR 5XVVLD  (QHUJR 3UR WKH &]HFK 5HSXEOLF  DQG $NKHPD *URXS
(Lithuania).
18. Georgian National Energy and Water Supply Regulatory Commission, 2009.
19. Georgian National Energy and Water Supply Regulatory Commission, 2009.
20. Also called Western Route Export Pipeline.
21. Georgia manufacturing sector competitiveness assessment, World Bank Group, ICAS, 2009.
22. Ministry of Economy and Sustainable Development.
23. Ministry of Economy and Sustainable Development, 2010.
24. Tourism Development and Investment Plan and Strategy, 2008.
25. Supervised by the National Bank of Georgia but also reports to the French Commission Bancaire.
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 Association of Young Financiers and Businessmen, 10 July 2010, Tbilisi, Georgia.
27. Government session, 3 August 2010.
28. 3UHVLGHQWLDOVSHHFKWRODZPDNHUV2FWREHU7ELOLVL*HRUJLD
29. Malnutrition prevalence, weight for age (percentage of children under 5) equalled 2.3% in 2005.
30. ,8&1&DWHJRU\,,WKHRQO\QDWLRQDOSDUNLQWKH&DXFDVXVJUDQWHGD3$13DUNVFHUWL¿FDWHLQ
31. United Water Supply Company of Georgia, 2010.
32. Georgia National Energy and Water Supply Regulatory Commission, 2010.
33. 1DWLRQDO6WDWLVWLFV2I¿FHRI*HRUJLDwww.geostat.ge.
34. ,QDODZZDVSDVVHGRQWKHFRPSOLDQFHRI*HRUJLDQKLJKHUHGXFDWLRQZLWKWKH%RORJQD
principles.
35. www.ganatleba.org.
 The most recent examples are: co-operation between the Vocational Education Centre and Sartrial
House through employing graduates in the textile industry; and a milk factory representing
the actual educational institution or the vocational education students of the University of Gori
(Source: website of the Ministry of Education of Georgia).²
37. 1DWLRQDO6WDWLVWLFV2I¿FHRI*HRUJLDwww.geostat.ge.
38. Other relevant laws include the Law on Entrepreneurs (2004), the Tax Code (1994) and the
&XVWRPV&RGH  
39. /DZ RI *HRUJLD RQ ³6WDWH 3URPRWLRQ RI ,QYHVWPHQWV´   /DZ RI *HRUJLD RQ ³*HRUJLDQ
National Investment Agency” (2002), Law of Georgia on “Investment Activity Promotion and
Guarantees”, Georgian National Investment Agency.
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CHAPTER
FOUR

REPUBLIC OF MOLDOVA: COUNTRY REVIEW

SUMMARY
In 2009 the economy was seriously affected by the global economic crisis and a tense political climate.
Gross domestic product (GDP) declined by 6.5% year-on-year (yoy) to USD 5.4 billion, due to the
collapse of domestic demand, exports, remittances and foreign direct investment (FDI). However,
this fall was slightly less than the 9% forecast by the International Monetary Fund (IMF) forecast
of 9%. Furthermore, industrial output was down by 25% and unemployment doubled by the end
of 2009. At the beginning of 2010, improved external environment and liberalisation measures led
to foreign trade and real GDP growth due to increases in industry, trade and transport activities.
Economic reforms have been slow because of weak market institutions, corruption and political
instability. Nevertheless, the government’s primary goal of EU integration has resulted in some marketoriented progress. The granting of European Union (EU) trade preferences and increased exports to
Russia will encourage higher growth rates, but the agreements are unlikely to serve as a panacea,
given the extent to which export success depends on higher quality standards and other factors.
7KH EXVLQHVV FOLPDWH KDV JUDGXDOO\ LPSURYHG RYHU UHFHQW \HDUV DOWKRXJK VLJQL¿FDQW FKDOOHQJHV
remain, such as effectively implementing laws and regulations. A resolute regulatory reform and
reform of central public administration, accompanied by emphasis on rule-based governance, could
KHOSEXLOGLQYHVWRUFRQ¿GHQFHUDLVHFUHGLELOLW\DQGDWWUDFW)',$EXVLQHVVIULHQGO\HQYLURQPHQWLV
WKHPDLQVROXWLRQWRWKHSUREOHPVRIWKH0ROGRYDQODERXUPDUNHW6LJQL¿FDQWHIIRUWVVKRXOGEHPDGH
WRDWWUDFWPRUHLQWHUQDWLRQDOLQYHVWRUVDQGLQFUHDVHWKHSUR¿WDELOLW\RIFRPSDQLHVVRWKDWWKH\FDQ
afford to pay higher salaries.
7KHUHSRUWLGHQWL¿HVPDLQFKDOOHQJHVDQGSURYLGHVUHFRPPHQGDWLRQVRQKRZEHVWWRPRYHIRUZDUG
in order to stimulate both domestic and foreign investments:
ŀ

VWUHQJWKHQPDUNHWLQVWLWXWLRQVWRLPSURYHWKHHI¿FLHQF\RIWKHHFRQRP\

ŀ

GHFUHDVHUHOLDQFHRQUHPLWWDQFHVDQGLQFUHDVHSURGXFWDQGPDUNHWGLYHUVL¿FDWLRQ

ŀ

LQYHVWLQWUDLQLQJDQGHGXFDWLRQDQG¿JKW+,9$,'6

ŀ

HDVHDFFHVVWR¿QDQFHIRU60(GHYHORSPHQW
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INTRODUCTION
The Republic of Moldova enjoys a favourable climate and good farmland but has no major mineral
deposits. As a result, the economy depends heavily on agriculture, with fruits, vegetables, wine and
tobacco.
The Republic of Moldova’s economic performance over the last several years was built on poor
foundations. Growth depended on consumption of imported goods and was fuelled by remittances
IURPDEURDGWKHVHJUHZDWDQDODUPLQJUDWHDFFRXQWLQJIRURI*'3LQ DPRQJWKHKLJKHVW
LQWKHZRUOG %HWZHHQDQG*'3JUHZDWD\HDUO\DYHUDJHUDWHRI XSWRLQ
 ZKLOHPRQHWDU\DQG¿VFDOSRVLWLRQVZHUHNHSWLQFKHFN7KHRYHUDOO¿VFDOEDODQFHKDGDGH¿FLW
RIRQO\LQDQGHIIRUWVKDYHEHHQPDGHWREULQJLQÀDWLRQGRZQ.
The economic crisis came via plunging remittances (which fell by 27%) as economies in countries
HPSOR\LQJDVLJQL¿FDQWDPRXQWRIWHPSRUDU\0ROGRYDQZRUNHUVVKRZHGPDMRUVLJQVRIUHFHVVLRQ
(mostly Russia). FDI fell abruptly to 2% of GDP from a pre-crisis level of 11.4%. Imports of goods
DQGVHUYLFHVGHFOLQHGIXUWKHUWKDQH[SRUWVDQGUHVSHFWLYHO\&RQVHTXHQWO\*'3GHFOLQHG
by 9% in 2009.The recession has taken its toll on credit quality. The share of nonperforming loans
of total loans increased by 10 percentage points from the beginning of 2010, amounting to 20% in
)HEUXDU\DQGRQHPHGLXPVL]HGEDQNEHFDPHLQVROYHQWLQ-XQH,QÀDWLRQLQFUHDVHGFRQVLGHUDEO\
due to continuing structural imbalances leading to increased domestic prices of consumer goods
because of over-regulation and weak competition, especially in the food industry, communications
and trade, while tariffs for public utilities and transportation did not cover operating costs and led
to increasing debt and lack of investment.
:RUVHVWLOOWKURXJKRXWPRVWRIWKH5HSXEOLFRI0ROGRYDGLGQRWUHVSRQGZLWKDGHTXDWHLI
any, anti-crisis measures. Disputed elections in April 2009 brought democracy issues to the fore.
Early elections were held in July 2009, bringing to power on 25 September 2009 the government
of Prime Minister Vladimir Filat and Acting President Mihai Ghimpu. Both the crisis and pre-election
VSHQGLQJKLNHVUHVXOWHGLQDODUJH¿VFDOJDS,QEXGJHWUHYHQXHGURSSHGRYHUUHODWLYH
WRGXHPDLQO\WRDGURSLQYDOXHDGGHGWD[ 9$7 UHFHLSWVQRQWD[UHYHQXHDQGLPSRUWGXWLHV
and to increasing demands on social safety-net expenditures. Taking into account that the parliament
failed to elect a president in 2009-10, new elections were conducted in late November 2010, again
without any consensus being reached. The new government, elected in January 2011, is still led by
Vladimir Filat as Prime-Minister and Vladimir Voronin is Acting President until one is elected.
7KRXJKLQGLFDWRUVLPSURYHGLQWKH¿UVWKDOIRIWKHXQVWDEOHSROLWLFDODQGHFRQRPLFVLWXDWLRQ
mean that it is far too early to talk about sustainable economic recovery in the country. There is
a need for a consistent macroeconomic policy and a strategic approach to setting short-term and
medium-term priorities for development.

RECENT ECONOMIC DEVELOPMENTS
Until the global economic crisis, growth was led by the remittance- and FDI-driven consumption
ERRP7KLVERRPJHQHUDWHGVWURQJLPSRUWGHPDQGZLWKVXEVWDQWLDO¿VFDOUHYHQXHVIURPWKHYDOXH
added tax (VAT) on imports. As imports grew, the current account balance steadily widened. Capital
LQÀRZVDOVRSXWSUHVVXUHRQWKHH[FKDQJHUDWH0HDQZKLOHODERXUDQGVNLOOVKRUWDJHVHPHUJHG
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5HPLWWDQFHLQÀRZVDFFRXQWLQJIRURI*'3LQFRQWULEXWHGWRWKHJURZWKRIGLVSRVDEOH
LQFRPHVDQGOHGWRWKHUDSLGJURZWKLQ¿QDOFRQVXPSWLRQDQGLQFRQVWUXFWLRQH[SHQGLWXUHDVODERXU
migrants preferred investing in real estate, rather than in saving accounts.
7KHSRRUO\GLYHUVL¿HGH[SRUWVWUXFWXUHH[SRVHGWKHFRXQWU\WRYDULRXVH[WHUQDOVKRFNVVXFKDVWKH
Russian trade embargo on wine and the ban on agricultural products (2006 and 2010), and to higher
HQHUJ\SULFHV0RUHRYHUVLJQL¿FDQWIURVWVDQGGURXJKWVGHYDVWDWHGWKHDJULFXOWXUHVHFWRUEHFDXVH
of a lack of greenhouses and poor irrigation systems. Despite these issues, the economy grew at
DQDYHUDJHRIDQQXDOO\EHWZHHQDQGUHDFKLQJLQ+ 86'ELOOLRQ 
prior to the crisis. At the same time, the regional average growth rate1UHDFKHGLQ 
if excluding Azerbaijan).
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Figure 4.1. Real GDP growth rate in the Republic of Moldova
(annual percentage change)
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Source: IMF, 2009.

2YHUDOOLQ0RGROYD¶VJURZWKZDVKLJKHUWKDQWKH(DVWHUQ(XURSHDQDQG6RXWK&DXFDVXV ((6& 
countries’ average due to immediate effects of the crisis in neighbouring countries. In 2009, the
5HSXEOLFRI0ROGRYD¶V*'3IHOOE\PRVWO\GXHWRDKLJKGHFOLQHLQUHPLWWDQFHLQÀRZV7KLVZDV
EHORZWKHUHJLRQ¶VDYHUDJHGURSRI H[FOXGLQJ$]HUEDLMDQ ZKLFKZDVGXHWRWKHVSHFWDFXODU
drops in Armenia and Ukraine (around 15% each). In 2010, with the slow pick-up of remittances
DQG)',*'3JURZWKLVH[SHFWHGDWEHORZWKHUHJLRQ¶VDYHUDJH

General overview
The economy was seriously affected by the global economic crisis and a tense political climate in
2009 which resulted in a decrease of domestic and international demand with lower foreign trade,
a substantial reduction in foreign investor shareholding and a prevalence of recovery of foreign loan
repayments, though allocation of special drawing rights (SDRs) by the IMF and deferred payments
on current arrears led to economic growth in other sectors.
That year GDP declined by 6.5% yoy to USD 5.4 billion, due to the collapse of domestic demand,
exports, remittances and FDI. However, this fall was slightly less than the 9% forecast by the IMF.
)XUWKHUPRUHLQGXVWULDORXWSXWZDVGRZQE\LQWKH¿UVWKDOIRILQYHVWPHQWZDVZHDNDQG
RI¿FLDOO\UHFRUGHGUHPLWWDQFHVGHFOLQHGE\DERXWRQHWKLUG\R\,Q86'WHUPVGXHWRWKHGHYDOXDWLRQ
the downward trend lasted until 2010 before GDP began to pick up again, a trend expected to continue
in 2011. In MDL, GDP fell from MDL 62.9 billion to MDL 60.0 billion in 2009, but the upward trend
ZDVVLJQL¿FDQWLQDQGWKH,0)H[SHFWHG*'3WRUHDFK0'/ELOOLRQLQDQGDVPXFK
DV0'/ELOOLRQLQ
$WWKHHQGRIWKHIRXUWKTXDUWHURIWKHQXPEHURIXQHPSOR\HGUHDFKHGZKLFKKDGDOPRVW
doubled yoy. Reduced disposable incomes, especially for the 40% of Moldovan households living on
UHPLWWDQFHVDVZHOODVDQRYHUDOOGHFUHDVHLQFRQVXPHUFRQ¿GHQFHUHVXOWHGLQGHÀDWLRQDU\SUHVVXUHV
In late 2009, an improved external environment and liberalisation measures led to foreign trade
and real GDP growth due to increases in industry, trade and transport activities. Economic decline
LQ4ZDV\R\ZKLFKZDVVLJQL¿FDQWO\OHVVWKDQDWWKHEHJLQQLQJRIWKH\HDU LQ
Q1 2009).

Inflation
'RXEOHGLJLWLQÀDWLRQZDVDFRPPRQIHDWXUHRIWKH0ROGRYDQHFRQRP\GXULQJWKHHQWLUHWUDQVLWLRQ
SHULRGXSWR3ULFHVJUHZRQDYHUDJHE\\HDUO\EHWZHHQDQGDQGRYHUDOOE\
more than two-and-a-half times (261.5%), with some services and goods registering much higher
JURZWKUDWHV$SDUWIURPDPRQHWDU\H[SDQVLRQSROLF\WKLVKLJKLQÀDWLRQFDQEHH[SODLQHGE\ZHDN
FRPSHWLWLRQ PHDWPHGLFLQHV¿VK SRRUO\ SHUIRUPLQJORFDO LQGXVWULHV IUXLWV  DQGLQ SDUWLFXODU
DGHSUHFLDWLRQRIWKH0'/DJDLQVWWKH86'0ROGRYDQFRQVXPSWLRQUHOLHVPDLQO\RQLPSRUWV
3ULFHVLQFUHDVHGIRUIXHO E\ JDVYHJHWDEOHVDQGVXJDUSDVVHQJHUWUDQVSRUWDWLRQDQGKRW
water provision.
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Figure 4.2.,QÀDWLRQDYHUDJHFRQVXPHUSULFHV
(annual increase)
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'XHWRWKHHFRQRPLFFULVLVDQGWKHIDOORIJOREDOGHPDQGSULFHVVLJQL¿FDQWO\GHFUHDVHGLQ
UHVXOWLQJLQLQÀDWLRQFRPSDUHGWRLQ'HFHPEHUD\HDUHDUOLHU7KLVLVGXHWRDGRZQZDUG
WUHQGUHJLVWHUHGIRULQWKH¿UVWQLQHPRQWKVRI GRZQIURPLQ'HFHPEHUWR
in September 2009). The reverse of the trend starting October 2009, until the end of the year, was
too low to have an important annual impact.
$QQXDOFRUHLQÀDWLRQ H[FOXGLQJIRRGDQGHQHUJ\SULFHV UHJLVWHUHGDGRZQZDUGWUHQGWRLQ
January-October 2009, then slightly increased to 2.9% in December. Annual CPI growth in 2009
ZDVSHUFHQWDJHSRLQWVORZHUWKDQFRUHLQÀDWLRQLQWKHVDPHSHULRG)RRGVWXIIDQGQRQIRRGVWXII
SULFHVGHFUHDVHGE\DQGUHVSHFWLYHO\ZKLOHSULFHVIRUEDVLFVHUYLFHVGHFUHDVHGE\
Industrial producer prices increased at the beginning of 2009 by 1.0%, while those in the domestic
market decreased by 0.5%. Prices in the processing industry increased by 1.2% and in the extractive
industry by 7.1%, while electricity, gas and water prices decreased by 0.2%.

Table 4.1.$QQXDOLQÀDWLRQUDWHVE\PDMRUFRPSRQHQWLQ
0DLQFRPSRQHQWRILQIODWLRQ
Foodstuff products

5.7

Non foodstuff products

7.1

Medicaments
Fuel

5.4
25.1

Construction materials



Footwear



Clothing



Basic services
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Dec 2009-Dec 2010 (%)

Tariffs on utilities
Water supply and sewage
Energy supply
Passenger transportation

9.7
12.7
1.7


Source: Tabled by the authors.
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'XHWRLPSURYHGWUDGHSHUIRUPDQFHDQGHYLGHQFHRIWKHDFFHOHUDWLRQRIHFRQRPLFUHFRYHU\LQÀDWLRQ
LQFUHDVHGLQ4,WUHDFKHGLQ$SULOEHFDXVHRILQFUHDVHGHOHFWULFLW\WDULIIVDORQJVLGH
WKHGHYDOXDWLRQRIWKHOHXDQGWD[LQFUHDVHV<R\&3,UHDFKHGLQ'HFHPEHUH[FHHGLQJWKH
WDUJHWEDQGWKDWWKH1DWLRQDO%DQNRI0ROGRYD 1%0 KDG¿[HGEHWZHHQDQGIRUGXH
WRDQWLFLSDWHGLQFUHDVHVLQDGPLQLVWUDWLYHO\VHWSULFHVLPSRUWHGLQÀDWLRQDQGJURZLQJSURGXFWLRQ
costs (due to climate risks and insecure harvests). Services increased yoy by 9.7% and non-food
LWHPVE\&RUHLQÀDWLRQLQ'HFHPEHULQFUHDVHG\R\E\
7KH1%0ZLOOKDYHWRDGGUHVVWKHFKDOOHQJHVRILQFUHDVHGLQÀDWLRQWKURXJKDJUDGXDODQGEDODQFHG
WLJKWHQLQJRIPRQHWDU\SROLF\ZLWKRXWWKUHDWHQLQJWKHÀHGJOLQJHFRQRPLFJURZWK

5HPLWWDQFHV
5HPLWWDQFHVJUHZDWDIDVWUDWHSDUWLFXODUO\DIWHUUHDFKLQJDSHDNRI86'PLOOLRQLQ
DURXQGRI*'3 'XHWRWKHFULVLVDQGWRHFRQRPLFWXUPRLOLQFRXQWULHVHPSOR\LQJ0ROGRYDQ
QDWLRQDOVUHPLWWDQFHVIHOOE\LQWR86'PLOOLRQ:KLOHUHPLWWDQFHVWRXUEDQDUHDV
were still rising (by 19%) in early 2009 remittances to rural areas had already decreased by 17%.
A fall in remittances has a major negative impact on rural areas, for which it represents more than
25% of their income, and in particular on the 40% of households depending on remittances as sole
UHYHQXH 81'3:% 

Figure 4.3.5HPLWWDQFHV+
WRWDOLQÀRZVSHUFHQWDJHRI*'3
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Source: World Bank, Migration and Remittances Factbook 2011.

As most of the economies in the region recovered from the crisis in 2010, remittances increased
E\LQ86GROODUV LQOHX WRH[SHFWHGWRWDOLQÀRZVRI86'PLOOLRQDQGWKHLUVKDUHLQ
GDP picked up to a little less than 25%. Although the majority of workers will likely continue to
UHPLWODUJHVXPVRIPRQH\WKLVZLOOQRWWUDQVODWHLQWRDVXVWDLQHGJURZWKLQUHPLWWDQFHLQÀRZVWR
the economy, unless these are ever-increasing proportions of migrant workers’ earnings. This issue
should be looked at with a lot of care when drafting the national budget as the government cannot
UHO\RQUHPLWWDQFHVIRUVXVWDLQDEOHJURZWKZKLFKVWLOOUHSUHVHQWVEHWZHHQDQGRI*'3
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$QDO\VLVE\DFFRXQW
Figure 4.4.&RQWULEXWLRQWRGHPDQGFRPSRQHQWV SHUFHQWDJHSRLQWV DQGDQQXDO
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&RQVXPSWLRQ
Consumption has been growing at an increasing rate since 2000 and by over a third between 2006
DQG  UHDFKLQJ DQ DYHUDJH PRQWKO\ WRWDO H[SHQGLWXUH RI 0'/  SHU KRXVHKROG 7KLV
LQFUHDVHZDVOHGE\VWURQJFDSLWDOLQÀRZVPRVWO\FRPSRVHGRIUHPLWWDQFHV'XHWRWKHUHGXFWLRQRI
remittances, overall income of the population decreased in 2009,2 with a deeper decline of 2% in the
VHFRQGTXDUWHUFRPSDUHGWRLQWKH¿UVWTXDUWHU$OVRGHVSLWHWKHLQFUHDVHLQDYHUDJHZDJHV
reported by the NBS, household real revenues from salaries decreased. Only social payments were
on an upward trend, mainly due to the increase in pensions at the beginning of April, in the context
of upcoming elections.
Falling remittances and negative expectations of the population caused a standstill in consumer demand
LQ&RQVXPHUVSHQGLQJGHFOLQHGE\WKDW\HDUQRQIRRGSURGXFWVZKLFKDFFRXQWHGIRU
64.7% of total retail sales, were the worst hit by the crisis.

Table 4.2.0RQWKO\H[SHQGLWXUHHYROXWLRQEHWZHHQDQG
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7RWDOH[SHQGLWXUH



2009

Average monthly total expenditure per household (MDL)





Share of food (% of total expenses)

44.4



Share of manufactured goods and services (%)





Share of non-consumption expenditures (%)

10.4

10.1

/RDQWRGHSRVLWUDWLR &U

44.2

54.1

Note: ,QWKHTXHVWLRQQDLUHVXUYH\RIKRXVHKROGVFKDQJHGWKLVLVZK\LWLVWDNHQDVWKHFRPSDULVRQGDWHZLWK
Source: National Bureau of Statistics.
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&RQVXPSWLRQ ZDV WKH ¿UVW PDFURHFRQRPLF LQGLFDWRU WHVWLI\LQJ WR WKH SUHVHQFH RI WKH HFRQRPLF
FULVLVLQWKH5HSXEOLFRI0ROGRYDLQ6HSWHPEHU,WKDGDOUHDG\GHFUHDVHGE\E\WKHHQG
RIWKDW\HDU&RQVXPSWLRQLQZDVRQDYHUDJHODUJHO\FRQFHQWUDWHGLQIRRGVWXIIV  ZLWK
VLJQL¿FDQWVSHQGLQJRQKRXVHKROGDQGIDFLOLWLHV  DQGDQDOPRVWHTXDOO\ODUJHSHUFHQWDJH
on clothing and footwear (12.6%). Health-related spending accounted for 5% of consumption,
whereas household appliances, transport and communications services constituted less than 5%
each. Leisure, hotel expenses and alcoholic drinks made up in total about 5% of consumption.
$ODUPLQJO\HGXFDWLRQRQO\UHSUHVHQWHGRIWRWDOVSHQGLQJ:HFDQGHGXFHIURPWKLVSLFWXUHWKDW
0ROGRYDQVZHUHFRQVWUDLQHGE\DGLI¿FXOWHFRQRPLFVLWXDWLRQDQGZHUHEDUHO\DEOHWRSD\IRUIRRG
and household maintenance and services, with very little left for other activities – education taking
DPRUHVLJQL¿FDQWWROOWKDQRWKHUDUHDV
Private consumption maintained that rate of decline in 2009. Households reduced spending on all goods
and services with the exception of education, dwelling maintenance and communication expenditure.
The most socially harmful fall was a drop of 40% of the total household budget at the national level.
Consumption was therefore cut to basic needs. Resources were reallocated from food consumption
to dwelling maintenance, health and communications, which therefore increased food prices.
$FFRUGLQJWRWKHQDWLRQDODFFRXQWVWKHQDWLRQDOHFRQRP\HQWHUHGWKHUHFRYHU\SKDVHLQWKH¿UVW
quarter of 2010, largely due to economic stabilisation in the main trading partners and to slow
economic recovery. This led, on the one hand, to an increase in transfers from abroad and to restoring
SHRSOH¶VH[SHFWDWLRQVWKXVLQFUHDVLQJ¿QDOFRQVXPSWLRQDQGLPSRUWV2QWKHRWKHUKDQGGHPDQGIRU
GRPHVWLFSURGXFWVUHFRYHUHGLQWKHVDPHTXDUWHUUHJLVWHULQJDQLQFUHDVHRI 86'PLOOLRQ 
FRPSDUHGWRWKH¿UVWTXDUWHURI7KHJRRGVVHFWRU¶VYDOXHDGGHGUHFRUGHGDSRVLWLYHWUHQG
due to increases in both industry and agriculture. In addition, services’ gross value-added increased
due to positive developments in trade, transport and communications. Even the construction sector
(including home improvement) picked up in 2010 as remittances increased. These tendencies are
FRQ¿UPHGE\GDWDIURPLQGXVWU\DQGLQWHUQDODQGH[WHUQDOWUDGHIRUWKHVDPH\HDU

Policy recommendations
6XVWDLQLQJSULYDWHFRQVXPSWLRQE\¿VFDOSROLFLHVLQWLPHVRIHFRQRPLFFULVLVLVYHU\LPSRUWDQWDV
it represents a central element for GDP growth. However, the former coalition government failed
to take such measures, which should include VAT reductions on some goods and services, such as
investments and durables.

*RYHUQPHQWH[SHQGLWXUHVDQGUHYHQXHV
The structure of national public budgets in recent years has become more consistent with expanding
social payments and has been composed largely of indirect taxes (particularly VAT). In 2007, national
SXEOLFEXGJHWUHYHQXHVUHDFKHGRI*'3FRPSDUHGWRLQ'XHWRWKHFULVLVWKHVH
UHYHQXHVIHOOVOLJKWO\WRLQ

Table 4.3.(YROXWLRQRIJRYHUQPHQWGHEWUHYHQXHDQGVXSSRUW
2000

2009

2010

*HQHUDOJRYHUQPHQWQHWOHQGLQJERUURZLQJ 0'/ELOOLRQ

-0.4





*HQHUDOJRYHUQPHQWQHWOHQGLQJERUURZLQJ 

-2.4

-6.4

-5.4



4.4

...

62.6

50.9

...

'HEWWD[HVDQGEXGJHWVXSSRUW

Debt service on external debt, total (MDL billion)
Short-term debt (% of exports of goods, services and income)
General government gross debt (MDL billion)



16.5



General government gross debt (%)



27.6



Sources: National Bureau of Statistics, WB WDI 2010.
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7KHPDLQVRXUFHRIUHYHQXHVLV9$7DFFRXQWLQJIRURIWRWDOH[SHQGLWXUHVZKLOHQRQ¿VFDO
UHYHQXHVWHQGWRGHFUHDVH7KHODUJHVWVKDUHVRIGLUHFWUHYHQXHVLQWRWDOUHYHQXHVLQZHUH
FRQWULEXWLRQVWRWKHVWDWHVRFLDOLQVXUDQFHEXGJHW  LQFRPHWD[LQFOXGLQJFRUSRUDWHLQFRPH
WD[  DQGLQVXUDQFHSUHPLXPVIRUWKHPDQGDWRU\PHGLFDOLQVXUDQFHIXQG  7KHIRUPHU
coalition government also needed to reach for international grants and loans to overcome the crisis.
7KHUHIRUHWKHJRYHUQPHQWWRRNVHYHUDOPHDVXUHVWRUHVWRUH¿VFDOVXVWDLQDELOLW\EDVHGRQWKHUDWH
RIRYHUDOOHFRQRPLFUHFRYHU\WR\LHOG¿VFDOVDYLQJVRIXSWRRI*'37KHVHPHDVXUHVZHUH
cutting capital spending while preserving road rehabilitation and maintenance, eliminating poorly
targeted nominal compensation programmes, reducing the public sector wage bill, eliminating the
H[FHVVLYHLQÀDWLRQDGMXVWPHQWDQGUDLVLQJH[FLVHWD[HV

Figure 4.5.(YROXWLRQRIJRYHUQPHQWGHEW
(percentage of GDP)
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Source: Ministry of Finance, 2010.

([SHQGLWXUHVRIWKHQDWLRQDOSXEOLFEXGJHWDOVRLQFUHDVHGWRRI*'3LQIURPLQ
2000. Around two-thirds of expenditures of the national public budget were directed towards the
VRFLDOVHFWRUIRURIWRWDOH[SHQGLWXUHVLQFRPSDUHGWRLQ$FFRUGLQJWRWKH
Medium Term Expenditure Framework (MTEF) 2010-12, budgetary allocations for this sector will
be continually increasing due to increased health expenditures although expenditures on education
and social protection will decrease (both as a share of GDP and total expenditures). Increases in
public investment and infrastructure, undertaken in 2009, should also help the economy to pick up.
One of the main objectives of the government is to support individuals with low incomes and those
at risk. Budgetary expenditures for this purpose revealed a continuous growth trend until April
UHJLVWHULQJDPDMRUVKDUHRIRIGLVFUHWLRQDU\H[SHQGLWXUHVDQGDERXWRI*'36WDII
H[SHQGLWXUHVDUHRQDQXSZDUGWUHQGUHDFKLQJRI*'3LQ



6LQFHWKHQHZVRFLDOEHQH¿WUHJXODWLRQ4 following the 2009 elections, the average amount of social
VXSSRUW UHFHLYHG PRQWKO\ KDV GHFUHDVHG EHFDXVH RI D ULVLQJ QXPEHU RI EHQH¿FLDULHV GXH WR WKH
FULVLVDGLYHUVL¿FDWLRQRIWKHLUSUR¿OHVDQGFKDQJHVLQWKHLULQFRPHV7KLVGHFUHDVHLVDOVROLNHO\WR
result from ill-informed households which are not aware of the change in the law and which could
FODLPPRUHEHQH¿WV+RZHYHULQDQ\FDVHVWDWHVRFLDOVXSSRUWLVQRWHQRXJKIRUPDQ\KRXVHKROGV
to recover from lost incomes due to the crisis.
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Table 4.4. 0RQWKO\DYHUDJHVRFLDOSD\PHQWV
('HFHPEHUWR-XQH
1XPEHURI
EHQHILFLDULHV

7HUPV

([SHQGLWXUHV
(MDL thousand)

Average level of
VRFLDOVXSSRUW

'HF

151





Jan-09





469.69

Feb-09





776.46

Mar-09

4 745



1 026.10

Apr-09

9 446





May-09







Jun-09







Average payment per beneficiary (MDL)



Source:$VVHVVPHQWRIWKH/DZ,PSOHPHQWDWLRQ/DZQRRQWKH6RFLDO6XSSRUWLQWKH50

At the beginning of 2010 the former coalition government implemented and extended a new targeted
social assistance programme to protect the poor from budget cuts resulting from the development
of an Integrated System of Social Services. The government needs to implement programmes
to absorb skilled construction workers and should accelerate planned government investment in
infrastructure. A programme that invests in youth education and skills training could mobilise youth
for appropriate public works.
2Q6HSWHPEHUWKHSDUOLDPHQWZDVGLVVROYHGMXVWDIWHUWKHIRUPHUFRDOLWLRQJRYHUQPHQW
KDGFKDQJHGWKHEXGJHWWKHGH¿FLWLQFUHDVLQJE\0'/PLOOLRQ RI*'3 3HQVLRQDQGVDODU\
increases for teachers were indexed to the new budget line.

,QYHVWPHQWV
7KHLQYHVWPHQWFOLPDWHKDVJUDGXDOO\LPSURYHGRYHUUHFHQW\HDUVDOWKRXJKVLJQL¿FDQWFKDOOHQJHV
remain, such as effectively implementing laws and regulations. Fixed capital formation increased
IURPMXVWRYHURI*'3LQWRDQHVWLPDWHGRI*'3LQ)',DOVRLQFUHDVHGVKDUSO\
IURPRI*'3LQWRRI*'3LQ
+RZHYHULQGXHWRWKHFULVLV¿[HGFDSLWDOIRUPDWLRQGHFUHDVHGE\PRUHWKDQZLWKD
decrease of 27.6% in the construction sector. This largely contributed to the negative dynamics of
GDP that year.
Moreover, in 2009 capital investment collapsed by 45% yoy, a sharp decline similar to those in the early
V7KHFULVLVVXUHO\LQÀXHQFHGWKLVUHVXOWEXWLVQRWWKHRQO\FDXVH3ROLWLFDOYLROHQFHGXULQJWKH
April 2009 elections and the subsequent political turmoil led enterprises to withdraw their investments
IURPWKHFRXQWU\&RQVHTXHQWO\)',VKUDQNDURXQGQLQHIROGLQWKH¿UVWKDOIRIDVGRPHVWLF
investments also contracted because of high interest rates on long-term banking loans, a shallow
GRPHVWLFFDSLWDOPDUNHWODFNRIFRPSDQLHV¶RZQ¿QDQFLDOUHVRXUFHVDQGSHVVLPLVWLFH[SHFWDWLRQV
The main structural factor in the investment decline is a 40% contraction of the construction sector –
assembly plants – representing more than half of total capital during recent years. This has impacted
on the loan market as domestic banks had previously invested a lot in this sector, about 15% of
total loans. The sector’s shrinking aborted investments in other sectors of the economy by drying
banks’ assets.
In 2010, the World Bank’s Ease of Doing Business survey ranked the Republic of Moldova 94 out
RIWKHFRXQWULHVLQFOXGHGLQWKHVWXG\3DUWLFXODUSUREOHPVLQFOXGHGGHDOLQJZLWKFRQVWUXFWLRQ
permits, employing workers, protecting investors, paying taxes and trading across borders.
th
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7KHVH ¿QGLQJV ZHUH EURDGO\ FRUURERUDWHG E\ WKH  Business Environment and Enterprise
Performance Survey (BEEPS). In this survey, 40% of Moldovan companies considered corruption to be
a major or very severe obstacle to business, while tax administration and the practices of competitors
LQWKHLQIRUPDOVHFWRUZHUHDOVRVHHQDVNH\REVWDFOHV7KHHFRQRP\UHPDLQVQRQGLYHUVL¿HGZLWK
DOPRVWRIH[SRUWVLQGHULYLQJIURPDJULFXOWXUHRUDJURSURFHVVLQJDQGPRUHWKDQRQHWKLUG
RIH[SRUWVGLUHFWHGWRZDUGV5XVVLDDQGWKHZHVWHUQ&,6FRXQWULHV (%5':RUOG%DQN

Trade
Since 2000, the Republic of Moldova has been characterised by a slow increase in exports and soaring
LPSRUWVH[SRUWVUHSUHVHQWLQJRQO\DWKLUGRILPSRUWV,QH[SRUWVZHUHKLJKHUWKDQLQ
UHDFKLQJ86'PLOOLRQZKLOHLPSRUWVKDGLQFUHDVHGE\WLPHVWR86'PLOOLRQ
8QWLOFRQVXPSWLRQDQGLQYHVWPHQWERRPVERWKIXHOOHGLPSRUWVZKLFKZHUH¿QDQFHGE\SULYDWH
FDSLWDOLQÀRZVUHPLWWDQFHVDQGRWKHUUHYHQXHVRXUFHV$WWKDWWLPHWKHDSSUHFLDWLRQRIWKH0'/
JDYHIXUWKHUVWLPXOXVWRLPSRUWVEXWDOVRVKRZVWKDWIRUHLJQFXUUHQF\LQÀRZVZHUHUREXVW6WLOOKLJK
H[SRVXUHWRH[WHUQDO¿QDQFLQJGH¿QHGWKHYXOQHUDELOLW\RIWKHFRXQWU\DVLQ5RPDQLD%XOJDULDDQG
the Baltic countries.
The country imports all its energy needs from Russia. Relations with Russia worsened in 2005 when gas
was cut off by Gazprom, the Russian gas company, due to disputes over gas pricing, which increased
the cost of imports. The same thing happened again in January 2009, though Russia had already
increased gas prices in 2006. Furthermore, the 2006 Russian ban on Moldovan wine and agriculture
SURGXFWVGHHSO\KDUPHGWKHFRXQWU\¶VH[SRUWVDVRIZLQHSURGXFWLRQZDVGLUHFWHGWR5XVVLD
'HVSLWHWKHVHHYHQWVWKHJURZWKUDWHH[FHHGHGLQERRVWHGE\5XVVLD¶VSDUWLDOUHPRYDO
RI WKH EDQV VROLG ¿[HG FDSLWDO LQYHVWPHQW DQG VWURQJ GRPHVWLF GHPDQG GULYHQ E\ UHPLWWDQFHV
IURPDEURDGERRVWLQJWUDGHLQWKH¿UVWKDOIZLWKH[SRUWVLQFUHDVLQJE\DQGLPSRUWVE\
EHIRUHWKHFULVLV,QWKHVHFRQGKDOIUHGXFLQJJURVVFDSLWDOIRUPDWLRQDQG¿QDOFRQVXPSWLRQOHGWRD
UHGXFWLRQLQLPSRUWVRIDQGWKHIDOOLQH[WHUQDOGHPDQGLQWUDGLQJSDUWQHUVUHVXOWHGLQDGURS
RIH[SRUWVE\,QWKHFULVLVDFFHQWXDWHGWKHIRUHLJQWUDGHGHFOLQHZLWKDGURSRIRI
exports and over a third of imports.

Table 4.5. Moldovan foreign trade
(USD million)
Trade

2007

2008

2009

H1 2010

Exports



1 591.4



642.2

Imports









Foreign trade balance



-1 990.7



-1010.9

Source: Tabled by the authors.

,Q WKH ¿UVW TXDUWHU RI  WKH PDFURHFRQRPLF VLWXDWLRQ KDG LPSURYHG PDUNHGO\ DQG HFRQRPLF
UHFRYHU\DFFHOHUDWHG7UDGHJURZWKUHVXPHG$JULFXOWXUDOH[SRUWVHYHQJUHZLQWKH¿UVWTXDUWHURI
E\5HWDLOWUDGHJURZWKDOVRVKRZHGJURZLQJFRQVXPHUFRQ¿GHQFH7KLVHQDEOHGWKH
JRYHUQPHQWWRLPSURYHLWVIRUHFDVWVLQWRDUHDO*'3JURZWKRIDQGDEXGJHWGH¿FLWORZHU
than the 7% of GDP previously estimated.
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7DEOH Current account balance

Current account balance (% GDP)
Current account balance (USD billion)

2007

2008

2009

2010

2011

2012







-11.2

-11.4

-11.1

-0.7

-1.0

-0.4

-0.6

-0.7

-0.7

Source: IMF, 2010c.
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7KHLQIRUPDOHFRQRP\5
7KHFULVLVGXULQJWKH¿UVW\HDUVRIWUDQVLWLRQVDZWKHEDQNUXSWF\RIPDQ\HQWHUSULVHVOHDGLQJWRMRE
losses. The establishment of a new underground economy was a major coping mechanism for rising
unemployment and income loss. Initially, it included subsistence activities with no legal status,
evading taxes and undeclared wages, away from the social protection system. It now spreads to all
sectors of the economy (trade and services, food products and other consumer goods). It mainly
employs a less educated labour force.

Table 4.7.,QIRUPDOVHFWRUSDWWHUQVLQ
Employees in the informal economy (%)

10.9

Population with an informal job (%)



Employees working without a collective labour contract (%)

25.0

Employees from the above line not knowing the existence of such a contract

16.4

Employees working on verbal agreement

20.0

Source: National Bureau of Statistics, Sociological Survey (Labour Institute, ILO).

The largest segment of the informally employed workforce is in agriculture, transport and construction.
The smallest part is in public administration, education, health and social protection. The largest
SURSRUWLRQRIXQRI¿FLDOHPSOR\HHVLVLQUXUDODUHDVZKHUHWKHJUHDWHVWSRUWLRQRIWKHSRSXODWLRQLV
concentrated, and is involved in subsistence farming.

Table 4.8.,QIRUPDOHFRQRP\VKDUHWR*'3LQWKH5HSXEOLFRI0ROGRYD
(estimation of contribution of informal economy to GDP in percentage)

National Bureau of Statistics

2000

2008





Schneider (2007):
In the Republic of Moldova

45.1



In OECD countries



11.0

EESC average





Note: ,Q
Sources:1%66FKQHLGHU2FWREHU

$FFRUGLQJWRRI¿FLDOVWDWLVWLFVRQHLQWKUHHHPSOR\HGSHUVRQVLQWKHHFRQRP\UHFHLYHVD³VDODU\LQDQ
HQYHORSH´7KH,QWHUQDWLRQDO/DERXU2UJDQL]DWLRQ ,/2 HVWLPDWHVWKDWRIWKHSRSXODWLRQUHOLHV
VROHO\RQLQIRUPDOHPSOR\PHQWEXWWKHJRYHUQPHQWHVWLPDWHVWKH¿JXUHDV7KLVLQGLFDWHV
³GRXEOHGLSSLQJ´E\DWOHDVWWRRIIRUPDOO\HPSOR\HGSHRSOH

189

DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

4. REPUBLIC OF MOLDOVA: COUNTRY REVIEW

ANALYSIS BY ECONOMIC SECTOR
Table 4.9.&RQWULEXWLRQRIHFRQRPLFVHFWRUV
(percentage)
Share in GDP

Share in
HPSOR\PHQW

1995

2009

1996

2009

1997



Agriculture











11.7

-0.6

-0.1



Industry



15.6

11.7







-4.0

7.6

-22.2

4.0

5.2





0

0











42.2



16.1





12.1



Construction
Services

Share in total
H[SRUWVHDUQLQJ

Average annual growth
of production
1995-2000 

2009

Source: National Bureau of Statistics, National Bank of Moldova, Minister of Economy and Commerce.

Since the economic crisis, the production downturn in industry is higher than in trade and agriculture.
Also, export-oriented activities are affected more seriously than domestically oriented ones.
Nevertheless, employment and income effects resulting from the downturn in production levels
have a social impact out of proportion to the sectoral GDP decrease.

)LJXUH6WUXFWXUDOWUDQVIRUPDWLRQRIHFRQRP\
Agriculture
40
30
Other services

Industry

20
10
0

Wholesale and retail trade

ConstrucƟon

Transport and communicaƟons
1995

2000

2005

2009
Source: Ministry of Economy and Commerce.
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Agriculture
General overview
7KH 5HSXEOLF RI 0ROGRYD LV WUDGLWLRQDOO\ GHSHQGHQW RQ DJULFXOWXUH ZLWK PRUH WKDQ  RI WKH
SRSXODWLRQLQYROYHGLQWKHDJULIRRGVHFWRUWKDWUHSUHVHQWVRI*'3  DQGPRUHWKDQ
of total Moldovan exports. Despite the decline of its GDP share since 2000, the amount of revenues
JHQHUDWHGE\WKHDJULFXOWXUDOVHFWRUGRXEOHGIURP0'/PLOOLRQLQWR0'/PLOOLRQ
LQ3UR¿WJHQHUDWHGE\DJULFXOWXUDOFRRSHUDWLYHVDQGFRPSDQLHVUHPDLQHGURXJKO\WKHVDPH
KRYHULQJ DW VOLJKWO\ RYHU 0'/   PLOOLRQ VLQFH  DQG UHJLVWHULQJ D  LQFUHDVH LQ 
(compared to 2007) whereas individual farmers make up the larger share of agricultural income,
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0'/PLOOLRQLQ RIWRWDODJULFXOWXUDOUHYHQXH ,QGLYLGXDOIDUPUHYHQXHVDUHXS
VLQFHDQGLQUHDFKHGWKHLUKLJKHVWQXPEHUVWRGDWH
Due to a poor business environment, characterised by underdeveloped and imperfect markets and
SROLF\XQFHUWDLQW\DJULFXOWXUDOSULFHVDUHORZDQGWKHFRXQWU\KDVQRWEHHQDEOHWREHQH¿WDVPXFK
from farm restructuring as other CIS countries, such as Ukraine or Georgia, with similar agricultural
sectors.
Although late implementation of land reform and farm restructuring have delayed its recovery compared
to other countries, the Republic of Moldova is now equipped with new independent farms which are
PRUHHI¿FLHQW7KHVKDUHRIDJULFXOWXUHLQ*'3GHFUHDVHGIURPLQWRLQ
Moreover, the number of rural employed people more than halved in 2000-09 while the number of
XUEDQZRUNLQJSHRSOHGLPLQLVKHGIRXUIROG2QWKHRWKHUKDQGDJULFXOWXUDOSURGXFWLRQEHQH¿WVIURP
the constant shrinking of agricultural plots since 2004. On average, plot size decreased by 4.1% from
2000 to 2009. In 2004, there was a peak of 54.7% in total volume of cereal production compared
WRDGHFOLQHRILQ3RWDWRHVDQGYHJHWDEOHVH[SHULHQFHGDQHJDWLYHWUHQGWKURXJKRXW
WKHVDPHSHULRG PRVW¿HOGJURZQYHJHWDEOHVH[SHULHQFLQJDVKDUSGHFOLQHLQFRPSDUHGWR
2000, before stabilising until 2009).
The main agricultural products are cereals and wine-grapes which bring in higher revenues due to
increasing prices since 2000. The main agricultural export goods are: cereals, fruits and vegetables,
wine and alcoholic beverages.6 Exports to European countries have recently increased as a share
RIWRWDOH[SRUWVH[SRUWVWR&,6VWDWHVUHPDLQODUJHDQGLQPDQ\FDVHVVWLOOFRQVWLWXWHGWKHYDVW
majority of exports in 2009. With the 2010 Russian embargo on Moldovan fruits and vegetables,
H[SRUWV WR (XURSHDQ FRXQWULHV PD\ VRRQ LQFUHDVH HYHQ IXUWKHU ZLWK D VLJQL¿FDQW VKDUH JRLQJ WR
neighbouring Romania.
The Republic of Moldova is highly dependent on agricultural exports and food processing. The
VHFWRUDFFRXQWHGIRUDERXWRI*'3 LQFOXGLQJDJURSURFHVVLQJ LQDQGJHQHUDWHG
WKHPDMRULW\RIH[SRUWV  7KHVHFWRULVDOVRYHU\LPSRUWDQWLQWHUPVRIHPSOR\PHQW RI
WKHWRWDO RILQFRPHDQGWKXVRISRYHUW\UHGXFWLRQLQUXUDODUHDVZKHUHRIWKHSRSXODWLRQ
IDOOXQGHUWKHSRYHUW\OLQH,WLVDPDMRULVVXHDVUXUDOKRXVHKROGVGHULYHRIWKHLULQFRPHIURP
DJULFXOWXUH6HOIHPSOR\HGKRXVHKROGVDUHWKHPRVWDIIHFWHGE\WKHVHLQFRPHORVVHVDIDOORILQ
4FRPSDUHGWR4ZDVJHRJUDSKLFDOO\FRQFHQWUDWHGLQWKHFHQWUDODQGVRXWKHUQUHJLRQV
Consequently, the agricultural sector’s growth is essential to sustaining and accelerating growth of
the Moldovan economy in general, by raising incomes and employment opportunities in rural areas
in order to increase purchasing power and domestic demand.
To generate sustained growth in the agricultural sector, the government should build on reforms
by creating incentives for market-oriented production by independent farmers, and providing the
support they need to take advantage of new opportunities.
By improving market opportunities, farmers will have easier access to markets and could sell their
SURGXFWVZLWKORZHUWUDQVSRUWDWLRQFRVWVWKXVHQVXULQJDKLJKHUSUR¿WPDUJLQ,QFUHDVHGIDUPHUV¶
income would in turn allow them to invest in appropriate machinery and technology needed for
LQFUHDVHGYDOXHDGGHGSURGXFWV7KLVZLOOLQFUHDVHIDUPHUV¶SUR¿WVDQGGHYHORSDZKROHVWUXFWXUHLQ
rural areas with job creation in the non-agriculture sector, such as in packaging, transportation and
marketing services. Job creation in rural areas is also a key issue to refrain labour migration from
the Republic of Moldova, which mostly goes to Russia and Italy to work in low-labour jobs, often in
the informal economy.
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Table 4.10. 0DLQFURSVSURGXFWLRQ
(thousand tonnes)

Cereals and leguminous crops – total

2001

2008

2 627.7





1 277.4





1 117.6



of which:
winter wheat
barley (winter and spring)
grain maize
leguminous crops
Sunflower
Soy

77.6



254.5



9.5





960.7

16.1



Potatoes



271.0

Vegetables





Sugar beet (industrial)
Tobacco

Melons and gourds

69.9



Source: National Bureau of Statistics.

&URSRXWSXWLQGHFOLQHGE\DERXWZKLOHOLYHVWRFNSURGXFWLRQLQFUHDVHGE\DERXW
As agriculture is dependent on weather conditions due to the subsistence structure of production and
lack of greenhouses, these results should be analysed with care. The decline in crop production is
H[SODLQHGE\VSHFWDFXODUJURZWKLQWKDQNVWRJRRGFOLPDWLFFRQGLWLRQVWKDW\HDUZKLOHOLYHVWRFN
production is recovering from the 2007 drought.
Negligible growth in the agricultural sector, of about 1.7% to 2.5%, is expected in 2010. Low cereals
harvests are the main reason for falling agricultural production, only to some extent moderated
by improved yields of some high-value crops (vegetables, fruits, grapes). Falling prices have been
the main concern of farmers, even though, to some extent, farmers are victims of their own high
producer prices and lack of investment co-ordination. The trend of small farmers leaving the sector
ZLOOFRQWLQXHPDLQO\EHFDXVHRIWKHVHYHUH¿QDQFLDOFRQVWUDLQWVWKDWWKH\FXUUHQWO\IDFH
As a result of the falling prices in 2009 the area sown with wheat for the 2010 harvest is expected to
decrease by 20%. At the same time, corn areas increased by about 9-10% because farmers preferred
WR KDYH WKHLU RZQ DOEHLW ORZ TXDOLW\  IRGGHU IRU WKH LQFUHDVLQJ QXPEHU RI FDWWOH 1R VLJQL¿FDQW
LPSURYHPHQWLQFHUHDOVSURGXFWLYLW\LVH[SHFWHGEHFDXVHRIWKH¿QDQFLDOFRQVWUDLQWVLPSHGLQJIDUPHUV
from buying high quality fertilisers and other inputs. Total crop production in 2010 will increase by
5-6% in real terms and that will again be a recovery growth after the decline in 2009. Livestock is
H[SHFWHGWRUHJLVWHUDSRVLWLYHEXWUDWKHUIHHEOHJURZWKRI7KLVJURZWKZLOOEHGULYHQE\SRUN
and poultry meat production and by egg production. Milk production is unlikely to increase because
its price collapsed by a third, after strong growth.

Table 4.11.0DLQOLYHVWRFNSURGXFWLRQ
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2001

2008

Cattle and poultry for slaughter (in live weight, thousand tonnes)

115



Milk (thousand tonnes)

579



Eggs (million units)
Wool (in natural weight, tonnes)





2 074

2 021

Source: National Bureau of Statistics.
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7KHIRUPHUFRDOLWLRQJRYHUQPHQWDJHQGDIRUZDVDVHWRISULRULWLHVDQGSURMHFWVVFKHGXOHGIRU
LPSOHPHQWDWLRQZLWKLQDVSHFL¿FWLPHIUDPHDQGGLUHFWHGDWDJULFXOWXUHLQGXVWU\DQGLQIRUPDWLRQDQG
communication technologies (ICT). After the reappointment of Mr. Filat as Prime-Minister in January
2011 and a new coalition government, it remains to be seen if those targets will remain untouched.
The former coalition governmental agenda included six goals for the agriculture sector aimed at
raising the competitiveness of production on European markets and adjusting to EU norms and
standards through:
ŀ

ensuring food security and increasing Moldovan agricultural products’ competitiveness and
H[SRUWV

ŀ

KDUPRQLVLQJWKHQDWLRQDOV\VWHPRIVWDQGDUGVDQGWHFKQLFDOUHJXODWLRQZLWKWKH(8V\VWHP

ŀ

LQFUHDVLQJHI¿FLHQF\RIWKHDJULFXOWXUDOVXEVLG\SURJUDPPH

ŀ

integrating agricultural assets in the general economic circuit and increasing investors’ access
WRWKHP

ŀ

LPSURYLQJKXPDQUHVRXUFHVIRUDJULFXOWXUHWKURXJKDJULFXOWXUDOH[WHQVLRQLQVWLWXWLRQV

ŀ

stopping the degradation of soil resources.

