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Abstract

The paper examines the economic linkages betweepa$t-Soviet states from the point of view
of the financial and economic crisis of 2008—-2008ims to find out whether the
interdependence between the countries of the fo8uelet Union is still large enough that
crises in individual countries affect the econonhiéwelopment in the neighboring states, and
assesses the impact of the crisis itself on thadies between the former Soviet republics. The
evidence is mixed: while some channels of interddpace deteriorated over the last decade,
others became more important, and some were exagttened by the crisis itself.
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1. Introduction

The consequences of the collapse of the SovietrUioiothe economic linkages between its
former republics have been extensively debatetaditeratures. The fact that the fragmentation
of the Soviet economy resulted in a significantuttbn of trade, investment and migration ties
between the new independent states is hardly istique(Pomfret, 2002); it was caused not
merely by the collapse of the USSR, but also byd@sruction of the mechanism of
coordination between enterprises, which existatienplanned economy, and the transition
recession. However, the extent of this fragmenmasmot entirely clear. The experience of the
colonial empires of the European nations demorestiaigh level of path dependence of trade
and investment ties (Frankel, 1997; Lundan andsl&@®)1; Head et al., 2010). And the degree
of integration of the former Soviet Union (FSW@publics was more significant than that of
former colonial empires.

The empirical literature on trade between the F&ites, on the one hand, documents the decline
of intra-regional connections, but on the otherdhdimds the trade to be significantly higher
than the econometric models would predict (Fidrrangd Fidrmuc, 2003; Freinkman et al., 2004;
De Sousa and Lamotte, 20@Hrom the point of view of investments, post-Sogedce plays

an important role for the emerging Russian mulioretls, although the latter seem to expand
toward non-regional markets as well after a cenpainod of time (Crane et al., 2005; Vahtra,
2009; Hanson, 2010; Filippov, 2010). A sub-groum@iv multinationals in the region are direct
successors of the former all-union enterprisea{@ithev et al., 1993). In the area of migration



there is evidence of a surge of cross-border flovike last decade, motivated by the increasing
attraction of Russia and Kazakhstan for the labigrants from other post-Soviet states
(Korobkov, 2007). Thus, the extent of economic bietveen the FSU states is significant, but
the dynamics is more difficult to evaluate and seéodiverge for different aspects of
interdependencies.

This paper discusses this topic from a differemspective. We consider the global economic
crisis of 2007-2009 as a lythmus test of the degféeterdependence of the post-Soviet
countries. It is well known that the hopes of sgust-Soviet leaders to create an “island of
stability” (as the Russian economy was describetheyinance minister Aleksei Kudrin in

2008, cited in Lyashchenko and Nechyaeva, 2008hguhne global instability ultimately proved
unjustified. The region was strongly hit by thelgdbcrisis in 2008—-2009 (see Smith and Swain,
2010; Drahokoupil and Myant, 2010; Bideleux, 20Cbnnoly, 2012 on various paths of
economic crisis in the FSU; Gallego et al., 2010 Aslund, 2010 investigate the crisis in the
Central and Eastern Europe). Hence, considerirgfangconomic linkages between post-Soviet
countries have contributed to this decline and vedfected by the decline itself could be a way
to evaluate the extent of economic integratiorhanregion. The extent to which economic
shocks are transmitted across countries has b&eowaledged in the economics literature as a
possible indicator of the economic integration (€hoe, 2001).

The crisis of 2008—2009 is not unique in termsheféxternal economic turbulences influencing
most of the post-Soviet countries. Ten years ag@ltbbal crisis of 1997-1999, which
originated in Asia-Pacific region, affected the mamies of the FSU, resulting, among other
things, in the catastrophic currency crisis in Raugs August 1998. These two crises offer us an
interesting comparative set up: we can documenthheges in the degree of integration of the
FSU region comparing these two events. There aee tlmain topics we investigate. First, we
evaluate the extent of economic integration inkB& comparing the role of two channels of
crisis spillover: the intra-regional linkages (whée crisis in some of the FSU countries was
caused by the economic decline in other countard)the external impact (when all countries of
the FSU were simultaneously hit by the global eooisalecline). Second, we look at the
influence of the crises as such on the economegmation in the FSU. Third, we study the
policy responses to the crises in terms of thegaeernmental cooperation. The paper is
focused on the cross-border linkages, althoughhasdo acknowledge the importance of the
domestic factors influencing the propensity of thentries to be influenced by the crisis; our
focus on the cross-border ties is determined mérglyne research question investigated in this
study.

