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Thailand since March 2005, South Africa since May 2006 and Egypt, 
Israel and Viet Nam since March 2008. The Commission of the European 
Communities also takes part in the Centre’s Governing Board.

The Development Centre, whose membership is open to both OECD and 
non-OECD countries, occupies a unique place within the OECD and in the 
international community. Members finance the Centre and serve on its 
Governing Board, which sets the biennial work programme and oversees 
its implementation.

The Centre links OECD members with developing and emerging economies 
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major development issues. Policy Briefs and Policy Insights summarise 
major conclusions for policy makers; Working Papers deal with the more 
technical aspects of the Centre’s work.
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The Black Sea and Central Asia, promoting work and well being is a product 
of the Development Centre’s work on monitoring and analysis of regional 
performance set out in the Centre’s 2007–2008 Programme of Work. It 
is one of three regional outlooks; the others are the African Economic 
Outlook and the Latin American Economic Outlook. The objective of this 
book is to promote the systematic monitoring and evaluation of economic 
performance and underlying policies in the Black Sea and Central Asian 
regions, in order to facilitate evidence-based policy dialogue amongst the 
countries of these regions, as well as to facilitate dialogue and exchange 
of good practices between them and the members of the OECD.
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The Black Sea and Central Asian Economic Outlook 2008 aims to 
systematically monitor and assess economic performance and underlying 
policies in the Black Sea and Central Asian regions, so as to facilitate 
information sharing and evidence-based policy dialogue at the national 
and regional levels.

The Outlook provides cross-country comparative analysis of macroeconomic 
developments and of the countries’ involvement in the global economy. 
Each year the Outlook includes analysis of a thematic, cross-cutting policy 
issue in order to identify major hindrances to and to highlight successful 
cases of policy reforms. The theme of the 2008 Outlook is promoting 
work and well-being; selected on the basis of its strategic importance 
to the regions, and like all OECD Development Centre regional Outlook 
publications, the themes are on topics where the OECD can share its 
expertise. The Report is composed of two parts and contains seven chapters 
in reply to the following questions: 

What are the major economic and social challenges associated with the 
integration of these countries in the global economy while examining the 
two regions with respect to work and well-being?

How have countries adjusted to internal and external pressures? What 
policies can government implement to enhance job opportunities? How 
can the scope of these policies be increased?

What strategies do individual, households and firms adopt to cope with 
risks and vulnerability?

What can be done to enable people to benefit more from their countries’ 
integration into the global economy? How can regional co-operation 
contribute to this end?

Furthermore, a unique feature of this Outlook is the creation of a network 
of local partners who provided substantial inputs into the report and 
contributed to policy dialogue and dissemination activities. Research 
groups in Albania, Armenia, Azerbaijan, Georgia, Kazakhstan, Moldova, 
the Kyrgyz Republic, Romania, Serbia, Tajikistan and Uzbekistan prepared 
background papers, and seven of them attended workshop meetings in 
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Almaty (the four Central Asian research groups) and Tbilisi (the three 
Caucasus research groups) in August and September 2007 respectively. 
In addition, an Informal Advisory Group involving eminent persons from 
national governments, multilateral agencies and academia provided support 
and external advice. The Group as a whole met in Paris on 12 November 
2007.
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INTRODUCTION TO PART I

The first chapter of Part I focuses on macroeconomic policies and their 
external positions, followed by a regional overview of trade, investment 
and labour flows in Chapter 2.

The economies of the BSEC-CA region largely continued to prosper in 
2007 and the republics of the former Soviet Union, in particular, have 
experienced rapid growth in the first years of the 21st century. This is, 
in fact, a welcome contrast to the 1990s, when the formerly centrally 
planned economies of Europe and the Commonwealth of Independent 
States (CIS) underperformed most regions of the world, experiencing an 
output collapse that far exceeded expectations. 

During the period 2001-06, the simple average growth rate of the 11 CIS 
countries was around 8 per cent per year, which compares favourably 
even with the high performing Asian economies. Part of this impressive 
performance can be explained by the region’s recovery from a deep trough 
and some countries have benefited from large terms of trade gains, but 
it also reflects substantial improvement in macroeconomic policies.