To achieve these objectives, the former coalition government intended to undertake a set of measures
WRUDLVHHI¿FLHQF\DQGLPSURYHWKHVXEVLG\SROLF\DQG¿VFDOIDFLOLWLHVWRDWWUDFW)',$NH\HOHPHQW
of subsidy policies proposed by the government is that a third of the cost of equipment required for
processing, drying, freezing and packaging fruit and vegetables and drip irrigation will be covered
by the state.
7KHJRYHUQPHQWKDVGHYHORSHGDQXPEHURI¿VFDOLQFHQWLYHVWRDWWUDFWIRUHLJQLQYHVWRUVLQWRWKHVHFWRU
ŀ

implementation of a special regime of taxation, which requires agricultural businesses to pay
RQO\RQHWD[±ODQGWD[)DUPHUVZRXOGEHH[HPSWIRU¿YH\HDUVIURPLQFRPHWD[UHDOHVWDWH
WD[URDGWD[DQGZDWHUWD[

ŀ

enterprises which make investments of over USD 250 000 are exempt from 50% of income tax
GXULQJWKHIROORZLQJ¿YH\HDUVLIRIWKHLQFRPHWD[LVUHLQYHVWHGLQWKHVDPHFRPSDQ\

ŀ

VAT redemption on investments (capital spending), except for investments aimed at housing
and investments in transport (beyond municipalities of Chisinau and Baltsi).

7RUDLVHLQYHVWPHQWRSSRUWXQLWLHVLQVSHFL¿FVHFWRUVWKHJRYHUQPHQWKDVWDNHQVRPHFRQFUHWHVWHSV
ŀ

UHPRYLQJEDUULHUVRQH[SRUWVDQGVLPSOL¿HGH[WHUQDOWUDGHSURFHGXUHV

ŀ

FUHDWLQJD3D\PHQWV$JHQF\IRU$JULFXOWXUHDLPHGDWPDQDJLQJDQGPRQLWRULQJWKHHI¿FLHQF\RI
VWDWH¿QDQFLDOVXSSRUWWRIDUPHUV

ŀ

establishing premises for the creation of a Moldovan-EU free trade area by improving phytosanitary
measures in order to increase exports of value-added vegetal products to the EU and promotion
RIHFRORJLFDODJULFXOWXUHE\VXEVWLWXWLQJWKHFKHPLFDOSURGXFWVZLWKRUJDQLFRQHV

ŀ

simplifying procedures of land-plot rotation.

$VHWRI¿QDQFLDOLQFHQWLYHVSUHIHUHQWLDOFUHGLWVDQG¿QDQFLDODGYLFHDQGJXLGDQFHSURJUDPPHVKDYH
been projected to stimulate rural investments by farmers and entrepreneurs. The government has
DOVRVHWRXWWRPHHWLQWHUQDWLRQDOVWDQGDUGVHQVXULQJVDIHW\DQGKHDOWKRI0ROGRYDQSURGXFWLRQ
warding off the possibility of further trade embargoes from some of its existing partners.
Using ICT to increase productivity is also scheduled. The government is negotiating with the World
Bank for the creation of an advanced weather forecasting and satellite imagery system that would
help the Republic of Moldova become more prepared in the event of natural catastrophes and rapid
changes in the climatic situation. Furthermore, the integration of modern technologies will lead the
country to embrace high value-added agricultural production and achieve higher revenue levels from
agricultural exports. The government is also going to create at least 14 irrigation systems that would
cover over 15 000 ha of land and would help alleviate the effects of potential droughts.
Making use of the unexploited potential remains the main challenge for Moldovan agricultural
producers and policy makers. There is more productivity potential in vegetables and fruit production
than most countries in the region, but this potential is underutilised. The productivity indicators both
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in crops and livestock subsectors are very low and little evidence can sustain the weak positive (if
not stagnating or mildly negative) trends that have caused production levels to drop in 2004-09.
As stated by the Economist Intelligence Unit (EIU), a EUR 79 million (USD 105.7 million) grant
concerning agriculture development was signed on 26 November 2010 between the EU and the
5HSXEOLFRI0ROGRYD7KLVORDQFRYHUV¿YHPDLQDUHDVRIWKHDJULFXOWXUHVHFWRUHFRQRPLFVWLPXODWLRQ
of rural areas (EUR 45 million), biomass energy projects (EUR 14 million), knowledge and expertise
WUDQVIHU (85PLOOLRQ DFFHVVWRFOHDQZDWHUDQGVHZDJHSURMHFWV (85PLOOLRQ DQG¿QDOO\
H[SDQGLQJPXQLFLSDOWUDQVSRUWV (85PLOOLRQ 

3ROLF\UHFRPPHQGDWLRQV
,PSOHPHQWLQJWKHQHZDJULFXOWXUDOSROLF\DGRSWHGE\WKHIRUPHUFRDOLWLRQJRYHUQPHQWZLOOEHGLI¿FXOW
For instance, provision of food security requires two key preconditions: i)VWDELOLVDWLRQRISULFHVDQG
ii) constant increase in productivity indicators of the agricultural producers. These two goals should
be at the top of the priorities list of any new agricultural policy.
For price stabilisation, the government will have to use market intervention (intervention reserves,
forecast prices), but their expected impact is quite small because of limited government resources.
With external prices for agricultural products constantly higher than domestic ones, the government
has also to ensure free access of the Moldovan producers to foreign markets. Farmers cannot count
exclusively on governmental support, however, and producers themselves have a big role to play in
setting market prices by co-ordinating horizontally their investment plans. Producers’ associations,
unions and product councils have a key role in this.
Reaching sustainable productivity increases will probably take longer than stabilising prices. Productivity
is linked to fundamental factors, such as competent and trained human resources, good seeds and
genetic resources, rational use of fertilisers and a developed agricultural infrastructure (irrigation,
agro-technical consultancy, competent veterinary service providers …). The targets of practical
agricultural policy in 2010 and beyond should be providing these inputs, facilitating their provision
and eliminating constraints that impede their provision by private actors.
Moreover, a key precondition for the success of the new policy implementation is a radical institutional
restructuring of the Ministry of Agriculture and Food Industry, which in the past has been accused of
acting as an agency implementing political orders from the Presidency, rather than designing meaningful
SROLF\7KHUHIRUPHGPLQLVWU\ZLOOKDYHWRDSSO\VLJQL¿FDQWUHVRXUFHVWRHQVXUHDGHTXDWHWUDLQLQJRI
the farmers in order to reduce the volatility of yields. It will also have to contribute to reducing price
volatility, but here the producers’ associations will have a bigger role in horizontal co-ordination.

,QGXVWU\
,QGXVWULDOSURGXFWLRQ
The industrial sector consists of mining, manufacturing and the energy sector, accounting for 14.6%
RI*'3LQ7KHELJJHVWVKDUHLQWKHVHFWRULVPDQXIDFWXULQJ  IROORZHGE\WKHHQHUJ\
sector (10%). The industrial sector employs about 16 000 registered economic agents (slightly more
WKDQRIWKHWRWDOZRUNIRUFH ODUJHHQWHUSULVHVRSHUDWHLQWKHVHFWRURIZKLFKRQO\DUH
publicly owned.
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Moldovan industrial output declined by 24.9%7 in 2009, the worst result among the CIS countries
DIWHUWKH8NUDLQLDQFUDVK RI 7KH¿UVWVLJQVRIVORZGRZQDSSHDUHGDVHDUO\DV6HSWHPEHU
ZLWKDVHULHVRIVKRFNVLQFOXGLQJWKHRQVHWRIWKHHFRQRPLFFULVLVLQ4'LI¿FXOWLHVLQ
WKHVDOHVPDUNHWGHFUHDVHGGHPDQGYROXPHLQVXI¿FLHQWUDZPDWHULDOVDQGLQVXI¿FLHQWIXQGVZHUH
mentioned by several companies to explain the decrease in production volumes. The industrial
SURGXFWLRQ GHFUHDVH LV GHWHUPLQHG E\ WKH GURSV LQ WKH PLQLQJ LQGXVWU\   PDQXIDFWXULQJ
 DQGHQHUJ\VHFWRU  ZKLFKFDXVHGWKHGHFUHDVHRIWKHWRWDOYROXPHRISURGXFWLRQ
UHVSHFWLYHO\E\DQG
In January-October 2010, industry’s total output had grown yoy by 7.6%, exceeding the 6% growth
IRUHFDVWIRUWKH\HDULQ7REDFFR  PDFKLQHU\DQGHTXLSPHQW  DQGFKHPLFDOV
 FRQWULEXWHGWKHPRVWWRLQGXVWU\¶V\R\JURZWKLQ-DQXDU\2FWREHUFRQWUDU\WRVHFWRUV
such as metals and metal products, which decreased yoy by 20.4%.
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7KHZLQHLQGXVWU\
There is a long-standing cultural and economic tradition in grape growing and wine making. Despite
recent shocks, the wine industry is the main sector leading the growth of domestic industry and is
also considered an important driver for social development in rural areas as it affects the livelihoods
RIWKRXVDQGVRIVPDOOJUDSHJURZHUVZKRDFFRXQWHGIRURIWRWDO*'3LQDQGIRURI
DOOH[SRUWVLQ7KLVVHFWRULVWKHPDLQVRXUFHRILQFRPHIRUIDUPHUVGLUHFWO\HPSOR\V
7.5% of people working in the agricultural food processing industry (more than 7 000) and occupies
more than 6.2% of all agricultural land.
In 2009, wine production decreased by 22.7% yoy, both due to the crisis and the continuing Russian
ban.Hopes for a quick market recovery are unrealistic. In addition to a loss of market growth, the
EDQUHVXOWHGLQPLOOLRQOLWUHVRIXQVHOODEOHZLQHVWRFNDWWKHHQGRIDQGLQ86'PLOOLRQ
of wine sector banking debts (as of 1 January 2010). The crisis affected the number of operating
companies, which decreased to 50, from the high number of 120 in 2006.
In January-October 2010, wine output increased by 9%, with Russia slightly loosening its Moldovan wine
embargo. Moreover, the European Investment Bank (EIB) granted EUR 75 million (USD 100 million)
to restructure the wine industry, which will be directed to existing enterprises (from vineyards to
packaging companies), from 2011 to 2014.
The structure of Moldovan wine exports is slowly changing and the market has become more diverse,
with about 77% of the exports directed to CIS countries compared to 90% in 2005. Russia remains the
most important market for Moldovan wines but was temporarily supplanted by the Ukraine in 2009.
Belarus remains the most stable market for Moldovan bulk wines. Sales to Eastern European markets
are on the rise, especially to Poland and the Czech Republic, but also to Germany, demonstrating
that the industry is producing wines appropriate for Western consumers in terms of quality and style.

7KHFDQQLQJLQGXVWU\
In the vegetable- and fruit-canning industry, the steep production decline is related to the accumulation
of large production stocks (about USD 25 million in September 2009). This is largely due to improper
marketing strategies. Most of the companies in the sector continue operating under traditional
management schemes and are very slow in improving their quality standards. This can be illustrated
by the 20% decline (in real terms) in the meat-processing and meat products sub-sector in 2009,
despite stable domestic demand and growing domestic production of intermediate goods. On the
other hand, companies that have adopted quality management schemes are successfully exporting
their products to the EU and have not been so dramatically affected by the crisis.
The main drivers of industrial growth will be the wine-making sector (with an expected production
growth rate of 12%) and production of non-metal products, mainly construction materials (+15%).
Such sectors as textiles, clothes and shoe production will stagnate or even fall further, because most
RIWKHFRPSDQLHVORVWWKHLUORDQSURFHVVLQJFRQWUDFWVDQGLWZLOOWDNHORQJHUWR¿QGQHZFXVWRPHUV
or to put their own product lines in place.
Contrary to earlier predictions, the mining and quarrying industry has registered a 7.7% decline,
thus becoming even more negligible than it already was. The decline can be explained by the same
factors that caused the general recession of the economy in 2009.

7KHHQHUJ\VHFWRU
7KHFRXQWU\QHHGVGLYHUVL¿FDWLRQLQHQHUJ\VXSSOLHV7KHHQHUJ\VHFWRU±LQFOXGLQJJDVHOHFWULFLW\
hot water and heating – is almost totally dependent on gas imports from Russia. With import prices
ULVLQJDQGQRDOWHUQDWLYHVXSSOLHUWKLVEXUGHQLVEHLQJIHOWE\¿QDOFRQVXPHUVFRQWULEXWLQJWRDJURZWK
LQVRFLDOLQHTXDOLWLHV(OHFWULFLW\DQGJDVWDULIIVIRU¿QDOFRQVXPSWLRQKDYHEHHQUDLVHGDFFRUGLQJWR
WKHUHYLVHGWDULIIPHWKRGRORJ\DQGEURDGO\UHÀHFWWKHLQFUHDVHVLQLPSRUWSULFHV
The supply of gas was severely disrupted in January 2009 due to a dispute between Russia and Ukraine.
*DVLPSRUWSULFHVLQFUHDVHGVHYHUDOWLPHVLQDQGZHUH¿QDOO\VHWE\*D]SURPDW86'SHU
WKRXVDQGFXELFPHWUHV WFP IRUWKH¿UVWTXDUWHURIEXWVXEVHTXHQWO\GHFOLQHGWR86'
SHUWFPLQWKHVHFRQGTXDUWHUDQGWR86'SHUWFPLQWKHWKLUGTXDUWHULQOLQHZLWKWKHGHFOLQHLQ
international oil prices. The energy sector will continue to register positive growth, though probably
EHORZGULYHQE\WKHJURZLQJGHPDQGIURPERWKKRXVHKROGVDQGLQGXVWU\
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7KHHQHUJ\VHFWRUFRQWLQXHVWRIDFH¿QDQFLDOGLI¿FXOWLHVGXHWRDFFXPXODWHGGHEWVSDUWO\GXHWRWKH
¿QDQFLDOSUREOHPVRI7HUPRFRPWKHGLVWULFWKHDWLQJRSHUDWRULQ&KLVLQDX3URJUHVVUHPDLQVVORZ
in resolving these issues. The energy sector regulatory institution, the National Agency for Energy
Regulation (NAER), has recently adopted secondary legislation for calculating feed-in tariffs and
FHUWL¿FDWHVRIRULJLQIRUUHQHZDEOHHQHUJ\JHQHUDWLRQDQHFHVVDU\VWHSLQWKHGHYHORSPHQWRIWKH
sector following the adoption of the law on renewable energy in 2007. In mid-September 2009 the
Chisinau municipal council approved substantial tariff increases for water and public transport, following
DWDULIIIUHH]HIRUVHYHUDO\HDUV7KLVPHDVXUHLVH[SHFWHGWRLPSURYHWKH¿QDQFLDOVXVWDLQDELOLW\RI
WKHWZRPXQLFLSDOXWLOLWLHVUHGXFLQJWKHQHHGIRUOHVVHI¿FLHQWEXGJHW¿QDQFLQJRIZDWHUVHUYLFHV
and public transport.
Prices for urban housing services and other public services dominated the policy discussions in 2009.
The issue of the tariff for centrally supplied heating in the Chisinau municipality was heavily politicised
but failed to reach a sound solution. The government decided to intervene and to empower the NAER
to set the tariff level. This is the practice in many European countries and should also be adopted
in the Republic of Moldova. However, this is not enough to avoid public dissatisfaction with tariffs.
The core problem is that the NAER, representing the Chisinau municipal authorities, does not have
DFOHDUXQGHUVWDQGLQJRIWKH¿QDQFLDOVLWXDWLRQRIWKHVHHQHUJ\FRPSDQLHVDQGRIUHODWHGHFRQRPLF
costs. The companies (Termocom, power-generation plants, Moldova-Gaz) must be exposed to an
LQGHSHQGHQW¿QDQFLDODQGSHUIRUPDQFHDXGLWLQJLQRUGHUIRUSROLF\PDNHUVDQGWKHSRSXODWLRQWREH
sure of the validity of the tariffs.

3ROLF\LPSOLFDWLRQV
8QGHUWKH$SULOFRPPXQLVWJRYHUQPHQWWKHUHZDVDODUJHJDSEHWZHHQWKHRI¿FLDOO\
GHFODUHGSROLF\DQGWKHUHDOSROLWLFDOSURFHVV,WZDVRI¿FLDOO\DQQRXQFHGWKDWWRJHWKHUZLWKUHJXODWRU\
reforms, the decentralisation of central administration was to be undertaken to achieve synergies in
GHUHJXODWLRQDQGLPSURYLQJWKHEXVLQHVVHQYLURQPHQW<HWGLYHUVL¿FDWLRQRIWKHIXQFWLRQVRIFHQWUDO
JRYHUQPHQW PLQLVWULHVDVSROLWLFDOJRYHUQDQFHUHJXODWRUVDVPRQLWRULQJDQGFRQWUROIXQFWLRQVDQG
agencies as providers of public services), was rejected – which actually cancelled the results of these
UHJXODWRU\UHIRUPV:HDNPDUNHWLQVWLWXWLRQVUHPDLQDPDMRULPSHGLPHQWWRLPSURYLQJWKHHI¿FLHQF\
of the country’s economy.
The former coalition government, elected in 2009, brought some changes in industrial policy rhetoric
and practice. More emphasis was put on technological competitiveness of the Moldovan companies
and on more competent human capital and managers. It is believed the new coalition government
will follow the same objective.
The major issue is the quality of corporate management in the industrial sector. The former coalition
government deemed most of the regulatory agencies to be non-functional. As a result, many economic
VHFWRUVZHUHLQHI¿FLHQWZKLOHXQUHDOLVWLFDOO\KLJKRUORZOHYHOVRISULFHVKDGOHGWRXQIDLUGLVWULEXWLRQ
of income in the society. The government therefore started to clear some products from trust
DJUHHPHQWV VXFKDVPHDWDQG¿VKPDUNHWV 
Such activities have to be performed not by the Ministry of Economy (which is a policy development
centre and not a regulatory body), but by the National Agency for Competition Protection which has
the legal mandate. The Agency has to be effectively empowered (with human resources and a clear
regulatory backup) in order to undertake effective market inquiries and enforce anti-trust rules. This
means that the Agency should remain independent from the government, though stronger political
support from Parliament may be necessary.



&RQWLQXRXVGHUHJXODWLRQWRJHWKHUZLWKUHIRUPRIWKHFHQWUDODGPLQLVWUDWLRQWRLPSURYHHI¿FLHQF\
DQGUHGXFHEXUHDXFUDF\QHHGVWREHSXUVXHG0RUHRYHUHQKDQFLQJWUDQVSDUHQF\DVGH¿QHGE\ODZ
is a priority to reduce corruption and increase government accountability.

6HUYLFHV
The services sector has proven to be the most resilient in the current economic recession. While it
GHFOLQHGLQE\WKLVZDVORZHUWKDQIHDUHGWKDQNVWRDQLPSURYHPHQWLQWKHVHFRQGKDOIRI
WKH\HDU7KHVHFWRULVH[SHFWHGWRJURZE\LQ,QWUDQVSRUWVZHUHWKHPRVWKHDYLO\
hit sub-sector with freight contracting three-fold in only two-and-a-half months. The persistence
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in Moldovans’ preference for Turkish, Bulgarian and Romanian resorts over domestic ones came as
a surprise, especially during the crisis period. This once again underlines the country’s inability to
develop its own tourism because of the severe lack of infrastructure and because of the equal lack
of investments and marketing expertise in both the Moldovan Ministry of Tourism and Moldovan
tourism agencies.
7KH H[SHFWHG  UHERXQG LQ  LV OHG E\ UHWDLO WUDGH   DQG EDVLF VHUYLFHV   'HVSLWH
the fact that the transport of goods and passengers began to increase after April 2010, their level
UHPDLQHGKDOIWKHLUSUHFULVLVOHYHOZKLOHRWKHUVHUYLFHVSURYLGHGPDLQO\WREXVLQHVVHV VXFK
DV,7 VDZPRGHUDWHJURZWKIRUH[DPSOHPRELOHWHOHSKRQ\JUHZE\LQWKHODWWHUSDUWRI

,QIRUPDWLRQFRPPXQLFDWLRQDQGWHFKQRORJ\
The ICT sector has been one of the most productive and fastest growing industries since the end
RIWKH6RYLHW8QLRQ,WVFRQWULEXWLRQWR*'3ZDVLQ FRPSDUHGWRLQ ZKLFK
DPRXQWVWR86'PLOOLRQHTXDOWRWKHDJULFXOWXUHVHFWRU
,&7LVDQLPSRUWDQWHPSOR\HULQWKHFRXQWU\ZLWKSHRSOHLQWKHVHFWRULQDQXPEHU
expected to double by 2015 (ICT PC Association, 2009). It is also one of the highest-paying industries,
DORQJVLGHWKH¿QDQFLDOVHFWRU&RXQWU\GDWDLQGLFDWHWKDWWKH,&7VHFWRULVDOUHDG\DPDMRUSLOODURI
the Moldovan economy, with IT being one of the most dynamically developing sub-sectors.
7KH,&7VHFWRU¶VVKDUHRI*'3ZDVLQGRPLQDWHGE\WHOHFRPDQGHTXLSPHQWZKROHVDOH
services. While the IT sub-sector alone only contributes less than 1% of GDP, it grew ten-fold between
DQG7KHQXPEHURIMREVLQ,7KDVLQFUHDVHGDQQXDOO\E\RQDYHUDJHRYHUWKHVDPH
SHULRG:KLOHRI¿FLDOWUDGHGDWDDUHQRWDYDLODEOHIRUVHUYLFHLQGXVWULHVH[SRUWVRI,7LQZHUH
HVWLPDWHGDW86'PLOOLRQ7KHUHDUHDURXQGNQRZQ,7FRPSDQLHVDOWKRXJKDODUJHSDUWRI
the sector operates in the shadow economy as unregistered independent contractors. Almost all of
these enterprises are small or medium-sized.
8QRI¿FLDOQXPEHUVDQGDQHFGRWDOHYLGHQFHVXJJHVWWKDW,&7LVDUDSLGO\JURZLQJVHFWRUZKLFKFDQ
seriously contribute to the economy both in terms of exports, employment and contributions to the
national budget. Furthermore, ICT, and IT in particular, can be leading vectors of economic growth
as an enabling sector for the development of most other sectors of the Moldovan economy. This fact
was recognised by the government, which publicly announced ICT as a priority sector for development
in the medium term, including broadband infrastructure development.
There are two main supporting industries for a competitive IT sector: infrastructure and education.
7KHODWWHUKDVEHQH¿WHGIURPWKHUDSLGO\JURZLQJQXPEHURIJUDGXDWHVZKRVHQXPEHUGRXEOHGLQ
WKH¿YH\HDUVWR$VWKHPDUNHWJURZVDQGFRPSHWLWLRQEHFRPHV¿HUFHUWKHVHFWRUPXVWPRYH
to a higher stage of development, which will require large numbers of highly trained IT specialists.
Infrastructure, mainly Internet and mobile telephony, has grown more than ten-fold since 2004 but
broadband connections still have an alarmingly low penetration rate.
The former coalition government introduced some quite ambitious measures in its programme and
economic recovery plan, aimed to change the model of economical growth through drivers of job
creation. The services sector is the second most important destination of workers moving from rural
areas, after migration. It is planned to facilitate access for alternative operators (private, foreign,
mixed) to the railway, air transportation and communications industries, and to liberalise these
sectors further. However, some of these sectors have grown in recent years into political-economic
FRQJORPHUDWHVWKDWVSUHDGWKHLULQÀXHQFHDFURVVPDQ\HFRQRPLFVHFWRUVDQGSXEOLFDGPLQLVWUDWLRQ
OD\HUV,QVRPHFDVHVIUHHLQJXSWKHVHFWRUZLOOUHTXLUHDFRPSOHWHUHVKXIÀHRIWKHFXUUHQWPDQDJHPHQW
and of the regulatory environment. Fierce bureaucratic and institutional opposition is to be expected
against implementation of these plans.
The government’s programme for economic recovery provides for the implementation of a number
of measures directly or indirectly to reduce the costs of doing business, including in the services
VHFWRUV$VLJQL¿FDQWSURSRVDOZDVDUHGXFWLRQRIWKHFRVWVDQGWLPHIRUEXVLQHVVUHJLVWUDWLRQ ZKLFKLV
DOUHDG\VLJQL¿FDQWO\ORZHUWKDQLQPDQ\FRXQWULHVRIWKHZRUOG (TXDOO\LPSRUWDQWO\WKHSURJUDPPH
reduced the number of economic activities subject to licences. Moreover, reduction and streamlining
of the procedures for obtaining sanitary permits and sanitary-veterinary permits is likely to boost
companies in the food retail and catering industries.
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$FFRUGLQJWRWKH,&73ROLF\:KLWH%RRNGUDIWHGE\WKH,&7$VVRFLDWLRQLQ¿YH\HDUVWKH,&7VHFWRU
will be the main driver behind economic growth, augmenting labour productivity and enhancing
international competitiveness through the wider use of ICT products and services across the economy
and society (ICT PC Association, 2009). It will be driven by rapidly increased mobile telephony use
and widespread broadband penetration, supported by an effective regulatory framework and a
VNLOOHGDQGFRPSHWLWLYHZRUNIRUFH7RIDFLOLWDWHJURZWKWKHVHFWRUQHHGVDQHI¿FLHQWDQGWUDQVSDUHQW
JRYHUQPHQW SURFXUHPHQW V\VWHP LPSURYHPHQWV LQ WKH ¿VFDO HQYLURQPHQW IRU ,&7 DQG IXUWKHU
investments in strategic areas, such as education and R&D. To achieve an effective and transparent
dialogue with the government, a cohesive and focused ICT sector will have to ensure that changes
introduced at the government level are matched by responses from the ICT sector companies. The
sector will need to capitalise on offshore activities to make the country the offshore location of choice
for IT services. This requires strong and consistent country positioning. Continuously increasing the
quantity and quality of graduates from IT faculties whose skills are aligned with market needs will
be a major priority. Investment in quality will be required for attracting offshore operations and R&D
will be necessary for moving towards high value-added products. Government spending in this sector
should encourage the use of local businesses. The government is supportive of the ICT industry,
demonstrating an understanding of its growing importance and catalytic role for the entire economy.

7UDQVSRUW
Transport services are of great importance as international trade depends on them, and the country’s
growth is driven by external trade. Agricultural trade and growth depends on a well-functioning
transport industry for goods and people. Investments and improvements in transports are, therefore,
QHFHVVDU\DVDEDVLVIRUHFRQRPLFJURZWKDQGWRFRQWULEXWHWRVRXQGVWDWH¿QDQFHV
7UDQVSRUWKDVVXIIHUHGIURPDGHHSUHFHVVLRQVLQFHDQGWKHJRYHUQPHQWKDGSURPLVHGWRDGGUHVV
the situation. However, the real problem is how to rehabilitate the infrastructure, which requires
large, long-term investment. Against this backdrop, the former coalition government proposed a
number of measures to streamline licensing and authorisation procedures. In the long run, these
measures need to be accompanied by higher quality roads and more transparent collection of road
WD[HVDVZHOODVHI¿FLHQWDQGWUDQVSDUHQWXVHRIWKH5RDG)XQG
7KHUHZDVDIDOOLQIUHLJKWLQ-DQXDU\)HEUXDU\FRPSDUHGWRWKHVDPHSHULRGLQD
\HDURQ\HDUGHFOLQHZKLFKZDVJUDGXDOO\VORZHGWRLQWKH-DQXDU\$SULO¿JXUHVDQGWRIRU
-DQXDU\-XQH+RZHYHUWKHIDFWWKDWWRXULVPIDLOHGWRUHERXQGDIWHUWKHVKDUSGURSRIKLQWVDW
more subtle issues, such as the continuation of trade disruptions caused by ongoing embargoes and
the impossibility of companies to ship their production, thus severely and negatively impacting the
transportation sector. Another problem is supporting the reorientation of exports to the European
market by redrawing transportation routes (which will take time to achieve). A recovery of the
transport sector in 2011 is unlikely.
Missing data and statistical errors cloud the picture of the employment situation in 2004 and
2005. According to the available data, the number of employed people in the transportation and
FRPPXQLFDWLRQVVHFWRUGURSSHGIURPLQWRLQXSWRLQZKLFKVHHPV
somewhat unlikely.9,QWKH¿JXUHLVSHRSOH URXJKO\IHZHUWKDQLQ 7KH
number of people employed in transportation and communications continues to increase according
WRWKHRI¿FLDOVWDWLVWLFVXQWLOUHDFKLQJ WKHKLJKHVWYDOXHEHWZHHQDQG 
EHIRUHGURSSLQJEDFNLQWRLWVDQGOHYHOV
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Limited domestic opportunities encourage Moldovan transport companies to increase their activities
in regional markets, where they usually offer their services at lower prices. As a result, Moldovan
international carriers can fall under anti-dumping measures in other countries and lose their contracts.
Moreover, the Ministry of Transport is late with measures harmonising legislation with international
standards. All this, together with huge corruption in the sector, creates high business risks and
leads an increasing number of transport companies to transfer to neighbouring countries with more
business-friendly environments (in Romania, Ukraine or Russia, for example).
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7RXULVP
7KHWRXULVPVHFWRUZLOOUHPDLQODUJHO\DWLWVOHYHOLQZLWKRXWDQ\VLJQL¿FDQWEUHDNWKURXJK
in developing national routes and attracting more tourists to the Republic of Moldova, as funding
for the Tourism Agency remains mostly unchanged and no restructuring is in the pipeline. In these
circumstances, there is little hope that the government will draw up a comprehensive tourism and
accommodation programme to encourage domestic and foreign tourists. An achievement of the
Tourism Agency, nonetheless, was the showcasing of Moldovan production and attractions at the
Expo 2010 Shanghai.
Hotels and restaurants accounted for up to 1.46% of GDP in 2009, their peak level since 1997, but
H[SHULHQFHGVORZSURJUHVVWRWKLVOHYHOULVLQJIURPOHVVWKDQEHIRUHRQDYHUDJHWR
HVWLPDWHGIRU7KLVSHUIRUPDQFHLVIDUIURPFDSDFLW\DQGUHÀHFWVWKHYHU\VORZGHYHORSPHQW
of tourism as a whole.

%DQNLQJDQGILQDQFLDOVHFWRU
)LQDQFLDOVHUYLFHVKDYHDOPRVWGRXEOHGVLQFHZLWKDSHDNVKDUHRIRI*'3LQ
GHVSLWHWKHHFRQRPLFFULVLVXQGHUOLQLQJWKHUHVLOLHQFHRIWKH¿QDQFLDOVHFWRU10 Real estate transactions
also grew in 2009 (as a share of GDP), more than doubling since 2000 and peaking at 5.05% of GDP.
The banking sector complies with Basel I standards and participates in consultations and discussions
regarding the implementation of the Basel II framework. On this last point, the government requested
further assistance in the implementation and logistics of the Basel II Pillar I (Minimum capital
requirements for risk reduction) and Pillar II (supervision of capital), because of serious concerns
about the ability of the National Bank to establish a timetable for implementation and its ability to
oversee the distribution of capital in the economy, partly as a result of poor transparency and weak
corporate governance. There are currently 15 banks licensed by the NBM able to operate in the
FRXQWU\$OORIWKHVHEDQNVDUHLQWHUQDWLRQDOEDQNVDQGDVVXFKVXSSO\DOOW\SHVRI¿QDQFLDOVHUYLFHV
including agricultural banks.
The banking sector is quite stable because of the very conservative regulation of NBM. The main
VWDQGDUGVDUHLQOLQHZLWKRUHYHQVWULFWHUWKDQWKH%DVHOSUXGHQWLDOQRUPV7KH\VWLSXODWH¿QDQFLDO
reporting according to International Accounting Standards, a capital adequacy ratio of 20.5% as of
2FWREHUDQGORDQSURYLVLRQLQJRQDJURVVORDQEDVLVZLWKRXWWDNLQJLQWRFRQVLGHUDWLRQFROODWHUDO
EHFDXVHRIWKHGLI¿FXOWLHVRIYDOXLQJDQGUHDOLVLQJFROODWHUDOLQDIX]]\EXVLQHVVHQYLURQPHQW
The banking system remained generally sound, as assessed by an IMF Financial System Stability
Assessment ReportLQ$XJXVW ,0) 7KHJOREDO¿QDQFLDOFULVLVGLGQRWDIIHFWWKH¿QDQFLDO
system, mainly because of the limited access of domestic banks to international capital markets,
meaning they were unable to raise cheap funds during the economic boom period, and thus were
QRWVXEMHFWWRODUJHFDSLWDORXWÀRZVGXULQJWKHGRZQWXUQ
/RFDOFXUUHQF\GHSRVLWVGHFOLQHGE\VRPHLQQRPLQDOWHUPVEHWZHHQ'HFHPEHUDQG-XQH
ZKLOHIRUHLJQFXUUHQF\GHSRVLWVKDYHUHPDLQHGUHODWLYHO\VWDEOHUHÀHFWLQJFRQFHUQVDERXWWKH
prospects of the MDL and declining remittances. Some banks even suffered from temporary liquidity
shortages and relatively large deposit withdrawals or conversions into foreign-denominated deposits.
/HQGLQJWRWKHHFRQRP\IHOOE\KDOILQQRPLQDOWHUPVLQ+FRPSDUHGWR'HFHPEHU
most of which was attributable to the reduction of local currency loans for consumer lending. Small
DQGPHGLXPVL]HGHQWHUSULVHV 60(V DOVRUHSRUWHGVXEVWDQWLDOGLI¿FXOWLHVLQREWDLQLQJEDQNFUHGLW
partly related to the impact of the global crisis on the real sector.
The quality of commercial banks’ loan portfolios has deteriorated according to the NBM. The ratio
of non-performing loans increased to 10.5% at the end of June 2009 compared with 5.9% at the
HQGRI
Partly as a result of the crisis, the commercial bank InvestprivatBank entered an orderly liquidation
procedure in June 2009 and all its deposits were transferred to Banca de Economii, the state-owned
bank. NBM has used various instruments to support the banking system and in May 2009 announced
a programme of funding to Moldovan banks for terms of up to 12 months at the base rate to provide
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liquidity and support lending to the real economy at affordable interest rates. The programme is
HVWLPDWHGWRDPRXQWWR0'/ELOOLRQ 86'PLOOLRQ 
7KH EDQNLQJ VHFWRU LV SHUIRUPLQJ SRRUO\ LQ WKH ¿QDQFLQJ RI PDQXIDFWXULQJ DQG RWKHU ORQJWHUP
activities. Credits are too short-term (in general up to three years, rarely to seven years) and thus
many long-term projects cannot be developed. The real interest rate is also quite high. There are
some rudiments of mortgages, but they are very expensive and very short-term. The banking sector
LVGHYHORSLQJQHZSURGXFWVVXFKDVFUHGLWFDUGVIRUDOLPLWHGVHWRIFOLHQWVDQG³LQWHUQHWEDQNLQJ´
which does not allow active operations.
Leasing companies have been booming since 2004 and this could be a very promising part of the
¿QDQFLDOVHFWRU+RZHYHULWPD\IDFHVHULRXVSUREOHPVZLWKUH¿QDQFLQJGXHWRWKHZRUOG¿QDQFLDO
FULVHV7KLVSUREOHPLVPDJQL¿HGE\ZHDNUHJXODWLRQRIOHDVLQJFRPSDQLHV
Falling real estate prices served as a rude awakening for construction companies, developers and
banks. The authorities must reform the banking system in order to stimulate the development of
QHZ¿QDQFLDOLQVWUXPHQWVWRDWWUDFWERWKVDYLQJVDQGUHPLWWDQFHV
7KHIXWXUHRIWKH¿QDQFLDOVHFWRUOLHVLQWKHHQWU\RIVWUDWHJLFLQYHVWRUVLQWRPRUHEDQNVDQGLQWKH
privatisation of Banca de Economii. This should lead to increased competition and the improvement
of client services.
As the report Doing Business 2010 notes, Moldovan legislation does not hold executive directors
responsible to their shareholders, whether private or public, which results in extreme managerial
LQHI¿FLHQF\DQGDVVHWIXQQHOOLQJ :RUOG%DQN 7KHGUDPDWLFLPSORVLRQRIWKH0ROGRYDQLQGXVWULDO
sector is ultimately explained by managers’ inability to adapt their companies to new market realities
posed by the crisis and their exaggerated expectations of state support.
6WDWHRZQHG HQWHUSULVHV KDYH EHHQ SDUWLFXODUO\ LQHI¿FLHQW GXULQJ WKH FULVLV 7R UHYHUVH WKLV LW LV
imperative that the government adopts more severe standards of management of state-owned
HQWHUSULVHV RU UHVWUXFWXUHVSULYDWLVHV WKHVH FRPSDQLHV DV DSSURSULDWH 5HJXODWRU\ DJHQFLHV DOVR
XUJHQWO\UHTXLUHFODUL¿HGDQGHQKDQFHGSRZHUV
7KHWLPHKDVPRVWGH¿QLWHO\FRPHWRLQYHVWLJDWHREMHFWLYHO\WKHSHUIRUPDQFHRIWKHFRUSRUDWHDQG
¿QDQFLDOPDQDJHPHQWRIVWDWHRZQHGFRPSDQLHVLQWLPHVRIFULVLVDQGWRGHFLGHRQUHVWUXFWXULQJ
or privatisation.

MAIN MACROECONOMIC POLICIES
General overview
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$IWHUWKHVHULRXVPDFURHFRQRPLFGLI¿FXOWLHVLQWKHHDUO\V0ROGRYDQJRYHUQPHQWVSURPRWHG
VRXQGHUPDFURHFRQRPLFSROLFLHVEHWZHHQDQG,PSURYHG¿QDQFLDOGLVFLSOLQHOHGWRDYHUDJH
EXGJHWGH¿FLWVRIRI*'3PXFKEHWWHURWKHUWUDQVLWLRQFRXQWULHVLQWKHVDPHSHULRG RI
*'3GH¿FLWVRQDYHUDJH 5XQQLQJVXFKVPDOOGH¿FLWVZDVDOOWKHPRUHVDOXWDU\JLYHQWKDWLQÀDWLRQDU\
SUHVVXUHVLQWKHSHULRGZHUHKLJKHUWKDQLQRWKHUWUDQVLWLRQFRXQWULHV DQG
UHVSHFWLYHO\ 'HVSLWHWKLVWKH0ROGRYDQJRYHUQPHQWFRXOGQRWHDVLO\DFFHVVLQWHUQDWLRQDO¿QDQFLDO
PDUNHWVLQRUGHUWRFRYHUSRWHQWLDOO\ODUJHUGH¿FLWV%\FRPPLWWLQJLWVHOIWRKLJK¿VFDOWDUJHWVWKH
JRYHUQPHQWLQFUHDVHGLWV¿VFDOULVNVLQWKHVKDUHRIWRWDOSXEOLFH[SHQGLWXUHVLQ*'3UHDFKHG
DQGLQ,QFUHDVHGZDJHVSHQVLRQVDQGVRFLDOEHQH¿WVGHVSLWHODFNRIDYDLODEOH
DWWULEXWHGIXQGVOHGWRVHYHUHLPEDODQFHVLQSXEOLF¿QDQFHV:DJHVFRQWULEXWHGWRERWKDKLJKOHYHO
and a substantial increase in public expenditures in 2009, while the share of investments in total
expenditures declined. Overexpansion of the public sector resulted in crowding out of the private one.
,Q ± WKH JRYHUQPHQW KDG DOUHDG\ PDGH D VHULHV RI FRPPLWPHQWV WR WKH ,0) XQGHU WKH
framework of the Poverty Reduction and Growth Facility (PRGF), as stipulated by the Memorandum
of Economic and Financial Policies. The primary objective of this programme was to maintain
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PDFURHFRQRPLFVWDELOLW\DJDLQVWLQÀDWLRQWKURXJKDVWULFW¿VFDOSROLF\7KHVHFRQGREMHFWLYHZDVWR
PDLQWDLQWKHEXGJHWGH¿FLWDWRI*'3GXULQJWKLVSHULRGE\FKDQQHOOLQJLQFRPHRYHUÀRZVLQWR
LQYHVWPHQWVZLWKPLQLPXPLPSDFWRQLQÀDWLRQ7KHIXQGDPHQWDOFKDOOHQJHIRUWKHHQGRIDQG
GXULQJZDVWRNHHSWKHEXGJHWDU\GH¿FLWZLWKLQWKHOLPLWVDJUHHGZLWKWKH,0) RI*'3LQ
2009 and 7% of GDP in 2010).
)LQDQFLQJ WKH EXGJHW GH¿FLW LQ  LV FKDOOHQJLQJ GHVSLWH LQWHUQDWLRQDO JUDQWV DQG ORDQV DQG
VLJQL¿FDQWFXWVLQH[SHQGLWXUH0DLQWDLQLQJPDFURHFRQRPLFVWDELOLW\LQWKHVKRUWWHUPZLOOUHTXLUH
DFDUHIXOPL[RI¿VFDOPRQHWDU\DQGH[FKDQJHUDWHSROLFLHVSDUWLFXODUO\¿VFDOSROLFLHV$UHWXUQWR
growth in 2010 partly depends on the pace of the expected recovery in the main trading partners,
but it will also need to be underpinned by further improvements in the business environment.

)LVFDOSROLF\
)LVFDOEDODQFHLVWKHPDLQJRDORIWKH0ROGRYDQ¿QDQFLDODXWKRULWLHVLQ$GGLWLRQDOPHDQV
will be implemented to provide investments in infrastructure and to consolidate social safety nets to
mitigate the negative impact of energy tariff rises on the poorest. On the eve of national elections,
in April 2009, a number of wage and pension increases were introduced by the former coalition
JRYHUQPHQWGUDLQLQJOLPLWHGEXGJHWUHVRXUFHVHYHQIXUWKHU7KH¿VFDOGH¿FLWLQFUHDVHGIURPRI
*'3LQWRDERXWRI*'3LQ¿QDQFHGPDLQO\E\DGUDZGRZQRISUHYLRXVO\DFFXPXODWHG
balances in budget accounts and heavy domestic borrowing.
,Q VXEVHTXHQW \HDUV ¿VFDO DQG EXGJHWDU\ SROLFLHV ZLOO EH DLPHG DW HOLPLQDWLQJ WKH VWUXFWXUDO
EXGJHW GH¿FLW E\ VWUHDPOLQLQJ SXEOLF VSHQGLQJ DQG VWLPXODWLQJ SULYDWH VDYLQJV LQ RUGHU WR
create a stable macroeconomic background and sound competitive environment. Based
on current forecasts, the overall balance of the state budget is expected to increase by about
5 percentage points over the next four years. It is also expected that the strengthening of the
budget will occur mainly through the containment of current expenditures and their allocation,
depending on their degree of priority, cost optimisation and the quality of structural reform.
7KHVWUHQJWKHQLQJRIWKH0'/LQWKHOLPLWHGDYDLODELOLW\RIFUHGLWLQVSLWHRIH[FHVVRIOLTXLGLW\
DQG WKH GHFUHDVH LQ UHPLWWDQFHV LQ WKH WKLUG TXDUWHU OHG WR D UHGXFWLRQ LQ LQÀDWLRQ IURP  WR
EHWZHHQ0D\DQG0D\$OWKRXJKWKHEXGJHWGH¿FLWRQO\UHDFKHGRI*'3
falling production and remittances weakened revenues and generous pre-election public expenditure
FRPPLWPHQWVFRQWULEXWHGWRWKHLQFUHDVHRIWKHEXGJHWGH¿FLWWRPRUHWKDQRI*'3LQ
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Source: National Bank of Moldova.

7KH ODFN RI VLJQL¿FDQW ¿VFDO UHVHUYHV DQG WKH OLPLWHG DFFHVV WR H[WHUQDO ¿QDQFH KDYH SUHYHQWHG
WKHDXWKRULWLHVIURPSURYLGLQJVLJQL¿FDQW¿VFDOVWLPXOXVWRWKHHFRQRP\7KXVWKHIRUPHUFRDOLWLRQ
JRYHUQPHQW¶VPRQHWDU\UHVSRQVHWRWKHFULVLVZDVODUJHO\FRQ¿QHGWRUHGXFWLRQVLQWKHLQWHUHVWUDWH
and in reserve requirements for commercial banks in 2009.
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Figure 4.8.)LVFDOGH¿FLWLQ
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$OWKRXJKLQDVWUDWHJ\WRGHDOZLWKWKHFULVLVZDVQRWDSSURYHGE\WKHJRYHUQPHQWWKHIRUPHU
coalition administration made public certain measures for stimulating the Moldovan economy in
2009-10. Contributions to the social fund were to be reduced by 5 percentage points (a cut of 4
SHUFHQWDJHSRLQWVIRUHPSOR\HUVDQGRISHUFHQWDJHSRLQWIRUHPSOR\HHV $ÀDWUDWHLQGLYLGXDOLQFRPH
WD[RILVWRUHSODFHSURJUHVVLYHWD[UDWHVRIDQG)LQDOO\9$7ZDVWREHLQFUHDVHGE\
2 percentage points to 22%. These measures raise two major concerns. On the one hand, reduction
of the social tax is welcomed, as it will create incentives for the private sector to develop and reduce
XQRI¿FLDOSD\PHQWVEXWWKHLQWURGXFWLRQRIDÀDWUDWHLQFRPHWD[RQLQGLYLGXDOVDOWKRXJKSRWHQWLDOO\
increasing budget revenues, will hurt low-income groups disproportionately by doubling their taxes.
On the other hand, a VAT increase, while raising budget revenues, could also have adverse effects
RQ¿QDOFRQVXPHUVPRVWRIZKRPKDYHEHFRPHYXOQHUDEOHVLQFHWKHFULVLV

Table 4.12. National budget of the Republic of Moldova
(MDL million)

Total revenue

2007

2008

2009

Jan-Oct
2009

Jan-Oct
2010

6 621.0

22 220.0

25 516.9





21 452.0

Profit taxes





1 479.6







Income taxes





717.5







2 792.0



9 097.2

7 595.6











1600.0

1 195.9

1 665.0

VAT
Excise duties
Grants
7RWDOH[SHQGLWXUHV
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2003

General state services
Public order & national
security

…

…

1 021.7









22 353.0



27 342.7

21 409.1

23 049.7

506.0

1 266.0



1 412.4







1 269.0



1 522.0

1 169.0

1 060.4







5 666.0



5 166.6

Health



2 629.0





2 954.5



Social security

744.0







7 440.6



Education

Public debt service



610.0

721.6



742.2



Balance

441.0

-134.0





-2 780.2

-1 597.7
Source: EIU 2010.
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7RWDOWD[UHYHQXHVLQFUHDVHGWLPHVEHWZHHQDQGIURP0'/ELOOLRQWR0'/ELOOLRQ
In the meantime, total revenues increased slightly more than three-fold, to MDL 22.2 billion in 2007.
7RWDOWD[HV¶VKDUHLQWRWDOUHYHQXHVKDVEHHQGHFOLQLQJVLQFHIURPWRLQ
,QWKLVVKDUHIXUWKHUGHFUHDVHGWRWKRXJKWRWDOWD[HVLQFUHDVHGE\\R\ZKLOH
WRWDOUHYHQXHVUHDFKHG0'/ELOOLRQ 86'ELOOLRQ 7D[HVDUHWKXVLQVXI¿FLHQWWRFRYHUWRWDO
state revenues. On the other side, the share of loans and grants from international organisations has
LQFUHDVHGLQWRWDOUHYHQXHVUHDFKLQJ0'/ELOOLRQLQ7KHJRYHUQPHQWWKHUHIRUHPDLQWDLQHG
WKHEXGJHWGH¿FLWLQ±DWRI*'3DQGDWRI*'3LQ+RZHYHUZLWKLQFUHDVLQJ
SRSXODWLRQQHHGVDQGHFRQRPLFEUHDNGRZQDVVRFLDWHGZLWKWKHJOREDOFULVLVWKHEXGJHWGH¿FLW
increased to 5.4% of GDP in 2009.
$QDXVWHUHEXGJHWDU\SROLF\ZDVDGRSWHGLQWREULQJWKHGH¿FLWXQGHUFRQWURO7KHHFRQRPLF
FULVLVDQGSUHHOHFWLRQVSHQGLQJKLNHVSURGXFHGDODUJH¿VFDOJDSDVUHYHQXHGURSSHGQRWDEO\9$7
DQGIRUHLJQWUDGHWD[HVZKLOHFXUUHQW¿VFDOH[SHQGLWXUHZDVVXEVWDQWLDOO\LQFUHDVHGLQWKHUXQXS
to the elections.
7KHVKDUHRI¿VFDOUHYHQXHVLQ*'3GHFUHDVHGGXULQJWKH¿UVWVHPHVWHURIWRZKLFK
ZDVPDLQO\FDXVHGE\WKHVKULQNDJHLQ¿QDOFRQVXPSWLRQ7KHUHYHQXHVJHQHUDWHGE\LQGLUHFWWD[HV
ZHUH PXFK PRUH DIIHFWHG E\ WKH ZRUOG HFRQRPLF FULVLV ZKLFK KDG D GUDPDWLF LQÀXHQFH RQ WRWDO
UHYHQXHVDQGWKHGH¿FLW6DOHVRIVWDWHWUHDVXU\ELOOVGXULQJ0D\6HSWHPEHUFUHDWHGVLJQL¿FDQW
pressure on the state budget already by the end of that year, due to their short repayment period.
The government thence committed itself to cut 4 000 civil service jobs, which succeeded in creating
increases in unemployment and political costs.
,Q  WKH VKDUH RI WD[HV LQ WRWDO UHYHQXHV GHFOLQHG RYHUDOO WR  UHDFKLQJ D WRWDO RI
0'/PLOOLRQ D\R\GHFOLQHRI &RQVHTXHQWO\WKHGH¿FLWIRULQFUHDVHGWLPHV
\R\WR0'/PLOOLRQ 86'ELOOLRQ $WWKHVWDUWRIWKHJRYHUQPHQWZDVOLNHO\WR
resort to cutting back and redistributing budget expenditures. It had already cut local budgets by
6HFWRUVVXFKDVDJULFXOWXUHPLJKWEHWKH¿UVWWRVXIIHUIURPH[SHQGLWXUHFXWVDQGUHGLVWULEXWLRQ
GXHWRVRPHXQMXVWL¿HGVXEVLGLHV7KHUHOHDVHGIXQGVFRXOGEHXVHGWRVXSSOHPHQWWKHFRQVWUXFWLRQ
transport and trade sectors that were hard hit by the crisis. These measures, together with an increase
LQWKHVL]HDQGDPRXQWRIXQHPSOR\PHQWEHQH¿WVZLOOIXUWKHULQFUHDVHWKHEXGJHWGH¿FLW0RUHRYHU
the fact that the former coalition government had taken a reactive rather than proactive approach
to managing the crisis will likely increase the time lag between actions and results.
$WWKHEHJLQQLQJRIVLJQVRILPSURYHPHQWLQSXEOLF¿QDQFHVZHUHQRWLFHDEOHJLYHQWKHGHFUHDVLQJ
¿VFDOJDSDQGFRQYHUJLQJDQQXDOJURZWKUDWHVRISXEOLFUHYHQXHVDQGSXEOLFH[SHQGLWXUHV7KHDQQXDO
LQFUHDVHLQSXEOLFUHYHQXHVE\ZDVGHWHUPLQHGPDLQO\E\WKHLQFUHDVHLQLQGLUHFWWD[HV9$7
UHFHLSWV  H[FLVH  DQGFXVWRPGXWLHV  $WWKHVDPHWLPHWKHUHYHQXHVIURP
payroll taxes decreased by 1.0%, which could be due to growth in the informal economy or a simple
reduction in the absolute number of jobs. Either way, despite increases in domestic and external
demand, stabilisation of the Moldovan economy is hardly a done deal. The IMF’s USD 570 million
loan in 2010 should increase the grant balance.110RUHRYHUDQRQUHSD\DEOH¿QDQFLDODLGSDFNDJH
of USD 262 million was awarded by the US government on 12 January 2010 for road improvement
and irrigation systems, increasing the government revenues for the year.
7RWDOSXEOLFH[SHQGLWXUHVLQFUHDVHGLQ4E\LQFRPSDULVRQZLWKWKHSUHYLRXV\HDUGULYHQ
E\H[SHQGLWXUHRQVRFLDODVVLVWDQFH  KHDOWKFDUH  DQGHGXFDWLRQ  7KH
real challenge for the budgetary policy is related to managing the increasing internal and external
public debt and tackling its effects on the economy. During Q1 2010, total income from sales of T-bills
ZDVWKUHHWLPHVKLJKHULQFRPSDULVRQZLWKWKHSUHYLRXV\HDU 0'/PLOOLRQ 7KHEXGJHWGH¿FLW
LQ4KDGGHFUHDVHGWR0'/PLOOLRQ 86'PLOOLRQ FRPSDUHGWR0'/PLOOLRQ
86'PLOOLRQ LQWKHVDPHTXDUWHUD\HDUSUHYLRXVO\7KHEXGJHWGH¿FLWLVH[SHFWHGWRGHFOLQH
E\GXHWRJUHDWHUVWUXFWXUDOFRQVROLGDWLRQRISXEOLF¿QDQFHVDQGWKHKROGLQJGRZQJURZWKLQ
WKHFXUUHQWDFFRXQWGH¿FLW
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Table 4.13. 7KHEXGJHWIRUHFDVW

Budget deficit (% GDP)

5.4

GDP growth (%)

2.5

CPI growth (%)



([FKDQJHUDWH 0'/86'

12.4

Exports growth (%)



Imports growth (%)



Nominal revenue growth (%)



Minimum subsistence level (MDL)



Minimum monthly wage (MDL)

600

6WDELOLVDWLRQIXQGJURZWK 0'/ELOOLRQ



Notes: )URPSULYDWLVDWLRQDQGLVVXDQFHRIGRPHVWLF7UHDVXU\ELOOV
Sources: EIU, IMF, State Statistical Committee, Moldovan authorities.

