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Sovereigns – Commonwealth of Independent States

Stable outlook on economic recovery and
beginnings of fiscal repair; pandemic and
politics remain key risks

Our outlook for sovereign creditworthiness in the Commonwealth of Independent States
(CIS)1 in 2022 is stable overall, reflecting our expectations for the fundamental conditions
that will drive sovereign credit over the next 12-18 months, relative to 2021. A return
to economic growth, larger remittance inflows and stronger global demand will support
credit conditions. Fiscal metrics will generally strengthen across the region, supported by
improvements in fiscal policy frameworks, reflecting varying paces of economic recovery,
revenue responsiveness and spending in areas such as infrastructure and education. The
evolution of the coronavirus pandemic, domestic and regional politics, and inflation are the
key risks on the horizon.

Exhibit 1

The interplay of several drivers underpins our stable outlook on sovereign credit in the CIS
(Shading indicates rating outlooks as of 22 November 2021)

Source: Moody's Investors Service

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1301586
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The stable sector outlook reflects our view of credit fundamentals for CIS sovereigns over the next 12-18 months. Sector outlooks are distinct
from rating outlooks, which, in addition to sector dynamics, also reflect issuers' specific characteristics and actions. A sector outlook does not
represent a sum of upgrades, downgrades or ratings under review, or an average of rating outlooks.

Ratings overview

We took positive rating actions on a number of CIS sovereigns in 2021 (see Exhibit 2), reflecting more robust policy frameworks and
fiscal strength, and in some cases greater external resilience, which helped them to withstand the pandemic shock.

» In April, we changed the outlook on Azerbaijan's (Ba2 positive) rating from stable2 to reflect increased policy effectiveness, the
country's sizeable net creditor position that underpins fiscal strength and lowers government liquidity and external vulnerability
risks, and relative domestic political stability.

» In June, we changed the outlook on Tajikistan's (B3 stable) rating from negative3 as a material increase in foreign currency reserves
reduced the likelihood of significant pressure from mounting external and liquidity risks.

» In July, we changed the outlook on Uzbekistan's (B1 positive) rating from stable,4 reflecting gains in institutional capacity and
policy effectiveness.

» In August, we upgraded Kazakhstan (Baa2 stable) from Baa3 positive5 on the country's resilience to shocks, underpinned by the
size and effective use of growing sovereign wealth assets, and a lengthening track record of enhancements to the macroeconomic
policy framework.

By contrast, in October, we changed the outlook on Belarus's (B3 negative) rating to negative from stable6 on heightened debt
refinancing risks given tightening economic and financial sanctions that constrain financing options. Belarus' limited reserves also
reduce its capacity to withstand any further shocks amid heightened political instability.

Exhibit 2

We took positive rating actions on several CIS sovereigns in 2021, despite uncertain global conditions

Source: Moody's Investors Service

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Region to experience broad-based recovery reflecting exposure to key markets and sectors

The features which drove each CIS economy's path during the sharp downturns of 2020 and rebounds of 2021 will play key roles in the
consolidation of recoveries which we expect across the region in 2022 (see Exhibit 3). Exposure to Russia, commodity markets and, for
some, tourism will be important drivers. Vaccination rates and policy tolerance for higher infections – which will influence the loosening
of restrictions, and recovery in consumer demand and private investment, especially in people-facing sectors – will shape the speed of
recovery and its sustainability. As the global and regional recoveries consolidate, budget deficits will narrow over the next year or so in
most CIS economies. This will rebuild some fiscal headroom, limited by demands for social and infrastructure spending.

