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Summary in English

After the dissolution of the Soviet Union, the newly
independent states faced a politically, economically and
socially challenging environment. During the post-Soviet
era, they have experienced economic slowdown,
dissolving of the social safety net and deterioration of
living standards. Many of the countries have also been
torn apart by ethnic conflicts and social unrest. The post-
Soviet transition with political and socio-economic
changes has been difficult, and the transformation to
market-oriented economy and the building of a democratic
state has succeeded in variable degree, often resulting in
political and economic systems that are somewhere in
between.

With regard to the Western CIS countries — Belarus,
Moldova and Ukraine — the different paths of political and
economic development are clearly visible. Whereas
Belarus has followed the Soviet-style model of centrally
planned economy and authoritarian rule, Moldova and
Ukraine have developed market-oriented economies and
demaocratic systems although the transformation has been
in many ways difficult. Still, all countries are suffering from
unstable political situations and threatened by social
unrest of some degree. Particularly in Moldova and
Ukraine, the main political division is the cleavage
between pro-Russia and pro-Western forces. Indeed, the
countries are still caught in the struggle between Eastern
and Western identites and have an ambivalent
relationship with the successor of the Soviet Union,
Russia.

In many cases, the countries in the Wider Europe
area have faced serious difficulties in their state-building
after the break-up of the USSR. The ethnic tensions that
were more or less suppressed during the Soviet era have
erupted and led to several internal and international
conflicts. The states that gained their independence after
the dissolution of the Soviet Union have often had a
creation of a nation state as an objective. However, the
drawing up of national boundaries to correspond with
nationalities has proven to be difficult. As a consequence,
the states have been forced to try to manage the
complicated political and ethnic relations inside their
borders

The three South Caucasus countries — Armenia,
Azerbaijan and Georgia — have faced difficulties in
consolidating their state territorialities during the post-
Soviet era. The several regional conflicts in the South
Caucasus — conflicts of South Ossetia and Abkhazia in
Georgia, and the dispute over Nagorno-Karabakh
between Armenia and Azerbaijan — have their roots in
instable territoriality and separatist tendencies." The
conflicts have had a negative impact on the socio-
economic development of the three states. In Azerbaijan,
the Nagorno-Karabakh conflict between Armenia has lead
to an extensive military budget on the expense of, for
instance, social spending. In Georgia, the recent war on
South Ossetia with Russia has worsened the economic
situation and diverted attention from social and economic
reforms to  reconstruction.  Armenian  economic
development, on the other hand, has suffered because of

! Gallina, N.: Puzzles of State Transformation: The Cases of Armenia
and Georgia. Caucasus Review of International Affairs Vol. 4 (1) —
Winter 2010, 20-21.
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the country’s economic isolation as its borders to both
Azerbaijan and Turkey are closed.

In this kind of unsecure environment, in which the
countries are confronted with questions of external and
domestic integrity, the state development and reform
has remained incomplete. Political decisions and
structures are dominated by the task of territorial
consolidation, which leaves little room for state-building
efforts. As a result, state-building remains incomplete
and the states remain weak. The state structures —
particularly judiciary and the rule of law, central political
institutions, parliament and political opposition — that are
necessary for a stable state are not strong enough, and
the state is unable to fulfil its tasks, such as guarantee
sustainable economic development, provide minimum of
social welfare and generate infrastructure.?

The internal weakness of a state’s political and
economic function is a problem for Central Asian
states as well. In authoritarian regimes, like most of the
countries in the region, the survival of the government
becomes a principal goal and they focus on
consolidating inner stability and political control instead
of dealing with questions that are considered not
threatening the government and as such of minor
importance, for example environmental or social issues.
Moreover, weak states often have insufficient resources
and abilities to handle that kind of soft security threats.?

Indeed, environmental degeneration is a serious
threat for many countries of the Wider Europe area.
Environmental degradation is often received as a Soviet
legacy, and the poor and weak states have not
succeeded in halting or reversing the contamination of
the environment. Environmental problems can
accelerate existing development dilemmas, for example
poverty and health issues, as has been the case for
instance with the drying up of the Aral Sea.
Furthermore, they are a threat to the stability and
security of the countries and regions as they hinder
social and economic development and can trigger or
accelerate both regional and internal conflicts and
tensions. A good example is the water question in
Central Asia which has already created tensions among
the region’s countries.

The countries in the Wider Europe area do not
always provide a social environment that would
guarantee equal opportunities to all. Factors that
diminish equality of opportunity include for example
poverty, unemployment, corruption and lack of civil
liberties that are severe problems in many countries of
the region. Furthermore, in many countries,
government’s tight control over economy limits people’s
economic opportunities. The groups whose access to for
instance education, health care, housing and
employment is often restricted include ethnic and
religious minorities, women and internally displaced
persons. There are also great developmental
differences between urban and rural areas, and
economic growth is often restricted to major cities, as is
the case for instance in Kazakhstan. Indeed, the

? Gallina 2010, 32.

% Swanstrém, N.: Traditional and Non-Traditional Security Threats
in Central Asia: Connecting the New and the Old. China and
Eurasia Forum Quarterly, Volume 8, No. 2 2010, 41-44.
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differences in living standards and alienation of certain
groups from the society create inner tensions and can
lead to severe domestic security problems.

All countries in the Wider Europe area suffer from
corruption, even pervasive one. Bribes and personal
connections are a central part of political life, public
institutions, judiciary, police, education and business. As
corruption exacerbates poverty and general
dissatisfaction, it breeds social, economic and political
unrest and thus can be considered as a serious threat to
the stability and security of countries.

Indeed, corruption has various negative political,
economic, social, and environmental consequences for
the countries. It hinders the democratic development as in
a corrupt environment the institutions lose their legitimacy
and accountable political leadership cannot develop.
Economically, it leads to depletion of national wealth,
hinders the development of fair market structures and
distorts competition, thereby deterring investment. It can
lead to environmental degradation as funding can be
allocated to environmentally devastating projects. Finally,
the social effects of corruption are perhaps most
devastating. It undermines people's trust in the political
system, its institutions and leadership. It discourages
people in social participation and creates an environment
characterised by disillusionment, frustration and general
apathy. When civil society is weak, the way is open for
authoritarian leaders and democratically elected leaders
that are misusing their power to gain personal wealth.
Bribes become a norm and a vicious cycle is generated.*

Social and economic deprivation and corruption
cause lack of future opportunities and increase people's
disaffection with their state, its institutions and their
leaders. This in turn creates a base for civil unrest,
criminality and terrorism, and legitimises radical groups’
attacks against governments. Various radical groups,
religious fundamentalists and terrorist organisations can
offer an alternative meaning for life, as they can provide at
least some things in which the state has failed.® Indeed,
radicalism, organised crime, narcotics trade and
human trafficking are severe problems and security
threats in the Wider Europe area. Individual states have
insufficient resources to counter those threats, even more
so as they are transnational in nature and would require
regional cooperation.

The security of the Wider Europe area — Western CIS,
South Caucasus and Central Asia — is affected not only by
military and politic issues but also by economic, societal
and environmental ones. Moreover, the challenges and
threats as well as their effects are often transnational in
nature, including environmental threats, sufficiency of
natural resources and water, population growth, poverty,
migration, infectious diseases, humanitarian catastrophes,
terrorism, organised crime, narcotics trade, human
trafficking and regional conflicts. However, as many of the
states in the area — especially in the South Caucasus and
Central Asia — are weak in their state structures and

4 Transparency International: Frequently asked questions about

corruption.
Http://www.transparency.org/news_room/fag/corruption_fag.
® Swanstrom 2010, 47-48.

2

political and economic performances, they have rarely
managed to counter the facing external and internal
security threats in an efficient manner. In the
authoritarian regimes, their leaders tend to focus mainly
on staying in power and building up military defence on
the expense of social and economic development of the
country and the welfare of its citizens. This often
generates a vicious cycle as social and economic
deprivation causes disillusionment and lack of belief in
the future and increases people's disaffection with their
state, its institutions and leaders. This in turn promotes
the emergence of civil unrest, and criminal and violent
movements, and leads to an unstable and unsecure
political, economic and social environment.

In 2011 the security situation in the Wider Europe
area is not expected to undergo significant changes.
Elections are scheduled for 2011 only in Kyrgyzstan
(presidential) and Kazakhstan (one-half of the senate).
Regarding the Western CIS, in Belarus President
Alyaksandr Lukashenka is likely to maintain his tight grip
on power and continue to pressure the opposition, and
the Belarusian government’s relations with the West are
likely to remain strained. In Ukraine, the developments
since President Viktor Yanukovych came to power
suggest an erosion of some degree of the country's
democracy which raises concerns in the West. In
Moldova, there are changes that the parliament will
finally succeed in electing a president and thus end the
political stalemate. Regarding the conflict of
Transnistria, however, it is unlikely that a resolution to it
will be reached this year.

In the South Caucasus, the dispute over Nagorno-
Karabakh is likely to remain unsettled and continue to
harm Armenia—Azerbaijan relations. Prospects for
reintegrating the separatist regions of South Ossetia and
Abkhazia to Georgia remain weak as well. As long as
President Mikheil Saakashvili stays in power, the
Georgia—Russia relations continue to be difficult.

In Central Asia, the countries will remain susceptible
to civil unrest because social and economic deprivation.
Although the ethnic violence in Kyrgyzstan has ceased,
there is a threat that it can break out again and spread
to neighbouring countries. The security threat posed by
Islamic radical groups can heighten, especially in
countries bordering Afghanistan. The water issue
continues to cause confrontation between the region’'s
countries.

Hanna Méakinen
Research Director
Pan-European Institute

W Pan-European Institute |


http://www.transparency.org/news_room/faq/corruption_faq.

Regional Security Report, 11.2.2011

Biannual Review 12011

Pe3toMe Ha pyccKom A3blKe

Mocne pacnaga CCCP HoBble He3aBMCUMblEe rocygapcTsa
oKasanucb B MOMUTUYECKN, SKOHOMMYECKM W COLManbHO
CINOXHOW  cuUTyaumu. B noctcoBeTckui nepuop  OHU
MCMbITan! 3KOHOMUYECKUA chad, paspylleHne CuUcTeMbl
COUManbHON 3aLMTbl, CHWDKEHWE YPOBHS U3HW. MHorve u3
3TUX CTpaH pas3pbiBalOT MEX3ITHMYECKNe KOHMNWKTbI U
coumanbHble BonHeHus. MNMepexoa Ha HOBble NoNMTUYECKME U
CoLUManbHO-3KOHOMUYECKNEe pPernbCbl OKasancs CrOXHbIM, a
nepeopueHTaums Ha PbIHOYHYIO 9KOHOMUKY U CTPOUTENBCTBO
AEeMOKpaTUYECKOro rocyaapcrsa npoxXoannu ¢ nepeMeHHbIM
yCcrnexom, 3a4acTylo  npuBOoAs K  CO34aHUIO  HEKMX
NPOMEXYTOYHbBIX MONINTUYECKMX N IKOHOMUYECKUX CUCTEM.

Tak, onsa 3anagHbix ctpad CHIM — Benapycu, MongoBbl 1
YKpavHbl — XapakTepHbl pasnuyHble NyTW MOAMTUYECKOTO U
3KOHOMUYeckoro pa3suTus. Ecnv benapyck B3sna 3a ocHoBy
COBETCKYl0 MoAefb MIiaHOBOW 3KOHOMWKM U aBTOPUTapPHOro
ynpaenexusi, To MongoBa v YkpavHa TpaHcopmMmupoBanmce
B PbIHOYHO-OPMEHTUPOBAHHbLIE 3KOHOMUKM M OEeMOKpaTuu,
XOTS1 TaKOW MpoLiecc BO MHOMOM oKasarncs HenpocTbiM. [pu
3TOM BCEM CTpaHaM Mnpucyy HecTaburnbHas nonmTuyeckas
cuUTyauuss M HeKkoTopas yrposa coumasbHbIX BOJHEHWN.
OcobeHHo B MongoBe n YkpavHe OCHOBHOW MONMUTUYECKUIA
Bogopasden  MpPOXOAUT  MeXAy  NPOPOCCUACKMMM  1”
nposanagHbiMn cunamu. W gencrTeuTenbHo, B 9TUX CTpaHax
naet 6opbba BOCTOUHON U 3anagHOW MOEHTUYHOCTEN, NMeeT
MECTO [ABOWCTBEHHOE OTHOLIEHWE K MpaBoOMpeeMHUKY
Cosertckoro Coto3a — Poccuu.

Mocne pacnaga CCCP mHorve cTpaHbl Ha TeppuTopum
PacwupeHHoit  EBpombl  CTOMKHYNWUCb C  CEPbe3HbIMU
npobnemamu rocyaapCcTBEHHOro CTpOUTENbLCTBA.
MexaTHnyecKkass HampsPkeHHOCTb, KOTOpas B COBETCKYHO
anoxy ewe bonee mMeHee caepxuBanacb, BbiNfieCHynacb B
BMOE BHYTPEHHUX W MeXAYyHapoAHbIX KOHGIMKTOB.
locypapcTsa, MonyuuBLUME HE3aBMCMMOCTb Nocne pacnaga
CCCP, KaKk  npaBuno, CTPEMUNUCb K  CO3OaHuo
HauuoHanbHoro rocygapctea. OgHako mpoBegeHwe rpaHuy,
Nno HauMOHanmbHOMY MpPU3HaKy OKa3anoCb HEenpoCTou
3agavei. B pesynbraTe, rocygapctBa  BblHYXAEHbI
yperynupoBaTtb CIOXHble MNOMWTUYEeCKMEe W  3THUYecKkune
OTHOLLIEHNS BHYTPW COBCTBEHHBIX rpaHuLL.

Bce Tpu pecnybnukn KOxHoro KaBkaza — ApmeHwus,
AszepbangkaH un [pyaus — B MNOCTCOBETCKMA nepuog
CTOIKHYNMCb C NMPOBNeMOoN TeppuTOpPUanbHOW LENOCTHOCTHU.
Psg pervmoHanbHbIx koHdnMKTOB Ha CeBepHom KaBkase —
HOXKHOOCETUHCKMI N abxa3sckuii KOHNWKTLI B py3un 1 cnop
BOkpyr HaropHoro Kapabaxa wmexagy ApMeHven 1
AsepbangkaHoMm — nopoxaeH HecTabunbHOCTbIO rpaHuL, U
cenapaTUCTCKUMM TeHaeHUMSMI.® KOHMNUKTbI  HeraTMBHO
ckasannMcb Ha CouManbHO-3KOHOMMYECKOM pasBUTUM Tpex
rocygapcts. B AsepbanmpkaHe KOHMnMKT Bokpyr HaropHoro
Kapabaxa c ApmeHuvel npusen K 3HaYNTENMbHbIM BOEHHbIM
3aTpaTtam B yuwepb, B YaCTHOCTW, pacxogaM Ha coumarnbHble
Hyxabl. B 'py3un HegaBHsig BoWHa ¢ Poccuen B HOxHOM
Ocetun  ycyrybuna  3KOHOMMYECKYID  CUTyaumio  u”
nepeknioYmna BHUMaHWe OT couMaribHbIX U 3KOHOMUYECKMX
pedopM Ha npobnembl BOCCTaHOBMNEHUs. B ApmeHun xe
9KOHOMMKa MocTpagana Wu3-3a 9KOHOMMWYECKOW M30Mnsuum
CTpaHbl, Tak Kak rpaHuubl ¢ AsepbarimpkaHom u Typuumen
3aKPbIThI.