7KH FULVLV KDV LPSDFWHG ERWK ORFDO DQG VWDWH EXGJHWV HVSHFLDOO\ VLQFH WKH IRUPHU UHPDLQ KLJKO\
dependent on the latter. This dependence induces increased bureaucracy for local solutions and
LQFUHDVHVLQHI¿FLHQF\ZKLFKFRQVLGHUDEO\OLPLWHGORFDODXWKRULWLHV¶RSWLRQVIRUUHVSRQGLQJWRWKHFULVLV
particularly during the electoral campaign and a generalised political stalemate. With corporate income
WD[SODQQHGWREHOHYLHGRQO\LQWKHQDUURZWD[EDVHDWORFDOOHYHODQGKLJK¿VFDOFHQWUDOLVDWLRQ
will remain an important issue unless more fundamental action is taken by the government. For
instance, it can reintroduce the practice of VAT sharing with local governments. Additionally, it can
increase the property tax which could become a more important source for local budgets. It is also
necessary to improve the regulatory framework that will offer local governments clear possibilities
for borrowing long-term loans on the capital market.

0RQHWDU\SROLF\
7KHVWUDWHJLFGLUHFWLRQVRIWKH1%0SROLF\IRULQFOXGHSULFHVWDELOLW\WKHPDLQWHQDQFHRID
ORZOHYHORILQÀDWLRQDQGFROODERUDWLRQZLWKWKH,QWHUQDWLRQDO0RQHWDU\)XQG7KHVHREMHFWLYHVZLOOEH
achieved using the main policy instrument: open market operations. To ensure and maintain price
VWDELOLW\WKH1%0VHWWKHREMHFWLYHRILQÀDWLRQPHDVXUHGE\FRQVXPHUSULFHLQGH[SXEOLVKHGPRQWKO\
by the National Bureau of Statistics, at 5% with a possible deviation of 1 percentage point. In 2011-12
WKH1%0ZLOOHQVXUHWKHTXDOL¿FDWLRQLQÀDWLRQE\HVWDEOLVKLQJDQDQQXDOTXDQWLWDWLYHREMHFWLYH

5HFHQWGHYHORSPHQWV
,QWKH1%0VSHQWDERXWDWKLUGRIIRUHLJQH[FKDQJHUHVHUYHV PRUHWKDQ86'PLOOLRQ 
to protect the economy from currency risks, thus subsidising imports. In late 2009 the new leadership
RIWKH1DWLRQDO%DQNWRRNVWHSVWRUHPHG\WKHVLWXDWLRQE\UHVWRULQJDVLJQL¿FDQWSRUWLRQRIWKHORVW
reserves (USD 290 million), while enhancing the competitiveness of the economy.

204

7KHGHWHULRUDWLRQRIWKHHFRQRPLFVLWXDWLRQLQZDVGXHWRIDOOLQJUHPLWWDQFHVDQGFRQVWUXFWLRQ
blockage of the bank lending process and the collapse in exports, worsening the balance of payment
LQGLFDWRUV 6LQFH 6HSWHPEHU  WKH FHQWUDO EDQN¶V PRQHWDU\ SROLF\ EHFDPH PRUH IRFXVHG RQ
stimulating economic growth. However, despite the central bank’s attempts to loosen its monetary
SROLF\WKHJDSEHWZHHQLWVSROLF\UDWHDQGDQQXDOLQÀDWLRQLQFUHDVHG6XUSULVLQJO\GHÀDWLRQXQGHUPLQHG
WKHHI¿FLHQF\RIPRQHWDU\SROLF\OHDGLQJWRDGHFUHDVHLQPRQHWLVDWLRQDQGWKHYROXPHRIFUHGLW
offered by commercial banks. The central bank started to rely more intensively on liquidity and,
since April 2009, sterilisation operations have not come into play.
Two monetary policy instruments were employed: Repo operations and direct loans to commercial
banks. The depreciation of the national currency since the beginning of 2009 was caused both
E\REMHFWLYHIDFWRUV GHFUHDVHLQIRUHLJQFXUUHQF\LQÀRZVDVDUHVXOWRIWKHGHFUHDVHLQH[SRUWV
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remittances and FDI), as well as by lower investor expectations. Increased demand for foreign
currency caused the central bank to conduct massive interventions on the foreign exchange market
in order to prevent the national currency from sliding.

Table 4.14.0RQHWDU\HIIHFWVRIWKHFULVLV
2007

2008

2009

Current account balance (USD billion)

-695.5

-1009.4



Current transfer balance (USD billion)

1 167

1 561

969

Consumer Price Index (100=2005)

126.7

142.9

96.9



27 196



7RWDOQDWLRQDOFXUUHQF\GHSRVLWVLQ0'/  
7RWDOQDWLRQDOFXUUHQF\GHSRVLWVLQ86'  



2 615

2 025

([FKDQJHUDWH0'/86' DYHUDJH

12.14



11.24

Notes: &DOFXODWHGRQWKHEDVLVRIHQGRI\HDUILJXUHVIRUWRWDOGHSRVLWVLQ0'/
'HFHPEHURIILFLDO0'/86'H[FKDQJHUDWH

7RWDOGHSRVLWVLQ0'/GLYLGHGE\WKHHQGRI

Sources: State Statistical Committee, WEO Oct 2010, EIU.

7KHDQWLLQÀDWLRQSROLFLHVZHUHQRWDVWLJKWDVKDGEHHQH[SHFWHGLQDQGLQIDFWWKH1DWLRQDO
%DQNRI0ROGRYDKDGQRFOHDUFXWPRQHWDU\SROLF\VWUDWHJ\DQGQRHIIHFWLYHWRROVWRFRXQWHULQÀDWLRQ
growth. On the other hand, the government admitted to accumulation of price distortions: food
EHFDPH YHU\ H[SHQVLYH IRU D FRXQWU\ ZLWK ³DJULFXOWXUDO WUDGLWLRQV´ ZKLOH WKH SULFHV IRU VHUYLFHV
SDUWLFXODUO\IRUKRXVLQJVHUYLFHVFHQWUDOKHDWLQJZDWHUDQGWUDQVSRUWVHUYLFHVZHUHDUWL¿FLDOO\NHSW
below cost-recovery levels.

Table 4.15.,QÀDWLRQUDWHV
(percentage)
2008

2009

 H

CPI

12.7

0.0

7.4

PPI

10.4



7.9

CI

11.0

4.1

5.2

Sources: Bureau of National Statistics, National Bank of Moldova.

0RQHWDU\DJJUHJDWHV 05HVHUYHV
7KHPRQHWDU\PDVVÀXFWXDWHGLQZLWKDQULVHLQ FRPSDUHGWR DFFRPSDQLHG
by a very mild 0.4% increase in CPI and an increase in all productive sectors as well as investments
in capital. However, in 2009, the macroeconomic situation worsened as a result of the economic crisis
and M2 contracted by 4% with a fall of almost 10% in agricultural and more than 20% in industrial
SURGXFWLRQLQYHVWPHQWVIHOOE\RYHU
Since the beginning of the crisis, the main monetary policy of the NBM has been to thwart any
LQÀDWLRQDU\ WUHQGV E\ PHHWLQJ HVWDEOLVKHG LQÀDWLRQ REMHFWLYHV DQG WR VWLPXODWH GHPDQG DQG
consumption which has, as yet, failed to take off. Changes in monetary policy are not expected in
WKHQHDUIXWXUHDVLQÀDWLRQGRHVQRWVHHPWREHDQLVVXHZLWKWKHVORZO\UHFRYHULQJGHPDQGEXW
the NBM promises to take action should demand abruptly rise or should the threat of monetary
depreciation become more pronounced.
7KH*'3ZDVORZHULQWKDQLQEXWVWLOOKLJKHUWKDQLQZLWKDVLPLODUWUHQGIRUWKH
YDOXHRIWKH0'/5HVHUYHVVLPLODUO\GHFOLQHGLQFRPSDUHGWR±ZKLFKZDVDSRVLWLYH\HDU
with the rise of all indicators compared to 2007. It is important to note that the stock of reserve
DVVHWVLQZDVKLJKHUWKDQLQ+RZHYHUWKH¿JXUHVZLOOKHOSWRJHWDFOHDUHUSLFWXUH
of the main trend.
'HSRVLWVKHOGZLWKGRPHVWLFEDQNVGHFUHDVHGLQE\LQFRPSDULVRQZLWKWKHHQGRI
while credit to the real economy shrank by 4.9% in the same period. Lending conditions also worsened
in real terms, despite the NBM’s expansionary monetary policy. Lending to the economy declined in
the context of rapid growth in the proportion of problem loans and bankruptcy. The National Bank’s
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UHVHUYHVDQGWKHUHVRXUFHVRIWKH0LFUR¿QDQFH,QVWLWXWLRQ 0), FRYHUHGWKHFXUUHQWDFFRXQWGH¿FLW
(of 9.5% of GDP in 2009). Given high credit interest rates that limit the access of businesses to
¿QDQFLDOUHVRXUFHVWKHIRUPHUFRDOLWLRQJRYHUQPHQWFDPHWRDQDJUHHPHQWZLWKWKH1%0WRSURYLGH
preferential credit to commercial banks with an interest rate of 10%. The credits will subsequently
be provided to the economy at a 16% interest rate. While this is a somewhat late measure, it may
help some businesses within the affected industries if not to invest in production, at least to pay
back old credits.
Mirroring the consumer frugality, savings in the form of deposits in the commercial banks continued
to increase until April 2009, despite the decrease in remittances. Since April, the rate of growth in
GHSRVLWVKDVGHFUHDVHGVLJQL¿FDQWO\DQGWKHEDQNUXSWF\RID0ROGRYDQFRPPHUFLDOEDQNLQ-XQH
2009 shook popular faith in the banks. However, in August there was a slight increase in deposits.
6LQFH $SULO  WKH 1%0 KDV QRW XVHG LWV FHUWL¿FDWHV DV D VWHULOLVDWLRQ WRRO DQG KDV SURYLGHG
OLTXLGLW\WKURXJK5HSRRSHUDWLRQVDQGGLUHFWORDQVWRFRPPHUFLDOEDQNV7KH¿UVWLQVWUXPHQWZDV
HPSOR\HGPDLQO\IURP0D\WR-XO\DQGKHOSHGWRLQMHFW0'/PLOOLRQLQWRWKHEDQNLQJV\VWHP,Q
0DUFK6HSWHPEHUWKH1%0DOVRSURYLGHG0'/PLOOLRQLQGLUHFWFUHGLWVWRFRPPHUFLDO
EDQNVDWLWVUH¿QDQFLQJUDWH7KHPDLQFRQGLWLRQZDVIRUWKHEDQNVWRSDVVRQWKHVHUHVRXUFHVWR
the real sector with a maximum margin of 5 percentage points.
Additionally, the NBM decreased the obligatory reserve rate, which offered commercial banks the
possibility to free up more resources for crediting activities. The obligatory reserve rate decreased
IURPLQ6HSWHPEHUWRDUHFRUGORZOHYHORIIRUQDWLRQDOFXUUHQF\IXOO\FRQYHUWLEOH
and non-convertible currencies.

([FKDQJHUDWH
7KHUHLVDÀRDWLQJH[FKDQJHUDWHV\VWHP,QWKH0'/86'H[FKDQJHUDWHZDVWKHVWURQJHVW
FRPSDUHGWRERWKDQGDW0'/WRWKH86',QWKH0'/GURSSHGWR0'/
WRWKH86'DQGLVRQDZRUVHQLQJWUHQGLQ 0'/WRWKH86'LQ+ $VDUHVXOW
WKHVKDUHLQ*'3RILPSRUWVVKDUSO\GHFUHDVHGLQ IURPLQWRLQ DVGLG
H[SRUWV¶VKDUH IURPLQWRLQ 
As a result of the expected increase in external debt, a major challenge for the government was to
avoid any shocks related to the exchange rate which would increase the burden of external debt on
WKHHFRQRP\'XULQJWKHRI¿FLDOQRPLQDOH[FKDQJHUDWHRIWKHQDWLRQDOFXUUHQF\DJDLQVWWKH
86'GHSUHFLDWHGE\ E\DJDLQVWWKHHXUR IROORZLQJWKHGHSUHFLDWLRQVRIWKHPDLQ
WUDGLQJ SDUWQHUV¶ FXUUHQFLHV DJDLQVW WKH 86' LQ 6HSWHPEHU'HFHPEHU  SDUWLFXODUO\ E\ WKH
drop of the Ukrainian hryvnia (70.5%), Polish zloty (29.6%), Turkish lira (27.9%), Russian rouble
(19.4%), Romanian leu (17.7%).
7KHUHDOHIIHFWLYHH[FKDQJHUDWHRIWKHQDWLRQDOFXUUHQF\ 5((5 LQ'HFHPEHUZDVRI
its December 2000 value, thus improving national competitiveness. This was due to lower levels of
LQÀDWLRQLQWKH5HSXEOLFRI0ROGRYDWKDQLQLWVWUDGLQJSDUWQHUFRXQWULHVDQGWRWKHDSSUHFLDWLRQRI
the USD against some currencies.
'HVSLWHWKHIDFWWKDWWKH1%0¶VUH¿QDQFLQJUDWHZDVVHWLQ6HSWHPEHUDWWKHPLQLPXPKLVWRULFDO
level of 5%, it remained quite high in real terms. Taking into account that the interest rates applied
E\WKHFHQWUDOEDQNWRLWVORDQVWRFRPPHUFLDOEDQNVHTXDOLWVEDVHUDWH RQ$XJXVW 
which is relatively high, the real economy will continue to be constrained.12

3ROLF\UHFRPPHQGDWLRQV



7KH1%0KDVWRFRQWLQXHORRVHQLQJLWVPRQHWDU\SROLF\JLYHQWKHGHÀDWLRQWUHQGVDQGWKHQHFHVVLW\WR
stimulate credit for the real sector. Otherwise, the continuous decrease in the monetary rates could
lead to negative effects in the short term. This monetary expansion should be controlled in order to
DYRLGDPDVVLYHÀRRGLQJRIOLTXLGLWLHVLQWRWKHV\VWHPZKLFKFRXOGLPPHGLDWHO\ERRVWLQÀDWLRQWR
dangerous levels and harm the economy.
7KHODFNRIFRQ¿GHQFHLQWKHQDWLRQDOFXUUHQF\LVDQRWKHUNH\SROLF\LVVXHDQGFKDOOHQJHZLWKZKLFK
the NBM’s foreign exchange policy should deal. Since April 2009 the annual indicator for monetary
aggregate M0 constantly exceeds M2 which is associated with the decrease in the amount of time
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deposits denominated in national currency. This phenomenon makes the issue related to the shortage
of broad money in the Moldovan economy even more acute.

([WHUQDOVHFWRU
([SRUWV
7KHJRRGVH[SRUWVWUXFWXUHVKRZVDFOHDUVSHFLDOLVDWLRQLQIRRGH[SRUWDQGWH[WLOHVZLWKYHU\VLJQL¿FDQW
growth in the chemical industry alongside underdeveloped heavy industry. Low value-added agricultural
products, beverages and tobacco, and textiles accounted for 60% of exports in 2009. Exports of
KRXVHKROG DSSOLDQFHV HVSHFLDOO\ 9&5V DQG DXGLR UHFRUGLQJ GHYLFHV  UHSUHVHQWHG  DOO RWKHU
VHFWRUVDFFRXQWHGIRUOHVVWKDQ,QDJULFXOWXUDOSURGXFWLRQYROXPHVURVHE\DOPRVW
FRPSDUHGWRWKHVKDUHRIWKHEHYHUDJHLQGXVWU\VXIIHULQJIURPH[SRUWHPEDUJRGURSSHGE\
LQWRWDOH[SRUWVDQGWKHWH[WLOHLQGXVWU\VXIIHULQJIURPWKHUHJLRQDOHFRQRPLFUHFHVVLRQORVW
7KHFKHPLFDOLQGXVWU\UHJLVWHUHGWKHKLJKHVWVHFWRUJURZWKUDWH LQFRPSDUHG
WR DQGFRQVWLWXWHGRIWRWDOH[SRUWVLQ
7KHFRPSRVLWLRQRIH[SRUWVGLYHUVL¿HGLQWKHODVWFRXSOHRI\HDUVZKHQWKHVKDUHRIIRRGDQGGULQNV
declined due to the Russian wine embargo. The transformation of the export structure is driven largely
E\60(V7KHGLI¿FXOWLHVWKH\IDFHLQREWDLQLQJ¿QDQFLQJIRULQYHVWPHQWVDQGZRUNLQJFDSLWDOKDPSHU
the process of transformation and production growth. The recent assessment of competitiveness in
WKH0ROGRYDQHFRQRP\E\,',69LLWRUXO  FOHDUO\SRLQWVDWWKHGHYHORSPHQWSRWHQWLDO0ROGRYDQ
products and services are gaining market share in European markets. However, the analysis also
underlined the necessity of concerted action in key industries, such as wine, to respond to changing
market architectures and to leverage the competitive potential of the economy.

7DEOH6KDUHRIPDLQH[SRUWVRIJRRGVE\FDWHJRU\LQWRWDOH[SRUWV
(2009)

([SRUWRIJRRGV
6,7&5HYLVLRQ

Trade value (USD 1.000)

Share (%)

Food & live animals



25.5

Beverages & tobacco





Mineral fuels



1.1

Chemicals



2.1



20.0

Textiles and clothing
Iron & steel

294 14.9

2.2

165 222



Footwear





Commodities and transactions not
classified elsewhere in SITC





Total of above



90.7

Total of all goods exports



100.0

119 456.5



Machinery & transport equipment

Other categories of exports
([SRUWRIVHUYLFHV
Transportation
Communication services
Financial services



1.0

10 521.0



675.2

2.6

Travel



0.6

Other



56.1

Total

26 445.9

100.0

Source: WITS and NBS – Calculation by the authors.
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The 2006 export setback caused by the Russian wine embargo was overcome and both the direction
and the composition of exports underwent positive changes. The share of exports to Commonwealth
of Independent States (CIS) countries declined from 51% to 41% (for constant volumes) while it
proportionally increased to the EU27. The export decline to Russia was compensated by soaring
exports to Belarus and Ukraine, circumventing the wine embargo. Most of the export increase to the
(8ZHQWWR5RPDQLD7KHPDLQH[SRUWGHVWLQDWLRQVLQZHUHWKH5XVVLDQ)HGHUDWLRQ  
5RPDQLD   ,WDO\   DQG 8NUDLQH   2YHU KDOI RI DOFRKROLF EHYHUDJH H[SRUWV
ZHQWWR5XVVLD  DQG%HODUXV  IROORZHGE\.D]DNKVWDQDQG8NUDLQH DQG
respectively). However, Moldovan producers still need to reach international standards in order to
gain in competitiveness and thus in market share in traditional and new export countries, mostly
WDUJHWLQJ%XOJDULDDQG5RPDQLD7KHVHLPSURYHPHQWVZLOOUHTXLUHVLJQL¿FDQWQHZLQYHVWPHQWV6RPH
wineries have invested in packaging and labelling but have problems with marketing.
'U\ IUXLW DQG ZDOQXWV DUH VLJQL¿FDQW H[SRUW SURGXFWV ZLWK JRRG SRWHQWLDO WR JURZ WKRXJK PRUH
modernised production technology and better packaging are necessary. Even more, integration into
wholesale and retail networks should be developed to achieve higher prices for exporters, but there
is further need to adopt new technologies, such as controlled atmosphere storage to take advantage
of better prices during the off-season.
The textiles sector has become important due to low wages, mainly in manufacturing for Italian and
*HUPDQ¿UPV+RZHYHUWKLVORZZDJHVFKHPH PRQWKO\ZDJHRI(85 GRHVQRWDSSHDUWRVXLW
0ROGRYDQZRUNHUVZKLFKH[SODLQVDODERXUVKRUWDJHLQWKH¿UPVLQYROYHG0RUHRYHURQO\DIHZ0ROGRYDQ
¿UPVDUHDEOHWRPRYHXSWKHYDOXHFKDLQDVDTXLFNWXUQDURXQGVXSSOLHUWRWKH(XURSHDQIDVKLRQLQGXVWU\
The ICT sector draws on science and mathematics skills in the labour force, yet its rudimentary
organisation and predilection for operating in the shadow economy severely limit its growth potential.
Both policy reform and increased co-operation within the sector will be necessary to help the cluster
graduate to greater economic prominence – supporting the conversion of the rest of the economy
to information technology – and to develop its export potential.
The decrease in exports in 2009 could be attributed to three main reasons:
ŀ

WKHLQVXI¿FLHQWTXDOLW\RIH[SRUWJRRGVDQGVHUYLFHVDQGRUWKHH[SRUWRIORZYDOXHDGGHGJRRGV
(i.e. raw agricultural produce instead of IT related activities, e-commerce and consultancy where
WKHFRXQWU\FRXOGKDYHDFRPSDUDWLYHDGYDQWDJHGXHWRWKHORZFRVWZRUNIRUFH 

ŀ

the Russian embargo on Moldovan export products and the need for market readjustment and
H[SDQVLRQWRQHZPDUNHWVDQG

ŀ

the growing impact of the economic crisis on local producers that had to contend with lower
sales revenues on the Moldovan market and were forced to reduce production in order to avoid
losses.

Whereas, until 2009, both import and export prices constantly grew, in 2009 there was a decline in
ERWKLPSRUWSULFHVEHLQJORZHUWKDQLQDQGH[SRUWSULFHVEHLQJORZHU

,PSRUWV
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The import structure is a lot less specialised than its export counterpart. The main import areas
ZHUHPLQHUDOUHVRXUFHV RIWRWDOLPSRUWVLQ FDUVDQGHOHFWULFDODSSOLDQFHV  
and chemical products (11.2%). All imports suffered contraction in 2009, the largest of which was
in common metals and articles made thereof (51% contraction) so that metals imports in 2009
represented 5.6% of total imports.
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Table 4.17.6KDUHRIPDLQLPSRUWVE\FDWHJRU\LQWRWDOLPSRUWV
(2009)
,PSRUWRIJRRGV
6,7&5HYLVLRQ

Trade value (USD 1.000)

Share (%)

Food & live animals, beverages & tobacco

497.6

15.2

Mineral fuels



21.9



11.2

Chemicals
Textiles, clothing

244.4

7.5

Iron & steel



5.6

Machinery & transport equipment



19.1

22.2

0.7



2.7

Total of above

2 746.0



Total of all imports



100



16.2

Footwear
Commodities and transactions not
classified elsewhere in SITC

Other categories of imports
,PSRUWRIVHUYLFHV
Transportation
Government services, not included
elsewhere



19

Financial services

-704.0

51

Travel
Total above
Other
Total of all imports



17





-179.7





100

Source: WITS and State Statistical Committee – calculation by the authors.

The three main import partners in 2009 were Ukraine (14%), the Russian Federation (11.4%) and
5RPDQLD   5RPDQLDQ DQG 8NUDLQLDQ LPSRUWV VOLJKWO\ GLPLQLVKHG LQ  WR WKH EHQH¿W RI
5XVVLDQLPSRUWV7KHVHFKDQJHVUHÀHFWDQDWWHPSWDWGLYHUVLI\LQJLWVWUDGLQJSDUWQHUV7KHUHIRUH
trade with the European Union countries and to countries such as Turkey and China is increasing,
more so since the crisis.
The structure of Moldovan imports has remained largely unchanged since 2000. All fuels are imported
IURPDEURDGSHWUROHXPRLOUHODWHGSURGXFWVDQGQDWXUDOJDVDFFRXQWIRUDVWDEOHVKDUHRIDURXQG
19% of total imports annually. This trade dependency is particularly high and compensates for weak
domestic production and the small domestic market. It concerns not only the energy sector but also
DEURDGUDQJHRISURGXFWVOHDGLQJWRDZLGHQLQJLQVWLWXWLRQDOLVHGWUDGHGH¿FLW

%DODQFHRISD\PHQWV
([WHUQDOLPEDODQFHVLQFUHDVHGIXUWKHULQ7KHFXUUHQWDFFRXQWGH¿FLWUHDFKHGDOPRVWRI*'3
WKDW\HDUEXWZDVVXFFHVVIXOO\¿QDQFHGE\FRPPHUFLDOFDSLWDOLQÀRZVDQG)',ZKLFKLQFUHDVHGWRD
record of USD 679 million, just above 11% of GDP. In 2009, the external account was undergoing a
sharp adjustment owing to the drop in external demand. There has been a sharp fall in both imports
DQGH[SRUWVZLWKWKHWUDGHGH¿FLWGHFOLQLQJE\PRUHWKDQ\R\
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Table 4.18. %DODQFHRISD\PHQWV
(USD million)

%DODQFHRISD\PHQWV

2007

2008

2009

Current account







-452.0

Goods and services (balance)









Goods (balance)









-6.1

12.5





Services (balance)
Income (balance)
Current transfers (balance)
Remittances
Capital and financial account
Capital account
Financial account
Direct investment
Portfolio investment
Other investment
Reserves assets
Net errors and omissions

Q1-Q3 2010

416.4





247.2



1 622.7









627.2

277.0

559.5





-20.1



-14.6

-17.5

297.2

567.5

925.4



151.1

522.0

691.5

79.5



-4.5

6.4



-0.6





119.9





-452.0

200.6

-164.5



76.6

62.5

175.0

Source: National Bank of Moldova.

2I¿FLDOUHVHUYHVGHFOLQHGE\DOPRVW86'PLOOLRQLQWR86'PLOOLRQWKDWFRYHUHGMXVW
DERYHWKUHHPRQWKV¶LPSRUWVRIJRRGVDQGVHUYLFHV%\WKHHQGRIWRWDOH[WHUQDOGHEW 
RIZKLFKZDVSULYDWH H[FHHGHG86'ELOOLRQ RI*'3 ZKLFKLQFUHDVHGWR86'ELOOLRQ
DWWKHHQGRIDQGKDVUHPDLQHGVWDEOHXQWLOWKHHQGRI47KHFXUUHQWDFFRXQWGH¿FLW
IHOO WR 86'  PLOOLRQ LQ  DQG SLFNHG XS LQ  DOUHDG\ UHDFKLQJ 86'  PLOOLRQ LQ
447KHJRRGVDQGVHUYLFHVWUDGHGH¿FLWVKUDQNE\DURXQGWZRWKLUGVLQGXHWRWKH
VLJQL¿FDQWGHFOLQHLQLPSRUWVIROORZLQJWKHLQWHUQDWLRQDOFULVLVDQGZDV86'PLOOLRQ FRPSDUHG
WR86'PLOOLRQLQ %\44WKLVEDODQFHZDVDOUHDG\VKRZLQJDGH¿FLWRI
86'PLOOLRQ:KHUHDVWKHFDSLWDODQG¿QDQFLDODFFRXQWVKRZHGDVXUSOXVRI86'PLOOLRQ
LQWLPHVORZHUWKDQD\HDUEHIRUH 86'PLOOLRQ LWZDVDOUHDG\VKRZLQJDGH¿FLW
RI86'PLOOLRQLQ44GH¿FLWZKLFKLVH[SHFWHGWRKDYHIXUWKHULQFUHDVHGLQ4

MILLENNIUM DEVELOPMENT GOALS
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The Republic of Moldova signed the Millennium Declaration in 2000. The government has pledged
WRUHGXFHWKHSHUFHQWDJHRIWKHSRSXODWLRQOLYLQJRQOHVVWKDQ86'IURP  WR
 DQGWR  WRGLPLQLVKWKHSHUFHQWDJHRIWKHSRSXODWLRQOLYLQJLQDEVROXWHSRYHUW\
WRZDUGVLQDQGWRUHGXFHWKHSHUFHQWDJHRISHRSOHOLYLQJXQGHUWKHOHYHORIH[WUHPH
SRYHUW\E\VRDVWRUHDFKDWDUJHWRILQ
%\WKHJRYHUQPHQWDLPVIRUDQHQUROPHQWRIRYHULQPDQGDWRU\HGXFDWLRQWRPDLQWDLQ
the degree of literacy of youth aged 15-24 at 99.5%, to increase child enrolment in pre-school
SURJUDPPHVWRDQGWRUHGXFHWKHGLVFUHSDQF\EHWZHHQXUEDQDQGUXUDODUHDVE\DWOHDVW
The objective is also set on the quality of education and the skills gap.
In gender equality, the country is committed to raising the representation of women at all levels of
public power and governance, while ensuring that male salaries do not exceed female ones by more
than 10% (on average).
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,QKHDOWKWKHJRYHUQPHQWDLPVWRUHGXFHFKLOGPRUWDOLW\EHWWHUFRQWUROWKHVSUHDGRI+,9$,'6DQG
sexually transmissible diseases, reduce the incidence of pulmonary and other diseases, and ensure
DFFHVVWRTXDOL¿HGPHGLFDOSHUVRQQHODQGKHDOWKVHUYLFHVLQJHQHUDO
In environmental sustainability, the government aims to improve water treatment, ensure access to
sanitation, as well as conserve the biological diversity of the country, all the while protecting natural
resources from degradation.

General overview
The general economic situation worsened immediately after the world economic crisis hit the country
DQG LW ZRXOG EH XQUHDOLVWLF WR H[SHFW WKDW VLJQL¿FDQW UHFRYHU\ RI WKH SURGXFWLRQ VHFWRU DQG WKH
restoration of full employment could begin before 2011 and after the relative production recovery
of 2010. Recovery of the social indicators, following this reasoning, is unlikely to begin in earnest
before 2012.
The severe social impact of the crisis forced the government to make human capital protection a
key aspect of governmental policies to mitigate the impact of the crisis. Social stimulus packages,
in the form of temporary social payments to carefully targeted populations, as well as the creation
and deeper development and expansion of social services, should remain an essential part of the
JRYHUQPHQW¶VSROLF\XQWLO7REHDEOHWRFRUUHFWO\HYDOXDWHWKHVLWXDWLRQDQGWKHQHHGVRIWKH
population, community-level inquiries are recommended.
The country is facing an increasing disparity between rural and urban areas, with rural areas falling
behind in access to all social services as well as in access to an increasingly competitive and skillsoriented labour market. With a weak job market, which has worsened during the crisis, young adults,
HVSHFLDOO\IURPUXUDODUHDV¿QGWKHPVHOYHVIRUFHGWRPLJUDWHWRRWKHUFRXQWULHVLQRUGHUWR¿QGZRUN
This has already had a very negative impact on the country by raising its dependence on remittances.

%DVLFLQGLFDWRUV
The impact of the economic crisis slowed down progress towards the Millennium Development Goals
(MDGs) and, in certain areas, reversed the positive trends previously registered. A number of factors
DUHWREODPH6LQFHWKHUHKDVEHHQFRQVWDQWGHSRSXODWLRQIURPPLOOLRQSHRSOHLQ
WRPLOOLRQLQ)XUWKHUPRUHWKHXQHPSOR\PHQWUDWHZKLFKKDGVXFFHVVIXOO\GLPLQLVKHGWR
LQZHQWEDFNXSWRSHRSOHLQ DSSURDFKLQJLWVOHYHOV 
+DOI WKH SRSXODWLRQ LV DJHG \HDUV ZLWK D PHGLDQ DJH RI  DQG D VLJQL¿FDQW SURSRUWLRQ
 RIWKHSRSXODWLRQLVFRPSULVHGRI\RXQJSHRSOHDJHG

Table 4.19.$JHVWUXFWXUH
$JHVWUXFWXUH
2010

0-14

15-24

25-59



16.7%



50.9%

14.0%

Source: National Statistics Department.

Compared to other EESC countries, the Republic of Moldova is roughly similar in age structure, with
the exception of the 15-25 group which is more pre-eminent than in other EESC countries. This
category is a very important issue in the country as this high percentage of youth is most susceptible
to emigrate because of high youth unemployment and a lack of professional opportunities.
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Figure 4.9.$JHSRSXODWLRQGLVWULEXWLRQFRPSDULVRQ
80
70
60
50
40
30
20
10
Moldova

Weighted Average EESC
0-14

15-24

25-59

60+
Source: World Bank 2009.

*RDO5HGXFHSRYHUW\
7DUJHW$FKLHYLQJIXOODQGSURGXFWLYHHPSOR\PHQWDQGGHFHQWZRUN
FRQGLWLRQVIRUDOO
:KLOHWKHXQHPSOR\PHQWUDWHKDVJUDGXDOO\GHFUHDVHGDQGPRUHWKDQKDOYHGLQ UHDFKLQJ 
in 2009, as a delayed result of the economic crisis, it rose by 2.4 percentage points, reaching 6.4%
of the total population. The country has thus lost two years of progress in reducing unemployment.
Moreover, results for 2010 showed that employment failed to pick up with the economic recovery
and that unemployment continued to increase.

Table 4.20.8QHPSOR\PHQW¿JXUHV
8QHPSOR\PHQWUDWH

2000



2007

Unemployment



7.4

-



16.0

Youth unemployment (% of total youth)

14

2008
4
-

2009
6.4
16.0

Note: LQDFFRUGLQJWRWKH81
Source:8QHPSOR\PHQW±1DWLRQDO6WDWLVWLFV'HSDUWPHQW<RXWK8QHPSOR\PHQW±81'35HSRUW
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:KLOHJHQHUDOXQHPSOR\PHQWIHOOXSWR\RXWKXQHPSOR\PHQWUDWHVJUHZXQWLO DFFRUGLQJ
to UN statistics) and then started declining (according to United Nations Development Programme
[UNDP] reports). The accuracy of the comparison is far from perfect due to lack of data – different
VRXUFHVKDYHEHHQXVHGIRUWKHFRPSDULVRQ ZLWKSRVVLEOHGLIIHUHQWGH¿QLWLRQVRIXQHPSOR\PHQW 
Nonetheless, the same UN data indicated a rise in youth unemployment until 2005 and a negative
trend between 2005 and 2007, followed by an increase. Based on these data, it is reasonable to
assume that the Republic of Moldova is likely to face even more severe migratory trends in the near
future, as youth are forced to seek jobs abroad.

7DUJHW(UDGLFDWHH[WUHPHSRYHUW\DQGKXQJHU
Employment and lost or reduced incomes were largely responsible for the social crisis, rather than
WKHLPPHGLDWHGURSLQUHPLWWDQFHV 81'3EDQG,20 7KH¿UVWDQGZRUVWKLWZHUHUXUDO
communities and the agriculture sector, where income from self-employment in agriculture (Q1 2009)
contracted by 25%, compared to 2% for the whole country. Households with children were more
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vulnerable to the effects of the crisis than households without. These components increased poverty
and worsened an existing trend. To achieve this target, emphasis is needed on the protection of
human capital.

Table 4.21. 3RYHUW\LQGLFDWRUV
3RYHUW\LQGLFDWRUV

2000

Poverty gap at USD 2 PPP (%)



7.9

62.4



Poverty headcount ratio at poverty line (% population)

2008

Sources: WDI 2010, World Bank.

While poverty levels have generally diminished since 2000 when the vast majority of the population
DERXW OLYHGEHORZWKHSRYHUW\OLQH ZLWKVLJQL¿FDQWHIIRUWVPDGHLQ WKHSHUFHQWDJH
OLYLQJLQDEVROXWHSRYHUW\KDVVWDJQDWHGVLQFHDWLQ7KLVVKDUHLVH[SHFWHGWR
rise slightly in 2010.

Table 4.22. $FFHVVWRVHUYLFHV
2008


$FFHVVWRVHUYLFHV
(% of population)

Total

Urban

Rural

Total

Urban

Rural

Electricity in houses

99.5



99.4



99.9

99.7

Drinking water via aqueduct



77.4



44.6





7.0



0.2

10.1



0.01

Hot water via public water system
Gas





19.7

47.7



22.4

Sewage systems



61.6





72.6

2.6

Telephone





62.6





75.5

Source: National Department of Statistics.

Efforts are being made to improve the standard of living through access to services and resources.
A notable increase in the number of dwellings with access to gas, clean drinking water and hot
water has been achieved. Sewage systems are also being built, especially in urban areas. In the
FRXQWU\VLGHWHOHSKRQ\XVDJHJUHZUDSLGO\LQ,WLVKRZHYHUTXLWHLPSRUWDQWWRQRWHWKDW
in the majority of cases, urban development happened much faster than in rural areas – a situation
that leads to increasing disparity between access to services in the two areas. This, in turn, causes
a further increase in the rapidity of urbanisation, which, coupled with recent increases in youth and
adult unemployment, may lead to a further worsening of the migration situation.

*RDO,QFUHDVHDFFHVVWRTXDOLW\OLIHORQJHGXFDWLRQ
7DUJHW&RPSOHWHIXOOSULPDU\HGXFDWLRQ
7KHUH LV D KLJK OHYHO RI HQUROPHQW LQ DOO OHYHOV RI HGXFDWLRQ ± SULPDU\ VHFRQGDU\ DQG WHUWLDU\
XQLYHUVLW\(QUROPHQWLQSUHSULPDU\HGXFDWLRQKDVDOVREHHQVLJQL¿FDQWO\LQFUHDVLQJ2QWKHRWKHU
hand, enrolment rates in primary education have slightly diminished since 2000. Furthermore, the
percentage of students continuing to secondary education is fairly high at around 90%.
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Table 4.23. Main education data

School enrolment rate, pre-primary (% gross)

2000

2008

42.5

72.6

School enrolment rate, primary (% net)

94.0



Primary completion rate, total (% of relevant age group)



91.4

Primary teacher to student ratio (%)
School enrolment rate, secondary (% net)
Secondary teacher to student ratio (%)
School enrolment rate, tertiary (% gross)









7.5





40.0

Source: WDI 2009, National Department of Statistics.

7KHUHKDVEHHQDGLVWXUELQJGURSLQWKHSULPDU\HGXFDWLRQFRPSOHWLRQUDWHVLQFH7KLVKDV
SUREDEO\EHHQLQÀXHQFHGE\WKHHFRQRPLFFULVLVDQGWKHLQFUHDVHLQSULFHVRIWUDQVSRUWDWLRQPDWHULDOV
and school items and other services – rendering the cost of continuing the children’s education in
rural areas a burden on the family.
7KHUHLVQRPDOHIHPDOHGLVSDULW\LQSULPDU\DQGVHFRQGDU\VFKRROHGXFDWLRQWKHQXPEHURIVWXGHQWV
being roughly equal (the number of males or females never surpassing each other by more than
1 500 students, depending on the year). However, in university education, there is a clear dominance
RIIHPDOHVWXGHQWVWKHGLIIHUHQFHEHLQJYHU\VLJQL¿FDQWPRUHWKDQLQ ZLWKDQ
DYHUDJHRIURXJKO\PDOHVHQUROOHGSHU\HDUDQGIHPDOHV PRUHWKDQSHRSOH
LQ ZLWKDQDYHUDJHRIPDOHVDQGIHPDOHVHQUROOHGLQXQLYHUVLW\HGXFDWLRQ 
Starting in 1994, the Republic of Moldova has adopted a number of international conventions on
non-discrimination against women in the workplace and equal remuneration of men and women. The
1DWLRQDO'HYHORSPHQW6WUDWHJ\IRULVD¿UVWVWHSLQWKHLPSOHPHQWDWLRQRIWKHVHDJUHHPHQWV
and the eradication of discrimination should continue with the National Programme for Ensuring
Gender Equality (2010-15).
Low achievements indicate the need to continue, consolidate and extend reforms in curriculum,
assessment, teacher training and textbooks. Non-relevant skills and knowledge indicate the need
to align the education offerings to the needs of the economy. In higher education, measures are
needed to modernise education in order to be competitive and to fully participate in the European
Higher Education Area.

*RDO(QVXUHJHQGHUHTXDOLW\
The Republic of Moldova is a signatory to several international agreements outlawing gender
discrimination.
:RPHQUHSUHVHQWRIWKHODERXUIRUFHLQVHUYLFHVLQLQGXVWU\DQGLQDJULFXOWXUH
with equal access to all levels of education. Furthermore, women hold 40% of all high-level public
DGPLQLVWUDWLRQEXVLQHVVDQGVRFLDOMREVWKH\KROGRIDOOLQWHOOHFWXDODQGUHVHDUFKSRVLWLRQV
Female representation in professional life is thus quite high.
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However, women are still underpaid in comparison to men – on average a woman’s salary is 26.7%
smaller than a man’s. This can in part be explained by the fact that women are employed at a lower
level than men (60% of lower-position jobs are held by women). Activities generally considered as
being dominated by women are: health care and social assistance (79.4% of women), education
 KRWHOVDQGUHVWDXUDQWV  ¿QDQFLDODFWLYLWLHV  DQGFXOWXUDODFWLYLWLHV  
7KHUHLVDOVRWKHLVVXHRIWUDI¿FNLQJWKDWQHHGVWREHVHULRXVO\DGGUHVVHGDQGWKDWFRQFHUQVZRPHQ
VSHFL¿FDOO\
The main issues that gender discrimination currently encompasses are: the involvement of women
in the political process, women’s remuneration on the labour market and violence against women.
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The wage differential is only part of the problem: many employers are not keen to employ young
women for fear that they will leave to start a family, though it is the state that pays for maternity
leave. More needs to be done to educate employers on their rights and obligations in this area.
7KH81:RPHQ¶V5LJKWV&RPPLWWHHKDVLQGLFDWHGWKDWLWZDV³FRQFHUQHGDERXWWKHSUHYDOHQFHRI
violence, including domestic violence, against women in the Republic of Moldova”. It is however very
GLI¿FXOWWRGHWHUPLQHWKHH[DFWQXPEHURIFDVHVRIYLROHQFHDJDLQVWZRPHQVLQFHWKHQXPEHURI
FRPSODLQWVFHUWDLQO\GRHVQRWUHÀHFWWKHUHDOLW\
The situation of women in politics has slowly started to get better with more and more women
representatives coming forward in recent parliaments. However, it is also very important to note
that women still do not play key roles in the workings of political parties.

+HDOWKLVVXHV
0DLQLQGLFDWRUV
7KHELUWKUDWHVORZO\LQFUHDVHGIURPLQWRLQZKLOHWKHGHDWKUDWHGHFUHDVHG
IURP  LQ  WR  LQ  1RQHWKHOHVV WKHUH ZDV VWLOO D SRSXODWLRQ GURS RI DERXW
100 000 people in 2000-09. This implies that, despite the general amelioration of the birth-death
situation, the country is still losing people due to non-health related reasons, notably migration.

Table 4.24.0DMRUFDXVHVRIGHDWK
(percentage change between 2000 and 2009)

Tumours (% decrease)

-2.4

Respiratory organ failure (% decrease)

-0.6

Accidents, poisoning and traumas (% decrease)

-0.0

Alcoholic poisoning (% increase)

0.1
Sources: National Statistics Department.

*RDOVDQG5HGXFHPDWHUQDOPRUWDOLW\E\WKUHHTXDUWHUVDQGXQGHU
PRUWDOLW\UDWHE\WZRWKLUGV
Since the 1990s, maternal deaths have continuously decreased with fewer than 25 deaths in 100 000
births registered on average in 2004-09. The main causes of maternal deaths are complications
resulting from abortions, despite considerable progress in combating this issue.
Family planning centres have been established in many regions of the country, health care access
has been improved and youth-friendly clinics have been created throughout the country. As a result,
WKHQXPEHURIDERUWLRQVKDVGLPLQLVKHGWRFDVHVLQIURPLQ0RUHRYHU
DERXWRIELUWKVKDYHEHHQDVVLVWHGE\SURIHVVLRQDOO\TXDOL¿HGPHGLFDOVWDIIVLQFH
Child mortality under-5 decreased by 47.4%, from 194 deaths in 2000 to 102 deaths in 2009. Again,
increased access to public health care and the existence of family planning centres has played an
important role in achieving these results.

*RDO+DYHKDOWHGE\DQGEHJXQWRUHYHUVHWKHVSUHDGRI+,9$,'6
7KHQXPEHURI+,9$,'6UHODWHGFDVHVKDVVWDUWHGWRVWHDGLO\GHFUHDVHDIWHUDSHDNRIFDVHV
per 100 000 people. In 2009, the indicator was situated at 2.1 cases per 100 000, still many times
ODUJHUWKDQLQWKHSUHSHULRG+RZHYHUFRQFOXVLRQVRQWKHVSUHDGRIWKHGLVHDVHDUHKDUGWR
draw knowing the questionability of data accuracy in this domain.
According to UNAIDS, the major transmission mechanism is by sexual relations, followed closely by
GUXJLQMHFWLRQV DQGHDFK 0DOHYLFWLPVUHSUHVHQWDOPRVWWZRWKLUGVRIWKRVHDIIHFWHG
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by the disease but the strong increase of new female HIV cases is very worrying. Young people aged
EHWZHHQDQGDUHWKHPRVWDIIHFWHGJURXSUHSUHVHQWLQJKDOIRIQHZLQIHFWLRQVWKLVQXPEHU
goes up to over two-thirds for the 25-44 age group. Youths aged 15-24 also have a high rate of
infection, equal to 25% of the total. The rate of new cases of AIDS, however, remains low with only
49 new cases registered in 2006.

Table 4.25.+,9$,'6LQFLGHQFHLQWKH5HSXEOLFRI0ROGRYD
(number of cases)
1987-91

1995

2000



Share in
(%)

New HIV cases per year, of which:

6

7



616

100.0

Drug injection

0

1

145





Sex

5

6

27



59.6

Mother-to-child

1

0

1



2.1

Transfusion

0

0

0

0

0.0

Other

0

0

0

4

0.6

Male



5





59.1

Female



2

41

252

40.9

0-14

1

0

1

14



15-24

1

2



155

25.2

25-44



5



411

66.7

45-54

0

0



29

4.7

55+

1

0

1

7

1.1

AIDS cases

1

1

5

49

-

Source: UNAIDS Moldova.

According to the Government of the Republic of Moldova’s report on the achievement of the Millennium
Development Goals”, the disease is spreading faster among females than males, whereas at the
beginning of the epidemic, males were more infected. The same report mentions an increase in the
percentage of hospitalised (which means the majority in the Republic of Moldova) pregnant women
WHVWHGIRU+,9$,'6IURPWRDQGDWWKHVDPHWLPHDQLQFUHDVHLQ+,9SUHYDOHQFHDPRQJ
WKLVJURXS±IURPLQWRLQ WKHJHQHUDO+,9VSUHDGZDVDOVRKLJKHVWLQ
and later dropped by more than half).
A particularly alarming situation lies in the separatist region of Transnistria where prevalence is
estimated to be three times higher than in the rest of the Republic of Moldova (107.2 per 100.000
SHRSOHLQWKH5HSXEOLFRI0ROGRYDDQGLQ7UDQVQLVWULDLQ ,WPXVWDOVREHWDNHQLQWR
account that the National Department of Statistics does not measure data recorded in Transnistria
and thus does not present a fully overall accurate picture of the situation in the country, which means
that the government has to rely on external sources.



UNAIDS Moldova is a joint project between the UN and the Moldovan government whose aim is to
LPSOHPHQWSROLFLHVDQGPHDVXUHVWR¿JKW+,9$,'6LQWKHFRXQWU\ERWKE\SUHYHQWLRQDQGEHWWHU
medical care (UNAIDS Moldova, 2001-05). The initiative was followed by the National Programme
IRUWKH3UHYHQWLRQDQG&RQWURORI+,9$,'6DQGVH[XDOO\WUDQVPLWWHGLQIHFWLRQV 67,V LQ
Financed largely by international donors, the programme supplied retroviral drugs free of charge
to patients. The programme has also helped to create 56 counselling and testing centres. Although
KLJKO\HI¿FLHQWLQWKHSRVWLQIHFWLRQVWDJHVWKHSURJUDPPHLVZHDNZKHQGHDOLQJZLWKSUHYHQWLRQ
EHFDXVHRIDODFNRIWDUJHWHGDQWL+,9$,'6HGXFDWLRQ<RXQJSHRSOHDUHWDXJKWDERXWWKHGLVHDVH
theoretically, but little is done to alter potentially risky behaviour.
Sexual relations are the dominant means of HIV transmission and transmission is higher among
ZRPHQWKDQLWLVDPRQJPHQ7KLVUDLVHVWKHLVVXHRIKXPDQWUDI¿FNLQJDQGSURVWLWXWLRQFLUFXLWV7KLV
situation requires urgent attention and action by the government and measures need to be adopted
LQRUGHUWR¿JKWWKHSDQGHPLFERWKLQWKHPHGLFDODQGVRFLDOVSKHUHV
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7UDI¿FNLQJLVDQLVVXHWKDWLVXQGHUVXUYHLOODQFHEXWWKHUHDUHIHZUHOLDEOHVWDWLVWLFV$FFRUGLQJWRWKH
3URVHFXWRU*HQHUDO¶V2I¿FHLQWKH¿UVWVHPHVWHURIWUDI¿FNLQJFULPHVZHUHSXUVXHGRI
the victims were adults, 5 were children, 6 concerned attempts to send the children abroad illegally
(usually to join their parents, who had illegally migrated). The number of disappeared persons since
YDULHVEHWZHHQLQLQDQGLQ
6SHFLDOLVWVDW/D6WUDGD&HQWUHEDVHGLQWKH1HWKHUODQGVDQGLQFRXQWULHVZKHUHWUDI¿FNLQJWDNHV
SODFHLQFOXGLQJWKH5HSXEOLFRI0ROGRYDQRWHGDVOLJKWGHFUHDVHLQKXPDQWUDI¿FNLQJLQWKHFRXQWU\
LQEXWZDUQDERXWWKHODWHQWVSHFL¿FLW\RIWKHSKHQRPHQRQDQGDERXWQHZZD\VRIUHFUXLWPHQW
DQGH[SORLWDWLRQE\WKHWUDI¿FNLQJQHWZRUNV,QFDVHVRIFKLOGH[SORLWDWLRQZHUHUHYHDOHGLQ
&KLVLQDXDQG%DOWL7KHPRVWXVXDOYLFWLPVRIWUDI¿FNLQJDUHZRPHQDJHGEHWZHHQDQG\HDUV
DOWKRXJKWKHQXPEHURIWUDI¿FNHGPHQKDVDOVRLQFUHDVHG0RUHDQGPRUHPHQWDOO\UHWDUGHGSHUVRQV
DUH EHLQJ H[SORLWHG 7KH PHWKRGV RI UHFUXLWLQJ YLFWLPV KDYH FKDQJHG 3UHYLRXVO\ WKH WUDI¿FNHUV
used cars, now they prefer planes. Most of the captured women have been deluded with false work
contracts. Afterwards, they are forced into prostitution.
$VWKHZHVWHUQERUGHULVEHWWHUFRQWUROOHGOHVVHYLGHQFHRIWUDI¿FNLQJWKURXJK5RPDQLDDQGPRUH
LQGLFDWLRQV RI WUDI¿FNLQJ WKURXJK 8NUDLQH WR 5XVVLD LV DYDLODEOH ,QWHUQDOO\ ERUGHU FRQWURO LVVXHV
affecting the separatist region of Transdnistria and the autonomous territorial unit of Gagauzia in the
VRXWKIDFLOLWDWHWUDI¿FNLQJ7KHPRVWSRSXODUGHVWLQDWLRQFRXQWULHVDUH5XVVLD VH[XDOH[SORLWDWLRQDQG
construction), Ukraine (agriculture), Turkey, Cyprus and United Arab Emirates (sexual exploitation).

