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CIS 2013 Sovereign Outlook:  
Structural Challenges Overshadow Relatively 
Healthy Fiscal Stance 
 

Sovereign creditworthiness of countries within the Commonwealth of Independent States 
(CIS)1

To a certain degree, CIS countries share a common economic outlook given the strong 
economic linkages among them, in particular between Russia and the others. The main 
common risks arise from their exposure to commodity prices and economic developments in 
the EU, either directly, as it remains an important trading and investment partner, and/or 
indirectly via exposure to third countries affected by the EU’s economic developments.

 is constrained by persistent structural deficiencies, such as the lack of economic 
diversification and weak institutions, which will take a long time to be addressed. However, 
CIS sovereign creditworthiness also faces limited downside risks given a relatively healthy 
fiscal stance in comparison to rating peers and low to moderate event risk in most countries. 
While Armenia, Belarus and Ukraine face downward pressures on their ratings, which are 
reflected in their negative rating outlooks, only the B3 (negative) ratings of Belarus and 
Ukraine face the elevated risk of sudden multi-notch downgrades given the significant 
external liquidity concerns.  

2 This 
risk is heightened for those CIS countries with large current account deficits, as lower exports 
and reduced foreign direct investment (FDI) inflows could exert pressure on the exchange 
rate and/or foreign exchange (FX) reserves. The potential direct impact of external 
developments in the United States of America (US) and China on the CIS is of an order of 
magnitude that does not raise particular concerns.3

 

 However, indirectly, the CIS region will 
be severely affected in case of a sharp growth slowdown in the US and China via energy and 
commodity prices. 

                                                                        
1  CIS is intended as a geographic concept and in this report focuses on countries rated by Moody’s in this report, i.e. Armenia (Ba2, NEG), Azerbaijan (Baa3, STA), 

Belarus (B3, NEG), Georgia (Ba3, STA), Kazakhstan (Baa2, STA), Moldova (B3, STA), Russia (Baa1, STA) and Ukraine (B3, NEG). We note that Georgia left the CIS 
in 2008 following the Georgia-Russia war. Additionally, Ukraine never ratified the CIS membership treaty, so it is not a formal member either. 

2  The EU accounts on average for around 40% of the CIS countries’ exports, with the exception of Georgia and Ukraine for which the share is lower but still significant at 
around 25%. In terms of FDI, the EU’s share is even larger on average (49%). See Appendix for country-specific details.  

3  Exposure to the US and China via direct trade, FDI and banking relations is rather limited in comparison with the EU. See Appendix for country-specific details.  

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=151414�
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CIS countries share many risk exposures but have differing individual shock-absorption capacity, 
which accounts for the relatively large spectrum of ratings (from B3 to Baa1). The purpose of this 
report is to provide a comparative view on the four key factors4

» Economic growth in the CIS region will improve slightly in 2013 as we expect a gradual 
strengthening in G-20 growth prospects, continued high commodity prices as well as more or less 
unchanged growth in the EU. However, economic growth in the region will remain well below 
pre-crisis levels, with significant downside risks resulting from the low economic diversification – 
given that all CIS countries are to varying degrees dependent on commodities – and high 
dependence on external developments.  

 (Economic Strength, Institutional 
Strength, Government Financial Strength, Susceptibility to event risk) we look at when assessing a 
sovereign’s creditworthiness. Our overall conclusions are as follows: 

» Sovereign credit ratings in the CIS will remain constrained by persistently low institutional 
strength, which we measure on the basis of the rule of law, government effectiveness and 
corruption (as defined by the World Bank). This weakness in turn impedes the business and 
investment climate in most CIS countries, although less so in Georgia which has a stronger record 
in this respect. While improvements of laws, rules and regulations may be formally legislated in 
the short to medium term, actual implementation and adoption will take many years.  

» Declining fiscal deficits combined with low to moderate debt-to-GDP levels and high debt 
affordability imply a rather healthy fiscal outlook compared to rating peers. However, in Armenia, 
Belarus and Ukraine, the debt-to-GDP level has significantly increased compared to pre-crisis 
levels, as reflected by the negative outlook on their sovereign ratings. Funding sources of fiscal and 
current account deficits among non-investment-grade CIS countries will remain a concern given 
that they do not have fiscal buffers and depend on opportunistic market access and/or 
international support. Tight external liquidity is a key credit risk in Ukraine and Belarus, neither 
of which has been able to agree on a program with the IMF. 