The paper is organized as follows. The next sediarts with a note on the timing of the crisis
necessary for the subsequent investigation. The sieiction attempts to identify the relative
importance of the post-Soviet linkages in term#hefcrisis transmission. The fourth section
looks at the impact of the crisis on the economiegration in the FSU. The fifth section
compares the crisis of late 2000s with our benchroflate 1990s in terms of its structure,
impact and policy reaction. The last section cotetu

2. Timing of the crisis

Before we proceed to the investigation of the sritself, it is necessary to briefly discuss the
timing of the global crisis and the crisis in theUs which will guide the selection of indicators
for our analysis. As for many other crises, thecigetimeline is difficult to establish. The
starting point of thglobal crisis is typically assumed to be the bank run ogést 2007, and the
recession in the US lasted between the fourth guaft2007 and the third quarter of 2009
(Gorton and Metrick, forthcoming)However, negative consequences have been felafag
the end of the crisis (e.g. slow recovery of thtamarket); for Europe the acute problems of
public debt resulted in a new recession in moshtraes in 2010-2012 (Bordo, 2012). The crisis
of 2007 originated in the US, but soon took théoglgroportions, also leading to enormous
decline of international trade (Levchenko et @1@), but individual countries were affected by
the crisis at different points of time.



For theFSU, the following timeline can be established. Thistfcountry to suffer from the

global crisis already in late 2007-early 2008 waz#&khstan, because of its banking system
heavy dependence on external financing. Howeveheasame time other post-Soviet countries
did not experience any economic decline yet — erctintrary, high commaodity prices supported
strong economic growth in Russia and some othentdes throughout most of 2008. The crisis
hit the FSU in the fourth quarter of 2008 (Bergtbv@al., 2010). In terms of the quarterly
macroeconomic indicators (real GDP, industrial piciabn) the spread of the crisis in the FSU
was more or less synchronized: the slowdown of graates began in most countries in the
second half of the year 2008 and economic dowr(farthose countries which suffered it) from
the beginning of year 2009. There was a 3—6 matiffexence in terms of the entry point into
the crisis. All FSU countries experienced a dectihedustrial production during the crisis on
the quarterly basis; as for the GDP, several casé&xhibited merely a slowdown of growth
(although often a substantial one — for Belarusef@mple, the annual growth rate for 2009
dropped more than by 10 percent points).

As of mid-2010, almost all FSU countries experiehseveral consecutive GDP and industrial
production growth quarters, allowing us to concltiti the recession was over. The exit from
the crisis happened almost simultaneously (seev@woiceet al., 2010). In terms of economic
recovery, in 2010 all FSU countries (with the exe@pof Armenia and Ukraine) reached the
pre-crisis level of the GDPHence, throughout the paper, we use the followp@ach. For
annual indicators, we define 2008 as the last peesgyear, 2009 as the year of the crisis, and
2010 as the first post-crisis year. For quartediadwe define the last quarter of 2008 as the firs
crisis period. As a caveat, we have to acknowldédgethe imbalances caused by the crisis last
longer than the crisis itself (e.g. changes in behmaf consumers and companies), as do
structural weaknesses of post-Soviet countriesghlwbontributed to the development of the
crisis (e.g. resource-dependency, low competitisermd manufacturing etc.). We dot argue

that all economic problems of the post-Soviet coestdisappeared as of 2010 — on the contrary,
many of them were intensified by the crisis anderin addition, new events (like the ongoing
public debt crisis in the Eurozone) could agairatzeadverse external shocks, amplifying the
existing problems and leading to new waves of €risigoes beyond the framework of this
article to discuss the prospects of post-Soviehecues in greater detail, yet we should
acknowledge that possible new waves of the crmigdcprovide us with new tests for the
persistence of economic ties in the FSU in the ogngears.

3. Crisis transmission in the FSU

3.1. Trade

As the first step of our analysis, we attempt taleate the contribution of the intra-regional
economic linkages to the overall economic declinthe FSU. If the linkages between the post-
Soviet countries are minor, there are no reasoegect them to contribute to the economic
decline. On the contrary, if the countries ard kighly interdependent, the intra-regional
spillovers should play the dominant role. From fhasnt of view, we will examine two main
linkages: migration and trade.