Many of the countries’ governments are running fiscal surpluses and, where 
the public budget is in deficit, the magnitude is small. Only Albania and 
the Kyrgyz Republic had deficits greater than 3 per cent of gross domestic 
product (GDP) in 2006, and these were being reduced from much higher 
percentages a few years earlier.

Inflation rates are also much reduced from the high rates of the 1990s, 
although the record is mixed. In 2006, Albania, the Kyrgyz Republic, 
Armenia and Greece all had consumer price inflation in the 2 to 4 per 
cent per year range. Romania, Bulgaria, Azerbaijan, Turkmenistan, 
Kazakhstan, Ukraine, Georgia, Turkey and Russia had higher single-digit 
inflation. Tajikistan, Moldova and Uzbekistan all had double-digit inflation; 
Uzbekistan’s inflation appears to be higher, estimated at almost 20 per 
cent by the International Monetary Fund (IMF), although government 

eXecUtiVe 
sUMMUry
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estimates would place it even below the 10-13 per cent range of the other 
two countries in this group.

All of the countries have open economies. Greece, at 28 per cent, has the 
lowest merchandise trade-to-GDP ratio. The countries’ external positions, 
however, vary considerably, depending in large part on terms of trade 
changes, which have favoured energy exporters since the late 1990s 
and have had a more volatile impact on cotton, aluminium and gold 
exporters.

chaPter 1

Due to the heterogeneity of the BSEC-CA economies, the countries in the 
regions are examined and classified in three groups according to size of 
their income.

low and lower-middle-income bsec countries

Low and lower-middle-income BSEC countries have seen consistently 
positive growth rates in the first few years of the 21st century. In 2007, 
the region’s real GDP grew by a weighted average of 10.6 per cent, a figure 
that is projected to slow down to 9.2 per cent in 2008. Growth rates have 
fluctuated in recent years, partly reflecting various domestic and external 
shocks and the differing degrees of resilience that the economies in the 
region have displayed. The share of agriculture in GDP has fallen steadily 
over the last decade; state support to the sector has faded in the transition 
period and productivity in the agricultural sector has failed to keep up with 
overall labour productivity due to low investment. The composition of GDP 
has gradually shifted towards industry (especially in the countries of the 
southern Caucasus) and services (especially in Moldova). Nevertheless, 
by OECD standards, these economies are generally characterised by an 
underdeveloped tertiary sector and a higher reliance on agriculture.
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figure 1. GdP composition by sector in bsec llM countries (2006)
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Upper-middle and high-income bsec countries

All upper-middle- and high-income BSEC countries have experienced 
uninterrupted positive GDP growth since 2000, with the exception of 
Turkey, which suffered an economic crisis in 2001. It has since recovered 
to achieve strong growth rates, attributable to successful policy reforms 
and strong investment inflows. Bulgaria and Romania are among the 
fastest growing countries in the 27 countries of the European Union (EU-
27), benefiting from structural reforms, sound macroeconomic policies 
and EU membership. Greece’s growth performance has also been solid, 
owing to large productivity gains, product and financial market reforms, 
the 2004 Olympic Games and an increasing role in regional trade. The 
Russian economy is growing rapidly, boosted by increasing external and 
domestic consumption demand. Serbia has also managed to maintain high 
growth rates despite recent political instability. On average, the UMH-BSEC 
group has been growing by 5.5 per cent annually from 2001-06. In 2007, 
the region’s real GDP grew by a weighted average of 6 per cent, a figure 
that is projected to slow down to 5.8 per cent in 2008.
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central asia

