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Recent macroeconomic developments

Lower growth, higher inflation

Slowdown in recovery
• Global economic growth perspectives for 2022 and
2023 are negatively affected by the war in Ukraine.
• OECD global growth projections for 2022 and 2023 are
down 1.5 and 0.4 percentage points, respectively,
compared to the December 2021 forecast.
• Growth projections are revised downward partly due
to the zero-tolerance Covid-19 policies in China,
while global interest rates are revised upwards, leading
to capital outflows and higher cost of debt servicing.
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9
8
7
6
5
4
3
2
1
0
GDP growth,
World 2022

• Faltering real-estate market and slow recovery of
private consumption in China negatively affect
growth perspectives for 2022.
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Increasing inflation
• The war induced commodity price surges.
• Supply chain disruptions are expected to keep
inflation elevated for 2022.
• OECD latest inflation forecast for OECD
countries is 8.5%, 5 percentage points higher
than the December 2021 forecast.
Sources: OECD, IMF, World Bank

• Food-price inflation is further fuelled by rising
transport costs and trade disruptions due to
the war in Ukraine.
• The Agricultural Price Index is up by 42% and
wheat prices are 91% higher than January 2021
(World Bank).
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A glance of sanctions against Russia

Leading sanctions apply to the technology, financial and energy sectors
Field

Measures involved

Technology
sector

•
•

Financial
sector

•
•
•

Energy
sector

•
•
•
•
•

Other

•

•
•

Western export ban in the defence, aerospace, marine, oil refining, aviation,
transportation equipment, luxury and electronics sectors
Export controls on dual-use technologies (microchips, semiconductors,
servers) products using Western-made or designed chips
Central Bank and selected commercial banks’ asset freeze in foreign
countries
Selected commercial banks’ (Sberbank, Credit Bank of Moscow, Russian
Agricultural Bank, etc) exclusion from the SWIFT messaging system
Restrictions on Russia’s access to the EU’s capital and financial markets
Ban on new investments in the Russian energy sector
EU import ban on Russian crude oil and refined petroleum products (with
exceptions), coal, steel, iron, wood, cement and certain fertilizers
US import ban on Russian oil, coal and LNG
UK import ban on Russian oil and coal
Opening of Nord Stream 2 gas pipeline on hold
Road and maritime transport sanctions for transport operators, airspace
closure
Russian oligarchs and state officials’ asset seizures
Ban on Russian state-owned outlets

Sources: European Council, US Department of the Treasury, UK Foreign, Commonwealth & Development Office
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Impact of sanctions on the Russian economy

Most effects are yet to come

• The initial effects of the sanctions have been unexpectedly mild. Unemployment remained around 4%,
and inflation around 17-18 %.
• However, the main effects of sanctions are yet to come. Unemployment is expected to double and
supply-chain disruptions are expected to cause product shortages.
• Shrinking job vacancies and increasing competition in the labour market are an early sign of the effect
of sanctions. Decline in the job recruiting activity is doubled down with the departure of Western firms.

• Government
spending is
expected to fall
due to the halt
on infrastructure
projects.

Drastic fall in
investment &
government
spending

• Some estimates
indicate drop in
investment up
to 30-40% and
drop in
consumption up
to 11-15%.

Source: Pestova et al. 2022, IMF, World Bank, Reuters

Drop in GDP
estimated
around 8-9%

Decline in
consumption

Increase in
exports &
decline in
imports

• Trade surplus will
rise due to the
drastic drop of
imports (volume
effect) and surge in
the value of
commodity
exports (price
effect).

• IMF forecasts 8.5% and 2.3 % decline
in Russian GDP for 2022 and 2023.
• Collapsing imports mean the impact
on investment/consumption may be
greater than the headline GDP figure
suggests.
OECD Eurasia Competitiveness Programme
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Spill-over effects of the war in Ukraine on Central Asian economies

Four main transmission channels: migration, investment, finance, and trade
Declining economic activity
in Russia will significantly
affect Kyrgyzstan and
Tajikistan since the
remittances received
totalled 31% and 27% of
GDP in 2020, respectively.
• There are an estimated
750,000 Kyrgyz workers
in Russia. 50% of
remittances sent home
go to the 20% poorest
households.
Kyrgyzstan, Kazakhstan, and
Tajikistan’s banks hold
significant amounts of
deposits in Russian banks
which handle financial
transactions on their behalf.
• Use of Russian payment
system Mir puts further
pressure on Kyrgyzstan’s
financial system.