The most obvious potential crisis transmission dlears associated with the decline of trade
relations. The self-enforcing mechanism in thissdaghe following: increasing economic
difficulties in some countries result in the cowrtran of cross-border trade, which in turn
facilitates economic decline. In the FSU a subshpbrtion of intra-regional trade is still
determined by the technological and resource iefggddence between enterprises, which are
forced to rely on contractors from the old Sovietes: in some cases finding another contractor
requires the change of the entire equipment usetldogompany. The disruptions in this chains
caused by the crisis can be both supply and derdanen (e.g. increase of prices on the supply
side or decreasing demand for parts and raw mkstelie to the decreasing production of final
output goods). In both cases, companies lose ¢rsigpgpliers or customers and, in turn, have to
reduce their production, causing secondary eff@ctsther enterprises and on the economy
overall.



In order to check whether trade did matter in tdastext, we first look at the relative
contribution of the decrease of exports to the E&Sthe total decrease of exports (and a
respective indicator for imports). If it is largle disruptions of trade were primarily caused by
the post-Soviet linkages; if it is small, tradelwéxtra-regional partners suffered to a greater
extent. We compute this indicator, as mentionefinishg) 2008 as the last pre-crisis year, and
2009 as the year when crisis hit the FSU (FigidL2). On thes-axis in both figures we present
the post-Soviet share of foreign trade (exporfHgr 1 and import for Fig. 2) for the year 2008.
It means that zero on tixeaxis corresponds to a case when a country hadraete with other
FSU countries before the crisis hit. The fartheagthe observation is from zero along the
xaxis,

the larger was the pre-crisis share of trade iighARSU. On thg-axis, we present the

relative contribution of the FSU trade (again, expor Fig. 1 and import for Fig. 2) to the
overall decline of the foreign trade in 2009 (inqent). Zero on this axis corresponds to the case
when the trade with the FSU did not contributellaibathe decline of foreign trade in the year of
crisis, so that the total reduction of foreign #rad 2009 was due to the extra-regional trade. The
larger the value is on theaxis, the larger is the relative contribution loé =SU trade to the
decline of foreign trade; if it is equal to 100%ameans that the only reason why foreign trade
declined in 2009 was that the trade with the FStlidled (trade with other partners did not
decline at all). Fig. 2 has also to deal with twedal cases, for which no decline of total
imports in 2009 was observed at all: Turkmenistagh lQyrgyzstan. For these two observations
we artificially set the coordinates on th@xis equal to zero (since, obviously, if the traik

not decline, computing the contribution of the F®&dle to this decline is impossible).

Fig. 1. Share of the FSU in the overall declinexyorts during the crisis and economic
openness. Note: the contribution to the declinexpiorts (i.e. the value on tgeaxis)

was calculated as follows: (Export to the FSU i026 Export to the FSU in

2008)/(Total export in 2009 — Total export in 200Bhe calculations are based on the

data from the IMF Directions of Trade StatisticSY5). Share of exports in GDP

(2008) as reported by the World Bank (World Devetept Indicators). Dotted line

represents the 45-degree line.

Fig. 2. Share of the FSU in the overall declingworts during the crisis and economic
openness. Note: the contribution to the declinenglorts (i.e. the value on tlyeaxis)

was calculated as follows: (Import to the FSU i@26 Import to the FSU in

2008)/(Total import in 2009 — Total import in 2008he calculations are based on the

data from the IMF Directions of Trade StatisticSYC5). Share of exports in GDP

(2008) as reported by the World Bank (World Devetept Indicators). Dotted line

represents the 45-degree line.

One can see that for several post-Soviet courttiesontribution of the intra-regional trade to
the overall decline of trade is very large: it agats for more than 40% for exports for Armenia,
Belarus, Moldova, Uzbekistan and Turkmenistan amdiniports for Azerbaijan, Belarus,
Kazakhstan, Uzbekistan and Tajikistan. Declinentfiregional imports have therefore been
more important for Central Asia and Azerbaijan; @xp affected smaller FSU countries still
economically dependent on the Russian market (M@lpas well. For both exports and imports
there was a strong effect for Belarus (which idplay due to the increasing competitive
pressure on the Russian market with customers biagamore ‘selective’ during crisis).
Unsurprisingly, the effect of FSU trade was themsgiest for countries, which also have very
high share of exports and imports coming to anchftile FSU. The correlation coefficient
between the contribution of the FSU trade to theral trade decline and 2008 share of FSU
trade is 0.73 for export and 0.62 for import (exiohg countries, which did not experience any
decline of import at all).There are, however, several special cases to beaned.
Turkmenistan and Kyrgyzstan did not experiencedegline of imports from the FSU, and both
have a notable (30.1% and 53.7%, respectivelyesbfantra-regional imports. On the contrary,
for Uzbekistan with only moderate share of FSU inbgdhe latter became the major source of



overall contraction of imports. The reasons fosthepecial cases could be associated with
specific industrial structure of trade. Turkmenigsanain imports from Russia are machinery
and equipment — if the latter were supplied baselbig-term contracts (what is highly probable
for this country, given that it still has state-@tdplanned economy), the reaction to the crisis
could be small. Kyrgyzstan mostly imports fuel dodd, while the former did decline, the latter
was less affected. Uzbekistan has a high sharelpfgmd paper products from Russia in its
imports, which is likely to decline during crisis.