The region’s total GDP amounted to USD 121 billion in 2006 and 
USD 148.7 billion in 2007 . The largest economy in Central Asia is that 
of Kazakhstan, which accounts for almost two-thirds of the region’s total 
product. The Kyrgyz Republic and Tajikistan have the smallest economies 
with a GDP of about USD 3.5 billion each in 2007. In the period 2001-06, 
the economies of Central Asia grew significantly: the average weighted 
annual growth rate for that period was 9 per cent (excluding Turkmenistan). 
Growth in the Kyrgyz Republic has not only been lower on average than in 
the other countries (3.8 per cent in 2001-05), but also much more volatile; 
for instance, real GDP shrank by 0.2 per cent in 2005 due to political unrest 
and a fall in gold production, before picking up again in 2006. Kazakhstan, 
on the other hand, has posted the highest growth rates. 

chaPter 2

This chapter analyses the countries’ external economic relations more 
deeply, in terms of trade, financial flows and labour migration. For most 
of the BSEC-CA countries, the European Union is the main trade partner, 
and for the six non-CIS countries, the European Union accounts for over 
half of all trade. Ukraine, Moldova and Georgia mostly export to and import 
from developing countries; the reverse is true of Albania and Serbia. 
Russia is the main regional trading partner, accounting, for example, for 
34 per cent of Ukrainian imports and 33 per cent of Moldovan exports. 
The exceptions are Albania (main intra-regional trading partner Greece), 
Romania (main intra-regional trading partner Turkey) and Serbia (main 
intra-regional trading partner Bulgaria). For most of the BSEC countries, the 
second largest trading partner in the region is Turkey, whose significance 
is particularly high for Georgia, Bulgaria, Albania and Azerbaijan. Serbian 
exports and imports in the region are relatively concentrated in the Balkan 
region. Greek and Turkish trade within the BSEC region accounts for a 
very small part of their total trade, particularly if one excludes Russia. 
Moldova conducts around 48 per cent of its total trade with three countries, 
namely Russia, Ukraine and Romania. Bulgaria conducts a considerable 
proportion of its trade within the BSEC region, particularly with Russia, 
Turkey and Greece. Romania’s degree of regional integration is lower, 
despite substantial exports to Turkey and imports from Russia. In the 
south Caucasus, there are significant trade flows between Georgia and 
Azerbaijan, equal to almost 9 per cent of total trade of the former, and to 
a lesser extent between Georgia and Armenia. Besides Russia and Turkey, 



BLACK SEA AND CENTRAL ASIA

14

Ukraine is also an important trade partner for these countries. Overall, 
the countries with the highest degree of regional integration (share of 
intra-BSEC trade to total trade) are Moldova and Georgia, while the largest 
economies (Russia, Turkey and Greece) are the ones that display the 
lowest degrees of regional trade integration. 

The collapse of central planning and especially the dissolution of the 
Soviet Union brought about social as well as economic changes; one of 
these was the increased freedom to move. This was followed by large-
scale migration. Much of the migration in the early 1990s was driven by 
political disruption (e.g. wars in the Balkans, the Caucasus and Tajikistan) 
or motivated by cultural factors; the latter includes the pull of consanguinity 
(e.g. the prospect of citizenship in Germany or Israel), and the push of 
feeling out of place in the new independent states (e.g. the movement 
of many ethnic Russians to the Russian Federation). In Kazakhstan and 
Ukraine, emigration was on such a scale that despite natural increase 
the population is still less than it was in 1990. The permanent migrants 
often incorporated high levels of human capital so that this represented 
a substantial brain drain.

introdUction to Part ii

Part II of this Economic Outlook examines satisfaction levels of the people 
in the BSEC-CA countries and analyses the links between the reformed 
economies’ integration into the global economy and their ability to generate 
work and promote well-being. The focus is on the former centrally planned 
economies, with Turkey, Greece and other OECD countries providing a 
basis for comparison. 