Increased uncertainty might
reduce the region’s
investment attractiveness
over the medium term.
Influx of
migrants from
Russia, workers’
return and
decrease in
remittances

Financial sector
exposure to the
sanctions

Increase in
perceived
geopolitical risk
and drop in
investment

Drop in trade
and supply
chain
disruptions

• Kyrgyzstan is more
vulnerable to the drop in
investments due to the
high Russian share in the
stock of inward FDI.
Russia is among the top
trade partners for all Central
Asian economies.

Downturn in Russian
economy is likely to hit
Central Asia’s mineral,
chemical, and energy
commodity exports.
• Kyrgyzstan’s dependence
on Russian wheat and
energy is significant.
Sources: Insan-Leilek Foundation., Tass.com, OECD
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Impact on imports: energy and wheat dependence

Reliance on wheat and energy imports contributes to inflationary pressures
Wheat dependence

Energy dependence

• Central Asia’s dependence on Russian wheat
has significantly increased over the last years,
except for Uzbekistan. More than 55% of Kyrgyz
wheat imports came from Russia in 2021.
• Dependence on Kazakh wheat is still
significant for Kyrgyzstan and Uzbekistan.
Kazakhstan’s recent export ban on wheat further
jeopardises food security in the region.

Share of Russian imports in domestic energy
utilization (2019)

Share of Russian wheat imports in total
imports, 2021
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• The region is divided in its energy dependence
on Russia. Kazakhstan, Uzbekistan, and
Turkmenistan are not dependent on Russian
energy imports.
• Kyrgyzstan and Tajikistan are highly
dependent on Russian energy imports. 60%
of Kyrgyzstan’s energy utilisation is imported
from Russia.

Kazakhstan

2020
Rest of the World

Note: no 2021 data available for Tajikistan and Mongolia

Kazakhstan Uzbekistan Kyrgyzstan Tajikistan

Mongolia

Sources: IEA, Comtrade, OECD
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Impact on exports: commodity price increase

Effects depend on each country’s export portfolio
Export impact on Central Asia

Export impact on Kyrgyzstan

• Drastic increase in energy prices will boost export
revenues for the region.
• Kazakhstan is expected to derive most of the benefit of the
high share of energy commodities in its total exports.
• The effect of the price increase on Uzbekistan, Mongolia,
and Tajikistan will be moderate.
• Considering the high dependence of Kyrgyzstan and
Tajikistan on energy imports, the increase in energy
prices will further add to inflationary pressures.

• The majority of Kyrgyzstan’s mineral
exports are precious metals (38%).
• Kyrgyzstan’s exports are expected to
appreciate in value by 11% in 2022.
• Exports increase may boost GDP by 1%.
• Precious metal prices did not increase
as much as energy prices.

Estimated Growth Rate of
Main Commodities, 2022, %

Forecasted average annual price growth
of selected commodities for 2022, %

Share of the Forecasted
Export Growth in 2021 GDP, %
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Impact on trade: risks and export prospects

Exports to Russia are expected to fall due to Russian economic slowdown, supply chain disruptions
and rising transportation costs
Trade impact on Central Asia

Trade impact on Kyrgyzstan

• IIF estimates 50% decrease in Russia’s April imports
• Kyrgyzstan’s mineral and chemical product
compared to April 2021.
exports to Russia are expected to fall due to the
• The share of exports to Russia is less than 10% in all
economic slowdown in Russia.
CA countries except Kyrgyzstan and Uzbekistan.
• Trade embargos between Russia and Western
• We do not expect that the decline in Russian economy
countries create export prospects for Central
will significantly hurt Central Asian economies through
Asian economies to replace demand for some of
the decline in their exports.
the imported goods, such as food and textile
• Supply chain disruptions due to trade routes crossing
products.
Russia increase transportation costs. Alternative trade
Decomposition of
routes are being considered southwards and eastwards
Kyrgyzstan’s exports
Share of goods imports and exports to partner
country and share of average annual GDP in 2016-20

to Russia, 2021
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Impact on investment

Foreign direct investments into the region are likely to drop in the short term
Investment impact on Central Asia
• Investments to the region are likely to drop in
30%
the short and medium term due to
25%
perceptions of increased risk.