For exports Kyrgyzstan, which has a high FSU tisttire (47.8%), did experience only
marginal contraction. The reason is the followimg2008 Kyrgyzstani exports grew
significantly because of high gold prices on in&tonal markets. In 2009 most of the decline of
exports was simply associated with reversing tfiece A large portion of exports of
Turkmenistan is also directed to the FSU coun(s&s1%). From the statistical point of view, in
terms of exports this country is not an outlielar@e share of the FSU trade was followed by a
very large contribution of the FSU trade to theralledecline of trade. However, the
mechanisms underlying this process are differean thr other post-Soviet countries and,
strictly speaking, are not related to the crisisppably capturing the effect of two extraordinary
events. In 2009 Uzbekistan's trade with the FSUmwastly determined by the export of gas to
Ukraine (through the Russian territory). In Aprdl( the export was disrupted by an accident in
the pipeline connecting the country to the Rusgasnetwork. Thus, any exports of gas were
stopped. In addition, in the second half of 2009$%and Turkmenistan entered a period of
difficult negotiations over gas prices, which wegsolved only by early 2010 and prevented the
Turkmenistani gas from being exported before.

Establishing that FSU trade contributed substdptialthe decline of the overall trade for
several post-Soviet countries is, however, not ghatione wants to show that FSU trade played
an important role as a channel of crisis transmisdtor this purpose not only trade disruption,
but also overaléconomic openness should be large. Indeed, if a country experiencetsang
decline of trade, but foreign trade as such idikedly unimportant for its economy, this decline
can be relatively painless. Economic opennessisdily measured ashare of foreign trade
(exports or imports) to GDP. Fig. 1 compares the contribution of the FSU ®dRkcline of

exports to the economic openness of the FSU casn@ind Fig. 2 repeats this exercise for
imports. Basically, almost all countries, for whiEBU trade had a strong impact on the decline
of either exports or imports have high level of mpess to foreign trade. But there are
exceptions: Armenia for exports (although the etgto the FSU went down dramatically,
overall exports of Armenia relative to its GDP esztatively small) and Azerbaijan for imports.

3.2. Migration

The skyrocketing labor migration among the posti&osountries (with Russia and Kazakhstan
serving as target countries and Tajikistan, Kyr¢ggrzsand, to some extent, Moldova, Ukraine,
Armenia and Uzbekistan, as countries of originmi@frants) is, as mentioned, probably the most
interesting change in the economic links betweerptist-Soviet states in the last 10 years. It is
substantially different from both the Soviet-periodyration (directed by the needs of large
projects of the planned economy) and the first waf@ost-Soviet migration in the early 1990s
(to a very large extent determined by the moveroéathnic Russians from the new
independent states into the Russian Federatioreddayspolitical reasons). Currently migration
is mostly temporarily and economically motivatedgrants are attracted by higher salaries and
better job opportunities. It also means that mitgaisually keep contacts with the countries of
their origin and, what is especially important, désrge remittances to their home countries; in
Tajikistan, Kyrgyzstan, Armenia and Molda@these payments account for more than 10% of
the GDP, according to the World Bank (2010) estandin Tajikistan more than 40%). The
economic recovery of these countries in the 2089syell as partly of Ukraine and Uzbekistan,
is claimed to have been strongly influenced byflbw of remittances (Grigoriev and Salikhov,
2006).