5HVSLUDWRU\GLVHDVHV
7XEHUFXORVLV KDG UHDFKHG ³HSLGHPLF´ VWDWXV LQ WKH V ZLWK WKH JHQHUDO VWDWH RI HFRQRPLF
disorder in 1997-2000, widespread poverty affecting over 70% of the population and a severe lack
of anti-tuberculosis medicine. However, the numbers have since declined sharply towards 17.4
GHDWKVSHUSHRSOHLQ WKXVDOUHDG\DOPRVWUHDFKLQJWKH0'*WDUJHWRIGHDWKVVHW
for 2010). Alongside the decline in tuberculosis-related deaths, the number of hospital patients being
treated for the disease has also fallen by more than 50%, which would appear to indicate that more
HI¿FLHQWPHGLFDODWWHQWLRQLVDYDLODEOH
Nonetheless, whereas the number of newly declared tuberculosis cases in cities has gradually
decreased over the years – by about 15% in 2009, compared to 2000 – in the rural areas, the
situation has not improved to the same degree. On the contrary, it has degraded, with the number
of new cases almost doubling since 2000. This is a sign that prevention is being neglected, even if
treatment is improving. This is also an indicator of the worsening living conditions that exist in the
rural areas and of the continuously improving living conditions in the cities. All in all, the number
of new tuberculosis cases has increased since 2000, entirely due to the increase in rural incidence
of the disease – an increase of 26% in the number of newly discovered cases. Thus, in 2009, there
ZHUHFDVHV RURIWKHSRSXODWLRQ 
The incidence of tuberculosis among men – 70% of total cases in 2009 – is much higher than it is
among women. The difference was less important in 2000, when only 60% of patients were male.
Incidence of the disease among prison inmates is 11 times higher than for the rest of the population,
which is an indication of the sorry state of Moldovan prisons.
Pulmonary infection rates were also down in 2009, compared to 2000, with 5 cases per 100 000
people as opposed to 7.1, a slight rise from 4.6 cases per 100 000 in 2006. A number of prevention
and public awareness campaigns, as well as better access to medical care, have contributed to these
improvements.

0DLQKHDOWKUHIRUPV
The health system has had support both from international donors and the Moldovan government.
3XEOLFKHDOWKLVDSULRULW\DQGVSHQGLQJRQWKHVHFWRUUHÀHFWVWKLVZLWKOHYHOVDSSURDFKLQJWKRVHRI
OECD countries as a percentage of GDP.
The country has aligned itself with the 2005 International Health Regulations standards. The 1996
National Hospital Reform Programme aimed at bringing it closer to the European health-care standards
but in general it failed to place modern technology, equipment and techniques where they are needed
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despite the acquisition of a number of modern appliances. The reform programme cut the number
of hospital beds in half while failing to improve conditions in the remainder.
As a result of this generally disastrous situation, the Republic of Moldova is attempting to implement
a World Bank Hospital Reform Programme, with the aid of a still (in 2010) publicly unknown foreign
PHGLFDOFRQVXOWLQJ¿UP7KHSUREOHPLVFRPSRXQGHGE\WKHGLI¿FXOW\RI¿QGLQJHQRXJKLQYHVWRUV
for the new programme (the European Commission, the World Bank and a group of other investors
have pledged EUR 15 million, but this is not enough to cover the reform). The medical assistance
VHFWRUUHIRUPLVEHLQJ¿QDQFHGE\WKH(XURSHDQ&RPPLVVLRQZKLFKKDVSOHGJHG(85PLOOLRQ
Despite the overall progress in patient treatment from the use of more effective medicines, life
expectancy still trails other European countries by about ten years.

7DEOH0DLQKHDOWKH[SHQGLWXUH
Republic of
Moldova

In 2008

OECD

Private health expenditure (% GDP)

4.9



Public health expenditure (% GDP)

4.4



Out of pocket expenditure (% private expenditure)

97.7



Health spending per capita (USD)

90.0


Source: WDI 2009.

*RDO(QVXUHVXVWDLQDEOHHQYLURQPHQWGHYHORSPHQW
Target: Reduce pollution
In 2002, the Republic of Moldova signed the United Nations Framework Convention on Climate
&KDQJHDQGUDWL¿HGLWLQ+DYLQJDFFHGHGWRWKH.\RWRSURWRFROLQWKHFRXQWU\XQGHUWRRN
DQXPEHURIPHDVXUHVDQG³KDVVHWLWVHOIDQDPELWLRXVJRDOLQGHYHORSLQJWKH1DWLRQDO&OLPDWH&KDQJH
$GDSWDWLRQ6WUDWHJ\´ 0U*KHRUJKHùDODUX0LQLVWHURIWKH(QYLURQPHQW  81'3D 
Although the quantity of emissions has very slightly risen, because of its still underdeveloped industrial
sector, the Republic of Moldova is still one of the smallest polluters in the world and is not even being
included on international pollution charts. It is also active in the carbon emissions trading scheme,
selling its right to pollute to other nations.

Table 4.27. (QYLURQPHQWDOGDWD
2001

2005

2008

14.5



16.7



5.2

4.6

11.2

15.1

12.1



6.1

4.7

&DSWXUHGQHXWUDOLVHGGHWULPHQWDOVXEVWDQFHVLQSHUFHQWDJH
of total quantity of pollutants

91.2



91.6

Emission of ammonia (tonnes)





67.1

1 101.9





Total emission of detrimental substances (thousand tonnes)
Solid
Liquid
of which: carbonic oxide
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Household domestic waste in urban area (thousand m )


)L[HGFDSLWDOLQYHVWPHQWVIRUHQYLURQPHQWSURWHFWLRQ
Total

12 151.2





for protection and rational use of water resources





4 269.6

for protection and rational use of land







–

–



for atmospheric air protection

Source: National Bureau of Statistics of the Republic of Moldova.
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The Republic of Moldova is only now starting to have projects related to renewable energy. The country
does utilise hydropower, but generates only about 5% of its energy needs via hydropower plants.
The World Bank has also launched an initiative to create renewable energy from agricultural waste.
A number of schools have been given small biomass electricity production systems for this purpose.
While these initiatives are very welcome in a country that relies 100% on foreign gas imports, they
FRPHDWDYHU\VORZSDFHDQGDWLQVXI¿FLHQWVFDOHOHDGLQJWRYHU\VPDOORUQRLPSDFWRQWKHSRSXODWLRQ

7DUJHW$FFHVVWRFOHDQGULQNDEOHZDWHU
Water consumption has remained constant over the years, as a result of the lack of development in the
Moldovan industrial and agricultural sectors and the relatively constant consumption of households.

Table 4.28.:DWHUFRQVXPSWLRQXVH
(million m)

Number of water consumers, units
Water collecting from natural wells – total
of which, water collecting from underground springs
Water consumption (use) – total

2001

2005

2008

2009*



2 547

2 519

2 505













127

129

797



794

795









of which, drinking water

19



17

17

water supply for agriculture











120

124

120

for production needs

water supply for households needs and for
drinking
Losses during transportation
Quantity of water in circulation and used consecutively
Note: &DOFXODWHGE\WKHDXWKRUV

71

61

64

65









Source: National Bureau of Statistics of the Republic of Moldova.

,Q  RYHU  RI WKH ZDWHU H[WUDFWHG IURP XQGHUJURXQG DQG VXUIDFH ZDWHU VRXUFHV ZDV
GHHPHGXQSROOXWHGDQGGULQNDEOH±DVRSSRVHGWRZKHQRQO\RIWKHH[WUDFWHGZDWHU
resources were drinkable. This result has been achieved in no small measure by the continuous efforts
PDGHLQWKHZDWHUSXUL¿FDWLRQSODQWV:LWKRYHUPLOOLRQPRIZDWHUEHLQJSXUL¿HGHDFK\HDU
water pollution has been kept at bay. Another factor that has helped reduce water pollution is the
insertion of more severe penalties for environmental pollution, set forth in the new Civil Code of 2002.

PRIVATE SECTOR DEVELOPMENT
The Republic of Moldova has gradually moved from a centrally planned to market economy independence.
'LYHUVL¿FDWLRQLVXQGHUZD\EXWLVVWLOOYHU\IDUIURPFRPSOHWLRQDQGIURPPRYLQJWRZDUGVKLJKHU
value-added sectors. Growth in the Republic of Moldova still depends heavily on external factors,
such as remittances and foreign trade. The real GDP of the Republic of Moldova was estimated, in
DWORZHUWKDQWKHOHYHODWWDLQHGLQ (%5' DVDUHVXOWRIWKHVHYHUHHFRQRPLF
downturn following the collapse of the Soviet Union. The economy contracted by 6.5% in 2009 and
LVH[SHFWHGWRJURZE\DQGLQDQGUHVSHFWLYHO\ ,0)E 
The business climate has improved since 2005, opening up to trade and, to a certain degree, to
IRUHLJQLQYHVWRUVDOWKRXJKVLJQL¿FDQWFKDOOHQJHVUHPDLQVXFKDVLQHIIHFWLYHLPSOHPHQWDWLRQRIODZV
DQGUHJXODWLRQV7KH5HSXEOLFRI0ROGRYDLVVWLOOWKHSRRUHVWFRXQWU\LQ(XURSHWRGD\KRZHYHUWKH
country’s ambition to build closer ties with the EU has motivated implementation of further marketoriented reforms (the Republic of Moldova was negotiating an Association Agreement in 2010 in the
hope of becoming an accession country).
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The private sector is a source of knowledge, skills and resources, and a key engine of growth for
economic development. In this context, the role played by micro, small and medium-sized enterprises
(SMEs), which on average account for over 90% of enterprises in the world and contribute to 50-60%
of employment in developing countries, is particularly important (WBCSD, 2007). Efforts to foster
private sector growth should focus on improving the business environment for SMEs by providing
a regulatory framework that encourages entrepreneurship through better policy design, including
LPSURYLQJEXVLQHVVUHJXODWLRQLPSURYLQJWKHHGXFDWLRQV\VWHPDQGSURYLGLQJDFFHVVWR¿QDQFHIRU
60(VWRDWWUDFWQHZ¿UPV,WZRXOGDOVRLQFUHDVHWKHVKDUHRIHPSOR\PHQWDQGFRQWULEXWLRQWR*'3
of the private sector.
The methodology applied in this section is based on the OECD Policies for Competitiveness Framework
(PFC) which has been developed as an assessment tool based on the Policy Framework for Investment
(PFI) instrument. This tool adopts a horizontal approach, looking systematically at key policy dimensions
DIIHFWLQJWKHEXVLQHVVFOLPDWHWRLGHQWLI\DQGDQDO\VHNH\FRQVWUDLQWVLQWKHDELOLW\RI¿UPVWRSURGXFH
invest and grow. Apart from giving a general introduction to the business environment, three key
GLPHQVLRQVDUHIHDWXUHGLQWKLVVHFWLRQFRYHULQJVNLOOVGHYHORSPHQWDFFHVVWR¿QDQFHDQGLQYHVWPHQW
framework conditions affecting SME growth.

General overview
The Republic of Moldova has privatised most of the state-owned enterprises, except for some large
HQWHUSULVHVIRUZKLFKSULYDWLVDWLRQKDVEHHQHLWKHUSRVWSRQHGLQGH¿QLWHO\RUDEDQGRQHG7KHSULYDWH
VHFWRU DFFRXQWV IRU DSSUR[LPDWHO\  RI *'3 DQG FRQWULEXWHG LQ  WR  RI HPSOR\PHQW
(EBRD, 2010).
The country inherited a good education base from the Soviet Union and has the highest spending
RQHGXFDWLRQLQWKH(DVWHUQ(XURSHDQG6RXWK&DXFDVXV ((6& UHJLRQ RI*'3LQ).
Nevertheless, the quality of its human capital still lags behind regional standards, due to the slow
modernisation of the curriculum, relative to the labour market’s needs, and low salaries, which lead
WRWKHORVVRITXDOL¿HGWHDFKLQJVWDII
$FFHVVWR¿QDQFHZDVLGHQWL¿HGDVRQHRIWKHNH\REVWDFOHVWREXVLQHVVJURZWKLQWKH2(&'¶VVXUYH\
RI EXVLQHVVHV :KLOH WKH PLFUR¿QDQFLQJ V\VWHP LV UHODWLYHO\ ZHOO GHYHORSHG LW GRHV QRW SURYLGH
VXI¿FLHQWIXQGVWRFRYHUWKHGHPDQGDQGWDUJHWVPDLQO\WKHDJULFXOWXUDOVHFWRU7KHXVHRIEDQNORDQV
DQGRWKHUPHDQVRIEDQN¿QDQFLQJVXFKDVIDFWRULQJUHPDLQVOLPLWHG7KHJRYHUQPHQW¶VHIIRUWV
VKRXOGEHGLUHFWHGWRZDUGVEURDGHQLQJWKHVSHFWUXPRI¿QDQFLQJPHFKDQLVPVVXFKDVYHQWXUHFDSLWDO
¿QDQFLQJDQGGHYHORSLQJ³EXVLQHVVDQJHO´QHWZRUNVWRFORVHWKH¿QDQFLQJJDSEHWZHHQFUHGLWIURP
friends and family and bank lending.
:KLOH)',LQÀRZVJUHZDWDERYHJOREDODYHUDJHUDWHVEHWZHHQDQGWKH5HSXEOLFRI0ROGRYD
VWLOOIDFHVVLJQL¿FDQWFKDOOHQJHVWKDWQHHGWREHDGGUHVVHGWRLPSURYHWKHUHJXODWRU\HQYLURQPHQWIRU
IRUHLJQLQYHVWRUV.H\LVVXHVLQFOXGHSHUVLVWHQWGLVFULPLQDWLRQDJDLQVWIRUHLJQLQYHVWRUVHVSHFLDOO\LQ
regulations on land purchase, and enforcing intellectual property rights. The Republic of Moldova is
WKHRQO\((6&FRXQWU\QRWWRKDYHUDWL¿HGWKH,QWHUQDWLRQDO&HQWUHIRUWKH6HWWOHPHQWRI,QYHVWPHQW
Disputes (ICSID) convention, which would allow for investment arbitration before a recognised
international body.

7KHLQFUHDVLQJUROHRIWKHSULYDWHVHFWRU
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The number of private enterprises registered with the State Registration Chamber at the end of
2009 was 140 924. From 2005 to 2010 there has been an increase of over 20% in the number of
UHJLVWHUHGHQWHUSULVHVZKLFKLVDKHDOWK\UDWHRIQHZHQWHUSULVHFUHDWLRQ+RZHYHUQHW¿JXUHVDUH
H[SHFWHGWREHVLJQL¿FDQWO\ORZHUDVLQDFWLYHHQWHUSULVHVVWLOODSSHDULQWKHVWDWLVWLFV
7KHQXPEHURIPRQLWRUHGHQWHUSULVHVDFFRUGLQJWRWKH1DWLRQDO%XUHDXRI6WDWLVWLFV 1%6 ZDV
DWWKHHQGRI6LQFHWKH5HSXEOLFRI0ROGRYDKDVRQO\HQWHUSULVHVWKDWDUHFODVVL¿HGE\
WKH1%6DVODUJH RYHUHPSOR\HHV WKHPDMRULW\RIDFWLYHHQWHUSULVHVDUH60(V RIWKH
WRWDO ZKLFKDUHGH¿QHGDFFRUGLQJWRWKHIROORZLQJWDEOH
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Table 4.29.'H¿QLWLRQRIPLFURVPDOODQGPHGLXPVL]HGHQWHUSULVHVLQWKH5HSXEOLF
of Moldova
Turnover (MDL)

1XPEHURIHPSOR\HHV

7RWDODVVHWV(MDL)

Micro

1-9

PLOOLRQ

PLOOLRQ

Small

10-49

±PLOOLRQ

±PLOOLRQ

50-249

25 – 50 million

25 – 50 million

> 250

> 50 million

> 50 million

Medium
Large

Source: National Statistical Bureau of the Republic of Moldova, Law 206-XVI (2006) on Support to Small
and Medium-Sized Enterprises.

2QDYHUDJHEHWZHHQDQG60(VDFFRXQWHGIRURIWRWDOHPSOR\PHQWLQWKHHQWHUSULVH
sector,14 but for only 41.6% of the sector’s turnover, which is interesting in itself. This is largely due
to the fact that medium-sized enterprises are more present in labour-intensive operations in the
agriculture, winery and manufacturing sectors.
The SME sector is dominated by micro-enterprises (70% of the total). However, data on SMEs from
the NBS cover only active enterprises (those that sent the completed statistical questionnaire) and
hence tends to underestimate the size of the self-employed and microenterprise segment. Moreover,
WKHSUHVHQFHRIDODUJHLQIRUPDOVHFWRUHVWLPDWHGDWE\6FKQHLGHU  IXUWKHUGLVWRUWV
WKHVWDWLVWLFDO¿JXUHV

Figure 4.10.6WUXFWXUDOLQGLFDWRUVRIWKHSULYDWHVHFWRULQWKH5HSXEOLFRI0ROGRYD
2009
(percentage)

100
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80
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Employment Share
Small

Medium

Large
Source: National Bureau of Statistics of the Republic of Moldova.

2YHURI60(VDUHORFDWHGLQ&KLVLQDX GDWD DFFRXQWLQJIRURYHURIWRWDOWXUQRYHU
DQGRYHURIWRWDOHPSOR\PHQWLQWKH60(VHFWRU+RZHYHUGXULQJWKHH[SDQVLRQSKDVH
SMEs located in the Northern and Central regions recorded faster growth in terms of turnover than
SMEs located in the Chisinau area, while there was a considerable reduction in terms of employment,
particularly in the agricultural sector. Overall, the SME sector performed quite strongly in the 2005-09
period of boom and bust. While the employment balance in the broad enterprise sector over the
¿YH\HDUSHULRGLVQHJDWLYHQHDUO\DOOWKHMREORVVHVLQWKHSHULRGZHUHUHFRUGHGLQWKH
large enterprise sector (-14.5%). The employment levels for SMEs remained fairly stable, in spite
of the 2009 recession (-0.2%). Within the SME sector there has been a remarkable increase, both
LQ QXPEHUV RI DFWLYH HQWHUSULVHV DQG HPSOR\PHQW DW WKH PLFURHQWHUSULVH OHYHO XS  PRUH
enterprises and +26.2% more employees, including the self-employed). A positive but smaller
increase has been recorded in the small-sized segment.
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The SME population structure and the SME density indicators, as calculated on the basis of the NBS
data, are broadly comparable to those of other countries with similar per capita income levels and
are similar to the enterprise population data of other transition countries, for instance in the Western
Balkan countries.

%XVLQHVVHQYLURQPHQW
According to Doing Business 2011, the business climate in the Republic of Moldova is mediocre at best
(World Bank, 2010). The country is ranked 90thRXWRIFRXQWULHVLQWHUPVRIRYHUDOOSHUIRUPDQFH
and 19thRXWRIWKH(DVWHUQ(XURSHDQG&HQWUDO$VLDFRXQWULHVSHUIRUPLQJVLJQL¿FDQWO\EHWWHU
than Ukraine (24th), but worse than all other Eastern Europe and South Caucasus economies. In
order to enhance long-term competitiveness, the country needs to accelerate reforms in its judicial
system and civil service, combat corruption, reduce red tape, support SMEs and step up spending
on health care and education.
7KHFRXQWU\SHUIRUPVVWURQJO\LQWZRDUHDV³UHJLVWHULQJSURSHUWLHV´ th DQG³HQIRUFLQJFRQWUDFWV´
(20th), in absolute terms and in comparison with Eastern European and Central Asian peers. It
performed quite well in 2010 on starting a business, particularly in comparison with direct peers,
EXWORVWSODFHVLQD\HDUGRZQIURPth to 94th in the 2011 rankings and it continues to perform
SRRUO\LQDUHDVVXFKDV³GHDOLQJZLWKFRQVWUXFWLRQSHUPLWV´ th ³WUDGLQJDFURVVERUGHUV´ th)
DQG³SURWHFWLQJLQYHVWRUV´ th).
The cost of starting a business represents 10.9% of income per capita,15 the highest in the EESC
region. The picture that emerges from Doing Business 2011 is that of an incomplete regulatory reform
process. There has been improvement in some areas, which led to measurable impact on SME policy
trends, such as the improvements in company registration that contributed to the increase of the
QXPEHU RI QHZ HQWHUSULVHV +RZHYHU VLJQL¿FDQW UHJXODWRU\ REVWDFOHV UHPDLQ ZKLFK VWLOO SHQDOLVH
the most dynamic companies, such as those that are engaged in cross-border trading, hiring new
workers and building new warehouses.
The Economic Stabilisation and Recovery Programme (2009–11), adopted in November 2009,
foresees activities in support of SMEs, particularly in rural areas. This includes the reduction of the
DGPLQLVWUDWLYHDQG¿VFDOEXUGHQRQ¿UPVDQGWKHIDFLOLWDWLRQRIDFFHVVWR¿QDQFLQJIRUODXQFKLQJ
developing and rehabilitating a business. The Institutional Development Plan for 2009–11, prepared
by the Ministry of Economy, also foresees a number of actions in support of SMEs. The State
Commission for Entrepreneurial Activity brings together private and public sector members in a
forum for consultation about planned reforms to improve the business climate.
The National Programme for the Economic Empowerment of Youth is expected to intensify the process
RIJUDQWLQJORDQVWR¿QDQFHSULYDWHSURMHFWVRI\RXQJHQWUHSUHQHXUVZLWKDJUDQWFRPSRQHQW7KLV
SURJUDPPHSURYLGHG0'/PLOOLRQ DSSUR[86'PLOOLRQ WRSURMHFWVLQLWV¿UVWVL[PRQWKV
RIZRUN VHFRQGKDOIRI EXWWKHQERWKWKHQXPEHURIEHQH¿FLDULHV  DQGWKHDPRXQWRI
funds (MDL 25.5 million, approx. USD 2.5 million) were reduced. This happened partly because of
ODFNRILQLWLDWLYHDQGDGLVFRXUDJLQJEXVLQHVVHQYLURQPHQWEURXJKWRQE\WKH¿QDQFLDOFULVLV7KH
measures towards boosting entrepreneurial activity should be directed towards several issues at the
VDPHWLPH DFFHVVWR¿QDQFHEXVLQHVVHQYLURQPHQWDQGHQWUHSUHQHXULDOVNLOOV EHFDXVHWKHODFNRI
DQ\RIWKHVHSUHFRQGLWLRQVVWLÀHVWKHHIIHFWRIUHIRUPVLQRWKHUDUHDV
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,Q0DUFKLQUHVSRQVHWRWKHGLI¿FXOWSUHYLRXV\HDUWKH5HSXEOLFRI0ROGRYDDGRSWHGDPHGLXP
term strategic programme called Rethink Moldova. This programme will complement the goals of
the IMF loans, enhancing responsible governance, reducing the bureaucracy that hampers business
operations, supporting SMEs and improving education and health. Infrastructure development
and particularly industrial parks (which are expected to boost exports) have been proposed for
strengthening economic growth. Whatever the intentions might be, there remains the risk that the
programme was an election manoeuvre, and therefore needs strict implementation and evaluation
of results.
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+XPDQFDSLWDOGHYHORSPHQW
6WUHQJWKHQLQJVNLOOVGHYHORSPHQWKDVEHHQLGHQWL¿HGDVRQHRIWKHNH\FRQWULEXWRUVWRFRPSHWLWLYHQHVV
The positive correlation between human capital and productivity has become increasingly important
LQWKHJOREDOLVHGZRUOG5D]]DNDQG7LPPLQV  UHSRUWDVWURQJSRVLWLYHUHODWLRQEHWZHHQWKH
LQFUHDVHRIXQLYHUVLW\TXDOL¿HGZRUNHUVDQGWKHOHYHOVRIODERXUSURGXFWLYLW\DVPHDVXUHGE\*'3
per capita. It is believed that natural resources, cost competition and strategic alliances do not alone
VXI¿FHIRUDFKLHYLQJVXVWDLQDEOHGHYHORSPHQW 0HPRQet al., 2009).
Enhancing competitiveness in the Republic of Moldova will require a major commitment to investment
in human capital, as well as to reforms which will ensure that the educational system produces skills
that meet the demand of the labour market and further support private sector development. Five
areas have been selected for an in-depth evaluation of the education system including:
ŀ

Strategy formulation

ŀ

Inputs to initial education

ŀ

Vocational education and training (VET)

ŀ

Continuing education and training (CET)

ŀ

Human capital outcomes

Low levels of public expenditure on education in the transition period were compensated for by various
formal and informal private payments, which brought about corruption in the education system and
DGHFUHDVHLQWKHTXDOLW\RIHGXFDWLRQ'HVSLWHLQFUHDVHGH[SHQGLWXUHVVLQFH RI*'3
in 2007), the quality of education in the Republic of Moldova still lags behind regional averages.
According to the World Economic Forum Global Competitiveness Report 2010, the country’s educational
system ranks 96thRXWRIPHDVXUHGHFRQRPLHV,QWKH7UHQGVLQ,QWHUQDWLRQDO0DWKHPDWLFVDQG
Science Study (TIMSS 2007), the country ranked close to the international average in mathematics
for 4thJUDGHUVEXWORZHUWKDQDYHUDJHIRUth graders, and just below the average for both cohorts
LQVFLHQFH ,($DDQGE $OOUHVSRQGHQWVWRWKH2(&'3)&DVVHVVPHQWKDYHLGHQWL¿HGWKHODFN
of an effective teacher employment strategy as the main obstacle to the development of a qualitative
human capital stock. Other weak areas include the lack of a national human capital development
strategy and the skills gap.
7KHUHLVQRVSHFL¿FZRUNIRUFHVNLOOVGHYHORSPHQWVWUDWHJ\LQWKH5HSXEOLFRI0ROGRYD+RZHYHUWKH
1DWLRQDO'HYHORSPHQW6WUDWHJ\IRULQFRUSRUDWHVDKXPDQUHVRXUFHGHYHORSPHQWFRPSRQHQW
which aims to increase the quality of human capital. The goal is to shift the Moldovan economy from
DORZVNLOOEDVHWRDQHFRQRP\ZLWKDKLJKO\TXDOL¿HGODERXUIRUFH2EMHFWLYHVUHODWHGWRWKLVJRDO
are the improvement of workplace conditions, poverty reduction and measures to encourage social
inclusion.
Reforms in the education and training systems are aimed at the integration of the Republic of Moldova
into the European Education Area. Reforms have targeted increasing participation, in particular in
general and higher education. There has been a clear shift from vocational education to general
HGXFDWLRQGXULQJUHFHQW\HDUV3DUWLFLSDWLRQLQYRFDWLRQDOHGXFDWLRQLQWKH¿YH\HDUVIURPKDV
GHFUHDVHGIURPWRRIWKHSRSXODWLRQLQVHFRQGDU\HGXFDWLRQLQDFRQWLQXLQJGHFOLQH7KH
obsolete equipment and ageing teaching staff of the VET sector is no longer attractive to students and
WKHLUSDUHQWV7KHQXPEHURIVSHFLDOLVDWLRQVKDVGHFUHDVHGIURPLQWRLQEHFDXVH
of the big discrepancy between vocational training and the job market requirements (ETF, 2009).
However, no new specialties were introduced in response to the changing market demands. As a
consequence, half of the vocational schools have already been closed, mainly in smaller towns.
A recalibration of the VET system to market requirements is needed. In this regard, the government
has been trying to reverse the demise of vocational schools, with the idea of abolishing craft schools
and introducing a new type of full-secondary VET, the professional lyceum. The new structure of the
9(7V\VWHPLVPDLQWDLQHGE\DQHZ(GXFDWLRQ&RGH  DQGZLOOEHVXSSRUWHGE\LQWHUQDWLRQDO
donor projects.
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7KHUHLVDVLJQL¿FDQWPLVPDWFKEHWZHHQODERXUVNLOOVGHPDQGDQGVXSSO\,QDQDWWHPSWWRFORVH
the skills gap in the labour market, consultations among representatives of ministries, educational
institutions and employers are held on an ad hoc basis. There is a government initiative to establish
a National Council of Participation as a consulting body that would ensure the participation of the civil
society and private sector in the process of policy development and implementation of the National
Development Strategy. For better co-operation and skills match, vocational schools could be managed
by councils composed of employers or associations of employers and government representatives.
These would have the right to vote on many issues, including curricula. This is important because
employers are the ones who need the labour force. The opportunity to vote and promote changes
LQFXUULFXODPD\DOVRHQFRXUDJHHPSOR\HUVWR¿QDQFHYRFDWLRQDOVFKRROV
7KHHGXFDWLRQDOV\VWHPVXIIHUVIURPDVKRUWDJHRITXDOL¿HGVWDIIGXHWRWHDFKHUV¶ORZVDODULHV LQ
2005, the wage was only 65% of the average). So far, there is no explicit strategy that would aim to
retain teachers in the educational system. The incentives provided by the government in the form
RIVDODULHVEDVHGRQH[SHULHQFHDQGTXDOL¿FDWLRQVDQGERQXVHVIRUWHDFKLQJLQUHPRWHDUHDVDUHQRW
VXI¿FLHQW
Labour migration is another problem that undermines the human capital base in the Republic of
0ROGRYD7KHQXPEHURIPLJUDQWVLQFUHDVHGIURPLQWRLQ16 Among
them, 10.7% had higher education and 47.1% had secondary professional education in 2000. In
WKHVH¿JXUHVLQFUHDVHGWRDQGUHVSHFWLYHO\0LJUDWLRQLVPDLQO\GXHWRDODFN
of job opportunities in the country.

$FFHVVWRILQDQFH
$FFHVVWRFUHGLWSOD\VDFUXFLDOUROHLQVXVWDLQDEOHORQJWHUPJURZWK,QRI0ROGRYDQ
¿UPVLQGLFDWHGDFFHVVWRFUHGLWDVDPDMRUREVWDFOHLQWKHLUEXVLQHVVRSHUDWLRQV (%5' ,Q
RQO\RIORFDOFRPSDQLHVXVHGEDQNVWR¿QDQFHLQYHVWPHQWV0RUHRYHUWKHYDOXHRI
FROODWHUDOQHHGHGIRUDORDQZDVWKHVHFRQGKLJKHVWYDOXHLQWKH(DVWHUQ(XURSHDQG6RXWK
Caucasus region (EBRD, 2010).
The development of lending to the private sector was particularly important between 2005 and 2010,
and the distribution shows that 51% of the loans go to industry while only 16% go to the agriculture
and food sector, the sectors that are dominated by SMEs. Credit to the private sector grew by 71%
IURPWRWKHHQGRIDQLQFUHDVHRILQWHUPVRIYDOXHRI*'31HYHUWKHOHVVODFNRI
¿QDQFLQJDQGLQSDUWLFXODUODFNRIORQJWHUP¿QDQFLQJOLPLWVODUJHULQYHVWPHQWSURJUDPPHVDQGLV
a major obstacle to the development of competitive enterprises.
7KHOHYHORIGHYHORSPHQWRIGRPHVWLFFDSLWDOPDUNHWVLVWRRORZWRSURYLGHVXI¿FLHQW¿QDQFLDOUHVRXUFHV
to SMEs. At the same time, access to international capital markets is limited due to the small size
E\LQWHUQDWLRQDOVWDQGDUGV RIPRVW¿UPVDQGWKHXQIDYRXUDEOHULVNSUR¿OHRIWKHHFRQRP\,QWKLV
UHJDUGPLFUR¿QDQFHLVDNH\FRPSRQHQWIRUHFRQRPLFJURZWKDVLWSURYLGHVDFFHVVWR¿QDQFHIRU
WKHVPDOOHVWHQWUHSUHQHXUV0LFUR¿QDQFLQJPHFKDQLVPVDUHZHOOGHYHORSHGDQGHVSHFLDOO\WDUJHW
DJULFXOWXUDOEXVLQHVVHV$FFRUGLQJWRWKH2(&'3)&DVVHVVPHQWYHQWXUHFDSLWDO¿QDQFLQJDQG³EXVLQHVV
angel” networks do not operate in the country and there is no political support for their development
in the near future. More efforts should be given to encouraging the development of these types of
LQQRYDWLYH¿QDQFLQJPHFKDQLVPVVLQFHWKHIXQGVSURYLGHGE\PLFUR¿QDQFHLQVWLWXWLRQVDQGEDQNV
DUHQRWVXI¿FLHQW
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Growing attention to SME development is coming from international donors through the implementation
of a series of supporting policies such as the Rural Investment and Services Project, which aims at
VXSSO\LQJUXUDODGYLVRU\VHUYLFHVUXUDOEXVLQHVVGHYHORSPHQWVHUYLFHVUXUDO¿QDQFHODQGUHSDUFHOOLQJ
pilots, project management, etc..17 The European Bank for Reconstruction and Development (EBRD)
LVVXSSRUWLQJFRPSDQLHVWRGH¿QHWKHLUEXVLQHVVQHHGVWKURXJKWKH7XUQ$URXQG0DQDJHPHQWDQG
%XVLQHVV $GYLVRU\ 6HUYLFH 7$0%$6  SURJUDPPH )URP D ¿QDQFLDO SHUVSHFWLYH 7$0%$6 RIIHUV
grants of up to 70% of the total net cost of a project, but not more than EUR 10,000 (excluding
taxes). Particularly interesting for SMEs is also the Private Sector Investment programme (PSI), a
VXEVLG\SURJUDPPHRIWKH'XWFK0LQLVWU\RI)RUHLJQ$IIDLUV'HYHORSPHQW&RRSHUDWLRQWKDWVXSSRUWV
innovative investment projects in emerging markets. The programme concerns all investment projects
for agriculture, industry and service, and offers funds for non-commercial purposes and for a limited
SHULRG XVXDOO\PRQWKVRUPRQWKVIRUDJULFXOWXUDOSURMHFWV 
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,QYHVWPHQWIUDPHZRUNIRU60(JURZWK
'XULQJWKHSDVWGHFDGH)',LQÀRZVWRWKH5HSXEOLFRI0ROGRYDJUHZUDSLGO\DWDQQXDOFXPXODWLYH
JURZWKUDWHEHWZHHQDQGFRPSDUHGWRLQWKHZRUOG%HWZHHQDQGLQÀRZV
almost quadrupled from USD 190 million to USD 707 million (UNCTAD, 2010). This increase was largely
due to the privatisation of state-owned enterprises and an enabling global investment environment
LQZKLFKLQYHVWRUVZHUHZLOOLQJWRWDNHELJJHUULVNV$VDUHVXOWRIWKHFULVLV)',GURSSHGE\LQ
WR86'PLOOLRQDQGLVH[SHFWHGWRLQFUHDVHRQO\VOLJKWO\LQ

Figure 4.11. )',QHWÀRZV
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In the long term, FDI plays a major role in ensuring economic growth in the Republic of Moldova,
taking into consideration that the share of foreign and joint venture companies in the GDP went up
IURPLQWRDERXWLQ,QFRPSDQLHVZLWKIRUHLJQFDSLWDOKDGELJJHUVDOHV
compared with domestic enterprises. In most sectors, the growth of the number of companies with
foreign capital was accompanied by the growth of the number of local companies and also by an
increase of sales in the local companies.
FDI was traditionally present in the categories of processing industry, electrical and thermal energy,
gas and water, wholesale and retail trade, car and motorcycle, household and personal items repairs.
,Q  WKH VKDUH RI ¿QDQFLDO DFWLYLW\ DQG WUDQVDFWLRQV JUHZ DV D UHVXOW RI WKH H[SDQVLRQ RI
several European banks, including Veneto Banca, Société Générale and Banca Comerciala Romana
LQWKH5HSXEOLFRI0ROGRYD,QWKHELJJHVWLQYHVWRUZDVWKH1HWKHUODQGV  IROORZHGE\
Russia (12%).
.H\DWWUDFWLYHQHVVIDFWRUVWKDWFRQWULEXWHGWRWKHODUJHVWLQYHVWPHQWVLQWKH5HSXEOLFRI0ROGRYD
over recent years were the privatisation programmes or, as in the case of the energy sector,
FRQYHUVLRQRIGHEWDQGIDYRXUDEOHFRQGLWLRQVRIWKHGRPHVWLFPDUNHWSDUWLFXODUO\LQWKH¿QDQFLDO
and telecommunications sectors. Another contributing factor that attracted foreign companies to
invest in the Republic of Moldova was the low cost of labour, particularly compared to Central and
Southeast Europe and Russia. Thus, the average monthly salary per employee in 2009 in the Republic
RI0ROGRYDDPRXQWHGWRDERXW(85ZKLOHLQ8NUDLQHLWZDV(85LQ5XVVLDLWZDV(85
and in Romania EUR 447.
The government is taking steps to develop a stronger economy and adopt reforms aimed at improving
the investment climate. In accordance with the 2005 Action Plan with the EU, the Republic of Moldova
has begun to harmonise its laws with those of the EU. The use of the legislative guillotine has helped
reduce unnecessary legislation and policy directives that have hampered investment and business
development.
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The Republic of Moldova has a legal FDI framework which incorporates the principle of national
treatment. Restrictions to national treatment have been progressively reduced, transfers of FDI-related
capital can be made freely and foreign investors are allowed to own urban and residential land.
However, in its Whitebook 2009, the Foreign Investors Association underlines that discrimination
towards foreign investors has been persistent, especially in its regulations on land purchase.
The Republic of Moldova has a weak record of enforcing intellectual property rights. Although estimated
VRIWZDUHSLUDF\KDVGHFUHDVHGIURPWR  WKHOHYHORISLUDF\LVH[WUHPHO\KLJK
The Republic of Moldova is also encouraged to reconsider its position on adhering to the International
Centre for Settlement of Investment Disputes (ICSID) convention on arbitration of international
investment disputes.
The country is in the process of developing its investment promotion agency and associated capacities.
&UXFLDOLVVXHVDUHIDFLOLWDWLRQVHUYLFHVDWWKHSUHDQGSRVWHQWU\SKDVHRILQYHVWPHQWGHYHORSLQJD
FOLHQWUHODWLRQVKLSPDQDJHPHQWV\VWHPDQGDSURFHVVRIPRQLWRULQJWKHSHUIRUPDQFHRILWVLQYHVWPHQW
promotion agency. A new law on public-private partnerships is in force and the initial phases of
creating a specialised unit with the assistance of the UNDP are underway. Much like other economies
LQWKHUHJLRQWKH5HSXEOLFRI0ROGRYDZRXOGEHQH¿WIURPH[FKDQJHVRIEHVWSUDFWLFHVLQWKLVDUHD
,Q SDUWLFXODU WKH JRYHUQPHQW KDV PDGH VLJQL¿FDQW HIIRUWV WR VWUHDPOLQH EXVLQHVV UHJLVWUDWLRQ $
³RQHZLQGRZ´ DSSURDFK KDV EHHQ LPSOHPHQWHG WR VLPSOLI\ GRFXPHQW VXEPLVVLRQ 7KH SURFHVV
reduced both the number of documents and the time necessary for business registration. In addition,
RQ-DQXDU\DWD[UDWHRQUHLQYHVWHGFRUSRUDWHLQFRPHHQWHUHGLQWRIRUFH)L[HGDVVHWV
contributed in-kind to the charter capital are exempted from value-added tax and customs duties.
A number of measures are still needed to increase the institutional and associated capacities for
investment promotion through facilitation of services for all phases of investment, developing a client
relationship management system and establishing monitoring processes. Despite improvements, a
number of issues remain to be resolved. In particular, corruption remains persistent and Transparency
International downgraded the ranking of the Republic of Moldova in its 2010 Corruption Perception Index
to 105thSRVLWLRQRXWRIFRXQWULHVGRZQIURPstSODFHRXWRIFRXQWULHVLQ0RUHRYHU
the Heritage Foundation considers that, too often, regulatory administration is non-transparent,
burdensome and inconsistent. The country’s economic freedom is ranked 125th in the Heritage
Foundation’s 2010 Index of Economic Freedom. This view is supported by the World Bank (World
%DQN ZKLFKKLJKOLJKWVWKHLQVWLWXWLRQDOÀDZVDQGLQYDVLYHVSHFLDOLQWHUHVWVWKDWGLVWRUWWKH
policy-making environment.
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NOTES
1. Including Armenia, Azerbaijan, Georgia, the Republic of Moldova and Ukraine.
2. With a huge difference in data reported in the balance of payments and in the Household
%XGJHW6XUYH\QRWRQO\LQYDOXHVEXWDOVRLQWUHQGV7KLVUHÀHFWVWKHSUREOHPRIUHSRUWLQJ
of remittances in the balance of payments, where also investments and payments for goods
and services provided from the Republic of Moldova are included, which actually decreased
prior to the decrease in real remittances used by households for consumption.
 The budgetary revenues collected from taxation of salaries decreased and are much lower
WKDQLQWKHSUHYLRXVSHULRGGHQRWLQJWKHGHOD\VLQWKHZDJHSD\PHQWVDQGRUWKHIRUFHG
unpaid leaves.
4. &KDQJHVWRVRFLDOSD\PHQWVHVWDEOLVKHGE\/DZ1R
5. ³,QIRUPDOHFRQRP\´UHIHUVWRDOOOHJDOSURGXFWLRQDFWLYLWLHVWKDWDUHGHOLEHUDWHO\FRQFHDOHG
from public authorities for the following kinds of reasons: to avoid payment of income,
YDOXHDGGHG RU RWKHUWD[HV WR DYRLG SD\PHQWRI VRFLDO VHFXULW\ FRQWULEXWLRQV WR DYRLG
having to meet certain legal standards such as minimum wages, maximum hours, safety
RUKHDOWKVWDQGDUGVHWF 2(&'S ,WGRHVQRWFRQFHUQLOOHJDODFWLYLWLHV
6. 7REDFFRFRQVWLWXWHGDPDMRUH[SRUWFRPPRGLW\LQEXWKDVVLQFHYHU\VLJQL¿FDQWO\
decreased and no longer represents a main export commodity.
7. According to the CIS Committee for Statistics.
 $WWULEXWHG E\ WKH 5XVVLDQV WR ³SRRU TXDOLW\´ RI 0ROGRYDQ ZLQH FRQWDLQLQJ ³KDUPIXO
substances”.
9. The Department of Statistics cautions against the usage of data regarding transport
employment in 2004 and 2005.
10. That year, the National Bank of Moldova undertook a successful set of measures to resolve
the bankruptcy of one of the commercial banks, thus preventing a further deterioration of
the situation.
11. ,VVXHGWRKHOSLQWKHUHFRYHU\SHULRGWRUHVWRUH¿VFDODQGIRUHLJQWUDGHEDODQFHVHQVXUH
¿QDQFLDOVWDELOLW\UHGXFHSRYHUW\DQGLQFUHDVHHFRQRPLFJURZWKDQGSURVSHULW\
12. .QRZLQJWKDWFRPPHUFLDOEDQNV¶LQWHUHVWUDWHVRQORDQVWRWKHUHDOVHFWRUDUHKLJKHUWKDQ
the central bank’s base rate.
World Bank WDI Database.
14. Both public and private sector.
15. World Bank WDI Database.
16. National Bureau of Statistics, Labour Force Survey.
17. MIEPO – Moldovan Investment and Export Promotion Organization.
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CHAPTER
FIVE
UKRAINE: COUNTRY REVIEW

SUMMARY
Ukraine grew rapidly from 2000, with a yearly average of 7.4% growth until 2007. The country has
strong potential from its position between Europe and Asia, large foreign direct investments (FDI), an
educated labour force, fertile land and rich natural resources. Despite this, major structural problems
and high resource and energy dependence led to a larger economic decline in 2009 than in many
other countries. Forecasts in 2007 prior to the crisis had already predicted lower growth in 2008 (6%).
*URZWKKDGEHHQEDVHGRQH[WHUQDOÀRZVEXWLQYHVWPHQWVZHUHQRWPDGHLQGHYHORSLQJFRPSHWLWLYHQHVV
in key sectors, rendering the pace of economic development unsustainable. The industrial sector
VXIIHUVIURPLQHI¿FLHQF\GXHWRLWVODFNRILQYHVWPHQWVDQGREVROHWHHTXLSPHQWDQGWKH0LOOHQQLXP
Development Goals (MDGs) have given unsatisfactory results with a high percentage of the population
OLYLQJXQGHUWKHSRYHUW\OLQH)LQDOO\VHUYLFHVVXIIHUHGIURPWKHFULVLVLQWKHEDQNLQJDQG¿QDQFLDO
sector. Several policies were supposed to be implemented to respond to the crisis but the lack of
political cohesion froze attempts at legislation. Moreover, Ukraine failed to comply with International
Monetary Fund (IMF) conditions on a USD 16.4 billion agreement in November 2008.
The crude death rate is very high in Ukraine, above the Eastern Europe and South Caucasus (EESC)
DYHUDJHZLWKZRUVHQLQJFRQGLWLRQVLQFKLOGDQGPDWHUQDOPRUWDOLW\DQGTXLFNO\VSUHDGLQJ+,9$,'6
8UEDQUXUDOLQHTXDOLWLHVDUHLQFUHDVLQJ0RVWRIWKH0'*VZLOOQRWEHUHDFKHGE\
7KHGRPLQDQFHRIDQDUURZJURXSRIODUJH¿UPVSUHYHQWVWKHGHYHORSPHQWRIVPDOODQGPHGLXPVL]HG
HQWHUSULVHV 60(V 'XHWRKLJKWD[HVDQGEXUHDXFUDF\PRVWVPDOO¿UPVSUHIHUWRRSHUDWHLQWKH
LQIRUPDOVHFWRU5HIRUPVKDYHWDNHQSODFH±LQFUHDVHGORDQVWRWKHSULYDWHVHFWRUDQGDVLJQL¿FDQW
decrease in the cost of business start-up procedures – but the Ease of Doing Business index still
stresses unfavourable business conditions in Ukraine.
This country review provides an overview of the Ukrainian economy and its key sectors and an
analysis of the government’s policies designed to respond to the global crisis. It also highlights policy
UHFRPPHQGDWLRQVWKDWQHHGWREHDGGUHVVHGLIVXVWDLQDEOHDQGHTXLWDEOHHFRQRPLFJURZWKLVWREH
achieved in the future:
ŀ

industrial and agribusiness sector modernisation;

ŀ

HFRQRPLFDQGH[SRUWGLYHUVL¿FDWLRQ

ŀ

production and exports shift toward higher value-added products (e.g.UH¿QHGVWHHO 

ŀ

reinforcement and development of the SME sector;

ŀ

HDVLHUDFFHVVWR¿QDQFH

ŀ

tax system reform;

ŀ

promotion of jobs in the formal sector;

ŀ

¿JKWDJDLQVWLQFUHDVLQJPRUWDOLW\UDWHV FKLOGDQGPDWHUQDOPRUWDOLW\DQG+,9$,'6 
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INTRODUCTION
Ukraine has established itself as a strategic country in the region and is highly integrated into
the world market. Despite a high level of economic growth in 2000-08, the country has not fully
succeeded in achieving the transition from its previously centrally planned economy to an open
market. Succeeding governments failed to modernise the key sectors of industry and agriculture.
6LJQL¿FDQWLQZDUGIRUHLJQGLUHFWLQYHVWPHQW )', ÀRZVQHW2I¿FLDO'HYHORSPHQW$VVLVWDQFH 2'$ 
disbursement, heavy state and private borrowings also contributed to this comfortable growth leading
to increasing income and declining poverty.
However, Ukraine’s average growth has been half that of the South Caucasus which averaged 11%
between 2000 and 2008 and was buoyed by oil exports from Azerbaijan. This position resulted from
poor social indicators and declining attendance at primary school, added to high consumption and
investments, increasing government indebtedness and a growing negative trade balance.
7KH LQWHUQDWLRQDO ¿QDQFLDO DQG HFRQRPLF FULVLV DFNQRZOHGJHG LQ $XJXVW  OHG WR D FROODSVH
in demand, a sharp decrease of investments and of industrial production, and higher debt. As a
FRQVHTXHQFHUHDOJURVVGRPHVWLFSURGXFW *'3 IHOOE\LQ)ROORZLQJWKHOLTXLGLW\FULVLV
UHDOKRXVHKROGLQFRPHGHFOLQHGE\,QSDUDOOHOWKHXQHPSOR\PHQWUDWHURVHWRRIWKH
WRWDOODERXUIRUFHDJHG\HDUVLQFRPSDUHGWRLQIROORZLQJWKH,QWHUQDWLRQDO
/DERXU2UJDQL]DWLRQ ,/2 GH¿QLWLRQ$FFRUGLQJWRWKH0LQLVWU\RI/DERXUPLOOLRQVHOIHPSOR\HGSHRSOH
ORVWWKHLUMREVEXWWKHVHHPSOR\PHQW¿JXUHVYHLOKLJKKLGGHQXQHPSOR\PHQW RUXQGHUHPSOR\PHQW 
DVHPSOR\HUVPDNHXVHRIVSHFL¿FDUUDQJHPHQWVVXFKDVSXWWLQJHPSOR\HHVRQDGPLQLVWUDWLYHOHDYH
UHGXFLQJWKHQXPEHURIKRXUVZRUNHGRUDFFXPXODWLQJZDJHDUUHDUVVRDVWRDYRLGKDYLQJWR¿UH
more people.
8NUDLQHPXVW¿QGQHZSDWKVIRUGHYHORSPHQWDQGVXVWDLQDEOHJURZWK,WPXVWDOVRGHDOZLWKXQUHVROYHG
LVVXHVRILQGXVWULDOPRGHUQLVDWLRQGRPHVWLFHI¿FLHQF\H[SRUWSURPRWLRQDQGPRGHUQLVDWLRQRIVRFLDO
assistance and pension systems.