» Susceptibility to event risks is assessed to be moderate or low is most countries. Event risks in the 
region mainly stem from country-specific domestic and external political risks, the dependence on 
commodities as well as the high dollarization of the banking sector. Only Belarus and Ukraine 
face a high susceptibility to event risk, i.e. high risk of a multi-notch downgrade, which is mainly 
related to external liquidity shortages. 

  

                                                                        
4  See Moody’s rating methodology for sovereigns  

http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_109490�
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Overview of CIS ratings  

In line with our sovereign rating methodology, we have assessed the creditworthiness of the eight rated 
CIS countries (see Exhibit 1) on the basis of four factors: economic strength, institutional strength, 
government financial strength and susceptibility to event risk. Variations among these countries are 
particularly noticeable in terms of government financial strength, with energy-rich CIS countries 
achieving ‘high’ or ‘very high’ assessments for this factor.  

EXHIBIT 1 
CIS Moody’s ratings 

 

Government Bond Ratings  Factor Scores 

Sovereign FC LC Outlook 
Economic 
Strength 

Institutional 
Strength 

Government 
Financial 
Strength 

Susceptibility 
to Event Risk 

Methodology 
Rating Range 

Russia Baa1 Baa1 Stable Medium Low High 
Low to 

Medium A3-Baa2 

Kazakhstan Baa2 Baa2 Stable Medium Low High Medium Baa2-Ba1 

Azerbaijan Baa3 Baa3 Stable Low Low Very High Medium Baa3-Ba2 

Armenia Ba2 Ba2 Negative* Low Low Medium Medium Ba2-B1 

Georgia Ba3 Ba3 Stable Low Medium Medium Medium Ba2-B1 

Moldova B3 B3 Stable Very Low Low Medium Medium B2-Caa 

Belarus B3 B3 Negative* Medium Very Low Low High B1-B3 

Ukraine B3 B3 Negative* Low Very Low Low High B3-C 

Source: Moody's.  

* A negative outlook is empirically associated with a roughly 30% chance of a rating downgrade over the next 12-18 months. 

 
Sovereign ratings in the CIS have changed only moderately in the past decade relative to other regions. 
The CIS countries’ sovereign rating movements have been heterogeneous since the global crisis in 
2009. As Exhibit 2 shows, our most recent actions on CIS sovereign ratings included an upgrade of 
Azerbaijan’s rating; the two-notch downgrades of the ratings of Belarus and Ukraine (mainly against 
the background of external liquidity concerns); a change in Armenia’s outlook to negative; while the 
stable ratings and outlooks of Georgia, Moldova, Russia and Kazakhstan were maintained. 

EXHIBIT 2 
Rating History 

  2004 2005 2006 2007 2008 2009 2010 2011 2012 

Armenia -- -- Ba2 Ba2 Ba2 Ba2 Ba2 Ba2 Ba2 

Azerbaijan -- -- Ba1 Ba1 Ba1 Ba1 Ba1 Ba1 Baa3  

Belarus -- -- -- B1 B1 B1 B1 B3  B3 

Georgia -- -- -- -- -- -- Ba3 Ba3 Ba3 

Kazakhstan2 Baa3 Baa3 Baa2  Baa2 Baa2 Baa2 Baa2 Baa2 Baa2 

Moldova Caa1 Caa1 Caa1 Caa1 Caa1 WR B3  B3 B3 

Russia Baa3 Baa2  Baa2 Baa2 Baa1  Baa1 Baa1 Baa1 Baa1 

Ukraine B1 B1 B1 B1 B1 B2  B2 B2 B3  

Rating at year end. 2 Refers to foreign currency rating 

Source: Moody's 
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Economic Strength: Lack of diversification is correlated to dependence on 
commodities and remittances 

In 2013, we expect growth in the CIS region on average to accelerate to 3.4% from a 2.5% average 
during 2009-2012, but to remain below pre-crisis levels (8%). Azerbaijan and Belarus stand out as 
they will also grow less fast than in recent years. We expect the weakest 2013 growth rates in Ukraine 
and Moldova, and the highest in Kazakhstan and Georgia. However, CIS growth forecasts are sensitive 
to adverse global developments, mainly as a result of (i) the regions’ exposure to the EU economic 
developments, and/or (ii) indirect exposure to global events via their impact on commodity prices.5

EXHIBIT 3 

 
There are also idiosyncratic domestic-policy-related risks to the growth outlook. 