The data published by the official authoritiestoé CIS suggest that the crisis had a severe



impact on the migration flows and remittaned@$ie number of officially registered migrants in
Russia went down from 13.5 min. people in 2008.5omMIn. in 2009. The remittances from
Russia to the FSU also went down dramatically. Rhssian balance of payment data suggest a
decrease of total transfers to the FSU by 22%aearfdahrth quarter of 2008 and a further drop of
22% in the first half of 2009 (as opposed to thatlo quarter of 2007 and the first half of 2008
respectively); the share of migrants in the tatmh$fers decreased as well. Similar trends have
been observed in Kazakhstan from the beginnind@08n, with temporary recovery in mid-
2009. National statistics of Moldova, Tajikistardalrmenia reveal a similar pattern.
Furthermore, during the crisis the average sizb@transfer dropped significantly (see
Golovnin and Yakusheva, 2011). The fall of remitiesis acknowledged to be the key channel
of crisis transmission for a number of the FSU ¢oas with a profound impact on their
economies in a number of studies (Lukashova andeladeva, 2009; Yudaeva and Kozlov,
2010; ICG, 2010; Myant and Drahokoupil, 2012).

The reason why cross-country migration and renttameacted so strongly on the crisis is
associated with its two important features of @@atiet labor migration. On the one hand, it
heavily relies on informal contracts, which providey limited employment protection. On the
other hand, the market is clearly demand-driveerdlexists a persistent and robust excessive
supply of labor migrants in the post-Soviet cowe#yiwhich can be used by Russian and
Kazakhstani companies. This is strengthened bfeittehat many migrants are employed in
low-skill sector. Employers can easily adjust te thhanging external environment by firing the
migrant workers. This is precisely what accordinghe data reported above happened during
the crisis. These processes have been facilitatéidebfact that many migrants are employed in
the construction industry, which suffered heavitynh the crisis.

To conclude, the intra-regional spillovers did ptagubstantial role in the spread of the global
economic crisis in the post-Soviet space, partitptarough the decrease of cross-border trade
and drop in migration flows and remittances. Bdteas seem to have primarily affected some
countries of Central Asia; in case of trade Belaigs suffered substantially. Other post-Soviet
countries seem to have been less affected by tferiegional crisis transmission channels. The
most obvious examples are Azerbaijan and Georgral{e latter a major drop of economic ties
to the FSU has been observed much earlier duditaalohostilities to Russia and the war in
2008), but also Ukraine seems to be less influebgdtie intra-regional developments and more
by the contraction of demand for its exports indp&. In the same way, Kazakhstan was
influenced rather by extra-regional factors (Myantl Drahokoupil, 2013); in this case it is
evident from the timing of the crisis as well.

4. Economic crisis and post-Soviet economic linkage

4.1. Trade and migration

In the next step, this section aims to understanetier the crisis itself resulted in strengthening
disintegration of the post-Soviet space. The answéris question does not follow
straightforwardly from the observations made solfafact, even although the crisis
unambiguously resulted in a decline of cross-bolidkages, one could hypothesize that the
drop in the intra-regional interdependencies inRB& was smaller than that between the FSU
states and their external partners, so that theQmaet trade and factor flows actually became
relativelymore important for the FSU. One should also consideptssibility of a “substitution
effect”, when global contraction made room for acréase of the intra-regional linkages.

Let us first consider the effect of the crisis cade patterns. Fig. 3 represents the changes of
intra-regional export and intra-regional import ggaduring the crisis. On thxeaxis we denote
the difference between the share of intra-regionpbrts in 2009 and the share of intra-regional
imports in 2008: thus, if this value is equal tozehe intra-regional import share in 2009 was
exactly the same as in 2008; if the value is passitintra-regional import share increased in 2009
as opposed to 2008, and if it is negative, theinggional import share decreased. Ornythis

we denote the difference between the share ofregignal exports in 2009 and intra-regional
exports in 2008: again, the interpretation is thtte value is equal to zero, intra-regional expor



share did not change, if it is positive, intra-tegil export share increased, and if it is negative,
decreased. In order to make the graph easier dp weaexcluded two outliers — Kyrgyzstan with
growth of share of exports by 28 percent pointsraddction of share of imports by 33 percent
points; and Turkmenistan with reduction of sharexgiorts by 23 percent points and imports by
4 percent points.

Fig. 3. Change of the share of intra-regional etgpand imports in the FSU (2009 as

opposed to 2008) excluding outliers Kyrgyzstan @ndkmenistan, percent points.

Source: own calculation based on IMF DOTS datau®ain thex-axis obtained as: share

of FSU imports in 2009 minus share of FSU impant2008. Value on thg-axis is

obtained as share of FSU exports in 2009 minusesbfaFrSU exports in 2008.