RECENT ECONOMIC DEVELOPMENTS
8NUDLQH¶V DQQXDO JURZWK ZRXOG KDYH VORZHG WR  LQ 1 from 7.6% in 2007 had the crisis
QRWWDNHQSODFH6WURQJ*'3JURZWKLQZDVVXSSRUWHGE\H[SDQVLRQDU\¿VFDODQGLQFRPHV
policies and high steel prices which fuelled very strong domestic demand growth, and by very rapid
money and credit growth.
'XHWRWKHFULVLVWKHJURZWKUDWHRQO\UHDFKHGLQDQGIHOOWRLQ±DJDLQVW
a loss of 6.1% in 2009 for the EESC countries2 (10% if excluding Azerbaijan3). Armenia is the only
country of the group whose annual decline in 2009 ranked as low as Ukraine’s (-14.4%). According
to the IMF, growth rates in Ukraine are projected to resume at 3.7% in 2010 and 4.1% in 2011.
8NUDLQHLVWKHODUJHVWHFRQRP\LQWKHJURXSDFFRXQWLQJIRUDSSUR[LPDWHO\RIWKHJURXS¶V
WRWDO*'3LQSXUFKDVLQJSDULW\SRZHU 333 WHUPVRI86'ELOOLRQLQ<HW8NUDLQHORVW
of its weight in total GDP since 2007 due to Azerbaijan’s outstanding performance.
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Figure 5.1. Real GDP growth in Ukraine
(percentage change, estimates for 2009 and 2010)
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Note: Figures for 2009 and 2010 were forecast by the IMF in mid-2009.
Source: IMF (2008b, Table 2 and 2009, Table 1).

General overview
5HDO*'3IHOOE\\HDURQ\HDU \R\ LQWKHIRXUWKTXDUWHURIDQGE\DIXUWKHU\R\
LQWKH¿UVWTXDUWHURIUHÀHFWLQJDGURSLQH[SRUWYROXPHV4 followed by a sharp contraction of
GRPHVWLFGHPDQGDQGWKHLPSDFWRIWKH¿QDQFLDOFULVLV7KHVKDUSGHFOLQHRIH[SRUWJURZWKZDVGULYHQ
by a collapse in external demand for steel and by the sharp decrease of world steel prices in 2008.

Inflation
$JDLQVWWKLVEDFNJURXQGLQÀDWLRQKDVEHHQGHFOLQLQJIDVWUHÀHFWLQJDVORZGRZQLQSURGXFHUSULFHV
DQGODERXUFRVWVDQGDGHFUHDVHRIIRRGDQGRLOSULFHV7KHVWHHSGHFOLQHLQLQÀDWLRQLQ+
IROORZLQJWKHFULVLVZDVOHGE\DQHDUO\IDOOLQRLODQGVWHHOSULFHV7KH¿UVWGHFUHDVHGXQWLO
-DQXDU\ ZLWKDQLQFUHDVHRIXQWLO0DUFK ZKLOHWKHODWWHUSLFNHGXSLQ1RYHPEHU
2008 and doubled by March 2010.
$QRWKHUVLJQL¿FDQWFRQWULEXWRUWRWKLVVORZGRZQLQLQÀDWLRQKDVEHHQWKHVORZUDWHRIXWLOLW\SULFH
increases, and this is still a bone of contention with the IMF as the government refused to raise
JDVSULFHVVLJQL¿FDQWO\EHIRUHWKH8NUDLQLDQSUHVLGHQWLDOHOHFWLRQLQHDUO\DQGORFDODXWKRULW\
HOHFWLRQVLQWKHDXWXPQRI&RQVXPHUSULFHLQÀDWLRQ &3, DPRXQWHGWR\R\LQ'HFHPEHU
2009, down from 31.1% in May 2008 and 22.3% in January 2009 and increased by 3.1% in H1
2010. Moreover, in H1 2010, producer price index (PPI) increased by 14.1% and the CPI by 3.1%.
1HYHUWKHOHVV&3,LQÀDWLRQUHPDLQVVLJQL¿FDQWO\KLJKHULQ8NUDLQHWKDQLQWKHRWKHU((6&FRXQWULHV
ZLWKWKHORZHVWYDOXHLQWKH5HSXEOLFRI0ROGRYD  DQGWKHKLJKHVWLQ$UPHQLD  
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Figure 5.2.,QGLFDWRUVRILQÀDWLRQLQ8NUDLQH
(yoy percentage change)
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Source: State Statistics Committee of Ukraine.

The slowdown in gas price increases under the agreement reached between the Presidents of Russia
and Ukraine in April 2010,6 the reduction in prices of goods imported from the European Union (EU)
EHFDXVHRIWKHGHSUHFLDWLRQRIWKHHXURDQGWKHLPSURYHGKDUYHVWVKRXOGJUDGXDOO\HDVHLQÀDWLRQDU\
pressures.
According to the IMF, end-year CPI in Ukraine is projected at 9.4% in 2010 and 9% in 2011.7 The
government of Ukraine is less optimistic, expecting end- year CPI at 13.1% in 2010.8
The PPI, however, turned positive again following a 3.7% (yoy) fall in August 2009 and is accelerating
fairly fast, reaching 27.9% (yoy) in May 2010 (down to 18.7% yoy in December 2010), suggesting
WKDWLQÀDWLRQLVSURYLQJH[WUDRUGLQDULO\UHVLOLHQWDQGFRQWLQXHVWRSUHVHQWDPDMRUSUREOHPIRU8NUDLQH

Analysis by account
Household consumption
(FRQRPLFDQG¿QDQFLDOFRQGLWLRQVLQIDYRXUHGWKHEXUVWLQJRIWKHFRQVXPSWLRQEXEEOHSUHYLRXVO\
created in Ukraine due to a stable increase in household real income and easy access to bank loans.
+DYLQJVXIIHUHG¿QDQFLDOORVVHVDQGSHUKDSVORVVRIHPSOR\PHQWGHSULYHGRIVDYLQJVDQGUHPLWWDQFHV
QRORQJHUKDYLQJDFFHVVWRHDV\FUHGLWDQGZLWKVLJQL¿FDQWO\LQFUHDVHGGHEWREOLJDWLRQVIRUH[LVWLQJ
loans denominated in foreign currency due to a sharp depreciation of local currency, Ukrainian
households curbed their consumption.
,Q44WRWDOLQFRPHLQFUHDVHGE\\R\WR8$+PLOOLRQZLWKRQO\WZRVRXUFHV
of income not growing by 17% in this period, property income (+9%) and other current transfers
 7KHJURZWKZDVPDLQO\GXHWRDQLQFUHDVHRIWKHPLQLPXPZDJHDQGVRFLDOEHQH¿WVIRU
2010 by the former government, voted in October 2009, and to the recovery of the economy starting
+0LQLPXPZDJHSHUPRQWKLQFUHDVHGWR8$+LQ-DQXDU\DQGWR8$+LQ'HFHPEHU
2010 and subsistence wage to UAH 869 and to UAH 922 respectively, an annual increase of 6%.
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Table 5.1. Household revenues in Ukraine
Q1-Q3 2010
(UAH million)

2009
Income total

752 896

wages and salaries
profit income
property income
social benefits, other transfers
social benefits

% total
100.0



41.8

110 498

14.7







40.0



23.3

other current transfers

23 164

3.1

social transfers in kind

102 410

13.6

Disposable income



Average monthly income per capita (UAH)

1 818.6
Source: State Statistics Committee of Ukraine, SNA.

5HDO¿QDOKRXVHKROGFRQVXPSWLRQGURSSHGLQFRPSDUHGWRDQLQFUHDVHLQ
7KHODUJHVWGURSLQKRXVHKROGFRQVXPSWLRQZDVLQWUDQVSRUWIXUQLVKLQJDQGKRXVHKROGHTXLSPHQW
recreation and culture, and miscellaneous goods and services, while the share of the two largest
categories, notably food and beverages, and housing, water, electricity, gas and other fuels has
IXUWKHULQFUHDVHG WRDQGFRUUHVSRQGLQJO\ 

Table 5.2. Evolution of household consumption expenditures
2008
Category according to
classification of individual
consumption by purpose

2009

Current
UAH
million

% of
total

Real
growth,
yoy (%)

Current
UAH
million

% of
total

Real
growth,
yoy (%)

Total household consumption
expenditures



100.0

11.8



100.0

-14.2

Food and non-alcoholic beverages

224 076

38.9

3.2

236 901

40.1

-6.9

Alcoholic beverages, tobacco and
narcotics

32 062





38 038



-8.9

Clothing and footwear

31 138



29.7

34 213





Housing, water, electricity, gas and
other fuels



11.2

12.8

73 611



-10.1

)XUQLVKLQJVKRXVHKROGHTXLSPHQW
and routine household maintenance

23 481

4.1

24.1



4.2



Health

22 480

3.9

13.1

28 492

4.8

-6.4

Transport

86 808



21.1

62 698

10.6

-41.0

Communication

18 312

3.2

11.1

18 212

3.1

-10.3

Recreation and culture



4.9

20.8

22 670

3.8

-28.6

8 847



2.6

10 318

1.8

-1.7

Restaurants and hotels

14 728



-0.1

16 667

2.8



Miscellaneous goods and services

21 442

3.7

18.2

23 778

4.0

-16.6

Education

Source: State Statistics Committee of Ukraine, SNA.

Basic needs still hold the largest share of total household expenditures in Ukraine. Food and non
alcoholic beverages accounted for 40% of these expenditures, followed by housing, water, electricity,
JDVDQGRLO  DQGWUDQVSRUW  
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Government expenditures
During 2000-08, consumption was backed by the government’s heavy borrowing,9 both from national
and international sources, while short-term debt widened. Total budget expenditures accounted for
RI*'3LQDFFRUGLQJWRWKH:RUOG%DQN

Table 5.3. Budget 2008-09
(UAH million)
Actual performance

2008

Revenues
Tax revenues, including:

2009

231 686.3

209 700.3

167 883.4



Corporate income tax (CIT)





Value-added tax (VAT)

92 082.6



Excise for domestic goods







3 690.0

Imports duty

11 932.8

6 328.8

Non-tax revenues







1 060.1





Excise duty for imported goods

Revenues from capital operations
International grants and loans
Trust funds

1 022.7

633.6

Official transfers

7 702.0

7 769.0

241 454.5

242 437.2



232 000.0

State employees’ salaries



34 319.7

Payroll taxes



10 863.7



2 499.4

16 628.8

1 828.6

Expenditures
Current expenditures

Medicaments and clothing
Food
Utilities and energy

2 632.7

3 104.0

Current transfers to households





Capital expenditures



10 436.9

$FTXLVLWLRQRIIL[HGDVVHWV



3 716.7

Debt service

3 774.7

9 038.7

Internal





External



4 378.9

Official transfers



62 180.1

Lending

2 732.5

2 780.3

12 500.7

35 517.2

Borrowing



120 961.7

Internal

11 648.6

62 782.1

External

6 027.0



Financing (-deficit/+surplus)

Repayment

6 028.2

31 304.7

Internal



17 924.9

External

2 368.4

13 379.8

Source: Ministry of Finance; Annual Report of the State Treasury of Ukraine.
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According to the National Bank of Ukraine (NBU), the central government’s external debt increased
E\86'ELOOLRQLQWRUHDFK86'ELOOLRQDPRXQWLQJWRRIWRWDOH[WHUQDOGHEWDQG
RI*'37KHLQFUHDVHLQH[WHUQDOGHEWLVDWWULEXWHGWRWKH,0) VSHFLDOGUDZLQJULJKWV 6'5 
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3.1 billion as second and third tranches of the Stand-by-Agreement and SDR 1.2 billion as Ukraine’s
TXRWD DQGWRORDQVE\LQWHUQDWLRQDORUJDQLVDWLRQV 86'ELOOLRQIURPWKH:RUOG%DQNWKH(XURSHDQ
Bank for Reconstruction and Development [EBRD] and the European Investment Bank [EIB]).
6WDWH UHYHQXHV GHFOLQHG E\  EHWZHHQ  DQG  ZKLOH H[SHQGLWXUHV URXJKO\ UHPDLQHG
XQFKDQJHG 5HYHQXHV IURP FDSLWDO RSHUDWLRQV GHFUHDVHG E\  WUXVW IXQGV E\  DQG WD[
E\  ,Q  WKH HFRQRP\ ZDV PDLQO\ ¿QDQFHG E\ LQWHUQDWLRQDO JUDQWV DQG ORDQV ZKLFK
TXLQWXSOHGWKDW\HDUZLWKWKH,0)6WDQG%\$JUHHPHQWZRUWK86'PLOOLRQ$VDFRQVHTXHQFH
GHEWVHUYLFHWULSOHGWR86'ELOOLRQ7RWDOGHEWTXDGUXSOHGLQVL[\HDUVIURP86'ELOOLRQLQ
WR86'ELOOLRQLQ
Increased amounts of both domestic and external debt have been mainly used to support the budget
GH¿FLW LQFOXGLQJ¿QDQFLQJRIWKHVWUXFWXUDOJDSRI1DIWRJD]JHQHUDWHGE\SHUVLVWHQWXQGHUSULFLQJ
in the domestic gas market) and have thus played an essential role in cushioning the economic
downturn and absorbing part of the bank restructuring costs.

Investment
Ukraine has been attractive for investments given its skilled and relatively cheap labour force, its
proximity to the EU market and the size of its domestic market. Before the crisis, growing productivity
and some modernisation of industry driven by privatisation and the restructuring of enterprises and
DERRPLQJFRQVWUXFWLRQVHFWRUVXSSRUWHGVWURQJLQYHVWPHQWGHPDQG$VDFRQVHTXHQFHQHWQHZ
investments, measured by Gross Fixed Capital Formation (GFCF), increased from a growth rate of
RI*'3LQWRRI*'3LQPRVWO\LQEXLOGLQJVDQGHTXLSPHQW
)',LQFUHDVHGWR86'ELOOLRQE\WKHEHJLQQLQJRIRU86'SHUFDSLWD LQFUHDVH
yoy). However, it remains much lower than in many other transition economies in the region and is
still far from its pre-crisis level.
7KHODUJHVWUHFLSLHQWRI)',LVWKH¿QDQFLDOVHFWRUDFFRXQWLQJIRURIWKHWRWDORI)',LV
concentrated in real estate, renting, engineering and business activities, 11.9% in metallurgy, 7.4%
in wholesale trade, and 4.7% in construction. Thus, most knowledge-intensive and high value-added
industrial sectors remain outside the line of vision of foreign investors. As yet, Ukraine remains a
source of raw materials, an assembler of industrial components and a large and promising market
for foreign-based goods and services.

Figure 5.3. Investments in Ukraine
UAH billion

USD billion
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Notes: 1. Capital Investment for 2010, from January to September; 2. FDI 2010, as of 1 January 2011.
Source: State Statistics Committee of Ukraine, SNA.
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However, the sharp reduction in domestic consumption and exports highly restricted access to capital
with skyrocketing costs. The rising price of imported natural gas and other energy materials, major
problems with reimbursement of value-added tax (VAT) to exporters and ever-increasing social
commitments hit severely the investment plans of Ukrainian enterprises. As a result, the rate of
growth of GFCF decreased sharply following the crisis by 46.2% in real terms in 2009 (to 18% of GDP).
To increase competitiveness of goods produced in Ukraine, ensure sustainable growth and reduce
GHSHQGHQF\ RI GRPHVWLF SURGXFHUV RQ LPSRUWHG HQHUJ\ PDWHULDOV HQWHUSULVHV PXVW VLJQL¿FDQWO\
increase their investments in new technologies, particularly in energy-saving technologies.

Trade
7KHJURZLQJFXUUHQWDFFRXQWGH¿FLWLVRQHRIWKHFDXVHVRISRRUHU*'3JURZWKLQ8NUDLQHFRPSDUHG
to that of the South Caucasus countries between 2000 and 2008 (e.g. 11% growth in Armenia in
 7KHWUDGHEDODQFHVKDUSO\GHWHULRUDWHGOHDGLQJWKHFXUUHQWDFFRXQWGH¿FLWWRUHDFKLQ
)URPWRH[SRUWVTXDGUXSOHGIURP86'ELOOLRQWR86'ELOOLRQDQGLPSRUWV
JUHZVL[IROGIURP86'ELOOLRQWR86'ELOOLRQERWKGULYHQE\KLJKLQWHUQDWLRQDOGHPDQG
(low price of raw materials and food products) and external capital.
+DOIRIDOOLPSRUWVFRQFHUQPLQHUDOIXHOVDQGPDFKLQHU\WUDQVSRUWVDQG¿QDQFLDOVHUYLFHVZKLOHPDMRU
exports include ferrous metals and metal articles – iron and steel constitute 38% of total goods
exports. Ukraine is a main transportation exporter (64% of total services exports) – mainly pipelines
(20% of total services exports). The country transports 80% of Russia’s gas to Europe.
Fuel imports account for one-third of total goods imports (including gas from Russia). Ukraine is the
third exporter of grains in the world.

Informal economy10
Due to the high burden of taxation (both direct and indirect) and state regulation, coupled with
JHQHUDOO\ORZ¿VFDOOHJLWLPDF\DQGKLJKFRUUXSWLRQ11, the informal economy has been an integral part
of the Ukrainian economy since the early 1990s. According to Schneider (2009), Ukraine ranks third
RXWRIWUDQVLWLRQHFRQRPLHVLQWHUPVRIWKHVKDUHRILQIRUPDOHFRQRP\LQ*'3ZKLFKLQFUHDVHG
IURPLQWRLQ

Table 5.4. Comparative table of informal economies in the EESC countries
Informal Economy
(% GDP)

Armenia

Azerbaijan

Georgia

Republic of
Moldova

Ukraine

2002-03

49.1

61.3

68.0

49.4



2006-07





68.2





Source: Schneider, 2009.

National sources (estimates of the Ministry of Economy of Ukraine in 2008, based on an integrated
approach), point to a smaller, though growing, informal economy, with 31.1% of GDP in 2008.
$FFRUGLQJWRSUHOLPLQDU\HVWLPDWHVIRUWKH¿UVWKDOIRIWKHLQIRUPDOHFRQRP\IXUWKHULQFUHDVHG
WR'DWDLVVXHVOHDGYDULRXVH[SHUWVWRXVHRWKHUHVWLPDWHVUDQJLQJIURPWR 1DWLRQDO
$FDGHP\RI6FLHQFHVRI8NUDLQHSS 
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As the economic crisis is analogous to the transition period of the early 1990s, where employment in
the informal sector has been one of the major coping mechanisms to counter rising unemployment
and income loss, it is reasonable to expect similar growth of the informal sector as a safety net. The
sector still plays an important role for many households, mostly for people at the extremities of the
DJHS\UDPLG DQG WKHUXUDOSRSXODWLRQDQGXQVNLOOHGZRUNHUV 2(&' $FFRUGLQJ
to the Labour Force Survey data by the State Statistical Committee of Ukraine, the informal sector
HPSOR\HGDURXQGPLOOLRQSHRSOHDJHGIURPWR\HDUVLQ RIWKHWRWDOHPSOR\HG
in Ukraine). However, this is the lowest estimate of informal employment as it does not take into
account double dipping12 and so-called envelope wages paid to workers in the formal sector.13 There
DUHEHQH¿WVOLQNHGWRVXFKLQIRUPDOLW\VXFKDVFKHDSHUJRRGVDQGVHUYLFHVPRUHMRERSSRUWXQLWLHV
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and sometimes better rewards which are unobtainable in the formal sector partly as a result of poor
SROLF\FKRLFHVDQGWKHVORZJURZWKRIWKHSULYDWHVHFWRU'XHWR¿QDQFLQJSUREOHPVDQGFRPSOLFDWHG
tax and accountancy systems, small companies have strong incentives to enter the informal sector
to avoid heavy legislation and bureaucracy.

Policy implications
Given the size of the informal economy in Ukraine, the government should put into place sound
policies to reform the tax system, decrease the burden of regulations and minimise corruption in order
WRUHGXFHWKHPDUJLQEHWZHHQIRUPDODQGLQIRUPDOHFRQRPLHVLPSURYHWKHHI¿FLHQF\RIWKHSULYDWH
sector and attract investments to recover previous growth rates. Also, there is an urgent need to
reform the pension and social security systems, make the system of government expenditures more
WUDQVSDUHQWDQGIDLUDQGLQFUHDVHWKHTXDOLW\RISXEOLFJRRGVLQRUGHUWRLQFUHDVHWKHJRYHUQPHQW¶V
¿VFDOOHJLWLPDF\DQGLQGXFHFLWL]HQVWRSD\WD[HV

Analysis by economic sector
Restructuring of the Ukrainian economy, steadily rising household real incomes and living standards,
and growing needs of manufacturing industries for modern infrastructure and services since 2001
have brought about catch-up growth in the services sector with the largest contribution coming from
WUDGHWUDQVSRUWDQGFRPPXQLFDWLRQ¿QDQFLDOLQWHUPHGLDWLRQUHDOHVWDWHUHQWLQJHQJLQHHULQJDQG
business activities. The share of services (including public sector services) in GDP has therefore been
LQFUHDVLQJ IURPLQWRLQ ZKLOHDJULFXOWXUH¶VVKDUHKDVEHHQIDOOLQJIURP
about 16.1% in 2001 to 7.2% in 2007. The share of industry (the main export-oriented sector) was
stable overall between 2001 and 2008 at approximately 30% of GDP.
All sectors of the Ukrainian economy have been affected by the ongoing crisis and its spillover effects,
with particularly sharp contraction of output in export-oriented and credit-dependent industries and
VHFWRUVQDPHO\FRQVWUXFWLRQ \R\ PDQXIDFWXULQJ  ¿QDQFLDOLQWHUPHGLDWLRQ  
DQGUHWDLOWUDGHDQGUHSDLU  ±WKHVHFWRUVWKDWXVHGWREHWKHHQJLQHVRIJURZWKLQSUHYLRXV
\HDUV$JULFXOWXUHZDVWKHRQO\VHFWRUWRH[SHULHQFHJURZWKLQWZRTXDUWHUVRIDQGWKHORZHVW
decline of 0.3% on a year-to-year basis.

Table 5.5. Changes in real gross value-added by economic sector
(yoy percentage change)
2009
GDP



Agriculture, hunting, forestry

Q1-Q3 2010
4.7

-0.3

2.1

0LQLQJDQGTXDUU\LQJ



3.6

Manufacturing

-26.6

13.3

Electricity, gas and water supply

-11.7

9.7

Construction



-11.2

:KROHVDOHDQGUHWDLOWUDGHUHSDLURIPRWRUYHKLFOHV
motorcycles and personal and household goods





Transport and communication

-9.1

4.1

Education

-1.2

3.0

Health and social work
Financial activities



4.1

-16.2

-0.1

Real estate, renting and business activities

-6.1

1.2

Public administration and defence

-2.0

2.9

Source: State Statistics Committee of Ukraine, SNA.
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&RQVWUXFWLRQLVWKHRQO\VHFWRUWKDWFRQWLQXHGWRGHFUHDVHLQWKH¿UVWWKUHHTXDUWHUVRIE\
yoy. Manufacturing and electricity, gas and water consumption led recovery, increasing by 13% and
10% respectively yoy in Q1-Q3 2010. Although there was a resumption of GDP growth in 2010, these
sectors will most likely need several years to reach their pre-crisis levels of output.

Agriculture
General overview
Ukraine is the third exporter of grains in the world. Agricultural and food items constitute the second
largest group of Ukraine’s merchandise exports. Important reforms since 2001 in the sector have
IDYRXUHGWKHUHFRYHU\RIDJULFXOWXUHDQGGLYHUVL¿HGWUDGH'XULQJWKHJURVVRXWSXWRIWKH
sector increased by 10%, and by 12.6% in 2006-09 (National Academy of Sciences of Ukraine, 2010,
p. 136). Prior to June 2010, estimates of the Ministry of Agricultural Policy forecast gross output to
increase yoy by 2.8% in 2010 (to UAH 107 billion). The 2010 summer heatwave led to an expected
39 million tonne decrease in cereal harvest - against total output of 46 million tonnes in 2009. As a
FRQVHTXHQFHWKHJRYHUQPHQWLQWURGXFHGH[SRUWVTXRWDVRQFHUHDOVIRU4OLPLWLQJH[SRUWVWR
PLOOLRQWRQQHVRIPDL]HWRQQHVRIZKHDWDQGWRQQHVRIEDUOH\ $)3 
Despite fairly good performance of the sector since 2006, due to rather favourable weather conditions
and high external demand, the agricultural sector has failed to invest in improved management
schemes or implement policies that form the basis for sustainable growth. There is also an active
policy of support to export-oriented agriculture, which depends essentially on the monoculture of
grains, crowding out the labour-intensive crop and livestock production that forms two-thirds of
WKHIRRGEDVNHWRIDQDYHUDJH8NUDLQLDQ7KHSROLF\WKXVLJQRUHVWKHGRPHVWLFQHHGIRUGLYHUVL¿HG
products from local producers and for the agro-food business.
The growth of agricultural production observed in recent years has failed to lower prices on domestically
produced agricultural goods (prices increased by 12% between 2008 and 2009)14 and has also failed,
therefore, to improve the living standards of rural and urban populations. Continuous shrinking of wage
employment in rural areas since the 1990s has contributed to a high incidence of rural employment
LQWKHLQIRUPDOVHFWRU URXJKO\DFFRUGLQJWRWKH/DERXU)RUFH6XUYH\ /)6 GDWDPDLQO\LQ
VXEVLVWHQFHDJULFXOWXUH DQGODUJHRXWÀRZVRIUXUDOZRUNHUVWRXUEDQWHUULWRULHVRUDEURDG$FFRUGLQJ
WRWKH0LQLVWU\RI/DERXUDJULFXOWXUHDFFRXQWVIRURIWKHLQIRUPDOVHFWRUDQGDVPXFKDV
of gross agricultural production is informal. All these negative developments are most likely to cause
further depreciation of human capital, preservation of low standards of living and deterioration of
human development in rural areas.
The government elected in January 2010 has declared its willingness to reform the agricultural sector,
despite apprehension that it counts for half the country’s employment. The process of capitalisation
and land consolidation is underway, with an increase in the number of very large corporate entities.
This process is mainly taking place through the development of vertically integrated “agro-holdings”,
primarily in the export-oriented grain and oilseeds sectors. The government wants to establish a
V\VWHPRIFRRSHUDWLYHVZKHUHIDUPHUVZRXOGZRUNIRUDODUJHFRPSDQ\WKXVPD[LPLVLQJSUR¿WVDQG
reducing the costs of managing small plots. It still emphasises the importance of the export sector,
to the detriment of domestic markets.

Crop production
:LQWHUZKHDWVSULQJEDUOH\DQGFRUQDUHWKHFRXQWU\¶VPDLQJUDLQFURSV6XQÀRZHUVDQGVXJDUEHHWV
are the main industrial crops. The sown area dropped by about 18% between 1991 and 2009, from
32.9 million to 26.9 million hectares, reducing the area for almost every category of crop except for
JUDLQDQGFRUQFURSV RIZKLFKWKHVRZQDUHDLQFUHDVHGHYHQLQWKHFULVLVLQ DQGVXQÀRZHUV
The forage-crop area plunged by nearly 77%, in parallel with a steep slide in livestock inventories
DQGIHHGGHPDQG:LWKGHFUHDVHGVRZQDUHDVDQGLQFUHDVHGYROXPHVRISURGXFWLRQHI¿FLHQF\KDV
risen in Ukraine, mainly since 2000.
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The production of grain and oilseed crops is dominated by large agricultural enterprises that were
established alongside the restructuring of Ukraine’s agricultural sector, which began by presidential
decree in April 2000. A gradual transition of Ukraine’s agricultural sector to a more market-oriented
HQYLURQPHQWKDVLQWURGXFHGWKHHOHPHQWRIKDUGHQLQJEXGJHWFRQVWUDLQWVDQG¿VFDOUHVSRQVLELOLW\WKDW
LQGXFHGPRVWIDUPPDQDJHUVWRPDNHWKHLUHQWHUSULVHVDVHI¿FLHQWDVSRVVLEOH7KHXVHRILPSURYHG
varieties and the increased application of fertiliser and plant-protection chemicals, a modernised
ÀHHWRIDJULFXOWXUDOPDFKLQHU\DQGHQKDQFHGPDQDJHPHQWSUDFWLFHVKDYHUHVXOWHGLQLQFUHDVHGFURS
yields per hectare of sown area.

Table 5.6. Sown area by categories of crop
(thousand hectares - 1991-2009)
Grain and
corn crops

Total

Sugar
beets

Sunflowers

Potatoes

Vegetables

Forage
crops

1991

32 909

14 671



1 601



477











2 020





10 898

2000



13 646



2 943

1 629



7 063



27 122





3 743





3 738

2008





380

4 306

1 413





2009

26 918



322

4 232

1 409





Source: State Statistics Committee of Ukraine.

Table 5.7. Crop yield per hectare of sown area
(metric centners - 1991-2009)
Grain and
corn crops
1991

Sugar beets

Sunflower
seeds



234

14.6



24.3



2000

19.4

177

Potatoes

Vegetables

Fruits and
berries



128

23.0

14.2

96

120

29.8

12.2

122

112

38.4



26.0

248

12.8

128



63.7

2008

34.6





139

174

64.4

2009

29.8





139

183

70.0

Source: State Statistics Committee of Ukraine.

+RZHYHUDFKURQLFODFNRIPRGHUQKDUYHVWLQJHTXLSPHQWDQGDVKRUWDJHRIRQIDUPVWRUDJHFDSDFLW\
GXH WR WKH GLI¿FXOW\ IRU PDQ\ IDUPV WR REWDLQ ODUJH DQG ORQJWHUP ORDQV IRU FDSLWDO LQYHVWPHQWV
UHPDLQWKHPDMRUREVWDFOHVWRLQFUHDVLQJFURSRXWSXWDQGTXDOLW\LQ8NUDLQH

Livestock farming
There was a catastrophic drop in livestock production during the 1990s as the removal of state
subsidies, following the collapse of the Soviet Union in 1991, increased feed and production costs
DQGUHGXFHGSUR¿WDELOLW\IRUOLYHVWRFNHQWHUSULVHV)RUPHUVWDWHDQGFROOHFWLYHIDUPVZHUHXQDEOHWR
PDLQWDLQOLYHVWRFNRSHUDWLRQVDQGWRHQVXUHVXI¿FLHQWIHHGVXSSOLHVGXHWRLQHI¿FLHQWPDQDJHPHQW
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Table 5.8. Total number of livestock by 1 January
(thousand heads)
Cattle

Pigs

Sheep and
goats

8 378.2

19 426.9

8 418.7

246.1

19 624.3

7 818.3





164.9





10 072.9

1 884.7

126.1



6 902.9

3 926.0

6 466.1





2008





7 019.9

1 678.6

169.3

2009







1 726.9

177.6

2010

4 826.7







191.4

Total

Cows

1991

24 623.4


2000

Poultry
(million)

Source: State Statistics Committee of Ukraine.

The involvement of large investor groups (“agro-holdings”) in agricultural production has also had
DQLPSDFWRQOLYHVWRFNQXPEHUV'XHWRORZSUR¿WDELOLW\RIOLYHVWRFNLQ8NUDLQH large agricultural
producers have been shifting away from cattle toward crop production and poultry farming – the
PRVW SUR¿WDEOH OLYHVWRFN VHFWRU16 $V D FRQVHTXHQFH WRWDO FDWWOH LQYHQWRULHV DQG PLON SURGXFWLRQ
continue to decrease.

Table 5.9. Main products of livestock farming
Meat
(thousand tonnes)

Milk
(thousand tonnes)

Eggs
(million pieces)

Wool
(tonnes)

1991

4 029.1

22 408.6



26 646



2 293.7

17 274.3



13 926

2000

1 662.8



8 808.6

3 400





13 714.4





2008



11 761.3





2009

1 917.4

11 609.6



4 111

Source: State Statistics Committee of Ukraine.

Domestic demand of both producers of food products and consumers for pork, beef and milk products
LVPDLQO\VDWLV¿HGE\SULYDWHSURGXFHUVDQGKRXVHKROGIDUPV ZKRVHSURGXFWVDUHFKDUDFWHULVHGE\
ORZTXDOLW\ RULQFUHDVLQJO\E\LPSRUWHGSURGXFWVRI863ROLVKDQG/DWLQ$PHULFDQRULJLQ+RZHYHU
WKHUHLVJUHDWSRWHQWLDOLQPHDWH[SRUWVWR:HVWHUQ(XURSHWKDQNVWRORZODERXUFRVWVDQGDYDVW
sown area that provides low-cost animal feed, thus reducing production costs.

Biofuels sector
Ukraine has a solid economic basis for the production and distribution of biofuels: spare land for
JURZLQJJUDLQDQGRLOSODQWVVFLHQWL¿FDQGKXPDQUHVRXUFHSRWHQWLDOLQFUHDVLQJLQWHUQDOGHPDQG
IRUOLTXLGELRIXHOV WDNLQJLQWRDFFRXQWWKDW8NUDLQHVXSSOLHVRQO\RILWVRZQHQHUJ\QHHGV 
and enormous export opportunities.17 Biofuel production can be one of the answers to increasing
energy prices. Consumption of biofuel and biodiesel was forecast18 before the crisis to double between
2008 and 2010 from 49 million to 92 million and from 84 million to 174 million tonnes, respectively.
However, this potential is used by only 0.83% of the population. Local agribusiness is currently
oriented towards supplying raw materials to countries with functioning biofuel capacities, notably
to the European Union.
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Figure 5.4. Comparison of inputs used for 1 tonne of bio-fuel production
(hectares)
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Ukraine

1

Poland
0.5

0
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Potatoes

Grains
Source: Centre for Social and Economic Research – CASE 2009.

Ukraine has to take serious steps toward the development of renewable energy sources, improvement
of the investment climate and formation of a biofuels market. Although the government of Ukraine
approved a programme of biodiesel production in 2006, setting a goal of building at least 20 plants
E\ZLWKDQRXWSXWRIEHWZHHQDQGWRQQHVSHU\HDUDQGDQDJJUHJDWHDQQXDO
capacity of at least 623 000 tonnes of biodiesel, no budget spending to support these activities had
been made, as of November 2010 (OECD, 2009).

Major reforms
The land reform, started in Ukraine in 2000, has not been completed because a ban on the sale of
DJULFXOWXUDOODQGVRULJLQDOO\LPSRVHGXQWLO-DQXDU\ZDVH[WHQGHGIRUDQLQGH¿QLWHSHULRGLQ
late 2007. However, these changes are not perceived as urgent by agribusiness, the rural population
or the general public, partly due to the existence of a well developed rental market for agricultural
land (OECD, 2009).
The major reforms related to agriculture have been made in trade policies before and after Ukraine
EHFDPHDPHPEHURIWKH:RUOG7UDGH2UJDQL]DWLRQ :72 RQ0D\%HWZHHQDQG
8NUDLQHDGRSWHGODZVWREULQJWKHOHJLVODWLRQLQFRQIRUPLW\ZLWK:72UHTXLUHPHQWV$VSDUWRI
:72PHPEHUVKLSUHTXLUHPHQWV8NUDLQHDJUHHGWRLPSOHPHQWVFKHGXOHGLPSRUWWDULIIUHGXFWLRQV
HOLPLQDWH VSHFL¿F WDULIIV DQG PDLQWDLQ RQO\ ad valorem rates, apply no other duties and charges
beyond ordinary custom duties, decrease existing export duties and eliminate obligatory minimum
export prices.
However, agriculture is still heavily subsidised by the state. Many reforms have been implemented
as the agricultural sector is set as a priority target to develop exports in agribusiness. Two major
SROLFLHVZHUHLPSOHPHQWHGLQDQGWKH/DZRQ6WDWH6XSSRUWWR$JULFXOWXUH  DQG
the abolition of free economic zones. These two policies, thanks to price and income support, credit
concessions and input subsidies and tax concessions, primarily aim at achieving food security, increased
HI¿FLHQF\ DQG LQWHUQDWLRQDO FRPSHWLWLYHQHVV RI WKH DJULFXOWXUDO VHFWRU LQWHJUDWHG GHYHORSPHQW RI
rural areas and improvement of social conditions for the rural population.

Policy implications
7KH JRYHUQPHQW PXVW WDFNOH HI¿FLHQF\ LVVXHV LQ WKH DJULFXOWXUDO VHFWRU WR HQVXUH IRRG VHFXULW\
0RGHUQLVDWLRQVKRXOGEHWDUJHWHGE\VXEVLGLVLQJPDFKLQHU\DQGHTXLSPHQWUDWKHUWKDQRXWSXWLQ
order to raise international competitiveness. Training should also be developed for the rural population
in order to develop rural employment alongside agriculture. Land privatisation, which was frozen
until further notice in 2007, should also reappear on the agenda. The system of government support
must be reoriented from support of export-oriented large producers to support of farmers serving
local markets in Ukraine, including those engaged in livestock farming and vegetable growing.
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Industry
Raw steel production and manufactured goods make up 70% of Ukraine’s merchandise exports.
+RZHYHUWKHVHFWRUKDVQRWEHQH¿WHGIURPWHFKQRORJLFDODQGVNLOOVHQKDQFHPHQWWRLQFUHDVHSURGXFWLRQ
and competitiveness or to improve working conditions. Industry still suffers from underexploited
SRWHQWLDOZLWKDJHLQJHTXLSPHQWRXWGDWHGWHFKQRORJ\DQGEDGZRUNLQJFRQGLWLRQVDQGZDJHV,WDOVR
scores the highest share of informal activity in an economic sector. The fall in 2009 was accentuated
by the delayed crisis impact (only 0.7% absolute drop in production in 2008), caused by the collapse
of international and domestic demand.
8NUDLQHKDVIDLOHGWRDWWUDFWJUHHQ¿HOGLQYHVWPHQWVWRPHHWWKHQHHGVRIH[SRUWRULHQWHGEXVLQHVVHV

Energy production
8NUDLQHLVDYHU\HQHUJ\GHSHQGHQWFRXQWU\DQGKDVWRLPSRUWRYHURILWVWRWDOQHHGV7KHHQHUJ\
sector includes nuclear and coal industries, gas and oil sectors, as well as facilities for energy transit
and energy generating enterprises – thermal power plants (TPP) and nuclear power plants (NPP).

Table 5.10. Energy sector key issues
Gas production

Gas transit

-80% of Russian gas exports to the EU
-Current production covers one-third of total needs
-20% of the EU’s gas consumption
-80% of reserves are under falling extraction
-Ageing infrastructure and capacity needs
-4% of total resources extracted so far
(85ELOOLRQWRPRGHUQLVHLQIUDVWUXFWXUH
3RWHQWLDORIUHVRXUFHVWRUHDFKELOOLRQP
-Total gain could reach 30% of efficiency
Oil refinery
-2 Ukrainian companies for 20% share of market
-18% of refining capacity utilised
,QVXIILFLHQWSHWUROGLHVHOSURGXFWLRQ
-Governance mismatch towards fuel production

Coal, mining and steel
&RDOORVVHVWRWDOSURGXFWLRQ
-96% mines more than 20 years old
-Two-thirds of mines unprofitable
2EVROHWHHTXLSPHQW
-Corruption
-High fatality rate (2nd after China)
Source: Tabled by the authors.

8NUDLQHLVRQHRIWKHODUJHVWJDVWUDQVLWFRXQWULHVLQWKHZRUOGZLWKRYHUNPRIJDVSLSHOLQHV
 FRPSUHVVLRQ SODQWV ZLWK D WRWDO FDSDFLW\ RI  *:W    JDV GLVWULEXWLRQ VWDWLRQV DQG
13 underground gas reservoirs for an overall volume of over 30 billion m3. The annual capacity of
the gas transport system is 290 billion m3 at the entry point, almost 170 billion m3 of which goes to
WKHFRXQWULHVRI:HVWHUQ&HQWUDODQG(DVWHUQ(XURSH
Electricity became a priority for development because its trade balance is positive. Unsatisfactory
WHFKQRORJLFDOOHYHOVIRUSRZHUJHQHUDWLRQOHDGWRVLJQL¿FDQWORVVHV$FFRUGLQJWRWKH6WDWH6WDWLVWLFDO
&RPPLWWHHRI8NUDLQHELOOLRQN:KZHUHORVWLQDQGELOOLRQN:KLQZKLFKDFFRXQWV
for roughly 12% of the total annual electric energy output of the country. The sector needs new
investments to rationalise energy use domestically and to develop export potential. All the energy
VHFWRUVVXIIHUIURPORZH[WUDFWLRQOHYHOVDQGRXWPRGHGRUODFNLQJHTXLSPHQW(GXFDWHGHQJLQHHUV
LQWKHODERXUIRUFHDUHQHFHVVDU\WRLQFUHDVHHI¿FLHQF\7HFKQRORJ\DQGPDFKLQHU\PXVWXUJHQWO\
be modernised and the workforce trained to exploit new reserves. Modernising and repairing the
pipeline infrastructure is another issue to ensure the security of gas transit to Europe and maximise
JDV VWRUDJH SRWHQWLDO :LWK HI¿FLHQW DQG PRGHUQLVHG HTXLSPHQW RLO UH¿QHU\ SURGXFWLRQ FRXOG EH
LQFUHDVHGE\DIDFWRURI¿YHWRLWVHVWLPDWHGPD[LPXPFDSDFLW\,WZRXOGEHDVLJQL¿FDQWVRXUFHRI
revenue for both the government and the private sector.
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Figure 5.5. Volumes of produced electric energy and consumed electric energy
(by extraction, processing and construction industries in Ukraine)
billion kWh
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Source: State Statistics Committee of Ukraine.

The programme drafted by the government for the modernisation and technical upgrading of electrical
enterprises includes:
ŀ

LPSURYLQJ WKH HI¿FLHQF\ RI 133 H[SORLWDWLRQV PRGHUQLVLQJ DQG UHFRQVWUXFWLQJ QXFOHDU EORFNV
and increasing safety;

ŀ

upgrading and modernising TPP through the introduction of new technologies for coal
consumption;

ŀ

GLVPDQWOLQJSK\VLFDOO\H[KDXVWHGDQGREVROHWHHTXLSPHQW

ŀ

FRQVWUXFWLQJQHZSRZHUWUDQVPLVVLRQOLQHVUHEXLOGLQJDQGUHSODFLQJHTXLSPHQWLQSRZHUSODQWV

ŀ

GHYHORSLQJ¿EUHRSWLFWHOHFRPPXQLFDWLRQV

Rebuilding TPP, hydro-electric power stations and hydro-electric pumped storage power plants will
FRVWDERXW86'ELOOLRQ8NUDLQHLVFRRSHUDWLQJLQWKLV¿HOGZLWKWKH:RUOG%DQNDQGWKH(%5'DQG
with companies from Germany, Sweden, Denmark, France, the United States, Canada and Russia.
Ukrainian aggregate consumption of primary energy following independence was structured as
follows: 41% of natural gas, 19% of oil, 19% of coal, 17% of uranium and 4% of hydro and other
renewable sources. The world stock of organic fuel is composed of coal (67%), oil (18%) and gas
 LQ8NUDLQHWKHVH¿JXUHVDUHUHVSHFWLYHO\DQG7KXVFRDOLVOLNHO\WR
remain the main pillar of the fuel and energy strategy of the country.
Support for the coal industry was voted into law by a decree of the parliament of Ukraine, the
9HUNKRYQD5DGDRQ0DUFKRQWKHEDVLVRIWKHUHSRUWE\WKH0LQLVWU\RI)XHODQG(QHUJ\
of Ukraine on the reorganisation of the energy sector. The decree stipulated in the chapter “Coal
industry” of the Energy Strategy of Ukraine until 2030 that GDP will grow three-fold and consumption
RISULPDU\HQHUJ\FDUULHUVE\ZLWKLQZKLFKHOHFWULFHQHUJ\FRQVXPSWLRQZLOOLQFUHDVHE\
IRUDFRQVXPSWLRQRIRYHUELOOLRQN:K([SRUWFDSDFLWLHVDUHIRUHFDVWWRJURZWRELOOLRQN:K
consumption of coal products will increase two-fold, to 130.3 million tonnes, consumption of natural
JDVZLOOGHFUHDVHE\WRELOOLRQP3 and consumption of oil for internal needs will grow by
RQHWKLUGWRPLOOLRQWRQQHV7KLVZLOOGHFUHDVHHQHUJ\LQWHQVLW\IURPRYHUNJRIVWDQGDUG
fuel per hryvnia in 2009 to 0.24 kg of standard fuel per hryvnia in 2030.
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Figure 5.6. Ukrainian imports and exports of electric energy
billion kWh
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Source: State Statistics Committee of Ukraine.

Industrial production
The Ukrainian industrial sector covers iron and steel, fuels, food processing and packing, pulp and paper,
chemicals and petrochemicals, machine-building and aerospace, building materials, pharmaceuticals,
PHGLFDOHTXLSPHQWDQGSRZHUJHQHUDWLRQ,QLQGXVWU\DFFRXQWHGIRURI*'3DQG
of total employment. Industry has been the engine of economic growth in Ukraine and the leading
export sector since 2000. However, it was also the sector most severely hit by the crisis.
7KHFRXQWU\¶VLQGXVWULDOSURGXFWLRQLQWKH¿UVWTXDUWHURIIHOOE\\R\$OWKRXJKDOOLQGXVWULHV
experienced considerable decline in 2009 compared to the previous year (- 21.9% overall), the
VKDUSHVWGHFOLQHVZHUHLQWUDQVSRUWHTXLSPHQW  QRQPHWDOOLFPLQHUDOSURGXFWV  
DQGPDFKLQHU\DQGHTXLSPHQW  0RVWRIWKHVHEUDQFKHVDUHH[SRUWRULHQWHGVHQVLWLYHWR
FUHGLWVTXHH]HDQGGRPHVWLFGHPDQGFRQWUDFWLRQ
Traditionally, over half the total sales of industrial production consist of metallurgy, food industry,
PLQLQJDQGTXDUU\LQJPDQXIDFWXUHRIFRNHDQGUH¿QHGSHWUROHXPSURGXFWV
,Q WKH VHFRQG TXDUWHU RI  8NUDLQLDQ LQGXVWU\ VKRZHG WKH ¿UVW VLJQV RI LPSURYHPHQW ZKLFK
strengthened by the end of 2009 and continued to gain momentum in 2010. The recovery has been
GULYHQE\H[SRUWRULHQWHGLQGXVWULHVVXFKDVFKHPLFDOSURGXFWLRQDQGPHWDOOXUJ\WKDWEHQH¿WIURP
increasing world prices for steel and the resumption of international demand, driven primarily by
HPHUJLQJ$VLDQDQG/DWLQ$PHULFDQFRXQWULHVDQG5XVVLD7KHVHSDUWLFXODULQGXVWULHVDOVREHQH¿WHG
from improved competitiveness due to the sharp hryvnia depreciation in the autumn of 2008 and a
VHWRIJRYHUQPHQWVWLPXOLDGRSWHGLQODWHDQGHIIHFWLYHWLOOWKHHQGRI-XQH6SHFL¿FDOO\
on 10 November 2008 the Cabinet of Ministers signed a memorandum of understanding with owners
of mining and smelting enterprises, the Federation of Metallurgists (employers’ organisation) and
the Federation of Trade Unions. On 17 November 2008 the Cabinet of Ministers signed a similar
document with representatives of enterprises of the chemical industry and social partners. The
instrument envisages government support for enterprises during the crisis, including gas-price
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subsidies to chemical enterprises, preferential cargo transportation tariffs for metallurgical and
mining companies, negotiations with banks on releasing deposits of enterprises and extending credits
DLPHGDWWKHGHYHORSPHQWDQGUHLQIRUFHPHQWRIFLUFXODWLQJDVVHWVRIHQWHUSULVHVTXLFN9$7UHIXQG
negotiations with other countries on suspending antidumping investigations of Ukrainian chemical
and metallurgical enterprises. Companies are obliged to preserve employment, wages and social
EHQH¿WVDQGPDNHDQ\FKDQJHVLQWKLVVSKHUHRQO\WKURXJKVRFLDOGLDORJXH
$ \R\ JURZWKLQWKHH[WUDFWLRQRIPHWDORUHV PLQLQJDQGTXDUU\LQJZLWKWKHH[FHSWLRQRI
energy-producing materials) is closely related to recovery of metallurgy, while a relatively strong
LQFUHDVHLQPDFKLQHEXLOGLQJ LQWRWDOIRUWKHWKUHHPDFKLQHEXLOGLQJVHFWRUV\R\ EHQH¿WVIURP
the strong economic recovery of the Russian Federation, which is the principal market for Ukraine’s
machinery. Based on increasing economic activity, the production of electricity, gas and water grew
E\\R\LQWKH¿UVWTXDUWHURI$OWKRXJKJURZWKRIWKHIRRGLQGXVWU\LQLVPRGHVW
compared to other sectors, it is one of the few industrial sectors that did not fall below the levels of
late 2004 due to strong domestic and external demand.

Table 5.11. Changes in industrial production by sectors yoy and share of sector in
total sales
(percentage change)
Sectors

2008 to 2009

2009 to 2010

Total industry

-21.9

11.2

0LQLQJDQGTXDUU\LQJ

-10.6

3.7



-3.1

0LQLQJDQGTXDUU\LQJH[FHSWRIHQHUJ\SURGXFLQJ
materials

-17.2

14.3

Manufacturing



13.9

-6.0

3.2

0LQLQJDQGTXDUU\LQJRIHQHUJ\SURGXFLQJPDWHULDOV

Manufacture of food products, beverages and
tobacco
Manufacture of textiles and textile products

-28.0

...

Manufacture of leather and leather products



6.6

Manufacture of wood and wood products

-24.6

9.6

Manufacture of pulp, paper and paper products;
publishing and printing

-18.7

10.8

-3.4

-0.2

Manufacture of chemicals

-22.7

26.6

Manufacture of rubber and plastic products

-23.7

10.1

Manufacture of non-metallic mineral products





Manufacture of basic metals and fabricated metal
products

-26.7

12.2

0DQXIDFWXUHRIPDFKLQHU\DQGHTXLSPHQW

-37.6

21.1

0DQXIDFWXUHRIHOHFWULFDODQGRSWLFDOHTXLSPHQW

-28.2

24.2

0DQXIDFWXUHRIWUDQVSRUWHTXLSPHQW



61.9

Electricity, gas and water supply

-11.1



Manufacture of coke, refined petroleum products
and nuclear fuel

Source: State Statistics Committee of Ukraine.

The manufacturing sector that lagged behind in recovery is of non-metallic mineral products (primarily
construction materials) whose performance is closely linked to the performance of the construction
sector.
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Major problems
,QGXVWULDO SURGXFWLRQ LQ 8NUDLQH LV LQHI¿FLHQW HQHUJ\LQWHQVLYH19 and environmentally unfriendly
EHFDXVH RI LWV REVROHWH HTXLSPHQW ZLWK WKH GHJUHH RI GHSUHFLDWLRQ RI ¿[HG DVVHWV RYHU  
outdated technologies, slow restructuring, low labour productivity and poor working conditions. Due
to relatively low labour costs and prices of raw materials (including imported energy materials),
industrial producers have little incentive for technological and skills enhancement to increase their
SURGXFWLRQHI¿FLHQF\DQGFRPSHWLWLYHQHVV
Innovation in Ukrainian enterprises has been very poor and was adversely affected by the economic
crisis in 2009. According to the State Statistics Committee of Ukraine, between 2007 and 2009 the
VKDUHRIHQWHUSULVHVWKDWLPSOHPHQWHGLQQRYDWLRQVGHFOLQHGIURPWRRIDOOHQWHUSULVHV
and the share of innovative products in total industrial sales fell from 6.7% to 4.8%.
Barriers to entry and exit are still substantial in Ukraine. There are also numerous obstacles to free
competition and business growth such as corruption, political and regulatory instability, informal
DFWLYLWLHV XQIDLU DQG QRQWUDQVSDUHQW SURFHVV RI SULYDWLVDWLRQ RI VWDWH DVVHWV XQHTXDO WUHDWPHQW
RI ¿UPV E\ WKH JRYHUQPHQW WKURXJK SULYLOHJHG WD[ UHJXODWLRQV GLUHFW DQG LQGLUHFW VXEVLGLHV DQG
exemptions, privileges for land and infrastructure.
The oligopolistic structure of Ukrainian industry and its high dependence on external factors (including
international steel prices and demand, price of natural gas imported from Russia and Turkmenistan,
access to external borrowing) limits further the development of the Ukrainian economy and increases
its vulnerability to external shocks.