CIS Growth: No Return to Pre-crisis Levels 

 
Source: Moody’s, IMF, Haver 

 
Most CIS countries tend to lack economic diversification and are considerably influenced by 
commodity developments. The region’s investment-grade countries – Azerbaijan, Kazakhstan and 
Russia – are major energy producers and exporters, while the sub-investment-grade countries are net 
energy importers and are therefore negatively affected by high energy prices. However, these net 
importers are, to varying degrees, also exporters of other commodities, such as metals and agricultural 
products (see Exhibit 4).6

  

 In addition, economic developments in Moldova, Armenia and to a lesser 
extent Georgia also depend on remittance inflows from its Diaspora (mostly those in Russia) to 
support domestic demand and the current account. Belarus is to some extent an exception as it has a 
reasonably diversified economy.  

                                                                        
5  Note that lower commodity prices would affect countries’ exports directly as well as indirectly via reduced demand from Russia, which itself largely depends on 

commodity price movements. 
6  Belarus is a special case as it is also an importer of oil and gas, both of which are supplied by Russia at a discount. However, Belarus derives significant export revenues 

from re-exporting refined oil. 
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EXHIBIT 4 

Commodities dominate CIS exports 

  % share of exports in total exports Export item 

Russia 51 Petroleum, Petrol. Products 

Kazakhstan 65.5 Petroleum, Petrol. Products 

Azerbaijan 92.4 Petroleum, Petrol. Products 

Armenia 23.5 Metalliferous Ore, Scrap 

Georgia 19.5 Iron and Steel 

Moldova 13 Vegetables and Fruit 

Belarus 34.3 Petroleum, Petrol. Products 

Ukraine 29.8 Iron and Steel 

Sources: UN Comtrade, Moody's 

 
Although we do not anticipate a sharp correction in commodity prices in 20137

 

 

, we nevertheless point 
to downside risks for commodity prices and weak external demand stemming from the euro area debt 
crisis. Moreover, the fiscal situation in the US and China and these two countries’ growth outlooks 
also remain a concern for CIS countries, albeit less so than in 2012. We note that an adverse shock 
would be felt particularly among non-investment-grade CIS countries, which typically lack a 
significant cushion to mitigate the impact of temporary declines in export demand and export prices. 
Conversely, sizeable reserve levels have mitigated the impact of a crisis in Azerbaijan, Kazakhstan and 
Russia. While fiscal reserves are significantly higher than in the pre-crisis period in Azerbaijan and 
Kazakhstan, Russia’s fiscal buffer has increased as well but is still below its pre-crisis level. 

  

                                                                        
7  See also latest report on commodity developments by the World Bank 

EXHIBIT 5 

Size of fiscal buffers varies significantly  

 
Source: Haver, Sofaz, Moody's 
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9  So far, Belarus and Kazakhstan have joined. Russia is for instance also trying to engage Ukraine to join the CIS, despite Ukraine’s advanced efforts to deepen trade 
relations with the EU. 

10  Russia’s importance will also increase for Georgia given a normalization in the two countries’ trade relations. Before bilateral relations started to sharply deteriorate in 
2006, around 18% of Georgia’s exports were destined for Russia. 

11  Note that this dependency is not reciprocal, given that none of the CIS is among the top five export markets for Russia. 
12  Remittances account for a very material share of GDP only in these CIS countries. 
13  In exchange for this courtesy from Russia, Belarus joined the customs union with Russia and Kazakhstan and sold its gas transit network to Russia’s Gazprom. 

Russia and the other CIS countries 

Given historical and cultural legacies, Russia’s political as well as economic role in the CIS is 
particularly strong.  