One can see that results differ for exports andimsp The share of intra-regional imports went
down for most FSU countries (except Armenia, Taj#én and Ukraine). The share of
intraregional

exports declined for six countries shown on Fig.8azakhstan, Russia, Armenia and
(marginally) Belarus, Moldova and Ukraine — and@ased for the rest of the FSU. While
Turkmenistan was excluded from the graph to imptbeereadability of the figure, for this
country, as noticed above, intra-regional expoatslalso declined. Thus, intra-regional exports
remained more persistent during the crisis tharomsp For exports at least for some countries
this persistence could have been driven by a pustalystical effect of commaodity prices on the
global market. For example, Azerbaijan's exportside the FSU are mostly driven by energy,
while in the FSU this commodity plays an extremtyted role. The crisis resulted in the drop
of oil prices, which made the extra-regional exmdrAzerbaijan to appear to be shrinking
dramatically, without affecting the intra-regioniedde. For Kyrgyzstan the gold prices, as
discussed, played a similar role (see Golovnin@sigkalova, 2011). The only country for which
crisis resulted into an increase of the FSU exaiodtimport share was Tajikistan.

It is more difficult to evaluate the persistencerogration during and after the crisis (Marat,
2009), especially because the quality of datalig peor. The described drop in the number of
migrants is based on tlofficial information: it is possible (even likely) that tbesis caused
merely the re-allocation of the migrants to sergaleand illegal employment. This is also
consistent with the drop in remittances (whichasier to trace, with the exceptions of
crossborder

movements of cash); decreasing legality of employmas associated with decreasing
salaries. For Tajikistani migrants the reductiorsafries has been shown by Olimova and
Olimov (2010). A number of studies using micro-ledata for Tajikistan have shown that
during the crisis the labor emigration from thisiotry actually increased: the reduction of the
remittances flow resulted in economic slowdown,ahitiorced the Tajikistani households to
send more members abroad as migrants. The migratevever, also became more risky, as the
share of migrants without pre-arranged jobs wenfDanzer and Ivashenko, 2010; Kroeger and
Meier, 2011). Olimova and Olimov (2010) show thawoag the Tajikistani migrants, who have
lost their jobs, only 3.8% decided to return tarth®me country: 46.6%, on the contrary, were
able to find a new job, and 26.6% stayed in Russiag borrowed money to sustain themselves
during the crisis.

Thus, there are reasons to believe that the migrgiatterns in the FSU have survived the crisis.
The same can be said — although with certain lalgodt remittances. Fig. 4 reports the data on
remittances to several key FSU countries made tfiroooney transfer operators from Russia
according to the Russian Central Bank (we shoutd@wledge possible deficits regarding the
guality of the data, capturing only a fraction efmittances). One can see that in 2006—2008
remittances were growing to all destinations. Thgiin 2009 resulted in a fall of remittances.
In 2010 they returned to the growth path, and wtahaittances exceeded the 2006-2007 levels,
they remained lower than in 2008 (except Ukraiire2011, finally, remittances exceeded the
2008 level for most countries (and skyrocketeddabekistan), entirely overcoming the
consequences of the crisis.



Fig. 4. Transfers from Russia to a number of FSuhtiies through money transfer
operators, USD min.
Source: own calculation based on the Russian Gddr&k data.

4.2. Foreign direct investments

An area where the substitution effects of the sitisive been particularly pronounced is that of
foreign direct investments (FDI). In the last yelae$ore the crisis intra-regional FDI flows in the
FSU, particularly associated with companies fromzdddnstan and Russia, increased
significantly. As late as in the first half of 2Qd&efore the stock market collapse in September,
Russian businesses initiated a number of ambitiouestment projects abroad (Kuznetsov,
2009). However, the fast economic decline and aasmtcontraction of bank lending (required
to finance the wide-scale international expansforged the post-Soviet multinationals to
reevaluate

their expansion plans; the FDI flows went down.

Fig. 5 summarizes the share of Russian and Kazakhstitward investments in the total
investments in selected FSU in 2006—-20{For Kazakhstan the share of investments in both
countries, for which the data is available (Russid Kyrgyzstan) unambiguously went down
during the crisis, probably because the bankintpséahich was crucial for the emerging
Kazakhstani multinationals) was strongly affectéor. Russia, however, with the only exception
of Kazakhstan theelative share of FDI actually increased.dhbsolute terms statistical agencies
of both Russia and the target countries for its Fpbrt a decline in the investment flows, but
relatively speaking this decline was smaller thaat bf FDI from other sources. In some cases
(specifically, Kyrgyzstan, which has been one @f phimary targets of Kazakhstani FDI in the
second half of the 2000s, see Libman, 2013) theease of the role of Russia is primaxlye to
the decline of Kazakhstan, but in other FSU stiitesems to be rather related to the
extraregional

investment flows. Hence, Russian FDI in the posti&apace are relatively resilient

and robust.