Following the end of central planning, privatisation and restructuring 
led to huge declines in employment in state-owned enterprises during 
the 1990s, while the non-state sector was slow to generate adequate 
employment opportunities. The impact of unemployment on well-being 
was exacerbated by the loss of access to social services associated with 
the state enterprise. Recorded unemployment was often low, as there was 
little incentive to register formally as unemployed; moreover, many people 
were underemployed. Asset stripping or selling personal or household 
items supported consumption when employment earnings could not. 
Privatisation contributed to increases in economic inequality as people’s 
share of redistributed state assets varied widely. The market economy 
also gave differential rewards to human capital; some skills increased in 
value, while other skills – particularly those valued in the centrally planned 
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economy – became worthless. Widening regional inequality indicates that in 
many countries, viable national labour markets have failed to develop. 

chaPter � 

This chapter sets the stage for Part II by analysing the observed outcomes in 
important dimensions of work and well-being. The transitional recession and 
the emergence of inequality and poverty, on a scale and conspicuousness 
unknown in the era of central planning, affected well-being. The first section 
of this chapter reports this evidence and the extent to which inequality and 
poverty have been reduced during the first few years of the 21st century. 
Lack of employment was an important element of diminished well-being, 
and one cause of the continuing malaise in the region is the phenomenon 
of jobless growth in some countries. One response to the end of central 
planning was the growth of the informal economy; another response was 
migration, both of which have important implications for work and well-
being. In the long term, the region’s future prospects depend upon the 
maintenance and creation of human and social capital.

The change in well-being during the transition from central planning is 
difficult to measure. Well-being is not captured in national income statistics, 
and even less in the conceptually fraught GDP measures of countries 
undergoing major structural change. Well-being measures include both 
objective and subjective indicators. Objective indicators are those such as 
income, employment, life expectancy, infant mortality, disease incidence 
and other directly measurable information on social outcomes. Subjective 
indicators may include data on subjective attitudes and evaluations of health, 
security and freedom, as well as indirect measures of life satisfaction and 
happiness. For low- and middle-income countries, income and well-being 
are highly correlated. Studies of pro-poor growth, both from the BSEC-CA 
region and elsewhere, show that jobs and employment are the keys to 
transforming GDP growth into employment creation and more equitably 
distributed income. Yet, pro-poor growth is not achieved simply with overall 
increases in employment, available jobs or GDP. The poor must be the 
targets of job creation and employment schemes. Work is an important 
element of subjective life satisfaction and poverty and unemployment a 
frequent cause of unhappiness, stress and poor health.
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chaPter 4

The previous chapter examines some of the structural changes that have 
affected work and well-being negatively in the BSEC-CA countries since 
the transition from centrally planned to market-based economies. This 
chapter analyses why this happened. The proximate cause is the temporal 
gap between job destruction and job creation during the transition from 
central planning, a process which took far longer than many anticipated at 
the start of the 1990s. Job destruction and creation during the transitional 
recession are analysed in the first section of this chapter.

The timing of the end of central planning, which coincided with increased 
globalisation meant that the external environment has been especially 
important. In part, this is because more and more countries, including 
large emerging economies like China, Brazil and India, have become more 
involved in the international division of labour, offering greater potential 
gains from trade but also greater competitive pressures. Primarily though, 
most of the BSEC-CA countries rely on OECD countries for their export 
markets, capital inflows and technology transfer. While participation in 
the global economy offers many potential benefits, it also exacerbates 
job insecurity and volatility. The second section of this chapter examines 
firms’ responses to the simultaneous transition from central planning to 
market-based economies and integration into the global economy.

The third section considers the role of OECD countries’ policies in helping 
or hindering the BSEC-CA countries from benefiting from globalisation. 
Finally, the connections between globalisation and the functioning of 
the labour market are reviewed from a policy perspective. The chapter 
concludes with an inventory of the appropriate domestic framework for 
establishing a labour market where people can benefit from globalisation 
while having some security against the vicissitudes and uncertainties 
inherent to an open economy.

chaPter � 

Needless to say, the 1990s were a traumatic decade for most of the 
population in transition economies. Reduced output, massive layoffs and 
hyperinflation during the first decade after the end of central planning 
and the dissolution of the Soviet Union, analysed in the previous chapter 
in terms of the economic impact on firms, were also a shock to the well-
being of households and individuals. For many households, transition from 
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state socialism to market economies brought hopes of new institutions 
and prosperity. However, as state revenues and capabilities shrank, 
former entitlements to state provisions in cash and in kind were no longer 
available, and the new market economy ended previous assumptions of 
job security. The initial reform years brought more goods and civil liberties, 
but also drastic drops in incomes, the erosion of state protection and rising 
insecurity and inequality in income distribution.