B Takoi HecTabunbHol ob6CTaHOBKE, B KOTOPOW CTpaHbl
cTankuparoTcs C npobnemMamy BHELIHEN W BHYTPEHHEN
LeNnoCTHOCTK, Mpouecc pas3Butua u  pedopMUpoBaHUs
rocygapctesa OCTaeTcsi HesaBeplUeHHbIM. [lonmTudeckumu

® Gallina, N.: Puzzles of State Transformation: The Cases of Armenia
and Georgia. Caucasus Review of International Affairs Vol. 4 (1) —
Winter 2010, 20-21.
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peLleHnsIMm n CTPYKTYpamm OBUXET  3ajaya
TEppUTOpUanbHOM  KOHcoNMuZauuu, UTO OrpaHUYuBaeT
rocyfapCTBEHHOE CTPOWTeNnbCTBO. B pesynbTaTe, Takoe
CTPOMTENLCTBO HE3aBEPLUEHHO, @ rOCyAapcTBa OCTaloTCsl
cnabbivn. TocynapCTBeHHbIe CTPYKTYpbl, Mpexae BCEro
cynebHele u npaBoOXpaHUTENbHbIE, BbICLLIVE
MONUTUYECKNE WHCTUTYTbI, MapriamMeHT W MonuMTUYeckast
onno3uuusl, HeoGXoAMMbIE AMns CO34aHWst CTabUnbHOro
rocynapcraa, HeJoCTaTouHO okpennu, noaTomMy
rocyZapCTBO HE B CUMax BbIMOSHATL CBOW (hYHKLUM, TaKue
Kak obecrneyeHne yCTOMYMBOTO 3KOHOMUYECKOTO Pa3BUTUS,

MWHUManbHOW  COUManbHOM  3alWThl U Pas3BUTUS
WHPACTPYKTYpPHI.

BHyTpeHHee cna6oe nonuTMyeckoe 7]
3KOHOMMUYeckoe (PYHKUMOHUPOBaHWe rocyAapcTea

saBnsieTcsa npobnemon n anst ctpaH CpeagHen Asuu. Tpu
aBTOPUTAPHbIX PEXUMAX, YCTAHOBMEHHbIX B BOMbLUMHCTBE
CTpPaH pervoHa, BbbKMBaAHWE MNpaBUTENbCTBA CTAHOBUTCS
rnaBHOW 3afayel, OHO COCPedOTOUMBAETCS Ha YKPenneHun
BHYTPEHHEN CTaburbHOCTM W MOMUTUYECKOrO KOHTPOMs,
peluaeT BONPOCHl He NpeACcTaBnsoLWwme Afs Hero yrpo3bl U
BOMNPOCbI MEHEee 3Ha4uMmble, Hanpumep, JKorornyeckme u
coumaneHble. Kpome Toro, cnabble rocygapctea 4acto
MUMeloT HefgoCcTaTOMHble Pecypebl M BO3MOXHOCTU  Anis
PeLLEHMs TaKoro pofia «MArkux» yrpoa 6esonacHoctn.’

Oerpapauma cpegbl OENCTBUTENbHO  SIBMSIETCS
Cepbe3Hon Yrpo3on Ans MHorMx cTpaH PacwmpeHHoun
EBporbl. Okornoruyeckas aerpagjauns yacTo
BOCMPUHMMAETCA Kak Hacrnegue COBETCKOro MpoLUforo, u
6enHbIM 1 cnabbiv rocygapcTsam He yaanocb OCTaHOBUTb
WM NOBEPHYTb BCMSATb NMPOLLECC 3arpsi3HEHNS OKpYyXXatoLLen
cpedbl. Jkonornyeckme npobnembl MOryT yCKOpUTL BbliGOp
nyTe pelleHusi, Hampumep, BOMpocoB 6GegHocTn w
30paBOOXpaHEHUsi, Kak B crydae C obmeneHvem
Apanbckoro mopsi.  [lanee, oHM NPeACTaBRsOT yrposy
ctabunbHocT 1 6e3onacHOCTM CTpaH W PErvMoHOB,
NMOCKOMNbKY MeLlaT couuansHoMy W 3KOHOMUYECKOMY
pasBuMTMIO M MOryT BbI3BaTb WM yCUriUTb  Kak
pervioHanbHble, Tak W BHYTPEHHWE KOHMMUKTBI  U”
HanpshkeHHOCTb.  FApkuid  mpumep ToMy — npobnema
HexBaTkn Bodbl B CpegHewt Asuum, KoTopasi yxe cosgaet
HanpsKeHHOCTb B CTpaHax pervoHa.

B cTtpaHax pervoHa PacwupeHHon EBponbl He Bcerga
obecneymBaeTca coumanbHas cpefa, dalowas And Bcex
paBHble BO3MOXHoOCTW. K dhakTopam, nogpbIBaOLWMM

paBeHCTBO  BO3MOXHOCTEW,  OTHOCATCS,  Harmpumep,
6eaHoCTb, Oe3paboTvua, KOppynuus U OTCyTCTBME
rpaxgaHckux cBobop, SBMSIOWMECH  CEpbe3HbIMU

npobrnemamMun BO MHOrMX cTpaHax pervoHa. Kpome Toro, BO
MHOIMMX CTpaHax >eCTKMA KOHTPOnb rocydapcTtBa Hap
3KOHOMMWKON OrpaHnyYnBaEeT 3KOHOMMUYECKME BO3MOXHOCTU
nogen. pynnel, 4el JoCTyn, Hanpumep, K 0bpa3oBaHuio,
30paBOOXPAHEHUNIO, XXUIbIO M TPYOOYCTPOWCTBY 3a4vacTyro
OorpaHvyeH, BKIoYaloT B ce0sA 3THUYECKUE N PENUIMo3HbIe
MEHbLUVMHCTBA, XXEHLUH U BHYTPEHHE NepeMeLLeHHbIX NnL.
CywecTByloT Tawke OonbluMe pasnuuns B PasBUTUK
rOpOACKMX M CENbCKUX TEPPUTOPUIN, @ IKOHOMUYECKUA POCT
4YacTo CBOAMUTCH K KPyMHEMWunM ropodam, Kak Hanpumep B
KasaxctaHe. Pa3anuumsi B ypoBHE XWU3HM U coumarnbHoe
OTUYXOEHME HEeKOTOPbIX [PyMnn CO34aeT BHYTPEHHIOW
HanpsikeHHOCTb M MOXET MNPUBECTUM K  Cepbe3HblM
npobnemam BHyTpeHHew 6e30nacHOCTU.

” Gallina 2010, 32.

8 Swanstrém, N.: Traditional and Non-Traditional Security Threats
in Central Asia: Connecting the New and the Old. China and
Eurasia Forum Quarterly, Volume 8, No. 2 2010, 41-44.
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Bce cTpaHbl permoHa PacwmpeHHon EBponbl cTpagatoT
OT KOppynuuu, nNpuv4yem noBceMecTHOW. BadTouHuuyecTBo M
NWYHbIE  CBSI3W  3aHMMaloT  LeHTpanbHoe MecTo B
MOMUTUYECKOW >KU3HW, paboTe rocyupexgeHun, cydoB U
nonuumn, B obpasoBaHunm n busHece. Koppynums ycunmeaet
G6egHocTe M OOy HeydoBMNEeTBOPEHHOCTb, 00OCTpsieT
9KOHOMWYECKYI0 WM MONMUTUYECKYID HampsKeHHOCTb, U TeM
camMbiM MOXET paccMaTpuBaTbCH Kak Cepbe3Hasd yrposa
cTabunbHOCTV 1 6€e30MacHOCTM CTPaH.

Koppynuus nveet pasnuyHble HeraTuBHble
nonuTuyeckue, 3KOHOMUYECKUE, coupnanbHble "
akonornyeckme nocnegctensa. OHa MellaeT pasBUTUIO
AemMoKpaTuK, Tak Kak B KOPPYMUMOHHOW cpefe yTpaynsaiT
NEerMTUMHOCTb  FOCYAAPCTBEHHbIE WHCTUTYTbl, HE MOXeT
pa3BMBaTbCs OTBETCTBEHHOE MONUTUYECKoe PYKOBOACTBO. B
9KOHOMWYECKOM MnaHe 3TO BegeT K  UCTOLLEHUIO
HauuoHanbHoro GoratcTBa, NpensaTcTByeT (HOPMUPOBAHUIO
cnpaBennnBbIX PbIHOYHBIX CTPYKTYP, UCKaXKaeT KOHKYPEHLMIO
1 TeM cambIM OTNyrmBaeT nHBecTuummn. OHa MOXeT NPUBECTU
K 3KOMOrM4yeckon pgerpagjaumu, Tak Kak cpegctBa MoryT
HanpaBnsATbCA Ha IKOMOTMYECKN paspyLUNTENbHbIE MPOEKTHI.
W, HakoHeL, caMbIMK rybuTenbHBIMU ABAAIOTCA coumarbHble
nocneacteus koppynuun. OHa nogpbiBaeT goBepue fnoaen K
rocyaapcTBy, ero MHCTMTyTam 1 pykoBoactey. OHa oTbuBaeT
y niogen xenaHue yyactBoBaTb B OOLLECTBEHHON XXWU3HW U
co3gaeTr aTmocdepy pas3oyapoBaHus, 6e3HagexHoCTn W
obwen anatnun. Crnaboe rpaxgaHckoe 06LLECTBO OTKPbIBAET
nyTb Kak Ans aBTOpUTapHbIX, Tak U ANS OEMOKpaTUYecku
n30paHHbIX NMAepPoB, 3nNoynoTpebnsAoLmMX CBOe BNacTbio B
Lensax INUYHOM HaxuBbl. Kak TOMbKO B3ATKUM CTaHOBSTCS
HOPMOIA, CO31aETCS NOPOYHBIN Kpyr.”

CoumanbHast M 3KOHOMMYECKas  genpuBauus  u”
KOppynumMs NuLaT NepcrekTUB 1 NOBbILIAT HeJOBOMbCTBO
nogen rocyaapcTBOM, ero MHCTUTyTamu 1 nugepamu. 3710, B
CBOO oyepedb, CO34aeT NpPeanochbiiki AN rpaxgaHCKoro
HernoBMHOBEHNS, npecTynHoCcTH " Teppopusma,
obycnaBnuBaeT akuuv paguvKanbHbIX FPYNNUMPOBOK MPOTMB
BnacTei. PasnuuHble pagukanbHble rpynnbl, PenurnosHble
yHOaMEHTanNUCTbl U TEPPOPUCTUYECKE OPraHn3aLmMmn MoryT
nNpeanoXuTe anbTepPHaTUBHBIN CMbICI XU3HW, W60 OHW MOTyT
AaTtb, no KEJ(;&\VIHGVI Mepe, TO, 4YTO He yganocb pAatb
rocyaapcray. Papgukanuam, opraHu3oBaHHas
NpPecTynHoCTb, TOProBns JOAbMU U HapKOTUKaMu
ABMSAOTCA  Cepbe3HbiMM  npobrnemamun  u  yrposamu
Oe3sonacHoctTM B pernoHe  PacwwmpeHHon — EBponbl.
OT1genbHble rocygapctsa MMEOT HegoCTaTOuHble pecypehbl
Ans 6opbbbl ¢ 3TMKU yrpo3amu, Tem Bornee, YTO OHWM HOCAT
TpaHCHAUMOHarnbHbIN xapaktep M TpebyloT perroHarnbHOro
COTpYAHWN4ecTBa.

Ha 6esonacHocTb pernoHa PacwwmperHon EBponbl —
3anagHbix ctpad CHI, IOxHoro KaBkasa n CpegHen Asum —
BMMAIOT He TONbKO haKTopbl BOEHHbIE U MONUTUYECKUNE, HO U
3KOHOMUYEeCcKMe, coumarnbHble U akonormyeckme. Kpome Toro,
BbI30Bbl M Yrpo3bl, PaBHO KaK U UX NOCMNeACTBMS YacTo HOCAT
TpaHCHaUMOHanbHbIM  xapaktep. K  HMM  oTHocsATcA
3KOMorn4yeckme  yrposbl,  [OCTATOMHOCTb  MPUPOAHbIX
pecypcoB 1 BOAbl, POCT YACIEHHOCTW HacerneHusi, 6egHoCTb,
Murpaumsi,  MHQEKUMOHHble  6ones3Hn,  rymaHuTapHble
KaTacTpodbl, TEppOpW3M, OpraHuW3oBaHHas MNPeCTYMHOCTb,
TOProBns HapKoTMKamu, TOProBrs fIOAbBMU U pervoHasbHble
KOHNUKTL.  OfHako MOCKOMbKY MHOrMe rocygapcrea
pervioHa, npexae Bcero Ha KOxHom Kaekase n B CpegHen

e Transparency International: Frequently asked questions about

corruption.
Http://www.transparency.org/news_room/fag/corruption_fag.
10 Swanstrém 2010, 47—48.
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A3nn, umetoT cnabble rocygapcTBeHHble CTPYKTYpbl UM
HWU3KYI0 MOMUTUYECKYIO N 9KOHOMMUYECKY 9(hhEKTUBHOCTD,
UM pedko yOaBanocb YCMeWHO NPOTMBOCTOSATb Yrposam
BHeLLUHEN 7 BHYTPEHHeN ©6e3onacHocTu. Mpun
aBTOPUTapPHbIX pexuMax WX nuaepbl, Kak MpaBwumo, B
nepByl0 oyepedb CTpeMATCS ydepxaTlb BhAactb WU
HapawmBalT apmuMio B ywepbd couuanbHoOMy WU
9KOHOMWYECKOMY Pa3BUTUIO CTpaHbl 1 BNarococTosHUo ee
rpaxgaH. OTO Hepeako MOPOXAAeT MOPOYHbIN Kpyr, nbo
coumanbHass W 3KOHOMMYecKas Jdenpusauvs Bbl3biBaeT
pasoyapoBaHMe K yTpaTy Bepbl B Oyadyliee, nosblliaeT
He[oBOMbCTBO NOAEN rOCYAapCTBOM, €r0 MHCTUTYyTamu u
nvaepamu. 37O, B CBOKW oOYepedb, CrnocobcTByeT
BO3HWUKHOBEHMIO HapOOHbIX BOSTHEHWN, HE3aKOHHbIX W
9KCTPEMMUCTCKMX OBWXKEHWA, W BedeT K CO3daHuio
HecTabunbHom "n Hebe3onacHow MOJNINTUYECKOMN,
3KOHOMWYECKOW U coLmanbHON cpeabl.

B 2011 rogy cywecTBEHHOro U3MeHeHUss cuTyauum ¢
6e3onacHoOCTbi0 B pervoHe PaclumpeHHor EBponbl He
oxugaetcs. B 2011 rogy Bbibopbl NnaHWpyeTcs NPOBECTU
Tonbko B KbiprbidctaHe (mpesungeHTckue) u KasaxctaHe
(nonoBuHbl ceHata). UTo kacaeTcst 3anagHbix ctpaH CHI,
To B benapycu, no-smgmmomy, npesvgeHT AnekcaHap
JlykaleHko MpOAOMKWAT MNPOYHO yAepXuBaTb Bnactb U
oKasblBaTb [AaBrieHVe Ha Onno3uuMio MpU COXpPaHeHUK
HanpsXeHHbIX OTHOLWeEeHU MuHcka ¢ 3anagom. B YkpauvHe
nocne npuxoga K Bnactu npeavgeHta Buktopa AHykoBuua
HaMeTunacb TeHAEHLUMSA K HEKOTOPOW 3pO3nn AeMOKPaTUmn,
4YTO Bbl3blBaeT obecnokoeHHOCTb Ha 3anage. B Mongose
)Ke maprameHTy HakoHeLU-TO ygacTtcs usbpaTb npesngeHTa
M BbINTM M3 NOMMTMYECKoro Tynuka. B To xe Bpewms
paspeLueHne NpUAHECTPOBCKOro KOHdnmkTa He
npeaBnanTcs.

Ha KOxxHom KaBkase cnop Bokpyr HaropHoro Kapabaxa
no-BMAMMOMY OCTaHETCA HeyperynMpoBaHHbIM W1 Oyget
HaHoCUTb yLepb apMsiHO-a3epbangKaHCKMM OTHOLLEHUSM.
MepcnekTmBbl pewHTerpauum cenapaTucTckux  HOxHoW
Ocetnn n Abxasuun c pyanen Takke ocTalTca BecbMa
cnabeimn. o Tex nop, noka npe3ugeHT Mwuxaun
Caakawsunu 6Gyger y BRact, rpy3nHO-pPOCCUICKME
OTHOLLIEHNS1 OCTaHYTCS CIIOKHBIMU.