On the political front, the 2008 war between Georgia and Russia was a prime example of external 
political risk in the recent past. While being a direct counterparty in terms of the subsequent 
conflict surrounding the South Ossetia and Abkhazia regions, Russia also plays a significant role in 
the two other frozen conflicts in the CIS region around the Nagorno-Karabakh and Transdniestria 
regions. In addition, Russia aims at exerting influence over energy export destinations and transit 
routes out of Azerbaijan and Kazakhstan. Furthermore, Russia’s ambitions to create a customs 
union in the CIS region, at the expense of the joining countries’ prospects to further integrate with 
the EU, reflects another dimension of Russia’s aim for hegemony in the region.9  

From an economic perspective, Russia is, albeit to varying degrees, a major trading partner, source 
of foreign direct investment (FDI) and remittances, in particular for all non-investment-grade CIS 
countries. Specifically, Russia is the largest export market for Armenia, Moldova, Belarus and 
Ukraine, and its importance as a source of imports is even larger for all countries except Moldova 
(see table)10 An assessment of economic prospects in the CIS needs to take account of changes to 
the customs code and trade relations as well as Russia’s own economic outlook.11 Russia is also the 
largest foreign direct investor for Armenia, Belarus and Moldova, and the largest source of 
remittances for Armenia, Georgia and Moldova.12 Overall, Belarus exhibits the highest dependence 
on Russia given that its economic model and political stability entirely rest on (i) importing 
Russia’s subsidized oil and gas and on (ii) external liquidity support from Russia.13  

EXHIBIT 6 

CIS countries have strong economic ties with Russia 

 

Exports to Russia  
(% of total, Avg 2007-11) 

Imports from Russia| 
(% of total, Avg 2007-11) 

FDI from Russia 
(% of total, 2011) 

Remittances from 
Russia 

(% of total) 

Kazakhstan* 8% 31% 2% 

 Azerbaijan 5% 18% 4% 

 Armenia 17% 20% 50% 90% 

Georgia 2% 7% 5% 52% 

Moldova 21% 13% 22% >50% 

Belarus 35% 57% 64% 

 Ukraine 25% 30% 7% 

 Sources: IMF, World Bank, Moody’s. *Avg 2007-2010 

As a consequence of the close links with Russia, the non-investment-grade CIS countries are not 
only directly suffering from lower commodity prices but also indirectly via the various transmission 
channels from the Russian economy, which is itself highly exposed to commodity prices and 
demand.  
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Institutional Strength: Weak institutions are a common credit constraint  

Over the medium term, the CIS countries that are seeking further economic and political integration 
with the EU are more likely to improve their track record. Currently, Armenia, Azerbaijan, Belarus, 
Georgia, Moldova and Ukraine are involved in the EU’s European Partnership initiative. Negotiations 
on an Association Agreement with the EU, which include a Comprehensive Institution Building 
Programme, are most advanced in Ukraine but have also been launched with Armenia, Azerbaijan, 
Moldova and Georgia.8

Institutional strength is assessed as ‘low’ or ‘very low’ in all countries apart from Georgia where it is 
‘medium’. This assessment is reflected in the World Bank’s governance indicators, for instance in 
Government Effectiveness and Control of Corruption (see charts).  

 However, given that further EU integration is not a sufficient condition and 
that changing institutions is a medium- to long-term process, weak institutions will continue to weigh 
on CIS sovereign creditworthiness. Given the current low levels of institutional strength, 
improvements would lead to upward pressure on CIS sovereign creditworthiness. 

EXHIBIT 7 

World Bank Governance Indicators: Worse than peers, with the noticeable exception of Georgia 

 
Sources: World Bank, Moody’s 

 
 

 
» Government Effectiveness: While most countries, apart from Belarus and Ukraine, show some 

improvements in government effectiveness over the last decade, only Georgia managed to record 
significant positive advances. In terms of 2011 peer comparisons, Armenia’s score is in line with 
that of Ba-rated peers, while Georgia’s score for this factor aligns with the higher Baa-rated 
median. All other CIS countries have lower scores for institutional strength than their respective 
rating peers in the Baa and Ba categories.  

» Control of Corruption: There is greater homogeneity among CIS countries with regard to the 
control of corruption, with all countries except Georgia being close to the median of B-rated 
countries.    

