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CIS region expected to see tentative recovery in 2017 and 2018
as global economy slightly improves: UN report

Regional growth will still be muted given persistent uncertainty
and continued fragilities

Moscow, 24 January — Following the terms-of-trade shock and economic downturn of 2014-2015, the
Commonwealth of Independent States (CIS) region entered a period of tentative stabilization in 2016 and
is expected to return to growth in 2017. Amid continued fragilities and only a mild improvement in
global growth, the region’s recovery will, however, be tepid, says the United Nations World Economic
Situation and Prospects (WESP) 2017 Report released today.

The report shows that world gross product grew by just 2.2 per cent in 2016, marking its slowest pace of
expansion since the Great Recession of 2009. Global growth is projected to see a moderate improvement
to 2.7 per cent in 2017 and 2.9 per cent in 2018, but this is more an indication of economic stabilization
than a signal of a robust revival of global demand.

In this environment, the aggregate GDP of the CIS and Georgia, which is estimated to have fallen by 0.3
per cent in 2016, is projected to expand by 1.4 per cent in 2017 and 2.0 per cent in 2018. Relatively low
commodity prices, ongoing geopolitical tensions and persistent structural constraints, such as an outdated
capital stock and demographic pressures in parts of the region, have continued to generate a challenging
growth environment. The region’s larger economies are expected to remain on a low-growth trajectory.

On the positive side, stronger links with China, in particular within the framework of the “Belt and Road”
initiative, will contribute to an upgrade of the Central Asian infrastructure grid and have positive
spillover effects.

Domestic demand remains weak

The report notes that consumption and investment demand remains weak in the CIS amid stagnating or
declining real wages, limited access to credit and high uncertainty. The continuing international sanctions
against the Russian Federation, which restrict access to capital markets, are weighing on business
sentiment and investment prospects.

In 2016, investment weakened significantly in most countries, dropping sharply in Azerbaijan, Belarus
and the Republic of Moldova. Net external demand partly offset these negative trends. The ongoing fiscal
adjustment in energy-exporting countries adds to the contractionary forces. Falling remittances from the
Russian Federation have depressed incomes in the region’s small energy-importing countries, and a
significant recovery in those flows appears unlikely.

Meanwhile, import-substitution policies and a weaker currency in the Russian Federation have positively
supported the performance of certain sectors, in particular the agriculture and the chemical industries,
according to the report.



Inflationary pressures subside

The report also states that inflation subsided in the CIS in 2016, as the impact of past currency depreci-
ations wore off, exchange rates stabilized and aggregate demand remained subdued. Strong harvests in
the Russian Federation and Ukraine contributed to disinflation. A further slowdown in inflation is
projected for 2017-2018. Monetary policy was generally loosened throughout the CIS in 2016, against
the backdrop of slowing inflation. However, in the larger countries, interest rates remain relatively high.
Persistent concerns over exchange rate stability and inflation limit the scope for countercyclical monetary
policy.

Risks and policy challenges

The report cautions that there are significant risks to the global and the regional outlook. Among other
issues, the report highlights the high degree of uncertainty in the international policy environment and
elevated foreign currency-denominated debt levels as key downside risks that may derail global growth.

For the CIS, the report warns that the economic outlook faces continued downside risks. Geopolitical
risks are undermining confidence and business sentiment in the region. The banking system remains
fragile, although immediate concerns about financial stability have receded. Volatile currencies continue
to generate high uncertainty. The region also faces persistent structural weaknesses, including
overdependence on primary commodities and low-tech exports, inadequate access to modern technology
and limited resources for investment.

The report calls for a more balanced policy approach to not only restore robust growth in the medium
term, but also to achieve greater progress on sustainable development. Given that commodity prices are
projected to increase only modestly, the report also underscores the need for the CIS economies to further
strengthen policy measures to tackle domestic structural weaknesses, including measures to accelerate
economic diversification, rebuild policy buffers and promote stronger job creation.

About the report: The World Economic Situation and Prospects report is the UN'’s flagship publication
on expected trends in the global economy. The WESP is produced annually by the UN Department of
Economic and Social Affairs (UN/DESA), the UN Conference on Trade and Development (UNCTAD),
the five UN regional commissions and the World Tourism Organisation (UNWTO). The report is
available from http://bit.ly/ WESP.
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