B crtpaHax CpegHen A3um  COXpaHWUTCA yrposa
HapodHbIX BOMIHEHWA B CBS3W C couManbHOW M
9KOHOMMNYECKOMN aenpusavunen. HecmoTpsa Ha
npekpaLlieHve MEXITHUYECKNX CTONKHOBEHWN B
KblprolsacTaHe cCyLlecTByeT yrpo3a WX MNOBTOPEHMSA U
pacnpocTpaHeHMs Ha  cocegHue  CTpaHbl.  Yrposa
6e3onacHOCTM CO CTOPOHbl  UCNAMCKMX PaguKanbHbIX
rpynnMpoBOK MOXeT BO3pacTu, OCODEeHHO B CTpaHax,
rpaHunyawmx ¢ AdraHuctaHom. Npobrnema HexeBaTku BOAbI
NPOAOIPKUT  OCTaBaTbCsl  UCTOYHUKOM  KOHJPOHTaLMK
MeXay CTpaHamu pervioHa.

XaHHa MsKuHeH
Lupekmop uccrnedosaHutl
lNaHbesponelckul uHcmumym
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Western CIS

Recent political developments

Presidential election in Belarus cause social unrest
— Belarus may face an isolation from the West
Since the presidential election on 19 December 2010,
the Belarusian government has continued its policy of
repressron against the opposition and the independent
media.'* The election, generally condemned not free
and fair, resulted in the incumbent president
AIyaksandr Lukashenka’s win with some 80 % of the
vote'®. The election was followed by violent protests in
Mrnsk, where thousands of demonstrators demanded
president Lukashenka’s dismissal. Hundreds of people
were detained, including many foreign journalists and
almost all opposition presidential candidates, of which
several were also beaten.

The recent events have been a serious blow to
Belarus' rapprochement with Europe. The Western
leaders have condemned the violent crackdown of
protesters and the EU has imposed travel and financial
sanctions on Lukashenka and other top-ranking
Belarusian officials. Moreover, increasing support from
the EU is to be directed to Belarusian civil society. The
US has also strengthened its existing sanctions against
Belarus and expanded financial assistance to the
country’s civil socrety

As Belarus is growing apart from the EU, its
relations with Russia remain complicated. Belarus has
been blaming foreign powers, mainly Russia, for its
recent unrest and attempts to bring about political
destabilisation.’* On the other hand, some signs of
rapprochement have been in evidence. Russia and
Belarus recently signed a new energy deal and Belarus
ratified an agreement to ]SOIFI a free-trade zone with
Russia and Kazakhstan.™ Russian leadership also
refrained from criticising Belarusian election and the
following violence, calling them as the country’s
internal matters.™®

Parliamentary election in Moldova - no
breakthrough in  the political-constitutional
impasse

The Moldovan political field is deeply divided into pro-
Russian (Communist Party of the Republic of Moldova
PCRM) and pro-European (Alliance for European
Integration AEI) blocks. Political polarisation has been
characterising for Moldova since April 2009
parliamentary election. The then opposition parties
were accusing the ruling Communist Party of the

! Eastweek 12.1.2011: Belarus: the regime continues its repression
and is hunting the ‘guilty parties’.
2 Belarus.by 24.12.2010: Lukashenko wins Belarus president
election, final vote count says.

® Radio Free Europe/Radio Liberty 31.1.2011: EU, U.S. Coordinate
New Round Of Sanctions Against Belarus.

“ Eastweek 12.1.2011: Belarus: the regime continues its repression
and is hunting the ‘guilty parties’.
!5 Eastweek 15.12.2010: Common Economic Space: another step
towards integration focused on Russia.
16 Eastweek 29.12.2010: Belarus: the policy of repression continues.
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Republic of Moldova of voting fraud, and there were
violent protest following the election result which
were replied hard-handed by the police. The relations
between the two ruling groups, the PCRM and the
AEI have remained very poor since. In addition, there
have been cleavages |nS|de the AEL*

The November 28" 2010 parliamentary election
was the third parliamentary election in less than two
years. In the election the PCRM received 39 % of the
votes and the AEIl parties 52 % — meaning no
significant changes in the political context. The
results did not directly lead to a breakthrough in the
political-constitutional stalemate because neither of
the ruling groups gained the 61 seats in parliament
needed to elect the country’s president. According to
the state’s constitution, another parliamentary
election has to be held if the parliament is unable to
elect a president.’®

On December 30" 2010, the parties of the AEI —
the Liberal Democratic Party (PLD), the Democratic
Party (PD) and the Liberal Party (PL) — decided to
renew their coalition. To avoid early elections, the
coalition now has to look for a compromise with the
PCRM. However, reaching a compromise is difficult
because it cannot lead to the AEI giving up its pro-
European agenda. On the other hand, the PCRM is
probably interested in avoiding another parliamentary
election because the previous ones have lead to
reduction of its seats in parliament. Therefore there
might be some changes for a solution of the crisis."

Massive demonstrations in Ukraine

On the Ukraine’s Unity Day on 22 January 2011 there
were large protests in Kiev. In addition to nationalist
demonstrators, many were protesting against the
current government and its policies, supporting the
former  Prime  Minister Yulia  Tymoshenko.
Tymoshenko was appealing on several thousand
opposition protesters and called on the divided
opposition to unite.?

A draft tax code considered by the Ukrainian
parliament also triggered massive political protests in
Ukraine in November 2010. Tens of thousands
protesters, mainly small entrepreneurs, the position
of which the new tax law would have particularly
eroded, gathered to streets in several Ukrainian
cities. The protests were unique for Ukrainian public
life because they were not organised by any political
party. As a result, the Ukrainian Presrdent Viktor
Yanukovych vetoed the unpopular tax reform.”

" EIU, Moldova Country Report December 2010; Eastweek

1.12.2010: Elections in Moldova: no decisive breakthrough.

® Eastweek 1.12.2010: Elections in Moldova: no decisive
breakthrough.

° Eastweek 12.1.2011: Renewal of the pro-European ruling
coalition in Moldova.

% Euronews 23.1.2011: Ukraine's Unity Day brings calls for
opposrtlon to unite.

Z 'BBC News 30.11.2010: Ukraine leader Viktor Yanukovych
vetoes unpopular tax.
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Special theme - socio-economic development

Corruption a serious problem in all countries —
undermines equality of opportunity

According to the Transparency International’s
Corruptron Perceptions Index 2010 Moldova ranked as
the 105", Belarus as the 127" and Ukraine as the 134"

among 178 countries. The ranking of Moldova has
deteriorated from the 89" in 2009 and its CPI score
from 3.3 to 2.9. On the other hand, the rankings of
Belarus and Ukraine have |mproved compared to 2009;
the formers from the 139" place and the latter’s from
the 146" place. The CPI score of Belarus has
improved b%/ a tenth from 2.4 to 2.5 and Ukraine’s from
2.2 to 2.4.7 Still, corruption remains pervasive in all
three countries.

In Moldova, the government has been trying to
implement anti-corruption measures but yet with no
significant outcome, and the lack of transparency
remains a serious problem. Corruption is identified as
one of the biggest problems facing Moldovan citizens.”
According to the Transparency International’s Global
Corruption Barometer 2010, corruption in Moldova is
most pervasive among police, judiciary, public offrcrals
political parties, education, parliament and business.**

Belarus's economy is characterised by state
control and involvement, which together with the lack of
transparencg/ and accountability in government feeds
corruption. According to the Transparency
International’s Global Corruption Barometer 2010,
corruption in Belarus is most pervasive among public
officials, police, judiciary, education, parliament,
political parties and business.”

In Ukraine, corruption is widespread in all levels of
society and government, and all spheres of economic
activity.”” Political corruption is a major problem and
hinders the country’'s democratic development.?®
Despite several anti-corruption measures taken, there
has been I|ttIe progress in rooting out corruption from
the society.” As the institutions, that are most seriously
affected by corruption in Ukraine, are perceived
judiciary, police, parliament, public officials, education
and political parties.

Corruption seriously undermines equality of
opportunity in all three Western CIS countries. The
bribes can be a significant strain to poorer families and
they restrict the opportunities of them for example to
education and thus to social rise. Thus corruption

2 Transparency International: Corruption Perceptions Index (CPI)
2010 and 2009.
® Freedom House: Nations in Transit 2009.
Transparency International: Global Corruption Barometer 2010.
The Heritage Foundation: 2010 Index of Economic Freedom;
Freedom House: Freedom in the World 2010 Edition.
Transparency International: Global Corruption Barometer 2010.
The Heritage Foundation: 2010 Index of Economic Freedom.
® political corruption in Ukraine: actors, manifestations, problems of
countering. National Security & Defence No 7 (111) 2009. Razumkov
Centre 2009.
* Freedom House: Nations in Transit 2009.
%0 Transparency International: Global Corruption Barometer 2010.
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exacerbates poverty. It is also a serious threat to the
equality of citizens.

Increase in living standards in Belarus due to the
improvements in social policy and incomes
During the recent years, Belarus has succeeded in
reducing poverty significantly and now has one of the
lowest poverty rates in transition countries. However,
the growth in social subsidies and wages has
resulted in the widening of budget deficit, from 0.7 %
in 2009 to 3.5 % in 2010 according to the EIU
estimates.®

The Belarusian economy is characterised by
statist economic policy, dependence on heavy
industries and extensive social subsidies. The
management of the economy has been inefficient
and it is dependent on Russian energy subsidies and
foreign loans.** Loose economic policy before the
presidential elections, to which President Lukashenka
resorted to gain popular support, has lead to a
significant widening of the current account deficit to
estimated 14 % of GDP in 2010.%

As the economy of Belarus is not on a
sustainable path in the longer term, Russian energy
subsidies are decreasing and Russian gas prices are
likely to rise in the future, Lukashenka may face
serious difficulties in maintaining a stable economic
situation in the country. As Lukashenka’'s support
among Belarusians has been largely based on the
improved living conditions of the citizens, this can

further erode his support among Belarusian
population.
Falls in remittances can threaten Moldova's
economy

Moldova's economy has been largely driven by
remittances. Moldova has the fourth highest
proportion of remittances to GDP in the world, 23
%.>* According to the data of National Bureau of
Statistics of the Republic of Moldova, 294 900
Moldovans worked or looked for work abroad in
2009, compared to 309 700 in 2008 and 335 600 in
2007.>° However, according to IOM Mission to
Moldova, even 600 000 Moldovans reside outside the
country. Low salaries, unemployment and poverty
have been the main reasons for the flow of migrant
workers from Moldova to other countries, mainly
Russia .’

The data of the National Bureau of Statistics
show that the majority of migrant workers, about two

s > EIU, Belarus Country Report November 2010.

EIU ViewsWire 20.12.2010.

% ElU, Belarus Country Report November 2010.

World Bank 2010: Migration and Remittances Factbook 2011.

® National Bureau of Statistics of the Republic of Moldova, Labour
Force Survey.

IOM Mission to

Http://www.iom.md/index.php/en/fag.

Moldova 2009: FAQ.
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thirds, are from rural areas. Many are also young.*’
Therefore falling remittances and returning migrants
can result in growth in rural poverty and youth
unemployment in Moldova. The transition underway in
agriculture can further increase rural poverty.® This
could further increase the differences between living
standards in urban and rural areas.

Human trafficking a serious problem in all Western
CIS countries

Belarus, Moldova and Ukraine are all source,
destination and transit countries for human trafficking.
Girls and women are subjected to forced prostitution
and men, women and children for forced labour.** The
high rate of labour migration affects the prevalence of
human trafficking. However, it is not the only
explanatory factor because Belarus and Ukraine have
relatively low labour migration rates. Weak institutions
to fight corruption and criminality in these countrres are
also likely to increase human trafficking.*® Poverty and
lack of economic opportunities drive people to search
for a better income abroad but instead they end up in
forced labour or prostitution.

The conflict of Transnistria remains unresolved —
difficult socio-economic situation in the region

The conflict of Transnistria remains unresolved despite
some negotiations between the parties involved, and it
is unlikely that a political settlement on the breakawa ay
region's status will be achieved any soon.
Transnistria is not recognised by any country but has
remained de-facto independent for 20 years. It has also
aspired to form an alliance with Russia but received
little response although Russia is the region’s main
supporter. The presence of Russian troops, over 1000
peacekeepers, in Transnistria irritates Moldova—Russia
relations and hrnders solving the problem on
Transnistria’s status.”” The political deadlock in
Moldova has further complicated the settlement of the
conflict.

The socio-economic situation in the region is
difficult. The territory is economically isolated and its
economy relies largely on smuggling and Russia’s
economic support. Corruption and organised crime are
widespread and the political rights and civil liberties are
restricted. Transnistria is also a srgnrfrcant source and
transit point for human trafficking.*®

%7 National Bureau of Statistics of the Republic of Moldova, Labour
Force Survey.

® Maddock, N. and Ramguttee, L.: Responding to falling remittances
and returning migrants. Development and Transition 13, July 2009.

°u.s. Department of State: Trafficking in Persons Report 2010, 79,
236, 332.
® GfK Ukraine 2006: Human trafficking survey: Belarus, Bulgaria,
Moldova Romania, and Ukraine, 4.

EIU Moldova Country Report December 2010.

% The Moscow Times 1.9.2010: Transdnestr Seeks To Join Russia;
The Moscow Times 3.9.2010: A Defiant Transdnestr Turns 20.
“** Freedom House: Freedom in the World 2010 Edition.
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Erosion of democracy in Ukraine?

Since President Yanukovych came to power in
Ukraine, concerns have been raised about the state
of democracy in the country. In the autumn of 2010,
the constitutional court of Ukraine ruled that the
reform of 2004, which curbed presidential powers in
Ukraine, had been unconstitutional. As a
consequence, the key presidential powers that were
lost to parliament in 2004 were now returned to
President Yanukovych.*

Viktor Yanukovych has started a broad anti-
corruption campaign. However, his opponents claim
that investigations and persecutions are driven by
political motives. Indeed, majority of the targets are
Yanukovych'’s political opponents, having ties with his
main rival, former Prime Minister Yulia Tymoshenko
who has also been charged with abuse of office. The
EU and the US have both expressed their concern
about political persecution.”® Furthermore, in January
2011 the Czech Republic granted a political asylum
to a former Ukrainian Economy Minister Bohdan
Danylyshyn who |s wanted at Ukraine on charges of
abusing his office.*®

In addition, erosion of media freedom and safe%
of journalists have worried the EU and the US.
There have been several cases of violence against
journalists, and assailants have often remained
unidentified or have been discharged.*®

Although the concentration of power to President
Viktor Yanukovych and his Party of Regions has
improved political stability in Ukraine, there are many
questions that could launch political turmoil again.
President Yanukovych's attempts to consolidate
power arise some concern over the democratic
development of Ukraine. The EU has recently warned
Ukraine not to use criminal law for political purposes.
Furthermore, Yanukovych'’s policy of rapprochement
with Russia, although currently slowed down, can
create division I|nes inside the country and between
political parties.*’

“ BBC News 1.10.2010: Ukraine court boosts powers of President
Yanukovych.
* Byrne, P.: Anti-corruption drive or political vendettas? Nation can
take its pick. The Kyiv Post 4.2.2011.

® Radio Free Europe/Radio Liberty 14.1.2011: Czech Authorities
Grant Political Asylum To Former Ukrainian Minister.

EurActiv 21.9.2010: EU concerned at disappearance of

Ukrainian journalist..

Reporters without Borders 7.2.2011: Access to information law
promulgated but attacks on journalists continue.

° EIU, Business Eastern Europe 20.9.2010; The Moscow Times
12.1.2011: EU Warns Ukraine.
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South Caucasus
Recent political developments

Parliamentary election in
democratisation ahead

The parliamentary election in Azerbaijan on November
7™ 2010 ended to a landslide victory of the President
Ilham Aliyev's New Azerbaijan Party (NAP), without
opposition gaining any seats in the parliament.
According to monitors of the OSCE, the elections
showed that the country has not progressed towards a
democratic system. They also demonstrated the
weakness of the Azerbaijani political opposition, which
is further reinforced by their limited access to
campaigning resources.” There is no freedom of
opinion or media in Azerbaijan and public and political
life are dominated by one party, the NAP. Aliyev
controls all the country’s political structures and as the
limit on the number of presidential terms was removed
after a referendum in 2009, he will likely win a third
term in the next presidential election in 2013 and
remain in power over the next years.>

Azerbaijan - no

Armenia-Azerbaijan relations remain poor due to
the Nagorno-Karabakh conflict

There has been little progress in the negotiations
between Armenia and Azerbaijan over the status of
Nagorno-Karabakh. The full-scale war has not broken
out again after the cease-fire of 1994 but neither have
any settlement to the conflict been reached.