Policy implications
Ukraine must pursue policies that promote innovation and competition, replace outdated machinery
DQGHTXLSPHQWLQWURGXFHQHZHQYLURQPHQWIULHQGO\WHFKQRORJLHVDQGSURPRWHVNLOOVHQKDQFHPHQWLQ
UHVSRQVHWRPDUNHWQHHGV,WPXVWDOVRLPSURYHLWVHQHUJ\HI¿FLHQF\WKURXJKPRGHUQLVDWLRQRIERWK
industrial and residential sectors. Modernising and repairing the pipeline infrastructure is another
priority. Incentives must be provided to redirect industrial companies and investors towards the
SURGXFWLRQRIKLJKHUYDOXHDGGHGJRRGVPRUHGLYHUVL¿FDWLRQDQGUHGXFHGGHSHQGHQFHRQSULPDU\
and intermediate goods.
Special attention should be paid to innovation-based economic development. Closer co-operation
of Ukrainian producers with other countries in the region and beyond could promote innovation and
technology transfers.
Efforts should also be focused on adapting production of the industrial sector to international standards
in order to enhance its competitiveness, attract investments, increase safety conditions and improve
environmental performance.

Construction
General overview
Construction has been one of the most dynamically developing sectors of the Ukrainian economy
both in terms of output and employment since 2000. Its growth was led by increasing domestic
demand, easy access to bank loans and speculative behaviour from both domestic and international
LQYHVWRUV6DOHVUHDFKHGDSHDNRI8$+PLOOLRQLQRXWRI8$+PLOOLRQIRU¿[HG
construction assets. The sector employed nearly 1 million people and the average monthly nominal
wages of employees increased from UAH 230.17 in 2000 to about UAH 1 240 in 2008.
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The construction sector experienced a slowdown in 2008, as the price for raw materials increased,
IROORZHGE\WKHFUHGLWDQGOLTXLGLW\FULVHVDQGWKHVWURQJGHYDOXDWLRQRIWKHKU\YQLDLQ%DQNV
FORVHGOHQGLQJIDFLOLWLHVZKLOHKRXVHKROGVFRXOGQRWUHLPEXUVHWKHLUPRUWJDJHV:KLOHUHDOHVWDWH
loans, in foreign currency, could account for 30% of monthly salary prior to the crisis, they went
as high as 70% of income in 2009, following the crisis and the devaluation. Interest rates went up,
VRGLGLQÀDWLRQ&RPSDQLHVZHQWEDQNUXSW7KHJRYHUQPHQWNHSWLQYHVWLQJKXJHPHDQVWRVXVWDLQ
employment and incomes without major impact. As a result, the volume of construction works
GHFUHDVHGLQUHDOWHUPVE\ \R\ LQDQGE\LQ
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/DFNRI¿VFDOPHDVXUHVWRVWLPXODWHGRPHVWLFGHPDQGDQGVXSSRUWFRQVWUXFWLRQFRPSDQLHVUHVWULFWHG
access to credit and weak investment activity explain the ongoing downsizing of the construction
sector in 2010 (-20% yoy in January-May 2010), despite a very strong base effect and expected
rising investment ahead of the European football cup to be held in Ukraine (and Poland) in 2012.
After an increase in 2006-07 as a result of growing prices for construction materials, volumes of
performed construction works declined in 2008-09 with the slowdown in the business activity due
WRWKHRQVHWRIWKH¿QDQFLDOFULVLV7KHYROXPHVRISHUIRUPHGFRQVWUXFWLRQZRUNVDFFRXQWHGIRURYHU
D KDOI RI WKHLU  ¿JXUH LQ  7KH VORZGRZQ RI WKLV VHFWRU ZDV DOVR UHJLVWHUHG LQ -DQXDU\
September 2010 and led to an overall yoy decrease of 14%. As a result, construction companies’
turnover amounted to UAH 64.4 billion in 2008; 16% below the 2007 level. Despite high declining
¿JXUHVLQYROXPHVVKDUHVRISHUIRUPHGFRQVWUXFWLRQZRUNVLQWRWDO*'3¿QDOO\DPRXQWHGWR
in 2008 and 4.1% in 2009; this is due to the simultaneous decline of GDP over these two years.

Figure 5.7. Index of volume of performed construction works
(index, 2000 = 100)
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Source: State Statistics Committee of Ukraine.

The decline in the construction sector in 2008 occurred on account of the decrease in business
activity across the board. The construction of buildings declined by 16.3%, while the installation of
HQJLQHHULQJHTXLSPHQWZDVGRZQE\DQGSUHFRQVWUXFWLRQZRUNVZHUHFXWE\7KH
trend was more severe in 2009. Volumes of construction of buildings shrank by 48.6%, installation of
HQJLQHHULQJHTXLSPHQWGURSSHGE\DQGSUHFRQVWUXFWLRQZRUNVIHOOE\&RQVWUXFWLRQ
work associated with power engineering, extraction and processing, however, increased yoy by
10.1% in 2009. As the economy picked up, there has been a gradual increase in the volume of work
peformed in 2010 but it is still far from its pre-crisis level.

Major problems
The market structure of the sector, with the domination of a few large holdings and existing barriers
WRHQWU\LVKLJKO\LQHI¿FLHQWDVLWGRHVQRWSURPRWHFRPSHWLWLYHQHVVLQYHVWPHQWLQQHZWHFKQRORJLHV
TXDOLW\LPSURYHPHQWRUUHVSRQVLYHQHVVRISULFHVWRGHPDQG
1RQWUDQVSDUHQWDQGH[WUHPHO\FRVWO\SURFHGXUHVRIDFTXLVLWLRQRIODQGSORWVIRUEXLOGLQJSXUSRVHV
vague land legislation and corruption in municipal authorities are other factors detrimental to the
development of the construction sector (Giucci et al., 2008).
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Policy implications
*LYHQLQÀDWLRQDU\SUHVVXUHVLQ8NUDLQHWKHUHLVQRURRPIRUGHPDQGVLGHPDFURHFRQRPLFSROLFLHV
HLWKHU¿VFDORUPRQHWDU\ WRWDFNOHWKHUHFHVVLRQLQWKHFRQVWUXFWLRQLQGXVWU\7KHVHSROLFLHVFDQQRW
solve the underlying problems; they merely postpone implementation of the necessary reforms and
PLJKWHYHQFUHDWHPRUHKDUGVKLSVE\DUWL¿FLDOO\VXSSRUWLQJKLJKKRXVLQJSULFHVDQGKXUWLQJSRWHQWLDO
small buyers (Giucci et al., 2008).
The government should implement structural reforms aimed at creating a more competitive environment
DQGLPSOHPHQWLQJDWUDQVSDUHQWSURFHGXUHRIDFTXLVLWLRQRIEXLOGLQJSORWVWKDWZRXOGUHVXOWLQFRVW
DQGWLPHVDYLQJV7KHJRYHUQPHQWVKRXOGDOVRWDNHPHDVXUHVWR¿JKWFRUUXSWLRQDQGLQWHUYHQHLQ
the disputes between households and indebted enterprises.
Resolution of the issue of high corruption in the construction sector seems to consist in thorough
deregulation. For instance, obtaining an approval for getting a building plot usually takes around
GD\VLQ8NUDLQHZKLOHLQ*HRUJLDLWLVWRGD\V
7KHIXQFWLRQLQJRIWKH8QL¿HG$SSURYDO&HQWUHV 8$&V ZKLFKUHGXFHWKHWLPHUHTXLUHGIRUREWDLQLQJ
a permit to 68 days, also needs be improved. Applicants should not have to make multiple visits
to the UAC, especially since, according to research by the InMind marketing institute, such visits
LQFUHDVHWKHOLNHOLKRRGRIRI¿FLDOVGHPDQGLQJEULEHVIURPWKHDSSOLFDQWWKRXJKEXVLQHVVHVUHSRUW
fewer demands for bribes than in the past.

Services
General overview
From 2000 to the crisis, strong private consumption and investment growth contributed to solid
growth in most services sectors, such as wholesale and retail trade, transport and communication,
DQGEDQNLQJDQG¿QDQFH7KHVHFWRUDFFRXQWHGIRUDERXWKDOIRIWRWDO*'3DQGRIWRWDOHPSOR\PHQW
Services have also enjoyed the highest increase in FDI compared to agriculture and industry.

Telecommunications
The sector is highly integrated into the international market and has enjoyed a boom with an increase
RIVLQFH,WDOVRDWWUDFWHGRIWRWDOLQYHVWPHQWVDVDSHUFHQWDJHRIUHYHQXHLQ
compared to 23% in 2000.
Information and communication technology (ICT) expenditure reached 7% of GDP in 2009 and has
DWWUDFWHGRQDYHUDJHPRUHWKDQSHU\HDURIWRWDOLQYHVWPHQWVVLQFHGXHWRLWVRXWVWDQGLQJ
growth potential, a population of 46 million, a growing domestic mobile and internet subscriber base
and the central geographical location of Ukraine.
The highest growth of the telecommunications sector has been in mobile communication. Mobile
FHOOXODUVXEVFULSWLRQVZHUHLQDQG,QWHUQHWXVHUV+RZHYHURQO\RIWKHWRWDO
SRSXODWLRQRZQDSHUVRQDOFRPSXWHU,Q¿EUHRSWLFFRPPXQLFDWLRQOLQHVZHUHGHYHORSHGWR
increase broadband speed. Internet is the only service that showed steady growth in 2009 (46% yoy).
The mobile market, similarly to most European countries and Russia, demonstrated saturation in 2007
ZKHQWKH¿JXUHFURVVHGDKXQGUHGPRELOHVXEVFULEHUVSHUFLWL]HQVRU$ZHOOGHYHORSHG
secondary market of mobile phones and acceptable tariffs for pre-paid mobile connections offered
by various mobile operators have contributed to supporting the tendency towards the increase in the
subscribers’ base. In 2009 the corporate sector actually retreated somewhat from telecommunications,
presumably out of sensitivity to the crisis.
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Table 5.12. Communications subscribers
(thousand people)
As of 1 January 2009

As of 1 January 2010

Total

incl. home
users

Total

incl. home
users

Mobile subscribers



31 090.1



32 100.7

Cell



31 090.0



32 100.2

12.3

0.1

10.6

0.1

Trunked
Paging

0.7

0.0

0.3

0.0

2.4



0.6

0.3

Cable television subscribers

3 486.2

3 472.8

3 478.7

3 469.0

Internet network subscribers





2 797.1

2 214.6

Altai* type connexion

Note: 1RQ/LQHRI6LJKW:L)L&RYHUDJHIRU*'DWD

Source: State Statistics Committee of Ukraine.

The number of Internet users registered a steep yoy growth of 46.8% in 2009, most of which was
KRPHXVHULQFUHDVH  7KLVZDVSDUWO\GXHWRWKHGHYHORSPHQWDQGDSSOLFDWLRQRI¿EUHRSWLF
FRPPXQLFDWLRQOLQHVZKLFKVLJQL¿FDQWO\LQFUHDVHGVSHHGRIQHWZRUNDFFHVV XSWR0EVHF IRU
an acceptable subscription fee (UAH 60-90 per month, i.e. USD 7.2-10.8).
<HW WKH PRELOH ,QWHUQHW PDUNHW GHYHORSPHQW LQ 8NUDLQH LV ODJJLQJ EHKLQG LQWHUQDWLRQDO WUHQGV
High-speed wireless Internet access services under the 4G standard providing maximum download
VSHHGRIXSWR0EVHFDQGXSORDGVSHHGRIXSWR0EVHFLVRIIHUHGE\RQO\WZRRSHUDWRUV±)UHVKWHO
DQG,QWHOOFRP±WKDWSURYLGHFRYHUDJHRQO\LQ.\LY WKRXJKVLJQDOVWUHQJWKLVQRWYHU\KLJKRUVWDEOH
even in some central districts of the city). The monthly subscription fee for this type of Internet
DFFHVVUDQJHVEHWZHHQ8$+DQG8$+SHUPRQWKGHSHQGLQJRQWKHGRZQORDGXSORDGVSHHG
limit set by the operator.
Third-generation wireless data transfer standard (3G) is currently supported by a wider range of
RSHUDWRUV ǴǺ6.\LYVWDU3HRSOH1HW8WHO%HHOLQH,QWHUWHOHFRP EXWVWLOOIDLOVWRFRYHUWKHZKROH
FRXQWU\7KHDYHUDJHFRVWSHU0ERIWUDQVIHUUHGGDWDLV8$+PD[LPXPVSHHGLV0EVHF
Mobile Internet access service costs are much higher than landline access, owing to market growth
and the absence of serious competition. It is expected that extension of coverage by the service
providers in the future will contribute to a broader spectrum of choice for Internet users and lead to
TXDOLW\HQKDQFHPHQWDQGWKHUHYLVLRQRIWDULIIV

Policy recommendations
7KHPDMRULVVXHVWREHUHVROYHGLQWKH¿HOGRIWHOHFRPPXQLFDWLRQVZHUHDGGUHVVHGE\WKH1DWLRQDO
Commission on Connection Regulation in Ukraine in September 2010. These were:
ŀ

the spread of 3G technologies;

ŀ

economic arrangements for reciprocal payments by the cell connection operators;

ŀ

VLPSOL¿FDWLRQRIHQWU\WRWKHWHOHFRPPXQLFDWLRQVPDUNHW UHGXFWLRQLQWKHQXPEHURIDFWLYLWLHV
subjected to licensing, refusal of double licensing, and improvement of the procedure for
registration);

ŀ

preparation of draft rules for the provision and use of telecommunication services in line with
EU standards.

Transport
Transport plays an important role within the EESC region and Ukraine is its linchpin. Though declining
in shares, transport services remain the primary services export sector in Ukraine, mostly due to
pipeline transit. There has been a clear shift in transport services from exports to imports, from
LQWRLQRIFRPPHUFLDOVHUYLFHH[SRUWVDQGIURPWRRIFRPPHUFLDO
service imports.
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Major achievements have been made, including the extension of transport routes, improvements
LQWKHVXEZD\V\VWHPPRUHHI¿FLHQWIUHLJKWVKLSPHQWV HVSHFLDOO\E\DLU DQGYROXPHLQFUHDVHVLQ
PDULWLPHURDGDQGSDVVHQJHUWUDI¿F+RZHYHUWKHUHLVDJURZLQJGLVSDULW\EHWZHHQWKHZHVWHUQ
DQGHDVWHUQSDUWVRIWKHFRXQWU\7UDQVSRUWKXEVPDLQO\LQVHDSRUWVDUHDWFDSDFLW\LQWKH:HVW
and running under capacity on the other side of Ukraine.
However, the transport potential of Ukraine, which, in terms of volumes and infrastructure, is the
largest in Europe, uses only 60% of its capacity overall and the transport budget runs an annual
VKRUWIDOORI86'ELOOLRQ7KLVXQGHUXWLOLVHGFDSDFLW\FDQEHH[SODLQHGE\XQVDWLVIDFWRU\LQVWDOODWLRQV
LQWKHPDULWLPHSRUWVGHWHULRUDWLRQRIUROOLQJVWRFNDQGSRRUTXDOLW\URDGV

Rail transport
Rail is the main means of transportation and is responsible for over 60% of freight, against only 8% in
WKH(87KHRSHUDWLRQDOOHQJWKRIUDLOZD\VZDVNPLQRXWRIZKLFKNPZDVHOHFWUL¿HG
DOLWWOHXQGHU 7KHQXPEHURISDVVHQJHUVZDVLQOHVVWKDQLQ
7KHDQQXDOYROXPHRIIUHLJKWZDVDQGWRQQHVLQDQGUHVSHFWLYHO\
Transport delays also remain unacceptably long, especially for perishables, such as fresh fruit and
vegetables.

Table 5.13. Availability of the Ukrainian rolling stock and its level of deterioration
Type of
mobile mix
Electric
locomotives
Oil locomotives
Sections of
electrical trains
Diesel trains
Freight wagons
incl. open-top
wagons
Passenger
coaches

2007
Items

2008

Deterioration %

Items

2009

Deterioration %

Items

Deterioration %

1 812



1 834

48

1 871

40

2 472
332

44


2 442
318

49
24

2 429
320






63 411



81


143 798


60
77
76


142 834


61
77
79

7 247

61

7 293

64

7 349



Source: Syryychuk et al., 2010.

Despite huge railroad transportation potential,20 high levels of deterioration (77% in freight wagons
DQGLQGLHVHOWUDLQV KLQGHUWKHHI¿FLHQWGHYHORSPHQWRIWKHUROOLQJVWRFN7KLVOHDGVWRLQFUHDVHG
expenditures for repairs, maintenance and safety, which are more than twice what they should be.
Locomotives would have been replaced up to three times more often in developed countries in the
same period of time.
The sector needs cross-subsidisation and the involvement of private companies. Such cross-subsidisation
ZRXOG LQFOXGH VHWWLQJ HFRQRPLFDOO\ MXVWL¿HG WDULIIV IRU DOO FDWHJRULHV RI SDVVHQJHUV DQG W\SHV RI
transportation. This would also make the state transporter’s (“Ukrzaliznytsia”) activities more
transparent through the creation of public companies, even if the state retained 100% of shares.
7RJHWKHUWKHVHPHDVXUHVZRXOGFRQWULEXWHWRDQLQFUHDVHLQSUR¿WDELOLW\IURPWUDQVSRUWDWLRQRSHUDWLRQV
E\ UDLO DQG DWWUDFW QHZ LQYHVWRUV7KHDEVHQFHRIÀH[LEOHPHFKDQLVPVIRUFRRSHUDWLRQEHWZHHQ
transporters and freight owners leads to overbooking that raises the cost of rail freight transport and drives
freight on to other means of transport (which led to yoy decreasing freight-carrying volumes in 2009).
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'HVSLWHLWVSUREOHPVWKHUDLOV\VWHPKDVDGHYHORSHGQHWZRUNDQGKLJKGHQVLW\ WRNPWKRXVDQG
km2LQGHYHORSHGLQGXVWULDOUHJLRQVRI'RQHWVN/XKDQVN'QLSURSHWURYVN.KDUNLYDQG=DSRUL]K]KLDDV
ZHOODV/YLY=DNDUSDWWLD&KHUQLKLYDQG9LQQ\WVLD 7KHIROORZLQJUDLOURDGVDUHWKHUHIRUHLPSRUWDQW
for domestic and international economic communication:
ŀ

.\LY3ROWDYD.KDUNLY

ŀ

.\LY2GHVVD WRWKH%ODFN6HD

ŀ

.\LY.RYHO.KHOP WR3RODQGDQGWKH(8 

ŀ

Odessa-Lviv-Peremyshl (linking South Caucasus to Europe)

Road transport
7KH DYHUDJH URDG GHQVLW\ ZDV RYHU  NPWKRXVDQG NP2 and the annual freight volume was
1 068.9 million tonnes, for a total of 1 694 900 km of roads in 2009. In order to reach European
OHYHOVRIURDGSURYLVLRQDOPRVWNPRIDXWRPRELOHURDGVPXVWEHEXLOWDQGRUPRGHUQLVHG
60% of which are in rural areas.
The main obstacles to this development in Ukraine are failure to meet transport standards – 70%
RIWKHORFDOO\SURGXFHG³/$=´DQG³=,/´WUXFNVFDQQRWFRPSHWHZLWKLPSRUWHGPRGHOV,QDGGLWLRQ
WKHXQVDWLVIDFWRU\OHQJWKRITXDOLW\URDGVKLJKDFFLGHQWUDWHVDQGORZYHKLFOHRZQHUVKLSFRQWULEXWH
to the lack of competitiveness of Ukrainian road transport.
7KHSRRUTXDOLW\RI8NUDLQLDQURDGVDQGWKHORZOHYHORIGHYHORSPHQWRIWUDQVSRUWQHWZRUNVLVSDUWO\
DIXQFWLRQRIORZSRSXODWLRQGHQVLW\ SHRSOHNP2), which leads to high per capital maintenance
costs, compared to European countries.
The rapid increase in the number of privately owned automobiles and growing volumes of road
IUHLJKWDUHXQPDWFKHGE\LQFUHDVHGURDGTXDOLW\DQGGULYHUHGXFDWLRQ2QHUHVXOWRIWKLVLVWKDWLQ
2010 some 20 deaths and about 200 injuries occurred on the roads every day. The number of deaths
SHUDXWRPRELOHVLQ8NUDLQHLVWLPHVWKDWLQ3RODQGWRWLPHVWKDWRI)UDQFHDQGWR
WLPHVWKHQXPEHULQ6ZHGHQ7KHFRVWRIWUDI¿FDFFLGHQWVLVHTXLYDOHQWWRWRRI*'3
or about UAH 12 billion.
The most important highways of Ukraine include:
ŀ

.\LY3ROWDYD.KDUNLY5RVWRYRQ'RQ

ŀ

.\LY0RVFRZ

ŀ

.\LY6W3HWHUVEXUJ

ŀ

.\LY2GHVVD

ŀ

0RVFRZ.KDUNLY=DSRUL]K]KLD6LPIHURSRO

ŀ

.\LY=K\WRP\U5LYQH/YLY8]KJRURG

ŀ

.\LY'QLSURSHWURYVN'RQHWVN0DULXSRO

Some of the issues facing road transport can be tackled by measures including: i) creation of toll
roads; ii) public-private partnerships in road development and maintenance; iii) amending the Rules
of Hazardous Goods Transportation; iv) improving the training and professional development of
drivers, etc..

Ties within the Black Sea area
In order to remain a major player at the regional level, Ukraine needs to maintain and increase
investment in transport, in particular, maritime transport across the Black Sea to enhance and
capitalise on regional synergies.
The maritime infrastructure of the Black Sea countries is part of international transport corridors
linking the six countries of the Black Sea with the Ukrainian Danube, the Sea of Azov and the Caspian%ODFN6HDUHJLRQV2YHUDOOPLOOLRQWRQQHVRIIUHLJKWDQGSDVVHQJHUVFDQEHFDUULHGE\WKH
FXUUHQWÀHHWLQ
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Four European corridors (to Central and Eastern European countries) transit the Black Sea region,
(the so-called “Cretan Corridors”):
ŀ

#3: Berlin - Dresden - Lviv - Kyiv;

ŀ

 Trieste - Ljubljana - Budapest (Bratislava) - Lviv;

ŀ

#7: (Danube) Vienna - Bratislava - Budapest - Belgrade - Reni - Izmail – Ust - Dunaisk;

ŀ

#9: Helsinki – St Petersburg - Minsk - Moscow - Kyiv – Odessa – Kishinev - Dmytrovgrad Alexandroupolis.

Of the 40 Black Sea and Sea of Azov ports, 12 river ports and 19 maritime ports are on Ukrainian
territory. These maritime ports have a total capacity of about 120 million tonnes of dry freight and
XSWRPLOOLRQWRQQHVRIUDZRLODQGRLOSURGXFWVIDFLOLWDWHGE\WKHRSHUDWLRQRIWUDQVKLSPHQW
FRPSOH[HVDQGGRFN\DUGV7KLVSRWHQWLDOKRZHYHULVXQGHUXWLOLVHG RQO\RIWRWDOFDSDFLW\ 
GXHWRWKHDEVHQFHRIDPSOHORDGLQJHTXLSPHQW
The maritime transport situation is characterised by undercapacity in the ports, uneven distribution of
FDUJREHWZHHQZHVWHUQDQGHDVWHUQIDFLOLWLHVDQGWKHREVROHVFHQFHRIHTXLSPHQWDQGWUDQVVKLSPHQW
FRPSOH[HV)RUH[DPSOHLQRYHUPLOOLRQWRQQHVRIFRQWDLQHULVHGFDUJRZDVWUDQVVKLSSHG
through Ukrainian ports, of which 90% went through the ports of Odessa and Illichivsk. In 2009,
the decrease in maritime freight was about 60% (twice as much as the drop in any other means of
transport).
Despite the general decline in volumes, previous congestions had already drawn attention to the
development of capacities. Investments in a new container terminal in the Odessa port were worth
86'PLOOLRQLQ2YHUDOOFDUJRÀRZWKURXJK8NUDLQLDQSRUWVLVIRUHFDVWWRLQFUHDVHWR
PLOOLRQWZHQW\IRRWHTXLYDOHQWXQLWV 7(8 E\PLOOLRQE\DQGPLOOLRQE\
Therefore, enhancement of ports capacities is a necessity.
The capacities of the main ports of Ukraine for containerised cargos per year are:
ŀ

2GHVVDPLOOLRQWRQQHVRIIUHLJKWDQGRYHU7(8RIWUDQVVKLSIRUDWRWDODUHD
RINP2

ŀ

Illichivsk: 24 million tonnes of freight and 600 000 TEU of transship,

ŀ

0DULXSROPLOOLRQWRQQHVRIIUHLJKWDQG7(8RIWUDQVVKLS

ŀ

7KHGHYHORSPHQWRIWKHSRUWRI<X]KQ\DOVRORRNVYHU\DWWUDFWLYHIRULQYHVWRUV

Figure 5.8. Capacity and real turnover of the Ukrainian maritime ports in 2005-09
(TEU million)
2

1.5

Capacity

1

Real turnover
0.5

0
2005

2006

2007
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2009

Note: 7(8 WZHQW\IRRWHTXLYDOHQWXQLW7(8 IHHW P ORQJDQGIHHW P ZLGH
Source: &RQWDLQHUPDUNHWIRUSHDFH%ODFN6HDDQGWKHSRRO7UDQVSRUWȹ  6
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12 countries of Europe-Caucasus-Asia participate in the TRACECA project, for the development of
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Policy implications
Ukraine’s needs for increased capacity (besides tankers and gas carriers) are for 117 cargo ships
ZLWKDFDSDFLW\RIPLOOLRQWRQQHVDQGSDVVHQJHUVKLSVRISODFHVWKLVFDQRQO\EHPHW
by attracting new investments.
Resolution of the issue of the development of Ukrainian ports is becoming even more urgent, given
WKHLQWHQVL¿FDWLRQRILQWHUUHJLRQDODQGLQWHUQDWLRQDOWUDQVSRUWÀRZVLQWKHUHJLRQRIWKH%ODFN6HD
and the Sea of Azov, related to transportation of Caspian energy carriers to the world markets.
Development of the transport infrastructure of the Black Sea countries has attracted the attention
of western countries that see it as an indispensable element of their strategy of formation of the
new global transport corridors.
The EU is particularly concerned with ferry and rail services linked to the Black Sea and the development
RI WHUUHVWULDO IDFLOLWLHV FRQQHFWHG WR WKH &UHWDQ &RUULGRUV 6L]HDEOH ¿QDQFLDO UHVRXUFHV KDYH EHHQ
dedicated to the development of the ports. According to the estimates of the EBRD, initial investments
in the network were EUR 700 million in 2009.
Ukraine has approved the programme of measures for the construction and modernisation of the
HQWLUH UDQJH RI WUDQVVKLSPHQW FRPSOH[HV LQ ,OOLFKLYVN 2GHVVD <X]KQ\ DQG 0DULXSRO DQG IXUWKHU
GHYHORSPHQWRIWKHH[LVWLQJIHUU\FRQQHFWLRQEHWZHHQWKHSRUWVRI,OOLFKLYVN9DUQDDQG3RWL%DWXPL
Moreover, a ferry service from Illichivsk to Poti has been established within the framework of the
European-Asian oil transport corridor. Ukraine has also opened a rail ferry service between Illichivsk
and Varna.

Financial and banking sector
7KH¿QDQFLDODQGEDQNLQJVHUYLFHVVHFWRUKDVEHQH¿WHGIURPDKLJKOHYHORILQYHVWPHQWVLQFH
Foreign-owned banks increased to nearly 40% of total banks in Ukraine in 2008 because of the wave
RISULYDWLVDWLRQLQWKHEDQNLQJV\VWHPWKDW\HDU%DQNFUHGLWJUHZE\PRUHWKDQ\R\ZLWKRI
it in foreign currency, considerably increasing exposure to currency risks and hence the vulnerability
of the entire banking system.
7KH¿QDQFLDOV\VWHPVXIIHUHGPRVWIURPWKHFULVLVLQDOOVHUYLFHLQGXVWULHVLQ8NUDLQHZLWKDVXGGHQ
drain of deposits,21 increased obligations of banks with regard to international debt due to the
devaluation of the national currency during late 2008-09, and an increased number of non-performing
loans since the onset of the crisis. Freezing bank loans to households and companies and lifting the
ban on the early withdrawal of time deposits deepened the economic crisis. After losing some 20%
of deposits between October 2008 and April 2009, aggregate deposits have stabilised and performed
ZHOOVLJQDOOLQJVRPHUHWXUQRIFRQ¿GHQFHLQWKHEDQNLQJV\VWHP
+RZHYHUWKLVVWDELOLVDWLRQDWWKHDJJUHJDWHOHYHOFRQFHDOHGVLJQL¿FDQWGLIIHUHQFHVEHWZHHQEDQNV
with foreign-owned, state and recently recapitalised state banks generally gaining deposits, and with
VPDOOGRPHVWLFEDQNVFRQWLQXLQJWRH[SHULHQFHVLJQL¿FDQWPRQH\RXWÀRZVDQGVROYHQF\SUREOHPV
Domestic currency lending recovered partly because of the 1-4% reduction in interest rates (at the
end of 2009 foreign currency lending was banned by the National Bank of Ukraine until at least 1
-DQXDU\ HYHQWKRXJKWKHUDWHVVWLOOVHHPWREHYHU\KLJK IRUKRXVLQJRYHU¿YHWRWHQ
years and 16% for car purchase). Ukrainian banks have continued to reduce their credit portfolios
in foreign currency, the total of which was reduced to far below USD 20 billion in 2010.
In 2009, the Ukrainian banking sector registered a deep decline in business activity and in the
resource base, but an increase in the percentage of bad loans. In parallel, there was an increase
LQWKHVWDWXWRU\DQGUHJXODWRU\FDSLWDORIEDQNVKLJKHUDGHTXDF\UHTXLUHPHQWVDQGDQXSVXUJHRI
lending to corporations (especially in hryvnia), while lending to individuals was frozen.
,QWKHH[SHQGLWXUHRI8NUDLQLDQEDQNVLQFUHDVHGE\DQGDFFRXQWHGIRU8$+ELOOLRQ
as of 1 January 2010, mainly due to reserves accumulation. Reserves tripled within the year to
8$+ELOOLRQ7KXVWKHUDWLRRIEDQNV¶H[SHQGLWXUHWRWKHLULQFRPHVZDVLQFRPSDUHG
to 94.0% in 2008.
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7KHDPRXQWRIGHSRVLWVDWWUDFWHGE\EDQNVIRUUHVLGHQWVDFFRXQWHGIRU8$+ELOOLRQRQ-DQXDU\
This volume heavily depends on the macroeconomic situation in the country, dynamics of the hryvna
exchange rate, and the level of trust of economic agents in the banking system. Overall, in 2009
deposit balances shrank by 6.9% during the year as compared to an increase of 26.7% in 2008.
Households’ savings remained the largest share of deposits attracted by banks and provided the
main cumulative gain of deposits in 2009. On 1 January 2010, the volume of household deposits
accounted for UAH 214.1 billion. Deposit withdrawals in 2009 occurred mainly due to the decline in
QDWLRQDOFXUUHQF\UHVRXUFHVE\'HSRVLWVLQIRUHLJQFXUUHQFLHVLQFUHDVHGE\H[FOXVLYHO\
due to the devaluation of the hryvnia against other currencies.

Figure 5.9. Deposits across currency type
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Source: Annual Report of NBU, 2009.

7KHWUHQGRIOHQGLQJLQ8NUDLQHXQGHUZHQWVLJQL¿FDQWFKDQJHVGXULQJ)ROORZLQJDIRXU\HDU
dynamic increase, lending growth rates gradually decreased in 2009 (107.6% in November 2009
against 172.0% in December 2008). Loans in foreign currencies also decreased. Credit indebtedness
LQIRUHLJQFXUUHQF\VKUDQNE\LQDVDQDWXUDOFRQVHTXHQFHRIWKHEDQRQIRUHLJQFXUUHQF\
borrowing.

Figure 5.10. Loans across currency type
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In 2008-09, the NBU took multiple measures to stabilise the banking sector, while managing the crisis.
According to resolution no. 319 “On Additional Measures Regarding the Activity of Banks” of the NBU’s
%RDUGRQ2FWREHUDVSHFLDO\HDUORQJSURJUDPPHWRVXSSRUWEDQNOLTXLGLW\ZDVLQWURGXFHG
7KLVZDVGHVLJQHGWRVXSSRUWEDQNOLTXLGLW\ZKHQWKHVWDELOLW\RIWKHEDQNLQJV\VWHPZDVDFWXDOO\
XQGHUWKUHDW,QGHHGEDQNOLTXLGLW\ZDVFRQVWUDLQHGE\¿QDQFLDOLQVWDELOLW\DQGWKHKU\YQLDH[FKDQJH
UDWHIDOODORQJZLWKRWKHUFLUFXPVWDQFHVOHDGLQJWRDVLJQL¿FDQWGHFUHDVHLQWKHVROYHQF\RIPDQ\
EDQNVRUWKHLUFXVWRPHUV2YHUDOOWKHYROXPHRIORDQVIRUUH¿QDQFLQJRIWKHEDQNVDPRXQWHGWR
8$+ELOOLRQLQZKLOHLQLWZDV8$+ELOOLRQ$GGLWLRQDOO\WKH1%8XQGHUWRRN
GHSRVLWRSHUDWLRQVZLWKWKHEDQNVWKURXJKLVVXLQJGHSRVLWFHUWL¿FDWHVLQWKHLQWHUHVWUDWHZDV
determined on the basis of the general situation on the money and credit markets.
To stimulate deposit and credit operations by the banks in national currency, in January 2009 reserve
UHTXLUHPHQWVZHUHVWUHQJWKHQHG,QSDUWLFXODUQRUPDWLYHVWDQGDUGVIRUREOLJDWRU\UHVHUYHVRIWHUP
deposits in foreign currency of both companies and individuals were raised from 3% to 4%, while
GHPDQGGHSRVLWVLQIRUHLJQFXUUHQF\KDGWKHLUUHVHUYHUHTXLUHPHQWLQFUHDVHGIURPWR5HVHUYH
UHTXLUHPHQWVIRUORDQVLQWKHQDWLRQDOFXUUHQF\UHPDLQHGDW]HUR

Policy implications
,Q RUGHU IRU WKH EDQNV WR DWWUDFW UHVRXUFHV RQ IRUHLJQ PDUNHWV LQ D FRQWH[W RI OLTXLGLW\ GHFOLQH
LQWHUHVWUDWHVRQIRUHLJQOLDELOLWLHVIRUQRQUHVLGHQWEDQNVDQG¿QDQFLDORUJDQLVDWLRQVZHUHGHFUHDVHG
to 2% in February 2009.
Moreover, the government has been injecting a lot of money into the banking sector to prevent its
FROODSVH8NUDLQHUHFHLYHGD86'ELOOLRQDLGSDFNDJHIURPWKH(%5'WKH:RUOG%DQNDQGWKH(,%
+RZHYHUHIIRUWVQHHGWREHVXVWDLQHGWRDGGUHVVWKHOLTXLGLW\SUREOHPDQGWRUHVFKHGXOHEDQNGHEWWR
allow domestic loans to resume. The procedure of restructuring of bad loans needs to be streamlined
within the triangle “bank – borrower – state” given that the state usually protects households without
WDNLQJLQWRDFFRXQWLQWHUHVWVRIEDQNVDQG¿QDQFLDOLQVWLWXWLRQV22

MAIN MACROECONOMIC POLICIES
General overview
8NUDLQHZDVWKH¿UVWFRXQWU\WRVHHN,0)DVVLVWDQFHLQRYHUFRPLQJWKHFULVLV7KH)XQGJUDQWHGD
two-year stand-by agreement of USD 16.4 billion, in four instalments, starting November 2008.
8NUDLQHDJUHHGRQWKHPDLQFRQGLWLRQVQDPHO\LPSOHPHQWDWLRQRIDÀH[LEOHH[FKDQJHUDWHUHJLPH
ZLWKWDUJHWHGLQWHUYHQWLRQDSUHHPSWLYHUHFDSLWDOLVDWLRQRIEDQNVSUXGHQW¿VFDODQGLQFRPHVSROLF\
ZLWKDQREMHFWLYHRIEXGJHWGH¿FLWLQ DQGSULYDWHVHFWRUVXSSRUWSROLFLHV
+RZHYHU8NUDLQHIDLOHGWRPHHWDOOWKHUHTXLUHPHQWVLQWKHOLJKWRISROLWLFDOWHQVLRQVVXUURXQGLQJ
the elections. As a result, the IMF withdrew its assistance in November 2009 after disbursing
86'ELOOLRQ7KHQHZJRYHUQPHQWVXFFHHGHGLQQHJRWLDWLQJDQHZ86'ELOOLRQDJUHHPHQW
with the IMF in March 2010 and has been meeting every deadline. Structural reforms target the
pension system, public administration and the tax system with the following objectives:
ŀ

*'3JURZWKRILQ

ŀ

5HGXFWLRQRIEXGJHWGH¿FLWWRLQ ZLWKRI*'3GH¿FLWIRU1DIWRJDV DQGWR
in 2011 (with a balanced budget for Naftogas);

ŀ

5HGXFWLRQRIRYHUDOOSXEOLFGHEWEHORZRI*'3E\

ŀ

Complete bank recapitalisation by 2011.
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Fiscal policy
Fiscal performance in 2008 and 2009
5DSLG GHFHOHUDWLRQ RI HFRQRPLF JURZWK VLQFH 2FWREHU  FDXVHG D VKDUS ZRUVHQLQJ RI ¿VFDO
performance at the end of 2008 and in 2009. Due to a 41% increase in tax revenues (in nominal terms)
resulting from a robust growth in revenues from three main taxes – VAT, Personal Income Tax (PIT)
DQG&RUSRUDWH3UR¿W &3 DVZHOODVIURPH[FLVHWD[HVRQLPSRUWHGJRRGVLQWKH¿UVWQLQHPRQWKV
RIFRQVROLGDWHGEXGJHWUHYHQXHVJUHZE\\R\LQQRPLQDOWHUPVWR8$+ELOOLRQ

Table 5.14. Parameters of consolidated budget during the crisis
2008
% yoy
(nominal terms)

2009
% of total

% yoy
(nominal terms)

% of total

Total revenues

35.4

100

-3.1

100

Total tax revenues

40.9

76.3

-8.4

72.1

PIT

32.0



-3.1



CIT

39.1

16.1

-30.9



VAT



30.9

-8.1

29.3

Excises

21.0

4.3

69.2



Duties

24.4

4.0

-47.0

2.2

Non-tax revenues

24.6

20.3

22.4



Total expenditures

36.8

100

-0.6

100

Consumer expenditures

43.1

86.7

7.2





13.3





Capital expenditures

Source: Pogarska and Segura (2010).

7RFRPSO\ZLWK,0)FRQGLWLRQVWKHJRYHUQPHQWDJUHHGWRWLJKWHQ¿VFDOSROLF\ IUHH]LQJSXEOLFVHFWRU
HPSOR\HHV¶QRPLQDOZDJHVFXWWLQJH[SHQGLWXUHVRIJRYHUQPHQWDJHQFLHVHWF EXW¿VFDOLQFHQWLYHV
were granted to the construction sector, agriculture, metallurgy and chemical industry, Naftogas and
the State Pension Fund of Ukraine.
,Q'HFHPEHUWKHGH¿FLWZDVUDLVHGWR8$+ELOOLRQ RI*'3 ZLWKLQFUHDVHGUHOLDQFH
RQ GRPHVWLF GHEW ¿QDQFLQJ LQ RSSRVLWLRQ WR ,0) UHFRPPHQGDWLRQV 7KH 8NUDLQLDQ JRYHUQPHQW
FRPPLWWHGWRPDLQWDLQLQJDEDODQFHGEXGJHWLQEXWDIWHUDQLQLWLDOGH¿FLWRIPRUHWKDQ
WKHEXGJHWZDVUHYLVHGVHYHUDOWLPHVDQGDUULYHGDWDGH¿FLWRI H[FOXGLQJ1DIWRJD]¶VGH¿FLW
DQGH[FOXGLQJEDQNUHVWUXFWXULQJFRVWV 7RVHFXUHWKHGH¿FLWWKHDXWKRULWLHVi) increased excises
on tobacco, alcohol and diesel; ii) promised to increase the domestic prices for gas, electricity and
coal; iii)LQLWLDOO\WRRNVRPHPHDVXUHVWRLPSURYHWKH¿QDQFLDOFRQGLWLRQRIWKH3HQVLRQ)XQGEXWLQ
fact, failed to do this; and iv)VROGFDUERQHPLVVLRQULJKWVDQGDGRSWHGD¿QDQFLDOSODQIRU1DIWRJD]
which limits the subsidy to the company to the amount planned in the budget.
'HYLDWLRQVIURPWKH¿VFDOSROLF\DJUHHGLQWKHSURJUDPPHZLWKWKH,0)LUUHJXODULPSOHPHQWDWLRQ
RI WKH ÀH[LEOH H[FKDQJH UDWH UHJLPH VORZ UHVROXWLRQ RI EDQN GLI¿FXOWLHV IDLOXUH WR PHHW VHYHUDO
continuous performance criteria, together with the sharp economic contraction since the approval of
WKHSURJUDPPHDQGLQWHQVL¿HGSROLWLFDOGLVDJUHHPHQWVRQSROLF\DGMXVWPHQWVFRQWULEXWHGWRDGHOD\
LQWKHFRPSOHWLRQRIWKH¿UVWDQGVHFRQGSURJUDPPHUHYLHZVDQGWKHUHIRUHLQWKHGLVEXUVHPHQWRI
the second and third tranches.
7KHUXQXSWRWKHSUHVLGHQWLDOHOHFWLRQVLQ-DQXDU\JDYHULVHWRH[SDQVLRQDU\¿VFDOSROLFLHVDW
the end of the year that aggravated existing imbalances. In particular, in October 2009 the Parliament
approved a law that envisaged major increases in social spending (wages and pensions) starting from
1RYHPEHUDQGDQRWKHUHQYLVDJLQJWKHWUDQVIHURI1%8SUR¿WVWRWKHDPRXQWRI8$+ELOOLRQ
WR¿QDQFH(XURLQIUDVWUXFWXUHSURMHFWV
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7KHRYHUDOOEXGJHWGH¿FLWLQLVOLNHO\WREHRI*'3ZKHQDQXPEHURIH[SHQGLWXUHV RQ
EDQNUHFDSLWDOLVDWLRQWKH1DIWRJD]FDSLWDOLQMHFWLRQDQG¿QDQFLQJWKHDFWXDOGH¿FLWRIWKH3HQVLRQ
Fund) are also included.

Budget 2010
The 2010 state budget law prepared by the government elected in January 2010 was approved with
DGH¿FLWRIRI*'3RQ$SULO7KHEXGJHWZDVGHYHORSHGEDVHGRQDPDFURHFRQRPLF
forecast of real GDP growth at 3.7% and consumer price index at 13.1% in 2010.
However, the tax revenue forecast of a 36% growth in 2010 still looks overly optimistic. In order to
raise budget revenues, the Parliament has already increased excises on alcohol (beer, vodka and
some wines), tobacco and gasoline products and duties on use of surface and subsurface water in the
production of beverages. The government is also going to tighten tax administration, struggle against
“envelope” payments of wages and increase non-tax revenues (in particular, privatisation receipts).
:KLOHWKHDSSURYHGEXGJHWGH¿FLWLQFOXGHVH[SHQGLWXUHVWRFRYHUWKHFRVWRIIXOOLPSOHPHQWDWLRQ
of the Law on Increases in Social Standards (approved in October 2009) and the forecast pension
IXQGGH¿FLWWKHVL]HRIWKH¿QDQFLDOVXSSRUWWR1DIWRJD]UHPDLQVXQFOHDU7DNLQJLQWRDFFRXQWWKDW
the new government is not going to raise natural gas prices for households and the utility sector,
VXVWDLQLQJ1DIWRJD]¿QDQFHVORRNVTXLWHSUREOHPDWLFLQHYHQZLWKWKHQHZ5XVVLDQ8NUDLQLDQ
gas discount negotiated in April 2010.
7KXVDKLJKRYHUDOOEXGJHWGH¿FLWLQDQGULVLQJVRYHUHLJQGHEWUHSUHVHQWWKHPDMRUULVNWR
¿QDQFLDOVWDELOLW\RI8NUDLQHLQWKHPHGLXPWHUP

Table 5.15. Receipts, budget 2010
(UAH thousand)
Total income

252 751 214.2

Total revenues, excluding inter-governmental transfers



Tax revenues

188 223 498.0

Income, profits and market taxes



Corporate income tax



Royalties



Domestic taxes on goods and services

134 846 311.3

VAT



VAT refund

- 274 706 000.0

Excise duty

29 716 000.0

Taxes on international trade and external transactions



Including: Exports and imports duty

8 666 940.0

Non tax revenues



Incomes from property and business activities



Other revenues

2 047 446.6

Total financing

54 095 369.9

Funding debt operations



Borrowing



including internal



including external

34 068 110.9

Liabilities

- 237 962 166.0

including internal

- 17 061 988.4

including external

- 67 342 282.0

Revenues from privatisation assets


Source: NBU, Verkhovna Rada of Ukraine.
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Table 5.16. Expenditures, budget 2010
(expenditure by ministry, UAH thousand)
Total Expenditures

240 984 364.1

Ministry of Interior



Ministry of Fuel and Energy

98 876.0

Ministry of Economy

294 892.2

Ministry of Coal Industry



Ministry of Education and Science



Ministry of Health

4 889 739.3

Ministry of Labour and Social Policy



Ministry of Industrial Policy

99 621.4

Ministry of Agricultural Policy



State Statistics Committee

443 169.4

Ministry of Transport and Communications

1 163 731.0

Ministry of Finance

22 097 047.1

Ministry of Justice

1 001 078.7

State Agency of Ukraine for Investments and Innovations

24 612.0

State Committee of Ukraine on Regulatory Policy and Entrepreneurship

32 631.7

Sources: NBU, Verkhovna Rada of Ukraine.

Policy implications
In June 2010, the new authorities (both the presidency and the government) declared their willingness
to introduce a number of economic and structural reforms (including reforms of tax, pension and
VRFLDOVHFXULW\V\VWHPV LQRUGHUWRUHVWRUHHFRQRPLFJURZWKPRGHUQLVHWKHHFRQRP\HQVXUH¿QDQFLDO
stability and improve the standards of living in Ukraine until 2014.
+RZHYHUWKHSURSRVDORIUHGXFLQJWKHEXGJHWGH¿FLW ZLWKRXWEDQNUHFDSLWDOLVDWLRQFRVWV WR
RI*'3LQDQGWKHQE\DQQXDOO\WRRI*'3LQLVFRQVLGHUHGLQVXI¿FLHQWE\WKH
IMF, as it may result in a growing public debt for several years before stabilising, undermining the
FRPPLWPHQWWR¿VFDOFRQVROLGDWLRQWKXVGHOD\LQJWKHODVWLQVWDOPHQWXQGHUWKH6WDQG%\$JUHHPHQW

Monetary and exchange-rate policy
7KH PRQHWDU\ SROLF\ RI WKH 1%8 FRQVLVWV RI D ÀRDWLQJ H[FKDQJH UDWH WDUJHWLQJ LQÀDWLRQ SULFH
VWDELOLVDWLRQDQGRYHUDOO¿QDQFLDOVWDELOLW\

Recent events
,QWKHHFRQRPLFVLWXDWLRQZDVFKDUDFWHULVHGE\WKHOLTXLGLW\FULVLVEORFNDJHRIWKHEDQNOHQGLQJ
process and reduced investment activity, as well as by the collapse of external and domestic demand
due to the fall of real incomes and real salaries.
In 2008, the CPI amounted to 122.3% which was mostly determined by the growth of prices for
consumer products as a result of a bad harvest in 2007, improvement in the social standards (minimum
salaries, pensions, minimum subsistence level), increase in salaries, payment of compensation for
losses from devaluation of cash savings and increases in the prices for housing and municipal services.
7KHUHZDVDVORZGRZQLQLQÀDWLRQLQWKHFRQVXPHUPDUNHWLQ  WKHORZHVWOHYHOLQWKH
SDVWWKUHH\HDUV LQLQÀDWLRQZDV 
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Table 5.17. Main indicators of economic development of Ukraine

Year

Price index
Consumer
of industrial
price index
products
(%)
manufacturers
(%)

Current
account
balance
(USD million)

Overall
external debt,
as of end of
the year
(USD million)

Official
reserves as
of the end of
the year
(USD million)

USD/UAH
exchange
rate
(annual
average)



110.3





39 619

19 391



2006

111.6

114.1

-1 617







2007

116.6

123.3





32 479



2008

122.3

123.0

-12 763







2009

112.3

114.3

-1 801

103 973



7.71

2010

109.1

118.7

-606

111 623



8.04

Note: *As of November 2010 (IMF).
Source: State Statistics Committee of Ukraine.

,QWKHGH¿FLWRQWKHFXUUHQWDFFRXQWLQFUHDVHGWR86'PLOOLRQRUE\RI*'3 DV
FRPSDUHGWR86'PLOOLRQDQGRI*'3LQ GXHWRWKHWUDGHGH¿FLW XSWR86'ELOOLRQ 
DQGWKHQHJDWLYHEDODQFHRILQFRPHV WR86'ELOOLRQ ,QWHUQDWLRQDOUHVHUYHVVKUDQNE\DQG
DVRI-DQXDU\ZHUH86'ELOOLRQGHVSLWHORDQVIURPWKH,0) 86'ELOOLRQ DQGIURP
WKH:RUOG%DQN 86'PLOOLRQ LQ
Indeed, an IMF Stand-By Agreement was signed in November 2008 for a loan of USD 16.4 billion
to be disbursed in four tranches over 2009. However, due to the failure of the former government
to comply with IMF recommendations (i.e.WKHJRYHUQPHQWLQFUHDVHGSHQVLRQVDQGVRFLDOEHQH¿WV
on the eve of presidential elections), the programme ended in May 2009, after the disbursement of
86'ELOOLRQ
In 2010, imports did not pick up as fast as pre-crisis levels, leading to a further decrease of the
FXUUHQWDFFRXQWGH¿FLWH[SHFWHGDW86'PLOOLRQ DWKLUGRIWKDWRI 'HVSLWHWKLVJRRG
UHVXOWRI¿FLDOUHVHUYHDVVHWVLQFUHDVHGE\DURXQGWKDW\HDUWR86'PLOOLRQDQGJURVV
external debt by 7% yoy, to USD 111 623 million in October 2010.

Level of inflation and prices
,QWKHSROLF\RIWKH1DWLRQDO%DQNRI8NUDLQHZDVDLPHGSULPDULO\DWUHGXFLQJLQÀDWLRQDQG
mitigating the impact of the crisis on the economy. Decreases in domestic demand, a good harvest,
stabilisation of the hryvnia exchange rate as well as the implementation of anti-crisis measures by
WKHJRYHUQPHQWDQGWKH1%8FRQWULEXWHGWRVDIHJXDUGLQJ¿QDQFLDOVWDELOLW\DQGLQSDUWLFXODUWKH
stability of the banking system.
In 2009, the trend towards a slower annual growth rate of the CPI was observed, which at year-end
was at 112.3% compared to 122.3% in 2008.