                                                                        
8  Negotiations between Ukraine and the EU on an Association Agreement, including a Deep and Comprehensive Free Trade Area (DCFTAs), have been finalized but 

ratification is on hold due to the jailing of former Prime Minister Timoshenko. Note that DCFTAs require membership in the WTO, of which only Armenia, Georgia, 
Moldova and Ukraine are currently members (Russia is also a WTO member, but not part of the European Partnership initiative). See 
http://eeas.europa.eu/eastern/index_en.htm for further details. 
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Government Financial Strength: Significant heterogeneity  

Our analysis of the government’s financial strength not only focuses on financial headlines, such as 
fiscal deficit and government’s debt, but also on the external liquidity situation, which is particularly 
relevant in cases where the debt is mostly denominated in foreign currency. Given that some of the 
CIS countries are exporters of energy, from which they derive significant revenues, there is 
considerable heterogeneity among the CIS countries’ financial metrics and consequently also in our 
assessment of their respective government financial strength. 

Fiscal deficits exhibit large variations across the region. We expect that fiscal deficit reduction will 
continue in those CIS countries that experienced a pronounced deterioration of their fiscal balance in 
2009, supported by a more benign economic outlook and government efforts to consolidate public 
finances. Overall, we expect an improvement in the fiscal balance across the region in 2013, with the 
exception of Azerbaijan and Belarus, where also the GDP growth outlook is worse in 2013 than it was 
in 2009-2012 (see exhibit 2). 

 

 
In terms of government debt, disparities across countries are expected to increase further. Prior to the 
financial crisis, all CIS countries had low debt levels, while the sharp post-crisis contraction in GDP 
and the significant currency depreciation9

Our estimate for general government debt-to-GDP ratios ranges from around 11% of GDP in 
investment-grade Azerbaijan, Kazakhstan and Russia, to around 40% of GDP in Armenia, Belarus and 
Ukraine, all of which have a negative outlook on their sovereign ratings. On a positive note, debt 
affordability – which we measure as the ratio of interest payments to revenues – across the whole 
region is more favourable than for Baa-, Ba- and B-rated peers elsewhere (see chart).

 have led to a significant increase in the debt-to-GDP ratios, 
in line with that of rating peers (36% for the Baa-rated median; 41% for the Ba-rated median).  

10

                                                                        
9  This increased the value of foreign-currency-denominated debt expressed in local currency. 

 However, rising 
debt levels in Armenia, Belarus and Ukraine have to some extent eroded this comparative advantage. 

10  The low value of interest payments to revenues for the Ba- and B-rated credits is due to a large share of concessional financing that is provided by multinational financial 
organizations for many of these sovereigns. 

EXHIBIT 8 

Fiscal balance to improve for most CIS countries 

 
 

Source: Moody’s, IMF, National Sources, Haver 
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EXHIBIT 9 

GG debt-to-GDP ratio rising but still below  
rating peers for most 

 
Sources: Moody’s, IMF, National Sources, Haver 

EXHIBIT 10 

Debt affordability better than for rating peers 
 

 
Sources: Moody’s, IMF, National Sources, Haver 

 
There are pronounced differences among CIS countries in terms of their external liquidity situation. 
External liquidity acts as a limiting factor for a government’s financial strength as it can constrain the 
ability to repay debt.11

 

 
There are no external liquidity constraints among investment-grade countries, but the situation looks 
less benign albeit still comfortable in Ba-rated countries and critical in B-rated countries, in particular 
in Belarus and Ukraine. The sharpest deterioration has been recorded in Ukraine, where it has 
undermined sovereign creditworthiness, as reflected in the downgrades of the rating over the past two 
years. In addition, Belarus was downgraded twice in 2011 against the background of severe external 

 We use the external vulnerability indicator (EVI) to proxy a country’s resilience 
to a temporary loss of investor confidence, including a complete refusal to roll over debt within one 
year. The indicator rank-orders countries roughly in line with the overall credit rating levels from Baa- 
to Ba- to B-rated countries.  