The most recent round of negotiations took place in
OSCE summit in Astana in December 2010, where a
declaration calling for continuation of the talks was
adopted. However, both the Armenian and Azerbaijani
leaders repeated their mutually exclusive positions on
the status of Nagorno-Karabakh, the former claiming
that the region has no future within Azerbaijan and the
latter saying that the region is a historic part of
Azerbaijan. As the positions of the parties remain far
apart, a possibility for a settlement to the conflict
seems distant.”* Moreover, violations of the ceasefire
have been increasing and might indicate unfreezing the
conflict. One of the most serious incidents occurred in
June 2010, when the fighting between Armenians and
Azerbaijanis lasted for several days.>®

The Nagorno—Karabakh conflict has caused an
arms race between Azerbaijan and Armenia, as
particularly Azerbaijan is constantly extending its
military spending. Both have also aimed at enhancing
military cooperation with their closest allies. In August
2010 Armenian and Russian presidents signed an
accord that extends Russia’'s lease on the Gyumri
military base in north-western Armenia from 2020 to
2044. It extends the Russian mission there to be
responsible also for Armenian security, together with
Armenian armed forces and allows Russia to supply

% OSCE 2011: Republic of Azerbaijan Parliamentary Elections 7
November 2010; EIU, Azerbaijan Country Report January 2011.

* Freedom House: Freedom in the World 2010 Edition; OSCE 2011.
%2 Khachatrian, H.: Declaration adopted at Astana Summit calls for
continuing talks on Nagorno-Karabakh. CACI Analyst 8.12.2010.

*3 E|U, Business Eastern Europe 30.8.2010.
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Armenia with modern weapons and other equipment.
In Armenia the accord is seen as a securit
guarantee in the event of a conflict with Azerbaijan.**
At the same time there were rumours that Turkey
would set up and military base in Azerbaijan.>®

Turkey—Armenia rapprochement stalled
In 2009 there were some signs of an improvement in
the Turkish—Armenian relations, as the governments
of Armenia and Turkey signed two protocols to
establish diplomatic relations and reopen their shared
border, which was closed by Turkey in 1993 in
support of Azerbaijan in the Nagorno-Karabakh war.
However, the rapprochement has later been stalled
because the ratification process of the protocols has
not progressed. First, Turkey set the progress in the
settlement of the Nagorno-Karabakh conflict as a
condition for its ratification. Moreover, in August 2010
Armenian President Sargsyan suspended the
ratification pleading to the unreasonable delay of the
ratification process by the Turkish side.*®

The rapprochement of Turkey and Armenia has
worried Azerbaijan, a long-term ally of Turkey and led
it to increase its energy cooperation with Russia.
Azerbaijan began selling gas to Russia in 2010, and
in September 2010 the countries agreed to increase
the img)orts of Azeri natural gas to Russia in 2011
2012.°" However, because of the current stall in
Turkish—-Armenian rapprochement, the relations
between Azerbaijan and Turkey have improved
again. In August 2010 their leaders signed an
agreement on strategic partnership and mutual
assistance and have aimed at reinforcing their energy
relations and infrastructure links.*®

Regional conflicts in Georgia

Tensions between Georgia and its breakaway
regions South Ossetia and Abkhazia remain high.
Although Georgia claims sovereignty over the
separatist regions, the prospects of their reintegration
to Georgia are extremely weak and Russia has been
further strengthening its influence in the regions.> As
for Georgia the question about the regions is a matter
of national sovereignty, territorial integrity and policy
independence, for Russia it relates to preserving its
traditional spheres of influence.®

** E|U, Business Eastern Europe 30.8.2010.

*® Daily Review of Russian Press 20.8.2010.

% Khachatrian, H: Resumed deadlock in the South Caucasus at

the anniversary of the Karabakh cease-fire. CACI Analyst

13.5.2010.

" RIA Novosti 3.9.2010: Russian, Azeri presidents talk energy and

borders.

*® Friedman, G: The Caucasus Cauldron. Geopolitical Weekly

7.7.2010, Stratfor; News.Az 17.8.2010: Azerbaijan, Turkey sign
artnership agreement.

° ElU, Georgia Country Report December 2010.

% Sadri, H. and Burns, N.: The Georgia Crisis: A New Cold War on

the Horizon? Caucasian Review of International Affairs Vol 4 (2) -

Spring 2010.
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Armenia was severely hit by the economic crisis
Armenia was hit hard by the economic crisis — in 2009
its GDP contracted by 14.4%.°® The shrinking
economic growth and decreasing domestic and foreign
investment has led to increasing unemployment and
income losses for the citizens and shrinking tax base
for the government. Also the remittances that have a
significant impact on Armenian economy declined
considerably. The crisis had negative impacts on the
welfare of Armenian citizens and reversed the trend of
poverty reduction that had been ongoing in Armenia for
a decade. The impact is severe against already high
poverty and vulnerability rates in Armenia. However,
Armenia has relatively efficient social protection
programmes which played an important role in
mitigating the poverty impact of the crisis. The poverty
incidence in Armenia rose from 23.5% in 2008 to an
estimated 26.5% in 2009 but without them could have
reached 45.7%.°* However, Armenia has currently
suffered from plummeting agricultural production and
skyrocketing food prices which have significantly
increased cost of living. In the beginning of 2011 in just
a few weeks, for example the prices for potatoes have
risen 150% and for eggs 200%.%°

Energy sector drives Azerbaijani
massive increase in military spending
Azerbaijan was not hit as hard by the economic
downturn as other transition countries because its high
energy revenues. Despite a decrease in oil prices and
weaker external demand, it experienced a GDP growth
of 9.3% in 2009. Energy sector is the main driver of
growth in Azerbaijan but with depleting oil resources
that cannot be expected to continue in the long run.
Therefore the country’s economy is in dire need of
diversification.*

During the recent years, Azerbaijan has been
significantly increasing its military spending. In 2011,
defence spending will account for about 20% of the
government’s total expenditures. In absolute numbers
the defence spending has almost doubled compared to
the previous year. The increase in military budget is
thought to be designed to send a message to Armenia
and international community that Azerbaijan could
resort to force if a peaceful solution to the Nagorno—
Karabakh conflict will not be reached.®

economy —

Difficult economic situation in Georgia
Both the economic crisis and the August 2008 conflict
had a deteriorating effect on Georgian economy, and

¢ EJU, Armenia Country Report November 2010.

%2 The World Bank: Armenia — The 2008—-09 Global Economic Crisis,

Policy Responses, and Household Coping Strategies, June 2010.
Grigoryan, M.: Armenia: Yerevan Grapples with Runaway Food

Prices. EurasiaNet 11.1.2011.

% Hiibner, G.: As If Nothing Happened? How Azerbaijan’s Economy

Manages to Sail Through Stormy Weather. Caucasus Analytical

Digest No. 18, 5.7.2010.

% Abbasov, S.: Azerbaijan: Baku Embarks on Military Spending

Surge, Seeking Karabakh Peace. Eurasianet 22.10.2010.
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the GDP contracted by 3.9%. Foreign investments,
the main driver of Georgian economic growth before
the 2008 war, have dropped significantly. Rebuilding
the damaged infrastructure and  providing
humanitarian aid to internally displaced persons
require public funds.®® Currently Georgia relies on
foreign aid to balance its budget and to pay for
infrastructure and development projects.”” The
government has been trying to maintain the spending
on social welfare despite the economic slowdown to
mitigate  the increases in  poverty and
unemployment.®®

Georgia to block Russia's WTO membership?
Russia’s goal to join the World Trade Organisation
has been hindered by Georgian demands to have
custom officers at their mutual border. Georgian
government has proposed that the two countries
should operate joint customs controls along their
internationally recognised border, meaning the border
between Russia and the two Georgian breakaway
regions, Abkhazia and South Ossetia, over which
Georgia currently does not exercise any control.
According to Russians, the Georgian demand does
not reflect the current realities in the region.®

Russia has been hoping to finalise the talks to
join the WTO during the spring and summer of 2011
so that its membership bid could be accepted during
2011.”° The EU has already agreed to back Russia’s
WTO membership, and the membership is also in
America’s interest. However, Georgia, already a
WTO-member, could wield a veto over Russia's
accession bid, as all decisions in the WTO have to be
made by consensus. Both Russia and Georgia may
have been waiting for the Obama administration to
get involved in the issue — however, Washington has
declared that it does not intend to mediate between
the parties at this issue.”

A model for a practical solution to the border
question could be found on the Moldovan—Ukrainian
border. Moldova is unable to control part of it
because of the separatist region of Transnistria, and
the EU Border Assistance Mission to Moldova and
Ukraine assists in controlling the border. However,
although Russia is the main supporter of Transnistria,
it has not recognised its independence, contrary to
Abkhazia and South Ossetia to which Russia has
given diplomatic recognition and promised to defend

% sakevarishvili, R.: Georgia: Continued Reverberations of the
Crisis. Caucasus Analytical Digest No. 18, 5.7.2010.

" Corso, M: Georgia: Thilisi Banking on More Aid from the
Millennium Challenge Corporation. EurasiaNet 10.1.2011.

% E|U, Georgia Country Report December 2010.

69 Lynn, J.: Georgia: Russian WTO membership requires border
deal. Reuters 14.10.2010.

™ Jtar-Tass 18.1.2011: Russia hopes to finalise talks on joining the
World Trade Organisation 2011.

n Rogin, J.: Washington won't mediate between Russia and
Georgia on WTO. The Cable 29.10.2010, Foreign Policy; von
Reppert-Bismarck, J. and Anishchuk, A.: EU agrees to back
Russia's WTO entry. Reuters 7.12.2010.
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them by force.”” Furthermore, it seems unlikely that
Russia would let the EU’s border mission to operate in
a region practically controlled by Russia itself.

The IDP population is the most vulnerable section
of the population

Poverty, economic inequality, and poor social security
and health care systems are significant problems
threatening South Caucasian societies. In this respect,
the internally displaced persons, IDPs, are the most
vulnerable section of the population, especially in
Azerbaijan and Georgia, where the conflicts have
forced people to flee from their homes. In the countries
with already high poverty and vulnerability rates,
governments have not succeeded in guaranteeing
adequate living conditions to IDPs.

In Azerbaijan, over half a million people remain
internally displaced as a consequence of the Nagorno-
Karabakh war, including over 200 000 children born to
them since they fled their homes. IDPs often suffer
from inadequate living conditions, as over 300 000 of
them live in collective centres and makeshift
accommodation with often limited electricity supplies
and insufficient sanitation facilities. Unemployment is
widespread, and the majority still depends on state
benefits as their main source of income and have
limited access to health care services and education.”

In Georgia proper there were at least 220 000
people displaced in 2009. In addition, there were about
10 000 IDPs in South Ossetia and an unknown number
in Abkhazia. By the end of 2009 over 100 000 people
displaced in 2008 had returned to South Ossetia and
Abkhazia. Most of the IDPs and returnees live in poor
conditions, for example overcrowded collective centres
and damaged houses. They are often unemployed and
depend on government assistance and benefrts and
have very limited access to health care services.”

In Armenia, the Nagorno-Karabakh conflict caused
an inflow of 70 000-80 000 internally displaced
persons from the conflict area to be displaced to other
parts of Armenia during 1991-1993. After the cease-
fire of 1994, most of them returned to their original
settlements, and some either settled |n new places or
permanently emigrated from Armenia.”

Crime and corruption threaten South Caucasian
societies
The economic and political instability in South
Caucasus has created a ground for crime and
corruption, which in turn threatens the stabrlrty and
security of the countries and the whole region.”
Organised crime is a particular problem in Georgia.
Before the Rose Revolution in 2003, the Georgran
mafia was embedded in the country’s economy.’’ After
the revolution, however, Mikheil Saakashvili's
government launched an extensive anti-mafia
campaign and succeeded in curtailing the powers of

Lynn 2010.

IDCM Azerbaijan Overview, 10 December 2010.

IDCM Georgia at a glance, 31 December 2009.

UNDP 2009, 40-41.

Grragosran R.: Networks of Crime and Corruption in the South
Caucasus Caucasus Analytical Digest No. 9, 17.9.2009.

" Slade, G.: The Georgian Mafia. Caucasus Analytical Digest No. 9,
17.9.2009.
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professional criminals.”® However, the Georgian
mafia is not dead but transferred to Russia and
around Europe as can be seen in several recent
incidents.”” It has also been alleged that the
Georgian political opposition has been financed by
the Georgian mafia.

Terrorism and weapons proliferation are security
threats facing the South Caucasus, especially
Georgia and Azerbaijan. Armenia, on the other hand,
has been less affected by transnational criminal
networks because of its isolation as two of its four
borders are closed.®

Trafficking of narcotics through the South
Caucasus region is increasing. Several smuggling
routes cross the region, for example from
Afghanistan via Central Asian countries and Iran to
Azerbaijan, Georgia and further to Russia and
Western Europe. Furthermore, drug abuse remains a
serious concern in the South Caucasus countries,
especially in Azerbaijan, as does the spreading of the
diseases related to drug abuse by injection.®
Moreover, the opening of the Armenran—Turkrsh
border could create a new transit route for drugs.®

Human trafficking is one of the most tragic
aspects of organised crime in the South Caucasus,
particularly because majority of its victims are women
and children. Poverty and the lack of economic
opportunity are the main drivers for this trend, and
the victims of it are lured by the promise of well-paid
work abroad. Particularly Armenran ,women have
been trafficked for sexual exploitation.®*

Corruption remains a major problem in all South
Caucasian countrres Azerbaijan was ranked 134",
Armenia 123 and Georgia 68" among the 178
countries measured by the Transparen cy
International’s Corruption Perceptions Index 2010.
In Azerbaijan, corruption is particularly entrenched in
the energy sector, the primary national asset. In
Armenia, corruption is pervasive and has even
spread to polrtrcs as several corruEt oligarchs have
gained seats in the parliament.™ Of the three
countries, Georgia has succeeded best in fighting
corruption, especially with respect to lower- and mid-
level corruption, but corruptron at elite levels is still a
major challenge in Georgia.®’

® Kupatadze, A.. Georgia’s Fight against Organized Crime:

Success or Failure? Caucasus Analytical Digest No. 9, 17.9.2009.
°Seee. g. BBC News 15.3.2010: Georgia mafia suspects arrested
in six countries; GR Reporter 24.6.2010: Russian Gangsters Killed
in Greece; The Moscow Times 20.7.2010: Reputed Georgian
Mafia Boss Jailed for 10 Years.
8 Melikishvili, A.: Is Part of the Georgian Opposition Financed by
Georgian Organized Crime? Eurasia Daily Monitor Volume 7 Issue
126, 30.6.2010.
8 Giragosian 2009.
8 International Narcotics Control Board 2009: Report of the
International Narcotics Control for 2009, 103-105.
Grragosran 20009.
Grragosran 20009.
Transparency International :Corruption Perceptions Index 2010.
Grragosran 20009.
" Freedom House: Freedom in the World 2010 Edition.
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Central Asia
Recent political developments

Early presidential election proposed in Kazakhstan
The president of Kazakhstan Nursultan Nazarbayev
has called for an early presidential election, to be held
possibly within three months. The next presidential
election was originally scheduled for 2012.
Nazarbayev’'s call follows the Kazakh Constitutional
Court ruling — supported by the president — opposing a
referendum that would have extended Nazarbayev’s
term to 2020 if passed and, in practise, made 70-year-
old Nazarbayev a president-for-life. The parliament had
already voted in favour for holding a referendum.
However, the proposed referendum received criticism
in the West and was called for example by the US as a
setback of democracy. Nazarbayev's decision to
dismiss the calls for a referendum and hold early
election instead has been seen as an attempt to fight
the anti-democratic allegations against his government.
However, as the incumbent president is expected to
win the elections anyway, hrs move can be mainly
considered as political theatre.?® The president already
holds extensive powers in Kazakhstan, a country of
which has never held elections that would have met
international democratic standards.®

Islamic radicalism and ethnic confrontations cause
instability
Both the ethnically motivated violence and Islamic
radicalism pose a security threat to the Central Asian
countries. After the outbreak of ethnic violence
between ethnic Kyrgyz and Uzbeks in Kyrgyzstan in
the summer of 2010 the country remains unstable.
The relations between the two ethnic groups remain
poor, and can further deteriorate because the country’s
Uzbek minority has been officially blamed for provoking
an ethnic conflict. It makes the normalisation of the
situation in Kyrgyzstan drffrcult and increases the
potential for further unrest.*® Furthermore, there is a
risk that the instability in Kyrgyzstan could spread to its
neighbouring countries Uzbekistan and Tajikistan.**
Recent attacks in Central Asian countries have
raised concerns on the spreading of Islamic radicalism
from Afghanistan and Pakistan. The situation in the
Fergana Falley has been particularly of concern. The
valley, which includes parts of Kyrgyzstan, Uzbekistan
and Tajikistan, has for long been considered to be
among the region’s most unstable areas because of its
poverty, militancy and loose borders.** Moreover, the
vicinity of Afghanistan causes instability to all Central
Asian countries.*

% Lillis, J.: Kazakhstan: Nazarbayev Set to Become 'President-for-
life’? EurasiaNet 14.1.2011; EurasiaNet 3.2.2011: Kazakhstan's
Presrdent Calls for an Early Election.