With reductions in public interventions and in the absence of proper credit 
and insurance markets, households in the BSEC-CA transition economies 
learned to develop sophisticated and often simultaneous (ex ante) risk 
reduction and (ex post) coping strategies which are defined as arrangements 
arising between individuals and communities on a personalised basis, rather 
than through markets or states. 

Among the many coping and risk-reduction mechanisms adopted by 
households of the BSEC-CA region in response to decreases in income from 
wages and salaries, this chapter discuss the most common and important 
ones, which have long-term policy implications. Coping mechanisms are 
discussed in terms of relying on family and community support. Household 
responses to retrenched labour market opportunities, which have 
longer-term consequences, are then discussed in terms of engagement 
in informality and migration, the evidence for which was provided in 
earlier chapters. The chapter will then examine the consequences of these 
strategies on various socio-economic groups in the region. 

In the BSEC-CA countries where societies are based on tight informal 
family links, social and family relations form a significant part of the social 
capital of individuals as they can be considered short term household 
responses. Such relationships allow members to use connections to borrow 
money, obtain jobs or make other business connections. These networks 
and relationships had an especially important cushioning effect when the 
social safety nets in the region proved insufficient.

On the other hand, in order to prepare for the future and as a direct 
experience of the 1990s, households also adopted a number of long term 
responses to compensate for loss of income through formal employment. 
These included engaging in informality to substitute income loss or add 
to formal wages, and migration.
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Following the completion of the transition, governments in both regions 
attached more attention to designing policies relevant to work and well-
being in a market-based economy. Since the turn of the century, there has 
been a shift of emphasis in the BSEC-CA transition economies from passive 
labour market polices to active labour market policies (ALMPs), which 
consist of social expenditures (other than formal education) aimed at the 
improvement of the beneficiaries’ prospect of finding gainful employment 
or to otherwise increase their earnings capacity.

For many BSEC-CA countries, especially the lower-income ones, these 
policies are quite new and minimally target specific segments of the 
workforce. For instance, age-specific and gender-specific programmes 
to promote youth or female employment have been introduced only very 
recently, and mainly consist of vocational training and wage subsidies 
(Stavreska, 2007).

box 1. Minimum Wages in the caucasus

In the three Caucasus countries minimum wages in 2000 were 28 per cent 
of the average wage in Georgia, 24 per cent in Armenia and less than 10 per 
cent in Azerbaijan. Over the next half-decade the three countries took 
divergent approaches to labour market policies: Georgia adopted a hands-
off approach after the 2003 revolution, Azerbaijan took a more proactive 
stance as the economy boomed and concerns about inequality increased, 
and Armenia’s policy approach remained fairly stable. This is reflected in 
the minimum wage rates, which, as a percentage of the average wage, 
have remained more or less constant in Armenia (25 per cent in 2005), fell 
in Georgia (to 10 per cent in 2005) and were increased in Azerbaijan (to 
over 30 per cent in 2005).

Source: AIPRG, 2007; SIGMA, 2007; CER Uzbekistan, 2007b.

Public employment centres (PECs) providing job mediation services exist 
in all BSEC-CA countries, though their organisational structure, scope 
of their activities and actual policy implementation vary considerably 
across countries. The task of PECs range from organising a labour market 
information system, implementing public works, conducting training 
programmes and the administration of unemployment benefits to job 
mediation/placement. PECs affiliated to a relevant ministry are often the 
primary public labour market institutions responsible for implementing 
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labour market policy through public services. The funding structure of 
PECs is also diverse in the region. Some countries such as Kyrgyzstan 
and Georgia are financing their PECs from their general budget, while 
others are funding from different sources; for example, Tajikistan and 
Azerbaijan have their own separate fund (Hansen et al., 2005). Armenia 
has a combined financing scheme (i.e. a separate fund and general budget). 
In Kazakhstan, local administrations finance their local PECs.