» Russian economic growth will support CIS recovery, although momentum is moderating. Given its very large scale relative
to other economies in the region, Russia's (Baa3 stable) economic environment tends to shape conditions in the wider CIS. We
project Russia's economy to grow 2.2% in 2022, close to its potential growth rate of 1.5%-2.0% but below our forecast of 4.8%
in 2021. Geopolitical tensions, which have resulted in US sanctions on the Russian economy, combined with a likely easing of
commodity prices as supply adjusts to strong global commodity demand will reduce the external impetus for Russian growth.
Inflationary pressures, and the risk of policy mistakes given high uncertainty around the persistence of the drivers of inflation,
also pose an important risk for the outlook. Russia's economy is experiencing persistent consumer price inflation which spurred
the central bank to tighten monetary policy six times in 2021, and efforts by the government to consolidate the public finances.
Higher interest rates will constrain domestic demand into 2022. Russia's persistently high COVID-19 infection rate, relatively low
vaccination rate, and vaccine hesitancy also pose risks to the outlook for the largest CIS economy.

» Commodity prices and volumes will drive export growth in resource-rich economies. Although CIS economies are less
integrated into global trade and value chains than those elsewhere, the solid rise in demand for global commodities, both soft
and hard, will support most of the region near term (see Exhibit 4). Rising demand, higher production of and supportive prices for
oil and gas (Azerbaijan, Belarus, Kazakhstan, Russia), gold (Armenia [Ba3 stable], Kyrgyz Republic [B2 negative], Russia, Tajikistan,
Uzbekistan), and various metal ores and processed metals (Armenia, Georgia [Ba2 stable], Kazakhstan, Ukraine [B3 stable]) will
provide external impetus for growth in 2022.

» Tourism and remittances will provide a boost as restrictions ease. The loosening of movement restrictions will support the
economies of Armenia, Georgia and Krygyz Republic, where tourism provides a significant share of services exports (see Exhibit 5).
To date, Armenia and Georgia have benefited from an early easing of intraregional travel restrictions, notwithstanding the arrival of
the Delta coronavirus variant in the region. This indicates the willingness of regional governments to accept the risks of increases
in infections in the context of rising vaccination rates. Remittance flows from Russia into smaller regional economies are another
factor that will shape the pace of individual recoveries: Armenia, Georgia and Moldova (B3 stable) have already benefitted from a
solid pickup in remittances in part because of Russia's economic recovery in 2020.

Exhibit 3

Broad based regional recovery varies across economies
(Real, inflation-adjusted GDP growth, %)
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» Evolution of the coronavirus pandemic is a risk factor for the outlook. There has been significant variation in infection and
vaccination rates across the region. A number of economies, including Kyrgyz Republic, Tajikistan and Uzbekistan, have maintained
low levels of infection per capita. Others – notably Armenia, Azerbaijan, Georgia, Moldova and Ukraine – have suffered higher
average infection rates and significant spikes. They have also experienced the most recent surges. Uncertainties around existing
variants and the potential for new ones which evade current vaccines are important risks to the outlook. Low vaccination rates
across the region, particularly in Armenia (8.5%), Kyrgyz Republic (12.4%), Tajikistan (21.9%), Ukraine (20.5%) and Uzbekistan
(17.3%), exacerbate this risk.

Exhibit 4

Commodities economies will receive a boost from higher prices and volumes
(Share of goods exports, %)

% Total Exports Hydrocarbons Gold Copper Iron ores

Armenia 0.2 10.2 25.0 0.5

Azerbaijan 89.3 2.0 0.3 0.3

Belarus 12.6 0.0 0.4 5.8

Georgia 0.3 2.9 23.9 1.7

Kazakhstan 56.1 0.3 8.0 2.5

Kyrgyz Republic 2.9 69.6 0.9 2.7

Moldova 0.6 0.0 0.7 1.2

Russia 45.9 5.5 1.7 5.6

Tajikistan 0.0 63.0 0.9 0.9

Ukraine 0.7 0.1 0.2 24.8

Uzbekistan 4.3 39.5 4.9 1.6

Hydrocarbons include oil (including refined petroleum products), natural gas and coal. Copper and iron include both ores and refined metals. Tajikistan's gold exports bolstered by sale of
government reserves in 2020.
Sources: National authorities, UN Comtrade and Moody's Investors Service

Exhibit 5

Tourism and remittances provide support for some

 Remittances, % GDP, 2020 Remittance growth, %, 2020 Tourism, % GDP, 2019 Tourism recovery*, %, 2021