° BBC News 14.1.2011: Kazakhstan backs referendum to extend
g)resrdents term.

Eastweek 19.1.2010: Kyrgyzstan blames Uzbeks for provoking
ethnrc conflict.

LElU, Kyrgyz Republic Country Report November 2010.
o2 Levy, C.: Central Asia Sounds Alarm on Islamic Radicalism. The
New York Times 17.8.2009.
% Swanstrom 2010, 45.
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The discussion about the possible revival of the
Islamic Movement of Uzbekistan (IMU) — the former
key militant group in the region, has intensified
recently in Central Asia, particularly after the massive
prison break in Tajikistan in August 2010 as several
escapees were allegedly members of IMU.** There
has also been a rash of other violent incidents in
Tajrkrstan of which Islamic radicals have been
blamed.”® Also in Kyrgyzstan, an Islamic radical
group has been accused on recent violent attacks on
a synagogue and on a sports arena in autumn 2010,
as well as on the murder of four law enforcement
officers in January 2011.°° However, some experts
and opposition politicians in Central Asia claim the
risk of spreading of Islamic radicalism to be
overstated and used to political purposes by the
region’s governments — to justify restnctrons on
political freedoms and to drum up support.”’

No agreement on the status of the Caspian Sea
The legal status of the Caspian Sea has been under
discussion since the dissolution of the Soviet Union.
The five littoral states, Azerbaijan, Kazakhstan, Iran,
Russia and Turkmenistan have been trying to reach
an agreement on the Caspian’s status, however yet
without significant success. After the most recent
summit with the five Ieaders the guestion over the
legal status is still pending.”®* However, Russia is
working on actively to resolve the issue.” Next
meeting for the working group over the status of the
Caspian Sea is scheduled for late January 2011.*°
The issue on the Caspian’'s legal status is
controversial because the sea is rich in oil and gas
resources. If the Caspian will be declared as a sea, it
has to be divided into national sectors among the
littoral states, and each state will own the oil and gas
resources in its sector. If it will be declared as a lake,
the resources and resulting revenues have to be
divided equally among the five countries.’® In
addition, there have been plans about a construction
of an undersea pipeline and especially Azerbaijan
and Turkmenistan are keen on reaching an
agreement on the Caspian’s status so that they could
proceed in building a Trans-Caspian gas pipeline.*

Chausovsky, E.: Tajikistan Security Sweeps and the Possible
Return of the IMU. Security Weekly 11.11.2010, Stratfor.

® EurasiaNet 20.9.2010: Tajikistan: Militant Ambush Puts Spotlight
on Security Situation.

Tynan D.: Kyrgyzstan: Security Officials Blame Islamic Radical
Group for Recent Violence. EurasiaNet 13.1.2011.

Levy 2009.
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® Trend 14.1.2011: Iranian President’s Envoy for Caspian Sea to
visit Moscow.
01 EyrasiaNet 19.11.2010: Caspian Summit Fails To Clarify
Status, Resource Issues.
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Central Asia

Special theme - socio-economic development

Difficult socio-economic situation in the region

All Central Asian states suffer from severe social and
economic problems, such as lack of economic growth,
widespread poverty, unemployment, weak social
welfare, polarization of society and corruption, though
of varying degree.'®® Kazakhstan has enjoyed the
strongest economic performance, but its human
development indicators lag behind its economic
development. The economic growth is limited to major
cites Almaty and Astana, whereas poverty is
concentrated in rural areas. The economic crisis has
increased poverty, income inequality and
unemployment, whereas safety nets are weak.
Moreover, the economy of Kazakhstan is heavily
dependent on energy sector and thus highly vulnerable
to commodity price fluctuations, and therefore in a
need of diversification."*

In Uzbekistan, as well, living standards lag behind
its 15-year-long economic growth. Poverty still remains
widespread and although social spending is high,
safety nets are of poor quality.'®® Tajikistan remains the
poorest of the former Soviet republics and faces a wide
array of problems, including widespread poverty,
unemployment, narcotics trafficking, Islamic radicalism
and pervasive corruption. Energy shortages caused by
harsh winters and drought, and rises in food prices
have further increased the burden on Tajik
households.'® Turkmenistan has experienced a period
of strong economic growth based on its large
hydrocarbon resources. However, poverty is still
widespread and living standards and social security are
inadequate.™”’

Social and political instability in Kyrgyzstan has
had a deteriorating effect on the country’s economic
situation.’® As in all Central Asian countries, poverty
remains a severe problem in Kyrgyzstan. Kyrgyzstan
has received international assistance to finance its
essential public services, social welfare and
reconstruction."®

Migrant workers in Russia and Kazakhstan suffer
from economic crisis

Central Asian economies are heavily influenced by
migrant workers. In 2009, the share of remittances in
Tajikistan’s GDP was 35 %, which made it the top
remittance-receiving country in the world in terms of
the share of remittances in GDP. Kyrgyzstan ranked
12" with remittances comprising 15 % of its GDP.™*°

103
104
105
106

Swanstrom 2010, 45-48.

World Bank: Kazakhstan Country Brief, April 2010.

World Bank: Uzbekistan Country Brief, September 2010.

Daly, J.: Tajikistan, Preparing for a Long Winter. RES Security
Watch 21.12.2010.

7 Nichol, J.: Turkmenistan: Recent Developments and U.S.
Interests. Congressional Research Service 2010, 2; World Bank:
Turkmenistan Country Brief, March 2010.

1% \world Bank: Kyrgyz Republic Country Brief, September 2010.

109 Eluy, Kyrgyz Republic Country Report November 2010.

1% \world Bank 2010: Migration and Remittances Factbook 2011.

12

Uzbeks, on the other hand, make up the largest
emigrant population in absolute numbers in Central
Asia — over 2 million Uzbek immigrants reside in
other countries. Russia and Kazakhstan are the main
receivers of Central Asian migrant workers but also
smaller economies of Tajikistan and Kyrgyzstan host
significant number of migrants.™**

The economic crisis resulted in sharp decline in
remittance flows to Central Asian countries in 2009.
For example, remittances to Tajikistan and
Kyrgyzstan declined by almost a third because of the
collapse of oil prices and deep recession in Russia.
While some Central Asian migrants have returned to
their homes, the economic recovery in Russia in
2010 has encouraged new inflows of temporary
workers and the number of them has mainly returned
to the pre-crisis level.**?

Not only does the economic crisis complicate the
situation of labour migrants but the recent political
developments in Russia have made the conditions for
them increasingly difficult. The rise in nationalist-
inspired violence, particularly against people of
Caucasian and Central Asian origin, and nationalist
riots reflect the hardening of the public sentiment
against non-Russians."™® The recent tightening of
immigration procedures, particularly targeted against
unskilled labour migration, could have serious effects
on Central Asian migrant workers and thus even on
the economies of their countries of origin.™*

Water shortage can cause humanitarian,
economic and political crisis

Water-related issues, such as aridity, deteriorating
water quality and inefficient water use, are among the
central development challenges Central Asia is
facing, and climate change can further complicate the
situation."*® Furthermore, allocation and use of water
resources is increasingly creating conflicts in Central
Asia. As a region, Central Asia is rich in water
resources but they are unevenly distributed as most
of the water is concentrated in the mountainous
areas of Kyrgyzstan and Tajikistan. The two large
rivers, Amu Darya and Syr Darya are trans-boundary,
flowing from Tajikistan and Kyrgyzstan downstream
to other Central Asian states and terminating in the
Aral Sea. During the Soviet times, the use of water
resources was planned according to the development
of the whole Central Asian region. However, since
the dissolution of the Soviet Union, water resources

11 Marat, E.: Labor Migration in Central Asia: Implications of the
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management has turned into a matter of regional
dispute.™*®

The use of water between the Central Asian
countries varies. The upstream nations Kyrgyzstan and
Tajikistan are interested in using water resources to
develop hydroelectric projects as they don't have
hydrocarbon resources and have been suffering from
severe energy shortages during wintertime. Meanwhile,
the arid but energy-rich downstream countries of
Kazakhstan, Turkmenistan and Uzbekistan need water
for irrigation and are concerned about the upstream
countries plans to dam rivers for hydroelectric power
generation.'"’

Water and energy are important instruments in the
Central Asian geopolitical game. Whereas Kyrgyzstan
and Tajikistan rely largely on the downstream nations’
energy supplies, the downstream countries rely on the
water flowing through Kyrgyzstan's and Tajikistan's
territory. However, the countries have not succeeded in
compensating for each other's missing resources but
instead they have been caught up in a series of water-
and energy-related conflicts. For example, as the Tajik
hydropower projects proceed, Uzbekistan has
answered by imposing a railway blockade on
Tajikistan, as well as by closing an important border
checkpoint and isolating the country for winter, and by
threatening to turn of gas supplies because of unpaid
debt.'*®

Indeed, as water is essential for the economic
development of all Central Asian countries, there is a
high potential for water-related conflicts between the
five countries. Climate change can further exacerbate
tensions in the future as the region’s rivers depend on
glaciers and snow high up on the mountains that are
threatened by the global warming. As the population in
the region grows, there will be even less water
available per person. Moreover, if the situation in
Afghanistan, also an upstream country in the region,
stabilises, it will start to use more water and there will
be even less available for the downstream nations. It is
possible that lack of water can further increase the
dissatisfaction among Central Asian people, already
oppressed by poverty and authoritarian governments.

Environmental problems accelerate
developmental dilemmas
Central Asia suffers from ecological disasters and the
legacy of the Soviet era. For example, the region was a
nuclear testing ground for the Soviet Union since
1940s, which has impacted both ecosystems and
human health.**

The water dispute is closely connected to the
catastrophic state of the Aral Sea. During the Soviet
era, water from the rivers of Amu Darya and Syr Darya

existing
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that fed the Aral Sea was diverted to irrigate cotton
fields. As a result, in the 1960s the Aral Sea started
to shrink and its salinity to increase. The fishing
industry, that formerly employed 60 000 people,
collapsed as the ecosystem of the Aral Sea and the
river deltas feeding into it had been nearly destroyed.
Currently, Aral Sea's surface area has shrunk by
three quarters and its volume by almost 85 %."%° It
has split into two parts, the northern segment in
Kazakhstan and the southern mostly in
Uzbekistan.'**

Environmental problems are closely connected to
social and economic development, and can trigger or
accelerate both regional and sub-state crises and
tensions.’® For, example, the Aral Basin is heavily
polluted and its toxic dust is carried away by the wind
to the surrounding area. People living in the area are
suffering from a lack of fresh water, malnutrition and
other health problems, and they struggle to make
their living as crops are destroyed by salt deposits.
Thousands have also left the area. The drying up of
the Aral Sea has also affected the climate conditions
in the area: the summers have gotten hotter and the
winters colder.'?®

Drug trade undermines the stability of the region
— expanding criminality, drug abuse and
epidemics
The proximity of Afghanistan, the largest producer of
heroin in the world, significantly undermines the
stability of Central Asia. Afghan narcotics are
smuggled primarily through Central Asia, Iran and
Pakistan, as a result of which those countries are
facing severe problems such as organised crime,
corruption, increasing drug abuse and spreading of
HIV."** Because of their political and economic
weaknesses, the countries are experiencing severe
difficulties in combating drug trafficking and
organised crime surrounding it. Neither are they
capable of dealing with drug abuse and epidemics,
as the social and health institutions are in a weak
condition.*?®

Among the non-traditional security threats facing
Central Asian societies, the trade in narcotics is one
of the most severe and profoundly affecting. It has
large societal, economic and political consequences,
of which drug addiction, crime and epidemics
threaten the fabric of societies, and corruption
impairs the states’ economic and political functioning.
Moreover, drug trade has links to rebellious
movements and terrorism, and this way poses a
regional and international security threat in a
traditional, military sense.**®
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Political parties in the 2010 parliamentary elections in Kyrgyzstan —
what does it tell us about the party development?

By Aida Alymbaeva

Background

Within the last five years Kyrgyzstan, a landlocked
and impoverished country in Central Asia, has
witnessed two so-called revolutions in March 2005
and April 2010 that led to the ousting of the first two
presidents of the country — Askar Akaev and his
successor Kurmanbek Bakiev. The high level of
poverty, unemployment and corruption as well as
degrading social safety net services in the country,
which remains predominantly agrarian, were one of
major reasons why large groups of people, especially
from outskirts of Bishkek city resided by internal
migrants, protested. During these events, another
group of actors, including non-governmental
organizations and opposition parties, also protested
against the rampant nepotism, illegal privatization of
national businesses by people close to the presidents,
pressure on freedom of speech and expression, and
mass violations of human rights, including electoral.

In the aftermath of the so-called April 2010
revolution, an interim government that was largely
composed of members of former opposition parties -
Ata-Meken, the Social Democratic Party of Kyrgyzstan
and Ak-Shumkar (White Falcon), was set up. The first
resolution issued by the interim government was to
transform the country from a presidential to
parliamentary governance system by changing the
Constitution and conducting a national referendum. A
national referendum held on June 27" 2001
legitimised the Constitution and thus, laid the
foundations for the first parliamentary state in Central
Asia and one of the few in the post-Soviet area'.
Parliamentary elections were scheduled for October
10™ 2010. When these parliamentary elections were
announced, the number of parties increased and had
reached 152 by July 2010°. There were only 90
parties registered in early 2010. Looking back on the
history of party development in post-Soviet
Kyrgyzstan, it is worth noticing that parties have
emerged when parliamentary elections have been
called. The number of parties increased to 14 before
the first parliamentary elections in 1995° and this trend
continued in 2000 and 2005, before the parliamentary
elections held in those years, when the number of
parties reached 50 and 60 respectively’. Parties of
those in power followed the same trend. The Alga,
Kyrgyzstan! (Forward, Kyrgyzstan!) Party was set up
by the first President, Askar Akaev just before the

! Decree Nel dd. April 7, 2010 by the Interim Government of the
Kyrgyz Republic, an official website of the Interim Government,
www.kyrgyz-el.kg.

2 Information retrieved from www.vesti.kg.

8 History of Development of Non-Governmental Organizations in
Kyrgyzstan. Bishkek, 2006, p.14.

* The influence of Civil Society on the Human Development Process
in Kyrgyzstan, The UNDP National Human Development Report.
Bishkek, 2005, p.63.
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parliamentary elections in 2005. His successor,
Kurmanbek Bakiev formed his Ak Jol (Happy Way)
Party before the pre-term parliamentary elections in
2007.

For the parliamentary elections in October 2010,
29 out of 152 parties were able to undergo the pre-
election procedures set up by the Central Election
Committee of Kyrgyzstan and raced for 120 seats in
the new parliament. A half of 29 parties were the
brand new parties established just before these
elections.