chaPter � 

The economies in the BSEC-CA region have experienced dramatic economic 
and social changes over the last two decades. Apart from Greece, Turkey 
and the workers’ self-managed economy of Serbia, they had centrally 
planned economies 20 years ago. The transition to a market-based economy 
was accompanied by declining average incomes and widening inequality, 
both inter- and intra-regionally. The disruption was exacerbated by armed 
conflicts or secession in much of south-eastern Europe and the CIS. In 
the 21st century, the economic situation has improved substantially as 
the main elements of the transition have been completed and economic 
growth has resumed, in some cases at a very fast rate. Much, however, 
remains to be done in terms of establishing market-based economies 
that promote prosperity and economic security. In no area has this been 
clearer than with respect to work and well-being.

Macroeconomic stability, open markets and efficient governments are 
common recommendations for promoting growth and job creations, but 
each country faces specific challenges related to its specific structural 
characteristics. Oil and gas-rich countries, such as Azerbaijan, Russia, 
Kazakhstan, Turkmenistan and Uzbekistan, enjoy buoyant foreign 
exchange revenues thanks to booming commodity prices and strong GDP 
growth. These countries face the challenge of diversifying their sources 
of growth and managing large capital inflows. The resource boom is both 
an opportunity and a challenge for employment creation. Export revenues 
and capital inflows must be carefully managed to avoid perverse effects 
on inflation and exchange rate appreciation affecting the competitiveness 
of the tradable, non-extractive sector. Transparency in the amount and 
allocation of commodity-related revenues is fundamental to avoid rent-
seeking behaviour. Governments should not use such revenues as an 
excuse for delaying much needed restructuring, especially in the state-
owned sector.
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A wide range of ALMPs is being pursued in recent years in the BSEC-CA 
region, although in most countries, and especially in lower income ones, 
ALMPs are still in their infancy. Information is scattered in terms of their 
scope, the resources allocated and the number of beneficiaries. Evaluations 
of results on the employability of beneficiaries are very rare, as monitoring 
and evaluation are not conducted on a regular basis and, more often, not 
conducted at all. This problem is not limited to the BSEC-CA region, as lack 
of proper evaluation is observed in many countries with far more developed 
ALMPs. Given the high incidence of informal or undeclared employment in 
many BSEC-CA countries, ALMPs that target mainly registered unemployed, 
as do most of them in the region, are likely to miss out a significant 
share of the labour force. Programme design should pay due attention to 
ensuring broader coverage, including in the informal sector. Improving 
the reach of job-mediation services could decrease the incentive for the 
unemployed to seek job opportunities abroad. Decentralising the design 
and implementation of TVET programmes by region or by industry can 
also be an important source of dynamism, creativity and initiative that is 
highly responsive to local demand and changing local needs. By mobilising 
all stakeholders (enterprises, local leaders, employers, workers, training 
providers, educators, academics and associations), it can help to exploit 
fully the community’s private and public training resources and make the 
whole system more demand-driven (ILO, 1999).
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development, but has also introduced new problems and fresh challenges for governments 
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and ethnic relations need to be tackled, and ways to consolidate development, while not 
excluding sectors of society, need to be found.

This book addresses some of these challenges. It analyses the opportunities and conditions 
of employment throughout the Black Sea region and Central Asia. It examines how 
different countries deal with social issues affecting well-being. It presents, thus, both a 
country-based view and a whole-region analysis that will be useful for policy makers and 
civil society in responding to the challenges ahead.

Countries covered:
ALBANIA, ARMENIA, AZERBAIJAN, BULGARIA, GEORGIA, GREECE, KAZAKHSTAN, the KYRGYZ REPUBLIC,  
MOLDOVA, ROMANIA, RUSSIA, SERBIA, TAJIKISTAN, TURKEY, TURKMENISTAN, UKRAINE, UZBEKISTAN