Table 5.18. Consumer price indices
2008

2009

2010

Consumer price index (CPI)

122.3

112.3

109.1

Food products and beverages



110.9

110.6

Clothes and footwear



107.6

102.2

Housing, water, electricity, gas and fuel

128.2

108.2

113.8

Transport



119.2

106.6

Consumer price index basket

121.3

114.9

-

Source: State Statistics Committee of Ukraine.
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The main factors slowing the growth of the CPI during the year were the reduction of external
and domestic demand as well as stabilisation of the exchange rate in the second half of 2009. An
additional factor was a good harvest.
However, accelerated growth in state expenditures compared to revenues (which began to decline
LQ$SULO FRQWULEXWHGWRLQÀDWLRQLQ-DQXDU\$XJXVW7KHUHGXFWLRQRIEXGJHWH[SHQGLWXUHVLQ
4RIOHGWRWKHVORZGRZQRILQÀDWLRQ7KHPDLQIDFWRUFXUELQJWKHLQÀDWLRQRIFRQVXPHUSULFHV
during the year was low overall demand across the economy as a result of a drop in incomes and
real salaries as well as the reduction of industrial production. The consumer price index basket,
which remained high and was above the CPI for the whole year, was 114.9% in 2009 (compared to
121.3% in 2008).
Rapid action by the NBU in late 2008-early 2009, reassured the currency market, which both directly
DQGLQGLUHFWO\KHOSHGUHGXFHLQÀDWLRQDU\SUHVVXUHV7KHJUDGXDOVWDELOLVDWLRQRIWKHH[FKDQJHUDWH
OHGWRDGHFUHDVHLQQDUURZEDVHLQÀDWLRQ\R\IURPLQ4WRIRUWKH\HDU0RUHRYHU
the stabilisation of the situation on the foreign exchange market was the major factor in improving
WKHHFRQRPLFDJHQWV¶LQÀDWLRQH[SHFWDWLRQVIRUIURPWKHPD[LPXPYDOXHRILQ4WR
LQ4RI
1RQEDVHLQÀDWLRQVORZHGWRFRPSDUHGZLWKLQ$JRRGKDUYHVWIRUWKHVHFRQG
consecutive year meant low price rises for raw food products – products with a low degree of processing
WKHLQFUHDVHZDVFRPSDUHGZLWKLQ $WWKHVDPHWLPHIXHOSULFHVLQFUHDVHGE\
IRUWKH\HDU FRPSDUHGZLWKWKHGHFUHDVHRILQ UHÀHFWLQJDUHFRYHU\LQSULFHVRQ
the world commodity markets in the second half of the year and the national currency devaluation
in late 2008 - early 2009. The cost of services regulated by the state increased by 16.2% in 2009,
FRPSDUHGZLWKWKHLQFUHDVHRILQZKLFKRFFXUUHGPDLQO\GXHWRULVLQJSULFHVIRUVXJDU
(by 83.9%).
The manufacturers’ price index of industrial products was 114.3% in 2009 (while in 2008 it was
123.0%).

Table 5.19. Price indices of industry
2008

2009

2010

Price indices of industry

123.0

114.3

117.1

0LQLQJDQGTXDUU\LQJ

122.3

111.3

144.4

Manufacturing

118.4

117.4

117.1

Food processing



120.3

118.9

Light industry

116.7



111.2

Coke, refined petroleum and nuclear fuel

84.4

142.9



Chemical and petrochemical industry



121.8

113.7

Basic metals

119.2

117.2

122.7

0DFKLQHU\DQGHTXLSPHQW

121.1

109.1

106.1

(OHFWULFDODQGHOHFWURQLFHTXLSPHQW

112.6

114.7

106.9

142.2

103.9



Electricity, gas and water supply

Source: State Statistics Committee of Ukraine.

The prices for industrial products were determined by external and internal demand for metallurgical
production and the dynamics of world prices for oil and petroleum products. The largest contributions
WR WKH JURZWK RI SURGXFHU SULFHV LQ  ZHUH PHWDOOXUJ\ UH¿QHG SHWUROHXP SURGXFWV DQG IRRG
SURFHVVLQJ,QPLQLQJDQGTXDUU\LQJSULFHVUHJLVWHUHGWKHKLJKHVW\R\JURZWK  IROORZHG
E\UH¿QHGSHWUROHXP  DQGEDVLFPHWDOV  
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Monetary aggregates
Table 5.20. Main monetary aggregates
(end of period, UAH million)
Aggregates

2006
Total

2007

Growth

Total

2008

Growth

Total

2009

Growth

Total

2010

Growth

Total

Growth

M0

74 984



111 119

48.2



39.3





182 990



M1

123 276





47.4



23.9

233 748

3.8

289 894

24.0

M2



34.3

391 273





31.0

484 772





23.1

M3

261 063









30.2

487 298





22.7

1 417

–17.9



149.6

1 922

±

447

-76.8

208



Shares
HTXLW\2



77.2



78.9



134.9



7.3

277 972

10.8

Other
items (net)

–2 442

-277.4

–7 749

217.3

10 911 -240.8



697.4





Net foreign
assets3

67 041

-18.1



-23.3

-16 121 -131.3

 -202.4



601.1

248 631

69.4

440 027

77.0



6.3

Liabilities
excl M31

Domestic
credit4

778 432

76.9

809 174

3.9

Notes: 1Liabilities excluded from M3 are the sum total of transferable and other deposits of state and local government in
national and foreign currencies; 2Liabilities of deposit-taking corporations that include funds contributed by owners, retained
earnings, current year result, general and special reserves, and valuation adjustment; 3Net foreign assets mean a balance
between claims and liabilities of deposit-taking corporations vis-à-vis non-residents; 4Domestic credits include net claims
of deposit-taking corporations on the central government and claims on other sectors of the economy. Net claims on the
central government are a balance between claims and liabilities of deposit-taking corporations vis-à-vis central government.
Source: National Bank of Ukraine.

Monetary aggregates have followed closely the economic rhythms of Ukraine since independence. Strong
foreign demand for Ukrainian exports, accompanied by surging imports led to an increasing current
DFFRXQWJDSWKDWZDV¿QDQFHGE\ODUJHDPRXQWVRIIRUHLJQFDSLWDOLQÀRZVDQGPDVVLYHERUURZLQJV
,QFUHDVHG )', IURP WKH WKUHH SULYDWLVDWLRQ SHDNV LQ   DQG   OHG WR D WKUHHIROG
LQFUHDVHLQPRQHWDU\DJJUHJDWHVEHWZHHQZKHQ0LQFUHDVHGIURP8$+PLOOLRQDQG
SULRUWRWKHFULVLVZKHQWKH\ZHUH8$+PLOOLRQ,QWKHUHZDVDGHHSOLTXLGLW\
FULVLV FDXVHG E\ LQFUHDVHG ULVN DYHUVLRQ WKH GU\LQJ XS RI FDSLWDO LQÀRZV DQG EDQN ORDQ IUHH]HV
0RQH\DJJUHJDWHVGHFUHDVHGE\WR8$+PLOOLRQ7KHUHVXPSWLRQRIJURZWKERWKRQ
GRPHVWLFDQGLQWHUQDWLRQDOPDUNHWVOHGWRDQLQFUHDVHRIPRQH\VXSSO\WR8$+PLOOLRQE\
the end of August 2010.
As an effect of the crisis, liabilities almost halved yoy by end-December 2008, to UAH 1 922 million,
only to soar in 2009 by nearly 77%, to UAH 447 million. The deep decrease of 2009 happened in
'HFHPEHUDVE\HQG1RYHPEHUOLDELOLWLHVVWLOODPRXQWHGWR8$+PLOOLRQ

Exchange rate
After the sharp fall of the hryvnia in Q4 2008 following the crisis (by almost 40%), high demand
IRUIRUHLJQFXUUHQF\SHUVLVWHGLQXQGHUWKHLQÀXHQFHRIGHYDOXDWLRQH[SHFWDWLRQVGHFUHDVHVLQ
FXUUHQF\LQÀRZVWR8NUDLQHDQGODUJHYROXPHVRISD\PHQWVIRULPSRUWVFRQWUDFWV
,QRUGHUWRVWDELOLVHWKHH[FKDQJHUDWHWKH1%8LQWURGXFHGDQRI¿FLDOH[FKDQJHUDWHWRWKH86GROODU
in April 2009 at the mid-weighted interbank rate for the previous business day with possible deviation
RI7KH1%8DFWLYHO\LQWHUYHQHGLQ0D\$XJXVWWRNHHSWKHRI¿FLDOH[FKDQJHUDWHZLWKLQ
the pre-announced interval change. As a result, the hryvnia remained relatively stable throughout
WKH¿UVWKDOIRIDWDQDYHUDJHRI8$+WRWKH86GROODU
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However, in early September 2009, negative market expectations over the devaluation of the hryvnia
in 2010 led to drying foreign currencies on the interbank market. The hyrvnia further lost 30% of
its value, to UAH 8.47 to the US dollar, while the cash rate varied between UAH 8.31 and UAH 8.83
to the US dollar. The NBU actively intervened and succeeded in strengthening the rate both on the
interbank and cash markets during October-December to the deviation interval set in the Memorandum.
7KHKU\YQLDH[FKDQJHUDWHWRRWKHUZRUOGFXUUHQFLHVUHÀHFWHGWKHVDPHLQWHUQDWLRQDOVLWXDWLRQ7KH
RI¿FLDOH[FKDQJHUDWHWRWKHHXURGHFOLQHGE\LQDQGE\WRWKHURXEOHLQ
In 2010, exchange rates remained fairly stable in all currencies, a sign of slow economic recovery.

Table 5.21.2I¿FLDOH[FKDQJHUDWHRI8$+WRRWKHUIRUHLJQFXUUHQFLHV
(per unit)
Exchange rate of UAH to foreign
currencies (as of the end of the year)
USD (US dollar)
EUR (euro)
RUB (Russian rouble)

2007

2008

2009

2010





7.99

7.96

6.91

7.71

10.87

10.44

0.198

0.211

0.247



Source: State Statistics Committee of Ukraine.

External sector
Merchandise exports and imports
7RWDOPHUFKDQGLVHH[SRUWVGHFUHDVHGE\LQ WR86'ELOOLRQ UHÀHFWLQJ8NUDLQH¶V
vulnerability to changes in global market conditions due to its highly concentrated, low value-added
structure of exports, with about 40% accounted for by ferrous metals and metal products (where
Ukraine has a competitive advantage) and 9-11% of minerals (until 2008). A gradual recovery of
demand in the main trading partner countries since the second half of 2009 contributed to the
improvement of exports since the end of that year.
In 2009, exports decreased in all categories of goods, with the largest decrease in exports of ferrous
PHWDOV E\ ,QFRQWUDVWH[SRUWVRIDJULFXOWXUDOSURGXFWVRQO\GHFUHDVHGE\UHÀHFWLQJ
high exports of grain and vegetable oil due to good harvests in 2008 and 2009.
Across the regions, merchandise exports in 2009 reduced most to Europe, America and Russia (by
1.9, 3.7 and 1.9 times, respectively). As a result, the share of European countries in total exports
GHFUHDVHGIURPWRWKHVKDUHRI$PHULFDQFRXQWULHVIURPWRDQGWKHVKDUH
RI5XVVLDIURPWR$WWKHVDPHWLPHWKHVKDUHRI$VLDQFRXQWULHVLQFUHDVHGIURP
to 30%, partly due to Lebanon and China joining the main importers of Ukrainian ferrous metals.
,QWRWDOPHUFKDQGLVHLPSRUWVGHFUHDVHGE\ WR86'ELOOLRQ ZLWKDVKDUSGHFOLQH
LQWKH¿UVWTXDUWHUEHIRUHVORZJURZWKLQWKHVXEVHTXHQWWKUHHTXDUWHUVGXHWRWKHUHVXPSWLRQRI
economic activity and relative stability of the exchange rate.
Imports of investment goods decreased by 60.2% in 2009 and imports of consumer goods and
RILQWHUPHGLDWHFRQVXPSWLRQJRRGVIHOOE\DQGUHVSHFWLYHO\7KHODUJHVWGHFOLQHRI
imports was in the merchandise group of machinery and transport (by 66%), largely because of a
nearly six-fold reduction in the imports of cars and buses. The reduction in imports of metals and
metal articles is mainly explained by a reduction of industrial production in Ukraine, and therefore
lower demand.
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Table 5.22. Major exports
SITC Revision 3, 2009
Food & live animals
Beverages & tobacco

Trade value (USD million)
10 168.1

Share (%)
32.2

672.6

2.2

Mineral fuels

2 130.8

6.7

Chemicals



7.9

Textile

103.6

0.3

Ferrous metals



0DFKLQHU\ HTXLSPHQW

2 007.2

6.4

Clothing

609.3

1.8

Footwear

138.9

0.4

Other

176.0



Total of above
Total of all exports
Other categories of exports
Services, 2009
Transportation
including pipelines
Travel
Communication services
Construction services
Insurance services
Financial services
Other business services
Repair
Total of above
Total of all services exports
Other services

30.1

27 976.2



31 590.6

100.0

11 726.6



Trade value (USD million)

2 104.0
298.3

123.1
80.2
369.9

428.8
7 972.4
9 520.8


Share (%)

22.1
3.1
3.4
1.3
0.8
3.9
1.0

83.7
100.0
16.3

Source: NBU, BoP report for 2009.

7RWDOLPSRUWVRIPLQHUDOVIHOOE\LQPDLQO\GXHWRDGHFUHDVHLQWKHYDOXHRILPSRUWHG
FUXGHRLODQGRLOSURGXFWV E\DQGUHVSHFWLYHO\ $OWKRXJKWKHYDOXHRILPSRUWHGJDV
GLGQRWFKDQJHVLJQL¿FDQWO\LWVSK\VLFDOYROXPHGHFUHDVHGE\ZLWKDVLPXOWDQHRXVLQFUHDVHLQ
the gas price of 17.1%. These changes resulted in the increase of the gas share in total merchandise
LPSRUWVIURPWR)LQDOO\LPSRUWVRIFKHPLFDOVGHFUHDVHGE\GXHWRDVKDUSUHGXFWLRQ
in imports of plastic products (by 39.1%), while imports of agricultural and food products decreased
E\UHVXOWLQJIURPDVLJQL¿FDQWUHGXFWLRQLQWKHLPSRUWVRIYHJHWDEOHRLODQGPHDW E\
and 32.6%, respectively).
Across the regions, the share of the Commonwealth of Independent States (CIS), which is traditionally
dominated by Russia and Turkmenistan due to energy materials, increased from 38.6% to 43.4%
of total merchandise imports, although the value of imports decreased by 1.7 times. The share of
$VLDQ$PHULFDQDQG(XURSHDQFRXQWULHVLQWRWDOLPSRUWVGHFUHDVHGIURPWR
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Table 5.23. Major imports
SITC Revision 3, 2009
Food & live animals
Beverages & tobacco
Mineral fuels
Chemicals
Textiles

Trade value (USD million)

Share (%)

1 311.9

3.6

466.7

1.3

11 480.3

31.7







1.8

Ferrous metals

1 168.1

3.2

0DFKLQHV HTXLSPHQW

2 779.2

7.7





Clothing
Footwear
Total of above
Total of all imports
Other categories of imports

Services, 2009
Transportation

312.1

0.8

27 976.2



36 231.5

100

11 726.6

46.9

Trade Value (USD million)

Share (%)

981.1

19.0

2.2

0.0

Travel





Communication services



2.9

Construction services



3.1

Insurance services

124.1

2.4

1 318.9





3.0

Including pipelines

Financial services
Other business services
Repairs
Total of above
Total of all services imports
Other services



0.9

3 218.6

62.3

5 168.8

100



37.7
Source: NBU, BoP report for 2009.

Balance of payments
The negative trade balance, weaker competitiveness of domestically produced goods and very strong
domestic demand growth that exceeded output growth contributed to the rapid deterioration in the
FXUUHQWDFFRXQWIURPDVXUSOXVRIRI*'3LQWRDGH¿FLWRIDERXWRI*'3LQ
,QSDUDOOHOWKHFDSLWDODQG¿QDQFLDODFFRXQWVXUSOXVLQFUHDVHGWR86'ELOOLRQLQWKDQNVWR
sustained FDI (USD 9.9 billion) and other investments (USD 4.7 billion).
Although exports of goods and services experienced a sharp decline in 2009 (of 36.6%) due to
continued weak external demand, a collapse in steel prices and a sharp devaluation of the UAH,
LPSRUWVIHOODWDKLJKHUUDWH E\ UHÀHFWLQJWKHFRQWUDFWLRQRIGHPDQGDQGKLJKHULPSRUW
prices.23$VDUHVXOWWKHWUDGHEDODQFHGH¿FLWFRQWUDFWHGWR86'ELOOLRQ&RQVHTXHQWO\WKHFXUUHQW
DFFRXQWGH¿FLWLQVKUDQNWR86'ELOOLRQ RI*'3 FRPSDUHGWR86'ELOOLRQ 
of GDP) in 2008.
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Table 5.24. Balance of payments
(USD million)
Balance of payments

2007

Current account
Goods and services (balance)
Goods (balance)
Services (balance)
Income (balance)
Current transfers (balance)
&DSLWDODQG¿QDQFLDODFFRXQW
Capital account
Financial account

2008

2009

Q1-Q3 2010



-12 763

-1 801

-7 876



-2 022

-1 112



-16 091



-4 840

-314

2 696

1 741

2 633

3 728

-2 117



-2 440

-1 408



3 127

2 661

2 206



9 700



-664

3





169



12 227



-833

Direct investment

9 218

9 903





Portfolio investment



-1 280

-1 732

3 026

361

4 684

-8 026



-8 980

-1 080



-8 398

-473





978

Other investment
Reserves assets
Net errors and omissions

Source: National Bank of Ukraine, Balance of payments reports for 2007 and 2009.

2QWKHRWKHUKDQGGXHWRORZHULQÀRZVRI)',LQDQGQHWUHSD\PHQWRIH[WHUQDOGHEWDFFXPXODWHG
before the crisis by both private and public sector, the capital account turned negative in 2009. The
reduction of FDI in 2009 was attributed, not only to the crisis but also to high political and economic
instability, increasing distrust of foreign investors, and decreasing returns on investment in domestic
FRPSDQLHV7KHORZHVWQHW)',LQÀRZZDVLQWKH¿UVWTXDUWHURI DERXW86'PLOOLRQ LQWKH
RWKHUWKUHHTXDUWHUVWKHQHW)',LQÀRZH[FHHGHG86'ELOOLRQ$FFRUGLQJWRWKH1%8EDODQFHRI
payments report for 2009, most of these investments went to bank recapitalisation. Therefore, the
share of FDI into the banking sector remained the largest (40%) in comparison with the other sectors.
,QWKHGH¿FLWVRIWKHFXUUHQWDFFRXQWWKHJRRGVDQGVHUYLFHVDQGWKHFDSLWDODQG¿QDQFLDO
DFFRXQWVVKUDQNFRQVLGHUDEO\FRPSDUHGWRUHÀHFWLQJWKHVORZSLFNXSRIWKHHFRQRP\

Policy implications
Ukraine should diversify its international trade and develop new trade partnerships. Trade with the
6RXWK&DXFDVXV±$UPHQLD$]HUEDLMDQDQG*HRUJLD±FRXOGEHQH¿WWKHUHJLRQDQGHQFRXUDJHJURZWK
of an integrated trade market supported by free trade agreements.
The Export Conformity Index shows that Ukraine has a different export structure from South Caucasus
FRXQWULHV7KHFRXQWU\FRXOGWUDGHWKHPLQHUDOIXHOV RLO IURP$]HUEDLMDQQHHGHGIRUWKHUH¿QHGRLO
industry. It could also not only compete with Armenia and Georgia on the iron and steel industry and
with Serbia on agri-business, but also trade the resources it lacks. Increased competition with these
countries could drive the modernisation of their respective economies and stimulate the region’s
GDP growth and increased prosperity.
On the balance of payments side, more effort should be directed towards the current account to reduce
WKHJRRGVGH¿FLWZLWKLQFUHDVHGH[SRUWVDQGWRDWWUDFWSRUWIROLRLQYHVWPHQWVDQGRWKHULQYHVWPHQWV
WRUHEDODQFHWKH¿QDQFLDODFFRXQW8NUDLQHQHHGVWRWDNHVHULRXVVWHSVWRZDUGLPSURYLQJWKHRYHUDOO
investment climate in order to encourage both foreign and domestic investment and increase the
innovative component of this investment.
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MILLENNIUM DEVELOPMENT GOALS
Despite a promising launch, Ukraine has failed to meet the targets outlined in the agreed schedule,
DQGLVIDUIURPUHDFKLQJLWVJRDOVE\$WWKH810LOOHQQLXP6XPPLW8NUDLQHFRPPLWWHG
LWVHOIWRDFKLHYHE\SRYHUW\UHGXFWLRQHGXFDWLRQTXDOLW\LPSURYHPHQWVXVWDLQDEOHHQYLURQPHQW
GHYHORSPHQWPDWHUQDOKHDOWKDQGFKLOGFDUHJHQGHUHTXDOLW\DQG+,9$,'6UHGXFWLRQ

Basic indicators
Table 5.25. 0LOOHQQLXP'HYHORSPHQW*RDOVPDLQ¿JXUHV
Goal 1*
Objective:
Decrease by 10 times people
suffering from hunger
Share of population with
consumption below the actual
subsistence minimum
Goal 2
Objective:
All children to complete primary
school
Net primary enrolment ratio (%)
Continuation to secondary
education (%)
Goal 3
Objective:
Eliminate gender disparity in all
levels of education
Female primary ratio (as % of
male ratio)
Female secondary ratio (as % of
male ratio)
Goal 4
Objective:
5HGXFHE\XQGHUPRUWDOLW\
rates
8QGHUPRUWDOLW\UDWH SHU
Goal 5*
Objective:
Halve maternal mortality
Maternal mortality ratio
(per 100 000 births)
Goal 6
Objective:
Decrease tuberculosis morbidity
by 20%
IURPWKHOHYHO
Tuberculosis (per 1 000)
Goal 7*
Objective:
Halve the % of people without
access to safe and drinkable water
Access to improved safe water (%)
Urban
Rural

270

Eradicate extreme poverty and hunger
Baseline
Current data
Target
<HDU

Value

<HDU

Value

<HDU

Value

2000



2010

20%



7%

Achieve universal primary education
Baseline
Current data
Target
<HDU

Value

<HDU

Value

<HDU

Value

2000

94

2008

89



100

2000

90

2008

84



100

Promote gender equality and empower women
Baseline
Current data
Target
<HDU

Value

<HDU

Value

<HDU

Value

2000

99.3

2008

99.9



100

2000



2008





100

Reduce child mortality
Current data

Baseline
<HDU

Value

<HDU

Value

Target
<HDU

Value

2000


2008
24.2

11
Improve maternal health
Baseline
Current data
Target
<HDU
Value
<HDU
Value
<HDU
Value

2000

24.7



Combat diseases
Current data

Baseline
<HDU

2008

Value

<HDU

Value



13.0

Target
<HDU

Value

2000

60.7
2009
72.7

67.4
Ensure environmental sustainability
Baseline
Current data
Target

<HDU

Value

<HDU

Value

<HDU

Value

2000

86

2008

88



90

…

…

30

Note: *State Statistics Committee of Ukraine.
Source::RUOG%DQN:',

DEVELOPMENT IN EASTERN EUROPE AND THE SOUTH CAUCASUS © OECD 2011

8.5$,1(&28175<5(9,(:

8NUDLQHKDVWKHKLJKHVWGHSRSXODWLRQUDWHLQ(XURSHZLWKDORVVRIRYHUPLOOLRQSHRSOHVLQFH
IRUDSRSXODWLRQRIPLOOLRQLQ7KLVORVVKDVEHHQGXHWRWKUHHPDLQIDFWRUVORZELUWKUDWHV
KLJKGHDWKUDWHVDQGPLJUDWLRQ)DPLO\VWUXFWXUHVKDYHDOVRVLJQL¿FDQWO\FKDQJHGZLWKDQLQFUHDVH
LQWKHQXPEHURIXQUHJLVWHUHGPDUULDJHVODWHPDUULDJHVDQGKDYLQJWKH¿UVWEDE\DWDODWHUDJH
There is also a clearly ageing population in Ukraine compared to the EESC countries, which have a
higher proportion of young people. Indeed, the median age in Ukraine was 40.2 years old in 2010
DJDLQVWDQDYHUDJHRILQQHLJKERXULQJFRXQWULHV

Figure 5.11. Age-population distribution comparison
70
60
50
40
30
20
10
Ukraine

Weighted average EESC
0-14

15-24

25-59

60+
Source::RUOG%DQN

Moreover, average life expectancy has slightly increased since 2000, from 67.7 to 68.2 years in
Ukraine. Females are on top of the age pyramid, with life expectancy 11 years higher than men’s,
which brings the problem of low pensions into sharp relief, since most pensioners are widows.

Goal 1: Reduce poverty
Despite increasing per capita GDP since 2000, higher wealth disparity also occurred. The social policy of
WKHJRYHUQPHQWWDUJHWVHPSOR\PHQWHI¿FLHQF\DQGWKHFRXQWU\¶VFRPSHWLWLYHQHVVLQFUHDVHGSHQVLRQV
DQGVRFLDOKHDOWKFDUHLQFUHDVHGDPRXQWDQGGLYHUVL¿FDWLRQRIVXEVLGLHVDQGLPSOHPHQWDWLRQRIWKH
government’s reforms in the social system.

Target: Achieve full and productive employment and decent work for all
<RXWKUHSUHVHQWHGRIWRWDOXQHPSOR\PHQWLQZKLFKZDVWKHKLJKHVWRIWKHDJHJURXSV
Moreover, unemployment problems have led to strong emigration, ostensibly for seasonal work,
LQYROYLQJDERXWRIWKHSRSXODWLRQ±ZLWKDSSUR[LPDWHO\PLOOLRQPLJUDQWVLQ(PLJUDWLRQ
is explained by low wages and Ukrainian families’ need for remittances, which are often the major
or only source of income.24
In response to the economic crisis, the unemployment rate, the incidence of administrative leave and
LQYROXQWDU\SDUWWLPHHPSOR\PHQWKDYHLQFUHDVHGVLJQL¿FDQWO\0RUHRYHUUHDOZDJHVKDYHGHFUHDVHG
while wage arrears have increased.
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Table 5.26. Selected labour market indicators
(percentage change)
2007

2008

2009







6.4

6.4

8.8



13.3

17.8

Incidence of administrative leave of the average listed number of
staff employees

1.1

1.6

2.6

Incidence of involuntary part-time employment of the average
listed number of staff employees

4.4

10.6

19.4

Nominal wage growth yoy

29.8

33.2



Real wage growth yoy



6.3

-9.2

(PSOR\PHQWUDWHRISRSXODWLRQDJHG\HDUV
8QHPSOR\PHQWUDWHRIWKHSRSXODWLRQDJHG\HDUV
<RXWKXQHPSOR\PHQWUDWHRIWKHSRSXODWLRQDJHG\HDUV

:DJHDUUHDUV HQG\HDUVWRFN 8$+PLOOLRQ

668.7

1 188.7

1 473.3

Note: * ILO Methodology.
6WDWLVWLFVRQDGPLQLVWUDWLYHOHDYHSDUWWLPHHPSOR\PHQWDQGZDJHVGRQRWFRYHUHPSOR\HHVRIVPDOOHQWHUSULVHV IHZHUWKDQ
employees) and those employed by entrepreneurs – physical persons as well as all persons employed in the informal sector.
Source: State Statistics Committee of Ukraine

Target: Eradicate extreme poverty and hunger
7KH¿JKWDJDLQVWSRYHUW\DQGKXQJHUKDVORQJEHHQDPDMRULVVXHLQ8NUDLQH+RZHYHUWKHUHDUH
some doubts about the accuracy of data on the scope of the problem and lack of focus on the
measures to resolve it.
Despite the measures taken to mitigate and prevent poverty, including a “poverty reduction strategy”
LQTXDQWLWDWLYHLQGLFDWRUVRISRYHUW\UHYHDOKLJKDQGSHUVLVWHQWOHYHOVLQ8NUDLQH
The results of domestic research show that the incomes of the wealthiest segments of the Ukrainian
SRSXODWLRQDUHWLPHVKLJKHUWKDQLQFRPHVRIWKHOHDVWDIÀXHQWSHRSOHEXWWLPHVKLJKHUDFFRUGLQJ
WR WKH :RUOG %DQN (YHQ WKH ORZHU ¿JXUH GHPRQVWUDWHV WKH DV\PPHWU\ RI VRFLDO GHYHORSPHQW
Living conditions have been worsening in rural areas; however, 90% of the population have access
to sanitation and improved water sources.
8QGHUQRXULVKPHQWDQGPDOQXWULWLRQDIIHFWRIWKHWRWDOSRSXODWLRQDQGRIFKLOGUHQXQGHU
The age dependency ratio remains high with 43% of the population depending on their working
counterpart to sustain living conditions.

Table 5.27. Poverty indicators

Poverty gap at USD2 PPP (%)
Poverty headcount ratio at poverty line (% population)

2000

2008

1.0



40.0



Notes: 5HJLRQDO6WDWLVWLFDO<HDUERRNRI8NUDLQH3DUWǟ.\LY6WDWH6WDWLVWLFV&RPPLWWHH±S3RYHUW\JDS
= mean distance below the poverty line as a proportion of the poverty line where the mean is taken over the whole population
(the non-poor having a 0 shortfall).
Source::',

Estimates of absolute poverty vary between organisations. The UN estimates the level to be at 2%
RIWKHSRSXODWLRQDQGIRUWKH:RUOG%DQNSRYHUW\LQ8NUDLQHUDQJHVIURPWR26

272

The monthly subsistence minimum27 per person at the beginning of 2010 was set by the law “On State
%XGJHWRI8NUDLQHIRU´DW8$+ 86' $FFRUGLQJWRWKH6WDWH6WDWLVWLFV&RPPLWWHHRI
Ukraine, 7.4 million people received this subsistence minimum (16.1% of total population) in 2010.28
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'HVSLWH LQGH[LQJ WKH PRQWKO\ PLQLPXP ZDJH WR LQÀDWLRQ SRYHUW\ KDV QRW GHFUHDVHG $FFRUGLQJ
WRWKH1DWLRQDO)RUXPRI7UDGH8QLRQVPLOOLRQ8NUDLQLDQV RIWKHWRWDOSRSXODWLRQ OLYHG
EHORZWKHSRYHUW\OLQHLQEHORZ8$+ 86' SHUPRQWK29DQGRIWKHSRRU
received at least one type of social support (social relief, social assistance or subsidy), totalling about
8$+ELOOLRQ 86'ELOOLRQ RIVWDWHVRFLDOWUDQVIHUVDQQXDOO\30
Finally, there is a problem of poverty among employees in Ukraine. The smallest nominal salary in
ZDV8$+ 86' ZKHQWKHVXEVLVWHQFHPLQLPXPZDV8$+ 86' $FFRUGLQJ
to the Federation of Ukrainian Trade Unions, more than 20% of employees receive a salary no higher
WKDQWKHVXEVLVWHQFHPLQLPXPZKLOHWKHVH¿JXUHVDUHVLJQL¿FDQWO\KLJKHUDFURVVFHUWDLQDFWLYLWLHV
The issue of the working poor is a challenge that threatens social stability in the country and fails to
stimulate employees to work more productively.31
:DJHVZHUHLQFUHDVHGE\WKHIRUPHU7\PRVKHQNRJRYHUQPHQWLQWKHUXQXSWRSUHVLGHQWLDOHOHFWLRQV
in 2010, which explains the mathematical decline in poverty in 2010 but does not solve the basic
issues; even with the wage increase, the share of the population with consumption below the actual
subsistence minimum remained at 20% (from 70% in 2000).

Table 5.28. Average monthly nominal wage for certain kinds of economic activity32
(yearly average)
Type of economic activity

UAH

USD

2006

2008

2010

2006

2008

2010

Fishing, fish farming

607

913

1 170

121

183

146

Agriculture, hunting and related
services



1 076

1 417

111



177

Health care and social assistance



1 177

1 602

132



200

Industry

1 212

2 017



242

403

318

Financial activities



3 747



410

749



Air transport activities



4 061

6 697

411

812

837

Average monthly nominal salary in
Ukraine

1 041

1 806

2 212

208

361

277

Note: The UAH was highly devalued in 2009 but was steady from 2006 to 2008.
Source: State Statistics Committee of Ukraine.

7KLV¿JXUHGHPRQVWUDWHVWKHXUJHQF\RIRI¿FLDOUHFRJQLWLRQRISRYHUW\ZKLFKZDVLQFOXGHGLQWKH'HFUHH
of the President “On the immediate measures for eradication of poverty” of 26 February 2010 and in
WKHDSSURYHG1DWLRQDO3URJUDPPHRQ0LWLJDWLRQDQG3UHYHQWLRQRI3RYHUW\LQ8NUDLQHIRU
The latter provides for the development of the “Strategy for prevention and overcoming poverty of
8NUDLQHIRU´DQGDQLPSURYHPHQWRIVRFLDOVXSSRUWIRUGHFHQWVDODULHVDQGLPSURYHGZHOIDUH
Only a shift from survival tactics to a genuine development strategy can ensure poverty reduction
(Melnik et al, 2010). Reaching this goal will also contribute to the creation of new jobs through the
increase in production and setting up the conditions for sustainable industry development.

Policy implication
:LWKWKHHFRQRPLFFULVLVWKHUHLVDKLJKULVNRIDJJUDYDWLRQRIVRFLDOLQGLFDWRUV+RXVHKROGV¶ORVV
of income is likely to widen the poverty gap and increase the number of poor incomes. Against IMF
recommendations, a law was voted in October 2009 to increase minimum wage and subsistence
minima. However, more state involvement is needed to reform social assistance and pension systems
to make them more effective and less vulnerable to external shocks. Moreover, policy should be
focused on modernisation, especially in the industrial sector which is a major source of employment
and export potential. Favourable taxation legislation should also be enacted to reduce the size of
the informal economy.
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Goal 2: Increase access to quality lifelong education
Target: Complete full primary education
Ukraine’s MDG database (UNStats) shows improvement in the education system since the start
of the programme in 2001. From the Soviet Union, Ukraine inherited a well-developed education
V\VWHPDQGKDVWKHUHIRUHDQLPSRUWDQWKXPDQFDSLWDOPDVV+RZHYHUIXUWKHUYDOLGDWLRQLVUHTXLUHG
as UNICEF contradicts national statistics, indicating that Ukraine has failed to achieve universal
primary education.
3ULPDU\DQGVHFRQGDU\VFKRROVDUHSXEOLFO\RZQHGDQGDUHHTXDOO\IXQGHGE\UHJLRQDODQGVWDWH
budgets. Giving general education schools more independence in managing resources from the state
was agreed in the 2009 budget and has been in operation since 1 January 2010.

Table 5.29. Main education data
2000
Pre-primary enrolment rate (net %)

2008

40



Primary enrolment rate (net %)

94

89

Primary education teacher to student ratio

20

16

Continuation to secondary education (%)

90

84

Secondary education enrolment rate (net %)

91



6

10

Secondary education teacher to student ratio (%)
Completion rate (%)

92

101

Tertiary education enrolment rate (gross %)

49

79

Tertiary education completion rate (%)

48

80
Source::',166

There is no gender difference in access to primary education; however, more females than males
SURJUHVVWRWHUWLDU\OHYHOV WRUHVSHFWLYHO\ 

Policy implications
The Programme of Economic Reforms for 2010-14 ensures public elementary education by including
the following measures:
3URYLVLRQRISUHVFKRROHGXFDWLRQIRUDWOHDVWRIFKLOGUHQ FXUUHQWO\ 
Reaching 100% of pre-school education for the children who are about to start school studies
FXUUHQWO\DW 
$PDMRULVVXHLVWKHIDOOLQJVKDUHRIKLJKO\HGXFDWHGODERXU IURPWRLQ 7KH
state should support education through provision of a greater number of grants to cover students’
H[SHQVHV(GXFDWLRQTXDOLW\LVQRWPHHWLQJWKHUHTXLUHPHQWVRIWKHHFRQRP\DQGWKHUHLVDJURZLQJ
imbalance between the number of educated specialists and demand for them on the labour market
that needs to be corrected.

Goal 3: Ensure gender equality
7KHUH LV OLWWOH JHQGHU LQHTXDOLW\ LQ 8NUDLQH FRPSDUHG WR ZHVWHUQ FRXQWULHV VLQFH ZRPHQ DUH
theoretically able to reach high positions. The female labour force accounts for 48% of the total with
HTXDODFFHVVWROLWHUDF\DQGHGXFDWLRQ:RPHQPDNHXSRIWRWDOQRQDJULFXOWXUDOHPSOR\PHQW
Overall, women’s unemployment is slightly lower than men’s, 6% against 7% respectively, according
to national statistics.
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At the educational level, female unemployment with primary education is lower than male unemployment
ZLWKWKHVDPHHGXFDWLRQOHYHODJDLQVWUHVSHFWLYHO\LQ7KHWUHQGLVWKHVDPHIRU
VHFRQGDU\HGXFDWLRQ DJDLQVW EXWUHYHUVHVWKHKLJKHUWKHHGXFDWLRQOHYHO)RUWHUWLDU\
OHYHOPDOHXQHPSOR\PHQWLVORZHUWKDQIHPDOHDFFRXQWLQJIRUDJDLQVWUHVSHFWLYHO\
7KHRQO\VLJQL¿FDQWJHQGHUGLVSDULW\IURPZKLFK8NUDLQHVXIIHUVLVLQOLIHH[SHFWDQF\,QGHHGIHPDOH
OLIHH[SHFWDQF\H[FHHGVWKDWRIPHQE\\HDUV±DQG\HDUVROGUHVSHFWLYHO\LQ

Goals 4 and 5: Health issues
Main indicators
The birth rate in Ukraine remains lower than the overall crude death rate which was 16 per thousand
RQDYHUDJHEHWZHHQDQGDERYHWKHSHUWKRXVDQGDYHUDJHGE\WKHUHJLRQ
7KLV¿JXUHLQGLFDWHVGDQJHURXVKHDOWKFRQGLWLRQVLQ8NUDLQH0DMRUFDXVHVRIGHDWKLQ8NUDLQHDUH
FDUGLRYDVFXODU GLVHDVHV DQG FDQFHUV IRU  DQG  UHVSHFWLYHO\ LQ  $OFRKROUHODWHG
diseases and accidents accounted for about 2.4% of deaths in 2009. Deaths from blood pressure,
SUREOHPV RI WKH GLJHVWLYH DSSDUDWXV DQG LQIHFWLRQSDUDVLWLF LOOQHVVHV LQFUHDVHG $OO RWKHU FDXVHV
scored a slight decrease.

Table 5.30. Major causes of death
(percentage change between 2000 and 2008)

Tumours (% decrease)
Respiratory organ failure (% decrease)
Accidents, poisoning and traumas (% decrease)
Alcoholic poisoning (% increase)

6.0

3.0
12.0
Source: :+2

Goal 4: Reduce the under-5 mortality rate to 11 per thousand
$FFRUGLQJWRWKH6WDWH6WDWLVWLFDO&RPPLWWHHWKHXQGHUPRUWDOLW\UDWHVLJQL¿FDQWO\GHFUHDVHGIURP
SHUWKRXVDQGLQWRLQ7KH:RUOG%DQNKRZHYHUVKRZVDVOLJKWLQFUHDVHIURP
KLJKHULQLWLDOUDWHVDQLQFUHDVHIURPSHUWKRXVDQGLQWRLQ
8QGHUPRUWDOLW\LQ8NUDLQHLVGXHWRQHRQDWDOGH¿FLHQFLHV  DQGWRSUHPDWXUHELUWKV  
2WKHU PDMRU IDFWRUV RI LQIDQW GHDWK LQFOXGH +,9$,'6 DQG SQHXPRQLDPHQLQJLWLV :KLOH WKH ¿UVW
set of causes can be overcome by prenatal care and better treatment to decrease the number of
PLVFDUULDJHVWKHRWKHUVHWUHTXLUHVIXUWKHUSROLF\GHYHORSPHQWIURPWKHJRYHUQPHQW7KHUDWHRI
GLVHDVHVEHWZHHQRQHDQG¿YH\HDUVROGKDVEHHQVOLJKWO\GHFUHDVLQJDJDLQDFFRUGLQJWRRI¿FLDO
data, from 11.9 per thousand in 2000 to 9.4 in 2009.
On the positive side, the ratio of low-birthweight babies decreased to reach 4% of total births in 2006
and is on a decreasing trend, possibly due to improvements in mothers’ living standards.

Goal 5: Reduce maternal mortality to 13 per 100 000
Ukraine has achieved major improvement in maternal medical care. Due to increased wealth and
changes in social behaviour (condom use), abortions have dramatically decreased since independence,
from 32.1 per thousand in 2000 to 17.9 in 2009. Family planning centres, implemented in 1992,
provide better medical support and information to adolescents in the area of reproductive health.
The adolescent fertility rate decreased by 18% between 2000 and 2007, from 34.9 to 28.3 births per
WKRXVDQGZRPHQ0RVWSUHJQDQWZRPHQUHFHLYHSUHQDWDOFDUHDQGELUWKVDUHDWWHQGHGE\TXDOL¿HG
staff.
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+RZHYHURI¿FLDOGDWDUHJLVWHUHGDQLQFUHDVHLQPDWHUQDOPRUWDOLW\IURPSHUOLYHELUWKV
LQ33WRLQ$PDMRUUHDVRQLVWKHLQFUHDVHRILQGLUHFWREVWHWULFFDXVHV±DQDHPLD
PDODULDDQGKHDUWGLVHDVH±ZKLFKWULSOHGLQIRXU\HDUVIURPSHUOLYHELUWKVLQWR
16.4 in 2009. Moreover, consumption of alcoholic drinks and tobacco during pregnancy are other
possible factors of maternal mortality. However, the major cause of maternal mortality remains
LQHTXDOLW\RIDFFHVVWRTXDOLW\PHGLFDOFDUH UHODWHGWRLQFRPHVDQGSODFHRIUHVLGHQFHUHÀHFWLQJ
the shortage of skilled medical staff in rural areas).
The decline in social standards linked to the crisis and its spillovers on economic growth will prevent
WKHFRXQWU\IURPUHDFKLQJWKLVWDUJHWE\DQGZLOOLPSHGHWKHVWUXJJOHWRUHGXFHWKHPDWHUQDO
mortality rate.

Goal 6: Reduce and slow down the spread of HIV/AIDS by 13%
HIV spread
,WLVVWLOOYHU\FRQWURYHUVLDOWRRSHQO\GLVFXVV+,9$,'6LQ8NUDLQH+RZHYHUDQLQFUHDVLQJQXPEHU
of people are infected by AIDS. Ukraine has one of the fastest-growing HIV infection rates in Europe
(one-third of new infections), mainly due to unsterilised syringe use and unprotected sex (71% and
66% respectively in the 2000s).
5HOLDEOHGDWDFDQQRWEHUHWULHYHGRQ+,92I¿FLDOVRXUFHVHVWLPDWHGWKDWRI\RXQJ8NUDLQLDQV
EHWZHHQDQGDUHLQIHFWHGE\+,9RIWKHWRWDO81$,'6HVWLPDWHVWKDWRIWKHSRSXODWLRQ
KDVEHHQLQIHFWHGE\+,9$,'6$FFRUGLQJWRWKHVDPHVRXUFHDQQXDOQHZ+,9FDVHVZHUHLQ
2007. Most AIDS patients are from vulnerable sectors of the population, mostly in urban surroundings.

Policy implications
Prevention through education should be stepped up, as only 43% of people are aware of HIV
transmission and impact. The spread of HIV should be stopped and reduced, as it is one of the major
FDXVHVRIGHDWKQRWRQO\IRUSHRSOHLQIHFWHGEXWDOVRIRUWKHLUFKLOGUHQDVRIWRWDO+,9LQIHFWHG
persons are women. This number has continued to increase since 2000.

Respiratory diseases
7XEHUFXORVLVLVWKH¿UVWFDXVHRIUHVSLUDWRU\GLVHDVHLQ8NUDLQHDFFRXQWLQJIRURIWRWDOGHDWKVWKH
KLJKHVWDPRQJ(XURSHDQFRXQWULHVLQ$SSUR[LPDWHO\SHRSOHDUHLQIHFWHGZLWKWXEHUFXORVLV
each year in Ukraine and 30 people die per day – 10 000 per year – from the disease. Co-infection
ZLWK+,9LVDJURZLQJSUREOHPZLWKRYHURI+,9$,'6GHDWKVDWWULEXWHGWRWXEHUFXORVLV7KH
major factors behind the epidemic are poverty, multidrug-resistant tuberculosis, HIV co-infection
and the spread of tuberculosis in prison. Better nutrition, housing, hygiene and health systems are
needed in order to prevent tuberculosis. By 2014, the government aims to reduce the incidence of
tuberculosis by 30%.
&KURQLFREVWUXFWLYHSXOPRQDU\GLVHDVHLVDQRWKHUVRXUFHRIGHDWKLQ8NUDLQH,WDFFRXQWVIRU
of total deaths. Respiratory diseases concern mainly coal miners (higher rates of lung disease), as
they are highly exposed to methane gas.
)LQDOO\VZLQHÀXGHHSO\DIIHFWHG8NUDLQHLQ7KHWRWDOQXPEHURIGHDWKVKDGH[FHHGHG
LQ1RYHPEHUZKLOHLQIHFWLRQVZHUHVSUHDGLQJTXLFNO\7KHJRYHUQPHQW¶VUHVSRQVHZDVLPPHGLDWH
DIWHUWKHSDQGHPLFDQQRXQFHPHQWLQ2FWREHU8$+PLOOLRQ 86'PLOOLRQ ZHUHJUDQWHG
IRUPHGLFDOVXSSOLHVWR¿JKWWKHYLUXV Public gatherings were prohibited and schools closed for a
IHZZHHNV)LJKWLQJVZLQHÀXZDVLQFRUSRUDWHGLQWRDOOSROLWLFDOFDQGLGDWHV¶FDPSDLJQVIRUWKH
presidential elections.

Main health reforms
Private clinics have been developing recently but few people can afford such care and they remain
a small portion of the medical system.
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Table 5.31. Main health expenditure
(in 2008)
Ukraine

OECD

Private health expenditure (in % GDP)



3.0

Public health expenditure (in % GDP)



6.8

Out of pocket expenditure (% private expenditure)

90.0

86.9

Health spending per capita (USD)

90.0


Source::',2(&'

5HIRUPVKDYHEHHQVORZWRSXWLQSODFH:LWKSURSHUPHGLFDOFDUHKRZHYHUKDOIRIDOOGHDWKVFRXOG
EHDYRLGHGDFFRUGLQJWRWKH:RUOG%DQN+HDOWKFDUHKDVEHHQHYROYLQJIURPDFHQWUDOO\SODQQHG
VFKHPHWRDUHJLRQDOO\PDQDJHGRQH<HWZLWKWKHVDPHQXPEHURIKRVSLWDOEHGVDQGOHYHORIFDUH
as the average in the EU, the medical sector has been performing poorly. There is still a difference
in state support depending on the region because support is based on each area’s revenues; richer
oblasts have access to better health care.
In order to respond to this problem, a black market for medicines has developed. As the state covers
only a small proportion of the costs of drugs, some 10% of households face huge drug bills.
Apart from the Millennium Development Goals commitments, the government aims at tackling “grey”
SD\PHQWVZLWKLQWKHKHDOWKFDUHV\VWHPE\UHGXFLQJWKHLUVKDUHIURPWR ZLWKLQWKH
Ukrainian economic reforms programme in health care in 2010-1434).

Goal 7: Ensure sustainable environment development
Ukraine ranks low in environmental protection. Pollution levels remain very high, mostly due to the
industry and agriculture sectors.

Target: Reduce pollution
Since the Chernobyl catastrophe, Ukraine has invested heavily in environmental protection, including
radioactive waste. Improvements have been modest so far.

Table 5.32. Environmental data

Emissions of methane and nitrous oxides (% of total pollution)
in industrial production
Emissions of nitrous oxides (% of total pollution)
in industrial production
Total emission of CO2 per capita (metric tonnes)

2000

2006

21.9



64.3

68.7

66.0



29.7

41.6

6.2

6.9

Greenhouse gas emission (thousand metric tonnes of CO2HTXLYDOHQW

780.0

1 390.0

Renewable energy production (metric tonnes)

262.0


Source: :',

8NUDLQHUDWL¿HGWKH.\RWR3URWRFROLQ7KHVKDUHRIJUHHQHQHUJ\LQWRWDOHQHUJ\SURGXFWLRQ
LQFUHDVHG VOLJKWO\ IURP  WR  EHWZHHQ  DQG  8NUDLQH KDV DOVR WHQWDWLYHO\
GHYHORSHGWKHUHQHZDEOHHQHUJ\VHFWRUEXWLWVVKDUHLQWRWDOSURGXFWLRQUHPDLQVLQVLJQL¿FDQW
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Target: Access to clean and drinkable water
7KHSURYLVLRQRITXDOLW\GULQNLQJZDWHUUHPDLQVYHU\XQVDWLVIDFWRU\8NUDLQHLVZDWHUGH¿FLHQWZLWK
UHVRXUFHVQRWH[FHHGLQJP3 per person annually. The average of consumption hardly reaches
1 090 m3 per person in good years and only 620 m3 per person in poor years.
Almost 80% of the drinking water supply is drawn from surface waters whereas, in Europe 70%
of supply is from underground sources. The situation in Ukraine is worsening because of growing
water pollution.
7KHUHDUHDOVRPDMRULQHTXDOLWLHVLQZDWHUVXSSO\EHWZHHQWKHXUEDQDQGUXUDOSRSXODWLRQV Centralised
ZDWHUVXSSO\LVSURYLGHGIRURIWKHSRSXODWLRQRIZKLFKLQFLWLHVDQGLQUXUDODUHDV
(UNDP, 2010). Only 23% of rural areas have a public water supply.36 In 2008, 66% of piped water
LQ 8NUDLQH¶V FLWLHV GLG QRW PHHW WKH UHTXLUHPHQWV RI WKH H[LVWLQJ VWDWH VWDQGDUGV $FFRUGLQJ WR
<9\VWDYQDDQG9*U\QHQNRLQRIDQDO\VHGZDWHUVDPSOHVIURPGULQNLQJZDWHUVRXUFHV
IDLOHGWRFRPSO\ZLWK8NUDLQLDQ:DWHU4XDOLW\6WDQGDUGVRWKHVLWXDWLRQLVQRWLPSURYLQJ 9\VWDYQD
and Grynenko, 2006). 7KHTXDOLW\RIGULQNLQJZDWHULQ8NUDLQHLVPRQLWRUHGE\LQGLFDWRUVDJDLQVW
63 in the European Union.37:DWHUTXDOLW\LQ8NUDLQHH[FHHGVE\DWOHDVWWZLFH VRPHWLPHVWLPHV 
the permissible limits in the EU in iron and manganese content, and overall hardness.38
$ERXW  PLOOLRQ 8NUDLQLDQV WDNH WKHLU ZDWHU IURP ZHOOV $FFRUGLQJ WR RI¿FLDO ¿JXUHV  PLOOLRQ
wells are contaminated. Over 800 000 people in 13 rural regions are forced to import water of poor
TXDOLW\WKDWLVXVXDOO\VWRUHGLQXQVXLWDEOHFRQWDLQHUVWKDWGRQRWFRPSO\ZLWKVDQLWDU\VWDQGDUGV
2QO\KDOIRIWKHZDWHUVXSSOLHUVLQWKH³%RWWOHG:DWHURI8NUDLQH´DVVRFLDWLRQKDYHHTXLSPHQW
WKDWPD\EHFRQVLGHUHG¿WIRURSHUDWLRQ0HDQZKLOHWKHFRVWRILPSRUWHGZDWHULQWKHYLOODJHVRI
WKH6RXWK(DVWLV8$+ 86' IRUP3.
7KHGHJUHHRIGHWHULRUDWLRQRIWKHZDWHUVXSSO\DQGVHZHUDJHQHWZRUNVLVWR2YHU
of the total length of water and sewer systems are in need of urgent repair, causing secondary
FRQWDPLQDWLRQRIGULQNLQJZDWHUDQGFRQWULEXWLQJWRÀRRGLQJ39 Up to 40% of drinking water in Ukraine
is lost due to deterioration of water-supply networks. In some localities such losses can be as high
DVZKLFKLVIDUDERYHWKHFRUUHVSRQGLQJ¿JXUHVLQ(XURSH
Taking into consideration that approximately 90% of human diseases are caused by consumption
RIGULQNLQJZDWHURISRRUTXDOLW\DQGWKHXVHRIEDGZDWHUIRUGRPHVWLFSXUSRVHV VKRZHUVEDWK
VZLPPLQJSRROVZDVKLQJZDVKLQJPDFKLQHV WKHLVVXHRIDFFHVVWRVDIHGULQNLQJZDWHULQ8NUDLQH
is urgent and relevant.