Russian FDI in Central Asia, 2017-2020

20%

• Reduced foreign direct investment (FDI)
inflows from Russia will further accelerate
this drop in investment.

15%

• Russia’s economic decline might strengthen
China’s economic presence in the region.

-5%

• Increased Chinese FDI could make up for the
drop in Russian investment in Central Asia.

10%
5%
0%
Kazakhstan Kyrgyzstan

Mongolia

Tajikistan Uzbekistan

-10%
Russian FDI stock, % all stock 2017-2020
Russian FDI inflows, % all inflows 2017-2020
Note: 2018-2020 data for Uzbekistan. Russian share in FDI stock and inflows for
Uzbekistan overestimated as some countries (including France and Japan) kept
FDI outflows to Uzbekistan confidential. No available data for Turkmenistan

• There is a downward trend in FDI inflows across the region since the end of 2014-2015.
• This decline reflects Central Asia’s fragile investment environment, long-standing issues in the
banking sector, and an over-representation of extractive sectors in total FDI inflows and capital
formation.
Sources: World Bank, KNOMAD, IMF
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Policy responses in the Kyrgyz Republic
Initial policy responses

Area

Monetary •
policy
•

Fiscal
policy

Source: OECD analysis

Ban on USD transfers in cash outside of the country to prevent USD outflow

•

Tax breaks and reductions for food-importing companies

•

Increase of pensions and wages for civil servants

•

Additional budget allocation to the Ministry of Emergency Situations to
increase food stock purchases

•

Increase of concessional lending to firms in the agricultural and energy sectors

•

Export bans on food commodities (wheat, flour, barley, sunflower oil) outside of
the EAEU and Kyrgyzstan (meat, sugar) to suppress price increases

•

VAT exemption on food imports

•

Signing of an agreement with South Korea to allocate 5,000 work quotas to
Kyrgyz workers

Households

Migration

Base rate increase from 8.5% to 14% by the National Bank of the Kyrgyzstan
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Initial suggested policy recommendations

Short-term and long-term perspectives
Short-term policy recommendations
• Supportive fiscal policies can offset part of
the negative economic effects, but should
be handled with caution so as not to
further increase indebtedness and
inflationary pressures:

I.

II.

III.

Provide targeted and temporary
support to most vulnerable
households to ease the impact of
price increases
Provide targeted and temporary
support to businesses to help them
weather supply chain disruptions
and liquidity shortages
Refrain from protectionist policies to
ensure trade and agriculture keep
flowing

Source: UN data, OECD

Long-term perspectives
• Twin effects of the war in Ukraine and the
sanctions reveal vulnerabilities of the
Kyrgyz economy.
• Establishing energy independence, and
investing in economic industrialisation
are vital to sustain growth in Kyrgyzstan.
• The manufacturing sector has been the key
driver of economic growth and productivity
since 1990 in Kyrgyzstan. Attracting FDI in
non-mineral sectors and supporting
export diversification will contribute to
productivity growth.
• Kyrgyzstan could consider promoting its
manufacturing and textile commodity
exports to Russia.
• Diversification of export and trade
routes will increase the resilience of supply
chains.
OECD Eurasia Competitiveness Programme
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Thank you for your attention!
Contact details:
Grégory Lecomte
Head of the Central Asia Unit
e-mail: gregory.lecomte@oecd.org

For more information:
https://eu-cai.org
https://twitter.com/OECDEurasia
https://oecd.org/newsletters

Céleste Laporte Talamon
Policy Analyst
e-mail: celeste.laportetalamon@oecd.org
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