Armenia 14.6 -6.0 12.9 31.1

Azerbaijan 3.3 10.0 7.7

Belarus 1.2 -30.3 6.1

Georgia 11.9 8.8 26.8 18.5

Kazakhstan 0.3 -26.2 5.2 26.6

Kyrgyz Republic 30.7 -1.2 9.6

Moldova 13.5 19.8 6.6

Russia 0.6 -5.4 4.9 26.2

Tajikistan 27.3 -5.8 6.4

Ukraine 7.7 0.5 6.3 24.0

Uzbekistan 11.7 -18.2 5.2 18.7

*2021 visitor arrivals versus 2019 visitor arrivals, to June except Georgia (to August)
Sources: National authorities, Knomad, World Trade and Tourism Council and Moody's Investors Service
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Fiscal frameworks will encourage repair from pandemic

We expect that most of the region's fiscal balances will strengthen over 2022 amid the economic recovery (see Exhibit 6), with
stronger fiscal frameworks playing an important role in a number of countries. Many of the region's economies have developed
fiscal frameworks, with some such as Armenia, Georgia and Russia having built significant credibility in terms of fiscal policy and
macroeconomic policy more generally, particularly following the regional downturn in 2015. We expect that those economies with
credible fiscal rules will see a modest strengthening in fiscal metrics over the next two years.

» Preexisting fiscal frameworks will guide debt back on to sustainable paths following pandemic. While governments in the
region – like those elsewhere – implemented substantial stimulus in response to the pandemic, the fiscal frameworks in place will
support budgetary consolidation as economies recover.

– Russia's 2022-24 budget envisages gradual fiscal consolidation, with a return to the pre-crisis fiscal rule for a structural
primary budget deficit of 0.5% of GDP from 2022. The government's cautious fiscal stance will be reinforced by sanctions
prohibiting US financial institutions from participating in the primary market for sovereign debt issued by the Russian
Ministry of Finance, central bank or sovereign wealth fund, which have led to greater reliance on the domestic financial
system for funding.

– We expect Georgia's fiscal metrics to strengthen in line with its medium-term fiscal limits of a deficit of 3% of GDP, from
a peak of over 9% in 2020, and public debt of 60%, having risen to that level from 42% in 2019. With a robust recovery
and commitment by the government to its fiscal framework, we expect a significant number of pandemic-related policies
to support growth to expire and revenue to recover. As a result, the fiscal deficit will narrow to just over 3% of GDP in
2022.

– In Azerbaijan, we project that government debt will peak around end-2021 levels (24%-25% of GDP) in 2022, before
slightly declining – assuming the government returns to its fiscal rule after activating the escape clause in 2020-21 –
helped by supportive oil prices and higher oil production boosting nominal GDP.7

– The Kyrgyz Republic's pandemic-driven policy measures pushed the fiscal deficit to 3.3% of GDP in 2020. We expect
that economic recovery supported by stronger commodity prices and fiscal policy tightening will bring the deficit back
toward 1.0%-1.5% of GDP in 2022, also encouraged by a desire to create space for infrastructure and human capital
spending.

Exhibit 6

Evolution of fiscal balances will reflect effectiveness of budgetary frameworks
(% of GDP)
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» Several economies in the region fortified their fiscal structure and frameworks shortly before the pandemic or have
planned enhancements. The recovery of the fiscal metrics toward meeting fiscal rules and the effective execution of these
planned enhancements will provide a test of their strength.

– In Armenia, we expect adherence to the authorities' expenditure plan to support a lowering of debt to below 60% GDP
by 2022 in line with its debt rule. Revenue is likely to be stable as a share of GDP at around 25% over the medium term,
reflecting pre-pandemic revisions to the tax code, which should increase income and property tax collections. The country
will also benefit from grant assistance from international partners including the EU (Aaa stable). We expect the authorities
will reduce expenditure to 28% of GDP by 2022 from 31% of GDP in 2020 on lower costs associated with pandemic-
related social assistance and reallocation of expenditure savings from unspent funds for capital investment.