Fig. 5. Share of Russian and Kazakhstani invessnarthe total investment inflow (for

Ukraine — investment stock) in 2006—2009.

Source: own calculations based on various staistigencies of the FSU countries.

However, the interpretation of post-Soviet invesitsatistics should be done with caution,
since it often fails to capture the active useftdhwre jurisdictions to channel FDI by post-
Soviet companies (Libman and Vinokurov, 2012). Ef@ne it is reasonable to complement the
statistical analysis by the consideration of indibal cases of projects implemented by the
Russian companies in the FSU. From this point efwyithe situation seems to be more
differentiated. There have been abundant reporitsvetment deals planned before the crisis
and canceled in autumn 2008: most of them come fh@ntonstruction industry. Several large
Russian companies (ellK, Inteko andMirax Group) were reported to put their plans in the
FSU (mostly in Ukraine) on hold or withdraw fronetplanned initiatives. However, at the same
time there have been at least several examplesgd-scale projects, which were initiated
during the crisis and in some sense became possible leechti® crisis. In this case two factors
contributed to the Russian investment expansiast,Farge companies in the FSU states often
experienced more significant decline than Russiaastors; therefore in some industries where
influential local business groups originally blodkiae advancement of Russian multinationals,
this restriction disappeared. Second, due to theesaasons some of the political barriers
protecting sensitive industries of the FSU coustrient down. In addition, Russian government
seems to provide support to Russian companiegjuiratg assets in the FSU, even during the
crisis (see Libman and Golovnin, 2011).

The acquisition of the Ukrainian bafkominvestbank by the Russian state-owned
Vneshekonombank in 2009 (i.e. at the high point of the crisis) ig@d example of new
opportunities for the Russian business during the crisis. In ZB@8ninvestbank ranked sixths
according to its assets in Ukraine; however, inoDet 2008 a bank run caused by the general



advancement of the crisis forced the National Bainldkraine to establish a provisionary
administration irProminvestbank and to start looking for potential external investahe global
crisis, which caused the problemsRsbminvestbank in the first place, was also the main factor
forcing the hand of the National Bank: the investad to be found as soon as possible, and,
according to Vladimir Krotyuk, deputy head of thatidnal Bank, the offers of the Western
financial institutions were rejected since thedatequired several months to make the final
decision (Krotyuk, 2009). Thus, the Russiareshekonombank turned out to be the winner of
the race, which, according to its president VladiBrnitriev, it even did not intend to enter
before the crisis (Dmitriev, 2009). There is noaiglle information on the role of the Russian
government in this deal, yet it is fair to assuime &t least its approval was necessary (since
Vneshekonombank is a state-owned corporation).

A somewhat similar scenario was observed in KazakhsvhereBTA, one of the largest
banking groups of the country, faced significaficlilties during the crisis. As a result, the
Kazakhstani government was forced to acquire 7flis shares, immediately stating that the
acquisition was of a short-term nature. The sefchtrategic investor started, and, once again,
the Russiarsberbank turned out to be one of the leaders of the racefAlsine 20095ber bank
was the only bank, which made an official propagdhe stocks acquisition B8TA. Unlike the
Prominvestbank deal, theBTA project ultimately turned out to be unsuccessiuakesin October
2009 theBTA signed a memorandum of understanding with its tweslieffectively providing

the latter with the veto power in the key bank'sisien and making the acquisition less
attractive for the Russian side. However, the katygpn is the same: significant economic
difficulties in the FSU make large companies orajyncontrolled by local business groups open
to foreign investors, and the Russian business séeime the first to react.

To conclude, the effect of crisis on economic indign is mixed. For trade, the effects differ for
individual countries: for most countries the shafrentra-regional imports went down, but the
share of intra-regional exports declined only fooat a half of our sample. For migration the
growth of remittances, which was interrupted bychsis, was restored in 2010-2011; there is
also evidence that labor migration remained peansisiuring the crisis and merely shifted in
semi-legal sector. In the area of foreign diregestments, statistical evidence documents an
absolute decline of the Russian investments ifF8id, but in relative terms they became more
important for the post-Soviet countries than betbeecrisis (since FDI from other countries
declined to a greater extent). In 2010 RussianiiEie FSU (as well as elsewhere) seem to
have recovered from the crisis: large investmeaojegts planned and initiated before the crisis
were merely suspended, but not canceled. Kazakhstahe other hand, seems to have lost its
position as a major source of FDI outflow in thd kS