Implications

Despite the large array of parties, these elections
have reaffirmed the fragility and feebleness of the
parties and their significant difference from mass
parties in Europe. First of all, the parties have not yet
identified a clear set of values that they are going to
pursue. During the election campaign, voters were
unable to differentiate between the parties as both
existing and newly created ones did not present voters
with distinct and clear programmes. Instead, a party
manifesto covered the complete spectrum of values
attributable to left, right or centrist parties. Given the
absence of distinct programmes, party loyalty, as in
the past, was largely based on candidates'
personalities, regionalism and patronage and their
election strategies of parties were accordingly based
on these three pillars. In Kyrgyzstan, political parties
are constructed from above by political elites who use
them as self-promotion mechanisms, especially during
elections. The lack of a clear vision and values that
the parties stand for, forces voters to unite around a
leader, so during elections, voters choose parties
primarily because of the personalities of their leaders
and top party members. In Kyrgyzstan, competition for
power distribution and resource sharing has
traditionally been between political elites from the
northern and southern regions, meaning that
regionalism has become a strong political currency.
Party politicians, who are mostly former senior
government  officials, exploited the patronage
networks to get their clients (e.g. leaders of village
councils, clans and in some cases criminal groups) to
pledge electoral support in exchange for access to the
spoils and other favors if they were elected to
parliament.

Given the lack of well-articulated programmes on
how to further develop the country, parties have also
started to curry the attention and loyalty of voters by
raising salient issues such foreign policy, court
proceedings against the former two presidents and a
return to the presidential system of governance. By
offering contrasting views on salient issues, the
parties tried to differentiate between themselves. For
example, Russian vs. US foreign policy was the
commonest issue discussed by parties, followed by a
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debate on the type of governance system -
presidential or parliamentary. Often parties made
populist appeals in order to gain electoral support. For
example, the Respublika party promised to radically
reduce the interest rate on housing loans from 18%-
20% to 9%. Some other parties used nationalistic
slogans.

The elections showed again the high volatility of
parties on the electoral market indicating about
inchoate (under-institutionalized) party system in
Kyrgyzstan. As a result, brand new parties easily won
elections. Two out of the five parties elected to the
new parliament, Respublika and Ata-Jurt (The Land of
Fathers), were newly established ones.

The lack of both party loyalty based on values and
party discipline has resulted in party members and in
some cases leaders of parties, joining other parties.
For example, many members of the former ruling
party Ak-Zhol quickly joined other parties competing
for seats in the new parliament. The former leader of
the Turan Democratic Party abandoned his own party
to act as one of the senior leaders in the newly
created ‘Egemen Kyrgyzstan'’ party, while Roza
Aknazarova, a leader of the ‘El Yntymagy' (People’s
Consent) party joined the brand new ‘Respublika’
party to head their part list. There were many other
such examples.

The Central Election Commission of Kyrgyzstan
had official announced the elections results on
November 1, 2001 and declared that five out of 29
parties were elected to the new parliament. None of
these five parties have had the majority of seats.
Meanwhile, the voting rate was 56% that was one of
the lowest in the history of post-Soviet Kyrgyzstan.

Conclusions

These elections have demonstrated once more that
party system in Kyrgyzstan is inchoate with high
volatility of parties on the electoral market that are
mostly driven by the self-interest of their leaders. This
can undermine the essence of parliamentary
governance system with elected parties ought to
represent the interests of broader groups of society,
but not narrow elites. This, in return, would tempt
other political elites to question the legitimacy of such
legislative and executive powers, which took
Kyrgyzstan seven months to re-build after the 2010
April revolution, and create tensions around it.
Meanwhile, constituents, who were the drivers of two
revolutions, can demand changes, if their economic
well-being is not improved. In calling for changes, they
can stand up for new leaders, even more short-
sighted or radically religious, who can bring more
turmoil and economic grievance for the country.
Therefore, modernizing institutions, including political
institutions both at central and local levels as well as
educational institutes, should become the key priority
for the country, the international organizations and
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governments providing assistance to Kyrgyzstan. If
not, the country will remain more susceptible to
religious and other extremist groups that may in turn
affect stability and security in the whole Central Asian
region.

Future developments

Kyrgyzstan will hold new elections in 2011 -
presidential ones. The term of the current President
Roza Otunbaeva, who was elected for this position
only for 1.5 years in order to urgently restore a
legitimate power in the aftermath of the 2010 April
revolution, will end in December 2011. Elections
would seemingly schedule for November 2011 with
presidential campaign to start in early fall. Leaders of
parties, including those elected to the new parliament
and some further to the new cabinet, would most likely
run for these elections. The first likely candidate is the
leader of Ar-Namys (Dignity) party, Felix Kulov, who
was backed by Russian government during the last
parliamentary elections and who refused to join the
current coalition government as he was not offered the
Prime-Minister’s position. Felix Kulov and his party
members seemed purposefully distanced themselves
from the current cabinet in order not to be accountable
for economic decline and social grievances that
Kyrgyzstan continues to experience nowadays. This,
in turn, could serve as their best mobilization strategy
during presidential campaign. The next candidate is
the co-leader of Ata-Jurt Party, Kamchibek Tashiev,
whose co-leader, Akhmatbek Keldibekov, now serves
as the Parliament’s Speaker. They will seek to expand
their power by occupying the president’s position in
order to control security issues and foreign relations.
The leader of Social Democratic Party of Kyrgyzstan,
Almaz Atambaev, who is currently acting as the
Prime-Minister, would seemingly escape presidential
elections this time in order to remain the key influential
figure in the executive government and to secure his
personal business interests. He knows that it is costly
to leave the prime-minister’'s position as the president
does not control economic domain that is more
luxurious.

Presidential elections in 2011 in Kyrgyzstan would
continue to be driven by personal rather than by public
interests as the institutions in Kyrgyzstan are
constructed from top by elites and are less rooted in
and less controlled by civil society. In such a system,
personal behavior and actions, which are less
predictable, dominate political space.

Aida Alymbaeva

Director

Social Research Center

American University of Central Asia
Kyrgyzstan
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Social standards in Ukraine and the EU

By Maxim Boroda

Social utopia, election economy

Social security always was and remains today the most
erogenous zone for Ukrainian voters. It is freely
stimulated by the country’s political leaders as they
attempt to bring the electorate its latest political frisson
and to gain more seats and power in return for the thrill.
This all has its roots in soviet times, in the idealized
enticements that elderly Ukrainians like to bring up to this
day: free medicine and education, and wages and
pensions that allowed for a comfortable existence.

The highly sensitive nature of social benefits is
completely natural, as their impact is directly and
immediately felt by most ordinary Ukrainians. Massive
investment projects require decades; even a serious
improvement in the business climate takes years. Only
social benefits can be easily raised within a month.
Because of their lightning-fast effect on voters and the
short-term euphoria that results, such steps have more
than once been compared to injecting a drug. Would it
not be better for Ukrainians to kick their social benefit
“habit” before they overdose on populism in the form of
another economic crisis?

If we were to chart the intensity of policy decisions in
the social sphere, it would come as no surprise to
anyone that the greatest activity matches election cycles.
Moreover, the political rationale for these decisions
generally overrides economic considerations.
Instantaneous pension hikes under Leonid Kuchma and
the recent increase in social standards are only two
examples among a plethora.

Don't trust fortune-tellers

All'in all, raising social standards at a time when there is

an economic crisis is a fairly dangerous decision that will

mostly bring negative consequences, such as:

e Underfunding public spending that is not directly
connected to the state’s social commitments;

e Growing inflation and downward pressure on the
national currency, leading to its further devaluation
and growing prices;

e Overloading the economy with external and internal
borrowings, leading to a serious rise in the cost of
servicing public debt;

» Ineffectively privatizing state assets. Who sells off
when asset values have bottomed out? It makes little
economic sense, as the Odesa Port Plant, as an
example, was worth several times more just 18
months ago;

e  Stimulating the shadow economy through the indirect
rise in pressures on business as social standards
rise and it becomes highly likely that pressure will
increase as the Government looks for sources of tax
and other revenues for the Budget;

* Reducing the tax base of individual taxpayers,
leading to a reduction in revenues to the State
Budget.

Still, it is worth noting that there are also some
possible positive consequences from raising social
standards, including:

e Growing real disposable incomes that could,
however, be wiped out by both devaluation and
inflation in time;
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* Injecting serious cash into the country’s economy,
spurring demand and fostering a more rapid
economic recovery from the crisis as consumption
revives.

Homework: How this is done in Europe

None of the members of the EU has such a system of
social standards that is as integrated as the one Ukraine
has maintained to this day. For most European countries,
the poverty level is the closest analogy to Ukraine’s
subsistence minimum, although it is based on the size of
the average salary. This is the indicator used by France,
Germany, Spain and Great Britain. Meantime, countries
like Poland have, in addition to the poverty level, such
indicators as subsistence and social minimums, which
are determined according to the amount of money
needed to survive physically and the amount needed to
satisfy basic social needs.

Moreover, EU countries use such indicators typically
only for statistical tracking and not to determine social
transfers, as is the case in Ukraine. Instead, the latter are
calculated separately for each socially vulnerable group
or even individual households or persons, based on their
specific needs. One of the exceptions, again, is Poland,
where the poverty line is used to calculate all social
benefits.

Most European countries, like Ukraine, legislate
minimum wages. Still, this indicator is only a limit in the
EU, meaning that no one should receive less for their
work, and not the basis for determining the salaries of
employees in the public sector, as is done in Ukraine.
Specific categories of wages are distinguished by their
clear rules, which gives the state the option of having a
targeted impact on wage conditions in one or another
population group.

At the same time, the relationship between the
minimum and average wage in Ukraine is completely
within European norms. According to statistics from
2009, this indicator was 50% in France, 49% in Great
Britain, 43% in Poland, 32% for Spain, and 41% for
Ukraine. Nevertheless, we need to remember that the
calculations mentioned earlier use official data regarding
the average wage, which does not reflect shadow wages
and other distortions in Ukraine’s official statistics. In
reality, the relationship between these two indicators is
much worse in Ukraine.

The main difference between Ukraine’s social
standards and their European counterparts lies in the fact
that these are vague, relative amounts that can rise or
not based exclusively on political considerations, largely
without taking any economic dynamics into account.
Thus, despite the constant declarations of politicians of
all strips about the need to raise the standard of living of
ordinary Ukrainians, they did not review the country’s
social standards for years when the economy was
growing steadily and the hryvnia was stable.

Nor is it any news to most people that Ukraine’s
subsistence minimum and minimum wage are fairly
difficult to even survive physically on. Meanwhile similar
indicators in the European Union generally have two
components: a smaller portion that reflects the amount
necessary to simply survive and a larger portion that is
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intended to cover all basic social needs and ensure the
individual a minimum acceptable standard of living within
the society.

Fixing mistakes

The impact of social standards on Ukraine’s economy is
not at all just a matter of social security or budgetary
policy. It is much broader and the consequences of
decisions to raise them will be felt by every single
Ukrainian. What, then, can be done to encourage more
thoughtful social policies and a system of social
standards that more effectively performs the function of
social security for the most vulnerable social groups?

Firstly, what is worth doing is reviewing the system of
government social guarantees in its entirety and the
social security system. Right now, the country’s Budget
carries an enormous burden due to the unimaginable
number of wide-ranging privileges and other forms of
social support that, too often, go not to those who are in
greatest need of this support. Changing these privileges
to the more contemporary, transparent and effective
instruments of targeted social support will free up large
volumes of public money and to direct them, among
others, towards raising social standards.

The relationship between individual social standards
indicators should be established at the legislative level.
After all, the minimum pension cannot, a priori, be lower
than the subsistence minimum or higher than the
minimum wage.

A subsistence minimum should be calculated on a
household basis, not an individual basis. This will make it
possible to more clearly establish actual needs and to
reflect the economies of scale that arise when people live
together. To make such calculations more accurate, a
number of different types of households should be
defined and each of them designated their specific
subsistence minimum. At the same time, such factors as
where the family lives should also be taken into account
as the costs of living in a village and in a major city differ
significantly

In summary, we can say that raising social standards
is a necessary and rational step, but it needs to be done
not right now and not in the way that it was done. For
social standards to stop being simply weights that are
added to the scales of political horse-trading every
election and to actually satisfy the basic needs of the
poorest Ukrainians, they need to become more European
in essence.

To sum up...

Ukraine’s social sector is very inefficient. Social transfers,
specifically pensions, are too large, while health care and
education are poorly financed. All reforms are
complicated by the 1996 Constitution, which essentially
prohibits any deterioration of social benefits. The most
urgent need is to rein in the excessive pension costs.
The best way of doing so is to gradually raise the
extremely low retirement age and end even lower special
retirement ages. In health care and education, the
financing system should be oriented toward paying for
delivered services rather than the maintenance of real
estate and staff. Social benefits should no longer be
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privileges for the well off but transformed to target those

in true need. The social delivery systems need to be

decentralized and given proper governance.

* Pensions should be adjusted to the contributions
made, while a minimum public pension would
safeguard a minimum living standard. Conditions
should be adjusted to bring self-employed individuals
into social security.

* A unified social contribution should be introduced,
which should be collected by the State Tax
Administration or another relevant agency, ending
the collection by the various social funds. Social
benefits especially designed for certain professional
groups should be abolished.

* A universal individual insurance record should be
introduced, and all insured individuals should receive
an annual statement on their entitlements and
premiums they have paid. Administration of
mandatory social insurance must be simplified to
reduce its cost. The best way of doing so is to
introduce a flat social insurance premium.

e The methods of computing the costs of living to
define the minimum social guarantees need to
become more transparent realistic. A reasonable
relationship should be legislated between minimum
salary and minimum pension. Minimum social
guarantees should be differentiated in accordance
with regional cost of living.

e Assistance to poor families should be consolidated
and based on their net incomes. General family
allowances should be maintained to families with
special needs children and families with newborn
children to encourage procreation.

» Delivery of some social services could be transferred
to nongovernmental organizations with strict
government control of quality and price.

Expected developments in 2011

For those in power, 2011 will become a year of
preparation for two defining events: the parliamentary
elections and EURO 2012. They will create two cross-
pressures. On the one hand, the authorities will have to
continue the tactics of “tightening the screws” of
economic and fiscal policy. Taking into account the
apparent absence of foreign investments, this is the only
way to amass resources for the implementation of
infrastructural projects before EURO 2012. On the other
hand, the approaching elections will not allow them to
forget about the electorate and will bring the return of
traditional promises about increasing social subsidies.
This course was already taken by the government in late
2010 when it promised to reconsider the social
component of a budget.

Maxim Boroda

Deputy Director

International Centre for Policy Studies
Ukraine
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Political and social stability in Ukraine after the first year of

Yanukovych'’s presidency
By Alexander Kulakov

In the interview with Rostislav Khotin, editor of BBC
Ukrainian service, in Davos, Switzerland, the
President of Ukraine Viktor Yanukovych summed up
his first year in office. In particular, he said the
following: "I think the main thing is that in Ukraine the
political and economic stability was established. That
is, the result of this work — this is a positive statistical
data on almost all fronts."

| will try to analyze this statement of the President
of Ukraine. To begin with, as a result of the
presidential elections on February 7, 2010 the
President of Ukraine Viktor Yanukovych was elected.
His advantage over the main rival, Yulia Tymoshenko,
was 3.5%. The key provisions of the election program
of Viktor Yanukovych, entitled "Ukraine — for the
People", were aimed at implementing the systemic
reforms in the country and fundamental changes in
society. As a result, the proposed measures
suggested that in 10 years Ukraine could become one
of the most economically developed countries.

To achieve these goals Viktor Yanukovych in his
Program proposes to introduce Investment —
Innovative Model for Economic Development of the
national economy. It was declared that through
changes in tax laws, as well as through the
implementation of integrated action to improve access
to markets of the country Ukraine could be made more
attractive for investments in Eastern Europe. The
election program of Viktor Yanukovych also stressed
the need to implement a system of measures for the
revival and development of Ukrainian agriculture. In
addition, it highlighted the importance of supporting
small and medium-sized businesses through
improving their access to credit, reducing the tax
burden and reducing their tax payments to companies
that create new jobs. The program also included an
intention to reform the system of local government,
health and education. In the election program of the
future president much attention was also given to
social guarantees of citizens of Ukraine, including
support for young families and retirees. It should be
noted that the concept of "political and social stability"
is never mentioned in this document, but the
significance of its achievements implied as such,
which would enable the authorities to carry out the
implementation of assigned tasks.