– Kazakhstan's republican budget deficit widened modestly to 3.1% of GDP in 2020 from 1.9% in 2019, increasing general
government debt by around six percentage points of GDP. Given the government's track record of fiscal prudence and its
plan to implement a new fiscal rule in 2023, we expect it will keep its debt burden low and allow fiscal buffers to grow.8

The fiscal rule is complemented by the government's ongoing commitment to keep its direct debt, which amounted to
23.6% of GDP at the end of 2020, below 25% of GDP.

– Uzbekistan is planning a set of fiscal rules in concert with the IMF. The relatively benign economic conditions which
Uzbekistan experienced during the pandemic drove only a limited deterioration in fiscal metrics, with the deficit widening
to 1.9% of GDP in 2020 from 1.1% in 2019. While the deficit likely rose to around 3.0% in 2021, that is still is well below
the B-rated average of 5.5% of GDP. The government expects to rapidly consolidate the deficit from 2022, as revenue and
expenditure growth return to pre-pandemic levels. Supported by rapid nominal GDP growth, we forecast the deficit will
fall to 1.3% of GDP by 2023. Uzbekistan's general government debt burden jumped to around 42% of GDP in 2020 from
33% in 2019, an increase slightly in excess of borrowing requirements.

– Although the coronavirus shock spurred a deterioration in Ukraine's fiscal metrics, the peak in the debt burden at close
to 60% of GDP in 2020 is still in line with similarly rated peers, and we expect indebtedness will begin to decline in 2021.
The government has also been making efforts to increase the share of state debt denominated in local currency. We
expect interest payments to rise as a result of increased reliance on domestic financing which, coupled with monetary
policy tightening, will increase the government's cost of financing. That said, we expect Ukraine will still be able to access
concessional financing, which will help contain the impact on overall debt affordability from a rise in interest payments.

Exhibit 7

Fiscal spending will ease as recovery ensues ...
(Index, 2019=100)

Exhibit 8

… but remain above pre-pandemic levels with exceptions of
Kazakhstan and Tajikistan
(Index, 2019=100)
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– Moldova's fiscal performance generally strengthened pre-pandemic, supported by a stronger budgetary framework, and
we expect this trend to resume once the coronavirus shock has passed. Such consolidation would support a stabilisation in
the government debt trajectory, which is vulnerable to external shocks.

» A couple of CIS sovereigns look less well-positioned to make progress on fiscal repair, with varying credit implications.

– Tajikistan's fiscal position will remain characterized by relatively high debt for its income levels, a heavy reliance on
foreign currency-denominated – if largely concessional – sources of financing, and contingent liability risks from weak
state-owned enterprises (SOEs). However, the concessional nature of much of Tajikistan's debt mitigates these risks,
as below-market interest rates and lengthy maturities enhance debt affordability and contribute to relatively low gross
borrowing requirements.

– Belarus faces the challenge of funding its sizeable fiscal deficits amid constrained access to financing. The weakening
economic environment will dent tax receipts, in particular revenue from foreign economic activity which accounted for
around 8% of general government revenue in 2020. Any support to Belarus' large SOE sector, particularly those SOEs
impacted by more stringent sanctions, could also hurt the budget. We forecast a fiscal deficit of 3.0% of GDP in 2022,
similar to 2021, but it could be significantly larger if sanctions tightened further.

» Degree of fiscal strengthening will also reflect drivers of growth, tax mix and nature of pandemic expenditure measures.

– The strengthening in fiscal balances driven by changes in spending will reflect the extent to which fiscal support is self
limiting, with programs with firm expiration dates, and the mix of current versus capital spending programs. In terms of
the latter, where long-term infrastructure and social spending policy plans are pervasive (for example, Georgia), increased
expenditure in response to the pandemic is likely to be more persistent.