Policy implications
The industrial sector is a leading pollution source in Ukraine. In order to keep the commitments made
XQGHUWKH.\RWR3URWRFROGHHSUHIRUPRIWKLVVHFWRULVQHHGHG1XPHURXVSURJUDPPHVDOUHDG\LQ
SODFHVKRXOGEHFRQVROLGDWHGWRJHWKHUZLWKWKHPRGHUQLVDWLRQRIHTXLSPHQWDQGWHFKQRORJLHVIRU
heat and electricity production to make them more environmentally friendly or measures to reduce
energy consumption and emissions during production. Transportation and processing are principally
FRQFHUQHGE\VXFKLQLWLDWLYHV:KLOHLQWHUQDWLRQDOGRQRUVKDYHVXSSOLHG8NUDLQHZLWKDGHTXDWHIXQGV
in the past, poor governance and corruption resulted in ineffective use of the loans.
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8QWLOFRPSDQLHVLQ8NUDLQHEHQH¿WHGIURPDJURZLQJOHQGLQJPDUNHWVXSSRUWHGE\IRUHLJQ
ERUURZLQJDQGLQFUHDVHGOLTXLGLW\'RPHVWLFFUHGLWSURYLGHGWRWKHSULYDWHVHFWRUUHDFKHGRI
*'3LQ (%5' 7KHFRXQWU\ZDVVHYHUHO\KLWE\WKHJOREDOFULVLVDVEDQNUHVHUYHOLTXLGLW\
VKUDQNWRLQ IURPLQ DQGDQQXDOUHDO*'3JURZWKFRQWUDFWHGE\LQ
2009 (IMF, 2010). According to the IMF, a return to 3.7% and 4.1% of GDP growth can be expected
LQDQGUHVSHFWLYHO\(YHQLIVLJQL¿FDQWSURJUHVVKDVEHHQDFKLHYHGLQPDUNHWRULHQWHG
reforms, a large amount of economic restructuring is still left to be done. Political instability has further
blocked economic development. Moreover, overall growth in Ukraine depends heavily on external
factors, such as international prices for metal (iron and steel) and external demand.
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The private sector is a source of knowledge, skills and resources, and a key engine of growth for
economic development. In this context, the role played by micro, small and medium-sized enterprises
(SMEs), which, on average, account for over 90% of enterprises in the world and contribute to
RIHPSOR\PHQWLQGHYHORSLQJFRXQWULHVLVSDUWLFXODUO\LPSRUWDQW :%&6' (IIRUWV
to foster private sector growth should focus on improving the business environment for SMEs by
providing a regulatory framework that fosters entrepreneurship through better policy design, including
LPSURYLQJEXVLQHVVUHJXODWLRQLPSURYLQJWKHHGXFDWLRQV\VWHPDQGSURYLGLQJDFFHVVWR¿QDQFHIRU
60(VWKDWZRXOGDWWUDFWQHZ¿UPVDVZHOODVLQFUHDVHWKHVKDUHRIHPSOR\PHQWDQGFRQWULEXWLRQWR
GDP in the private sector.
The methodology applied in this section is based on the OECD Policies for Competitiveness Framework
(PFC) which has been developed as an assessment tool based on the Policy Framework for Investment
(PFI) instrument. This tool takes a horizontal approach, looking systematically at key policy dimensions
DIIHFWLQJ WKH EXVLQHVV FOLPDWH WR LGHQWLI\ DQG DQDO\VH PDMRU FRQVWUDLQWV LQ WKH DELOLW\ RI ¿UPV WR
produce, invest and grow. Apart from giving a general introduction to the business environment,
WKUHHNH\GLPHQVLRQVDUHIHDWXUHGLQWKLVVHFWLRQFRYHULQJVNLOOVGHYHORSPHQWDFFHVVWR¿QDQFHDQG
investment framework conditions affecting SME growth.

General overview
7KHELJJHVW)',SULYDWLVDWLRQZDYHVZHUHLQ LURQDQGVWHHO  FRPPXQLFDWLRQ DQG
EDQNLQJVHFWRU ,QWKHSULYDWHVHFWRUVKDUHRI*'3GHFUHDVHGIURPWR (%5' 
which shows that Ukraine continues to face challenges related to a necessary restructuring of the
HFRQRP\0DQ\OHJLVODWLYHUHIRUPVDUHUHTXLUHGDQGFRUUXSWLRQQHHGVWREHFRQWDLQHG7KHODFNRI
separation between politics and business prevents Ukraine from creating more balanced prosperity.
The rural areas lag behind the cities and poverty remains an issue to be tackled before Ukraine can
UHDFKKLJKHUOHYHOVRIFRPSHWLWLYHQHVV7KHEXVLQHVVVHFWRUVWLOOIDFHVVLJQL¿FDQWEDUULHUVIRUIXUWKHU
GHYHORSPHQWPRVWVLJQL¿FDQWO\LQGHDOLQJZLWKFRQVWUXFWLRQSHUPLWV th) and paying taxes (181st),
DUHDVZKHUH8NUDLQHUDQNVYHU\ORZLQLQWHUQDWLRQDOFRPSDULVRQDFFRUGLQJWRWKH:RUOG%DQN¶VDoing
Business 2011UHSRUW :RUOG%DQN 
The business sector is dominated by monopolies and though SMEs represent the majority of the
business population in the country (93.7%), they account for only 16.6% of sales (State Statistics
Committee of Ukraine), mainly due to uncompetitive practices, small lobbying power, burdensome
SURFHGXUHVDQGOLPLWHGKXPDQDQG¿QDQFLDOUHVRXUFHV
7KHODFNRIDGHTXDWHVNLOOVLQWKHODERXUPDUNHWLVRQHRIPDLQREVWDFOHVWREXVLQHVVJURZWK7KH
VNLOOVJDSLQ8NUDLQHLVFRPELQHGZLWKIUHTXHQWRYHUTXDOL¿FDWLRQRIZRUNHUVGXHWRDKLJKGHPDQG
IRUWHUWLDU\HGXFDWLRQZKLFKLVFRQVLGHUHGDQDVVXUHGZD\WR¿QGDMRE+RZHYHUVNLOOVWKDWPDWFK
ODERXUPDUNHWUHTXLUHPHQWVQHHGWREHIXUWKHUGHYHORSHGWKURXJKDQDWLRQZLGHVWUDWHJ\IRUZRUNIRUFH
skills development (including better systems of vocational education and training).
$VDQRWKHUEDUULHUWREXVLQHVVJURZWKDFFHVVWR¿QDQFHLVDNH\LVVXHHVSHFLDOO\IRU60(VZLWK
OLPLWHGDFFHVVWREDQN¿QDQFLQJDQGFDSLWDOPDUNHWV(DUO\VWDJH¿QDQFHVXFKDVEXVLQHVVDQJHOV
DQGPLFUR¿QDQFLQJLVVWLOODWDORZOHYHORIGHYHORSPHQWDQGQHHGVIXUWKHUUHIRUPZKLOHJXDUDQWHH
VFKHPHVWRGHFUHDVHFROODWHUDOUHTXLUHPHQWVRQORDQVDUHQRWSUHVHQWDWDOO(IIRUWVWRZDUGVFUHDWLQJ
DOWHUQDWLYH¿QDQFLQJPHFKDQLVPVIRUVPDOOHQWHUSULVHVVKRXOGEHDSULRULW\JLYHQWKHLULPSRUWDQFH
for private sector development.
8NUDLQH VWLOO LPSRVHV VLJQL¿FDQW EXUGHQV RQ IRUHLJQ LQYHVWRUV PDLQO\ WKURXJK DQ RSDTXH DQG
LQHI¿FLHQWV\VWHPRISURSHUW\ULJKWVWKHSRRUTXDOLW\RIFRQWUDGLFWRU\ODZVDQGUHJXODWLRQVDQGZHDN
enforcement. The IMF has granted several loans which are likely to further stabilise the economy and
LQFUHDVHLQYHVWRUFRQ¿GHQFHLQWKHVKRUWWHUPEXWLQRUGHUWRLQFUHDVH8NUDLQH¶VFRPSHWLWLYHQHVVDQG
enhance the value-added per employee, the country needs to introduce better policies to support
medium- and long-term growth. To further decrease dependence and vulnerability of the economy,
Ukraine should also consider diversifying its energy sources as the country mainly relies on Russia
for gas imports.
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The increasing importance of the private sector
Privatisation began in 1992. In 1994 a Memorandum of Understanding was signed between the
8NUDLQLDQ JRYHUQPHQW WKH :RUOG %DQN WKH 8QLWHG 6DWHV $JHQF\ IRU ,QWHUQDWLRQDO 'HYHORSPHQW
(USAID) and the EU, aiming at mass privatisation.
The end of small-scale privatisation came in 1996 and the end of large-scale privatisation in 1998.
Over 2000-02, a State Privatisation Programme was adopted that aimed at privatising monopolies,
strategic industries, infrastructure sectors and large technological complexes. The biggest privatisation
ZDYHVZHUHLQ LURQDQGVWHHO  FRPPXQLFDWLRQ  DQG EDQNLQJVHFWRU 7KH
SULYDWHVHFWRUVKDUHRIHPSOR\PHQWUHDFKHGLQDFFRUGLQJWRWKH8QLWHG1DWLRQV(FRQRPLF
Commission for Europe (UNECE), which is most likely understated due to the large informal economy,
which represented 46.8% in 2007 according to Schneider (2010).
In 2008, the Law of Ukraine “On Amendments to some Legislative Acts of Ukraine on the Regulation
RI %XVLQHVV´ LQWURGXFHG FKDQJHV WR WKH FULWHULD IRU GH¿QLQJ VPDOO EXVLQHVVHV LQ WKH &RPPHUFLDO
&RGHRI8NUDLQH$FFRUGLQJWRWKLVODZDVPDOOEXVLQHVVLVGH¿QHGDVDQHQWHUSULVHZLWKWKHDYHUDJH
QXPEHURIHPSOR\HHVGXULQJWKHUHSRUWLQJSHULRG ¿VFDO\HDU QRWH[FHHGLQJSHUVRQVDQGWKH
amount of income (proceeds) of products (goods and services) not exceeding UAH 70 million. All
GDWDIRUKDYHEHHQUHFDOFXODWHGEDVHGRQWKHQHZGH¿QLWLRQ
According to the State Statistics Committee of Ukraine,40RIWKHUHJLVWHUHGFRPSDQLHV
are small businesses.41 The number of small enterprises almost doubled from 2000 to 2008, increasing
IURPWRXQLWVSHUSHUVRQV*LYHQWKHODUJHLQIRUPDOVHFWRUDQGWKHIDFWWKDWPRVWRI
the unregistered enterprises are small in size, these numbers underestimate the real size of the SME
sector. The regional distribution of SMEs is uneven, the largest concentration being in the municipality
RI.\LY SHUSHRSOH 2WKHUUHJLRQVZKHUHVPDOOHQWHUSULVHVWKULYHDUH6HYDVWRSRO&ULPHD
2GHVVDDQG.KDUNRY$WWKHORZHUHQGDUH5LYQHQVND9LQQLWVDDQG&KHUQRYWV\DQG.KPHOQLWVN\ZLWK
VPDOOHQWHUSULVHVSHUSHUVRQV
Small enterprises represent more than 90% of enterprises in all sectors except for agriculture,
KXQWLQJDQGIRUHVWU\  DQGLQGXVWU\  7KHODUJHVWHQWHUSULVHVDUHLQWKHUHDOHVWDWH
WUDGHDQGKRVSLWDOLW\VHFWRUV ZLWKDQDYHUDJHQXPEHURIHPSOR\HHVRYHU 7UDQVSRUWDWLRQDQG
LQGXVWU\KDYHWKHORZHVWDYHUDJHQXPEHURIHPSOR\HHV DQGUHVSHFWLYHO\ 
'HVSLWHWKHLUODUJHQXPEHUWKHFRQWULEXWLRQRIVPDOOHQWHUSULVHVWRHPSOR\PHQWZDVRQO\LQ
2009, and they accounted for only 16.6% of total sales of products (services, operations etc.). MediumVL]HGHQWHUSULVHVDVUHSRUWHGE\WKH6WDWH&RPPLWWHHRI6WDWLVWLFVUHSUHVHQWHGRIWKHWRWDO
number of registered enterprises accounting for 37.7% of total sales in the enterprise sector (works,
services)42DQGFRQWULEXWLQJWRRIWRWDOHPSOR\PHQW7KHUHLVQRGH¿QLWLRQRIPHGLXPVL]HG
enterprises by law so it remains unclear which sizes of enterprises are counted within this category.
$FFRUGLQJWRWKHGDWDRIWKH6WDWH6WDWLVWLFV&RPPLWWHHRI8NUDLQHWKHVKDUHRIXQSUR¿WDEOHVPDOO
enterprises has steadily increased and almost reached 40% in 2009. In the same year, small businesses
VKDUHGRIWRWDOORVVHVLQWKHHFRQRP\ZKLOHWKH\RQO\JRWRIWRWDOSUR¿WV,QWKLVUHVSHFW
WKHVLWXDWLRQKDVLPSURYHGFRPSDUHGWRZKHQVPDOOEXVLQHVVHVVKDUHGRIORVVHVDQGRQO\
JRWRISUR¿WV2IWKHORVVPDNLQJEXVLQHVVDFWLYLWLHVLQUHDOHVWDWHWUDQVDFWLRQVWRSSHG
the list (41.6% of small businesses of this type of economic activity), followed by transport and
communication (40%) and communal services (39.3%). The biggest losses in monetary terms were
incurred by trading companies (UAH 21.2 billion) and real estate companies (UAH 22 billion).

Business environment
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6LQFH8NUDLQHKDVXQGHUJRQHDVHULHVRIUHIRUPVWRGHFUHDVHWKHDGPLQLVWUDWLYHDQG¿QDQFLDO
burdens of SMEs that put them at a disadvantage, relative to other businesses in the economy.
7KHFRXQWU\VWLOOUDQNVthRXWRIFRXQWULHVLQWKH:RUOG%DQN¶V Doing Business 2011 report,
being again at the same position as in 2009. Ukraine received the lowest ranking within the EESC
region. The country made some progress mainly in the areas of “starting a business” and “protecting
LQYHVWRUV´ :RUOG%DQN 1HYHUWKHOHVVIXUWKHUVWHSVDUH\HWWREHWDNHQWRFUHDWHDIDLUDQG
FRPSHWLWLYHOHYHOSOD\LQJ¿HOG$ODFNRILPSOHPHQWDWLRQRIUHIRUPVDQGH[FHVVLYHVWDWHLQWHUIHUHQFH
seem to be the main constraints on growth potential over the long run.
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According to the 2009 Business Environment and Enterprise Performance Survey (BEEPS 2009),
LWUHTXLUHVGD\VWRJHWDQRSHUDWLQJOLFHQFHDJDLQWKHKLJKHVW¿JXUHLQWKHUHJLRQ (%5':RUOG
%DQN 0RUHRYHUURXJKO\RIEXVLQHVVHVLGHQWL¿HGFRUUXSWLRQDVDPDMRUREVWDFOHWRWKHLU
GHYHORSPHQW2WKHUNH\REVWDFOHVLQGLFDWHGE\¿UPVUHODWHWRWKHLVVXLQJRIFRQVWUXFWLRQVSHUPLWV
DQG WKH ZHLJKW RI WKH WD[ EXUGHQ  RI WKH SUR¿W  ZKLFK KDV EHHQ SRLQWHG RXW DV D PDMRU
FRQVWUDLQWE\RIWKHLQWHUYLHZHGFRPSDQLHV7KHEXUGHQRIWKHEXUHDXFUDF\LVDOVRKLJKLQVWDUWLQJ
or closing business activities, as it takes 10 procedures and 27 days to open a new company with a
PLQLPXPFDSLWDOUHTXLUHPHQWRIRIWKHLQFRPHSHUFDSLWDO%HVLGHVJLYHQWKDWDOPRVW
RIWKHFRPSDQLHVLQGLFDWHDFFHVVWRFUHGLWDVDPDMRUFRQVWUDLQWIDFLOLWDWLQJWKHDFFHVVWR¿QDQFLDO
resources for SMEs represents a key component of the government’s economic policy.
SME support is the subject of national, regional and international programmes. The National Programme
for Small Business in Ukraine is one of the leading programmes that aim at creating favourable
conditions for their development. In particular, it supplies the proper conditions for involving people in
entrepreneurial activities. The whole programme, however, concerns only instruments of international
relevance. Furthermore, in November 2008, an SME dialogue was initiated between the European
Commission and the Ministry of Economy (as well as the State Committee for Regulatory Policy and
Entrepreneurship) on the European Charter for Small Enterprises and the move towards co-operation
based on the European Small Business Act. So far, the implementation of the Charter has been limited,
one of the reasons being the change of the Ukrainian government in January 2009.
60(SROLF\FRQVLVWVPDLQO\RIUHJXODWLRQDQGOLPLWHG¿QDQFLDOVXSSRUWWR60(V6RPHSURJUHVVKDV
been made in reducing administrative burdens on businesses, the legislation and registries related
to credit markets, and the presentation of interest of small businesses. Other improvements are the
change in the inspections ideology from punitive to preventive, reduction of the number of inspections
DQGVLPSOL¿FDWLRQRIWD[DWLRQDFFRXQWLQJDQGUHSRUWLQJ$FOXVWHUPRGHORIUXUDOGHYHORSPHQWKDV
EHHQLPSOHPHQWHGWRIDFLOLWDWHHIIHFWLYHXVHRIPDWHULDODQG¿QDQFLDOUHVRXUFHVE\60(VDQGWRDWWUDFW
QHZWHFKQRORJLHVIRUSURGXFWLRQ60(VDUHSURYLGHGZLWKFUHGLWVXSSRUWWRWKHDPRXQWRIRI
the budgetary revenues, a measure which is supposed to help entrepreneurs to obtain bank loans.
Ukraine does not have an integrated system of e-government for enterprises. Measures such as
on-line registration are being implemented in isolation rather than as part of an overall plan for
e-government.

Human capital development
6WUHQJWKHQLQJVNLOOVGHYHORSPHQWKDVEHHQLGHQWL¿HGDVRQHRIWKHNH\FRQWULEXWRUVWRFRPSHWLWLYHQHVV
The positive correlation between human capital and productivity has become increasingly important
in the globalised world. Razzak and Timmins (2008) report strong positive relation between the
LQFUHDVHRIXQLYHUVLW\TXDOL¿HGZRUNHUVDQGWKHOHYHOVRIODERXUSURGXFWLYLW\DVPHDVXUHGE\*'3
per person. It is believed that natural resources, cost competition and strategic alliances do not alone
VXI¿FHIRUDFKLHYLQJVXVWDLQDEOHGHYHORSPHQW 0HPRQet al., 2009).
(QKDQFLQJFRPSHWLWLYHQHVVLQ8NUDLQHZLOOUHTXLUHDJUHDWHUFRPPLWPHQWWRLQYHVWPHQWLQKXPDQ
capital and to introducing reforms which will ensure that the educational system produces skills that
match the demands of the labour market and further support private sector development. Five areas
have been selected for an in-depth evaluation of the education system including:
ŀ

Strategy formulation

ŀ

Inputs to initial education

ŀ

Vocational education and training (VET)

ŀ

Continuing education and training (CET)

ŀ

Human capital outcomes

According to the OECD assessment, the educational system in Ukraine has no workforce skills strategy
for development in place. The National Doctrine of Education Development, approved in 2002, set
its goal as developing and implementing policy reforms in education, developing the technical and
VFLHQWL¿FSRWHQWLDORIWKHODERXUIRUFHPDWFKLQJWKHGLUHFWLRQRIHGXFDWLRQDOGHYHORSPHQWWRERWK
individual demands of the individual and national interests. This document, however, does not include
precise steps that would lead to the achievement of the stated goals.
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The educational system inherited from the Soviet Union has ensured a high literacy rate among the
SRSXODWLRQRI8NUDLQH$FFRUGLQJWRWKH:RUOG(FRQRPLF)RUXP*OREDO&RPSHWLWLYHQHVV5HSRUW
WKHTXDOLW\RIHGXFDWLRQUDQNVth among 139 countries. The literacy rates are high and the rate of
educational attainment is large compared to other countries (OECD average or regional average),
with 90% of the population having either secondary or tertiary education.43 Nevertheless, the overall
TXDOLW\ RI WKH KXPDQ FDSLWDO EDVH LQ 8NUDLQH LV ORZ ,Q WKH 7UHQGV LQ ,QWHUQDWLRQDO 0DWKHPDWLFV
and Science Study (TIMSS 2007), Ukraine’s rank was well below the international average both in
mathematics and in science (IEA, 2007a and 2007b).
2QHRIWKHPDLQUHDVRQVIRUORZTXDOLW\RIKXPDQFDSLWDOLVWKHODFNRIIXQGLQJ7KHVFKRROV\VWHP
is overstaffed and underfunded. Spending on education decreased dramatically after the collapse of
the Soviet Union, but recovered to 6.2% of GDP in 2007, which is comparable to the OECD average
RI    +RZHYHU LQ DEVROXWH WHUPV WKH H[SHQGLWXUH SHU VWXGHQW LV RQO\ 86' ZKLFK
is much lower than in the developed countries, such as the United States (USD 2 472) and Japan
(USD 1 269), and even compared to other transition countries, such as the Russian Federation
86'   DQG %HODUXV 86'   *LYHQ WKDW  RI ¿QDQFLDO UHVRXUFHV DUH VSHQW RQ VDODULHV
and utilities (Hörner et al WKHODFNRIIXQGVLVIHOWLQWKHIRUPRISRRUHTXLSPHQWRXWGDWHG
PDWHULDOLQWKHHGXFDWLRQDOLQVWLWXWLRQVDQGDVKRUWDJHRITXDOL¿HGVWDIIGXHWRORZZDJHV DURXQG
80% of the national wage).
Given the rapid structural and demographic changes in the economy, the VET system is not properly
synchronised with the labour market’s needs, and lacks any consultation procedures with the business
VHFWRUDVWKH2(&'DVVHVVPHQWLQGLFDWHV$:RUOG%DQNVXUYH\VKRZHGWKDWRI8NUDLQLDQ
employers thought the skills available on the market did not correspond to their needs and were an
obstacle for the development of their business. There is a shortage of engineers, welders, electricians
and mechanics. At the same time the share of graduates in these areas has gradually decreased in
1999-2008 from 31.86% to 20.24% and was replaced by graduates in more popular subjects such
as economics, accounting, law and management, whose share in the total number of graduates has
increased from 29.93% to 44.67% according to UNESCO. In the industrial zone of Donbass, there
LVHYHQDVKRUWDJHRITXDOL¿HGHQJLQHHUV7KH&KDPEHURI&RPPHUFHRI'RQHWVNGHFLGHGWKHUHIRUH
to open colleges itself to teach and train students in this area.
The area of vocational training has been developed since Soviet times. Enrolment in technical and
professional upper education institutions decreased by 30% in 1999-2007 and represented 34.86% of
total upper secondary education students in 2008 (ETF, 2010). 7KHGHFLVLRQVRQODERXUUHTXLUHPHQWV
for VET schools were centralised under Soviet industrial planning. After the collapse of the Soviet
8QLRQWKHUHKDYHEHHQVLJQL¿FDQWVWUXFWXUDOFKDQJHVLQWKHHFRQRP\WKDWOHGWRWKHGHVWUXFWLRQ
RIDODUJHQXPEHURILQGXVWULDOVHFWRUMREVDQGIRUFHGSHRSOHWR¿QGHPSOR\PHQWLQRWKHUVHFWRUV
mostly in services.
According to BEEPS 2009, 43% of enterprises see the skills and education system in Ukraine as an
REVWDFOHWREXVLQHVVJURZWKFRPSDUHGWRLQ2QWKHRWKHUKDQGDVDUHVXOWRIFXOWXUDO
perceptions and the recent crisis, the demand for higher education is very high which leads to an
RYHUTXDOL¿FDWLRQRIRIXQLYHUVLW\JUDGXDWHVDVPHDVXUHGE\MREUHTXLUHPHQWV$VDUHVXOW
OHVVHGXFDWHGVWXGHQWVKDYHWRDFFHSWPRUHSUHFDULRXVMREVWKDWGRQRWPDWFKWKHLUTXDOL¿FDWLRQV
(7) 0RUHRYHURYHUTXDOL¿FDWLRQHQFRXUDJHVHPLJUDWLRQRIWKHVNLOOHGODERXUIRUFHLQVHDUFK
RIKLJKHUUHWXUQVRQWKHLUHGXFDWLRQ,QRUGHUWRDYRLGWKHLQHI¿FLHQWXVHRIRYHUTXDOL¿HGODERXUD
V\QFKURQLVDWLRQRIODERXUPDUNHWQHHGVDQGHGXFDWLRQDOV\VWHPRXWFRPHVLVUHTXLUHGERWKLQWHUPV
RI VSHFLDOLVDWLRQ DQG OHYHOV RI TXDOL¿FDWLRQ 7KLV FRXOG IRU H[DPSOH EH DFKLHYHG E\ VXSSRUWLQJ
HQWUHSUHQHXULDOHGXFDWLRQDQGWHDFKLQJVNLOOVUHTXLUHGIRUVWDUWLQJDVXFFHVVIXOEXVLQHVV
Ukraine lacks a proper system of continuing work-related training and education. Some universities
RIIHULQGXVWU\VSHFL¿FWUDLQLQJDQGFRQWLQXLQJHGXFDWLRQGHJUHHV&(7FRXOGEHDVROXWLRQIRU¿OOLQJ
the skills gap between employers’ needs and workers’ skills.

Access to finance
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$FFHVVWR¿QDQFHLVDFUXFLDOGHWHUPLQDQWRI60(JURZWKDQGGHYHORSPHQW'XHWRWKHLUVPDOOVL]H
DQGODFNRIFUHGLWKLVWRU\60(VKDYHOLPLWHGDFFHVVWREDQN¿QDQFLQJDQGFDSLWDOPDUNHWV*LYHQWKDW
in Ukraine almost 40% of the companies indicated access to credit as a major constraint, facilitating
WKHDFFHVVWR¿QDQFLDOUHVRXUFHVIRUWKH60(VHFWRUUHSUHVHQWVDNH\FRPSRQHQWIRUJRYHUQPHQW
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HFRQRPLFSROLF\2QO\RIFRPSDQLHVXVHEDQNVWR¿QDQFHWKHLULQYHVWPHQWV7KHKLJKLQWHUHVW
UDWHVSUHDGV  DQGFROODWHUDOUHTXLUHPHQWV RIORDQYDOXH PDNHLWPRUHGLI¿FXOWIRU
60(VWRXVHH[WHUQDO¿QDQFLDOUHVRXUFHV
$FFRUGLQJ WR WKH 2(&' DVVHVVPHQW HDUO\VWDJH ¿QDQFLQJ DQG JXDUDQWHH VFKHPHV DUH WKH PDLQ
areas that need further reform. Despite the fact that domestic credit to the private sector constituted
78% of GDP in 2009, lending is concentrated in traditional sectors where tangible collateral can be
given. This excludes SMEs with high growth potential based on their future value. The development
RIEXVLQHVVDQJHOQHWZRUNVDQGYHQWXUHFDSLWDOVKRXOGEHIXUWKHUGHYHORSHGDVVRXUFHVRI¿QDQFLQJ
6RIDUDFWLYLWLHVRIEXVLQHVVDQJHOVLQ8NUDLQHDUHORZ%XVLQHVVDQJHOVDUHÀH[LEOHLQYHVWRUVZKR
HQJDJH LQ HDUO\VWDJH ULVN ¿QDQFLQJ DQG EXVLQHVV FRDFKLQJ DQG ZKR FDQ ORZHU WKH ULVNLQHVV RI
their deals by providing hands-on advice based on personal experience to the entrepreneurs. At
WKHEHJLQQLQJRIWKH$VVRFLDWLRQRIWKH3ULYDWH,QYHVWRUVRI8NUDLQHZDVFUHDWHGDVD¿UVW
DVVRFLDWLRQRIEXVLQHVVDQJHOV,WLVWKH¿UVWQRQFRPPHUFLDORUJDQLVDWLRQLQ8NUDLQHZKLFKXQLWHV
private and corporate investors of all Ukrainian regions and also co-ordinates the work of informal
associations of investors in cities such as Dnepropetrovsk, Donetsk, Odessa, Vinita and Chernigov.
In February 2008, it became a full member of the European Association for Business Angels (EBAN).
0LFUR¿QDQFLQJLVDQRWKHUPHFKDQLVPWKDWWDUJHWVVPDOOEXVLQHVVRZQHUVZKRDUHXQDEOHWRDFFHVV
PRUHLQVWLWXWLRQDOLVHGVRXUFHVRI¿QDQFH,Q8NUDLQHWKHH[LVWHQFHRIVXFKQRQEDQNLQJ¿QDQFLDO
units as leasing companies and credit unions is particularly important in rural areas, where banking
facilities are not widespread. Both have been growing from a low base but there is scope for further
growth. This would support investment in the modernisation of plants and machinery in the regions
and the development of the agricultural sector. Credit guarantee schemes are not yet developed
in Ukraine. However the process of setting up a state export credit agency is underway and the
necessary legal framework is currently being developed.
Credit information agencies act as information brokers that increase the transparency of credit which
PDNHVLWHDVLHUIRU60(VWRDFFHVV:KLOHWKHDVVHVVPHQWVKRZHGWKDWWKHFUHGLWLQIRUPDWLRQV\VWHP
is well developed and regulated by the Law of Ukraine “On Organisation, Formation and Circulation of
&UHGLW+LVWRULHV´WKH:RUOG%DQNDoing Business 2011 report shows that the private bureaux cover
RQO\RILQGLYLGXDOVDQGGRQRWLQFOXGH¿UPV
8NUDLQLDQ60(VUHFHLYHVLJQL¿FDQWVXSSRUWIURPLQWHUQDWLRQDOGRQRUV7KHVXSSRUWVHWVRXWWRLQFUHDVH
WKHDYDLODELOLW\RIOHQGLQJDQGWRLQFUHDVHFRPSHWLWLRQLQWKHVHFWRUDQGWKHUHE\LPSURYHWKHTXDOLW\RI
VHUYLFHVSURYLGHGWR60(VE\DWWUDFWLQJQHZSDUWQHUEDQNVDQGRWKHU¿QDQFLDOSURYLGHUVSDUWLFXODUO\
regionally based institutions. At the moment, several credit lines and the Ukrainian Micro Lending
3URJUDPPH 80/3 KDYHWKHPRVWUHOHYDQWLPSDFWRQ60(¿QDQFLQJ
7KHLQWHUQDWLRQDOVXSSRUWVWUDWHJ\DLPVDWLQFUHDVLQJVRXUFHVRISULYDWHHTXLW\IXQGV'HVSLWHVRPH
LQFUHDVHGSULYDWHHTXLW\DFWLYLW\WKHHQYLURQPHQWUHPDLQVGLI¿FXOWDQGVXEVWDQWLDOIXUWKHUUHIRUPV
are necessary before a viable sector can develop that would allow investors to have feasible exit
strategies.

Investment framework for SME growth
6WDUWLQJIURP8NUDLQHDWWUDFWHGDERYHDYHUDJH)',LQÀRZVZLWKDFRPSRXQGDQQXDOJURZWK
UDWH RI  FRPSDUHG WR  IRU WKH ZRUOG )', LQÀRZV LQFUHDVHG IURP 86'  PLOOLRQ WR
86'ELOOLRQLQ,QWRWDO)',VWRFNDFFXPXODWHGWR86'ELOOLRQ0RVWRIWKH)',
ÀRZVZHUHGLUHFWHGWRZDUGVSULYDWLVDWLRQRISUHYLRXVO\VWDWHRZQHGHQWHUSULVHVDQGRQO\DIHZZHUH
XVHGIRUJUHHQ¿HOGSURMHFWV$OPRVWRI)',LQÀRZVRULJLQDWHLQWKH(8DQGDUHGLUHFWHGWRZDUGV
FRQVWUXFWLRQ  SULPDU\SURFHVVLQJLQGXVWULHV  DQG¿QDQFLDOVHUYLFHV  0DMRU
LQYHVWRUFRXQWULHVLQFOXGH*HUPDQ\WKH1HWKHUODQGV$XVWULDWKH8QLWHG.LQJGRPDQGWKH5XVVLDQ
Federation. Many investment opportunities remain but a more comprehensive investment policy
IUDPHZRUNLVUHTXLUHGWRUHWXUQWRIRUPHUJURZWKUDWHV
7KH¿QDQFLDOFULVLVKLW8NUDLQHSDUWLFXODUO\KDUG1HW)',LQÀRZVGHFUHDVHGIURP86'PLOOLRQ
in 2008 to USD 4 816 million in 2009 (UNCTAD, 2010) and are not expected to recover in the near
future due to a combination of policy barriers and unfavourable market conditions. From the policy
point of view, there is no explicit procedure for the state registration of foreign investments and there
DUHKHDY\UHJXODWRU\SURFHGXUHVDFRPSOH[WD[DGPLQLVWUDWLRQDQGWHFKQLFDOUHJXODWLRQV FHUWL¿FDWLRQ283
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and standardisation) to deal with. On the other hand, in the aftermath of the crisis, the Ukrainian
PDUNHWKDVDKLJKULVNRIGHVWDELOLVDWLRQDVKDN\EDQNLQJVHFWRUDQGDQDUURZVSHFWUXPRI¿QDQFLQJ
across the sectors for medium-sized investors.
Nevertheless, given the post-crisis prospects, Ukraine was able to improve the situation due to
the anti-crisis restrictive measures introduced in 2009, the commitment of the government to
reimburse overdue VAT payments and several governmental initiatives to streamline business-related
administrative procedures.

Figure 5.12.)',QHWÀRZV
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The legal framework for international investment activities in Ukraine is established by the Laws “On
Investment Activity” (1991), “On the Treatment of Foreign Investments” (1996) and “On the Removal
of Discrimination in Taxation of Subjects of Entrepreneurial Activity”. Ukraine applies a few exceptions
to national treatment, mostly based on public order and national security considerations (defencerelated manufacturing and activities). Some others, such as limitations on foreign participation in
the wholesale trade of books and newspapers or the refusal to allow foreign insurance companies
WRVHWXSEUDQFKHVLQWKHFRXQWU\VKRXOGEHJUDGXDOO\HOLPLQDWHGDVDSDUWRI8NUDLQH¶V:72*$76
(General Agreement on Trade in Services) commitments.44 Foreign ownership of agricultural land is
prohibited by the land code but a law reversing the ban was expected in late 2010. Investors can
lease agricultural land or create a legal Ukrainian-registered business to purchase arable land.
In general, there are no restrictions on the admittance of business personnel and investors may
UHSDWULDWHSUR¿WVRUUHYHQXHVIURPOLTXLGDWLRQ7KHLPSRUWDWLRQRIWKHPHDQVRISURGXFWLRQLVH[HPSW
from import duties. Additional exemptions, for example on VAT payments, exist for investments in
energy-saving technologies.46 In general, FDI incentives may be available to investors who implement
investment projects in areas promoted under the state programme of the development of priority
branches of the economy, social sphere and territories.
Intellectual property rights (IPR) legal protection has improved as part of the country’s efforts to
FRPSO\ ZLWK :72 UHTXLUHPHQWV XQGHU WKH 7UDGH5HODWHG $VSHFWV RI ,QWHOOHFWXDO 3URSHUW\ 5LJKWV
DJUHHPHQW +RZHYHU ,35 YLRODWLRQV UHPDLQ IUHTXHQW GXH WR ZHDN ODZ HQIRUFHPHQW DQG OLPLWHG
awareness of IPR issues in Ukraine.
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Investment guarantees are established by the Law of Ukraine “On Protection of Foreign Investments
in Ukraine” which stipulates that expropriations may only occur in cases of a calamity, emergency,
HSLGHPLFRUHSL]RRWLFULVNDQGDUHVXEMHFWWRSURPSWDGHTXDWHDQGHI¿FLHQWFRPSHQVDWLRQ8NUDLQH
has signed more than 60 bilateral investment treaties on the promotion and mutual protection of
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investments which contain national treatment and most-favoured nation provisions and provide
DGGLWLRQDOJXDUDQWHHVIRULQYHVWRUV0RUHRYHU8NUDLQHLVDVLJQDWRU\WRWKH1HZ<RUNDQG,QWHUQDWLRQDO
Centre for Settlement of Investment Disputes Convention which allows for international investment
arbitration.
Investment promotion activities in Ukraine are based on the Programme on Development of Investment
Activity in Ukraine in 2002-10 which aims at deregulation and liberalisation of the business environment
including reforms in key policy areas such as competition, tax, banking, education and others.47 Several
agencies and investment promotion centres have been created with overlapping responsibilities and
an unclear mandate.48,Q,QYHVW8NUDLQHZDVIRXQGHGE\JRYHUQPHQWGHFUHHDVDQLQGHSHQGHQW
investment agency to provide information and facilitation services to potential investors. In 2009,
WKH1DWLRQDO$JHQF\IRU)RUHLJQ,QYHVWPHQWDQG'HYHORSPHQW 8NU=RYQLVK,QYHVW ZDVVHWXSDVD
central governmental body to implement state policies in the area of investment facilitation. It was
merged in 2010 with the State Agency for Investments and Development (DerzhInvestytsii) which
operates in parallel to InvestUkraine.49
2WKHUVWHSVWRZDUGVDPRUHIULHQGO\LQYHVWPHQWHQYLURQPHQWZHUHWKHUDWL¿FDWLRQRIWKH:DVKLQJWRQ
&RQYHQWLRQ RI  RQ WKH SURFHGXUH IRU UHVROXWLRQ RI LQYHVWPHQW GLVSXWHV EHWZHHQ VWDWHV DQG
foreign citizens, eradication of administrative barriers to the entry of foreign capital, and broadening
LQYHVWPHQWFDSDFLWLHVLQFROODERUDWLRQZLWKLQWHUQDWLRQDO¿QDQFLDORUJDQLVDWLRQVVXFKDVWKH(%5'
DQGWKH:RUOG%DQNLQWKH¿HOGVRIHQHUJ\WUDQVSRUWDQGVWUXFWXUDOUHIRUPDWLRQ0RUHRYHUVKRXOG
WKH\ZLVKWRZLWKGUDZLQYHVWRUVKDYHWKHULJKWWRUHSDWULDWHWKHLULQYHVWPHQWFDSLWDODQGSUR¿WV
guaranteed without payment of duties.
The agency has been mandated by the Cabinet of Ministers to co-ordinate the work of the central
executive authorities in this sphere and to market investment projects of strategic priority to foreign
investors by conducting road shows abroad and by establishing one-stop shop services. After a
QXPEHURIXQVXFFHVVIXODWWHPSWVLQWKHSDVWWRHVWDEOLVKDQHI¿FLHQWLQYHVWPHQWSURPRWLRQV\VWHP
it is crucial that the new institutional setting does not represent just another layer of bureaucracy
intervening in the investment selection process but addresses key obstacles for foreign investment.
In light of international best practices, the new Ukrainian agency could participate more in designing
and implementing policies to enhance the country’s investment climate, including through “policy
advocacy” efforts aimed at promoting legislative and administrative changes in support of investment.
According to the Law of Ukraine “On the Main Principles of the State Regulatory Policy in the Sphere
of Economic Activity” each draft of a regulatory act is published with the purpose of receiving remarks
and proposals from individuals and legal entities, associations and research institutions as well as from
consultative and advisory bodies which may or may not be considered when changes to investment
laws, regulations and policies are implemented. According to business representatives, consultations
with the private sector, foreign investors, non-governmental organisations (NGOs), civil society and
academia remain limited and happen only on an ad hoc basis.
In the long term, the programme of economic reforms for 2010-14 – designed to create a well-off
VRFLHW\DFRPSHWLWLYHHFRQRP\DQGDQHI¿FLHQWVWDWH±LVH[SHFWHGWRLPSURYHWKHEXVLQHVVFOLPDWH
through enhancements to the regulatory approval system, licensing, administrative services, starting
DQG OLTXLGDWLRQ RI EXVLQHVVHV VWDWH VXSHUYLVLRQ DQG FRQWURO WHFKQLFDO UHJXODWLRQV DQG VLPSOL¿HG
customs procedures. These measures will potentially help build the investment image of Ukraine
and attract further FDI.
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NOTES
1.

As forecast by the IMF in July 2008 – or 6% as forecast by the Economist Intelligence Unit (EIU).

2.

Including Armenia, Azerbaijan, Georgia, the Republic of Moldova and Ukraine.

3.

$]HUEDLMDQH[SHULHQFHG*'3JURZWKRILQ ,0):RUOG(FRQRPLF2XWORRN'DWDEDVH
April 2010).

4.

Exports make up around half of annual GDP.

 (QGRI\HDU&3,LQDFFRUGLQJWRWKH,0):(2'DWDEDVH$SULO
6.

They agreed on an average monthly price of USD 234 per thousand m3 of gas as of June 2010
(compared to USD 334 in 2009), in exchange for permission to extend the Russian army’s naval
EDVHRI6HYDVWRSROIRUDQRWKHU\HDUV

7.

,0):(2'DWDEDVH$SULO

8.

Resolution of the Cabinet of Ministers of Ukraine No. 281 (24 March 2010) On the Major Projected
Macro indicators of Economic and Social Development of Ukraine in 2010, used as a basis for
the State Budget in 2010 (adopted on 27 April).

9.

Ukraine and the Republic of Moldova have the highest share of government in GDP of the region.

10. Informal economy refers to all legal production activities that are deliberately concealed from
public authorities for the following kinds of reasons: to avoid payment of income, value-added
or other taxes; to avoid payment of social security contributions; to avoid having to meet certain
legal standards such as minimum wages, maximum hours, safety or health standards, etc.
(OECD, 2002, p. 139). It does not concern illegal activities.
11. Ukraine scores 2.2 in the 2009 International Transparency’s Global Corruption Report (with
values of 0 for the most and 10 for the least corrupt countries).
12. Double dipping is when a worker has two jobs: the main in the formal sector and the secondary
in the informal.
13. An illegitimate wage arrangement whereby formal employers pay their formal employees both an
RI¿FLDOGHFODUHGZDJHXVXDOO\DWVRPHPLQLPXPOHYHODVZHOODVDVXSSOHPHQWDU\XQGHFODUHGZDJH
14. According to the State Statistics Committee of Ukraine, all basic food groups except for oil and
vegetables registered strong price increases during 2009, with the highest increase being on
VXJDU IURPWR $VLPLODUVLWXDWLRQRFFXUUHGZLWKPLONEXWWHUDQGRWKHUPLON
products.
 $FFRUGLQJWRWKH6WDWH6WDWLVWLFV&RPPLWWHHSUR¿WDELOLW\RIFDWWOHPHDWSURGXFWLRQKDVEHHQ
QHJDWLYHVLQFH e.g. in 2008 it was -24.1%).
16. 3RXOWU\SURGXFWLRQLVH[SHFWHGWRJURZE\DOPRVWGXULQJ
17. Press release of International Industrial Conference and Exhibition “Biofuels. Ukraine – 2008”
at ZZZELRIXHOVXNUDLQHFRPHQSUHVVKWPO.
18. Grelik, M. and J. Osyak (2007), Bio-fuel Production Potential in Ukraine, Presentation prepared
IRUWKH&RQIHUHQFH³,VVXHVRI/LTXLG%LR)XHO3URGXFWLRQDQG&RQVXPSWLRQLQ8NUDLQH´ZKLFKZDV
held on 28 November 2007 (Center for Social and Economic Research – CASE). The study also
showed that Ukraine does not hold an absolute advantage in production of biofuels as it uses
more input than Poland to produce one cubic metre of bio-ethanol or biodiesel.
19. (QHUJ\XVHLQLQ8NUDLQHZDVNJRLOHTXLYDOHQWSHU86'*'3 LQFRQVWDQW
86'DW333 FRPSDUHGWRLQ$UPHQLDLQ$]HUEDLMDQLQ*HRUJLDLQ6HUELDDQG
381 in the Republic of Moldova, KWWSXQVWDWVXQRUJXQVGPGJ6HULHV'HWDLODVS["VULG 
20. Ukraine is fourth after Russia, United States and Canada in terms of railroad transportation.
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21. After the sixth largest Ukrainian bank (Prominvestbank) was put under receivership, at least
86'ELOOLRQ RIGHSRVLWV ZHUHZLWKGUDZQGXULQJWKH¿UVWWKUHHZHHNVRI2FWREHU
22. For example, in June 2009 the Parliament adopted a moratorium during 2009-10 on forced eviction
of a mortgage borrower from his or her housing served as collateral for a loan, if mortgage
interest was paid on time or with a maximum two-month delay and restructuring of the debt was
RI¿FLDOO\DJUHHGZLWKWKHEDQN7KLVPHDVXUHLVDLPHGDWSURWHFWLQJLQGLYLGXDOVZKRH[SHULHQFH
GLI¿FXOWLHVLQSD\LQJWKHPRUWJDJHGHEWEHFDXVHRIWKHFULVLVDQGVKDUSKU\YQDGHYDOXDWLRQ
23. According to the National Bank of Ukraine Balance of payments data, ZZZEDQNJRYXD%DODQFH
3%6WDWHBSGI.
24. For the richer households, extra money will be invested in education, while it will be directed
towards primary needs (food and housing) for the poorest ones.
 Realities and Prospects for Poverty Reduction in Ukraine: KWWSSRUWDOUDGDJRYXDUDGDFRQWURO
XNSXEOLVKDUWLFOHQHZVBOHIW"DUWBLG  FDWBLG .
26. “Realities and Prospects for Poverty Reduction in Ukraine; Materials of the Round Table of the Verkhovna
Rada of Ukraine for Social Policy and Labour”, 2 July 2010: KWWSFSVURUJXDLQGH[SKS"RSWLRQ FRPB
FRQWHQW YLHZ DUWLFOH LG  FDWLG  ,WHPLG .
27. The amount of subsistence minimum is calculated on the basis of a minimum basket of goods
and services necessary to maintain health and ensure its viability.
28. 1DWLRQDO7UDGH8QLRQUHSRUWWR3UHVLGHQWRI8NUDLQH9LNWRU<DQXNRY\FK³:RUNLQ8NUDLQHWKH
QHHGIRUTXDOLWDWLYHFKDQJHRIVRFLDOHI¿FLHQF\DQGGHFHQWOLIH´0DUFKKWWSOYLYPHGSURI
RUJXDXSORDGVPHGLDȗȘȈȞȧBȊBțȒȘȈȢȕȣBSGI.
29. Realities and Prospects for Poverty Reduction in Ukraine; Materials of the Round Table of the Verkhovna
Rada of Ukraine for Social Policy and Labour, 2 July 2010: KWWSFSVURUJXDLQGH[SKS"RSWLRQ FRPB
FRQWHQW YLHZ DUWLFOH LG  FDWLG  ,WHPLG 
30. Prosperous Society, Competitive Economy and Effective Government Program of Economic
Reforms 2010-14, www.kmv.gov.ua.
31. 1DWLRQDO7UDGH8QLRQUHSRUWWR3UHVLGHQWRI8NUDLQH9LNWRU<DQXNRY\FK³:RUNLQ8NUDLQH1HHG
IRU4XDOLWDWLYH&KDQJHRI6RFLDO(I¿FLHQF\DQG'HFHQW/LIH´0DUFK KWWSOYLYPHGSURI
RUJXDXSORDGVPHGLDȗȘȈȞȧBȊBțȒȘȈȢȕȣBSGI p.18.
32. Statistical Yearbook of Regions of Ukraine, 2009&K,,³.\LY6WDWH6WDWLVWLFV&RPPLWWHH´
– Art 369 - pp. 179-207.
33. ,QWKHFDOFXODWLRQRIWKHPDWHUQDOPRUWDOLW\UDWLRFKDQJHGWRWKH,QWHUQDWLRQDO6WDWLVWLFDO
&ODVVL¿FDWLRQRI'LVHDVHVVWDQGDUGVVRRQO\GDWDDIWHUDUHFRPSDUDEOH
34. Prosperous Society, Competitive Economy and Effective Government Program of Economic
Reforms 2010-14, www.kmv.gov.ua.
 /DZ RI 8NUDLQH RQ WKH 6WDWH 3URJUDPPH ³'ULQNLQJ :DWHU RI 8NUDLQH´ IRU  6XSUHPH
&RXQFLORI8NUDLQH %' 1$UW
36. 6\PRQHQNR9.  2QWKH5HVXOWVRI6XSSRUWLQJ'HYHORSPHQWLQWKH9LOODJH.\LY7KH
Accounting Chamber of Ukraine - Issue 19: ZZZDFUDGDJRYXDFRQWUROPDLQXNSXEOLVKDUWLFO
HMVHVVLRQLG )(%''(('&&)&'&.
37.  8NUDLQH 6HUJHL =LPLQ %ULH¿QJ RQ WKH VWDWXV RI GULQNLQJ ZDWHU LQ 8NUDLQH DQG
adoption of state measures to improve water supply in the country: KWWSJRUL]RQWPFRPXD
XDQHZVIXOO.
38. 6NU\SQ\N 2 2 6RYD   7DS :DWHU  'ULQNLQJ RU &RQGLWLRQDOO\ (OLJLEOH" Mirror Weekly,
ȹ  ZZZGWXDLPJVWBLPJBYRBVHQGBXNUMSJ.
39. Ukrainian Environmental League, “On the improvement of drinking water supply and water
protection in Ukraine”, ZZZHFROHDJXHQHWKWPO.
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40. ZZZXNUVWDWJRYXD accessed on 16 August 2010.
41. )HZHUWKDQHPSOR\HHV
42. ZZZXNUVWDWJRYXDRSHUDWLYRSHUDWLY¿QRSGSRSGSBXRSGSBUR]BXKWP.
43. All-Ukrainian Population Census 2001, National Statistical Service of Ukraine.
44. 8NUDLQHEHFDPHDPHPEHURIWKH:72RQ0D\
 Land Code (2001).
46. Law of Ukraine “On Value Added Tax”.
47. Decree of the Cabinet of Ministers of Ukraine, 28 December 2001 No. 1 801.
48. Decree of the Cabinet of Ministers of Ukraine “On Founding of Ukrainian Foreign Investment
3URPRWLRQ&HQWUH´$XJXVW1RDQG'HFUHHRI&DELQHWRI0LQLVWHUVRI8NUDLQH³2Q
Founding of National Agency on Foreign Investments and Development, 28 January 2009 No. 48.
49. 'HFUHHRIWKH&DELQHWRI0LQLVWHUVRI8NUDLQH0D\1R
 Law of Ukraine “On Amendments to Certain Legislative Acts of Ukraine on the promotion of foreign
LQYHVWPHQWVDQGORDQV´IURP$SULOȹ6XSUHPH&RXQFLORI8NUDLQH %' 
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The economic crisis, the second economic shock to hit the Eastern Europe and the South Caucasus
region after the collapse of the Soviet Union, has been a warning and a call to action. The region
has many advantages and much potential, but some of this was squandered during the boom years
of the 2000s. The studies contained in this volume demonstrate that the potential is still there and
that the measures that need to be taken to realise that potential are feasible and affordable. Some
of them can have an almost immediate effect, such as easing access to finance for small and
medium-sized enterprises and opening up new markets for the region’s goods. Others are more
medium-term, such as redeveloping product lines in the steel industry or in agriculture. Some of
the most critical reforms, like raising the level of education and improving health care, will require
political and economic investment over the long term.
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None of the recommendations in this book are, however, beyond the bounds of possibility.
Governments and the private sector have an interest in implementing reforms to diversify
the economy and improve the distribution of revenues. Given the enormous potential of the
Eastern European and South Caucasus countries, the region has every reason to be confident
about its future.
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