It should be recalled that as a result of the global
financial crisis, 2009 was the year of the catastrophic
fall of the Ukrainian economy, which naturally affected
the socio-economic situation in the country: GDP
contracted by 14.8%, inflation stood at 12.3%,
unemployment rose to 9.4%, volume of foreign trade
declined by more than twice. Against this background
the political standoff between President Viktor
Yushchenko and his political supporters, Prime
Minister Yulia Tymoshenko and Bloc Party, to which
she relied, and the largest opposition party, the Party
of Regions, headed by its leader Viktor Yanukovich
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had extremely aggravated. The result was paralyzed
parliament of Ukraine — the Verkhovna Rada of
Ukraine — and draft laws that were necessary to meet
the challenges of overcoming the crisis in the
economy were trapped. If the growth of ideological
confrontation between different groups of citizens of
Ukraine — based on linguistic differences and different
assessments of historical facts and encouraged by
both internal and external forces — is also added to
this, a political-economic portrait of Ukraine on the eve
of presidential elections in Ukraine in 2010 looked
dismal. Note also that the outcome of the elections
once again underscored the "split" of Ukraine to
almost two equal opposing camps.

Since coming to power, Viktor Yanukovych
considered as a priority task to build a so-called
"vertical of power". By this it is meant to make
legislative, executive, and local authorities to act in
one direction, performing the tasks assigned by the
President. And the first steps of Viktor Yanukovych
were aimed at creating a parliamentary majority on the
basis of the Party of Regions at the Verkhovna Rada
of Ukraine. Rather quickly such a coalition was
formed. On March 16, 2010 the agreement on forming
a coalition of factions “Stability and Reforms” was
signed by representatives of the Party of Regions,
Communist Party of Ukraine and Lytvyn Bloc.

The next step of Yanukovych became resonant
action on the abolition of the political reform of 2004.
(It should be recalled that during the "Orange
Revolution" the compromise was gained, under which
the constitutional reform in Ukraine was carried out.
As a result, the President's powers were considerably
limited, and the Verkhovha Rada of Ukraine had the
opportunity to form a government of the country). On
the basis of an appeal to the Constitutional Court of
Ukraine of deputies of the Verkhovha Rada, the
Constitutional Court made a controversial decision
that the Constitution of Ukraine of 2004 was revoked.
The Constitution of 1996 entered in the action and,
thus, recovered very extensive powers of the
President of Ukraine.

The final effort in the direction of building "a
vertical of power” was the local elections in 2010. As a
result of elections held on October 31, 2010, the Party
of Regions had significantly increased its
representation in local government in regions where it
previously did not have much influence. It should,
however, be noted that, according to representatives
of opposition parties, the ruling party has widely used
so-called "administrative resources", as well as
pseudo-legal means for removal of these parties from
the elections in some regions.

Concurrent with the work of the President and his
government, aimed at concentrating power in the
hands of one (propresidential) political force, General
Prosecutor's Office initiated the investigations of a
significant number of criminal offenses related to
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abuse of office, causing significant material damage to
the state. The suspects in these cases were a large
number of top-level government officials who worked
in the government of Yulia Tymoshenko, and the
former prime minister herself was among the
defendants. To date, it is difficult to say if the
accusations are valid, but the overwhelming majority
of Ukrainian citizens consider these actions of the
current government as political persecution. The
decision of the Czech Republic with respect to the
granting of political asylum to Bohdan Danylyshyn, the
former Minister of Economy of the Tymoshenko's
government, especially reinforced this view.

In the economic sphere, President Viktor
Yanukovych and his government have focused on the
country's withdrawal from the deep economic crisis.
The urgent steps have been taken to stabilize the
economic situation in the country. In 2010 official
statistics recorded a noticeable progress, compared to
the previous year. Thus, GDP growth for the three
quarters of 2010 amounted to 3.4%, compared with
the 14.8% fall in the previous year, inflation has
declined somewhat, the foreign trade turnover
increased by one third. The industrial production
increased markedly and the agricultural output
increased slightly. Statistical agencies have also
reported an increase in real wages across the country
and its regions. It should be noted, however, that
many Ukrainian analysts believe that the main factor
in the economic growth of the country has been the
improvement of the economy of other countries —
major importers of Ukrainian production.

In late 2010 the new government adopted two
important laws that will govern the economic
development of Ukraine in 2011: the Tax Code and
the Budget 2011. As conceived by the government the
Tax Code will classify the tax laws of Ukraine and
facilitate their use by business entities. In addition, this
document provides lower rates for income tax and
VAT. So, from April 1, the tax rate on profits of
enterprises will decrease by 2% to 23% in 2012 — up
21% from 2013 — up 19% from 2014 — up to 16%.
VAT will be reduced from 1 January 2014 from 20% to
17%.

At the same time, this law has substantially limited
the possibility of using so-called “simplified” taxation
system, which applies with respect to small
entrepreneurs, as well as some other provisions that
make their continuing operation unprofitable. The
result of these innovations was the "Tax Maidan",
which was attended by over 700,000 entrepreneurs
throughout Ukraine. They demanded the abolition of
this document. Eventually a compromise was reached
whereby in the near future the Code will be amended,
which, apparently, will satisfy the requirements of the
protesters. Nevertheless, according to the forecasts of
Ukrainian business associations, more than 150,000
business owners have to shut down their operations
after April 1 this year.

As for the Budget 2011, in the opinion of experts,
this paper shifts the tax burden from large taxpayers
on the shoulders of small businesses and ordinary
citizens. Most of the tax revenue will be paid by final
consumers, one way or another. Experts believe that
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shifting the tax burden from large enterprises to small
businesses and consumers is extremely risky and can
put an end to the planned wage increases in 2011,
which in turn automatically leads to a shortfall in the
Pension Fund.

In this regard, attention should be paid to the
January forecast of the European Bank for
Reconstruction and Development, which noted that
the growth of Ukraine's economy will slow down, and
the result of 2011 will be 4% — not 4.5% as previously
expected. Thus, the bank has lowered its estimates of
GDP growth in Ukraine in comparison with its own
previous estimates, made in October 2010 at 0.5%. In
the official statement of the bank, the changes in the
forecast for Ukraine are not clearly justified. However,
one of the main causes of its decline is the concern
about the "fiscal stability". It is not excluded that the
increased risks of a slowdown in the Ukrainian
economy appear because of changes in tax laws, as
the single most important — from a macroeconomic
point of view — event for the period from October 2010
to January 2011 was the adoption and entry into force
of the Tax Code.

Since the second half of 2010 the President of
Ukraine Viktor Yanukovych and his government
embarked on the reform package. First, in accordance
with IMF recommendations, the development of
pension reform has been started. The draft law "On
measures for the legislative support of the pension
system”, developed by the Government, in particular,
provides for progressive — until 2020 — raising of the
retirement age for women (from 55 to 60 years) and
since 2013 - raising of the retirement age for male civil
servants from 60 to 62 years, and sets term limits for
public service. In addition, the bill proposes to
increase the regulatory length of labour service
required to obtain the minimum pension from 20 years
for women and 25 for men to 30 and 35 years
respectively. These proposals provoked a wave of
protests. In several cities of Ukraine, in particular,
Simferopol (Crimea), there were rallies of citizens
(mostly women) who expressed opposition to the
plans of the government. According to the protesters,
the model of pension reform only puts the social
responsibility on the shoulders of citizens and
"presents” to public the raising of women's
unemployment, lack of jobs for young people, and will
worsen the pensions of military personnel. Apparently,
due to the sharp criticism of the public on January 31
it was reported that the Government intends to
withdraw the bill from Parliament for further
elaboration.

Next step on the path of reforms was the
administrative reform. It should be noted that from the
point of view of Ukrainian and European experts, this
reform is a key to the implementation of economic
reforms in Ukraine, since it provides power tools for
their implementation. According to the Decree of
President Viktor Yanukovych, the Committee on
Economic Reforms was asked to "work out within a
month the issue of optimizing the system of central
bodies of executive power, to eliminate duplication of
their powers, and to ensure reduction of administrative
personnel and expenses for its maintenance." Shortly

W Pan-European Institute |



Regional Security Report, 11.2.2011

Biannual Review 12011

after the Decree, the new structure was introduced,
under which the number of ministries was reduced to
16, and members of the Cabinet of Ministers of
Ukraine to half. In addition, it was stated that the total
number of civil servants working in the central organs
of executive power will be reduced by 30% and will
soon be approximately 130 thousand people.
Appreciating the first stage of administrative reform, it
should be noted however, that the "arithmetic" of
action in this direction is still insufficient. It is
necessary to clearly delineate the functions and
powers of ministries, services and agencies, which are
defined in the system of government. In addition, it
would be necessary to think about what to do with 56
thousand mostly highly skilled public servants who
may soon be in the labour market.

In conclusion, it should be noted that the
president's team has also started very important
reforms in the housing and communal services of
Ukraine and system of education, working on a new
Labor Code. All these areas have long needed a
drastic change, and, therefore, the intention of
President Viktor Yanukovych to bring all these
spheres of public life in accordance with the
requirements of modernity should be welcomed. At
the same time, these spheres are all very "sensitive"
as they affect the interests of the vast number of
Ukrainian citizens. For example, according to
statistics, 8.5 million people receive a pension of up to
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1000 hryvnia per month. At the same time, February
1, 2011 electricity prices for the population which
consumes on a monthly basis over 150 kilowatts
increased by 30%. Tariffs for water supply also
increased: in Kiev for 11%, in other cities up to 15%.
In general, according to the National Forum of Trade
Unions, in 2011 the average cost of each Ukrainian
family for utilities will increase by 1,700 hryvnia.

Thus, the political and economic stability in
Ukraine that the President of Ukraine Viktor
Yanukovych was speaking about in his interview with
BBC Ukrainian service is, in my view, in a state of
unstable equilibrium. Any hasty actions to implement
reforms that are unpopular to the public in the context
of difficult economic situation of the large number of
citizens of Ukraine can cause massive protests (an
example of what can become a "Tax Maidan" of small
businesses). And given the actions of the authorities
to suppress opposition, the aforementioned
"economic” objections may be combined with political
slogans, aimed at putting pressure on the President of
Ukraine to change his policies.

Alexander Kulakov
Independent Analyst
Ukraine
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The socio-economic development of Kazakhstan

By Meruert Makhmutova

Introduction

Since independence Kazakhstan was one of the
earliest and most vigorous reformers among CIS
countries. Prices were liberalized; trade distortions
reduced, fabrics and plants were privatized.
Development of Kazakhstan's economy has gone
through main stages: 1. set-back of GDP in 1991-
1995 on average by 8.8% annually; 2. stagnation in
1996-1999; 3. revival in 2000-2007 with average
growth almost 10% annually, and 4. slowdown in
2008-2010. The economic growth is to a large extent
provided by the oil sector, thus making the economy
increasingly vulnerable to volatilities of the global
market.

Economic performance

Last decade Kazakhstan was one of the fastest
growing economies in CIS. On average, annual real
GDP growth of almost 10 percent in 2000-2007 was
the result of record-breaking prices on world
commodity markets. GDP per capita has jumped from
$1,200 in 2000 to $8,500 in 2008. This remarkable
growth pattern was increasingly dependent on
hydrocarbon sector and foreign capital inflows.
Kazakhstan has become a regional leader in FDI
accumulation, with EU, US and China among the
largest investors.

The banking sector was the second sector that
made a hefty contribution to economic growth. Private
sector development outside of the mining sector has
been exclusively dependent on the banking sector.
Banks have been main provider of debt capital to the
non-extraction sectors and have been a major
facilitator of Kazakhstan's rapid economic growth.
Access to inexpensive borrowing at international
capital markets that the banks enjoyed enabled them
to increase lending to the economy more than 50
times over the period from 1999 to 2008. Low interest
rates and inadequate assessment of the quality of
lending portfolios resulted in increased bank lending in
real estate and services sectors, which aggravated the
systemic distortions in the structure of the economy.
Increased bank borrowing led to Gross external debt
(GED) reach the size of GDP. Banking sector debt,
as of fourth quarter 2007, was almost 44 percent of
GDP ($45.9 hillion).

This lending policy helped fuel the real estate
bubble over the past 5-7 years. Poor lending
practices and risk management has been a major
contributing factor to the economic downturn in the
country and the difficulties in the banking sector.
From the second half of 2007 a worsening
international environment caused a sudden stop and
then a reversal in capital flows from the Kazakh
banking system. Limited borrowing from international
capital markets reduced the banks’ ability to refinance
previous foreign borrowings and obtain new loans,
which resulted in an intensive outflow of capital from
Kazakhstan starting from August 2007. High
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concentration of the financial system, with 74% of
assets making up the banking sector and 76% of
banking sector assets belonging to 3 largest banks,
increases systemic risks.

Essentially, weaknesses in the banking sector
triggered a broad based slowdown, as all sectors (with
exception of the extraction industry) posted a sharp
deceleration of growth. Construction and financial
sectors jointly generated nearly 50% of GDP growth in
2007, while the booming construction and financial
sectors growth slowed to 16.9 percent and 52.1
percent in 2007 respectively, from record 44.9 percent
and 69.7 percent in first quarter of 2007. In 2009
financial sector shrank by 10.6% y-0-y, while
construction sector shrank by 4.9% y-o-y. The GDP
growth in 2009 was 1.2 percent ($107.7 billion) the
lowest growth rate for the Kazakh economy since
1999'. It was provided by extractive industry (6.1
percent y-0-y) and agriculture (13.8 percent y-0-y).

The resources of National Fund (by the end of
2010 it accumulates $30 billion) were central to the
authorities’ response to the 2007-2009 global financial
crises. National Fund was established with the aim to
reduce the impact of price volatility on the budget® in
August 2000. The National Fund accumulates the oil
revenues while the price trends remain favourable in
order to save it for the future generations, on the one
hand, and to sustain the required level of government
expenditure should the prices drop, on the other hand.

The whole government anti crisis measures
amounted almost $20 billion. According Government
Economic Stabilization plan by November 25, 2008,
measures to improve banking liquidity include setting
up a distressed asset fund with a capitalization of
$430 million to purchase problem assets from banks,
and spending up to $5 billion of National Oil Fund
assets on to buy up to 25% in four largest banks:
Kazkommertsbhank, BTA Bank, Halyk Bank and
Alliance Bank.

Social indicators

The principle of equal rights and equal opportunities is
guaranteed by the Constitution of the Republic of
Kazakhstan.  The problem is this constitutional
provision is not strongly adhered to in practice.

Our studies show up the clear decline in human
development indicators and in the protection of
maternity and childhood in Kazakhstan over the last
20 years. This is especially true for health indicators:
decreased life expectancy, an increased rate of
maternal and infant mortality, and growing morbidity
rates. The rate of GPD per capita ranks Kazakhstan
as a middle income country, while average life

L "if confirmed, the government's full-year figure would therefore
represent a remarkable bounce in the fourth quarter,” JPMorgan
said in a note in the mid of February 2010. "It is hard to see where
the growth will have come from, even taking into account the 10
E)ercem growth in oil output that was likely recorded last quarter."”

RK President's Decree # 402 «On the National Fund of the
Republic of Kazakhstan» dated August 23, 2000.
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expectancy puts the country behind not just the
countries with high and middle incomes but behind
some of the poorest ones also. It is a result of the
reduced public funding and an emerging group of
newly poor people with limited access to education,
healthcare and social services. A significant gap in
costs per capita remains among the regions.

Public funds are the main sources of access to
education and healthcare services. Public expenditure
on education, healthcare, and social protection tended
to decline for last 20 years. Thus, in 1991 public
budget expenses on education were 6.5% of GDP; in
2000th they nearly halved and added up to 3.5% of
GDP, just in 2010 education expenses rise up to 4.2%
of GDP due to Nazarbaev University establishment.
Public health expenses in 1991 were 3.6% of GDP
and only 2.5% of GDP in 2010. Social protection
expenses were 4.6% of GDP in 2010, though it was
4.9 % of GDP back in 1991 when there was less
poverty in Kazakhstan.