– Revenue will rise on stronger economic growth, although as a share of GDP it will remain below pre-pandemic levels
in Belarus, Kyrgyz Republic, Tajikistan, Ukraine and Russia (see Exhibits 9 and 10). The most significant changes in the
fiscal balance from 2020 will be for oil and gas, and gold exporters, Azerbaijan, Kazakhstan, Kyrgyz Republic and Russia,
reflecting the recovery in commodity prices. In particular, Azerbaijan and Kazakhstan will see a significant boost to revenue
from commodity-based taxes.9

Exhibit 9

Revenue will rise as growth recovers ...
(Index, 2019=100)

Exhibit 10

… notably in oil and gas producers
(Index, 2019=100)
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Politics and rising inflationary pressures pose greatest risks to the outlook

Geopolitical and domestic political tensions are the major risks for some economies in the region, given territorial disputes and volatile
domestic politics which have been exacerbated by the social strains imposed by the pandemic. Inflation, which was a sporadic problem
for the region as a whole even pre-pandemic, has shown signs of emerging as higher commodity prices, recovering economies and
disrupted supply chains drive spikes in prices, posing the risk of a sustained rise in inflationary expectations.

» Geopolitical risks pose ongoing threats to affected countries' prospects of attracting foreign investment. The key regional
disputes which have potential to elevate risk in the region are geopolitical tensions between Armenia and Azerbaijan, and those
between Russia and Georgia, and Russia and Ukraine; Moldova's ongoing regional issues with separatist Transnistria; and rising
economic and financial reliance of Belarus on Russia as western sanctions tighten, despite their volatile past relationship.

» Domestic political risks continue to revolve around governance instability and social polarisation. These issues have
potential to deter foreign investment and relatedly reduce the impetus for economic reform, and in some cases erode relationships
with institutional lenders such as the IMF and World Bank (IBRD, Aaa stable). Armenia and Georgia are in periods of domestic
political uncertainty – in the former reflecting the residual effects of geopolitical tensions and social polarization, and in the latter
dissension over the October 2020 election results. In Kazakhstan, there is longer-term uncertainty around presidential and political
transition, in addition to challenges stemming from lack of voice and accountability. However, recent steps to enhance the process
of policy formulation and implementation, particularly in relation to reforms, may over time limit the impact of political uncertainty
on government policies. Similarly, Tajikistan faces ongoing concerns related to leadership succession as the policy framework
has not yet been tested by a transition of power. In the Kyrgyz Republic, underlying volatility in domestic politics – stemming
in part from interethnic relations, the ownership of mines and control over natural resources, as well as environmental issues –
has resulted in sweeping changes to the government and its structure. Moldova’s historically volatile political environment has
been characterised by frequent changes of government and often unstable coalitions. Uzbekistan's political risks stem from the
increasing focus on more difficult structural reforms including the privatization and divestment of major SOEs in the financial and
energy sectors, governance reforms and raising household electricity and heat prices to market levels. The potential for political
or social volatility arising from the country's ongoing transition to a market-driven economy is likely to remain a source of event
risk, particularly as the more contentious reforms move to the top of the government agenda. Ukraine's volatile domestic political
environment may weaken the country's reform progress and contribute to capital outflows.

» Inflationary pressures will test regional monetary frameworks and those with highly dollarised economies. Rising global
inflationary pressures, driven by economic recovery and supply chain disruptions in part because of the impact of the coronavirus
pandemic, should be transitory. However, the longer they persist, the greater the potential for currently well-anchored inflation
expectations to begin to lift and put pressure on inflation-focused central banks to tighten monetary policy. This could potentially
cause some depreciation in CIS currencies and raise the levels of debt in highly dollarised economies.

Exhibit 11

Inflation has risen as recovery has begun ...
(CPI inflation, end of year, % p.a.)

Exhibit 12

… in most CIS economies
(CPI inflation, end of year, % p.a.)
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– Inflationary pressures have begun to arise in the CIS region (see Exhibits 11 and 12) reflecting economic recovery, one-off
policy changes and higher commodity prices. However, as with other economies, we expect inflation to ease in 2022 as
one-off factors fade and inflation expectations remain stable.