                                                                        
11  A country that is “external-liquidity-constrained” can squeeze the taxpayer as much as is politically and socially acceptable. However, its ability to obtain hard currencies 

will be a binding constraint. In such a case, external liquidity will take precedence in determining the government’s financial strength. 
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EXHIBIT 11 

Ext. liquidity risk very high for B3 rated CIS countries  

 
Source:  Moody’s, IMF, National Sources, Haver. *External liquidity indicator: (Short-term external debt + currently maturing long-term external debt + total 

non-resident deposits over 1 year) / (Official foreign exchange reserves)  
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liquidity shortages.12

Susceptibility to Event Risk: Political risks and dollarization are the main concerns 
for the whole region  

 The fact that both Belarus and Ukraine have a weak track record of cooperation 
with the IMF is particularly negative in the context of external liquidity given that stand-by 
agreements with the IMF offer greater flexibility and capacity to deal with shocks. Armenia, which 
carries a negative outlook, also recorded a deterioration, but this poses limited concerns given that its 
EVI ratio remains below 100%. Moldova has further reduced its external vulnerability, which is also 
supportive for the stable outlook on the rating. 

Susceptibility to event risk measures the risk of a direct and immediate threat that would either justify 
a multi-notch downgrade or lead to an actual default. To assess event risks, we look at three types of 
risks: political, economic and financial. In the CIS region, sovereign ratings are affected by various 
external and domestic political risks. Economic risks mainly pertain to commodity prices, the 
importance of remittances and external liquidity risks, while financial event risk mainly stems from 
high dollarization levels of loans and deposits in CIS banking systems. 

External political risks are generally driven by the state of a CIS country’s relations with Russia (see 
more below) and, more specifically, territorial disputes over (i) the South Ossetia and Abkhazia regions 
between Georgia and Russia; (ii) the Nagorno-Karabakh region between Armenia and Azerbaijan, (iii) 
the Transdniestria region seeking formal independence from Moldova. Progress in resolving these so-
called “frozen” conflicts has been mixed, and we expect that progress and set-backs will continue 
alternating in an unpredictable manner and to remain a constraint for sovereign ratings.  

Internal political risks are related to the authoritarian regimes that are in place in many CIS countries 
in combination with weak institutions (see above), which can affect the business climate and 
ultimately growth prospects. In the case of long-serving autocratic leaders, this also creates the risk of a 
power vacuum in case of unclear succession plans.13

  

 Furthermore, these political characteristics have 
fuelled civil unrest in some countries in the recent past. While we currently attach a low probability of 
civil unrest of an “Arab spring”-like magnitude unfolding among rated CIS countries, internal political 
risks remain key in assessing CIS sovereign creditworthiness. In terms of official elections, Azerbaijan 
and Georgia have upcoming presidential elections forthcoming in the remainder of 2013. 

                                                                        
12  Following support measures from Russia, the situation has improved, albeit risks remain elevated, which was reflected in a confirmation of the B3 rating following a 

period where the rating was on review for downgrade from July to November 2011. 
13  Georgia is likely to stand as the exception, see Georgia: Post-Election Power Transfer Promises Improved Institutional Capacity If Short-Term Risks Are Managed.  

http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_146171�
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EXHIBIT 12 

Elections Calendar  

  Presidential Parliamentary/Legislative 

Armenia February, 2013 2017 

Azerbaijan October, 2013 November, 2015 

Belarus 2015 2016 

Georgia October, 2013 October, 2016 

Kazakhstan 2016 2014 (one-half Senate), 2017 (Majilis) 

Moldova President elected by parliament 2014 

Russia 2018 2016 

Ukraine 2015 2017 

Sources: EIU, Moody's 

 
Economic event risk in investment-grade countries is mainly related to commodity price and demand 
developments. In addition, dependence on remittances and high current account deficits add to 
economic event risk in non-investment-grade countries such as Armenia, Georgia, Moldova. Current 
account deficits, albeit to a lesser extent,  and more broadly external liquidity risks arealso a concern in 
Belarus and Ukraine.    

Financial event risk mainly emanates from the banking system. Given that the size of CIS banking 
systems varies significantly, vulnerability is not uniform. Particularly large banking systems pose event 
risk according to our definition, in the sense that problems in the banking system can cause a multi-
notch downgrade. From countries carrying a Moody’s Banking Sector Outlook, only Azerbaijan’s 
banking sector currently carries a stable outlook, while the other rated CIS banking sectors face 
negative outlooks. 