The number of people in need of social protection
is different in the oblasts, while the law “On targeted
social aid” (article 4) provides that “the TSA is
provided based on the capacity of local budgets” but
the local budgets have different capacity.

Economic stabilization and growth enable a higher
demand for labour force and improve the employment
status of the population. In 1999-2006 labour force
increased permanently, exceeding 8 million people in
2006. The rate of economic activity stood around 70%
but the picture not so optimistic if we will take into
account self-employed people®. In 2009 2.7 million
people were self-employed.

Unemployment was not registered till 1994. The

Poverty is not a major concern for government of
Kazakhstan. Since 2005 government have not been
develop poverty reduction programs. According to the
data of Agency of the Statistics in 2009 8.2% of the
population — or over one million persons — were
unable to meet their basic food needs (defined
subsistence level). The main reasons for poverty are
large household size, low level of education of
household’s head and lower opportunity to find job for
household adults. Poverty is higher in rural areas
(21.1%) than in urban areas (4.1%). The oblasts with
highest rates of poverty are Almatinskaya,
Kyzylordinskaya and Mangistauskaya oblasts — two
last of which are oil reach oblasts.

Conclusions
Kazakh economy is facing a number of challenges,
including economy dependence on oil prices, capital
inflows, foreign debt of banks and companies, small
sector of small business, non diversity of the economy
and low level of income of population. Improved
education and healthcare along with adequate social
protection are important for the quality of life, being
decisive factors in economic development at the same
time. Educated, healthy people work more efficiently.
Certain Millennium Developments Goals are
directly connected with education and healthcare
indicators. Kazakhstan has achieved its objectives in
education, but with regard to infant and maternal
mortality indicators, this objective is hardly achievable
by 2015.

Meruert Makhmutova

unemployment rate jumped from zero in 1991-1993 to Director

13.5% in 1999, and decreased to 6.6 in 2009. The Public Policy Research Center

unemployment rate of women is higher (7.5%) than Kazakhstan

men (5.6%). It differs also for urban (7.2%) and rural

area (5.9%). The lower rural unemployment rate is

linked to the prevalence of self-employment in rural

areas.

Table 1 Key macroeconomic indicators in

Kazakhstan

2003 2004 2005 2006 2007 2008 2009 2010*

GDP growth (%, change) 9.3 9.6 9.7 10.7 8.9 3.3 1.2 1.5-2.0
GDP per capita ($) 2068.0 | 2874.0 | 3771.0 | 5292.0 | 6772.0 | 8514.0 | 6732.1 | 7191.9
Current account (% to GDP) (0.9 (0.8) (1.8) (2.5) (7.9 4.7 (3.2 -
Trade balance (% to GDP) 11.9 15.7 18.1 18.1 14.4 25.3 14.1 12.8
Exports (%, change) 32.0 55.7 374 37.0 24.7 48.8 (39) 7.8
International reserves ($ bin) 5.0 9.3 7.1 19.1 17.6 19.9 23.2 -
FDI (% to GDP) 7.2 12.6 3.7 8.2 7.6 111 8.9 -
State debt (% to GDP) 15.0 114 8.1 6.7 5.9 6.4 13.0 16.6
National Fund (% to GDP) 11.5 11.4 14.2 18.1 20.0 20.5 27.9 30.3

Sources: Statistic Agency, National bank, and

Government forecast for 2010

8 Self-employment is an activity, in which the size of remuneration
depends on income received from production and sales of goods
and services (when own consumption is considered as a part of
income).

22

W Pan-European Institute |



Regional Security Report, 11.2.2011

Biannual Review 12011

Factors of poverty in Moldova
By Valeriu Prohnitchi

There is a long-lasting academic discussion in the
economic literature about key drivers of poverty.
Some authors consider mainly the macroeconomic
and structural constraints; others give attention to
households and individuals’ characteristics. In this
short article, after a brief account on key economic
and social evolutions, we will turn to the household-
specific determinants of poverty in Moldova. An
outline of the policy implications and the outlook for
2011 end this article.

Economic growth and poverty: a missing link

In the recent two decades the Republic of Moldova,
which gained its independence in 1991 on the ashes
of the former USSR, has passed through a difficult
transition to the market economy. Between 1993 and
1999 the country’s GDP has collapsed by more than
65% in result of unsuccessful transitional
transformations. The severe economic decline exerted
adverse impact on the population welfare, with the
poverty headcount reaching almost 70% in 1999
(calculated against national poverty line).

However, between 2000 and 2008, Moldova's
economy has witnessed strong and continuous growth
at a healthy rate of 6.1% on average. The sharp 6.5%
contraction of the economy in 2009 has been followed
by an equally impressive 7.0% in 2010. As highlighted
in the Table 1, at its earlier stages in 2000-2004 the
economic growth was accompanied by a reduction in
poverty rate, which fell from the 70% in 1999 to 26.5%
in 2004. The growth has become also somewhat more
egalitarian than in the past. However, afterwards, the
relationship between economic growth and poverty
has weakened: despite continued economic growth,
the poverty incidence rose to 30.2% in 2006 and
afterwards hovered around 25-26% in 2007—-2009.
Interesting enough, in 2009 the poverty did not worsen
despite the plummeting economy. This resilience of
poverty in the context of a growing economy can be
explained by some structural and households-specific
factors, as shown in the next section.

Household-level determinants of poverty
Statistical data prove that some groups of households
are constantly more vulnerable to the poverty than
others. There are several factors influencing the level
of poverty risk.
Residence and region. In the rural areas the incidence
of poverty is much higher than in urban ones: 36.3%
in villages, as opposed to 19.7% in small towns and
7.0% in big cities. Because Moldova fares a very high
share of rural population (55% of total), it is clear that
rural poverty is one of key drivers of general poverty.
At the same time, the recent decade of economic
growth has been basically an-urban-based economic
growth, while rural areas remain in economic
depression. In a regional profile southern Moldova is
more exposed to poverty (38%) than Northern region
(28.3%) and Central one (33.2), whereas in the
capital-city area the poverty incidence was only 5.3%.
23

Size and composition of the household. Bigger
households are more exposed to poverty. In
particular, this is true for families having big number of
children. Half of Moldovan families with 3 and more
children fall below national poverty line and the
poverty risk for this group has worsened in 2009-2010.
Household head’s level of education. Risk of poverty
is much higher for individuals leaving in households
led by people with lower educational background. Risk
of poverty grows tremendously from 4.1% in case of
households headed by people with university or higher
education up to 57% in case of those headed by
people without formal studies or illiterate.
Socio-economic category. The name of this criterion
actually points to the main source of income that a
given household relies on. Those deriving their main
income from agricultural activities — i.e. farmers — face
the highest risk of poverty. The level of poverty for this
group was 51% in 2009, which is almost twice above
the average. In fact, the economic downturn in 2009
reflected almost immediately on the welfare of this
group, with incidence of poverty rising more than 14
percentage points in only one year. About % of the
Moldovan labour force is permanently or periodically
working abroad, with migrants remittances accounting
for more than 33% of the GDP in 2008. Having a
family member abroad reduces almost twice the risk
of poverty.

Policy implications

The brief analysis exposed above has several key

implications for a successful anti-poverty strategy in

Republic of Moldova. However, because the key

determinants of poverty are of structural origin, this

strategy will bring fruits only in long run.

 Moldova is a rural society and so is the poverty
profile. Therefore, the Moldovan government has
to give priority to infrastructure projects and
training programs leading to more equal
distribution of gains from domestic and
international trade so that the rural inhabitants can
gain from the rapidly growing domestic
consumption and from the high level of openness
of the Moldovan economy.

 The government has also to do its best to break
the vicious circle of poverty determined by the
poor education. While the Constitution provides
for an universal coverage with compulsory
education, the gross enrollment rate in
compulsory education has declined from 95.1% in
2002 down to 90.7% in 2009, almost entirely on
the account of children residing in villages.

» The reform of the social assistance that began in
2007 has to accelerate. Currently social transfers
have almost no incidence of poverty, shown by
the fact that 41% of the rural payments receive
some forms of state support. The poor targeting of
the social assistance reflects in high inclusion-
exclusion errors and leads to waste of resources.
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Expected developments in 2011

The economic growth resumed in 2010 and is
expected to persist in 2011, which should protect
Moldova from slipping back along its way of poverty
reduction. However, with an economic growth model
limited to urban areas and a sluggish rural economy,
large social groups will not benefit of the economic
recovery. The new government sworn in on January
14, 2011 has identified the ‘society without poverty’ as
one of its core objectives. Considering how deeply
entrenched are the structural factors determining the
poverty phenomenon and the limited policy and
administrative capacity the government has, this
objective is hardly possible to achieve. However,
some progress should be expected if the government
is serious about several key commitments it undertook
to implement: developing a social assistance system
based on evidence of real needs, increasing the
amount of minimal revenue guaranteed for the
vulnerable families and providing these families
financial support for heating services.

Conclusions

In less than one decade poverty headcount in
Moldova declined almost three-fold. However, with
one quarter of its population still below the national
poverty line and with the GDP per capita less than

Table 1

3000 USD (PPP-based), Moldova remains one of the
poorest countries in Europe. Currently, the poverty
phenomenon represents the combined effect of
inefficient economic reforms and of the poor social
safety net, but at individual level the risk of poverty is
magnified by rural residency, big size of the family,
low level of education of the household’s head and
excessive dependency on farming activities. Migration
has been the main strategy that one quarter of the
Moldovan labour force successfully adopted to escape
poverty. However, from the national policy
perspective, the positive impact of this strategy on
poverty will fade out as an increasing number of
Moldovan families start reuniting abroad. Unless a
better-targeted social protection system is put in place
and more pro-rural economic policies are adopted,
reduction in migrants’ remittances will have significant
social and economic consequences for the country.

Valeriu Prohnifchi
Executive Director
Expert-Grup
Moldova

Economic growth and poverty indicators in Republic of Moldova

1999 | 2000 | 2001 | 2002

2003

2004 | 2005 | 2006 | 2007 | 2008 | 2009

GDP in % as
compared to the
previous year

96.6 | 102.1 | 106.1 | 107.8

106.6

107.4 | 107.5 | 104.8 | 103.0 | 107.2 | 93.5

GDP/capita, USD,

PPP-based 2033

2112 | 2300 | 2533

2765

2028 | 2362 | 2561 | 2715 | 2986 | 2843

National poverty
line headcount, %
of population

70.1 67.8 54.6 40.4

29.0

26.5 29.1 30.2 25.8 26.4 26.3

Poverty gap index,

% n.a. 27.0 19.3

12.4

7.3 6.8 8.0 7.9 59 6.4 59

Gini coefficient,

expenditures side 0.396

0.380 | 0.388 | 0.372

0.356

0.361 | 0.375 | 0.315 | 0.298 | 0.292 | 0.309

Share of
population living
below the
threshold of $2.15 n.a.
as per PPP
(spending per
adult equivalent)

45.00 | 32.30 | 21.00

11.50

11.40 | 14.40 | 13.20 n.a. n.a. n.a.

Source: National Bureau of Statistics of Moldova, Ministry of Economy of Moldova and UNDP Report on MDG in

Moldova, 2010.
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Social environment and living standards in Belarus

By Irina Yeremeyeva

Belarus has established its own model of socially-
oriented market economy that emphasizes the well-
being of each person, their educational and cultural
development, spiritual and physical health and safe
social environment.

According to the UN Human Development Report
2010, Belarus ranks 61st among 169 countries of the
world in the Human Development Index (HDI)
belonging to the high development group of countries.
HDI represents a definition of well-being and shows a
composite measure of three basic dimensions of
human development: health, education and income
(figure 1).

Figure 1  HDI indicators of Belarus

Figure 2 Nominal monthly wage, USD
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According to the figure the life expectancy at birth
in Belarus is 69,6 years (men — 64, women — 74). The
adult literacy rate, which in Belarus like in the
developed countries, is close to 100%. The GDP per
capita is USD 13,097. Belarus left behind all CIS
countries, which are ranking as follows: Russia — 65th,
Kazakhstan — 66th, Azerbaijan — 67th, Ukraine — 69th,
Armenia — 76th, Turkmenistan — 87th, Moldova —99th,
Uzbekistan — 102nd, Kyrgyzstan — 109th, Tajikistan —
112th.

The measures undertaken in recent years have
helped reduce the number of low-income families. In
2009, the number of people whose income was below
the minimum living wage accounted for slightly over
6% of the population. It is important that the general
improvement of living standards has not brought about
significant income disparities. Over the last years the
ratio of richest 10% to poorest 10% has not changed
and is among the lowest in the CIS, which attests to
economic and social stability. The nominal monthly
wage in Belarus is average for the transition countries
(figure 2).

25

The situation in the labour market was
characterised by stability of its main tendencies and a

rather low and stable level of registered
unemployment (figure 3).
Figure3 Unemployment rate as against

economically active population, %
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Source: data of the National Statistics Committee of
Belarus
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The past years have seen substantial progress in
many aspects of human development and living
standards in Belarus. Most Belarusian people today
are healthier, live longer, are more educated and have
more access to goods and services. However, Belarus
faces several challenges, a number of which have
global or regional dimensions:
» Like many other European countries, Belarus has
a negative population growth rate and a negative
natural growth rate (figure 4).

(together with decrease of the children’s share)
lead to closing and consolidating of schools, which
can negatively affect the provision of education.
Second, the quality of teachers and teaching
should be increased and teachers’ shortage in
rural area needs to be eliminated via creation of
‘right’ incentives for them. Third, the system of
vocational training need to be better adapted to
the labour market needs. Finally, there is a
problem of underdevelopment of rural areas of

Belarus, and the continuity of

20 differences in the level of living,
employment  opportunities, and
15 %’3 %é i‘ﬁz— 1‘3’7 %8 119 access to various services between
10 -, the centre and the peripheral areas.
10,7 11,1 ; )
91 9,3 9,9 Conclusions
5 Thus we can draw the conclusion
Belarus should focus on further
0
1 . - - - t efforts aimed at stabilization of
-5 3 27 27 standards of living and creation of
-5,2 -5,2 -4,3 ’ ’ conditions for development of human
-10 potential. To achieve this goal it is
=== Natural gain/loss of the population necessary to create conditions and
Birthrate pp_ssibilities to all able-bodied
citizens to earn money for
Figure4 Birth rate, mortality and natural satisfaction of human needs; provide full employment

increase in the population in Belarus (2004—2009),
per 1000 people

e The population is growing older, and by the year
2050, the majority of the population will be over
the age of 50. Even nowadays the pension
security programme is the biggest one in Belarus
covering a significant part of the population in
Belarus. About 2.5 million people (almost every
fourth Belarusian) depend on retirement benefits
which account for 10% of the GDP. Retirement
benefits are financed with the help of payroll
contributions of more than 4.5 million people
currently employed in the economy.

» After the Chernobyl accident, the affected areas
are among the poorest in the country. Selected
rehabilitation of the region continues, absorbing
significant budget resources. Water supply
contamination is widespread and flooding a
permanent threat. The areas affected by the
Chernoby! disaster have the highest rates of
poverty incidence.

» There are some challenges for the future of the
Belarusian educational system. First, the gap
between the quality of education in urban and
rural areas may increase as population decrease
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on the basis of job creation, especially in a private
sector of national economy; create a flexible system of
personnel training and retraining; raise of real money
incomes of the population and the level of provision of
pensions; reduce the level of lower-income strata;
raise the social protection; rationalize the system of
privileges; improve the social service and etc. Such
reforms will improve the social environment and living
standards in Belarus.

In 2011 the Belarusian government laid down the
aim to enter into the number of the first 50 countries of
the world with the highest index of human
development. The country has counted on activation
of the business, use of the best world experience for
increase of managing efficiency in all branches and
enterprises. On the basis of forward growth and
modernisation of national economy, the incomes of
the population and quality of life will increase.

Irina Yeremeyeva

Associate Professor

Belarusian State Economic University
Belarus
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