5. Crises of 1998-1999 and 2008-2009 compared

5.1. Extent and mechanisms of the crisis

In order to examine the dynamics of linkages betwtbe FSU countries over time, in the next
step, as discussed, we compare the crisis of 2Q08-&ith the 1998-1999 crisis. Both of them
had a profound impact on the post-Soviet econoraldsyugh it differed for different countries
(see Table 1). While some states were affectetidgtisis in the late 2000s to a much larger
extent than by that of late 1990s, other coungigeerienced a smaller drop of the GDP growth
rates. Overall, the magnitude of the effects ofat&s for the FSU seems to be comparable; but
the qualitative implications have been differentthe 2000s many economies of the FSU could
rely on much better functioning economic institasand much larger reserves accumulated
during the period of rapid growth in the 2000s. §Hor most of them even a quantitatively
large decline of the GDP did not have such disastomnsequences as that in the 1990s, when
that crisis followed a deep transformation recesddevertheless, in both cases the post-Soviet
countries experienced a strong external shock,wiigvorth investigating.
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1

Throughout the paper, FSU excludes the Baltic a@ms)jtwhich currently are members
of the EU.

2

Throughout the paper, “economic integration” reterthe level of economic
interdependence and development of cross-bordeadas and ties between households
and companies of the FSU. It is different from ititergovernmental cooperation in the
FSU, which results in establishment of regionagégnation agreements such as the
Commonwealth of Independent States, although iatengnmental cooperation could
facilitate economic integration.

3

One typically relies on gravity equations for ecomatric modeling of trade: in this case
trade is assumed to be higher if the size of th® ®Dirading countries is larger and the
distance between them is smaller.

4

The simplest possible definition of recession esftillowing: two consecutive quarters of
decline of GDP as a mark of starting recession,dermsecutive quarters of growth of
GDP as a mark of the end of the recession, seeBdad and Simon (2001). However,
one should note that the National Bureau of EcondRaéisearch (NBER) does not use
this definition anymore, rather defining recessasri‘a significant decline in economic
activity spread across the economy, lasting maae thfew months, normally visible in
real GDP, real income, employment, industrial paiiun, and wholesale-retail sales”
(http://'www.nber.org/cycles/cyclesmain.html, aceesSeptember 22, 2012). In what
follows we will look at both GDP and industrial piection to identify a recession in the
FSU.

5

Another special case is Kyrgyzstan: it experiersteohg growth in 2008, a substantial
growth slowdown in 2009, and a decline in 2010,ytb@ when the government of
Kurmanbek Bakiyev was overthrown.



6

The timing of the crisis of late 1990s is moreidiift to establish, because for several
post-Soviet countries it overlaps with transitiecession ongoing from the early 1990s
(there was merely a stronger decline than in pressiears). The stock market crash in
South-East Asia happened in 1997. In the post-$ouviantries, the peak of economic
decline was the second half of 1998-first half 809, and the recovery started in the
second half of 1999. Hence, we will define the 189Thdast pre-crisisyear and 1998—
1999 as theeriod of crisis. In text we will refer to the crisis of 1998—-19%Mlike the
2008-2009 crisis, where the recession was limadtié calendar year 2009 plus the last
quarter of 2008, we cannot make this clear charaeateon for the previous crisis.

7

For seven out of twelve countries the contributtd®SU trade to the decline of export
was larger than the share of the FSU in their asg@rmenia, Belarus, Kazakhstan,
Moldova, Russia, Turkmenistan and Ukraine). Forangpthe contribution of the FSU
trade to the decline was larger than the sharkeeoFSU trade for seven countries as well:
Azerbaijan, Belarus, Georgia, Kazakhstan, Mold&uassia and Uzbekistan; recall
further that in Turkmenistan and Kyrgyzstan oveiralborts did not decline.

8

Moldova is an outlier in the sense that a largei@oiof its emigration flows is directed
toward the European Union, which also serves as@at source of remittances.

9

We will discuss alternative evidence in what follow

10

Unfortunately, there are big inconsistencies inittiermation regarding the same FDI
flow reported by different countries. Furthermateferent countries provide information
for different indicators of foreign investments. \W&e data on investment flows for all
countries except Ukraine, where only the stock datevailable.

11

Again, several countries experienced economic edcliready before that, but this was
the ongoing transition recession, which starteldti@ 1980s-early 1990s.