– The main risk is that, should inflation pressures continue to rise and inflation expectations in regional economies begin to
rise in tandem, monetary policy could tighten significantly, constraining economic recovery. A related risk is the potential
for inflationary pressures and associated policy responses, in the US in particular, to cause a realignment of global interest
rates and exchange rates. Most economies in the CIS are highly dollarised, carrying significant levels of foreign currency
debt, and would be particularly at risk of credit-negative impacts from higher global interest rates. With the exception of
oil exporters, this is amplified by high current account deficits (see Exhibit 13).

» Notwithstanding these risks, the credibility of policy in many of the region's economies has increased, in particular since the
regional shock of 2015, which should mitigate the pressures caused by higher global interest rates. Fiscal and monetary policy
frameworks continue to evolve and a number of economies have increased their policy credibility in recent years. In some cases,
such as Georgia, monetary policy has already tightened in line with inflation-targeting frameworks. An inflation-targeting approach
to monetary policy is now in use in most CIS economies, with the exceptions of Belarus and Kyrgyz Republic, and economies are
at varying stages of developing experience in dealing with shocks under such a system. Armenia and Georgia both have inflation-
targeting experience and well-anchored inflation expectations. In economies such as Tajikistan and Uzbekistan, the frameworks are
relatively new and inflation expectations remain quite fragile.

Exhibit 13

Countries with high foreign currency debt and current account deficits are most at risk from higher global interest rates
(% of GDP)
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Moody’s related publications

Key sector research

» Global Macro Outlook 2022-23: Global economy will gain steadier footing although supply troubles, inflation pose risk, 4
November 2021

» Sovereigns – Global: Stable 2022 outlook as economic recovery eases credit pressures, but long-term costs of the pandemic weigh
on sovereigns, 3 November 2021

» Macroeconomics – Global: Investors face recurring market volatility and uncertainty in coming quarters, 27 September 2021

» Macroeconomics – Global: Coronavirus and the Economy: Alternative Data Monitor, September 23, 2021

» Macroeconomics – Global: FAQ on our outlook for global inflation and interest rates, 8 September 2021

» Non-Investment-Grade Sovereigns - Global: Weak and delayed economic recovery will make it more challenging to restore fiscal
and liquidity positions, 22 June 2021

» Sovereigns – Emerging Markets: Social safety nets support credit quality by improving response to shocks, reducing social tensions,
10 June 2021

» Emerging Markets – Global 2021 Summit: Recovery uneven across emerging marketcountries and lagging advanced economies, 3
June 2021

Rating methodology

» Sovereign Ratings Methodology, 25 November 2019

Endnotes
1 Georgia and Ukraine are not members of the Commonwealth of Independent States; however, they are covered in this report given their historical and

economic links.

2 See Moody's changes outlook on Azerbaijan's rating to positive from stable; Ba2 rating affirmed, April 2021

3 See Moody's changes outlook on Tajikistan's B3 rating to stable; affirms ratings, June 2021

4 See Moody's affirms Uzbekistan's B1 rating, changes outlook to positive, July 2021

5 See Moody's upgrades Kazakhstan's ratings to Baa2; changes outlook to stable from positive, August 2021

6 See Moody's changes outlook on Belarus to negative; affirms ratings, October 2021

7 The escape clause allows for a temporary and controlled deviation from existing fiscal rules when the country is faced with a significantly negative
economic crisis.

8 The new fiscal rule will set transfers based on a pre-specified oil price to compel the government to accumulate assets in the National Fund of the Republic
of Kazakhstan, alongside caps on expenditure growth and countercyclical elements to provide fiscal flexibility.

9 For Azerbaijan and Kazakhstan, we refer to the consolidated fiscal balance that includes the revenue of their respective sovereign wealth funds, which
collect the bulk of hydrocarbon revenue.

10 Our external vulnerability indicator measures a sovereign's foreign exchange reserves relative to annual external financing needs. More details are
available in our Sovereign Ratings Methodology.
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