EXHIBIT 13 

CIS banking systems: Small to moderately sized with high dollarization levels 

  Assets to GDP % of loans in FX % of deposits in FX 
Banking System 

Outlook 

Russia 76.0 25.4 29.7 Negative 

Kazakhstan 50.0 40.4 31.4 Negative 

Azerbaijan 27.9 35.0 43.1 Stable 

Armenia 54.1 63.3 60.4 - 

Georgia 52.3 68.7 58.6 - 

Moldova 58.1 50.4 42.2 - 

Belarus 94.6 39.5 64.9 Negative 

Ukraine 80.0 49.8 42.6 Negative 

Source: Moody's, National Sources 
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A shared attribute among CIS banking sectors is the high dollarization rate (see exhibit 13), which 
makes the banking system vulnerable to exchange rate moves.14

Conclusion 

 High deposit dollarization mirrors 
weak trust in the domestic currency, which could quickly put pressure on countries’ currencies and FX 
reserves in case of a banking crisis with foreign-currency deposit withdrawals. A sharp currency 
depreciation increases debt-servicing costs on FX loans and can lead to higher non-performing loans, 
which in turn contributes to a banking crisis. 

The CIS region has been characterized by only few sovereign rating changes in recent years and we 
expect to see a similar level of rating activity in the coming few years with the spectrum of ratings 
remaining large. This is because there is limited upside potential for CIS sovereign ratings given that 
structural deficiencies, such as lack of economic diversification and weak institutions, will take a long 
time to be addressed and changed. At the same time, downside risks are limited  given the 
comparatively healthy fiscal stance in comparison to rating peers and low to moderate event risk for 
the majority of countries. We only see elevated downside risks with a sudden rating migration in B3-
rated Belarus and Ukraine due to significant external liquidity concerns.  

  

                                                                        
14  Hedging against foreign-currency risks is still in its infancy in the CIS. While export-oriented corporates have a natural hedge for their FX-denominated loans, other 

corporate and retail FX borrowers which do not coincide with FX retail depositors are highly vulnerable to changes in the FX rate. Banks which hold insufficient liquid 
FX-denominated assets, while at the same time collecting FX deposits and granting FX loans, are also very vulnerable.    
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Appendices 

Appendix 1: Exposure to EU is significant 

  
Exports to EU in % of total 

(Jan-Aug 2012) 
FDI from EU in % of total 

(2011) 

Bank lending from BIS 
reporting banks in % of GDP 

(Sep 2012) 

Armenia 41.4 25.6 9.1 

Azerbaijan 52.9 32.4 5.2 

Belarus 39.5 25.1 7.2 

Georgia 25.7 39.9 6.6 

Kazakhstan 44.5 56.2 5.5 

Moldova 54.4 62.8 11.7 

Russia 44.7 65.1 9.4 

Ukraine 23.8 81.2 18.3 

Sources: IMF, BIS, Moody's 

 

Appendix 2: Direct exposure to US and China is low for most CIS countries 

  Exposure to US Exposure to China 

  
Exports to EU in % of 
total (Jan-Aug 2012) 

FDI from US in % of 
total, (2011) 

Exports to China  
in % of total  

(Jan-Aug 2012) 
FDI from China in % 

of total (2011) 

Armenia 6.3 4.4 1.8 0.1 

Azerbaijan 5.1 3.8 1.0 1.8 

Belarus 0.1 0.9 1.5 0.2 

Georgia 8.5 12.0 1.1 0.5 

Kazakhstan 2.7 15.5 19.7 4.1 

Moldova 1.2 3.0 0.8 0.1 

Russia 3.2 0.7 6.9 0.3 

Ukraine 1.8 2.6 4.2 0.0 

Sources: IMF, Moody's 
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CIS analyst contacts 

Lead Analyst Sovereigns 

Kilbinder Dosnajh 
Vice President –Senior Analyst 
+44.20.7772.1076  
kilbinder.dosanjh@moodys.com 

Moldova 

Thorsten Nestmann 
Vice President – Senior Analyst 
+49.69.7073.0943 
Thorsten.nestmann@moodys.com 

Kazakhstan  
Russia  
Ukraine 

Atsi Sheth 
Vice President – Senior Analyst 
+1.212.553.4873 
atsi.sheth@moodys.com 

Azerbaijan  
Belarus 

Lucie Villa 
Analyst 
+44.20.7772.5326 
lucie.villa@moodys.com 

Armenia 
Georgia 
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